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INVESTIGATION OF THE FINANCIAL CONDITION
OF THE UNITED STATES

XOr)AT, MULY g, 1907

thrrr STATs SNIATR,. om 'r C.

The committee met, pursuant t6 call, at 10:10 . i.,In room 819
Senate Office Building, Senator Hari7 Flood Byrd (chairman)
presiding. A A

Present: Senators Byrd (chairman), Kerr, Frear, Anderon, Gore,
Martin, Williams, Flanders, MaloneCarlson, and Bennett

Also present: Robert P. Mayo, Chief, Analysis Staff Debt Divi-
sion, Office of the Secretary of theTeury; Elizabeth B. Springer,
chief clerk; and Samuel D. Mcflwamn special counseL

The CHAJRMAN. The committee will come to order.
We have the pleasure and honor toda of having the Under Secre-

tary of the Trwsury. Mr. W. Randolph Bu , who ill be the .wit-
ness this morning. 6 n account of important engagements of membr
of the committee and Mr. Burgess, the committee will recess at 11:45
until 10 o'clock tomorrow morning.

Mr. Burgess, you may proved, ir.-

STATE 1IT 0R NOl. W. 4LI'X iS U1D, 1pilTAR1
OF TE TREASURT

Mr. Bumoza. Thank you, sir.
Senator MAWNI. Mr. Chairman, before we start, may we have some

idea of the scheduleI I have a meeting now going on of the Senate
Interior and Insular Affairs Committee

I jut wanted to say for the record, I suppose there is a record here
someplace, that they are considering this long-range mineral plan
down there and other thing of great importance and I would Just
like to have some idea of what the schedule is.

The CnAnmwx. It is the desire of the Chair that the committee meet
as regularly as it did when Mr. Humphrey was the witness and go
ahead with the hearings as expeditiously as Possible,

Mr. Buresssays he wantsato be exat.i at the same length as was
Mr. Humphry. (Laughter.]

Mr.B M r. Charman I will not be inulted If you take lsw
time.1 0

The CNomwr. We shall try to mat the requirements of the Sena-
tor from Nevada.

Senator MAwzum. I take it he will have no trouble getti proper
examination, but what time do you think you will get- you use
the same program you did with Mr. Humphrey I u6o
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The CnAUMAm .Yes. As far as possible, the committee will mtet
every day to hear the witnesses. We have Mr. Martin following Mr.
Burges. There may be some days we cannot meet. It may be neces-
sary to have an executive session for other matters.

Seator Mtws. We will start around the table, and each Senator
will finish his investigation I

The CimiuRA. Tlerm is no change in the interrogation procedure,
Senator MALonn. The chances are you will not get to me today and

I am going to as permission to attend the other meeting, o1 the
Senate Committee on Interior and Insular Affairs, if I-may be
excused.

The C1taMAN. Do you man you will he unable to attend the
meeting I
Senat r MAifrc. I will not be able to attend both of them.
The CHAznv u. We will miss you a great deal, Senator, and I

hope you will return as early as possible.
You may proceed, Mr. Burgess.
Mr. Iiutjwj&. Mr. Chairman and genthmen, I am very glad to

appear before your committee today V discs the problems of the
management of our public debt in more detail than wan included in
Secretary Humphrey's presentation, and this, I realize, is a very tech.
nical subject. We will try to make it as clear as we can with tho use
of charts and slides. But we appreciate greatly the chance to tell the
committee our story.
. Let me review first some of the more important changes in the debt
in recent years, with particular emphasis on the period of 4% years
since we have been at the Treasury.
1. Trends in the size of the debt: The history of our national debt

is, of court a direct reflection of wars and depressions and changing
financial policies over the years. In the first of several charts w icio
illustrate some of our problems is a coniparison of the debt over the
past 40 years, and we have large copies of these charts so that you can
see them. The audience has copies of the text before them, so they
are not completely shut off from seeing these.

The public debt Just before World-War I was only $1 billion, but
by the end of that war the Treasury was faced with the management
of a then unprecedented debt of $8 billion. There was $10 billion of
debt reduction out of budget surpluses duringthe prosperity of the
twenties, but then came the depression and the debt trebled-from
$16 billion to $471A billion. That was just before World War II.

During World War II, the debt rose to new heights and reached
a peak of $80 billion in February 1946. Part of that debt how-
ever, represented a large amount of borrowing during the Victory
loan in December 1945 which, as it turned out, was not needed be.
cause of a more rapid reduction in war spending than had been
anticipated. Therefore, about $20 billion of that excess cash was
used to pay down debt in the remainder of that year-the year 1946.
The figure of $259l billion in December 1940 is a more representa.
tive fire of the public debt at the end of the war, so we have shown
that on the chart.

660
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(Chart No. 1 follows:)
ONAm 1

THE PUBLIC DEBT
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Mr. Buna s. Poet-World War II debt reduction out of budget
surplusesin 1947 and 1948 was about $8 billion. Then with Korea,
and an expanded defense program, there was further deficit financing
and the debt grew to $267f billion in December 1952.

Inherited deficits, which could only gradually be eliminated,
brought the debt to an all-time seasonal peak of $281 billion, in round
figures, by the end of 1955. This past Decemt Jr the debt was back
down to $277 billion, reflecting budget surpluses and a better balanced
seasonal pattern of corporation tax payments.

Our debt of $270% billion on June 80, 1957, the imasonal low point,
was $2 billion below a year ago. Of course, to get the figure you haveto deduct the surplus and you have to make allowance for a little
change in the cash balance.

While this debt reduction is not large, the important point is that,
despite huge defense expenditures, the upward sweep of the debt has
been checkid and reversed-not by much, but by a little.

2. The burden of the Federal debt relative to our strength: As our
economy grows steadily and confidently, so does our ability to carry a
oven amount of public debt without too great a strain on the economy.
Thus the sound economic growth of our Nation in recent years has
made the Federal debt somewhat less burdensome. That is shown
on the chart No. I,

661
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(Chart No. 2 follows:) O 2

RELATIVE SIZE OF THE PUBLIC DEBT
$
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Cp!Nat income
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Mr. BuRozss. The left-hand side of chart 2 shows the relative size
of the Federal debt on a per capita basis. By December 1946, it had
risen to a high point of $1,882 for every man, woman, and child in
America.

By December 1956, it had shrunk by about $200 per capita, by rea.
son of the growth of the population. By June 80, 1967, the per capita
debt was down further-to $1,581.

When the Federal debt is related to national income-on the right-
hand side of chart 2-the reduction in burden is much greater. Ton
years ago the $259 billion public debt was oie-third larger than
our national income of about $190 billion.

National income has now grown to more than $850 billion, so that
our $277 billion national debt in December 1956 was equal to only 79
percent of national income. As of June 30, 1957, the ratio had fallen
further-to 75 percent.

Unfortunately, however, a part of this reduced ratio of debt to
income-particularly prior to the Federal Reserve-Treasury accord
in 1951-was a reflection of the inflation of the earlier postwar years
which brought about a significant decline in the purchasing power of
the dollar.

In spite of inflation, however, a large share of the reduction repre.
sents the growing productivity of our Nation in real terms--the in-
creased ability to produce more houses, industrial plants, highways,
schools, cars, TV sets, and so forth. With greater price stability
during the gast 4 years, up to a few months ago, increased productivity
has accounted for almost all of the reductions since 1952.
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In this way we are gradually growing up to the debt, so that even
though the dollar amount of debt is not declining as much a we might
wish the debt still becomes somewhat less burdensome.

I Aasten to add, Mr. Chairman, that I am not arguing for doing
nothing. I think we ought to be actually reducing the det; but even
though we do not, the situation, from the economics of the country,
is becoming a little better in spite of us.

Another way of looking at the public debt is in terms of its interest
burden.

The left-hand side of chart 8 shows the computed interest charge on
the debt, which has been rising during the past decade,tartl because
of the increased size of the debt and part y because o the creased
interest rates associated with the strong demand for money in ourrecord prosperity,By December 1956, the interest charge on the debt had risen to

$7.3 billion a year, an increase of $1.1 billion in 4 years as against an
increase of $.9 billion in the preceding 6 years.

That is, this is not something, this increase in the interest rate, that
just started. It has been going on ever since the war.

(Chart No. 8 follows:)
OHAIRT 8

INTEREST BURDEN OF THE PUBLIC DEBT'

"t6 .tMes as % f

66
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19I1 9'3O '39 I46 '86 ~I19!3 ' 396

Senator KElut. I did not understand that last statement. Would
you repeat itif

Mr. lutosss. We are looking at the left-hand side of this char,Senator Ktoo No.
Mr. Bto s. What I said outside my statementW

Senator Km. Yes



F8 ANO 00NMON 0o TE V u1D KWATM

Mr. Bu ss This Increase in interest rates Is not something that
just started. It has been going on for a decade, since the end of the
war,

Senator Mm=. You mean World War I 1
Mr. Buoas. Yes Since 1946.
Senator Awvzasoi. Do you have any figures showing that
Mr. Bimozs. Yes. I will be glad to provide that. We will show

that in some of these later charts Senator.
Senator AKDVmwx. Yes.
Mr. Bmu zss. It should be remembered that them total interest

costs are not a proper measure of the net cost of interest to the people
of the country or the net drain on the Federal budget.

The money used to pay the interest is collected from many people
in taxes, an the money is paid out again partly to the same people
and partly to others. I think it Is fair to say that about as many
people benefit directly or indirectly from these interest payments as
are hurt by them.

As to the budget, the Federal Treasury gets back promptly in
taxes a substantial slice of the interest it pays out. Also, much of
the interest goes to Government trust accounts---or to the Federal
Reserve System, which returns 90 percent of its net earnings to the
Government.

The upper right-hand side of chart 8 shows that the computed
interest rate on the public debt has risen to about three-tenths of 1
percent in the 4 years from 1952, ending December 1956--that is a
partial answer-

Senator ANDnsoN. I cannot follow that 0.6 compared to T.8. Did
something jump from 0.6 to 7.81

Mr. Butozss. Well, the interest charge was at 2.1 percent in the
upper right-hand part of that chart.

Senator ANDUWor. I am talking about the peak figures over there
That is what had me confused. 1 do not understand the 0.6 in 1930
to the 7.8 in 1956. I do not know where they come from.

Mr. Bunoss. That is the dollars-the billions of dollars of interest
paid on the debt. In 1980, it was $600 million.

Senator Kum Yes.
Senator Axtwuso.. Yes. Thank you.
Mr. Bunor.s This last, the reference to the upper part of the chart

which showed that in 1946, after the war, the average interest rate,
the overall interest rate, on the debt was 2.1 percent, then it rose at
the end of 1052 to 2.4 and it is now 2.7, or was at the end of Decem-
ber. It L I in round figures, not much higher than that now, in spite
of the risc in rates

The upper right-hand side of chart 8 shows that the computed in-
terest rate on the public debt has risen by about three-tenths of 1
percent in the 4 years ending December 1956, after increasing about
three-tenths of 1 percent from 1946 through 1952. The rate as of
June 1957 was 2.7 percent; and even after the current refunding
operation is complete, the rate will be 2.8 percent.

Looking back, we note that the current average interest charge on
the debt is not much higher than it was in 1916, just prior to our entry
into World I; it Is well below the average rates in the twenties, and
it Is very close to what it was in 1989 at the outbreak of World

A"
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War 11, despite the fact that the earlier rates were partially tax-
exempt.

It makes quite a bit of difference now. It did not make so much
difference then, because the tax rate was low.

Of course during World War II, interest rates were held at artf.
flcially low level and that carried over into the postwar era. The
current rates are high only in comparison with tlie abnormally low
rates during periods of depression, war, and ratepegging. In terms
ofhistory, these are not very high interest rates.

Relating these interest rates to national income we find that now,
as in 1952, they represent only 2.1 percent of national income as
against a high point of 2.8 percent of national income in 1946. That
is, national income has increased so that, even though the dollars have
increased, is smaller in percentage of income.

We should of course, continue vigorously our policy of seeking toreduce the debt. That is the American way. We have done it before;
we are doing it right now. Debt reduction helps to combat inflation;
it releases funds for other uses; it strengthens our national readinessfor contingency.
8.aIle Federal debt and other debt: Another way to look at the

Federal debt is in its relation to other kinds of debt in the United
States. Chart 4 shows the total public and private debt on a gross
basis over a span of years.

(Chart No. 4 follows :)
HAWr 4

PUBLIC AND PRIVATE DEBT'*81.I

wo

600
30

Mr. Btno. The chart starts in 189, just before the war, when
the total public and private debt of thea ion was $W%4 million.
In .nanclg the war overall debt was increased tremendously with
almost all of the chang w the Federal sector as the Federal debt
roe from $47 bill o billion.
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Purina the war, when civilian w4ivities were kept under wraps,
private iebt increased very little, Financial as well as physical re-
sources were diverted to the war effort. State and local government
debt actually decreased because maturities were paid off and new
projects were limited. The coy oration and inividual debt In.
oresed only slightI during those years.

Tit change during the past decade is shown by the bars in the
middle and on the riWht side of chart 4. The Federal debt has in-
creased $171 billion since 1044, In terms of percentage of the total
debt structure, however it he declined from 58 percent of the total
to 85 percent, but it still exceeds the prewar percentage of 28 percent
by a substantial martin.

The total debt at ie end of 1056 was $783 billion, which is up
about 75 percent over the past decade. Durig that same porio9
our national incoine hlt nearly doubled, again partly by inflation
and partly by real growth. Thus, our total-debt today, of all sorts,
is a smalIer percentage of our national income than it was 10 years

State and local government debt increased as the States and local-
ities went ahead with new highways, schools hospitals, public build.
ints and utility services on an unprecedented seale-programs which
had been held back during the war. The total State and local debt
is now about $50 billion.

That has been increasing at the rate of $5 billion a year for the
past 3 years, which is a rate never beforeequaled and I think before
you gentlemen Uet through your inquiry, it would be very Interestingto analyze that debta little bit.

The corporate debt also has increased by leaps and bounds as cor-
porations have undertaken postwar expansion and modernization
programs. These figures include bank loans and accounts payable
as well as new corporate bonds and notes.

The presure on the security markets of these huge demands for
money is the major source of present problems in Treasury financing.

The individual debt more than tripled during the last 10 years
from W%0 billion to $20 7% billion, mostly in the form of increased
home mortgages and consumer debt.

As Secre ry lumphrey has already mentioned to you, the total
of all debt has increased f146 billion during the past 4 years, with
all but $10% billion of the increase accounted ~or by nonbank sources
rather than by increases in the money supply.

It thus rest very largely on a sound base of savings rather than
on any excessive bank credit expansion, but it has been heavier than
the present flow of savings could take care of without straining the
capital markets. Many buyers of bonds and mortgages have been
getting part of their funds by selling Government securities.

Of the record of the past years, it might well be said that almost
everybody except the Fderal Gvernment has been increasing his
debt. Nevertheless, the Federal debt is still the largest single sector
of debt, and has a rt impact on the country.

The effect of the huge public debt on the country economic growth
and st.ility depends a great deal on how the debt is distributed amon
the eitisew and financial institutions and the types and maturities o
the securities which make it up. So I ask your indulgence in pro.
swUtig the fact. on thee poits.

coo
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4. Who holds the debt? Chart 5, which Mr. Mayo will show inlarge form, presents the picture on the ownership of the public debt

from 1948 to date.
During the 4 years, looking at the left-hand side of the chart, dur-It the fyoars ending in December 195, the debt has risn-as shownearfor-by $O9 billion, 8 deficits and 2 surpluses.
(Clart No. follows :)

PUBUC DEBT OWNERSHIP TRENDS

TONIl Dobt MvtImi w eo
0::o:: * [ 140 -,,

to ., #o,: f f%*0 '

Mr. Bmuwo . About $8 billion of that is accounted for by an increasein the ownership of governmentt securities by Government invest-ment accounts, shown by the top part of the chart-larglyrepreset-ing savings by or for individuals in the form of social secity, vet-erans' Ife insurance retirement reserves, and so forth.Senator Kim. I do not understand, Mr. Burgess. I do not want
to question you; I am just trying to follow you.Mr. Buaorss. That is right.

Senator Kim. How can you tell by this what the Government
investment accounts owned December 81, 19521

Mr. BuRozss, $48 billion. You see, it is shown right on the chart
in the left-hand---

Senator Kuan. Oh, yes.
Mr. Busozas. $3 billion, and that has grown to $54 billion.
Senator KXn. Isee.
Mr. Buaors. So that practically all of our increase in the totalGovernment debt has been absorbed in that way.
With Federal Reserve bank holdings of Government&-which isthe next strip down in the char-oling not chag during4 year*-it went up from $23% billion tog2; billion in 1959 and it Is
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still $265 billion, they have not chanpgd their holdings-this left only
about $l1  billion to be absorbed privately.

As shown on the right-hand side of the chart, at the end of December
1956 commercial banks held $69h billion of the debt. That was
$4 lion less than in December 1962. There had been no expansion
of bank credit due to an ncreae of holdings of Government
securities,

It should also be noted that the banks had only 86 percent of their
earning assets in Government securities at the end of 196 as against
45 percent in 1952 and 65 percent 10 years ago, when we had completed
the war financing.

Bank holdings were further reduced through June 1957. These
reductions reflect bank sales of Governments to get funds to meet
the loan demands of their customers. Financing the Treasury during
this period without adding to bank holdings of United States securi-
ties ias kept down one minfationary potential.

We had not had a credit expansion due to deficit financing.
The upper right-hand part of chart 5, which is the private, non-

bank investors, shows an increase of $6 billion in the holdings of
Government securities by what we call private nonbank investors.
All of this increase may be credited to those individuals who have
added more than $6 billion to their holdings of series E and H savings
bonds during the past 4 years.

The Treasury has put great emphasis on the widespread sale of these
small-aver bonds.

Pension funds-Stat, and local as well as corporate-have also
been net buyers of Government securities, and so have short-term
investors, such as foreign accounts and State and local general funds.

These increases have been enough to more than offset net, sale by
insurance companies and savings banks as they also have responded to
the tremendous demands on them for money for mortgages and capital
expenditures.

5. Maturity structure of the debt: Parallel to the question of who
holds the debt is that of the distribution of the debt among maturities.

The cheapest and easiest way to borrow is usually at short term,
relying first on temporarily idle funds of corporations trust funds,
foreign funds, and--when necessary--on the -banks, which in their
turn might borrow from the Federal Reserve System.

There is indeed a large legitimate short-term market for the Trea-
ury to tap, particularly today when lenders of money are trying to
keep liquid. The present weekly rollover of $1.6 billion to $1.8
billion of 91-day Treasury bills meets an important market need, is
not inflationary, and does not strain the market.

I say "not inflationary" because it does not increase the total amount
of baik credit.

But there are a number of reasons why short-term debt becomes
undesirable beyond some reasonable amount.

First, a large body of short-term debt increases the frequency as
well as the volume of Treasury financing. It may constitute an
irritant at times to the smooth operation of-the market for short-term
funds and for corporate and municipal securities.

Also to the qtent that the anticipation, the announcement, the
offering, and the digetion of new eury issues spreads over a
large part of a year, the time available for the Federal Rerve to
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take appropriate credit and monetary policy actions may be restricted
A large volume of short-term debt adds to the liquidity of banks

and businesses and others who hold short-term Government securities
as practically a cash reserve. This strengthens the position of thi
holders, but by the same taken makes them less reeponive to _ngW
in monetary policy. Ther can get cash readily by seling ther short.
term Government securities,

Also, if at any time in the future the Treasury is faced with a
financing emergency, it will probably have to fall back on short-term
borrowing.

It is important, therefore, that this source of funds.not be depleted
unnecessarily ahead of time. In that way any minor emergency
which arises may be handled by selling short-term securities to the
private market rather than having to use the Treasury's authority
Fo borrow directly from the Federal Reserve System.

That is a question somebody has asked about, and I will pick it up
later.

Of course, when short-term borrowing means increasing bank
credit' namely, the volume of money, that is directly inflationary.
It is kor these reasons that any country in time of war makes a
vigorous effort to sell as much o its securities as posible outside the
banks as well as for a longer term.

To the extent war is financed out of taxes and savings, the worst
pressure for inflation is checked.

5 a. War and postwar program through 1952: In the Treasury
war-loan drives, which all of us had some part in, I am sm, of World
War II, the typical package of securities included savine bonds and
notes, a long-trm 2 percent bond, not eligible for purc ase by com-
mercIal banks, a 10-year 2-percent bond, or similar bond, and also
a short-term certificate and perhaps a medium-term note.

During the war a large volume of bonds could be sold because
investors had a limited number of other uses for accumulating savings.
Few new mortgages were being written, and neither business nor loca
government units were heavy borrowers, as we saw in the chart on
public and private debt.

The postwar period brought different problems. AI t f
borrowers began clamoring for money. Government bonds were
relatively unattractive at t eir low pegged interest rates, and it was
clear to most lenders that rates could noT be held at these levels, even
though the Treasury tried.

In any event, little progress was made from 1946 to 1932 in funding
the debt, though there were several issues of notes and two short
bonds prior to 1953.

The refunding in 1951 and 1952 of a large block of 2%h-percent
bonds into 2%-percent nonmarketable series B investment bonds with
an optional exchange into 5-year notes had actually the effect of
shortening the average length of the marketable debt. It was, how.
over, the price of getting rough the accord between the treasury
and the Federal Reserve, and that was worth a very substantial price.

Excluding these issues the average maturity of the marketable
debt declined by about 10 eerent m the 6 yeof ending In 1b,
largelythrough the pasage o time t
One is reinded of the quotation from Alice in Wonderland where

the Red Queen said, "You have to run very f#A to stand still," and

60,
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that is true of the debt. Because every month that elapses, the ma-
turity ts shorter if you do not do anything about it.

. Program of the past 4 years When the new administration
oame in, we set a goal of sellin- longer-term securities and glving the
debt a wider distribtuion whenever the market made is possibe.

We redoubled our efforts to sell series B and H savings bonds
widely to the people.

We egan to shut down on the sale of other debt payable on demand
at the option of the holders.

We began promptly the sale of long-term bonds to the market in
the spring of 1958 at the interest rates necessary to sell them. I will
review that 1953 issue in more detail i little later on.

In 1954 and 1955, we made substantial pror toward our ob-
jective by selling a large volume of intorm iate-term securities,
together with A2% billion of 8 percent 40-year bonds, the longest

biods that had ever been sold since the Panama Canal issue.
In 1956 and 1957, in the midst of the current tremendous capital

boon, we have sold no new bonds and only a limited amount of
intermediate-term notes.

There are a number of ways of measuring the changes in the debt
structure over the years. Some of them refer only to the marketable
debt, such as figures on the average length of the debt, Others-
more compreiensive--take into account not only the maturity dis-
tribution of the marketable debt, but also the demand character of
other portions of the debt.

All of these "yardsticks" show that we have moved forward in
Improving the structure of the debt during the past 4j years, s-
pecially in comparison with the record of the earlier postwar period.

6. Average maturity of the marketable debt: One measure of the
structure of the debt is the average length of time that the market-
able debt has to run to maturity. The ama nt outstanding of each
security making up the marketable debt is multiplied by the number
of months it still has to run.

These amounts are then added up and divided by the amount of
marketable debt outstanding to give a figure on average length of
maturity.

Although the average length of the marketable debt does not re-
fiect changes In other types of debt like savings notes and savings
bonds, it is still useful as a yardstick since it encompasses nearly .6
percent of the total debt outstanding, including the most volatile
areas of the debt.

The average length of the marketable debt to maturity--calculated
to first call date on callable bonds--amounted to 7 years and 2 months
in December 1989.
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By December 1946, that average had fallen to 6 years and 8 months

that is even after selling a very large amount of bonds during the
war, but of course the increase in the debt was so large that we could
not quite keep up with it. That figure Is after excluding, to make the
comparison fair, those , percent long-term bonds sol in 1944 and
1945 which wore exchange for nonmarketable investment bonds in
1951 and 1952.

By December 1952, the average had fallen further, to 8 years and
10 months, compared to 6 years and 8 months in 1946.

Although the average rose above 4 years for a while during 1954
and 1955 when Treasury debt extension was most active, at the end
of 1956 it was back down to 8 years and 9 months-I month shorter
than 4years earlier.

By June 1957, the average had fallen by 2 more months.
This record indicates a loss in average length of 8 months during a

period of the past 4Vs years, as against a loss of 29 months during
he 6 receding postwar years. The loss since December 1952 is even

less when only publicly held securities are considered, since Federal
Reserve-held securities, many of longer maturity originally, are being
refunded into short-term issues under the resent policy.

The average length, exclusive of Federal-Reserve, was 4 years and
1 month in June 1957, as compared with 4 years and2 months inDe-
camber 1952. In other words, by running very hard, we have man.
aged to stand still on that.

Furthermore, this measure of average maturity takes no account
of nonmarketable demand debt, which has proved an awkward inheri-
tance.

7. The "floating debt": A more accurate measure of changes in
the structure of the public debt from the point of view of the Job of
the debt manager is a comparison between the "floating debt" on the
one hand and intermediate and longer term Issues on the other basing
'the figures on publicly held debt.

This means excluding securities held by the Federal Reserve banks
and Government investment accounts, but including in the floating
debt the most volatile part of the nonmarketable -debt payable on
demand.

The following table shows the composition of the debt from this
point of view.

That is the one you want to study. It shows in detail just what
these sections of the debt are What we call the floating debt is the
section section, held by the public.
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(The table referred to is a follows:)

strwture of the puble dubt
in b1IW= Odol11)
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ton 19U 1o0

IOW by edoel Rotv banks 4 Oovemwent Investment
a w~a. 706 74.2 %o X8.6
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To ta ll o debt ................................... i 8 . .
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l w. ................................ .......... 2.
......................................

...... l Pb ...................... ....... Is, I, A , 1 A t

T old b bt . ........................... 122.3 I2.7 133.8 120
To d ob*. ......... 287.4 27&2 2717I 270.0

mt Gating debt to W tot ............. 9 82.4................ 8 a .1 X 47
I Ineludee Investment sofe A bonds, depositary bonds, matured debt on w"lb ntsret has osied,

and debt biting no Interest.

Mr. Btraouss. The floating debt, there are the under-1-year market-
ables, which have gone from

Senator Kzin. If you will just slow down a little, I will try to catch
up with you.

Mr. Buvozss. I am sorry.
Senator Krwt. I am in thet same shape you say you are. I have to

run awfully fast to kind of stay even.
Would you just sort of go over that chart gradually, Mr. Secretary I
Mr. Bunom w. Well, the top line is the amount held by Federal Re-

serve banks and Government investment accounts. We do not have to
do anything about that, because it stays put, and it is rolled over-

The CyJAnW . Do you have a breakdown of that I Do you know
how much is held by the Federal Reserve banks ?

Mr. Btmoss. The Federal Reserve is $28 billion.
Senator Kmww. $25 billion, you said a while ago.
Mr. BRaass. It carries on rightthrough.
The Cxur. Have you a-breakdown of the Government invest.

meant accounts ?
Mr. Bumosas. The investment accounts are $54 billion, approxi-

mately.
The CHARMmAx. You have so much in the accounts, is that it?
Mr. Btmxoss. Wes can give you the breakdown.
The Cnawn.,,.l:s that in here I
Mr. BvuaoES. No, it is not, but we will give it to you.
The CtAuumKzr. I wish you would furnish that.
Mr. Buons I think we put that in the record before when we

were before the conunittc. We will have a chart on this before we
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are through. (See chart 7 in the hearings for Tuesday, July 80, p. 704.)
So the amount held by Federal Reerve and Government invyotent

accounts has increased from $70.8 billion to $78.8 billion and that is
largely, if not altogether, an increase in the Government investment
accounts.

The amount held by the public. Floating debt: The under-l-year
maturities at the end of 1952 were $42.9 billion. That rose in 1958O,
because we inherited a lot of debt maturing that year, and 1954 so we
had a jump to $58.8 billion.

That was worked down to $45.6 billion in 1956 and is now $50.6
billion, which is higher than it was at the end of 1652, but it is lower
than it was in 19bg when you tnke into account the maturities that
slapped us in the face in 1958 and 1954.

Savings notes, those are the 8-year notes which the Treasury used
to sell to corporations and others so they could use them for taxpay-
ments but they were redeemable on demand. That is, a corporation
could bring them around any time and get their money, or use them to
pay taxes, and we terminated that because we found it to be an unde-
sirable form of debt. But it was something we had to take care of.

The next is F, G, J, and K savings bonds Those were the larger
savings bonds, in lots as large as $f00,000 which were sold, some to
the banks, some to the trusts, some to individuals. But that agan
proved to be a very awkward kind of savings bond because it was held

y large holders who could shift their money around, and they be-
gan turning the stuff in, so that has gone from $22.6, billion down to
$13.1 billion. We were hit with $8 billion of that in the past year
and we had to dig up the cash to take care of it, so that was part oi
the floating debt. We paid that down by $9 billion in 4 years, or a
little more

Miscellaneous demand debt: That is not as important. That is
series A investment bonds, and depository bonds in banks, and a few
other things like that. It does not vary much, so it is "ot-

Senator-KzRR. Which item are you talking about?
Mr. Bunoss. I am talking ab6ut the misellaneous demand debt.

It is defined in the footnote.
Senator Kom. YeL
Mr. Bunoas. But the aggregate of the total floating debt at the

end of 1952 was $74.6 billion.
Senator Kam. That is of the floating debt held by the public I
Mr. Bmwass. That is right; ye& That rose in 195-
Senator Kvmm. In order just to get the Information before me so

I may understand it, does this breakdown indicate--
Mr. Buisss. Yes.
Senator Kerr continuingg. The maturity date of the bonds held

by the Federal Reserve and Government investment accounts?
Mr. Bnoiss. No. That would be up at the top. We would be

glad to give you that.
The Government investment accounts, of course, are made up partly

of marketable bonds and partly of notes, 10 Us& in effect that we
issue to these different a cies. There are all kinds of different
tems on them under the law. One law would specify that you pay
8 cent, 4pverent-

tor K . I mean, does your report or statement anywhere
show what part of them are due in not more than a year I
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Mr. B asws No. They are all lumped in that top figure, on the
priHciple that they do hot constitute a serious current problem.

Now in a great emergency, they might. The unemployment trust
fund, 1r example, in an emergency, you might have to pay out a
billion or $2 billion in a short time.

But normally, it does not constitute a problem for the debt man..
agr to---

Senator KUL Would you put In the record the maturity date of
thon bonds?

Mr. Buvo=s. I would be glad to do it. We will be glad to put
them in*

(See table, p. 875.)
Mr. Bmioss. So you see, in that total of the floating debt, we had

practically $75 billion. It ran up on us to $89 billion-by the end of
1958. There was nothing we could do about it. We tied to push
some of it out, but those were the maturities that existed. That was
reduced by the end of 1986 to $68.9 billion, and it is up a little bit for
June 80 to $66.7 billion.

But it you will compare that with the high point, the floating debt
as defined in this way, it is down more than $20 billion from what it
was in 1958; and from that point of view, the job of the debt manager
is a lot easier than it was when we took over.

Here is the rest of the debt:
Intermediate and longer term issues. We put the E and H savings

bonds in that. That, in a sense, is demand debt, but experience has
shown it is a relatively stable figure; even with the redemptions that
you had in the past 12 months, the amount of E and H bonds out-
standing has continued to increase a little. While the sales are less
than the redemptions, the accumulated interest is enough to take care
of tha 'so that this year that actually has been increasing.

So from the point of view of the debt manager that is a part of
the debt that does not bother us. It is a good, solid part of the debt.
That is held by millions of our people, and it is only in that way
that you can get that very wide distribution.

Now, the investment series B bonds, I have referred to. Those were
the 2% percent bonds that are convertible into 5-year notes, so that
they can become short-term debt or relatively short-term debt, and
about a third of the $15 billion that were issued have been converted
that way.

Then the marketables: Maturing in 1 to 5 years are up from 1952,
but they ar down from 195.

The 8 to 10 years are down.
The over 10 years are up a little.
Senator Kusa. The 5 fo10 years are down since 1952?
Mr. Buszs. That is right.
Senator amThe 1 to "years are down ?
Mr. Bunous. Are up.

,,-Senator Kam Yes.
Mr. Bvauss. The over 10 year is up a, little. That is the long.

term bond area.
Now take the bottom figure, the percentage of the floating debt to

the total was 27.9. It rose to 82.4 pment. It is down to 24.T percent.'
So i .ittl-bettw thad Itwas. So we have made progress in our
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efforts to reduce the amount of floating debt, which the Treury may
be called upon to handle each year.
The floating debt as defined above has two basic ingredients: (1)

Publicly held-marketable securities maturing within 1 year-includ-
Ing capable bonds when they actually are taken care of; and (2) non-
marketable demand debt which ispayable practically on demand and
is in the hands of rather large holders who move frely from ona in-
vestment to another in response to changing market condtions.

Senator Kza. Where do they appear on the preceding page
Mr. Bunors. Nonmarketabl-..
Senator Kzu. Demand I
Mr. BDuors. Well, there are the savings notes and the F, G, J, and

K savings bonds, those two items.
Senator Kzn. They are callable on demand ?
Mr. Bunoms. Well, the holder can present them, yes. We cannot

call them, but he can.
Senator Kz. I mean they are redeemable at the option of the

holder.
Mr. Buao s. Yes; that is right.
We do not include series E and H savings bonds, the small saver's

bonds, as part of the floating debt since they are not as sensitive to
fluctuations in market interest rates and the total outstanding is quite
stable in contrast to the widely fluctuating volume of other savings
bonds and savings notes.

Chart 6 presents data on the "floating debt" over the last decade.
This type of debt was reduced by more than $10 billion between Decem-
ber 19 2 and December 1956 and the figure at the end of last year was
more than $25 billion below the all-time peak in 1958-

The CuAjntxw. Mr. Burgess, would ou prepare for the committeeures yu prepaR sre bank
a statement of the bonds tha were ownedbye Federal Reserve banks
thopat 10 years, each year for the past 10 years?
Mr.'Btmom. I will very glad o and the types Very glad to.
Senator Kims. And the t yes I
Mr. Buozms Yes. I will be very glad to.
(The information referred to is as follows:)

.edora R rve bask ownrehip of U. 5. Gov0nme*w ose /o
u mh of dQUs4

o or Ie b 1:0 o aW 04L to e,-,t " 4

bSoso ~o h mov of do Tt"Wu*
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Mr. Bumoz. This type of debt, the floating debt, was reduced by
more than $10 billion between December 1952 and December 19560, and
the figure at the end of last year was more than $25 billion below the
all.time peak in 1958, which elected largely the inheritance of sched.
uled maturities from earlier years and financing growing out of the
1958 deficit.

While the under-1-year marketable debt held outside Federal Re.
serve banks and Government investment accounts was $21 billion

igher at the end of 1956 than in 1052, it was nevertheless $18 billion
Dow its all-time peak in 1958.

In contrast, this part of the floating debt rose by more than $10 bil.
lion between 1948 and 1962, when primary reliance was placed on the
issuance of short-term securities and the passage of time kept shorten.
ing the debt.

"Chart No. 8 follows:)
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Mr. Busom. One of the most important ways in which the floating
debt picture has changed, as you will note from the chart, is through
the reduction of nonmarketable demand debt in the hands of large i'.
vestors. It has been reduced by $18 billion since 1952.

The elimination of the sale of short-term savings notes in the fall
of 1958, and the recent dropping of sales of the investment type J and
K savfigs bonds as of Aril 80, 1957, represent major steps in the
reduction of the more volatile Triasury demand debt.

8. Opening up the long-term market and adding to the supply of
intermediateterm security es: In the absence of extensive debt payoffs
the objective of reducing the floating debt can b accomplished onl by
"ling more suritles outside the 1year area.
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Chart 7 shows the history of Treasury financing over the past decade,

Call by year, in terms of the relative amounts of short term and longerterm financini.. .
'rhe chart also shows the seasonal borrowing which has grown dur-

ing recent years-borrowing repaid out of increasingly heavy taxpay-
mente each spring up until 1956, when the return to a more even
quarterly distribuion of corporate-tax payments began.

(Chart No. 7 follows:)
Comm I
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Mr. Bumoxsa. As chart 7 shows, there was a modest amount of inter-
mediate-term securities issued in 1949 and 19.0-those are notes, $4.7
billion in 1949 and $12.2 billion in 1950-which helped to reduce the
Treasury 's financial burden in 1951.

Two siort -term bonds were sold in 1952. The major efforts at debt
extension, however have been made during the past 4 years.

Since 195I, the i'easury has sold $4M billion of long-term bonds.
The first of these the 81As, totaling $1.6 illlion In the spring of 1958
represented the treasury's first long-term market issue since the end
of World War Ib finan in

The CHAUMAi. The $44 billion includes the 1-year securities I
Mr. Buuous. No; that $4%A billion is long-term bonds, more than

Wears' maturity.
Tie CntAriN. Yes
Mr. Btoua. That includes the 8/is and the 8s. The 8yis are

28 to 80 years, and the 8s are 40 years.
Then in 1955, we sold $2.7 billion of the 8-percent bonds of 1995,

the longest Treasury bond issued since the Panama Canal bonds were
isvued ii 1911.
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This $4%A billion of long bonds, together with the $26 billion of
S. to 10-year bonds issued in 1958 and 954.

Senator KrX . What does that 5 to 10 years mean I
Mr. Bumous. Bonds maturing 5 to 10 years.
Senator Kz.w. At whose option ?
Mr. BuRoGEs. They are simply definite maturities. They would

mature 6 years, ? years, and so forth, from now.
Senator Kri. There may be in this group some 5, some 6, some 7,

up to 10?
Mr. Buimas. That is right, up to 8, 9,10.
The $28 billion, by the way
SenatorKmR. I wonder if we could have a breakdown of that, Mr.

Burgess.
Mr. Busoiss. It is given at the end. I put a table in which gives

the whole business.
This $281A billion I can correct that figure for the financing we

just concluded, that emes $26 billion of 2- to 5-year notes issued
since 1952 has thus made it possible for the Treasury to keep up with
the ever-slortening public debt, and start reducing a little the annual
volume of Treasury market financings.

Also, the long term offerings gave greater breadth and depth to the
free long-term Government securities market.

A complete list of marketable securities issued since January 1,
1946, which mature in more than 2 years, is shown ini appendix A;
and then in appendix B we have given a complete list of all the
securities, except bills, we put out since we have been in.

Before every Treasury financing, we canvass the market for a long.
term bond among dealers and potential buyers. In these 4 years I
do not think we have failed to take advantage of any favorable oppor-
tunities to sell bonds successfully.

Our job in calendar 1957 is larger than In 1956, and perhaps a little
above 1955. Durin the first halfof the year we completed $22 billion
of financing. $8 billion of that was extended beyond 3 years through
the issuance of Treasury notes, so our record of debt extension in the
first half of 1957 was already somewhat ahead of 1956.

On July 8, we sold $8 billion of March 1958 tax bills for cash, that
is, by inviting bids, as you know# and as will be covered later, we are
now completing the refunding of nearly $24 billion of August and Oc-
tober maturities, more than $14 billion of which are held by Federal
Reserve banks or Government investment accounts.

I have a little section later which reviews that whole operation, so
you will have the whole picture.

We will have a December maturity, which arises from this last
financing, to refund, and we will also have more seasonal tax anticipa-
tion financing before then. That is, we will sell some Treasury bills
or certificates that will mature at time of taxpayments next year and
can be paid off out of taxes.

This will bring our total job for 1957 to more than $55 billion, exclu.
sive of weekly 1'reasury bill offerings.

Senator Kis. And they total wiat.I
Mr. Btmoza. They total about $22 billion now. I will give you that

exact figure. It is in that neighborhood, and I will give you, as you
sugg-8ste, Senator Kerr, a complete rundown of the bills, now out-
shtn d ing
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(The material referred to is as follows:)

Treasury bMs outstandinp ae of Aug. It 107

RAtointor. Dte of ime Amount twuodeat percentnt'

bill$Y bW tyvalue)-e wmaturin: 06
Aug. 19 ......... ............... 7............. 2 16 ,0 . 000

Agul 1 96 7 24 y I116 1,604000Aug. 0 ........ :............................ Noy A 1067 00

0. ....w..........8 J.................... . 74 une 967 1 7 0
Sept 167 .......................................... 8 Jun 1 1967 1 0
Sept. ......9................................ 1.40 91,107 g 000
Sp. 167 ......................... 81 une 37,1 7 0

ot ............................................ J 29 000
1t.81 ................. ...................... 8. &1=1 J y 1019671~ 612.000O, l. 1"? ........................................... & 0 uy160" 0

OctI: 1.88 8 Augt1. 11967 1 Almso
Tot ........................................... 21. 001.,4000

S'Tre sury blls are sold on a discount basis with competitive, bids for b issue. The average sale pro
elves an approximate 1e4 on bank discount bmsi as indfeto for eaO see.
Oaks of the Sertry of the Tresury, July 81,1967.

Senator AxIrsox. Not weekly I
Mr. Bunozss No; $1.6 billion to $1.8 billion per week, and it runs

90 daf. So this thing, the total, is around $22 billion.
if Federal Reserve bank holdings are omitted, the total job this year

is only about $85 billion-that is, the total job we have had to o in1957.
These financings continue to be in competition with very heavy

demands for funds in the capital markets. They require attractive
rates and careful planning.

I think I will repeat what I said before, that they constitute a prob-
lem, but not a crisis, Mr. Chairman. We are not in a crisis in Govern-
ment financing.

9. Encouraging thrift by selling more securities to individuals. I
have already mentioned that individuals' holdings of Government
securities have been growing and now stand near their all-time high.

The major factor in this growth has been the series E and H savings
bonds program. The vigorous promotion of this program, aided by
an improvement in terms in May 1952-I want to ove credit for a
very sound step taken in May 1952 to improve the savings bond
program,Senator Kn. Could. that possibly have been May 1957?

Mr. BuRoES. No, air. That is May 19052, before we came in, and
the terms were improved again as soon as you gentlemen acted in
A il . .1957.
ABut vigorous promotion of this program, aided by an inprove-

ment in terms in-May 1952 brou ht an increase of more than $6 bil-
lion in E- and H-bond holalngs during the 4 years ending December
1956.

The core of this thrift program has been the payroll savings plane,
under which about 8 million workers are now buying savings bonds
regularly. We estimate that approximately 40 million Americans
now own $41% billion of these E- and H-bonds

Some figures on E and H savings bonds may be interesting.
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This table shows the growth of E and H savings bonds averages for
calendar years, in billions of dollars.

(The table referred to follows:)

O1mwls ofN xdu sv einM boue, average for oaledar years

In bil s of dollars

00b eels $94 "OMPtlOn N0t Amount
I-b - Wn Interest ohangs ut&tan.

M=wel 6"N"p Ro N 0m ouslau10:, o n, of

Wareimol 1 ,41-0 ............. 8. i II O,1 8. 0 80.7lostwer:
in*- ............ . . 4.1 .4 .8 13.8

Mr. BuRGEss. The left-hand column shows the period, and the
right-hand figures are all in terms of the annual averages during
those periods.

For example, from 1941 to 1945, which was wartime, the sales aver-
aged $81A billion a year; the redemptions, $2 billion a year, because
these bonis had just been sold and the patriotic drive was underway,
so there is a net gain of $6% billion in that peiod.

The interest accruals were $100 million.
The net change was $8.6 billion; and at the end of the war there

was $80.7 billion of these outstanding.
From 1948 to 1949, the rate kept up pretty well; sales were $4.2

billion; redemptions $4.1 billion' net gain of $100 million.
Interests accruals, 0.6-these bonds sold in the war were beginning

to accrue interest more rapidly, so a net change of 0.8.
Amount outstanding, $ 8.8 million.
Then the years 1050 to 1952,1050, 1051, and 1052, the sales dropped.

That was partly the effect of the Korean conflict and $3.5 billion
were the average annual sales, with redemptions of $4 billion, and a
loss of $600 million a year from the sales effort.

But interest accruals were $1.1 billion, so there actually was a
gain each year of half a billion in outstandings.

Now, in the past 4 years, sales were higher, $4.9 billion. As I
said that was due to changes in program and changes in promotion.

Te redemptions were up. With more bonds outstanding, nat.
urally you get more people redeeming them, and in the last year you
had more redemptions because of te interest rate, but even so the
sales were enough higher so there was a net gain per year instead of
a net loss, of $0.4 billion.

So actually, there was a net change in outstanding an increase of
$1.5 billion a year. So the amount outstanding at the end of 1950
was $41.4 billion.

Senator Kum. Do you have the figures down to June 80, 1957?
Mr. Btmom. We have them, and we will be glad to put them in.

They will show a further increase in outstandings of $1 million or
something like that. The rate of increase is lower. Sales are smaller.
The redemptions are larger.
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(The information referred to is as follows:)
Growth of j and N eav nge bonds, 1947-7

On bWo of doWSe

ad s4 romptlon Amount
_ _lnt* t outstaNnttn

1)01 WS Bales Redemp. Net to O4, F2. oiV4o

to .............. &

4.0 1. 0 11 0

196 ... ......... I4 t 0 7)+|198..........4.6 4. $..1i
4.6 1 . 1.1 +.6 418

1 Les than $40 million.

Soure: ome otte Botetary of the Treasury, July N, 107.

Mr. BuRozss. Of course, the heavy loss was in the 1056-57 period
until we changed the rate. It has picked up a little, but not very
much, because the interest rates have gone on up, the general market
rates.

The record of savings bonds sales during the 4 years 1958-46 has
been better on the average than during ot er periods since the end
of the war. Redemptions have risen somewhat in recent year-
partly because of the cashing of bonds which have reached their
1O-year maturity in increasing amounts. Nevertheless, the net excess
of cash sales over redemptions of these bonds was higher in 19IO46
than in either earlier postwar period.

About a year ago, as you gentlemen know, savings bond sales
started to slow down under tfe impact of higher interest returns
available in alternative forms of savings. Then, as your committee
is aware, the Treasury received from the Congress authority to raise
from 8 to 811A percent the overall yield on F. and H bonds if held to
maturity. Tie interim yields have also been increased.

Savings bonds are not sold primarily for their yield but for their
security, their redeemability, and their convenience. However, the
buyer must feel he is getting a fair rate. The action you took was
helpful.

The savings-bond program is one of the best means we have of
achieving a wider distribution of the debt and of encouraging the
overall volume of savings which the country so much needs tokeep
pace with the tremendous demands of the people for all forms of
gd and services.

In summary, then, these are the ways in which the Trsuryhas
sought to manage the debt so as to make it less of a disrupting %flu*
once on our economy. We have not always been able to move as fast
as we might like toward our longerange objective of achieving a
better debit distribution, but we have reduced the floating debt and
the bank-held debt and so reduced the inflationary threat which the
debt carried In addition we have widened the ole of savings bonds
and reopened the market For long-term bonds.

AM1
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10. Now, let me say a word about the techniques of debt manage-
ment. Before I conclude, I want to dMcuss with you briefly the way
i, which the Treasury approaches each of its debt management de-
cisions which involve the issuance of new marketable certificates,
notes, and bonds.

Each Treasury financing represents an important event in the
money markets of the country. It is, therefore, essential that the
Treasury take every precaution to get information from every useful
source in making decisions about these operations.

In the course of exploring the facts relating to a new Government
issue, the Treasury consults a great many poe. We get valuable
help from the Federal Reserve Board an te 12 Fedeirl Reserve
b s with their offices throughout the country which are in contact
with a large number of people and with the money and capital mar-
kets. I might add that the Federal Reserve Baik in New York is
particularly helpful. They have a group of very able officers, and
teir help to us in deciding about Treasury issues 'has been invaluable,
and I say that not just because I was an officer of that bank for 18
years, Mr. Chairman.

We maintain contact with the people who handle investments of
commercial banks, savings banks and insurance companies, pension
funds-State, municipal, corporate and other private funds,-ecurity
dealers, and trust companies which have money to invest.

I may say we did not put in this statement that we also get monthly
reports from banks and other principal holders of Government bonds
as to their holdings, so we have a statistical series that runs back
pretty well and gi e us changes in the security holdings of the prin.
cipal holders.

We rely upon the banks and security dealers to keep their cus-
tomers informed about our offerings of securities, in addition to our
l ublio announcements. After a new issue is announced the banks and

ealers do an enormous amount of writing and telephoning to their
customer to tell them about the new issue. In this way, hundreds of
thousands of investors are reached prompty.
I The rates of interest which our securities carry are determined

basically by the quotations in the Government securities market.
Many millions of dollars of Government securities are bought and
sold every day in the free market and the price determined-in this
way indicates the rates we have to pay on new issues.

Perhaps the best indication of the pricing of new Treasury issues
Is the record of the prices at which our isue have sold in the market
on the day they were actually issued, usually a week or 10 days after
the subscription books were closed.

In 1958 the Treasury put on the market almost $44 billion of
certificates, notes, and bo-those securities on whc. we had to
decide on a rate of interest. These isues were quoted in the market
on the issue date at an average price of par and 5 and one-half thirty
seonds of a dollar per $100 bond. Prices in the Government swuri-
ties market are quofd in donlrs and thirty-seconds; a thirtysmnd
Is equal to~ cents.

Senator Kam Just a a matter of curioty just at that po04" how
did that system Of quotation got started

Mr. Bum I think it isthi ft w-"
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Senator K=. It is the only thing that is quoted I
Mr. Bumous. It is this way-
Senator Kni. It is not the only thing so quoted I
Mr. Bmtouss. In the security market you quote halves and quarters,

then you jet down to eighths, then sixteenths, and they pared it even
further, own to thirty seconds. It was just a splitup of the old
English halves and so on.

The profit on a sale of Government securities, which usually have
been a big lot, is very small in terms of fractions Sometime they
do business on sixty-fourths.

Senator Bamrr. Mr. Chairman, to translate the $100 and five and
one-half thirty-seconds we would have about $100.15.

Mr. Bt=ouss That is ri ht, yes.
In 1964 we sold $59% billion of this type of security, and the price

on those in the market on the issue date was par and eleven thirty.
seconds. Money rates were going down a little. It w a more
favorable market.

Since then, our pricing has worked out even closer: Exactly par
on the average on CO bilion of such issues in 1958, and par and one
thirty-second on $88 billion in 1956 and exactly par in on $16
billion of new coupon issues in the Arst half of 1957. Appendix B
shows these figures in detail, for each issue, what is was quoted at onthe day of issuance and the first day it was quoted. AndlI will give
you the figures on our latest 4-percent job in full, also, later.

These figures encompass the entire $2011A billion of certificates,
notes and bonds we issued from January 1958'through June 1957. The
problem is to make each new issue attractive enough to sell withoutbeing too generous.
The attractiveness of a new issue is affected by such influences as the

expectation of the market on interest rates and the volumes of funds
purchasers have available for investment. Also large issues and
longer-term issues have to have a little more margin to assure their
successful sale. That is one reason the 1954 issues show a little more
margin because quite a number of those were bonds.

In edition to tese coupon securities, certificates, notes, and bonds,
the Treasury sells from $1.6 billion to $1.8 billion of 91-day Treasury
bills at public auction each week and from time to time tax anticipation
bills are also offered on the same bid basis; they may be 9 months, 6
months, whatever it works out.

The rates at which these securities sell are determined by the mar-
ket--not by the Treasury. We have sold more than $875 billion of se-
curities in this way since January 1958--actually much more than we
have sold with interest rates fixed by the Treasury,

The interest rates on these bills, together with the yields on pur,
chases and sales of all types of securities in the open market, build up
a pattern of interest rates which makes it reasonably clear what rate
a new issue of securities has to carry to be sold successfully. The differ.
ence is usually a difference of an eighth one way or the other in your
decision.

Thus, our discussions prior to a financing are not so much concerned
with the rates of interest a with the que on of what kind of security
we should sell: a bond issue, over 0 years to maturity I an issue of noteS,
to5 ears; or a shorto-term certificate, I year or les; or abll
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The advice we receive is frequently conflicting and the Secretary
makes his decision, subject to Presidential approval on maturities
over 1 year, only in the last hour before the public announcement.
That is literally true. 1-

11. Now, let me take up the 8%'s that have been discussed at consid.
erable length on the floor of the Senate and the House over a period,
and also hs last offering. The offering of the 81/ 's in 1958. This
general plan of preparation for financing was followed when the
Treasury offered theg 3 percent bonds of June 1978-83 in the spring
of 1958.

This was not only the first long-term marketable bond that the
Treasury had offered since 1945, but it was also the first to be put out
without Federal Reserve market support for a much longer period.
As you know the Federal Reserve used to be in there supporting the
market for a ond issue.

As you will remember, inflationary pressures were heavy in the last
part of 1952 and early 1958, under the impact of a then record de-
mand for money. Die pito this heavy demand for private funds,
we were assured that there were some funds available for invest-
ment in a long-term Government bond.

Our offering of the 8 s presented as difficult a pricing problem
as the Treasury has ever had to face. We had to set the interest rate
on the new issue in a market in which prices were moving gradually
lower-a market which was still in the process of adjusting to freer
market conditions.

Our longest outstanding bond, the Victory 2s of December
1967-72, had fallen from almost three-quarters of a point above par-
2.45 percent yield-to 951-2.80 percent yield-between the Federal
Reserve-Treasury accord in March 1951 and the end of 1952.

Let me say that again: Before we came in, in the 2 years 1951 and
1952, the prices of the Victory 2%s had fallen 5 points, so they would
be priced at 95% in December 1952.

Senator BmxNzTr; Were these the bonds that were issued in 19451
Mr. Bvaci. That is right. December 1945, the Victory loan.
By April 8, 1958, when -the 8 s were announced, it had' fallen to

94; that is 1 points more The big faU took place before we came
in. At 94, they yielded 2.90.

Now, somebo'iy said the other day that we did this in a 23 percent
market. That is just nonsense. The Victory 21hs were quoted when
we put out the 8s at 2.90 yield basis.

There were no long-term Treasury issues outstanding which would
serve as a real guide to the interest rate such an issue should carry.
The Victory 2 /s were 10 4 years shorter than the new issue, and the
market curve of rates, it you plot out a curve, rose as maturities
lengthened. One-year money was worth about 2% percents a far as
Government securities were concerned, and 5-year money a little more
than 2W percent. I am giving you the mathematics of this.

Therefor we took the market curve on outstanding Treasury issues
and extended it parallel to the curve on high-grade corporate Issues,
retaining, of course, a proper spread between the two types of obli-
gations.

That curve produced a rate of 8.08 percent as of June 15, 1978,
which was the call date on the new bonds, and 8.12 as of June 15,
1988, the maturity date of the new bonds.

A"4
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The 8% coupon would appear to offer a rate, therefore, approxi.
mately 15 basis points--15 one-hundredths of 1 percent-above the
market curve, but the spread would be much less than that if you take
into consideration the fact that we wore issuing the bond in competi.
tion with outstanding issues available in the market at a discount,
another technical point, which had a capital gains advantage for taxpurposes,Ths Victory 21/s at 94 were as attractive to a corporate taxpayer

in aftertax yield as a new hypothetical 8.10 percent issue at par would
be if both were held to a 1972 maturity.

I do not know whether that Is clear to you. But if you buy a dis-
count bond, you pay your regular income taxes on the coupon, and.
then you pay a capital gains tax when it matures for the 5 points that
you gain when it is redeemed at par. You pay only half the tax on
the capital gain, so that on these quotes you will find they have to
quote the outstanding bonds just on a strict yield basis, to take account
of the capital gain.

This 8 percent rate proved sufficient to enable the Treasury to
sell $1.2 billion of the new bonds for cash and to induce the holders of
$0.4 billion of maturing F and G savings bonds to exchange them for
the new Issue.

We gave all the F and G bonds maturing in 1958 the option of ex-
chan in for the new bond, and 400 million of them took advantage of
it, That was less than a third of the amount that could have.

The estimated yield spread of about 15-basis points above the mar-
ket was quite modest, however, compared to the 28-basis point aver-
age spread between the 11 new high-grade corporate issues put out
during 1958 and the outstanding corporate market. That is, when
a corporation sells a bond in the market, a new bond, it has to pay a
higher yield than the outstanding seasoned bonds. If you are doing
an underwriting job you have to pay a higher yield, as you all know,
and there was an average spread of 80-bais points on the 58 new high.
grade corporate bonds that had been issued since January 1, 10F in
relation to the outstanding market, taking Moody's Aaa bonds as a
basis.

Nevertheless, the 8T percent rate was not sufficient to give a real
Incentive-I would like o put in the "real "because there are always
some speculators around--to speculators who thought they could turn
over the new issue at a profit.

The first price quotation in the market on the new 81%s was par and
%,on April18, 1988. That is what the market said it was worth on
tIs bond that was supposed to be so overpriced. Trading on the
new bond between that date and the issue of the bond flctuated
between a high of par and 1%3 and a low of 992%g.

On the issue date of May I, the 8 As were selling in the market at
99Sg-that is at a discount-with a yield to the buyer of 8.28 per.
oent. It was mid-July before the new 8 is again rose above par.

The CaAmuAn. Mr. Secretary, did it not go up at one time to 110?
Mr. Bunomu. Yes, in 1954, but not until after it had been out a

year.
The C nxAx. These bonds actually sold on the market at 110 at

one time?
Mr. Burim.. In 19K4 but not when we Issued them.

*8608-4"-.-pt. -...-4

W8
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Sector Kam How high did they sell I
Mr. Bmwucs We will-give you that. In 1954 when money was

easy, they did sell at a substantial premium, but not until they had
been out about a year. But when they were Isued, they went to
this very smal--

The (,AUnmAN. Please put it the record how long they sold above
par. What Is the market quotation on theme bonds, now I

(The material referred to is as follows:)
M'olowing the period when the N ,s were below por In the sprin of 1908 they

e,,* above per in July 198 and stard above per untl Augtt, 19Kwith a
&t.k price of 1U1 and % on Augt 4019040

Mr. I3tois.. It is around 98 or 94.
Senator Bx3frrT. Mr. Chairman, I wonder If he could put Into the

record a chart which shows the price variation from the day they were
issued until the present timeI

Mr. fluias. -I would be very glad to.
(The chart referred to is on pn187 of the record of proceedings.)
Senator 13 ztrvr. Let us ge t all that.
Mr. Bueus.. Those figures demonstrate, I believe, that the 8%

percent rate was the lowest rate at which we could possibly have sold
at 25- to 80-year bond in a free market in the spring of 1958.

19. Our current refunding: This same general pattern of financing
was also followed in our most recent refunding program which was
announced Thursday July 18. As you know, this offering did not
involve the raising o any new cash. It was concerned solely with
the refunding of 1our maturing issues: $12,056 million 28-percent
notes maturing August 1, $8,799 million 9-pereent notes maturing Au-
gust 15, $7,2I1 million 8 -percent certificates maturing October 1,
and$4 million 1-perment notes maturing October 1 $28,948 million
total maturing issues of which more than $14% billion was held by
Federal Reserve bans and Government investment accounts.

With an unprecedented heavy demand for funds in the private
area we were convinced quite early in our studies that there was no
substantial demand for lonj-term Government securities. The pack.
age offering that we decided upon included two certificates and a note
to be Issued on August 1: A 8%.-percent certificate maturing in
months (December 1, 1957), a 4-percent certificate maturing in 19
months August 1, 1958), and a 4-percent note maturingt -4 years
(August 1, fI96), but redeemable at the option of the holder in 2
years (August 1, 19509). The choice of all issues was given to the
holder of the August maturities but the October holders were al-
lowed to choose only between the 2 longer issues. It did not make
much sense to give an October 1 holder an option of converting into
December 1, you see, only 2 months, so we let them spread it out.

This package was designed to provide a very short security for
corporations and other shfort-term Investors who want their money
before the end of the year, an attractive 4-percent 1-year security for
other short-term investors, and a longer 4-percent issue which would
appeal to B somewhat different groups of buyers: (1) those who were
not sure that they wanted to Invest funds for as long as 4 years In
as Interest rates continue to rise and, therefore lid the 'Idea of

being able to redeem at the end of 2 year, and j2) those who felt

686
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that the present heavy demand for money is perhaps close to its
peak and were anxious to got part of their portfolios invested for a
longer period than 9 years at a 4-percent rate on the theory that a
4-percent rate might not be available again for a long time.

Tie pricing on these three issues was done in line with the outstand-
Ing market. -The market pattern of yields at noon on July 18, lust
before the announcement was made, showed rates of approximaely
8% percent at the 4-month point on the curve, 8.90 percent at the
1-year point, 8.95 percent at the 2-year point, and 8.98 percent at the4- ear point,

Yhis pricing was as close or closer to the market curve than the
average pricing that the Treasury has done during the entire period
of more than 6 years since the Federal Reserve-Treasury accord in
1951.

The new pricing was not, however, quite as thin as on the Issues
that we put out in February and May of this year, when new short-
term issues fell slightly below par on their flrse market quotation.

The large volume was also a factor in pricing the new issues.
When you are dealing with $24 billion, you can t cut it quite as
thin as you can when you have four to sell.

All three new imues showed closing bid-price quotations of par
and one thirty-second on the first day of trading-Monday, July 22
I may say they went down to an even par bid Tuesday afternoon and
Wednesday morning.

The operation was successful. The cash turn-in of $1.1 billion on
this refunding-thew are preliminary figures-was the smallest
percentage of publicly held maturities turned in for cash of any
refinancing since March a year ago.

Furthermore we succeeded in sellin $2 billion of the new 4.
year notes, again helping to keep the debt from shortening.

When we term this a succesful operation we do so with full recogni-
tion that this refunding alone has added one-tenth of 1 percent to the
computed interest rate on the entire public debt, with an increase of
about $250 million in our computed annual interest charge.

More than one-half of this added interest comes back directly to
the Treasury since $14% billion of the $24 billion maturity was
held by the Federal Reswrve banks and 90 percent of their net earn-
ings are returned to us

The remainder of approximately $100 million does not represent
a net addition to the Federal budget since a substantial shaie of It
will be paid back to thTreasury infaxe.

We would prefer to do our borrowingat lower rates Naturally
any debtor would. We fully recognize,however, that this is one oI
the-costs to the American taxpayers of a monetary and credit policy
which is the primary bulwark against the loss of untold billions of
dollars through inflation.have presented the bak und of the 8 o percent bond issue
and the recent financing to illustrate the point tiaE the Treury dos
not force rates up, as sometimes stated. It has always been our policy
to sell our securities at the lowest interest rates at which the maturi-
ties offered can be sold.

Before I read the next paragraph, let me say that the appendix
A and B will give you tbi couple. information about the oerings

687
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The first one, appendix A, going back to 1948, and showing tit

amounts of each issue of scuritles that was put out beyond the one-

year maturity--then public issue securities, 2 to 5 years, 0 to 10,

and over 10.
And tite other appendix R, shows every issue of marketable securi-

ties other titan '1r;asury bills that have een put out by this adminis-

tration.
(Appendixes A and B follow:)
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Mr. ltiuatms. Now in conclusion, I would like to parent a further
series of background charts to outline the particular problems we
consider. What I have shown you here is iust the beginning, Mr.
Chairman, This is a sort of market analysis of our prouct and the
potential buyers. I believe these charts are one of the best means of
givinai this committee an understanding of the basis for our financing
decisions.

Mr. Mayo who Is the head of our Debt Analysis Section will pre.
sent these charts, with your permissmion, and will no longer b. an
anonymous member of our team.

The (ChtAIRMA. Mr. Secretary, we have 10 minutes.
Can you make an Pirectivo presentation of pat Of them in that time I
Mr. 11unorms. I do not Imlieve it will Im long enough for him to

finish, but he can start and be interrupted, Mr. Chairman.
The (CJEAJI4MNAx. The committee will recess until 10 o'clock tomor-

row morning.
(Whereupon, at 11:35 it. m., the committee recessed, to reconvene

at 10 a, in., Tumsday, July 30,1987.)





INVESTIGATION OF THE FINANCIAL CONDITION OF
THR UNITED STATES

UXn STATS Srats,ODo~MV=' ON PFVAXC,

The committee, met, pursuant to ees .t 10O a>m. in room 812
Senate Office Building, Senator'Harq7 Flood Byrd 4armn) pro.

lams, Flanders, Malon son, enne er.
Also resent: . Mayo, Chid, al ta- , Debt Division,

Elizabeth B prigr chief dSamuel A. wain$ special
TeAx* T hei l w e border.

Mr. io e' a tloed ythe
job of anagin the eg t yp a a
essential l problems of m tg.

Like esellr finest th ,woh' a good ook at
themaket for ur stp when the me.
tuition andw oth ispwell as( rweurifl 11 , , - I

We ve to loo at a of andwe ave to
studyra ercare 1, va to w *
can s vrnen 1urities.

We hav a group oflid as y you, oh anw
aowwme egroupe th come nto / f

Wewill et out with khabio and t pvate deb
which' Mr. Bur used in his presentsph earain, once more I mportance of, the G~r i t W ~i

structure of te, Statse
Just takin the rise i

*hat the F a dobt was at the end 'of the calendar year 1986,ttcounting for about 8prent of the total public and -private db
in the Unted States, $ blliont a against 0 billion of State
and local debt, bill ro mabe, fr
somewhat mailer amountfor I ..idpiidul debt dpbt4 a a



698 FWIANMLOZA CO.rnDMON OF TX M D STATUS

PUBLIC AND PRIVATE DEBT-

400-

~ * W 
*Voss *a.

This, in a sense, Is a statement of our competition in terms of the
other products that are on thes market for investors to buy with
whatever funds they have available,.

The Federal Government, however, is the largest singI e borrower
of funds of any group of debtors-much les any single borrower ha
the country.

Therefore, the Judgments that the Secretary has to make on the
management of the debt are judgments which have quite an effect
in the capital markets and in the money markets.

We want to look next at these various segments of the debt in terms
of the annual changes that have taken place over the last decade.

We can see here, first of all, on the left-hand side of chart 2 the
Federal debt, the changes that have taken place in each of the flQa
years from fiscal 1948 trough fiscal 1957, sowig debtpayoff by the
Federal Government in fiscil 1948 as a result of a sizable budget
sur lus, showing some debt increases as a result of the Korean war
period and gttfing down again to the balanced budgets of the last 2
year when we have had delit reduction of approximately $2 billion in
each of the last 9 years. Debt reduction has been a little mor this
year than last 9st Treasury paid some debt out of cash balances
as well a out of budget surplu,
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o, l
.- ANNUAL CHANGES IN PUBLIC AND PRIVATE DEBT

GOVERMNT PRIVAT9
$8i! Cowel

#1 - #2

0 .50

Stote od LoI

This is a picture, then, of Federal debt reduction in the last 2 years

as contrasteid to increases in the other segments of the debt outstand-
ing. In other words, in the overall, the Federal Government has been
reducing the supply of securities that are available during these years,
w hereas the sup ply of other types of securities and loans and other
investments has been increasing. .

State and local debt wet up $4 billion in 1956, as against $5 billion
in 1954 and 1955 which were all-time records. So, as Mr. Burgess
mentioned yesterday, during the last 8 years State and local govern-
ments have added approximately $15 billion to their total debt out-
standing.

For corporations, there has been a more violent movement from
period to period here in the changes in the debt outstanding . These
corporation figures, as we will see on succeeding charts include both
Iona and sh rt obligations but in the aggregate we find that the $16
billion of debt increase in 1956 was somewhat lower than the increase
In 1955. Both ears were a little lower than the 2 peak years around
the time of the Korean attack.

For individual deb again the 1956 increase was somewhat lower
than in 1955. All of tese chanf from 1955 to 1956 represent some
effect in one way or another, the tightening of creit conditions
as they apply to the various borrowmgs, and yet, credit conditions
which still leave a substantial volume of new indebtedness, being in-
curr td

Gorpoing to the next chart (chart 8) we have the breakdown, first, of
o debt; and, second, of individual debt.
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On the left-hand side, up here we have the lohg-term debt owed by
orporatiou snwtlally their securities that they float in the open

market--the net of new issuances over retirements.

ANN L CHA ES IN PRIVATE DEBT

mi #

-WOO"68MO "No # 8-O04

We find that as far as these Iong-term securities are concerned,
1956 was an all-time high. It was a bit higher than in 1955.

As far as short-term debt is concerned, however, the increases in
1956 were quite a bit less than they were in 1955, largely because of the
smaller expanion of bank loans in 1956, and some reduction of tax
liabilities.

Tax liabilities enter into the short-term liability picture, of course,Of the por ation, and are part of their outstand ig debt
As far as mIdviduals are concerned, there are three main compo-

nents of the debt: Mortgage debt of individuals, mostly nonfarn
residential mortgages but-including some farm and unincorporated
businem mortgages, increased somewhat less, again, in 1958 than in
1955.

Senator Kwa. How can you tell by that what the increase was I
Mr. MA.o. Well, I believe you have in front of you, Senator, a little

booklet which has--
Senator Kua. I am looking at it, and getting more confused by

the minute.
Mr. MAro. You areI Sorry.
Well, the increase in mortgage debt for individuals during the

calendar year 1958 is shown on th last digit on the upper righitnd
side of the chart.,

Senator Km Does that mean it was $14 billion inorease ?
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Mr. MAyo. Yes, sir. That is exactly what it means.
Senator K=. In other words, in each one of these blocks here

it represents the amount of increase for that calendar year I
Kr. MA~o. That is exactly right.
Senator Kmu Very god
Mr. MAyo. The other two components of individual debt are con*

sumer debt and miscellaneous deb.
Consumer debt hit an all-time peak, as far as the annual mno-Ues

again are concerned, during the calendar year 1955.
Senator BuzaNur. May I ask a question, Mr. Chairman ?
The CUAI IMA. Yes.
Senator Bxxzrr. Is that consumer installment debt, or does that

include some consumer monthly credits
Mr. MAYo. That would include charge amounts and all other types

of consumer debt. as well as installment debt; that is correct.
Senator Kni Do you have a chart later which shows the current

total of all of these, but which would also reflect on the one hand
the increase for the year, and on the other hand the retirements forthe year Ihr. Mayo. These are the net changes, Senator Kerr, and the

amounts outstanding are on the very firit chart, which show the total
amount outstanding. These are the same figures that the Secretary
used in his statement.

Senator Km. In other words then, this means that for individual
mortgage debt, the overall total was $14 billion greater at the end
of the year ?

Mr. MAYo. Yes ,that is correct.
Senator Kim. but I would have to go back to chat I to find out

what that overall total is?
Mr. MAyo. Yes, that is right.
Senator Ktui. All right.
Senator MART. Mr. Chairman.
In response to Senator Bennett's question as to charge accounts,

does that mean charge accounts of all kinds, grocery stores and furni-
ture stores ?

Mr. MATo. Yes, sir; the milk bill or anything like that, as well as
anything that you owe on a specific iterest-bearing sort of account.

Senator MArwn. Very well.
Mr. Bunoss. Which is somewhat estimated, Senator. You do

not have very precise figure& You make an intelligent gum at it,
in part.

Senator MA=N. Yes.
Mr. MAYo. I might say parenthetically here that all of theos figures

involve estimates all the way through.
We know a lot of these thin better 10 years afterwards than we do

now. Some of them we never kow exudy what the totals do amount
to.

But we do see that on the mortga debt and on the conamerdebtand on the miscellaneous deti In 'all-thr ee, ie you av61 I** of
an expansion in 1956 than in06.,

We-have looked at the principal types of indebtedness now, the gross
public and private debt item- in other words, what you mi tnsil the
competing types of available M in the market.
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Now let us look for a moment at the principal nonbank lenders, who
amount for a large share of the funds, as intermediaries, which are in-
vested in these mortgages, these corporate securities, and these munici-
pal securities, as they come on the market. .

We have set up here in chart 4 then, the insurance companies the
savings banks, te savings and loan associations, and the pension
funds, which are the four biggest institutional investor groups in the
nonlnk area.

OW., 4

PRINCIPAL NONBANK LENDERS
Annuo Increases In Selected Investments

Oftom f e mt pW W*

We find that in the calendar year 1956, these investors largely
as a result of the reinvestment of individual savings, put about $p7
billion into mortgages, into corporate securities, and into State and
local securities.

In addition to these amounts, there were investmnents, of course, di-
rectly by those individuals who bought corporate securities and State
and local securities directly in the market. This chart covers just
those that flow through the institutions,

Senator Kim. An explanatory question there.
Mr. MAYo. Yes sir.
Senator Kmm. oes that mean in 1956, neither of these groups in-

vested any money in governments I
Mr. Myo. T is i the total that they invested* sir, in these three

paticular types of securities or investment& Some of the money
which has gone into these types of investments was actually provided
by their selling some governments.

Senator Kaaa. As r understand it this is the increase in selected in-
vestmentsI

Mr. MA . Yes, sir.
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Senator KRu. I take it, then, that this does not mean that they did
not buy any governments.

Mr. MAYo. That is correct, sir.
Senator Kzxu. All right.
Mr. MAyo. We will have a chart a little later on which will show es-

sentially for this same group, Senator, the way their governments have
been running,

Senator Kz P Their shifts in position.
Mr. MAYo. Yes.
Senator KX.w. All right then.
Mr. MAYO. This, then, is the primary source of what you might

uall financial intermediary buying of all types of investments in this
country, outside of the commercialbanklin system.

The next chart (chart 5) does essential the same thing for the
banks. This Is handled in a different way, of course.

Cbt s

_COMMERCIAL BANK LENDING AND THE MONEY SUPPLY

Annual Incmm In loons" rrenty

400

41 4
10- 0

*W i Annw Rot# of Demand

' u4%

We have on the left-hand side of this chart the annual increase, in
commercial bank lending by calendar years, starting with the average
for the 194742 period, and then showing each year from 1958, 1964,1955, and 1958.

Nineteen hundred and fifty-five was the big year in tines of in-

creases in bank loans, as we came out of, as Secretary Humphrey has
called it, a rolling readjustment period in 1954. In 1955 there was
quite an expansive force in the economy which led to a tremendous
increase i bank loans.

The increase in bank loans-and again this is bank credit other
than governments-oe of this was provided through the sale of

*3U.4T--pL S--4
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government, and some of it was provided through, in effect, an in-
crease in the money supply.

You have, then, a MUCK smaller increase in the calendar Tear 1956
than you did in 1955 on bank loans. This is an increase which is not
far different from the dollar amount of increase in the 1947-52 aver-
Its%

Moving over to the right side of this chart, we have shown first
of all, these dark bars which denote the demand deposits and cur-
rency, really what we call active money supply, and the changes in
those. Again, these are all in terms of changes.

The changes in the money supply in the 1947-52 period, on the
average were $81 billion a year. In 1958 the money supply went up
by only a billion and a half; in 1054, it wont upb 03 billion;
in 1056, when it went up by $88% billion again; andIn ?956, t went up
by $1% billion, the same as in 1958.

So you had a bigger increase in 1054 and 1955--partly during
a period when money conditions were easier-in the money supply,
thereby making it less necessary to increase the money supply during
the calendar year 1956 than otherwise would have been true.

Tie top part of the bars show the time deposits of the commer-
cial banks. We have put them on top, simply to note that if you
add all of the deposits and currency together, you have a picture
which is a little different from that just on the straight money sup-
ply, in that time deposits have been growing more rapidly in com-
mercial banks during recent years tian they did during, say, the1947-42 period.

This, ten is the supply of money.
We have In the lower right sie of chart 5 figures on the rate of

turnover of money. These are figures based on-the bank debits fig.
urea that are collected by the Federal Reserve, which can be worked
up to show an annual rate of demand deposit turnover during a given
year.

In other words, a dollar passed from hand to hand, through check-
ing accounts, about 17 times on the average in 1947.

In 1956, the dollar passed from one hand to another approximately
24 times during the year. In other words, it turned over every 2
weeks, so to speac.

To the extent, then, that you have an increase in the rate of turnover
of your demand depots, you have another factor in addition to just
the supply of money on hand that will enter into your inflationary
pressure problem.

Now we have looked at the picture in the broad dense, of all of the
different types of inv...ments. I would like to shift now specifically
to the pub ic debt ownership picture

This is the picture on chart 6. Just to take two dates to kee it
relatively simple, we have taken the end of 1952 and the end of 1956.
We put down here the total debt, of course, which, as we know, has
gone up by $9.8 billion during the last 4 years on net balance, having
iowhed a a about 2 years ago.
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THE PUBLIC DEBT OWNERSHIP PICTURE

M? .00TG .......

I00.

We see, first of all, that of that $9.8 billion, $8.2 billion of the in.
crease was accounted for by the social-.security fund, and I will have
a chart, Mr. Chairman, in a moment which wi show a breakdown of
the Government investment accounts as of this date.

We find most of the increase, then, in the Federal debt was in effect
taken by the Government investment accounts.

We find that these savings institutions we were talking about a mo.
ment ago, the insurance companies, the savM banks, and so forth,
decreased their holdings by $1.7 billion during tis period.

Senator Kxm. Do you have the breakdown as to how that was be-
tween the three groupsI

MrMAro. Yes, ir. That will beon a chart which will be up in just
a couple of minutes.

Senator KCm. All rMht.
Mr. MATo. As far asthe rest of what you might call longer term in.

vestors ar concerned, we see that individuals alded abut $1.5 billion
to their direct holdings of the debt, just about offsetting, then, this
decline in the savinginstitutional group.

Moving, then, to the shorter term investors, there has been a shift
there amons the types of investors.

Commercial baAk holdings of the debt have gone down by $4 billion
during this period of 4 yea.

FeVferal eerve bank holdings were up nominally, $0.2 billion.
Nonbank investors in the short.term _area, like corporations and so

forth, have provided a primary source of funds for short-term Federal
borr6wing during this period, and they have added $5 billion to their
holdigs of Governments during these 4 years.
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For the detail on these particular Investors we turn, first of all, on
Government investment account Here on chart I Is the story as to
how the Government accounts investment in Government securiti
and practically everything they have in the way of asets is In Gov-
arnent securltim-has grown over a period of the last 20 years.

......... GOVRNMENT INVETMENT AOOOUNTS

alia 0 eV *t I 1

We had, of court just the beginnings of the social-security fund,
and even of the civil service retirement fund, back in the middle
thirties, The Tre.u ry now has a total of about $64 billion in these
funds, the largest single sare of which i in the old-age and survivors
insurance trust fund-social security.

Thr is $3.0 billion in the railroad retirement account. We have
an amount shown here of $7.8 billion in the Government employees'
retirement fund, and another $6.7 billion In the veterans' life insurance
funds. That includes the World War I veterans' insurance--the
United States Government life fund-and it includes the World War
U fund-the national service life insurance fund.

Then we have the unemployment trust fund, where the money that
the States have accumulated for unemployment benefits that they may
have to pay someday are piling up in reserves and are invested in
Federal seurities by the Fedea Government.

We also have various other trust accounts and Government agencies,
like the Federal Deposit Insurance Corporation, Postal Savings Fed.
eral Savi and Loan Insurance Corporation, and so forth, that are
ais inveed in Government securities.

- yo have this basic* breakdown, then, of the Government invest-
aet -

wuV vow
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Senator M rns. Mr. Chairman.
I think it would be mighty interesting if you could give us the break,

down of all others.
Mr. MAYO. Yea, sir.
Senator MARrix. I mean it is very interesting to me.
Mr. MAYo. I do not have the exact detail right with met but we can

put it in the record.
Senator MAwxr. I understand you can supply it. That Is .l right.
Mr. MAro. Right.
(The information referred to is a follows:)

5o1011 of 7, U ,0 Ge hm est eeouritlea er Govhmet EMi umiaao 00.
otl, Dee, R, Ielo

its thousands ef dolkr
Oee of Allen Property, Department of . .$8.. 14
Employees life Insurance fund ... N...- .. 8,070
Individual Indian trust funds ..... ...........m- . . . 84,106
rHA Insurance funds ....................................... ....- 401,002
Special trust account for payment of pre.1934 Philippine bouds......,at... ' Sim
Canal Zone postal savings---------... ----- .... 0,750
Federal Deposit Insurance Corporation-------.. -. -. $1,so000
Federal Savings and Loan Insurance Corporation-....2..7, 090
United states postal savings system .................... .. 1, 68,068
Alnsworth library fund# Walter Reed General H 10

District of Columbia funds:
Redevelopment program, Redevelopment Land As......-.. 0
Sanitary sewage works fund ......................... ... ..
Teachers' retirement and annuity fund .................. . A
Relief and rehabilitation of District of Oolumbia worktmn..... 110
General fund.. .h...h. -- 80,,01
Highway fund ....... 973
Motor vehicle parking 1. 1487
Mlsoellaneous trust fund.... . 150

Food and Agriculture Organisation of United Naton........ ........ 1,9 0
General Post fund Veterans' Administration ........... -- ... . . 010
Hospital fund, U. A. Army, Ofike of Surgeon Goneral ......... . 2.75
Relief and rehabilItatiou of lonthoremen and harbor workers..... 772
National Institute of Health gift fund............ . .81
Pershing HaU memorial fund .... ... 19
Preservation of birthplace of A. Lincoln, National Park Servle...... a8
Merchant marine memorial chapel fun . ...... 424
National park trust fund------0
U. 8. Naval Academy museum I
Comptroller of the f" 5,40
Ofice of Naval Records and Library h4d...... ....-.......- 44
Library of Congress fund .......... 40
U. S. Naval Academy general gift fund..1....-.... ........ 10
Banks for eoo rates .... 44
Federal homeloa banks ......... - 1,0, 810
Federal Housing Admnstation ....... 14,165
Federal Intermediate credit banks .... .- . "am 890,24

federal National Mortgae Ag e at............. 51, on
Panama Canal 00o... #0----- ,sM4

The CzA, owr. Could you give at ths point the Intea t pA i
Mr, &£t YesI we would bs jlW too
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As you know on the old age and a number of the more Important
ones, Ihey are 4ed right 1nthe statute as enacted by the Congress,
On others, the actuarial basis of the fund as determined by the Con.
gre. becomes the base for Investment.

The C ICmAx . You do not have that information now I
Mr. MAYo. Not exactly. We will be glad to put it In.
(The information referred to is insedd facing this page.)
Senator FLAiemu. Mr. Chairman there is an asterisk here, which

perhaps Senator Martin has seen, which says "AUI other" is principally
FDIC and postal savings.

Senator MAW . I see.
Senator FLxDus. That gves a clue as to what it consists of.
Senator MAwmru. I did nose it.
Mr. MATO. Shifting now from the Government accounts to the

other longer term Government investors in our picture, this is a chart
which I think Senator Kerr might particularly be interested in
(chart 8) with reference to what-has Tappened to the longer term
investors over the past decade.

Senator Kzn. Yes.=16e

NOW. .. FEDERAL SECURITIES HELD BY
LONGER-TERM INVESTORS"

44.8

?7

M 34.1'

Mr. MATo. We have shown 8 bars here, with the wavy lines between,
to show for these 5 types of investors what has happened to the
longer term investors in their holdings of Government securities since
the end of 1948.

As we will remember from the earlier discussions we have had,
during the war most of these institutions investors really had no other
placebo put their funds except in Federal securities, and so there wa
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quite a pileup of Federal securities, somewhat of a demand character,
as far as the institution was concerned, bythe end of the war.

We find, then, that this group held blis to $45 billion of Govern-
ment securities at the end of 1946, consisting of $8 billion, starting at
the bottom of the chart, by fire, casualty and marine insurance com-
panieis $21.8 billion by life-insurance companies; $11.8 billion by
mutual savings banks; pension funds of $8 billion; and $5.1 billion
for miscellaneous investors, which includes saving and loan associa-
tions, a small amount held by dealers and by eleemosynary institu-
tions of one kind or another-nonprofit institutions.

Senator Kw- Are the commercial bank holdings shown on sme
other chart I

Mr. MAro. Yes. Ti just shows longer term investor and we
winohave mn the oercls banks In a mamst.Senator YeO.

Mr. Maro. Between 1946 and 1952 there was a decline of $9 billion,
in the ae p in the holdings o Government securities by these
investors. That decline was concentrated in life-insurance companies,
which went down by over 50 percent during that period of time.

Again, this reflected a combination of circumstances. These in.
vestors were under considerable pressure, in the expansion of the
war economy, to put their funds to work in industry, and in budding
new houses, and so forth, and were gradually trying to liquidate
Government securities to provide the funds that they needed in excess
of the volume of current savings that were coming in from individ-
uals on life-insurance premiums and savings deposits, and so forth.

You had then in combination with that, the fact that during much
of this period, thee investors could sell their Government securities
without any t fear of loss, at least a loss under par. because up
until 1.951, of-ourse, there was a upported market for Government
securities, supported by the Federal He at levels of par, or above.

From 1951 to 1956, there has been a continued liquidaion of GoY-
eminent securities by these longer term investors, but It has been
much more moderate. They have gone down $1.2 billion in the last
years. They actually went up a little bit in 1908 partly as they had
funds available temporarily o put into the new treasury BY,$, w m
they wore offered.

On net balance, however, the holdings are somewhat lower now
than they were 4 years ago.

Again, life-iniurance companies account for the bulk--in a4
more them all-of the decrease during this period.

Savings-bank holdings have also declm . The pension funds have
inoNe; I should go on back, on penmion funds, to mention that
this has been an important source of long-term money to be invested
in Governments durng the last 10 yea n terms of t rapid growth
of both corporate and State and loc pension fund. Btheo them
an included h.ers.

The Federal peion fund of course were Alrea yInclu4 an the
preceding chart.

Shifting now to the othe big group of long trm we
have theindlvidual holdig of Goven scrtie shom
chart 9.
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INDMDUALS' HOLDINGS OF GOVERNMENTS

409

4.

We wee the part played here, graphically, by theEB and H savingP.
bond program which Mr. Burges escribe yesterday, showing that
at the eni oWorld War HI we had about $80 billion of B. and H.
bonds outstanding. Moist of the people who were looking at that at
the end of the war, Including many of us In the Treaury, were con.
vinwed that the total would go down in the early postwar period as
People spent their money to catch up on the thngs that weoe short
during the war.

An4 some people did cash their bonds, It Is. true, but on balance
they bought even more. So that by 1952 savings bonds increased
by another $5 billion, and another $8 bl wa added up to Dee
ember of 1958.

This increase has permitted, therefore, the total holdings of Govern.
ment securities by individuals to remain fairly stable over this entire
decade, buse what individuals were doi was to decra their
holding of marketable securities, during the first half of this period4
and to decras their holdings of P. and G-bonds as they mature
during the second half of this period.
'So when you balance them all out with this general Increase in E.

and H-bonds you find that total holding at7 the end of 1958, of
$66. billon, are fairly clseto an alltlme high

Senator Kxu May I ask a question there
Mr. MAY% Y sui

eOrh $41.4 billion of B- and Hbonds Is figured, I
unde, eon the basis of their redeemable value at the end of 19n-

Mr. MAo That is antly right. That includes the accrued inter-
t as well a the ch people puin in the &-rst place.
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One of the objectives that the Treasury stresses in connection with
the savings.bond program is that it is not just selling E. and H-bonds
in order to divert savings from other forms of Investment. lUther,
what the Treasury is trying to do and has succeeded to a large extent,
is to encourage a larger volume of overall savings which we need so
much to finance the capital expansion that we are witnessing in this
country.

.-bonds and HUbonde have grown gradually during this period,
as we saw in the preceding chart. They went up from $84%'W billion
at the time of the Korean attack, to $41.4 billion at the end of
December, 1056 (chart 10).

0 a--I-O L"I

*4 1

melwm00o m 000

Now, commercial bank savings accounts also stood at about V04"7

billion on that same date, in June 1950, but they have gone up much
more rapidly than savings bonds. They have gone up to $47.8 billion
at the end of 1956 and are somewhat above that now.

Mutual savings banks, to go around the circle here on the chart, shows
also a fairly rapid increase in their savings accounts outstanding-
up about 50 percent; but the most dramatic increase of all, of course,
as we all well know, has been in the savings and loan industry, where
their savings accounts outstanding were only $18.4 billion in Jun of
1960, grow, to $87.8 billion by ecember of 1958.

In connection with the E- and H-bond program, as we all are well
aware, there was a deterioration in sales, quite apart from the usual
seasonal downturn durn the year, during 1956 and into early 1957.
This chart (chart 11) s.ows the monthly excess of cash sales over
cash redemptions when it is a positive figure on the ehart, or the
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nthly @ioes of not rodemptoll ovat mlen who it Iti i a negative
figre on the chart, month by month, starthut with Janary 1955,
and going on through that yoarf, going ttrougli 1050 nld on to June
1 i'.

NET SALES Of 9 AND H SAVINGS BONDS

Fwmm

r -- 'T- 1. A I,- J J" 1- A 7 - '- .,- 14 L

The 1961 tend has, in effect, boon reversed now in terms of its
relationship to the 195 and the 105 which wore gradually moving
on downward.

The inema in rate which took place in the spring of this year
effective February 1, has stabilized the relationship of sales and
redemptions, so that net sales are no longer going downhill.

On the basis of the figures through Juno, at least1 the program has
not really started to go uphill again, but we are hoping tat soon
thes fil o will bei to Ort back up to the point where the B. and
Hboalcah ales will be aleast equil to the cash redemptions.

Now we have covered the lon-te.rm investors and the kind of mar.
khe we have there. For the Ijititutional. investors, these markets
sma to be somewhat limited because they are still in the process of
liquatg holdings to put money Into mortgge and corporate

uri.ties Tlere still a market, however, W. some magnitude for
pmom tUsts and, more importantly, for individuals.

As far as the hortterm investors ar ooncerned-this chart (chart
13) agma Is outside of te banks,-we have seen a growing market
dunj the lat decade for Federal securities n the pat of nou-
fincI copoaions like the automobile comani, the steel ocom-

tha el o a ad,69 in fati some evin in ra and whole.
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ale trade. T1ere has been a pickup of Government seurit e by
these cor porations largely to cover their tax liabilities an the tend
to fund tOw in advance of payment to the Treasury.

Cho a

FEDERAL SEOCURTE5 HELD BY
SHORT-TERM INVESTORS*

P"4 &

They build up some funds, also, for other short-term needs in an.
tiolpatlon of divldends or construction payments, or if they ml a
new corporate issue and do not need the money tight away, it may
be invested in Government seuritie.

We have, then, this growth in the top bars of the chart that has
bew fairly substantial over the years, but not so much growth the
last couple of years.

As a matter of fact, those total figures on short-term, investors
which reached a peak in 1955, are a reflection of corporations them-
selves. They had about $28 billion of Government. as of Decembe
1955. They had, under the impact of a tigter money situation
they had about $4 billion lee in the w of vernment securities at
the end of 1956 than they did a year earlier.

Going down the scale, we find that State and local overnmmnt. also
have piled up some holdings of Government seuit.Jes These are
apart from their pension ftimds, a they, tooo float their neritus-
as, for instance, a big turnpike .sue-in the mare and thim will
Invest some of it in Government securities until it if needed for am .
struction purpoes.

We have alm had an incream in the Government securitiM hldb
international aeounta, like the Monetay Fun, the World a
so forth. More im rtantly, the holdii by.foreign cetn binke
and commercial =an m government seeuriiha grown.
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That has tended to level out during the last year, only because of
the Monetary Fund's holdings of non-intrestbearing notes going
down some as the fund paid out some of its money during the last
year.Now we are ge to con mercial banks on chart 18. We have coy-
end all of the other investors.

Typically, the Treasury has tried to consider the commercial bank
invesment 1n Governments as somewhat of a residual pr i0 on.
It is not always possible, of course, but traditionally the Ireasury
has preferred to do its bor~rowing out of saving of individuals either
directly or Indirectly, or savins of corpora=ons, rather than bor-
rowing from the commercial banks, which would tend to create addi.
tional money.

We have here a comparison from 1982 to 1988, on the governments
held by commercial bns As we noted earlier, they went down by
about $4 billion during those 4 calendar years.

I&t.I

.GOVER CENTSHELD BY COMMERCIAL SANKS,
i94-954

%*eW*MN Mw S O/Wtb*

We have split the picture here on chart 13 two different ways,
because both from the standpoint of the type of security that the
banks hold, and the class of bank that is involved, these f re have
quite an importance to the Treasury as sellers of Government secu ties.

We find on the left-hand oide of the chart, then, the breakdown
of commercial bank holdings, by type of security. As far as the
longer securities are concerned, at the top of the chart, in both 1952
and 1956 commercial banks held about $14.5 billion of their holdings
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of governments in terms of securities maturing in 5 years or more.
Commercial banks traditionally, though, have invest more in the

intermediate and shorter term area. It is only the outlying banks,
really, with a high proportion of time deposits, that tend to hold
more of the longer term securities.

You had some movement upward in the notes and bonds under 5
years held by the commercial banks since 1952. There was a move.
ment downward, however in the volume of very short-term obliga-
tions held by the banks during these 4 years, well, both from te
standpoint of the certificates which run a year to maturity, and your
shorter term bills, mostly the 90-day bills.

As far as the lass o1 bank i concerned, we find that the central
Reserve city banks in New York and Chicago and the other Reserve
city banks throughout the Federal Reserve Aistricts are the banks
which have accounted for the change in holdings.

Senator Ixap- May I inquire there
Mr. MATo. Yes, sir.
Senator K=. Are these central Reserve city banks, Federal Re-

serve banks?
2r. MAro. No, sir. These are commercial banks, they are private

banks.
Senator Kim. What do you mean by "central Reserve" ?
Mr. MAYo. This is a classification by the Federal Reserve BQard

according to the three classes of member bank reserve requirement.
Central reserve cities have the highest proportion of reserves re-
quired against deposits. That is New York an Chicago.

Senator K=. I thought their reserve requirements had been re-
duced to a point lower than the country banks.

Mr. MAYo. No. They are still higher.
Senator KEzI. They are still higher ?
Mr. MATo. They are still hi her. They have been reduced, you are

correct, but not quite as far as others yet.
Then the second group-T-I
Senator KzU. These, instead of being elements of the Reserve

System, are members of the Reserve System
Mr. MATYo. Yes, sir; that is exactly right.
Senator Kzsa All right.
Mr. MAYo. You have then what we call country banks the banks

outside of the cities in which the 12 Federal Reservq banks are located
show considerable stability in their holdings of Government securi.
ties during the last 4 years, a stability which is also true of the non.
member banks-the banks that are State banks that are not members
of the Federal Reserve System.

In relation to the entire picture of the public debt, and in relation
to the entire picture from a banker's standpoint, of the earning
sests of the banking system, here are some additional figures which
we thought might be interesting to you.
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RELATIVE SIZE OF COMMERCIAL BANK HOLDINGS
OF GOVERNMENTS

Hol a .. %of bal Pubk Dbt Holdnp u% of Eann Asts
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Looking at the holdings of Government securities by the commer-
cial banks first from the standpoint of the Treasury we have these
bars on the left side of the chart. They show that in 1929,29 percent
of the public debt was held by the commercial banks. That went
up to 88 percent by 1989, down to 29 percent aain at the end of the
war, down to 4 percent at the end of 1952 and 21 percent in
December 1956. Although it i not on the chart the 2A percent is
also true for June 1957.

Thus, from the Treasur's standpoint, there has been less depend-
ence in recent years on the commercial banks in providing funds to
the Treasury,

On the right-hand side of the chart, here again looking at the same
set of flgura from the sand it of the bankrs asset position, we
find tha? back in 1929, only r0 percent of bank earning assets, were
In Govemment.W

That rose to 65percent in 1946. It was actualy s high as 7O per.
cent in early 1948.

It has now declined to about 86 percent in December of 1956, and
it was 84 percent at the end of June 1 57.

We have examined in some detail the various investor clapses and
the problems that we have in competition with other types of in.
vestments.

In the last analysis this competition with other types of invest-
ment, competition for available funds in the mrk i reflected inthe market place in terms of interest rates--and prices of course
which are just the other side of interest rates-on Government scuri.
ties and on othe types ofIw lnv tzet

ff*'
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Chart 15 is designed to show, first of all, the Treasury long-term
bond averages, over the period since early 1951 when the Federal
Reserve-Treasury accord freed the market.i

MARKET YIELD TRENDS
OF SHORT AND LONG-TERM SECURITIES

4othly AvSMM . . ..

There was a movement upward to the peak in 1958 in terms of
elds, a movement downward-I am takng now about this olid

black le, the second from the top-a movement downward in 1954,
with a movement upward again to the present tunie

You can see also on this chart the similar movement again reflect-
ing the same basic factors in the market place, of corporate bonds
duing the same periods, going up toa peak in 1958, down a thefollow &g year, and on utp o thepresent levels of the Moods 4
corporate average on whibh this is based.

On the short-term end of the market, the chart shows Treasury
b li which, in senses the purest interest rate in the market. It
is the product of a n lar Wekyphenomenon where market bidding
provcIfes the actual rate that te Treasury has to pay. on those
securities.

We have compared that with the Federal Reserve discount rate
over a period of years.

Now, when we take the interest curve which is provided by the bill
rates plus the transactions in the market that m going on every
day hi other short-term iuues and we come up with a make.tp've
for 1-year money on chart,
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Or Is

INTERFET COST ON NEW TREASURY ONE-YEAR ISSUES
And Corobls MorWs Rte.

The Treasury 1-year market rate is shown on the solid line on this
chart.

We have put against that 1-year market rate the actual interest
coupon rates on each of the new Treasury certificates that have been
put out since 1951, just to make the comparison between each new
certiflcate-say it is percent, 2% percent or 8% percent, or what-
ever it happens to be. That is charted against the market curve at that
time, and ie find that the average spread is in the neighborhood of
one-ighth of 1 percent.

That is true for most of the individual issues along the way, too.
They were a little higher at the peak in 1958. They were a little under
the market in the spring of 1957.

Our most recent 4-percent offering, over to the right on the chart
represented a spread from the market curve of about 10 basis points;
in other words one-tenth of 1 percent. That is just about the same
as--in fact actually a litle less than-the average for the issues over
this entire period.

It is not possible to do this same sort of comparison for longer term
Treasury issues, because they have been too infrquent and there really
is not a market curve, as Mr. Burgess explained yesterday, that will
give you a precise comparison.

We have, however made a comparison in chart 17--on the basis
of Moody's Aaa bond averages on the corporate bonds over the last
6 years,.by charting here as a solid black-line market yields on the
outtamding corporate issues, the seasoned issues.
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INTEREST COST ON NEW CORPORATE LONTERM ON
And Coniporobe MorktO Yields

4.5-

We have compared each one of the 58-athough we have about 45of them on hereAaa new issues put out by corporations for $10million or more, during this same 6 years, and we come up with theconclusion that there has been average spread of about 80 basis pointsover the period of the last 8 years, as far as new corporate issues are
concerned, in comparison to the curve.Senator FL~zaN s Mr. Chairman, I would like to get clearly in mymind what this word "spread" means.Does this mean that those corporate bonds were offered at a higherprice than the going rate ?. -Mr. MAYo. They were issued at a hlghei yield-Senator Fww~u. Yield.Mr. MarO (continuing). Than the going rate, in order to sell then.In other words, that is part of the p reces of putting a security on themarket, the underwriting of a security.Senator Ftaw25. If they were offered ata hteryield than theon rate of yeld, would they yield a premium un the market after
1eyad been issued?|

Mror. They might for a short period of time. It will varywlhthe spei issue.-Typically, a new issue has to yield something
of a premium to start with, to make It go, so to speak.senator Fwmn. Yes.

senator Baiwvrr. Mr. ChairmanAm I to understand from the comparison of these last two charts,

maretbeteron the noewith less of asprea than thos who have
tmsued corporet. stoka

w m -4r... t . -4 ,0
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Mr. MN'ro. Yes, I think that is a correct conclusion.
Senator Km. That i the purpose of the charts.
Mr. MATo. Yes. Laughter.]
As Mr. Burgess indicated yesterday, on the 8.'s which the Treas-

ur issued in 1958 the spread was approximately 15 basis points,
which is about half the average spread for this entire group of cor-
porat securities

I might add that on the 8's the Treasury put out in 1955, the spread
was even les than that-perhaps a shade under 10 basis points.

We have three charts to finish up, which I want to show to illus.
trate factually here what has happened in terms of a comparison of
interest rates in the United States, in Canada, and in the United
Kingdom during the last decade, taking those countries as being the
cloest that you can pick in terms of the nearness to our own economic
situation. Also theie are typically three of the very lowest interest
rate countries in the world.

We ind here, first of all in chart 18 a comparison of the interest
rates on long-term governments in the three nations.

Ctst Be

INTEREST RATES ON LONG-TERM GOVERNMENTS
United State, Oonodo. and United Kingdom

RATES 1946-1956 CHANGES IN RATES

Going back to 1946, the United States long-tern rate was .93 per-
cent. This Is the rate in the market. The Canadian long-term rate
was . percent. The British ratewas2.Opo t.

By 102, all of the rates--
Senator K=- Wasthatnotjusttheotherwayl

Mr. M Pardon, sirI
Senator Km- Wa thatnot just the other wayt
Mr. MA=o You mean on the Cnadian-
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Senator KOn. The United Kingdom was 2.5, and Canada was 9.8.
Mr. MATo. I am sorry. You can read my chart better than 1 can,

sir.
Senator Kni That isright, is it notI
Mr. MAyO. That is right, sr.
By 1952, however, there wore Incr in all three nations. The

largest increase took place in the United Kingdom; the smallest States,
which during most of this period was still in a period of supported
markets for longer term securities.

From 1952 to 1956, the increase in the United States, with the mar.
kets being free from Fede,'al Reserve support, showed more of an
increase than was the case in Canada, and just about the same as was
the case in the United Kingdom.

So if you add up the 2 periods and take the decade as a whole-
those are the 8 bottom bars on the chart,-you find that the rate went
up by 1.9 percent, in other word, from 2.2 to 8.4 percent, in theUnitid 8tata4

It went up 1.4 percent in Canada, from 2.6 to 4 percent, and it
went up 2.4 percent in the United Kingdom, from 2.5 to 4.9.

We have a similar chart on Treasury bills (chart 19). Here the
picture is a little different in terms of the two periods of time, but
the net conclusion is about the same. All of the rates were quite low
in 1946, around three-eighths to one-half of 1 percent for all 8 ooun-
tries

C&mt $

INTEREST RATES ON TREASURY BILLS
United Stotw. 0onoda, and United Kingdom

RATES 1946 TO 1956 CHANGES IN PATES

0flm1t~WMmm .tm
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The rate on bills was freed a little earlier in the United States than
in either Canadapr in the United Kingdom so that the bill rate started
to move up in this country earlier than in tie other two countries.

For the 106 to 1952 period as a whole, however, you have an in-
crease of 1.7 percent in the United States bill rate, 1 percent in the
Canadian bill rate, and 1.9 percent in the United Kingd-om rate. The
United Kingdom rate jumped fairly quickly toward the end of that
period.

From 1952 to 1956, the United States rate, having already been
freed, showed very little change relative to the other 2 countries: 1.1
percent in the United States # double that, or 9.8 percent in Canada;
and 2.5 percent in the United kingdom.

So far the entire decade, again you see that the bill rate in the
United States went up by 2.8 percent, the Canadian rate by 3.8 percent
the United Kingdom rate by 4.4 percent. Again, the United States is
the lowest of the 8 countries, as well as showing the smallest of the 8
increases.

The final chart--chart 20--shows the interest rate patterns of
Treasury long-term issues, of high grade corporate long-term issues,
and of high-grade municipal securities, over the period from 1920 to
June 195T.

LONG-TERM INTEREST RATES SINCE 1920

All of them show essentially a reflection of the same market condi-
tions. They tend to move together.

There is a jump in the Treasury curved of course, as Treasury issues
became taxable in the early 1940's. But basically, this movement Is
a sinle movement-downward for many years, from the early twen-

720



1INAN1AL CONDITION 0? TOF UNiTID STAT= 7

ties down through World War II, and then a broad movement up:
ward from 1946 up to the present time, but with current rates satfi
well below the average levels for these interest rates during the 1920's,

We have, then, through these charts, attempted to show you just
a little of what we call the market environment, Mr. Chairman, re-
lating to the problems of managing the debt.

Think you for your patience.
The CHAIRMaN. You have made a very informative statement.

Thank you very much.Mr. Burgesel

STATES T 07 RON. W. RANDOLPH BURGEM, UNDER SECRETARY
01 TIE TR AOURY-Reamed

Mr. Butozes. Thank you for your patience.
The Csxwzuw. That was a very good statement.
Mr. Burgess, I first want to ask some questions in regard to the

recent offen of government bonds, because I think interest rates
attaching to te sa of those refunding bonds is going to have a very
profound effect on all interest rates, not only of the Federal Govern
ment, but on local and State government bonds and those of individuals
and corporations.

As I understand it, you offered $28.9 billion and sold P22.8 billion.
Mr. Bunoes. Yes, that is in round figures We will have the

precise figures, within a narrow marin, tdayI
The CIARMAN. Of this $22.8 billion sold previous owners, $8.1

billion was owned by the public.
Senator Kzus Were taken by the public.
The O A r. Were taken by the public.
Mr. Buoms. Yes taken by the public.
The Xw. In other words; approximately 84 percent of the

Issue was taken by the public, and the balance was taken by the
Federal Reserve System

Mr. Butozss. That is right.
Senator Ku. And Government accounts.
Mr. Bunozas. And Government accounts.
The CHAMMAN. You say in your prepared statement that the Fed.

Oral Reserve System took it. I thought that was a mistake.
Mr. BuroGes. Well, it is mostly Fe-deral Reserve. There is a little

held by Government accounts.
The C w. How much was taken by the Federal Reseve
Mr. Bxmas. Almost all was Federal Reerve.
The Cinzxw. Now, when the Federal Reserve takes an offer

made to them, they accept It without question, as I understand it.
Mr. Bu ozse.Yes We of course, ave conferred with them in

advance about the terms of every inie. We never put out an issue
without consulting them.

The CnAMx . They never refuse to take their share, whatever
that may be?

Mr. Buwos. They never have, so far.
The CHmnii. AlI right
Now suppose this entire issue had been offered to the publo, what

would tZAv been the resultI
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Mr. Bvuozss. Well, of course, we only offered the public bonds for
replacement of what they already had.

The CUmi Ax. I understand.
Mr. BmGs. This was a refunding.
The CHAnwAw. It was not taken in full; it was 12 percent short.

It was not oversubscribed * it was 12 percent short.
Mr. Bmwaws. That is right, but there is always some cash holdout

on a refunding.
The CHaunxAp. For the sake of argument and an understanding

of what you think of the situation, suppose the entire issue had been
offered to the public at the same rates?

Mr. BuRGes. Do you mean, suppose we asked the public to buy
$94 billion of Government securities at one crack ?

The CHA=xAN. Yes.
Mr. Buaozses. Well, the only way you could sell that is by selling

a very large amount to the banks and having the Federal Reserve
give then the reserves to do it, and you would gave to pay a good rate
and work it out ahead of time.

The CQINex. Would the public have bought the issue without
any pressure ?

M. Buaomss. I think, to parallel that, one would have to go back
to what we did in the war loan drives, where we had issues that were
about that size. If you are going to sell that many Government
securities at one time, you have to organize it, you have to have pub.
]icity, you have to have conferences ahead of time, you have to oner
type of securities adapted to each investor,
'We actually did it In the war loan drives, but it is a very large

amount of money to absorb into our economy at once.
The CumAN. My question is: At the interest rates u offered

In this proposal, would the.public have taken all of the 2 billion,
or woula it-have taken $20 billion f As it was, the public did not take
the $9 billion available publicly; it was 12 percent short.

Mr. Buwas. Well, Mr. Chairman, of course those holders of $9
billion of our securities included a good many people who bought
those securities with the idea that they would tae bash when they
matured; that is, they had some sort of a need for cash the lt o
August, or the middle of August so they planned, when they bought
them, to take the cash when they mature. There were a good many
of those people.

Many of them sold what we called their rights; that ', sold their
maturing issue to somebody else in the 8 days that the books were
open. So that, while there ma have been 2 or 8 billion dollars of
holders who wanted to take cash, a lar part of them moved their
securities on to somebody ele who was interested in buying the issue.

The CkcAmw. Would you venture a guess as to whatwould have
happened If this amount of bonds were offered to the public?

Mr. Buus. I could not Imge anything more stupid than
makn an offer of $24 billion worth of bonds to the public at one

The Caamxaur. You would have to offer them if they matured and
you had to refund them.

Mr. Bsaoues. If the public held $M4 billion.
The UmMAN. Yes.
Mr. Buzus. And then you offered all of then-
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The CHAnMAN. What I am getting at is, if the public had held the
$14 billion that the Federal Reserve field in this instance, what would
you have done? You had to refund them. It is not a matter of
voluntary action on your part. They come due August 1, August 15,October 1.

Mr. BuRuau That is right.
The CumMAN. So if the Federal Reserve had not happened to own

that $14 billion, what would you have done ?
Mr. Bumus. You mean if the Federal Reserve had turned them

all in?
The CHARMAN. No. I mean if the Federal Reserve had not owned

these particular bonds you were trying to refund, and you had to sell
them to the public, what would have happened I

Mr. Bmou& Then you would assume the public would have held
all of the maturing issues is that not right, Senator? We have to
make some assumption. k. this a net increase in the public debt
of-.

The CHAnuux. The public debt is two-hundred-and-seventy-odd
billion dollars

Mr. Bmwou. Yes.
The CH TAMAN. And the Federal Reserve owns $25 billion; is that

correct?
Mr. Bunoza. Yes.
The ChAwMA . That is not quite 10 percent.
Mr. Buwor. That is right.
The CHAnMAN. You cannot assume that, in refunding all of these

bonds, the Federal Reserve will own 60 percent each time, as it did in
this case

Mr. Bmoss., They do not in most of the issues, of course.
The CUARMAN. The point I am trying to get clear in my mind

is, what would have happened if you had. not had the Fedeial Re.
serve to take 60 percent of these bonds at this time ?

Mr. Btmoas. I am trying to get at what we have to assume for our
problem, Senator.

The CHAIMAN. Assume the Federal Reserve was not in the picture;
what would you have done ?

Mr. Buzozu& All right. Let us assume all of the $24 billion was
held outside of the Federal Reserve, maturing-

The Cf;nxarr. Yes
Mr. Bnouss. In that case, you would have had to offer something

you felt was attractive to the holders of the $24 billion.
The CHAMAN. Would the rates you offered have been attractive ?
Mr. Btmus. I have some doubt whether you could have moved

that large an amount sucossful at these rates. I think you might
have had to sweeten them up a little. But I think with hese rates
you would have gott-

The CHNmMAN. In other words, if the Federal Reserve had not
bought 60 percent, you, would have had to offer thee bonds at inter.
est rates higher than 4 percent?

Mr. Briness. Very likely. I would not want to-
The CnAnAzA. That indicates, then, that it will be necessary to

continue increasing interest rates?
Mr. Bunos4 o I would not take that leap, Senator. I do not

think that follows from the preceding premise
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The CHAMMAN. But you have a vast amount of bonds coming due
in the future, have you not I

Mr. Buom. Yes, sir. We have very few, however as large as
this. Mostly they are staggered along and spaced in somewhat
smaller amounts, and-

The CuMAN. You think, though that the interest rates would
have been higher in the present case iI all of them had been going tothe pubhc '1

Mr. Bmss. Yes. I think that is a very remote contingency, be-
cause I do not conceive of our being stupid enough to have a $Zt bil-
lion maturity at one time in the hanfs of fhe public.

The CHAIMAN. I cannot understand your statement about stu-
pdity. These bonds are coming due. It is not your choice to issue
ghem. They come due. The people can demand them.

Mr. Buurmss. Oh, yes. But we fix the maturities of these issues,
that is, the Treasury did, over a period in the past, and we tried to
distribute our maturities along so you would not be encountered withiim eible Jobs.

%CuAtUMAN. But, without the Federal Reserve System buying
the bonds, you would be in a bad fix ?

Mr. Bumzw. The Federal Reserve System is an essential part of
our whole mechanism.

The CaAIxRAN. The Federal Reserve only owns less than 10 per-
cent of the debt.

Mr. Bunouss. Yes. This is more than half of the Federal Reserve
securities that were turned over in this one operation.

The C11MA Kx. How much refunding will you have to do next
year?

Mr. Buziss. It is somewhere around $50 billion.
Have you the figures there, Mr. Mayo ?
The CRAia MA. The Federal Reserve may be in there.
Mr. Bunoiss. This is for calendar 1958?
The CluRMAN. Yes.
Mr. Bnomss. Would you like me to put that in the record, Sena-

tor?
The CHnwAN. I would like to have the figure now, because I

think this is quite important. If we have to depend on the Federal
Reserve System to buy these bonds, we ought to know it now.

Mr. Buaoms. We are dependent upon ohe Federal Reserve System,
Senator.

The CRAuuuw. But they own less than 10 percent of the bonds.
Mr. Buxozes. Yes. But they own the short-term maturities that

keep turning around.
The CmHARA. These are not short-term bonds, necessarily while

the requested information is being gathered, let me ask whether you
can recall any instance in the past when bonds were refunded at a
100 percent increase in interest rates ?

Mr. Bvous. Over the maturing issue ?
The CHAMMAN. Yes
Mr. Bmomxs I think we can find occasions. I do not recall one

offhand.
The CHAUAxw. Those notes that matured August 15, you offered

a 100 percent increase in interest rates.
M uaBaa That is right
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The CswMwr. And those maturing October 1, which were 1%
percent, you offered more than 100 percent.

Mr. Binas. That is right. But we offered the market rat.
The CiuiN. Market rate?
Mr. Bunosas. That is what they are selling at in the market.
The CuAmxAw. You made the market rate.
Mr. Bumrs. No. We took the market rate, and we put them right

on the market.
The CHAnmA. But you did not sell them on the market. You

sold only 82 percent on the market.
Mr. Buxoss. Well, the amount in the hands of the public was the

only one that was--
The CuA n . In other words, I am trying to get your judgment

on-
Mr. Buaoss. Yes.
The CHANwnx (continuing). And it is generally agreed that

you are an expert.
Mr. Buose. Thank you, sir.
The CUZRavZAN. Did you not offer these bonds at a minimum

rate? Can we not look forward to an increase in interest rates under
this system ?

Mr. Buorss. Well, sir, I do not think the system is what deter-
mines it. It is a problem of what is going to happen in our economy.
And that anybody can take a whirl a-.

The C. X. Will you get and present tomorrow morning, for
the record, any other instance in our history where we had to offer
more than a 100 percent increase in the interest rate to reftmd Gov.
enment bonds?

Mr. Bunows. Be veryglad to, yes.
(The material refereto follows:)

IXTU=r RATXG o MATUUSnO IsSwS AiD Nzw Isswm

The Interest rate on a maturing Issue has nothing to do with the interest
rate that a new refunding issue might carry. The interest rate on the maturing
Issue reflects market conditions at the time it was put out and If interest rates
have moved up in the meantime the maturing Issue will be selling at a die.
count now In the market. For example the 4 issues which we are now In the
process of refunding bore coupons of Ik, 2, 2%, and 8 percent, and at the
end of June 1987 had market yields of 4.O0 8.78, 8.87, and 8.48 percent, re.
spectively. These Interest rates are indicative of the market rates for the short

od which these Issues had yet to run. Also, differences In the original
to maturity between the maturing Issue and the new issue may make

a material different between the coupon rates on the two Issues even though
Interest rates "main Unchanged.

There have been 8 instances In the last 2 years where the Treasury has
put out new issues at double or more than double the rate on the maturing
fis In December 195, 1 of the 2 maturing issues was a 1% percent certif-
cate. One of the two new Issues was a 2 percent certificate, and the other
a 2% percent not& Again in May 1957, ai&% percent note was replaced by 2
new Issues One of them a 8% percent certificate; the other a 8% percent note.
In our current refunding, as you have pointed out, 1 of the maturing issues was
a 2 percent note, and I of the new issues Is a 4 percent note. (All of these
figures excluded the maturing exchange notes which were originally Issued at
a nominal 1% percent coupon rate in exchange for 2% percent investment series
3 bonds.)

Examples alo can be cited where a maturing issue was replaced by a new
Issue yielding only one-half as much-or even less. In May 1954, for example,
8 of the 4 maturing Issues bore Interest rates of 2j percent, 2% percent, and
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8% percent coupons, and 1 of the 9 new Issues was a 1% percent certcate. In
August 1954, both of the 2 maturing Inues bore 2% percent coupons, and I of
the 2 nw Isuse was a 1 percent certiste.

As a matter off t" from the standpolt ot the success of the various offer.
tua cited above In terms of cash pald out by the Treasury, we find that the re-
fundiass In which there were issues where the new coupon was half or less
o the old coupon were more suesafu thas thos where t uw Issue coupon
Wd doubled.
There have also been occasions when the interest rate on a new Issue of

Treasury bills has been wore than double the rate of the Issue It replaced-
en issue which was put out only 8 months earlier. There were four occasions,
for eample in September and October 1947 where this was true.

The (UAIRMAN. Have you determined how much of the debt comes
due next year I

Mr, Buoaosw. Over the coming year we have about $50 billion of
securities maturing.

The CHAIRMAN, What is the average interest rate I
Mr. Buxouas That is exclusive of the turnover of Treasury bills.
The CHAIRMAN. I say, what is the interest rate at prent on the

$52.8 billion I
Mr. BuRes. The December 1 maturities, 8%. The Febru#ry 14

maturities are 8%. March 15, 2 . March 24 are tax anticipation
bills. They were sold at 8.48.

The CHAIRMAN. Well now, what percent of those bonds does the
Federal Reserve own I

Mr. BuRors. Those tax anticipation bills?
The CmHAw.N. I mean of this f5i2 billion you just mentioned.
Mr. Btmous. They have $21.1 billion, including a little in Govern-

ment investment accounts. It is mostly in Federl Reserve.
The CHIIMzAN. They have $21 billion coming due next year; they

have just taken $14 billion of the present issue; they have only $25
billion in all ? That needs some explanation.

Mr. Buetts. Practically their whole portfolio rolls over within a
year. The $14 billion all comes due again by next October.

The CHAIRMAN. When the recent offering was made, I read in the
New York Times: "Many creditors spurn United States 4 percent bid."

Well, as I estimate it if this Federal debt should be fianced on a
4 percent bass, as the years go on, the interest would cost $11 billion
a year as compared to$7.8 bilnon now.

Mr. Buo s. That is about right, Senator.
The CiArnmN. In other words, increasing the interest rate of the

Federal debt would cost taxpayers $4 billion a year - am I correct I
Mr. BunRws. May I make the qualification I made yesterday, and

point out that to the extent this interest is paid to the Federal Reerve
System, their not earnings, 90 percent of their net earnings come
back to uL.

The CuAmx. That is less than 10 percent.
Mr. Bunors. We also collect in taxes a very substantial amount

from the earnings on Government securities .
The OCinrAiX. Mr. Burgess, I cannot agree with a contention that

we are justified in raising interest rates because interest is taxable,
Mr. Buzs. Senator, please do not misunderstand me.
The CIrAu AN. By that principle, it would be good for a man

or a corporation to spend all the money he has because he would have
to pay a part any prot in taxes.
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Mr. Buoisz. Senator, I am not trying to justify high rates, please,
we are not trying to justify low or high rates. We are not working
for either one.

The CvAmRm. In addition to other reasons why such a contention
cannot be justified, you have got an inflationary question involved;
but I shall come back to that later. Certainly high interest rates are
not ustifled because part of it paid back in taxes.

Mr. Buo . That is not i good reason for it; no, sir.
The CHAMMAN. One of the things I disapproved of in your state.

ment yesterday, was what appeared to be an effort to justify these
high interest rates on that ground; and to justify the high Federal
debt because every y else had gone into debt--because the localities
and States had doubled their debts, and because the individuals had
increased their debt.

I think the whole situation Is dangero*. We have increased our
total debt in 4 years from $W billion T* $800 billion.

Instead of the Federal Government taking the position that it is
trying to do what the people are doing, if possble, it should be an
example to the rest of us. That would be the sound position.

Mr. Bunous. Well, sir, I was not trying to paint a moral judgment
and trying to justify it. I was simply trying to paint the economic
picture. nd I certainly agree withyou, we ought to pay down the
debt and pay it down faster.

The CInAImRuN. I will not attempt to read what you said yester-
day, but it seemed to me that you were trying to justify the Federal
debt on the grounds that everytbody else was going into debt.

Mr. Buioss. No, ir; I had no such intention.
The CHAut&-r. The total debt is of great concern to me.
Then you will a with me that even at 4 percent, and you were

only able to sell these bonds at 4 percent only because the Federal
Reserve took 60 percent of it we have a potential annual increase in
Federal interest costs of $4 billion ?

Mr., BuRxos. That goes just a little further than I admitted, Sen.
ator. I approved your mathematics, but the probability, I wouldnot quite agre to.

The CHAM AN. Well, I imagine that a year ago .ou did not think

you would double the interest rates on thse rfinaing bonds.
Mr. Btmuos. No sir. I was very much disappointed.
The CHARMwA. Ou did not think when you issued 8/, 25-year

bonds-
Mr. Burouss. Twenty-five to thiry year bonds.
The CaAutwr. Just 8 years ago, at you would then have to pay

4 percent on a 1-year bond today, did you ?
Mr. Buxous. No; I did not.
The Ca,&uxw. Well,yourjudgment in the future- ',
Mr. Bumous. Makes that 8 look pretty good, does it not, Sen-

atort
The . Mx . I do not think so. But you cannot say this is just

not going to happen because we do not think it will happen. Every-
thing is tending toward higher interest rates, inflation. I know you
are as much alarmed as we are.

Mr. Humphr. testified a number of times that it was impossible to
sell long-term bonds. Will you explain why it is impossible to sell
long-term bonds f
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Mr. Buaorss. Well he said, at the moment.
The CnAJIMAN. Why is it at the moment impossible to sell more

than 1-year or 2-year bonds?
I have not yet gotten, Incidentally the breakdown of these differ-

ent purchases. row much were the 1-year, 4 percent, and how much
were the 2-year ? What are the amounts?

Mr. Bunoxes. Two billion dollars went into the 4-month issue at 8%
percent-other than Federal Reserve.

The CHAIRMAN. Where Is that in your statement I
Mr. Bumus. That is on the last table, appendix B.
The ChAIRUAN. Two billion went into the short-term.
Mr. Bunosss. In all $9 060 million went into the December cer-

tificates; $2 billion of that was taken by the public.
Of the 4 percent, 1-year certificate, $10,562 million was taken, of

which the public took $3.7 billion.
And the 4-year, 4- rent note was taken altogether by the public.
The CHAIRMAN. You had better call that a 9-year note. It can be

cashed in in 2 years.
Mr. fluuoss. $2,581 million by the public on that.
The CHAIRMAN. $2,581 million ?
Mr. Boute. 10 581 millions yes.
Well, sir, the diffoulty of selling long-term Government bonds is

simply that the lenders of money, whose position Mr. Mayo has very
thoroughly charted, are under enormously heavy pressure for funds.
The life insurance companies are having offered to them corporate
securities, mortgages at very attractive rates; the savings banks are
having mortgages offered to them more than they can absorb; savings
and loan associations have their resources thoroughly absorbed by the
mortgages they make.

There Just is not any volume of long-term funds seeking invest
ments, and the borrower is seeking the lender, and under those cir-
cumstances if the Government were to try to sell lone-term bonds, you
would have to offer a competitive rate that wbuld be very high.'

You could not justify offering Governments at a rate so competitive
that these people would take it instead of the things they are
absorbing.

So that they simply do not want long-term Government bonds
They regard Government bonds as a secondary reserve at the moment.
The demands of their customers are so great that they are trying to
meet them as their first responsibility.

The CIRMRWANr. What ii your definition of a long-term bond and
a short-term bond ? How many years?

Mr. Btmoss. Well, that Is anybody's taste. I think certainly the
8 t and the 8's are long-term bonds, 25 or 80 years, or 40 years. A
10-year bond, one could debate. The 5-year bond Is certainly a short-
term bond.

The dividing line may be somewhere around 10 years.
The Cnnuwa,. What would you say was the definition of your

bond that you issued a day or so ago I
They were short-term bonds, of course, the entire issue the other

davy were they not?
Mr. Bvus They were not bonds Senator. Technicay, they

were certificates and notes.
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The CHAMMA r. It does not make any difference What you call them.
Mr. Bunos. They were short term; yes, sir.
The CHAIuMA . Short term. And actually, 2 years, because they

could be redeemed.
In your testimony yesterday, you said:

When sbort.term borrowing means Increasing bank credit*, that Is di.
rectly Inflationary. It Is for these reasons that any country In time of war
makes a vigorous effort to sell as much of its securities as possible outside the
banks as well as for a longer term. To the extent war is financed out of taxes
and savings the worst pressure for inflation is checked.

Mr. Bunoss. That is right.
The CRA XAN. I am one who thinks inflation-I think Federal

Reserve Chairman Martin made a similar statement-is the No. 1
problem in this country. Yet you are issuing short-term bonds,
which you say are directly inflationary, and I think---

Mr. 91Unos. Well, may I say this: If we issued bonds to the banks
to a point where it increased the volume of money, it would be directly
inflationary. We have not done that. Bank credit invested in Gov.
ernment securities has not gone up.

The CaAmuw . Banks can buy these short-term bonds, can they
nott

Mr. Busois. Well, they can buy them. But we have distributed
enough outside the banks so the volume of bank Investments in Gov-
ernments has not gone up.

The CHAUwAN. What you said, then, yesterday is not exactly so-
curate, is itt

Mr. BuRons. I said there is a tendency.
The O AtRA. No. You made the statement it was directly in.

flationar y. You did not say it was a tendency.
Mr. Bunozs. I said when you increase bank credit. What page was

this on?
The CUuAiMUA. Page 18 of your prepared statement. [Reading:]

, * when short-term borrowing means Incmasi bank credit * *
The banks, I assume, can buy these bonds on the market, can they

not, no matter whether it is a refunding operation or not I
Mr. Bmwxs& I do not see just whicl reference you have.
The C i fr. It is in the middle of page 18.
Mr. Buacrss. Oh, yes. I say:

when short-term borrowiN means e bank credit et that I diecUy
Infiationaxw.

Well, we have not, with our borrowing, incre ed bank credit, so
that our borrowing this time is not inflationary.

The NI=xMAx. If you isue short-term notes or ertificates, can
the banks not buy them if they choose I

Mr. BDmm. The can yes they can. We try to kee a pretty
careful survey of the owners, and try to avoid an inue wh l in.
crease bank credit.

And, so far as the figures show, bank investments in United States
Government securities-]ave not increased.

The COmnWir. I want to ask you some questions about inflation
a little later. Meanwhile, I want to ask you this: What effect do you
think this 4 percent minimum rate that you have now establish 1
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Icing to have on the $525 billion of private debt when that is re-

In other words, the corporations and individual as I understand
it from your statenient yesterday, owe $525 billion.

Mr. Ilmoss. That is right.
The CHAMAN. In current refunding operation you have made a

very substantial increase In interest rates even to the extent of dou-
bling them. To what oxtent is that going to increase interest rates
on these other debts that are coming due day by day-

Mr. luaaose. Well in the first place, Senator-.
The Cn Un k. Wh ich in many instances must be refunded I
Mr. Buiss. Yes. I want to make it very clear that we have not

pushed this interest rate up. We have simply recognized an existing
rate which is determined In the market by tle supply and demand.

Now, the fact that the Treasury publicly has to put that rate on its
securities undoubtedly has some influence on rates, I concede that, of
course. People look to the Treasury and see what rate they put on;
even though it is simply a recognition of the market, it has some effect
on money rate&

The CUAqMAx. In other words, you had to meet a condition that
you think existed.

Mr. Bmuaos. That is right, to meet a condition.
The CxintAN. I am not arguing about that part of It. I want

to know, in your judgment, what effect it will have.
I am going to request the Securities and Exchange Commission to

furnish Infornation concerning interest rates on corporate issues of
$10 million or more during tile first half of 1957.

(The information referred to was subsequently received and appears
as follows :) M AD EX0RAION COMMI5IIoI

DMIsion or TWti@ AND lDOUANqG5Waehft#tos, D. 0., Z,,uei 8,191?.
Hon. HAuNT P. By=D 

A

Oa w hn, 0ommittee ou Pnanoe,V*1t04 Statee aefte. Waeillotom D. 0.

Data BzxnvroA B : In reply to your letter of July 81, 10, I am enclosing
tables showing a chronological list of corporate bond Issues registered with the
Commission since January 1, 1957, In excess of $10 million. We understand
from Mr. Bell that this list will serve your purposes. The data shown include
maturity dates, issue dates and interest rates. In addition, since your interest
aR ears to be along the line of cost to the issuer, we are including data on theo A.ri pri m

Wen o not have any Information on the extent to which these ies were
taken.

Should you have any further questions in connection with these tables, Mr.
Natrals, of this division, will be very glad to answer them.

Sincerely yours, Prnw A. Loovzs, Jr., Ditwotor,
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Feb. $141W?

Ja". 1W
Fb. 11no

Feb. 1,1W

JmW. it1W

Ja. Is1In$

Jan. to1W?

jan. to19M

Jan, to1W
Feb. Is IMS

Do.
Jan. 14 to"
Jan. to.1W

DO.
Do.

Ja. 1o 19??

Feb. 1. IMS
J#&. 10 1W
Feb. it19no

Feb. 18, INS
Feb. 141Wy
Jan. to 1W

Fe.W 103
Feb. is1W?

Feb. to1W?
Feb 14,110

JAn. Is1W
Feb 1.38

MUs. 1,1W?
Ma.o,8

See f"OtNt at led ot tat"a
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Oorporate ieeuee of boui8, tioteu, and debentsre8 of $10,000,000 or more which
become effective under the Seourities Act during the 1o half of 197-Oon.

Effeo Issue
tive date

10 Appelohln Electrio Power, let
Mortgage bonds .......

30 Pubilo Service Eleotrlo &
debenture bonds .........

go American Telephon. &bunh debentures .............
Apr. 1 I-T- 6lroult eak r, convert-

Il subordinate debentures....
I Western Mombusott Slotdo,!#t mortar, srife ........
I T, lnt ot, sinking fu aso.

bentures ......................
91 Aluminum Company of (5s ,

sinking fund debentures....
9 Soars Roebuck Aceptance, sub.

ordinate debentures......
16 Trsnsoonttnentsl Gas Pip sin

lot mortgae ien.
is Kortjwesterv elTlpoedebenturt-.....1.........**..
08 Lone tar Ous, sdna tund de.

bentures ...............
94 United Artists oonv b5* sub.ordinate debenture ............
N Northamn Natural Ost sinking

fund debentures .........
May 1 LWlode Oas 1st mortgae bonds.

7 C0ininnati ow& lecti, ls'
mortgage bonds ...............

8 Potoma- zdlon, lit mortgage
bonds ..........................

9 Alabama Power, lt mortgage
and collateral trust bonds ......

18 Contral Maine Power, 1st and
grn'ral mortgae bonds ........

14 New York State eetrio & 04s,
lot mortgap bonds.......

i8 Florida Power& Light, ltmort,
gage bonds .....................

17 Oeneral Telephone, convertible
debentures.. ...........

so Publilo 8ervioe Company of Col.
redo, lot mortge bonds .......

21 Atmo stel, ink hind do.ventures ..................
31 New York Te1phone, refundingmortgo bonds,....'..........

SInterstate Power, let mort4age
bonds .........................

7Tennessee Oa Transmission, lt
mortg. plpeline bonds.....

XS National FuelO , sinking fun
debentures ..............

rune 4 Boston Edison 1st mor tg
bonds, series .................

4 Northern OWq PoWer lstmort.
gage bonus (WconsIn) ....

8 0neral Telepbono of CV iforn~a
1st morte bnds, series K...

6 olumbis system, deben.
tures, ees H ................. I

6 Georgia Power, 1st mortar e
bonds .......................... I

10 MetropolItan Edison, let mort.
gage bonds.......

31 Commerelal Credit, notes ........ 7
11 Consollidated Naiturl Ou, do.

venture .................
it Mlohim Wtsoonsin P1 jejje,

1t mortgap pipeline ... 8
it Fakrbnks mom, convertible

subordinated debentures...... 1
37 Mithtpn Consolidated Os, lt
i mor bonds............18 s-astern T/ranemtlon

debentures . .........
i soutbouh Wen Telephoe& Te .

7,p, debentures .........*
30 tnoot atdkots Utilities d

benturee (convetible).... 1
Oee footnotes at end of tabe.

lotof *0

124 mot,9M
1%,0%w,
0,000,9

80,00,9
8M0,00
1000%9W
MOW00,9
1%000600
X 000,0
14,000,00
14S000
18 000

34M00,9
1o,000.9M0
44v ,9O,9

Sk0010, 0
2%O000
70.000,0
IN 000t 00

8%00000
14000,000

140000
0, 0000
A 00W
AM=0 9
SIA8000
% 000. 00
3;,000,0
8000,0

0,000
3,00%00
0,00%00
6,00%000

,0A009

300%000

Principal
Imun iPrice Doteoflsue Date of ma.

I j turity
Interes

rate

Perta
41
1

4X
44

O1
4
4)
4§
8

4
4
8

4%

4"
4;'

W

4)44)'
4

04
4;%

O8

4

4%'

4

101.2

101.ft

101. 31
100
101.4

101.00

100-

101.00

101.00

100.00

a180
101.817

101.718

101.80

101L70

301.88

100.00
10100

100.00
10000

101.78

10000

10000

101.0

101.0

101.86

101.80
10100

101.0"

101-00
10121

0180

1018u

203.0

782

Mar. 1,1t

4 Apr. , 10 1

000..do ... 0

. o......

..1do.....0

.....do .......

May , 1087

Apr. is,18?6
M ay i, 1067

.. 4qOo..
... o .......

0... 40 .......

June 1, 187

May t, 107

:une 1,1087
May I1% 1O1M
May 18 1087

June 1, 187

.0e*+edo....

... do ......

.do.
....do..

.4* .0. .i,,+

June i8 1087
June i, Im
ulya i,107

sune 1,1087
.40.el~lII

.4I 0. III~I

SMasr. 3,107

I . Mar. 1,107
P Apr. ' I, IO

Apr. 3,106
Apr. I, IW

Apr. it0?
Apr. 1,100
M~ay to1I$"

May 1,10

Apr. 18 I
May 3,190

Do.
Do.
Do.
Do.

June 3197it
may 1, 1087

June 1 IM

sune 3,067m
Do.
Do.

June is,1W

DO

June It,3M

,urs itI mT

June s, 10?

Jrune i10th

July 1,1W
June 319

;UN I# ION

Jina 1,1W

June 1,307?
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Oorporate leues of beos, note#, and debntures of $10,000,000 or more whioh
become effective under he Oeourfte# Act durittg the lot Ulf of117-Con.

[se Prncpa Interes Price Date ofinus Date fine
tiveoatsamount rate

94 Delaware Power & Light 1st PcroWlr and coliatera fruot
34 oH cu d ... m. ..... ..... 10,00,00 a 101. 68 .Jl y ,1057 $01Y it 9WIN Houwhold*?*,a;nk*na*
dobentures...... .. 40,000 000 5 o. 00 ..... do ........ MY 1,163

8 Cano Votht. Arot.41nstod debentures (oovert.M l~b~k) 't (cow nve't.i 111,800,000 04 100.00 .... do... luly 1,16l7
Pugt~ S bon ..ids .... 30000,000 84 106.40 ..... do ........ July 1.196

SBarium bons
dlnatedd bentur ........... 10,00000 5 100.00 June 1,1057 tJune 1,1980

so ouc nia I as, lit
no ton serin 0 ....... 851000,000 SHi 101.607 July 1,1967 July ,Im3

t Prie to &erlty holders.I Torelan opay.

Source: Securities and Rxohange Commission, Division of Tadft and BxohvVee Aug. 3, 17.

Mr. Bumnou. I think these things-this money situation is allow-
ing the natural forces to work, which ought to result in some restraint
on the inflationary situation.

That is, as money becomes a little more difficult to obtain, a little
more expensive, there are some people who hold back on their borrow-
ing or refrain from going ahead and borrowing, so that there is a
tendeno

The C6Himm'. Mr. Burgess, I cannot reconcile that statement
with what you said on page 18 of your prepared statement, because
we are going to short-term certificates right; straight down the line.
We are going to 1-year and less, as I see it.

If what was offered last week is an example of what we are to be
confronted with next year when we have another $50 billion to
refinance -

Mr. Bmmus. It is a constant problem to try to keep the debt
shoved along and avoid short-term borrowing. We have at least held
our own on t and I think we have unproved the situation over theep
years now.

The Cm w. By what line of reasoning do you argue that high
Interest rates are deflationary I

Mr. Btmcn. Well sir, there is a great deal of history on that point.
All over the world, it has been reognied that credit restraint, of
allowing the rate to have its natural Influence, does tend to restrain
inflation.

It certainly has happened in this country before, and it has happened
in many cases abroad. It is just admitting that nature has a way of
gradualy compenating for these things .

The C3nAMMAx. Take a corporation which is in a competitive posi-
tion whereby it can pass the high interest rates on to the consumer,
does that not inoreas the cost ol the consumer's purchases from that
company? I

Mi Buums. There are two ifs there, Senator, and ene , can it
ass it on to the consumer? And anybody in competitive businessknows that is quite a problem.
The other ii how large a factor the interest rate is; and I think

Mr. Humphrey'sfigures sowed prey conclusively that interest rates
are a very small element in the cost of doing business.
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The CuAwmAN. Why is it such a large element then, in the Federal
Government ? The interest rate in the Federal Government would
be increased nearly 80 percent if you put it up to 4 percent, which
apparently now is the minimum with these new issues.

Mr. Bunorss Yes.
The CRAMMAx. The increase in Federal costs would be an increase

of $4 billion, from $7 billion to $11 billion, and that certainly is a
versubstantial increase.

Mr Bmns. That is assuming, over a period of years, that this rate
does go through the whole fabric.

The Cmnxar;. You think, then, that increasing interest rates is
a way to combat inflation; is that the idea ?

Mr. Bumnoss. Well, I think there are two things: One is ease in
getting money, and another is interest rates. When there is a terrific
demand for money, It is a little difficult to get money, and interest
rates do rise.

I think that is nature's way of tending to correct an overuse ofmoney.
The Cu nM:aN. Will you not be forced, though next year and the

year following-ertainly in that period-to continue to issue short.
term certificates or notes, whatever they may be?

Mr. BuRozss. Well, sir, I hope not.
The Cn mmtA&. Because if you issued a long-term one, at 4 or 5

or 6 percent, or whatever the costs may be, then there would be
no way to obtain this readjustment which you say may come when
money becomes cheaper.

Mr. BuRazus. Yes.
The CnAmxw. Is that not the way things are shaping up; you

are going to shortterm financing almost exclusively in the few yearsahead?!
Mr. Bumn s. I do not think so, sir. There is a saying about mar.

kets that even great trees seldom reach the sky. I ao not think we
can assume the present trend is what is going to continue over the
next few years. -Nobody knows what it will bse, Senator.

The CivAxMA. Then to make it clear what you think of today-
these trees may or may not reach the sky. As of today, in your
judgment, you could nothave sold these boids at 4 percent of the en-
tireissue had gone to the public?

Mr. Buoss I think it Is very doubtful.
The C All right.
I want to talk a little bout Inflation. I hope you are disturbed

about it as much as I am.
Inflation began, as you know in 1941. It was stabilized in 1951 or

1952, and remained stable until the early part of 1986. We lost 48
cents in that first period, and we have lost more than 2 cents of the
value in the secon t rod.

The Libra of n s which collates this information and puts
It in proper form, advises me that in the month of June the inflation
was I tines as much, or rather, the dollar declined 8 times as much,
percentagewise, as it did in the month of May; in other words it de-
clined three-tenths of 1 cent in I month.

And the cost of living in June went up more than twice as much,
percentagewise, as in May: 0.2 percent as compared to 0.5 percent.

This is a ver alarmig situation, especially as no one, to date has
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said what caused this new inflation, and no one has presented a pro-
8r to stop t,

Mr. Humphrey, as able as he Is, said he could not definitely say
what caused this new inflation.

We know inflation occurred in the 1940's. We had huge deficit
spending. We had large increases in wages and we had a shortage
of goods- To er these made for this Inflation which reduced the
value of the dollar 48 cnts in about 12 years

But that precise combination of factors does not seem to exist now;
there is no material shortage of goods in this country that I know of.
We had balanced budgets for the last 2 years. But from April 1956
to April 1957 the value of the dollar dropped 2 cents. That was a
great loss. It was 4 percent of a 50-cent dolar.

The drop Is continuing, if these fisuree are correct, and I think
they are orrect--they come from the-Bureau of Labor 8tatlstics as
interpreted by the Library of Congress The value of the dollar
went down. and the cost of living went up again in May and again
in June. I shall insert the figure, as follows:

Ooseumw Pre lnde" em puroetsng power of tih dollar

CoRMsaer prks Prebabs powr ofd oul

Oslader YeaI

(199-100 chage (ow 100) Onwzat.)

.9 ............ . ................. 00. . ....
14 .................................... 104
1 . . ............................... 1 I a

1944...............................1.. .-194I ..................................... 9 8.51.

'140419)46 ....................................... 1 .- t
1940........ ...................... 0.. .I19.....0................................ .1 -. 0 l

1961............................ .. " . .. 4

I988............................ ......... ......
398 ............................ 19 &1..I .......................... 19t .+

9 .. : -..+M# & ....
lo ........... 1... .

ue .............................. lot..I 1 , .
tobr . . .. +. -. 4

I,............................................. "*-' -,

?_,(6 Mon&l)Augs ..... ..................... 3,f -. ,n....................

6 ...................... .......
~4 euary,...... .... .. 309 + U. -. 1

f .... ... .,[ ll .. .. . . ...... ...... ..... . ... 1 ...

I think that is a very alarming situation. I would like to ask you
what Is your judgment as to why this new inflation has started, and
what you think should be done to stop it, if it is possible to do itI
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I think you will agree with me, Mr. Burgess, when I say if this
goes on for 5 or 10 years and we lose 2 cents in the value of the dollar
each year and pt down to a 26-cent dollar, this country would be
in serious condition, would it not I

Mr. Btos I agree with you. And, like you, I am disturbed by

The CIRmxiW. What is your opinion as to what has caused this
new inflation I

Mr. Buroes. Well, Mr. Humphrey put a memorandum in, but
everybody thinks of it in his own words

I think this movement is a continuation of what has happened
since the war.

The C aux&r.* Let me interrupt you there Mr. Burgess. It is
not a continuation, because there was a period here of 8 years when
it was practically stable.

Mr. Buxozes. A continuation of some of the forces, let me say.
The Cmzx~& . Mr. Humphrey thought loss of the purchasing

power of the dollar was the best definition of inflation; i that not
Cir.k . B ui toe . I think so. The other definitionruns back to the pres-

sures and the causes of inflation.
The C nzwAx. I know, but I am talking about the results, whether

or not we have inflation.
Mr. Bumozss The results are in the price level.
The CzAwu. It was stationary In 1958 1964, 1955, and part of

1956. So it is not a continuation of the conditions that existed.
Mr. Btuozes. I was about to point out what I meant there
Some of these elements in ie index that are now rising are evidently

a reflection of past causes. It Is not just what happens immediately.
You take rents. Rents are controlled during a period of war, and

People are very slow to take off the controls, and rents have been rising
ktely-not for something that has happenedd this year, but because
of tfe long lag that they have in reflecting things which have hap-
pened before.

Thes post influences include the building boom in 1955, which in-
creased the price of house .

You take medical care Nothing has happened in the past few
months to make that increase, and yet it has gone up, simply because
that is one of those laggard indexes that reflects rather slowly the
basic inflationary causes that grew out of the war.

Personal care is another one of those things.
So you have got a certain element of lag.
Of course, in this last index for June, you have an increase in food

rics, which is a reflection of a little comeback after a long decline in

So say this is partly a question of lag. I think it is partly a ques-
tion of the costs, rising cost& That is out of my field, but that is
an important element there. ,

And then I believe the third cause here is that we have had, since
the war and particularly in recent years1 we have had a veiitable
capital oom mi this country, not a boom im buying individual com-
modities that you go out In the market for, but boom in building
utility plants and roads and whool .

Thi CnAMCaAr. When did that boom start
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Mr. Buiouss. I think it began after the war, with the fact that you
had 5 years of war when these normal things were not done, and there
was a shortage, and we started catching up. And we have done it in
a series of waves.

It has happened all over the world, and in certain respects it is a
very fine thg," because it is a rebuilding of the Industrial plant, mak-
i it more efiient

1 1 ['he CANmx. You say this new inflation was not reflected in the
purchasing power of the dollar until 12 years after the war 

Mr. Boiss I think it was partially reflected in the years immedi-
ately following the war. Of course, then came Korea in 1950, which
launched us on a large new military program, which involved huge
capital expenditures, and that was added To this desire to remake the
country.

All of these things put tgether-
The A . 7Remake what country I
Mr. Buous. This country.
The CsAmzUw. Remake it how ?
Mr. Pvuxss. Rebuilding it.
The Ci-nWA. We are try' to remake foreign countries. I did

not know we were trying to remake this country.
Mr. Bunos. We are trying to rebuild them, too, Senator.
The Cu w. But those conditions you mentioned existed long

before this new inflation started. I am talking -about the new
inflation.

Mr. Buous Yes. But I think this is of a piece. I do not think
this Is just something separate that happened because somebody did
somethng, in 194 or 1956. These are underlying causes that have
been workng and have broken out a

And it is fact that this capital boom is more accentuated in the
past few years. The amount of new Issues offered on the seurity
markets is running this year $2 billion ahead of last year.

Now, that represents a great deal of construction; building con-
stretion, as a whole, is higher than in any previous year in our his.

y figures are correct,
ad there is not a shortage of metal or of wheat or any of thosethin but a shortage of utility plants, and of tankers, and of fac-

torie and of office building that we are trying to rebuild all at once
in a tremendous mass.

The O. You mean investment in business enterprises is
greater now than it was in the past several years ?Mr. Buuss. Yes, sir. The figures_ that the Department of Com.
merce works out, the amount of expenditures, capital expenditures-

The CHAnKArt. You might g those for the recrd, but I believe
you will find they are aboutthe same as they have been.

Mr. B.mus.a Well it is $8 billion for this year, and $8 billion
Or $4 billion head o last year, and It is higher than they were be.
fore, Senator.

The C ww. Let us get them
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(The information referred to is as follows:)

Noosomio fosdoors, J*me IS7: Repetsdi#re for neo plast n4 equipme"t

BillIons of dolluls

Al.................

...................
i.............

Ixcluds agrioulture .
5~ ~ Comrca adterncudsd, servio fnanc, communication onstit~l
e baed on anticipated oapitl expenditures as reported by bsnes n t Ap.Muy

with the average of se suonally adjusted figures, whlob tueats whn necesry, n ot stmamlo
teandes in anticipatory data. tumate of tb° Dot.

Thes figures do not agree with the totals included in the 1 Pon ato pdut stim at
went of Commero, principaly because the latter cover Mpiulal nvestuifeIet and Also cI equipment

nc PttOIM outlays harge to ourret expense.
l 2tall will not neosarlly add to totals bMus of roun ..n
a055: BewviUtSWU L= Qonmmisoo and epWormet m er

Mr. BUMBz& %o all these booms come in separate packages. We
all remember them. 1920 was a commodity Inflation, 1929 was a
security inflation. And I think this one, i0 you can characterize it,
was a capital goods inflation, underlying which is an enormous arma-

mentexpeditue inthi wonr wichi has used a great deal of the
same kind of labor and materials and ingenuity and money tat i
used in a capital boom.

So you imlpos a capital boom on a huge armament program, and
this is what you have got.

This is my own personal way of putting it. And that has hap-
pened in other countries, wherever you go.

The Crwmmw. You agree, of couse that when inflation starts, it
is difficult to stop?

Mr. Butozss. That is right.
The CInm . n 190. we lot cents of the purchasing power of

the dollar.
Mr. Buxus. Ye&
The Cnwtiwr. In 1946, we lost 6 cent. In 1947, we lost 9 0ents,

and so forth.
Mr. BreoNa That is right,
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The CvAuatwr. What would be your remedy or your proposa--we
all recognize we have got inflation; there is no question about that, is
there I

Mr. Bunozs& That is right.
Well, sir-
The CILmuw. The question :now is what to do to stop it. What

would be your plan I
Mr. Buaous. I think the Government's first responsibility is to

follow fiscal and monetary policies which have worked in the past
That means giving the Federal Reserve the responsibility of watch.
in monetary olicy, and letting nature work there
I think In the ara of fiscal policy, we have a great responsibility

for keeping our budget in balance, and better than balance. I think
a larger surplus than we have today would be extremely helpful.

The Government cannot do it alone. Proper fiscal and monetaryolic areg they are the largest single factors in dealing wit
Vi ., t I think our people through the country have a re-spoiwibilik ."

There are a great many people borrowing a tremendous amount of
money that they are spending, and I think as people through the
country understand it-

The CuAxAN. Would a part of your program be an increase in
interest rates to combat inflation I

Mr. Bumozs. I do not think the Treasury or the Federal Reserve
needs to or should deliberately go out and increase rates, but I think
they ought to let the forces of nature work in the money markets.

The CHUMAN. Do you believe that inreasing interest rates, no
matter how, is inflationary or deflationary ?

Mr. Bumomb. I think it is deflationary, clearly. I think history
gives ample demonstration of that.

The CJ z;. Then you believe that increasing interest rates is a
means of combating inflation I

Mr. Btnozes. I ieve that rising interest rates which are caused
by natural forces, the force of supp and demand, are a very power.
ful factor in restraint over a period. It does not work right off.
But over a period, it tends to restrain the borrower and thelender,
makes the lender more selective, makes the borrower a little more
careful.

The CRImwr. Do you not believe one of the best ways to combat
inflation would be to pay something on the public debt ?

Mr. Bum=& Yes si.
The CKuAN. hen you would not have the interest rate to pay.
Mr. Bu&ous That is right
ThoeCwxii. Icannot exactly follow your reasoning a to why

increasing interest rates is a way to combat inflation in all instances,
because much of the Interest paid is passed on to the consumers, just
as wage increases are passed on, and so forth.

Do you have any comment to make on the argument which has
been made from time to time, that a tight money, a tight credit pol
icy restricts the availability of funds for small business without hay-
ig much Impact on large businessI
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Mr. Bumsas. Yes, sir, I will be very glad to comment on it briefly.
I think it would be very helpful if you would call someone from the

Department of Commerce who has made an extended study of those
figures, to present the data to you.
. recogn ze, Senator that people are hurt, that some people are hurt
by tight money, there Is no question about it, and the man who is hurt
mostis the marginal person whose credit Is least good. And there
are many of the smaller people who are hurt.

I think that has been greatly exaggerated, sir. I think that our
evidence of It is found in the operation of our Small Business Ad-
ministration.

We have set up a program there to make loans to small businesses
that found themselves in difficulty and unable to get credit. That
agency ha. made a substantial amount of loans. But the interesting
thing to me is that they find so relatively few cases who come to them
In distress and for assistance.

Back of that, I know something about the country's banking sys.
tem. I think tere has been a very conscious and successful atempt
by the banks of the country to take care of small business and give
them the credit they need.

I know the institution I was connected with in New York, with
over 70 branches throughout New York, has given instructions to its
branches to take care of the small-business people. The branch busi-
nes is a smallobusiness operation. If they do not make loans to small
business, they do not make loans.

The average bank through the country is a %nall bank making loans
to small business, and their loans are up. They have not decreased
their loans.

So my belief is that while many people have been hurt, inevitably
people get hurt in our competitive American way of life, that is the
way we do business here, where people get hurt, and get hurt more
at a time like this than at other times

But generally speaking, the small business of America is doing very
well, as shown by the fact there is continued increase in the number
of firms doing business

The CWM&N. You mentioned a few moments ago that the in.
creased expentures in capital outlays were a cause of inflation. Do
YOU regard high interest rate policy as a fair way to reduce private
Ltwenitures and curb inflation y a

Mr. Bmozs& Ye, sr. I think it is one of the ways.
I am thinking no% just of the interest rate, but the fact that your

demand for credit is large in respect to your savings and your supply,
means that the lenders are more cautious and careful, regardless of
the rate, and keep a constant pressure on the atuation.

They are selective, and the person who borrows has to Justify his
loan little mor carefully.

Now, it does not happen right off, unless you carry it to a point
where you break the markets Then it happens very quickly. You
can have a panio and drop this thing off. But over a period, thwe
pressures do work, sir.

The C r. And you think the capital outlays have been too
great; that it would have been better If we did not have as many
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Mr. Btmwss. I think it would be better if we had a little l4e,
sir. We have gone at it a little harder than we had the savings
the funds to manage with.

The O quA . Do you think we have the market for the products
of these new industries

Mr. Bmorss. Well, I suspe t that some people are overoptimistic
about their markets. That Is a very hard thing for anybody to
analyze, but it almost always happens when you have a period of
very rapid growth of business and lants, and s forth, that you find
some people have gone ahead too fast, and it does not do any harm
to hola back at times like that a bit, and be selective and make people
prove their case.

The C Wzanuw. Secretary Humphre7 said that "creep in nfla.
tion" is a very difficult thing to stop. Iasume you agree that.

Mr. Bmozs. I certainly do; yes sir.
The CfA. Is it not true that if the prices of farm products

had not fallen between 1952 and 1955 that we might have had con.
siderable inflation in those year The average of farm and non.
farm prices would have been higher in the beginning, and this would
have been further magnified in the cost of living.

I go back to the more recent period when we had a stable dollar.
Was that the result of farm prices?

Mr. Bmwwss. Yes, sir, Ithink that is so. The decline in food
prices partly offset increases in some other items.

The C inmi x. Was any of the stability of the dollar from 1952
to 1955 due to any action of the administration, or was it due to natu-
ral causes ?

Mr. Busouss. Well, sir, I think it was both. I think our fiscal and
monetary policies helped. I think the fact we cut Government spend.
ingby$1bllion was a restraint on this inflation.

The CIIJnM A. What about putting back $10 billion; what is effect
of that? They cut it in the first 2 years $9 billion; and In the last
2 or 8 years Federal expenditures have been increased $10 billion.

Mr. Bnonss. Not that-
The CHAIKMAN. I remember that previously you made some re

mark about that before the Senate Finance Cominittee.
Mr. Bunoas I think it would have been better if our expenditures

had not increased quite so fast.
The Oumu*. I think you gave a specific figure that day, if I

recall it.
Mr. Buacus. That was a little rash. [Laughter.]
The C R . Secretary Wilson, I believe, said that inflation

added $ billion to the cost of the defense program since 1955
uM . I think he might equally have sadtattedeesprogram added over $5 billion to aflion. It was a defense pro*

gram we had to have, but the imposition of that huge burden on our
economy, and we have had to carry it, the pressure of it has been in-
fiationary.

The CRlamxfu. We have inflation, nobody questions it, and ap-
parently nothing is being done about it.

The expenditures are being budget at higher levels. I thin the
o ngeso cutting appropriations probably $5 billion or $8 billipp

Yethe Buf Director apparently intends to only reduce expen.
tm by O
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What is the thinking in the administrationI You are hi her
official in that area. Are administration officials concerned aboupths
inflation?

Mr. Buon&a YeM sir, they are.
The O IHAxr. What are they doing about it, or what do they

have In mind I
Mr. Bums. They are, if I may judge by how they treat our e-

partment, they are trying to keep us down just as low as they can.
The CNIAMAM. But they are not succeeding. The record I quoted

showed that in June, we had the largest inflation in recent montl.,.
Just a few more questions.
Should the Federal Reserve Board be independent of the adminis-

tration in Its determination of monetary policy, in all circumstances?
Mr. Bmuws. I think the answer is "Yes," sir, but with a qualifica-

tion, that the Federal Reserve System is a part of the Government,
and I think it has a responsibility of consultation with the other agen-
cies of Government, and the other agencies of Government have a
responsibility for consultation with it, which we have tried to follow.

The CHAnRAN. I can confer with each one of my 95 colleagues
in the Senate, but that does not mean we agree. Thai does not mean
I can tell them what to do or they can tell me what to do.

Mr. Buaoss. That is correct.
The CHAIRMAN. What is your idea about it ?
Mr. BrGes. I think the final decision should be with somebody,

and it should be with an independent body.
The CAMAN. You think the Federal Reserve System should be

independent of the administration?
Mr. BuRoEss. Yes, sir, I think they should have that decision.
The CHAIRMAi. Does a democratic government have any recourse

against mistakes in policy which might be committed by a Federal
Reserve Board ?

Mr. Btmness. Well, yes, sir. The Congress always has control. The
Congress can walk in and change the Reserve System if they wish.
The-Reserve System, under the law, reports to the Congress, so the
responsibility is there.

'Tie nAMnrAN. You mean Congress can do it by legislation ?
Mr. Busoarss. They can always do that.
After some of our Previous difficulties there have been inquiries, as

you know, into the Reserve System, in 1921 and other periods.
The CHAIRMAN. When it comes to tax reduction, what index would

you suggest to determine a proper tax reductiont Would that be a
certain amount of surplus, or a certain amount of unemployment, or
to surplus after payment on the public debt? What would be the
measure I

Mr. BURoGss. Well, sir, that is a pretty wide question. I have my
own ideas.

The CaRMANz. There are three parts to it. Take them one at a
time.

Mr. Brno~ss. I think first off, the first guide to tax reduction is
whether you have got the money to do it with. That is, if you have
a surplus that is big enough so you can cut taxes and still have a
good surplus.
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The amount of surplus you would want depends a little on the
situation. At a time like this, an inflationary time, I think we ought
to be retiring a piece of debt that is good-sized.

I would say that was the primary guide for tax reduction, which
was whether you could afford-it.

You would, of course, have regard to the state of the economy, and
you would not make your big reduction in taxes just at a time when
you had a big inflationary bulge on.

Similarly, you would not stnge a big incerase in taxes when you
are in the middle of an economic depression, if you can avoid it.

But my main guide would be the state of tle surplus.
The CuAncAzir. Do you think taxes can be increased without risk-

ing diminishing returns ?
Mr. Buries. No, sir. I think you always run that risk whenever

you increase taxes.
The JIRMAN. Do you think this economy of ours can continue to

pay $110 billion out in all taxes--Federal, State, and local--each year?
Mr. Bunozss. Well, it is a very strong economy, and is very fruit-

ful. I think that if it does so, it will grow less rapidly and be less
sound than If the tax bill were less.

The CHAIMAN. I pointed out to Mr. Humphrey that if we went
back to 1955 (the level of prosperity of that year) would we lose $18
billion in tax revenue. 11e said that would be approximately the loss.
Do you agree with that f

Mr. Bunoiss. I would not attempt to answer that, Senator, because
I simply have not studied that carefully enough.

The CHAIRMA. He said that was correct.
Now, would you regard business conditions of 1955 as a serious

recession ?
Mr. BuRous. Yes sir, I would.
The CHARMAN. E other words, we have got to go up and up in

order to-we could not continue on the level of what we thought was
a very high business level 2 years ago without having serious
consequences?

Mr. Bumiss. Well, these things get built in. That is the trouble.
The ChAIRMAy. Do you believe that the prosperity of any nation

in the history of the world has ever continuously gone up and up?
Have there not been peaks and valleys along the way?

Mr. Buaosss. There have always been dips and valleys.
The CHAIRMAN. What will happen to us when we have a dip back

to 1955 and lose $12 billion to $13 billion of revenue and the deficit
which would result?

Mr. Btmotss. Well, it would be very hard to estimate. It would
not be comfortable.

The CHAIRMAN. I am sure it would not.
What is the best economic index for indicating the effect of busi-

ness conditions upon Federal revenue? That has been in dispute.
Would it be the gross national product, or national income, or some-
thing else ?

Mr. Bmuosa. I think the national income rather than gross na-
tional product, but that is not a very well-informed answer.

The DCuH AN. That is not in your line?
Mr. Bmnms. I do not dO that estimating.
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The CHub131N. There are some other questions I had in mind.
I have been considerably disturbed about the authorizations to

spend from public-debt receipts which I understand results from
acte of Congress. Are you familiar with that I

Mr. BuRGEss. Yes, I am.
I agree with you. I think we ought to keep those to a minimum.
The CHawxAr. Those expenditures are not appropriated.
Mr. Buuozsa. That is right.
The Cjiuv .Today we have $5 billion obligated, so I am told,

and $18 billion unobligated, in these authorizations to spend direct
from the public debt.

Now, that is an expression that is a little confusing, but under the
procedure you spend ft out of the Treasury direct without the necessityof appropiations.

Mr. Buaoss. That is right.
The Ciunwx. And if you have to borrow the money, you have to

borrow it whether it is for expenditure against appropriations or
authority to spend out of the debt; is that correct ?

Mr. Buiezs. That is correct. The Export-Import Bank is an
example; FDIC is another.

The CaIAxw. Commodity Credit?
Mr. Bumorsm. Commodity Credit Corporation.
The CtaAmMA. FNMA?
Mr. BiuRoza. FNMA.
The Cxun.mux. These expenditures which may increase the debt

are made without requirement for appropriationI
Mr. Bmuao . No.
The CIUMMAN. I wanted you to supply for the record, a complete

list of the Federal programs authorized to spend from debt receipts,
showing mi each case the accumulated gross authority, and so forth.

Mr. BuRnm. Yes.
(The information referred to is as follows:)
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The CHAmMIAX. Of what effect is the existence of this authority
which is beyond the appropriation control of both Congress and
the Expenditure Control of tie Budget Director?

Mr. BUoRss. Well it is in the buTget, budgeted each year.
For example, the Nxport-Import Bafnk reports to the Director of

the Budget, and if it shows too big a figure, lie will get them on the
carpet and review the thing with them.

The CHAIRMAN. But he cannot do much about the Commodity
Credit or FNMA.

Mr. Buiozss. It is a very difficult one. FNMA-
The CHAJMAN. It is disturbing to orderly planning by the Treas-

ury for financing and debt management-
Mr. Bvotass. -That is correct.
The CHAIRMAN (continuing). If that is the case, because, as I have

just stated-and these are the latest figures-these payments out of
the public debt amount to, could amount to, $18 billion, $5 billion
having been obligated and $18 billion having been unobligated.

Mr.-uaoss. I-will be glad to make a tabulation.
The Cnin x , You will ar with me that is a matter which

should be corrected if it is possible to do it I
Mr. Buaoss. Tiere are two ways of going at it. One way is to

change the legislative position; and the oter, which we are trying to
do, is to try to bring those operations under careful scrutiny within the
administration.

For example, on the matter of FNMA, where you have an option
of borrowing in the market or coming to the Treasury, we are in
very close touch with them at all times, and work out with them a pro-
gram by which they will borrow in the market Instead of drawing on
tae Treasury. They have been very cooperative in that matter.

And we are trying to watch other program of that sort.
The CHAIRMAN. In your opinion, would better fiscal policies be

served if Congress, through its appropriation procedure, would fix
annual limitations on authorizations to spendI

Mr. Bunozes. In these particular-you are thinking of these parti-
cular debt operations ?

The CmLcimAx. Yes.
Mr. BURos. I had not thought of that, Senator, and I would hate

to answer that offhand. I think it is worthy of very careful con-
sideration.

The CHAIRMAN. Do you regard authorizations to expend from
public debt receipts, uncontrolled, as apparently it is now, as a
factor which may be contributing to inflation ?

Mr. BURGESS. Well, it is hard-for me to recall specific operations at
the moment which are doing so. I can conceive that they could.

The CHARMAN. Of course, those that we have mentioned are doingit.
Mr. BvRoses. Yes. They could make trouble. We try to watch

them administratively.
The Caumt. F or instance, they have this unobligated fund.

Do they confer with the Treasury or Budget Director before Making
commitments?

Mr. Bumuss. Oh, yes.
Take, for example the Export-Import Bank. The operations of

the Export-Import Bank are subject to the general suevision, in
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terms of relationhip with other program and so forth, of the Na-
tional Advisory Council of which have been acting as a member
and Chairman for the ecretary of the Treasury.

They do not make anyt they do not carry on any, wise of opera.
tons without coming to us and having it diioussed very carefully and
taking our advice on it.

Ani I have mentioned FNMA. Their operations are very carefully
coordinated with others.

The CUAitMAx. How about the Commodity Croditt
Mr. Buxasm. Well, that Is a tough one, Mr. Chairman, because the

oblg tIons in the law an so clear about their absorbing the loans
madi by farmers at their bank and then taking over the commodi.
ties eventually. We have very! little control over that.

The CnAmmuA. Mr. Humphrey ded, in reponse to my question,
that there are $600 billion of contingent liabilities,- Has a survey been
made to indicate what possible lom might ooour in future years in
that $500 billion I

Mr. Bwwas. Well, we have been over that very often. As you
saw from the figures we turned in, it Is a very miscellaneous and di-
verse sort of obligationL

Some of those fRe that you include in that $500 billion we
would question whether it is really a contingent liability. I think
that included the deposits of the banks, all dersits

The CRAmAMM. Technically, it is a liability.
Mr. Bimoaw But there Is a limitation, a leal limitation, on our

liability there And you have all degrees of liability in these figures.
It Is very easy to put one's name on the back of a note. There are

several proposals that have come before the Congress this session
which we have been resisting.

The CHuADxA. Yes.
I will not go Into detail with you about them, but I have two lists

of questions which I shall hand you.
One of the lists is under the heading "The Authority to Borrow

Directly From the Public," and so forth. I would like to Include de-
bentures.

I shall appreciate if you will answer the questions for the record.
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(The Intoms*on Is a ollows :)
Two OIMAN'S QuMows off AMMnoaTv To Dimow DL morr fon m

PtIoluo

I. Would you regard is so proer to ftslu e utthorf $o ieue dobenture un4er
the headfng of auhori torro t tom oh pMe So, P eOfet r ee J'ederal a#enwoo e ou"om t

All authority to issue debentures does not fall within the category of authority
to borrow from the public. Some agencies, such as the lNzport-import Bank of
Washington, have authority to Issue debentures only for purchase by the Sec.
rotary of the Treasury (see 12 U. S. 0., sec. 685 (d)) s other agencies, such as the
Federal intermediate credit banks, have authority to Issue debentures which
may be sold to the public but which may not be purchased by the Secretary of
the Treasury (see 12 V. , 0., sec. 1041), Other agencies, such as the Federal
National Mortgage Association, have authority to Issue debentures which may
be sold to the Secretary of the Treury or sold to the public (see lS U . .0
se. 1719 (b) and (o))o
of Wil low uW$pp for the record a oompetse lt of F'ederal prooraew author.

food t borrow direolly fm the Pubo, aW to oh e chow the om u-
od Peouth oriy tho oumulaoed total borrowingt t oumulatod total

repaymecte, the 8091 euret athorluatlo", the turrens uwned baance,
and the itneres rate paid by th apeny for the aseof Wh moneyt Meo.
while, w ll vou lit now as many re4eral program as " ou oan remember
whieh are aulhorised to borrow dirotly from She publican & 1 Shas 1 mean
So nolude a"u rsation to issue debentures?

The following Federal agencies have obligations outstanding issued to the
public, obligations which In no case are guaranteed as to principal and interest
y the United States Governments

Federal intermediate redilt banks
Federal land banks
Banks for cooperatives
Meral home.loan banks

Federal National Mortgage Association
The attached table 1 lists for each of these Federal agencies the amount of

marketable securities Issued during the year ending June 80, 1907.
Table 2 shows the amount of such marketable securities outstanding as of

June 80 for each year from 198 to date. These figures do not include debentures
Issued by the Federal Housing Administration in payment for defaulted Insured
mortgages. Such debentures are guaranteed as to principal and Interest by the
United States Government and are Issued under the statutory public debt
limit.
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TADL 2.--Debt of Federal agenolee not guaranteed as to prinolpai and interest

by the U. , overnment,' June 80,188-57
If miliow of dolums)

ofnk Fleot* Federul Vcdaral Cda1 111
,on To e rl d

June30 Total o it lero Ie M01rr0. IX, Tl tona ln
tlve Fam banks rodit b!nks Ausoc.3. banks

Authority banks tlion
... .. . . . .. .. .. . . . .- . . .11 . . .. .. . . 6lm 1142 4JWl6llll

1938.............. 1,83.7 ........................... 00.0 1,141 . 490'
19. 3... . ....... .... 1. 1.0 ......... 4I

IM ................. . ........ i': ......... 178 ..... 0
1& I0 ......... .8 .. 19 1o94.

.... I .......... .1 M-.8 .9 ,
.". ......... , A .......... . 01

,40.:........... 1,..1 .......... ..... .. 8 2 1 "

.0............... . 19.6 .......... ... . 771 It ra:
1I 8...............1,09. Wl ,o :74 ..

SW. ...... 0 0. .......... M° i. ..
198 A Ig.
1t .. ..... .o .......... 84104 ................ 140. 1 .$

m+ ............. .... .......... Got , ., ...... '......... .
19.8............2 . 0 M. . .1 . ..........

20024.4 110 . 4* lip lit ........20 0 11 8.M 1,0001
1 ............. .0 110 .... I6 S 1 .W.......
I980............. ga7 183-0 ..... ,7.4. a

1987.. ....... 8I 111.5 ........ .0 92.8 3,880.8 1,02.4....

kvflhre't-beodng ht .

Pru"Jarly. e uboaids b yInig pnoy and tbudffr from lgurosIn table 1.* Prulnar~y.

8. Are a* of these borrowtngs 4oluded in the oompttion of he FOedea
debt, and does the statutory debt limit appW to them?

Debentures and other obligations which are issued by agencies of the United
States and are not guaranteed as to principal and Interest by the United States
Government are not included in the computation of the outstanding public debt.
The statutory debt limit is provided for in section 21 of the Second iUberty Bond
Act, as amended, and provides that the face amount of obligations issued under
that act and the face amount of obligations guittanteed as to principal and
Interest by the United States (except such guaranteed obligations as may be
held by the Secretary of the Treasury) shall not exceed In the aggregate $275
billion. The only agency obligations outstanding at the present time which
come under the statutory debt limit are the debentures Issued by the Federal
Housing Authority amounting to $10,484,150 as of June 80, 1957, and certain
matured obligations and matured interest Issued by a member of other agencies
many years ago amounting to only $888,817.87 as of June 80, 1967,
4. heorstiosay, why to *soh authority granted to MedrW agesolee oute~d of

$A theTreuryt
Some of the considerations which have led the CO to authorize Federal

anles to borrow outside of the Treasury relate to (1) certain credit programs
where demands are seasonal and where the loans made by the agencies are self.
liquldating, (2) programs In which private lenders are willing to lend funds
where the underlying security consists of sound obligations of private borrowers,
such as crop loans, mortgage loans, etc., and (8) programs which are Intended
by the Congress to operate on a self-supporting basis with little or no Federal

5. Does the 2reasury Department regard a nossuaranteed obligation of a con.
stUnted federal agnoc ae a moral obligatlon. of the Federal aGoenwsil?

Whether a nonguaranteed obligation of a Federal agency is a moral obligation
of the Federal Government Is a matter for determination by the Congress. In
the absence of any specific directive by th Congress the Treasury could not re-
ogn any obligation on nonuarteed obligations of Federal acenies.
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I rAvse n Eow prooe to uhorz e 'VA to ise repue bomb.
Dose meu oppro of tis poo?

The Tressury's view on the pending legislative proposal to authorize TVA to
Imue revenue bonds is contained In the following letter dated April 80, 1907 ad-
dressed to RoL Dennis Ohaves, chairman, Oommittee on Public Works, United
States Senate, on 8. 1809, to amend the Tennessee Valley Authority Act of 1988,
as amended, and for other purpom

AnM 80, 1951.
mon. Dumns CQivnsl

O w4rmsn, Oommittes on Pblio Work*,
Vatted tat$ 8ro, Wa ew#to^ D. 0.

My DrA M. ONAxIMAN : Reference Is made to your request for the views of
this Department on 8. 1889, to amend the Tnnessee Valley Authority Act of
198, as amended, and for other purposes.

The Treasury Department favors the objectives of the bill, L e., to authorize
the TenMnessee Valley Authority to Issue revenue bonds and sell them in the
open market for the purpose of obtaining additional capital to finance Its opera-
tions. However, the Department believes that 8. 18M should be revised in the
following particulars:

(1)The Isuance of obligations by the TVA should be subject to the approval
of the Secretary of the Tmsury.

(2) A limit should be placed on the total amount of obligations that TVA
my Issue.

(8) ruds of the Qorporatlon should be kept in the Treasury, or with the
approval of the Secretary of the Treasury, in Federal Reserve banks or banks
desiMnated as depositaries or fiscal aepts of the United States.

(4) TVA should be required to submit a capital budget program for advance
approval by the President and the Congress and Its operations should be In-
cluded In the budget.

(5) TVA should be required to pay interest to theTreasuryon the Govern.
ment's appropriation Investment In power facilities at a rate based on the
average rate on marketable public debt obligations having a maturity of 15
or more years.

(6) Depreciation accruals on the Government's appropriation investment In
power facilities should be returned to,,the Treasury, rather than reinvested
inower aets.

The Department has been advised by the Bureau of the Budget that theM is
no objection to the submission of this report to your committee.

Very truly yours,

Actof Ueoetar of the 2'reeu.
7. Do Ve r9a4 .othoriestoa for Fedrl apentes, %*onro e, to borrow 44.

reoft from the public a a factor whica may be oontribuing to Inlatonjt
Abuse of any authority to borrow directly from the public can be a factor

which vontributes to inflation. Federal agencies engaged In borrowing directy
from the public, however, are not uncontrolled. There is a basic responsibility
both from the standpoint of the Congress and the administration for the e:-
cent conduct of each of these program& Even in those cases such as the home.
loan banks and the Federal land banks-where the Government's capital has
been completely repaid.

TUBi OiMMi*'s QuMrVsos oN "COMMOMT Lu=TM s',
Iis thereat'V Presen rqu~emNW that these contingent, fala Wtt. Te re~wmed,

aud thefr tmpact oi the 7t1andoal oouswito of the Federal Governmerit a

As' You kow, the Treasury has obtained from Government agencies, through
Ito reporting requirements, Information on long.range commitments and contin.
gencles since 1945 for Its own Information and to furnish congressional com-
mltteef There Is no present requirement of law that contingent liabilities of
the Government as a whole be reviewed and appraised. The Bureau of the
Budget reviews the commitments andcontingent Labiltles of each agency it 6on-
section with the annual budget. Also, the Oongress has the opportunity to review
the Programs of the agencies that reslt In contingent liabilities when reviewing
the yearly appropriaton estimates for administrative expenses of the agencies
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3. Would you tate Vour views as to the long-range effect of these oontlngenoe
on management of the pubUo debt, and the rate of interest thereon, and the
extent to which thei should be taken into oonsideration in onneotiox oth
praposak to redce taaes?

The Treasury feels that appropriate consideration should be given to long.
range commitments and contingencies In any overall appraisal of the Govern.
ment's financial condition. However, in furnishing such figures, the Treasury
has always been careful to Include an explanatory statement of the nature of sueb
commitments in order to have It understood that the ultimate liability of the
Government Is, In any substantial amount, not probable and that the existence
of any liability, and the amount thereof, depend upon a variety of factors.

Our appraisal of the nature of these obligations has led us to the conclusion
that (I) some are not legal obligations of the Treasury; (ii) only a national dis-
aster would require the Government to pay any substantial part of the balance;
and (il) even if such a disaster should occur, there would be substantial assets
(including Government securities) to offset such obligations, at least In part.

We have not found that the existence of these contingent liabilities has, In
actual-practice, been a factor of any importance in the management of the public
debt. The amounts involved in recent years have been small. Circumstances
could arise which would make them a more serious factor.
8. What is tiour view with respect to the effect of these contingencIes on It latift?

The contingencies themselves do not contribute directly to inflation. Some of
the programs out of which the contingencies might arise, such as the guaranteed
or insured mortgage programs, may stimulate more demand for housing than
would otherwise exist, and thus add to Inflationary pressures at a time when
the supply of physical resources was insufficient to meet all demands.

On the other hand, the existence of insurance of bank deposits, insurance of
savings and loan shares, and veterans' life Insurance programs all make savings
somewhat more attractive and thus tend to reduce inationary pressures.
4. Would von recomae4 that the Treasury Department, under the Budget and

Aooounting Act of 1950, include in I8 annual report a complete statement
on all contingent labIlitIes of the Pederal Government along with an evalna-
tion of their Impaot on the finanotal position of the Government ?

In the interest of full disclosure of the Federal Government's financial position,
I believe that the Treasury might properly, under its present authority for the
preparation of reports under the Budget. and Accounting Procedures Act of 1950.
include in its annual report a complete statement of all long-range commitments
and contingencies of the Government along with an evaluation of their signifi-
cance. Such statements have been prepared by the Treasury for Its own use and
for the information of committees of Congress since 1945.

The CRMIAN. Mr. Burgess, we thank you, sir. Senator Kerr will
take you on tomorrow .morning at 10.

Mr. Bumiss. Yes, sir.
Senator K=R. It may be just the other way, Mr. Chairman

(Laughter].
Mr. Buxoiss. Not at all.
The CRAMMAN. Thank you for your frankness and your patience

before the committee.
(Whereupon, at 12: 05p. m., the committee recessed, to reconvene

at 10 &. m., Weanesday, July 81,1957.)
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Was4ington, b . ai
The committee met, pursuant to reess, at 10 a. m in room 812,

Senate Office Building, Senator Harry Flood Byrd (chirman) pre-
siding.

Presentt: Senators Byrd, Kerr, Frear, Long, Anderson, Gore, Mar-
tin Williams, Flanders, Carlson, Bennett, and .Jenner.

klso present: Robert P. Mayo, chief, analysis staff, Debt Division.
Office o the Secretaryof beth B. Springer, chief
clerk; and Samuel e) wa iscl coun

TheCRAIRMAN. e committee will come tord
The Chair rec izes Senator Ke

STATEXN P ION1 WO ABR .
0.2 Ted

Senao Krim. M i want s that I ave the
highest ard and rese a ess * c dor of . Bur-
gess, an t le physical effo t t it tin is
in no wJ emeanit snean a r. ughter.)

Ssomimes w ndeiir anle fiscal pd licies,
we get e two in un rel 6 p each oter.

But i seemed me, tor, thK ou kind of pun a
few fai tales he for t, c mmit an a ,rnan. It re mindedmne of m n'kt, 0r #n' get th to go

to sleep nigi an r ot do it. I w If sit, wn an
tell thegn dcan stori, o get ti ir ininds
settled so th would go tw~eep.

One such rite'pretl it, when id that. in
Your u men terest t thce for ov' pansio d
that thustfl forh interest rates was the ital expansion
boom of tepast feW

Did I understand you ftvve.t!v in that it
Mr. Buaoss. I think that woutamer srTort-circuit it, Senator.
Senator Km. I was just trying to get it down- -
Mr. Bmoxs. I do not think there s any single oure for what sib1

us I am a great believer in natural causes.
Senator Kw. Nature's remedies.
You talked about that a lot yesterday, and I got to wondering it

maybe an overdose of them had not more or less not only loosened the
sluggIsh, but brought about a littl fiscal diarrhea.- [Laughter.]
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Mr. BaquG. I do not think we had any overdoes of natural rem-
edies. I think we Interfere with it too often,

Senator Kw. Well, if I was mistaken in my impression of %hat
you said, I would like to have you clarify it; but [ understood you,
under the pressing cross-.xamlation of the chairman, to ay that
these higher interest rates were calculated to discourage and deter
overexpansion.

Mr. ]3muaz Well, I would object to the word "calculated," be.
cause we are not calculating these things. We are not creating these
high interest rates. These are what happen when the law of supply
and demand works so they are not calculated.

Senator Km. We will go into that law of supply and demand
later. But, calculated or otherwise---

Mr. Buw-ass. I think that-
Senator Kiwi (continuing). I understood you to offer that expla-

nation as a justification for them, or as one of the beneficial result.
that they produce.

Mr. Bumoss. No. I never just referred to high interest rates
alone. I say that when you have a situation in the supply and de-
mand of credit where people are competing for it, so there is not
enough for everybody, that the reflection ol that is found in high
interest rates, but that interest rates are the reflection of a condition
rather than the thing itself.

Senator Km. Now, Doctor, I think I am not mistaken, but I will
refer to the testimony if it is necessary. It is my recollection that in
discussing the high interest rate picture at the present time, you said,
No. 1, that the higher the interest rate, the more taxes you collected;
and that the higher the interest rate, the more of a deterrent influence
it would have on the overexpansion of the capital boom.

Mr. Buioiss. Well, I do not think I was ever talking just about in.
terest rates. I was talking about the availability.

Senator Kum I did not say that you described it as the exclusive
factor, but you did describe it as I understood you, as one of the as-
pects of it.

Mr. BunoIss. That is right. We like to use the phrase, Senator,
the cost and availability of money.

Senator Kium. That is a nice phrase.
Mr. Btmowss. Isn't that a good phraseI
Senator Km. And among you economists, it is all right for you

to use it.
Mr. Buma s. Yes.
Senator Kzua. But in these hearings if it is all right with you I

would just like to get it down to language which both you an I
understand..

Mr. Bumomss. I just think the availability of money is just as im-
portant as the question of rate. In fact it is more important.

Senator Kziwi Even I am aware that the two things are not un-
related.

Mr. Bnoss. They are related, but they are a little different, too.
Senator Tzm. But did you or did you not indicate yesterday that

high interest rates were a deterrent to the capital booni now in prog-
ress and which has been in progress for some tume f

Mr. BvRGEsS. I think that the rates and the availability act as some
retraint on the boom; ye&
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Senator K=& Either or both of them I
Mr. Buzoue. Both of them.
Senator K=nt. Or either of them I That is what you told us yes.

terday.
Mr. BuRoEs. Yes; either of them. They both operate, and either

one separately operates.
Senator Kn. Yes.
This morning I read a report on financial matters, the weekly letter

of the Econometric Institute for July 20. Is that an authoritative
source?

Mr. Bunoss. Well it is an interesting source. I would not say it
was authoritative. he chap who runs it is a very able person-an
able statistician.

Senator Krm.i Would you think that his statements were sincere?
Mr. Buuous. I would think they would be sincere.
Senator Kzm. And may be accurate ?
Mr. Bunoas. And useful. I would not take them as gospel,
Senator KERR. I would not want you to endorse them mn blank.
Mr. Bu oRGs. Thank you.
Senator Kz=. But you would regard him as one who has some

knowledge on the matter, and speaks with sincerity ?
Mr. Butozss. That is right.
Senator Kzn. This is what the report says:

NEW FINANOING

New corporate security offerings in the first halt of 1957 were at an all time
peak despite high costs of financing.

Now, I am sure you agree with that, because that is consistent with
what you said yesterday.

Mr. Bu os. That is just a fact, yes.
Senator K= (continuing) :
The first quarter annual rate was $14.4 billion and the second quarter annual

rate about $12.5 billion. Levels of corporate liquidity and continued expendi.
tures for large capital proceedings are already committed and will mean a rela.
tively high level of offerings during the balance of the year. New corporate
offerings are likely to average over $11 billion at an annual rate during the next
12 months.

You said yesterday that expenditures for productive capacity, in
other words, the rate of spending during this so-called capital boom, is
at the highest rate in history this year.

Mr. BUmoRSS. I think so.
Senator Kzn Is that what you told the chairman ?
Mr. BUREos. Yes ;I think so.
Senator Kznm I tWink you told him that, in your judgment, it was

about $38 billion, whioh was $2 billkolo above the yeal* bfolv, or
something of that kind.

Mr. Bunmos. Well, here are the estimates. These are of course.
estimates, by the Department of Commerce. With the third quarter
of 1957t they estimate a seasonal adjusted annual rate of $87.89
billion.

Senator Knit. That is pretty close to that $88 billion.
Mr. Bmuus. That is pretty close. That compares with $85 bil-

lion in 1956. If you go back to 1958, it was $28 billion. In 1955, it
was 8.7 billion.
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Senator Knit. Now, thon, It is a faot that Intorest rates u of tis
momnt, or the last few datl are the highest that they havo boon la
nearly 96 yotte; are tloy nott

Mr. ]|uitoims. Yts; ftat Is right.
Senator Knut, fow do you ox plitn that?
Mr. 1lviawii. Yon ineati that th o ptedo--
Senator Ki~it. If ow do you oxplahn the fact, If high intertmt ratet

are a detsrrtnt to ca pital expendlitutm, that we have tie alltinto record
of both for the last 2, year sintultaneotsly V

Mr. Iltuows. I would just say if wo had easy loliey lying tiountdti,
It would be more yet.

Senator Ktntu. I wolder if that is the oxtlhuattion, or1 if Secretatry
Igulnp)lrey might, havo gi.om It in fill interview that wis Jublished
February 8, 10I7', in the U. S. News & World report:

Quetlion. IVoe that mooenn that you don't fool tHat the uonOy bin boon ullido
too tilght oud Interest ratei havO een allowed to got) u too font?

Answer. Not now. I thought at the time that we were 1novinlg a little too
fast when we started movingI thought we moved lit t little too early.

Than he sld:
If you want to start a run on towtits) atmup, nil you have, to do tii to publish

in the newspaper that soe olflcla! of the 0overnutont Is golllg to lilit the
aniount of tomato eatiup you oan havo, begtilttig ou Friday, and there will
be a rush to get town to catsup.

What we did, I think, woo perhaps to move a little too fMat on higher 1uonoy,
and Pjiople went Into the nwrket to got monoy oil the grotind that, tin they may,
"We had better got It quick."

Mr. Ilumira. I think thetr is sonie anticil)ation lorrowing hare. I
think if the people who lorrow these funds once got the filing they
could borrow cheaper next year or the year' following and build
cheaper, or not pay mtort that this thing would be over, this thing
would level off. You would have a balancing off.

Undoubtedly a lot of this is what people anticilato f nd there are
two elements to that: Otto is just the one he suggeste(d, that they see
money growing tighter, so they say, "I amn going to got mine beforeit gets any tighiter.nd the other is, they say "Inflation is in the air. If I build my

plant now, it will cost me a little less than if I waited."
Once Ieople become convinced that by waiting they would be better

off instead of worse off, why, this things would level off.
Senator KFaR. Do you know anybody in a more authoritative posi-

tion to make a prnnouncement that would give them the right to have
that kind of a feeling than the Secretary of the Treasury of the
United States I

Mr. Butmoss. Well, the Secretary of the Treasury does not go in for
predicting the future.

Senator Krau. He does not f
Well, now, you have been predicting higher interest rates for 15

years.
Mr. Brntomzs. No, sir; I have not. Excuse me; I have not.
Senator KLa. I am going to document that for you with your own

statements as we go through this proceeding.
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I will read you here froit a widely ciculatmd Washington letter:
Now thor. sre ni,,o odilloel (lovernuont plans tA ktwp Ilnoo tight, Coming

along, not Y1, IIIIi I inlleedl, to XIt put Ilto 1l1.t without fintro.

Mr. |5t11(iws. Wol'd you like me to comiminet on thatt
Sellltoll' 1(iieu. WIait,
Mr. 1Iuet 4VAs. Would you like ne to (oitnient. ol thnt?
S!IIator (KIBI, I would he glid for you to.
Mr. Iuw.s. 'I'That is IpIre Ilytholoky.
* 1 imn.r I Wllnt to sa1y this: It Inmy be tI1re liythology, but

1I1)0' IialVt 1h4U far alit lliltl and tOr,(WlIf, your itetio(m aindi t te liro.
sit1s tht'tof withil such i (egi-e of aic!lintey that I want to tell you
right liOW, if i, is mythology, it hI kind of made a halfway be.
liver oUt of ile.

Mr. Ilflrss. WIoll, yoll call Ieliev it, but, I Iatili rot going to. I caln
tell yoll, ias fill il the Treatlry-

senator Kno . 'l'in the eliIi'eiic between, yol an(i le is tluLst I
bliovie wha1t yoll Itreald.1, 111d yoll (10 iot.. I Liauglitor.J

Mr. BUOIijFiss. As fIIr A$ as T I'Iralsury is cOnie rne(, Mr. Senator,
yoU ("1an1 be very Iure that. we have no planx whatever to tighten or
loosni Ioney. 'Tlit is inot ir blsim mes. W'e are trying to manage
thle delt, n we ir going to sell our nuwuritios on the nmrket Is we
1in1d it.

Senator ](KnI. We are going to tlllk alut thtt, Mr. Secretary.
On July 20, this Washington nowisletteir said
Iltereist roteN iret jlornt lally certialn to go up Itill further. Firmt signs are

ailreadly lt'wInIIIi up. Geuilerillly reefga,izable !y $eotelnimbr. It represents addl.
tionul tigItenIn II III ffet If 1t1 III iotive, and It will be "hoi-klfg to those who
livo bleen drelaing o ituisler iiiDIiio' . Wlat it IlnenA concretely in added costs

to Itorrowers, re(discotIl rate lorobaitly will b, raised rroinlai t 30/4l 31h. iusideus
loans will go up a quarter or a halt. Mortgage loans will rise a quarter or a
halt. Installment creilt will be tightenel up in one way or another. Personal
loans which liany Individuals have at banks will go up. The financial costs
of doing liusiness will be generally raised,

I want to say to you that if you have iot. intended to create that
iil)ression, you had better have soniebody revaluate the situation
for you and correct it, because you have got a run started on ketchup
just like Secretar IIumln)hrey said was possible.

Mr. litow.ss. Well, of coulle, the phrase there, Senator that I
object to is when you say, "You have got a run started." We lave not
done this. This is-

Mr. Butoss. Well, you can believe it, but I an not going to. I can
tell you, as far as the Treasury

S senator Kitit. Has somebody else been fixing this rate I
Mr. Linomss. You have done it just as much as we ]lave, Senator.
Senator Kim. I fixed the rates on your offerings?
Mr. Buars. In the past few months, there have been more people

trying to borrow money than there were savings available, and you
and other energetic, able businessmen and the States and municipali-
ties have been trying to borrow more money than there is available
from the peopis's savnWhen that-appent, the rates gre ging to go up--

Senator KzrR. 'Unless the FederaT-
Mr. BUzoGm (continuing). Just like ketchup.
Senator Kn.. Unless the Federal Reserve Board operates for the

purpose for which it was created.
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Mr. Burss. Would you, Senator, advise the Federal Reserve
Board to print some more money to keep these rates from going up I

Senator Kszm Well I would feel this way about it: I would neither
operate the Federal reservee Board so as to create a drought or a
flood. Does it have to be one or the other ?

Mr. Buozas. I do not-
Senator KzaR. Is there no middle ground, Doctor I
Mr. Bmuozus. I do not think they are either creating a drought

or a flood.
Senator IzR. Well, there is a drought of credit.
Mr. Bmws. Well, that is nature.
Senator Kwn. You, yourself have so testified here.
Mr. BURoGS. I always thought that droughts and floods came out

of nature, came out of the sky, and some of them do. They come out
of a composite of all the economic influences in the economy, and you
have got a--

Senator KzRn. You think, then, this credit situation has been sent
by God upon us?

Mr. Bunozas. Well, it is a result of a great many people acting as
businessmen do-of course, we have got-here one of the finest pros-
perities this country has had for a long time. On the basis of that,
a great many able businessmen, people in States and municipalities,
are going ahead and rebuilding America on a better pattern.

Tlat process has got a little bit ahead of the supply of money,
and-

Senator KzmE. You said a while ago it got ahead of the supply of
money made available from savings.

Mr. BuRnoss. Yes, sir.
Senator KERR. That is what you said.
Mr. Buxozes. That is right.
Senator Kzn. Do you think that our rate of production and the

expansion of this economy should be limited to that made possible
by increased savingsI

Mr. Bunoss. It it does not, you are going to have inflation.
Senator Kimt. Do you believe that?
Mr. BuRows. Substantially. Now you have got a little addition of

credit that you can add to that withoutcausing inflation.
S Senator Kwit. You made the statement now, and I want to know

if you stand on it-
Mr. Bunozss. Yes.
Senator Kmui (continuing). That the situation is what it is because

the demand for money is increasing faster than additions to savings
will sumply.

Mr. Btmoos. I would stand by that statement; es.
Senator Kmz. What was the Federal Reserve Board created for I
Mr. Btmres. It was created to try.to give stability to our money

situation, and to try to keep the dollar g .
Senator Ka. I thought it was created to make available such addi-

tional amounts of credit over and above that resulting from the ac.
cumulation of savings that would permit a healthy, vigorous growth
of our economy.

Mr. BURGsS. Well, I think that is a fair statement. You can con-
oeive perfectly fairly some addition to the supply of savings from
credit. If you get much ahead of that-
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Senator Kza. In other words, then, you are saying that a little
printing preom is all right I ? a

Mr. tonros. No. lam aing a little credit-
Senator KIa Well, you said a while ago if they issued credit over

ald above that provided by savings, it was printing press money, did
you not I Is it or is it not!

Mr. Buao-ss. Well, I think it get-when you talk about printing
press, you are getting beyond-

Senator Km. I was not talking about it. You were the one who
brought it up. What were you talking about I

Mr. Buaous. All right. I am talking about printing press money
when it goes in excess of the savings plus a normal supply of bank
credit.

Senator KRtR. Now, what is that normal supply, Doctor I
Mr. Bmos. Well, about 2 or 8 percent a year. It is one that keeps

pace with the normal growth of the country.
Senator Km. Do you think that the men who have the authority

and the power to determine the amount of that increase in bank credit
over and above that supplied through the accumulation of savings,
should recognize the problems of the entire economy or the wishes and
financial welfare of a very limited few of the economy ?

Mr. Buuoxu. I think your first statement they ought to take into
consideration the whole economy and the price level, the state of em-
ployment, the whole picture.

Senator Km. Then you do not stand on your statement a while
ago that the growth should be limited to that possible through the
accumulated savings I

Mr. BuRo es. Well, all of these things require some qualification,
Senator.

Senator Kmt. Just answer my question, and then if there is a quali-
fication, we will start on that.

You do not stand on that statement ?
Mr. Butous. I say it should be qualified by some recognition of a

place of credit in addition to the savings.
Senator KzRE. Then you do not stand on the statement that expan-

sion should be limited to that made possible by accumulated savingsI
Mr. Buaows. I admit there should be some qualification to that

statement; yes, sir. I was talking, Senator, in terms of rate of growth,
and if your rate of growth of the economy is greater than your
savings-

Senator Kzm. Do you think this economy ought to grow at the rate
that a very few men, not more than 20 in number, decide that it should
be permitted to grow I Do you not think they have the responsibility
to recognize the rate at which it is growing and can grow in a healthy
manner and meet their responsibility in the light of Chi rmaliy of
things as they are rather than in the light of their desire for things?

Mr. Bmunzs. Well now, you have asked 2 questions; one is
whether you should lave 15 or 20 people, or 19 or 20 people make
these decisions, and the other is what would motivate those people.

Senator Kn Yes.
Mr. Bum=& The first qution is a question of what you do

about-
Senator Kan. The deciaiou r a made by 15 or 20 people an thby
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Mr. Bvwo=us No I do not think so, Senator.
Senator Kuit Who makes the decision as to how much credit the

Federal Reserve Board makes available above that provided by ac-
cumulated saving I1

Mr. Bvmwus. would say the whole Federal Reserve System-is
concerned in that.

Senator Km. How many constitute the Board of Governors here
in Washington I

Mr. Bmtouas. There are seven.
Senator Km. Seven.
Mr. Bumnu. Seven.
Senator KIsa. Now, how many member Reserve banks do we

have?
Mr. Bueons. There are 12 Reserve banks,
Senator Kxu. Twelve Reserve banks.
Mr. Butous. Each of them is-
Senator K=a What is the position of the president of each of

those banks ?
Mr. Bmuus. Well, he is appointed by the directors'of the bank,

of the local Federal Reserve bank.
Senator Ku What does he do, other than serve-.
Mr. Buiews. Subject to the approval of the Reserve Board.
Senator zan. What does he do other than serve as a member of

that bank ?
Mr. Bmacss. He is a member of the Open Market Committee.
Senator Kin. Not all of them, are they f
Mr. Buioms. No but they are all consulted on these policies.
Senator Km. WelI, those 12 men are.
Mr. Buaozm. Yes.
Senator Kzm All right.
Mr. Bunouss. And their directors are also consulted.
Senator K=. Who makes the decisions?
Mr. Bunoz. The decisions on the discount rate are made by

the 12 Federal Reserve banks, their boards of directors, acting, and
it is approved by the Federal Reserve Board.

Senator Kai. Who makes the final decision ?
Mr. Buno sa. The decision is shared by those two authorities.
Senator KRa. Can any member bank make a rediscount rate with-

out approval from Washington?
Mr. -Bnoms. No.
Senator Km. Then who makes the decision ?
Mr. Bmoaus. Well, Washington does not act without the indi.

vidual banks.
Senator K"a. I understand, but who has the final decision?
Mr. Bumacs. I think both of them have.
Senator Ka. Well, you said that the member bank could not

make it without approval here
Mr. Bunouss. -Isay member bank, you mean Federal Reserve bank,

Senator?
Senator K~g. Yes.
Mr. BtuSvs. That is right. But that does not----
Senator Knm. They do not have the power to make it, do they ?
Mr. Buoss. They only act-
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Senator Kn. They can only recommend.
Mr. Bitoas, On the action of the Federal Reserve bank.
Senator K=nR, Here In Washington, the seven Governor---
Mr. BuRozae. Seven Governors, have the final yes or no.
Senator Kzt. Then, they have final decision, do they not, Doctor?
Mr. Btmozss. No I would not admit that. I would say-
Senator Krn. Well, you have said it, whether you admit It or not.
Mr. Buaowss. The individual banks uiitiate the action and that is

a very- P
Senator Kni. They initiate the suggestion, do they not I
Mr. Butorss. Well, it is more than a buqgestion. It is action.
Senator Kzln. What is it ? Do they just announce that they have

raised the rediscount rates ?
Mr. Bunoms. They vote that subject to approval by the Federal

Reserve Board.
Senator Kirt. Subject to the approval by the Federal Reserve

Board.
Mr. Bumaoss. That is right.
Senator Kzai. Of seven men?
Mr. Btmor as. That is right.
Senator Kmut. How many directors are there on the Federal Re.

servo bank in New York?
Mr. Bumozss. Nine.
Senator Kratu. Nine.
How many are there on each Federal Reserve bank ?
Mr. BuROUS Nine on each.
Senator KY.uR Nine.
Mr. Buaous. That is right, 12 and 9.
Senator KIMR. Nine times twelve equals one hundred and eight

directors. Do those nine include the presidents of the Federal Reserve
banksI

Mr. Buoiss. No he is not a member of the board.
Senator KnR. Not a member of the board.
Then, including the directors and the Reserve Bank presidents

before you get to Washington, there are 120 men ?
Mr. Btmoza. That is right.
Senator Kzi. That discuss it?
Mr. Bunomss. That is right.
Senator K=Rt. And make recommendations.
Mr. Bvnows. That is right.
Senator KUR. But the decision on rediscount rates in the final

analysis is either approved or disapproved by a board of seven meta-
bers, is it not?

Mr. BtrRom.. That is right,
Senator Kit. And the Open Market Committee is limited to 12

men is it not I
Mr. Buaxoss. That is right, yes.
Senator KUnm. Twelve.
Mr. BuRorsw. Yes.
Senator Kwi. And that committee decides how much is spent for

bills or bonds in the open market.
Mr. Bumaus. That Is right.
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Senator Klni. How much support is given to Governrent se-
curitie&

Mr. Buxows. That is right.
Senator Km. Or how much Is sold out of the Reserve's portfolio I
Mr. Bunoza. That is right.
Senator KRR. Well, then, I repeat that decisions with reference to

the amount of additional credit are made by approximately 20 men.
Mr. Buttons. Well, I would say that it is more like 120, because the

discount rate is a very important factor. Also, these presidents who
come and vote on the Open Market Committee are certainly guided by
the discussions with their directors who apoint them to office.

Senator K.RR. They may or may not be influenced by them.
Mr. Bvnozes. That is right. But--
Senator Knit. They are not bound by it, are they ?
Mr. Buvoss. They are employed by these people so that they pay

some attention to what they say.
Senator KEa. Employed by them for a definite fixed term, or are

they removable ?
Mr. BURoEss. Fixed term.
Senator Kznrit. Are they removable at will?
Mr. BURoEsS. No, a fixed term, but they can remove them if they

want to.
Senator Krni. How?
(The following was later received for the record:)

Section 4 of the Federal Reserve Act provides that each Federal Reserve bank
shall have power:

"To appoint by Its board of directors a president, vice president, and such
officers and employees as are not otherwise provided for In this act, to define
their duties, require bonds for them, and fix the penalty thereof, and to dismiss
at pleasure such officers or employees * *."

Mr. BunoFss. They, I think they have the power of removal.
Senator KERR. Suppose you just ask one of your counsel here to

advise you and me how they do it.
Mr. BunwCs. They would vote to ask a man to retire.
Senator KEsR. I did not ask you how they could ask him to retire.

I asked you to tell me how they could do what you said they could do,
and that is remove him before the end of the term to which they elect
him.

Mr. BUROE8S. That case has never been adjudicated that I know of,
but I know of cases where they have been removed.

Senator KERR. You know cases where they have beon removed ?
Mr. BuRoEss. Yes, sir.
Senator KERR. By action of the board of directors
Mr. Bnosi. Yea sir.
Senator KERR. When
Mr. Buttons. In the early days of the System.
Senator KERR. Well how long has it been since that happened ?
Mr. Buttons. That has been some time.
Senator KERR. Well, how long?
Mr. BvRowsS. Thirty years, perhaps. I do not know of a recent

removal. There have ben shifts, there have been early retirements,
there have been various ways of doing it.

Senator Kmn. But ordinarily, when that man is elected, he is
elected for a term of how long?
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Mr. Buaors. Five years.
Senator KNa. Five years.
Mr. Bunons. I think so.
Senator Kwu. And he is the president of that bank for five years I
Mr. Besoms. That is right.
Senator Kmn. And if he is the president of the New York Reserve

Bank, he sits on the Open Market Committee all the time; does he
noti

Mr. Bvnous. That is right.
Senator Kzan. And the other 11 rotate on it?
Mr. Bygoses. That is right.
Senator Krm. Four more. How long do they serve, a year at a

time?
Mr. Buwozas. I think it is a year at a time.
Senator Kzim. Mr. Secretary who fixes the reserve requirements t
Mr. Buos. That is the Federal Reserve Board.
Senator Km. How many men did you say that was ?
Mr. BuRozes. Seven.
Senator KzRm. Seven.
Well now, when you say that more than those seven Governors of

the FeAeral Reserve Board, and those 12 presidents of the Federal
Reserve banks, make decisions, you are kind of like saying that 170
million people make the decisions after they have elected K Members
of the United States Senate and we come here and vote on matters;
is that not it ?

Mr. Btmozas. Well, there is a certain parallel there and I think
a very real one.

Senator Km. Yes.
Mr. Burores. I may say, Senator-
Senator KERR. If we do not live up to their desires and expecta-

tions, they evidence that by electing somebody else to succeed us.
Mr. BuRaEu. May I say, Senator, that this, of course, this question

of how many people would participate in these very important policy
decisions was the subject of, as you know, extended debate at the
time that the system was establish ed.

Senator Kzw, Yes.
Mr. Butozss. And Senator Carter Glas a very distinguished

predecessor of Senator Byrd and President Wilson were ver
strongly in favor of a regional system, as compared with a center
bank that would concentrate the power, and they had their way. And
I think ver wisely.

I think that the 12 banks, with directors elected by local people,
is a very important influence on that credit policy, because it brings
information from all these district busineawmen that predominate
on the Board, and they bring to it a wide range of information, and
they are able people.

t is just as important in its way, as you say, as your constituency
back home. It is a way of assuring a measure of democratization of
the system.

Senator KxL. But we now have a central bank; do we not?
Mr. BuRor. No, I do not think so, Senator.
Senator Km. You do not I Well, you just said that what a mem-

ber bank does with reference to rediscount rate is subject to the "yes
or "no" action of the Board here.

*S4-.-pt 1 4
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Mr. Buaozas. Well, of course, legislation which you ,ass has to
be signed by the President. He has the final ""yes' or no#" That
does not mean that he does it.

Senator Ki. No he does not have the final "yes" or "no."
Mr. Btvaozs Well, you can pass it over the veto; yes.
Senator Kzmw That is right.Who can pass it over their veto I
Mr. BuRows. That parallel does not go that far.
Senator KzRE. It does not go quite that far t
Mr. Buoanss. It does not go quite that far. (Laughter.]
Senator Kum. While we are talking about the Federal Reserve

Board you indulged yesterday in what [-thought was an exaggeration
of technicalities when you said they are answerable to the C6ngress.

In what appropriation bill does Congress provide for the operating
expenses of thfe Federal ReserveI

Mr. Bunous. Not any.
Senator Krtu. Not any.
Mr. BuRozso. Not any.
Senator Kzm. Who does that?
Mr. BuRomS. Well, the Board is financed by the earnings of the

Federal Reserve banks.
Senator zun. You said they turned over 90 percent of what they

made to the Treasury. Is that a fixed amount, or do the turn over
what they have got left after they take care of what they need to
spend I

Mr. BuRaoms Well, this is of their net earnings after they have
taken care of their operating expenditures.

Senator KER. Bur the law does not say they will turn over 90 per-
cent of their gross; does it I

Mr. Brraozss. No. The law is rather complicated, and not very
clear on that point. It says you can have a tax on issues of Federal
Reberve notes, and they have interpreted that to mean the payment.

I think the law as originally passed was better than the way it is
now. The law as originally passe required-

Senator Kim. I am asking if it is not a fact that they run their own
business, appropriate their own money-

Mr. DUROuS. That is right.
Senator KnR (continuing). Determine how much they spend and

then turn over a certain percent of what is left to the Treasuryl
Mr. Buiozss. That is a fair statement.
Senator Krzna. Do you know who the second highest salaried man

on the Federal payroll in the United States is I
Mr. BuRoGss. Well, I was trying to.-I suppose the president of

the Federal Reserve Bank of New York is the highest paid.
Senator Kzm. Do you know what the Vice President's salary is?
Mr. BuRows. Whathis salary is?
Senator Kian. Yes.
Mr. Btmozss. I really do not. It is $50,000 or $0,000.
Senator Kum. I do not believe it is.
Do you know what the salary of the president of the New York

Federal Reserve Bank is?
Mr. Bunows. Excuse me, you asked first what the salary of the

Governor of the Board wasI
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Senator Krma. No ;I asked first what the salary of the Vice Presi-
dent of the United States is.

Mr. Buitzos. I am sorry. I was thinking of-frankly, I do not
know what the salary of the vice president is.

senator KzRa. You know what the salary of the president of the
Federal Reserve Bank of New York is. It is $60,000 a year.

Mr. Buouas It is either $50,000 or p60,000. I guess it is $60,000.
Senator Kzu. Do you know the action taken by the Federal Re-

serve Board jNst a little while back where they set gaide several mil-
lion dollars to increase the retirement benefits of the Reserve bank
officers and employees

Mr. Bunowss. No; I did not know about that. I know they have
made change from time to time.

Senator KRt You know they are the sole judge of what is done in
that regard I

Mr. BueoFs. I think that is fair to say. Of course, Congress can
always intervene.

Senator Km. Oh, yes.
Mr. BuRnos. And make any laws they want to about it.
Senator Km. They are technically responsible to Congress.
Mr. BuRazes. That is right.
Senator Kum. But I am describing it as a matter of practical

operation.
Mr. BuRous. Yes.
Senator Kxmn. Is it not a fact that they are the only autonomous

Government department including the Congress, insofar as their prac-
tical operations are concerned ?

Mr. Butons. That takes in a lot of territory, Senator.
Senator Ksm. Do you know of any other that has the degree of

antonomous control and power that they do I
Mr. Buozoss. Well, r would not be able to think of any at the

moment.
Senator KERR. After you have given some thought to it, if you do

think of one, you will share it with me, will you not?
Mr. BuRozss. I will be very happy to, Senator.
Senator Kww. Did you ever hear of them coming to Congress and

telling them they were thinking about raising the rediscount rate, and
asking some committee what they thought about it ?

Mr. BuRoEss. No, sir I never did. They have come and reported
their operations very fully to the Congress.

Senator Kma Oh, yesI
Mr. Bu Rass. Why they do it.
Senator Km. Yes.
Mr. BuRoFss. What their motives are, and so on. They make avery-Kenator K=R. When do they do that ?

Mr. Butoss. Well they mtake an annual report which gives a very
full account of their changes in policy.

Senator K=& Yes, they do and I want to tell you, the annual re-
port of the Federal Rerve board is worth studying for anybody
who wants to find out how to become a creature of the Congress li
technically responsible to it, but practically independent of it.

Mr. Buaozss. Well, I think the whole Federal Reserve System was
a very ingenious plan, and--
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Senator Km. And has become more so all the time. [Laughter.]
Mr. Brtozes. I think it has developed over the years into a very use-

ful and fine institution Senator.
Senator KzaR. Now I will go back and ask you the same question I

did a while ago: Is it not a act that about 18 or 20 men,. in the final
analysis determine the rate at which this economy expands?

Mr. BuRoess. No, sir, I am not willing to concede your 15 or 20. I
think it is a much larger number.

Senator Km. Well, how large? How far down would you go
thereI

Mr. Buvonss. I would take in the directors of the Federal Reserve
banks.

Senator Kznr. If ou do that, then you limit it to 127, do you notf
Mr. BuRow. That is about right; yes, sir.
Senator Km. Do you know any one of them that the people elected

to that office?
Mr. BuRoss. No, sir.
Senator KRR. Do you know any one of them that ever published a

platform as to what he would do if elected?
Mr. Buiors. I do not recall any publishing a platform. Of course,

the presidents of the Federal Reserve banks very frequently state their
views to the public.

Senator Kimm. I would say that you are probably as well acquainted
with them as any man in the United States. Can you name the pres-
idents of the 12 Federal Reserve banks I

Mr. Bummzs. I can come pretty close to it.
Senator KiPm Suppose you just offhand do that.
Mr. Bunows. Well, there is, starting in Boston, Lief Erickson.
And then there is---
Senator Kim. Let me get them down here as you go along.
Mr. Btnous. Lief Eric-kson. Al Hayes-
Senator Kzu Wait a minute, now.
Mr. Bupas. New York, Alfred Hayes.
Senator Km. All right.
Mr. Btmozs& Philadelpia, Alfred Williams.
Senator Kzu. AU right.
Mr. Buomus. I will not use that.
Senator Km I was not goingto-
Mr. Busoss. You can check me on It. •
Senator Km.I was not going to use it I rather think youcan

name them.
Mr. Bumorps. Richmond, Hugh Leach.
Atlanta, Malcolm Bryan.
Senator Knz Just a minute now. Bryan.
Mr. Bmsos. Cleveland, Wilbur Fulton.
Senator Kam. All right.
Mr. BmoUss. Chicago Carl Allen.
Senator Kt. WhaILfS Allen's salary, do you hap to know ?
Mr. Bumus. I do not know whether that is $50,00or $10,000. It

is in that neighborhood. 
Senator Kjui. In the neighborhood of $50 000?
Mr. BumRus. He gets almost as much as New York.
Senator Kxm All right. Go ahead.

I
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Mr. Buomss. He took a reduction in salary, I may say, when he
took that job, a very substantial reduction from what he was getting
before.

Senator Kwi, He has a few fringe benefits in this job, does he not,
thought

Mr. Busoms. Rather modest. The retirement system is much less
generous than the systems of the banks that are members of the
System.

Senator K.sm. Is that sot
Mr. Busoass. Yes.
Senator Kim. Are you familiar with this recent increase they pro-

vided for them 1
Mr. Btmos.es. I do not know exactly what It does. But even with

tha , I undestand it is still modest.
Senator Kux. I think they almost made it competitive.
Mr. Buaoss. Well, they had better, because, as you say, these

people have great responsibility. They had better get good men.
SKnator Iuw. Tha is right.
All right, now. go ahead. We got through Chicago.
Mr. Bromine. St. Louis s Delos C. Johns.
Minneapolis was Oliver Powell. I think he has been replaced by

another man. I miss on this one, Oliver Powell, as being the man
there.

A man named Leedy is in Kansas City
Senator Kzm Wait a minute. We are both enlightening our.

selves here
Mr. Buiose. We have got them here. We will check when we

et through. This is too good a game. The man in Minneapolis now
is Doming.

Senator Kz Deming.
Senator Fi.wmw. Mr. Chairman I would almost think he was

being examined for Ambassador to beyion. (Laughter.]Senator Km. If that were the case, the differences between him
and the man who was being examined, which would be readily ap-
parent, amonI others are these:

In thq& frst-place, Dr. Burgess is conscious. In the second place,
he is a great authority on the subject he is discussing.

In the next place, he is articulate, and can compose and deliver a
sentence with reasonable grammatical and intellectual continuity.

Mr. Butoss, Thank you very much.
Senator KM. Yes, sir.
Mr. Buitoss You are a great help.
Senator Kmw. You know, I want to tell you, when I read about

this Ambassador to Ceylon, I remembered another sayigof my
father, that where there is no brain there is no aL. [Ljug-hter.]

Mr. Bvam& Irons in Dallas, but I miss on Minneapolis;it is now

Inan Francisco, you have a new man, who is Mangel; Herman
angels.

Senator KaL That is fine, Doctor. That illustrates what I wantedto illustrate by this question. I was not* trying to ex the fet
that you mglht not be able to remember the name of every one of
the preiden , of them Reserve bankm , I was justting t iUStrte
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that probably the best informed man in America on the subject that
I am discussing could not name all of those men, and to indicate the
sigificanoe of the fact that there probably is not one persodi in a
million in America who knows either who these men are or the power
they have.
Would you agree that that Is probably true.
Mr. Buos& I think that mey be true.
Senator Kan. Now, then, with your permission, I will go to an-

other one of the fairy stories you were tolling the chairman yesterday.
Mr. Butm os. I do not quite see where that ties into a fairy story,

Senator. Would you enlighten me I
Swiator Kmui. Well I up that. for want of a better term. I do

not think that the chairman was impressed by it, and I was not im-
prsed .b, it, and I gathered, as you left here, that you had not been
oomch impressed by it yourself

Mr. Bumis, Well, I do not-by what f
Senator Knm. For instance, b' the statement that high interest

rates are a deterrent on the capital boom.
Mr. Bumms. I had lost track of that in this discussion of the

System.
Senator Kni I tell you, let us keep our eye on the ball. It I gzet

off the track, you get me back; and if you wander, I will try to bring
you back.

Mr. Bumzss. I am very glad to have you raise the questions of the
System, because I think that is exactly the function of the Congress
You ought to look at that carefully.

This System was devised by a great Senator who did a great deal
of work, and by a mat President.

Senator Knit. I want to tell you now that Senator Robert L. Owen
was a joint author of this bill. When it was written, Carter Glass
was not even a Senator.

Mr. BEmoss. He had a lot to do with the revision.
Senator Knm. He had a lot to do with the writing of it.
Mr. Buos. But he had a hand in it.
Senator Kni. He did.
Mr. Bumoss. And if the Congress can think of modifications of

it that can improve it, I believe that is your duty.
The Caunuxu. He was in Congress part of the time; Senator

Glass was.
Mr. Buncoes. He was chairman of the Banking and Currency Com.

mittes in the House
The tCiuua. He was in the House, and then in the Senate.
Mr. Bumzs. That is right. Owen was in the Senate. Of course

Carter Glaseot so associated with it, and he had so much to do with
the future legislation on the System and the Banking Act of 1988 and
the Banking Act of )86, which were passed after a ver thorough
review of te System's operation in the twenties, and which left the
Structure substantially unchanged.
In fact if anything, Senator, they concentrated the power a littlemore than it had been.
Sena~ Knt. I think that Is right; and that theory has been par,

ried forward, as time has gone o0 b pracice
Mr. BuMs. Well, I do not tinkU it has changed very much since

the BanngAct of 1935.
'1
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Senator Kxia. You were trying to get me back to what I referred
to as a "fairy tale. The first one was the statement you made yes-
terday that high interest rates was a cure, and which today you say
is one of the deerrents for the capital boom.

Mr. Butocs. Well, I constantly bracketed, as I think-
Senator Kzm. That is hardly consistent with the situation that we

have today, wherein we have a record rate of investment and the
highest interest rates in 25 years.

Mr. Buuois. I think, Senator, that I always bracketed monetary
and fiscal policy, and I think while we are doing pretty well on our
monetary policy, that our fiscal policy leaves a 11L something to be
desired. We have got these enormous expenditures for the war of.
fort, which have been reflected in omno f t his capitol hiding, and
these Government expenditures are a big factor here.

Senator Kzmw. Now Dr. Burgess, Secretary lumphrey himself
said in June of 1958, "Wk have a stable dollar."

The Federal Reserve Board, in its report for 1052, said, "We have
a stabilized price level."

And they set out in that report, which I read into this record during
my examination of Secretary Humphrey, that prices had leveled off
early in 1061, and that actually in 1952 there had been some declines.

Mr. Bunoxss. That is right.
Senator Kzia. And Secretary Humphrey told this committee that

that stability was maintained through 958,1954, and 1955.
Mr. Bumoiss. That is right.
Senator Kmm. I would say that it takes a rather elastic imagina-

tion to maintain that causes existing prior to those 4 years of relative
price stability would be responsible for what I believe has been the
largest peacetime increase in the price level, aside from the recon-
version years of 1946, 1947 and 1948, during the last 18 months.

I want to say to you, I think that is another fairy story, that those
causes back yonder, after they had ceased to exist, after stability had
been achieved and was a reality for 4 years, would again rear their
heads and bring on the inflation which we find ourselves in the midst
of at this time.

Mr. Buoss. Well that is just where we differ, that is all.
Senator Kmim. Well, that is all right.
Lt me ask you this: What is it that is in short supply today?
Mr. Buuoss. Well, I think I said yesterday the things that we

are spending heavily on, that we think are in short supply, are things
like tankers, utility plants, these office buildings. Those are the
thing we

Senator Kil. Mr. Humphrey, after some days of cogitation-
Mr. Buzoxes. He wa talking about shortage of commodities.
Senator Kim (continuing). a;me up with line pipe and railroad

carm
Mr. Bumm. Ye&
Senator Kxm. And could not figure out what perctap either one

of them was in the budget of the average consumer.
Mr. Buixus. Well, if I may say so, on the record at page 19 of

this wonderful record, the shortages are listed; and right up until the
last few months, they were coniderably larger in number.

Senator KUn. Yes. But in the last few months, they had been
reduce he said, to four items,
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Mr. Btmoses. Well, that is specific items.
That is one interesting part of this thing, that it is not a shortage

of individual commodities
Senator Kan. Are there shortages in other things than specific

Items?
Mr. Bunos I just enumerated them. We seem to think we are

abort of utility plants and short of tankers and office buildings, be.
cause we are spending enormous sums to build them.

Senator Krim There is no shortage of materials out of which they
are building them, Mr. Secretary.

Mr. Bunos. I did not say they were short. There are shortages
of teams of workers in the technical skills required for the flnishied
product.

Senator Kim. You said yesterday that we were suffering a capital
moods inflation, which means too much building of new plans, schools,
highways, buildings, and so forth.

I am not going to cross-examine you on that because I just do not
believe you are serious about that. Are we building too many schools
and highways and hospitals, and things of that kind?

Mr. -BURGESS. Well, "too many " of course, is a phrase that is not
too many for the satisfactions, when you think of that, but it is.-

Senator KmnB. Is it too many for our needs ?
Mr. Bunozes. No, it is not too many for the wants.
Senator K=R. Are we short any of the materials that are going

into them ?
Mr. Bunorss. No, but we are short the finished product. We need

more schools. There is a shortage. We needs lots of other---
Senator KzPu. You said we were building too many, Mr. Secretary.
Mr. Bunozas. No. I said we are building them faster than we have

got the money and available supplies of men and skills to do it.
Senator KzRR. Mr. Secretary, we have more unemployed today

than we have had in some years. Did you not know that
Mr. Bt=o . Well-
Senator KzmR. Did you not know we not only have the largest

labor force, but the largest percentage of unemployment we have
had I Have you looked at-your Economic Indicator lately ?

Mr. BvRazss. It is not a very high unemployment, and the short.
ages are for certain-

Senator Km. How high is "high unemployment"? How high
would you have it I

Mr. Buozse. Employment is, of course, very high.
Senator KaN. What page is that on in the Economic Indicator ?
Mr. Buiozes. This is age 11.
Senator Kmz. I wish r had that man you have there sitting by

you to show all these things to me. Then he would help both ol us
)Mr.Bunozs. He is very good.
Senator Krm If that is all right with you.
Mr. Btazss. That is all right.
Senator Km. What does that show as to the percentage of the

civilian labor force unemployed in June ?
Mr. Bunoiss. That shows 4.8.
Senator Km. But seasonally adjusted there, I believe.
Mr. Buo=. Seasonally ad usted,4.5.
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Senator Kam How far back do you go there to find where it was
4.5, seasonally adjusted, unemployed I

Mr. Bumouss. Well we do not have the seasonal adjustment back
there. It was 5, unadj'usted, in 1954.

Senator Inui. In 1954.
Mr. Bius. Yes.,
Senator Kin. Well then, how many unemployed does this show in

June?
Mr. Burtous. 8,87,000,
Senator Koam. How far back do you have to go to find that many

unemployed I
Mr. Bmomzss. Well on the figures shown in Economic Indicators

you would have to go back on these figures to 1939. They do not give
all the yearly or the monthly figures.

Senator Kin. You have to go back before 1950, do you not I
Mr. Bmuimss. 1949.
Senator Kin. This oes back each year to 1950 does it not?
Mr. Bunoss. This skips, you see, from 1989 to 150.
Senator KNz. But I mean-
Mr. Buaoss. So that does not help.
Senator Kiz. Here is what I am asking: Has there been a time

since and including 1950 when we had that many unemployed before?
Mr. BuRaois. Weli we do not have the monthly figures.
Senator Kin. We1I, you have got the yearly figures. You have

the yearly figure. Do you want me to read them to you ?
Mr. Bmoias. Well, they jump from 1939-
Senator Kin. I am talking from 1950 to today.
Mr. Bmois. In March of 1954, it was about the same, and again

in January and February of 1955.
Senator Kzn. How many?
Mr. Bwous. Three million seven.
Senator Kim. That is 8,700,000?
Mr. Bous. Yes.
Senator Kmn. But for the year of 1954, which was a recession

year, it was 8,280 000, was it not ?
Mr. Buetose. That is right, for the year as a whole.
Senator Kzn. And for this last month, for June, it was 3,887,000.
Mr. Bmoss. That is right.
Senator Ki& Well, then, you cannot be serious in saying that we

have a shortage of labor.
Mr. Bmuoss. I did not say general shortage of labor. I say the

skilled teams, of the skilled teams that build some of these thing I
think it is more a matter of managerial crews, and so on. But cer.
tainly money-

Senator Kam Money is scarce, is it not?
Mr. Bumouss. Money is not very readily available, no, sir.
Senator KM. Is it not a fact, Dr. Burgess, that money Is the only

commodity that today is in critically short supply?
Mr. Bmouss. No, Iwould not qute concede that.
Senator Kin Suppose you tell me some other that is in as short

supply as money.
Mr. Bunouszs Well, I would say that the large tankers-.-
Senator Kma. Large tankers.
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r Bum=$s (continuing). Are In short suppl f
Sator Kxi. How much of that in the budget of the average

consumer I
Mr. Buoiss. Well, it does not get into the budget except for the

cost of oil. If we had more of thee big ones, they might reduce the
cost of oil. I do not know.

Senator Kis Did you know that when they build these big tank-
er the do not haul it any cheaper per barrel

Mr. usoms. Than they do when they go through Suez with the
smaller ones--just about even. I am not going to debate with you on
that; no, sir.

Senator Kim All right. [Laughter.]
Now, then, besides large tankers, what other commodity that you

can name is in as short supply today as money?
Mr. Btuoxss. I think schoolhouses.
Senator Kmu. Correct.
Do you know why the governors down at Williamsburg said they

were having to slow down on the building of schoolhouses!
Mr. Buiorsa. No; I did not get that.
Senator Kms. Did you see that resolution they passed down there ?
Mr. Buxeies. No.
Senator Krm. Which they unanimously passed?
Mr. Btmous. Yes.
Senator Kum. Twenty-six Democrats and nineteen Republicans.
Mr. Buxous. Yes.
Senator K=. They said it was because the interest rate was so

high that it was increasing the taxes on the local citizens, and they
asked the Congress and the President to do something to alleviate
the excessive mIterest rates they were having to pay to build the
chool buildings they need.
Mr. Busorse Yes I saw that.'
Senator Km. I ought you were goingto mention railroad cars.

You know the Secretary mentioned railroad cars.
Mr. Buxou. Well, Y[am not so sure about railroad cars
Senator Kusm. Do you know what the railroads say about their

shortage of railroad car s
Mr. Busss. Well they say they cannot afford them, they cannot

get the money to build them.
Senator Ku. They say they cannot g~ay the interest rates.
Are they not down here asking the Uovernment to figure out a

program to lease them because they say building them is too expensive?
Mr. Bunoiss. They also have got a problem of building in theirown budgets, the problem of what; they can afford to handle.
Senator Ki fn the way of interest costs.
Mr. Bmwss. Not in the way of interest costs.
Senator Kzm. That is part of it, is it not?
Mr. Bustosa Yes, that is part of it.
Senator Km. I have one additional question as to the directors of

the Federal Reserve banks. Who elect a majority of those directors ?
Mr. Bumm. The member banks of the area.
Senator Km. That means the commercial banks in the area I
Mr. Buamss. That is right, yes. They elect 0 of them, of whom 8

can be bankers and the other 8 have to be nonbankers And the Board
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appoints three of them, the Federal Reserve Board in Washington.
Senator K=. In Washington.
So that the directors of hose banks, which constitute part of this

127 men that control the--
Mr. Busozas. That is right.
Senator Kis (continuing). The credit and interest policies of this

Nation are either elected by the commercial banks temselves, or
appointed by this Board of seven Governors in Washington?

Mr. Butois. That is right, whom the President appoints.
Senator Kim. Yes.
It makes a pretty tight deal, does it not I
Mr. Busozs. I would not characterize it just that way. I would

say that it covered a lot of territory, and brought a lot of opinions in
on it.

Senator Kiss. Well-
Mr. Busouas. The majority of the directors of each Federal Reserve

bank cannot be bankers. They have to be businessmen and others.
Senator Kis. You and I agreed a while ago, after we thoroughly

understood each other, that they should make some credit available
over and above that provided by accumulated savings.

Mr. BUsoiss. That is right. And, of course, theylhave, Senator.
Senator K=. I understand that.
Mr. Busozas. Of course, they have.
Senator Kiss. But they are the sole and exclusive group that de-

termine how much more they make available, are they not ?
Mr. Busozas. Well, like all these things you caught me once on

not putting in some qualifications, there are always these qualifications.
The demand-

Senator Kisu. Well, subject to minor qualifications, is that correct?
Mr. Bimoas. Well the demand for creft, for example, has a great

deal to do with It. ou have had periods in this country when the
volume of credit went down-

Senator KIps. I did not ask you if they determined the demand. I
asked you if they did not determine the supply.

Mr. BuaSS. aYen But the supply is partly dependent on whether
the banks come in and want to borrow from the Federal Reserve, and
that depends on the pressure

There have been times, let me say-..
Senator Km. Can a bank get credit from the Federal Reserve in

any manner other than that presbed by the Federal Reserve ?
Mr. BRozess. Oh, yes. But at isprescribed in the law. The

Federal Reserve does not have a perfectly arbitrary power over that.
Senator Kum Did the law tel them in 1958 to riduce the reserve

requirements?
Mr. Bmouss. No. It gave them that right.
But you were asking me about the bofrowing from the Federal

Reserve banks.
Senator Kis. No, I did not.
Mr. BmwGESS. That is what I thought you asked. I am sorry.
Senator KisL I asked you If a member bank could borrow from a

Federal Reserve bank except in the manner speoiied by the Federal
Reserve bank.

Mr. Busas. In a manner secifled by the law. The law is very
explicit on the power of the bank
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MOUittOr KNU111, Wha~t 10Itw Nit,
Mrt. 1111IwN. WOOI, It 01161(to ho-lo h4ylavui tile rodlhtouait privi.

low f titokig t tho14i1'I4I Itoorivo hIuh iuil, bJorrIowing moiiouy.
T401atr IIIN.All fight, t, 11011, iim1lea Ohw Autiwrit giI4 t4by

law,-'

SMOatr KRIM I ittIlia), 'iTo fix 010 jt4I~l~tbs
Mrt, I 415K. I t~ w 1 (10 iht.
14u11itou' I he iltt IJl banik ft-lio~ s1141 9414w11h'Atit

S'utintor Kwitw. llf ol1to, tuHitotf jtew it hiek to wlild I
"(4il, that thn 61V Chot oit t ilt (111 I t to111C it (044111.1

hip. h1%,wim.& No. I may t hat,.it I hodIU (orI 4W4'lIt Ns pit of flia
atitetO~tl~ Ia~.I aim lyhtIlia t It, lit. soyol do~ 111t e~ali tle 4 cIit.

So'ilatot KwIi IKt4, Ikt is 110t 1% '14(* loll of 1110 or' ,Yon Ca5to)II1K

N'ithoet 01 tiat Oral4)'II Io'y41 4)Ilwttl 0h0 $y"Itim or& thoy (to atol.
Now, tit) they, or tio tiey tnot 1 ?141li' OMrt. II ttias. No, You teaot, iliswer '111 lit "lilet/orl"t~slye

AIMt plit it. ilowit to a% llito atl thien say, "Now, Otvi' Iii no iqualfivil-

z4Ii~l' Ir li x1po ,10 ppi Kty"l well, gotiiuwitlly It, ttil Ct14111 gIVO
ite the qultetts~or goiplut yes, and than give vie the quail.

mrt. uvimm1 mt44.Votv twoe two tiiiillfleatill oil tills, onle. Tloy aril
amiu logtdor a law whlih, has boetI on thle book of the (Coalir fotl

44'.It blUR 1)0411 ro1piato4dly iiolwiti, t4e41tely (,ot)1dol,ft Sitator Kititt. Whim wit le, ladivsod )IIKfl
Mr. iluseas. The lcat big revision was In 1088, the Blanking Act

of l1)&.
Soliator Ktit. What ininor revisiont hits boeti mate uhtto thou I

.v fIluntao. Woll, you asked tile, for examipleS In thle qudiesl~
about ths power to borrow directly, te 'trasury's power to borrow
dirmlyk friun thes Nieral Rewirve. That was chatged In 1049s

Steiator KwmR I was not talking aWt ut that. I was talkig about
providing credit to the nmmber banks.

Mr. Bvuus Well that is a part of thle credit situation.
I would have to Qo' that over to see, If there was arty major change

ithe dtscount privilege,
Senator Kxxis I do not member any, do youf
Mr. flutsom N%, I do not
Senator KaRL No.
Mr. S&ous I do not think then has been a mejor change sac&Senator Kuaa I am of the opinion that, generally speaking, a~nd

sub0 c to qualifications with reference to questions that I do not now
tkifikof-

Mr. Bt M C Pis Yes.
Smsator K=s (ontinuing). They determine the amount of credit

availA*l i thi econoray, over an4 above that provided by saving&.
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Mr. Iieehwhel,£t-IA will sy 14t us ju, follow youlr
fonrm1 lei #1 Otlunyhave 1,, great, deal of powor III tbilit 00111j#4t to liffit..

11(110111 111I~t 1111111 e11 1101111111 for ewet,~l 411 W ott,
Ne144.Cr l(,Ne., 'Ilidt In Clio eeitwestien I
Mr. lI~NOu '',1e4t, Is r I hto
You Uesv" 111# 0h0 flight T), 111y 1 Iieivo mrnef qualflostionu on 018Lt
Ts,, 1144r Keen,1 Yom,
A t14l suuej)et. tAP t011t right, 1t110 is 1,l10 111tventlCOn?

Mr. lititioxeje '1'litoy Iiinve very gi'oit jiwer. 'Aut itio lot, It 0t t RY
Motiottor Koont.. Aun 11t1jIsttto 0i. 01uto 111111lVtlJ1(Atjf t111t IN tXfl

Nit 111dioua I
Air. llt1Iueiee. Yon,
Hollit-ir Keuce,. And 01sy, haRVe ojernuul It III xuuh away Chat tle

esVedlnhuI leNiepjly ix vory tightly Is Rt 1aLu1s0igt0
Mr., liviviekeeM At Clio uuuenet thep nvaidaebhit moil wha fgrmp o
8ennfor Kein, In at fight 0SlI,41ion of thatt W'1h atgopo

IHPI',0worm In iii twNt pemition to, nixore IN roitwlre'mmitil
Mre. liti(I4NN 1IJtEiwCrs wlui. liave good .ore'it,
Stiuntor Ketute. Well, wio. hens flee' N4et coeuitl
Mr. lluirm. (ompainhw whksh heave beern well risn and heave hadl

oxgerlano lit tlie field.
ltinor ueoi I 110eP~ ONO thit 018. (h0VORwnmJnt, w01ld.

Mr. llutims Woll, (lip ovemnient hats tli, bast credit in tOe world.
8..IIIlIr l(C94, 11011U., 1110th10 (01111stiti(III f(Ir t014 avalabis Aff'it

of ciredif, wouldI You Nty tht e 1 , sts anti local government. are
0110 wrote,) that will got tI ted riroeementf?

Pro vous. Yes,
Senator KaNe. After they have been token care of, who is taken

'n4ro of In tis strm J for the Available supply of credit
Mr. Buxeoms Will, tho peopl. who have shown their gOWd ordt.

worthiness
Senator Knue. The borrowers with the highest credit rating; ane

tr. Buwmvm. That Is ri lt.
Senator Kits, They caif them A"; do they not I
Mr. Bunos.. That is just borrowers whose bonds are on the market
There are millions of small borrowers that stand jutas well with

their bank as oven a wonderful company like yours, Seator.
Senator Knxs Oh, they ame a wonderful company, and they finally

got uip to where they are Baa, which means that'after everybody
above them istken'oar ofi they can got their nows Under ths*nt

ssIf they are, willing to pay the tariff and paive enough inot ve.
M.Bwioss. That shows some of the Basdo prett well, SeWAMr

Senator Km-s Yes. But they have to do tha, do tho not?
Mr. Busous. That is right.&
Senator Koms Lot us say that after the highest order of borrowav,

and then after the seoond-raters like my company, ohmx you have
choen toreferto It, got Oeirsthen it is available tob1.-1,rowerOa
YOU * down the scal of det~minatlon of their status as oredt r1hb;

MOTnotI
Mr. Bumouss That is not the WAY it works.
Senator Kmss Well generayo
Mr. Bucase I wil not even concede generally.
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Senator Kam. You mean a bank would loan money to a poor credit
risk that was not a customer, If a good credit risk that was a customer
wanted the money I

Mr. Buious. Well that is not the way it is usually dished out.
Here is a small bank li a small town. They take care of the people,

the business and the individuals, in their area. They fool a responsi-
bility to do it.

Senator Krvm. As they see fit.
Mr. Btntos, Well, no; I would not-
Senator Iwn. The people do not determine who gets credit; do

they I
Mr. Bunorem. No. The banker has that responsibility, Senator.
Senator Krnm. And exercises it.
Mr. Buioras. He exercises it. But, generally speaking, he feels a

great responsibility for his neighbors.
Senator KI. Now, Mr. Burgess, yesterday you said yourself, and

I do not suppose that I would have to reminds you of it to get this
point over, that in the American way, the-....

Mr. Bunors. That is right.
senator KERR (continuing). The marginal borrower was the

fellow that did not get it. Is that not what you said here yesterdayI
Mr. Bmuoz. That is right.
Senator Kua. Is that not a fact I
Mr. Bumeoss. Yes.
Senator Kz. So that actually, when this credit is tight like it is

now, Government gets what it requires, the best borrowers get what
the require, and in the scale generally, as you come down it, and this
limited supply runs out, those that do not get it are the marginal
fellows, the smaller fellows.

Now isthatnotrightt
Mr. Bimous8. Well again we have got to qualify that.
Senator Kta. Subject to certain qualifications; is that right?
Mr. Bunors. You cannot just change , for the operating banker

he does not just change his rules every 10 minutes, and you cannot
establish a new set of rules.

He has a standard for making loans, and that goes right through,
re~ardlem of where money is.

w, when-
Senator Kin. Is one of those standards loaning it where it is the

safest or where the marginal-
Mr. Bvuosa He has a general rule of safety that he carries through

at this time, Just as he did before.
Senator Xm Yes.
Mr. Bummxs. The record shows the total volume of bank loans is

v.r argue.
Senator Kn. Yes.
Mr. Bu O u It has increased this year, not quite as much as last

year.
Senator Kmi. The total population it larger; is it notI
Mr. Butous. Thousands, hundreds of thousands of borrowers are

getting their credit Just as they always did.
Senator Kan. But there are hundreds of thousands of them that

are not; are there not ?
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Mr. Butous. I would not say hundreds of thousands of them; no.
Senator Kius Well, large groups.
Mr. Btmozess. There are some people who have difficulty in getting

credit. We have got a facility for them in Washington.
Senator Kai. What is itt
Mr. Bvxos. They come to the Small Business Administration, and

a good many of them are getting credit there.
entor Kn. Door how many of them have gotten credit there

Mr. Btmooas. We would be glad t put the figures in the record.
(Mr. Burgess later submitted the following for the record.)

In the fiscal year 1057, the Small Business Administration received 8.884 a0pplicatlons for loans, approved 8,36 loans and had 09 still pending as ofJune 80, 1957, In terms of dollars loans oF $159 million wore made during the
year,

Senator Kiss I know the number has more than doubled in the
last ear; Iknow that.

Yr. Bu oss. Well the interesting thing to me is that the increase
Is not larger, with all the talk about tight credit, because the door is
open there, and the fact that they do no come in in larger numbers is
an indication that most of them are being taken care ofback home.

Senator Kisa. Mr. Secretary, you ought to be back home. You
ought to be back home with some of those fellows who are trying to get
it. You would change your opinion of the degree to which they are
being taken care of.

According to their report, they went up 85 percent during the fiscal
year 1957 over 1956.

Mr. BuRorss. Which figure is that?
Senator I=. The Small Business Administration.
Mr. Busosze. This is the loans by the Small Business Adminis.

tration t
Senator KZM Yes
Of course, the small businesses were crowded out of the money

market because of high interest rates and tight credit, is that notri ht I19r. Busozs. The loans of the Small Business Administration went

up very much, but they had been very small before.
Senator XitL That is just the situation.
But I go back home and, tell the farmers that they can get credit

from the-Farm Housing Administration, the law says they can; and
they can if the have got Government bonds for collateral.

But iW theyeaye not, I want to tell you right now, there are not
many of them in Oklahoma getting it.

Would you say that the youn fellow starting in businew might be
one of those marginal borrowers

Mr. Busoiss. Well, I think a ood many of them are getting credit.
Now, I have not any survey of that, I have not any inside iiforma-

tion.
Senator KisR. But generally speakingI
Mr. Buxom. I think it is a] little more difficult for him than it was,

yef.
Senator Ka.s Another fairy story that you told the chairman yes-

terday was that the more interest you pay, the more taxes they pay.
You made that statamen. did you not I
Mr. Bl ous. No I did not make it quite that broadlyt Senator.
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Senator I=. You said the higher the interest rates are, the more
the Government collects in taxes.

Mr. Buso zs. I said that part of the increase in interest rates we
get back in taxes.

Senator Kz.u. Did you not try to assuage the chairman's feelings
yesterday about the high interest rates when you said, why, the more
we pay in interest, the more we get in taxes I

Is that not what you said I
Mr. BuRaoss. I said that was some return that we got from it, so

it was not a complete additional burden.
Senator K=. Have you lessened your ideas about the returns we

got from it, from yesterday?
Mr. Bunousa No.
Senator Kim. That is the way I understood your statement yes.

terday.
Mr. BURGOsa No.
Senator Kzua. I wonder if you would turn to one of your charts

which shows who owns these Government bonds.
Mr. Buaozss. This is in the little book.
Senator Knim. Which one of these charts is it?
I believe chart 4 shows the principal nonbank lenders, does it

not?
Mr. Bunozs. That is right; yes.
Senator K=Ra. You told us yesterday or the day before, the largest

single holder of Government securities, did you not ?
Mr. Bunozsm. The Government investment funds.
Senator Kma Yes. How much is that?
Mr. BuRoisa. $54 billion.
Senator Kri. How much ?
Mr. Brnms $54 billion.
Senator I=. How much taxes do they pay?
Mr. Busors. They do not paT a nickel but all their interest in.

come, of course, is accumulated in those government funds.
Senator Kzi. But I am talking about the tax income of the Gov-

ernment.
How much taxes does the Government collect on those $54 billion

worth of bonds?
Mr. Bmouss. Not anything directly, but as money is paid out, some

of it is taxed. Of course asTo the old-age and survivors insurance-
that is not a case They ao not get it back on that.

A certain amount of the payments go to people who pay taxes, like
Government life insurance.

Senator Kmm. You mean the holders of old-age and survivors life
insurance pay taxes on pensions?

Mr. Bmoss. No; they do not.
Senator Kzis. I do not think you can make a qualification to the

statement that the interest paid on bonds in the captive accounts Is
not taxable.

Mr. Buass. Well, it is very little of it, anyway.
Senator Ks. Very little of it.
Now, then, the largest nonbank lender, other than the trust funds,

is what I
Mr. Btmouss. Well, the individuals.
Senator K=s. I am talking about your chart on page 4
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Mr. Buaos. Ye.
My assistant says page 6 will give us the picture a little better. I

think he is right.
Senator Kn. All right.
Mr. BuRmaSS. Of course, commercial banks are larger holders, ac-

tually, than the Government investment accounts, Senator.
Senator KRni. That is true, but my question was as to the largest

nonbank holders.
Mr. BUoRGs. That is individuals, $66.6 billion.
Senator Krm. $66 billion.
Now, they pay taxes.
Mr. BuRGzss. Yes.
Senator K=. That is correct.
Mr. BuRoGss. That is right.
Senator KRm. What is the next largest groupI
Mr. Bunosss. The commercial banks.
Senator Icun. Now, they pay taxes.
Mr. Bmumss. That is right.
Senator Kmw. That is 66.6 billion and $59.4 billion, which makes

a total of $126 billion; does it not?
Mr. Buoaics. That is right.
Senator Kzrt. What is the next largest group ?
Mr. Bunos. The nonbank, which is a miscellaneous assortment.
Senator Kcrn. That is what I tried to get you to go to there on

page 4. Is that not it I
Mr. Buitoss. Yes.
Let us break that down on page 4. That is right.
Corporations are a very large item there
Senator Kzm. On page 4 ?
Mr. Bu oss. We have got to go to page 12 for that, Senator.
Senator KERR. Well, I will go to page 12 with you if you want to

go that way. We are coming back to page 4.
Mr. Bunozss. All right.
Corporations own-$19 billion.
Senator ICtiP. Corporations owned $19 billion ?
Mr. BuREms. Yes.
Senator Kim. They pay taxes, do they not ?
Mr. Bunoas. That is right.
Senator Kw. That is $126 billion and $19 billion; that is $145

billion.
Mr. Buozss. Yes. That is right.
Senator Kun. While you are on page 12 there, you get a group

that has got $10.8 billion, State and local governments.
Mr. BunoEss. That is right.
Senator Kmw. How much in Federal taxes do they pay ?
Mr. Bumos. Practically none.
Senator K. Well, "practically none." How near to none? Do

you know of any State or local government that pays Federal income

Mr. Bunos. Noo they do not.
Senator Kimiw. I do not believe they do.
Now, there is foreign and international with $7.7 billion. How

much of that do we setback in taxes ?
Mr. Btmozs. Wel, some of it, not all of it.

0O.-STt. k..0-4--
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Senator Kin. Very little of it I
Mr. Buoss. I would say a minor part of it.
Senator Kwz A minor part of it.
Mr. Buo=. Yes To the extent those are-
Senator Kma. Do we go back to page 4, or do you want to detour

we agin f
ME BuWoi. Well, page 8 is suggested as a good pate, Senator.
Senator Km Page 8. All righ4 I will go To page 8 with you.
Mr. Buao . Yes.
Senator K=. Which-
Mr. Buxas. The biggest is mutual savings banks, who do not pay

much in taxes.
Senator Kmn. The mutual savings banks. They do not pay any.

thing; do they vME Bu op. No; very little.
Senator Krim And the next biggest I
Mr. Bu-ou . And, of course, mutual savings banks, as they pay

interest to individuals, you get it there indirectly.
Senator K=n. But the mutual savings banks pay no taxes, do

theyf
Mr. BURoSS. Very little themselves; no.
Senator Km. The next biggest group there is what I
Mr. Buaoxes. Pension fund&
Senator K=. How much taxes do they pay I
Mr. Buuozss. No; they do not pay taxes directly.
Senator Kn. They do not pay.
The next largest group f
Mr. Butouss. Except, there again, as they make payments to

individuals.
Senator Kzmw. I understand.
Mr. Buozss. On the individuals, they catch it.
Senator Knit. I am talking about pension funds.
Mr. ButRws. I am talking about indirectly and directly, Senator,

so some of it you catch.
Senator KERR. What is the next largest group I
Mr. Buiois Life-insurance companies.
Senator KRR. How much taxes do they pay ?
Mr. BtRGess. Well, they have a formula, and they pay something,

not very big.
Senator KzRR. How much ?
Mr. Buitos. I cannot give you that figure. I can look it up and

put it in the record. It is not very big.
(The information referred to was later received for the record as

fol owe:)
It i estimated that life-insurance companies will receive about $200 million

of Interest on their holdings of Federal securities during the fiscal year 1968,
with an estimated Federal income tax liability of approximately $16 million on
those earnus

Senator Kzm It is practically nonexistent.
Mr. Buntoms. I would not say that. They agreed to a formula a

few years ag, and they pay some taxes, and it is not a very big figure.
Senator KiaR. We could not balance the budget very well on the

taxes they pay on the interest they get on Government bonds; could
wo!

782



FINANCIAL CONDITION OF TH[ UNftlD STATP83

Mr. Bumpsa. No; that is right.
Senator Kzu Next I
Mr. Bunoss. Fire, casualty, and marine do pay taxes.
Senator Kr. Fire, casualty, and marine, I think they do; yes.
Mr. Bmuzs. "Other," I do not know.
Senator KmR. But you and I together here can figure up more of

these Government bonds that are not taxed than we can that are;
can we not ?

Mr. BuRG s. Well, I have not added it up, but perhaps more of
them do not than do.

Federal Reserve, of course, 90 percent, you have already agreed
on thut one--

Senator Kzae. Well--
Mr. BuRowss (continuing). With your qualification.
Senator Km. With a qualification.
Mr. Buzorms. Yes; with your qualification. (Laughter.]
Senator Kmn. On the tax-exempt bonds that are in existence, there

are large quantities of them are there not ?
Mr. Bueouss. That is right.
Senator Kzi. And the interest on them has been going up, too;

has it not?
Mr. Bunozs. It certainly has.
Senator Km. We do not collect any taxes on them; do we?
Mr. BuRG ss. No.
Senator KRm. Do you know the amount of the tax-exempt bonds?
Mr. Buozss. We showed it in the chart, $50 billion.
Senator KFRR. Increased enormously, increased $5 billion a year.
So if you figure all of the bonds on which interest was paid, there

is a lot more of them not taxable than there are taxable; are there
not I

Senator BENNr. Mr. Chairman, just to clear the record up as we
are trying to follow the questioning, are there $50 billion worth of
Federal Government bonds tax exempt?

Senator KMR. No; but interest is paid on them.
Senator BENrm-r. Yes; States and municipals.
Senator KERR. And he said the more the interest, the more the taxes.

That does not apply if the interest on it is tax exempt; does it, Senator?
Senator BENwet. No; but I wanted the record to make sure. I

thought you were questioning the Secretary about the division among
the United States Government-

Senator KERR. No; I had left the category of United States Gov-
ernment bonds and gone to the category of tax-exempt bonds.

Senator BzNNirrr. That was not clear to the Senator from Utah.
Senator KERR. It was clear to the Secretary; was it not ?
Mr. BuRoGss. I think I followed you; yes.
Senator KUR. Yes. [Laughter.]
Let us go back just one moment to page 8 there. The distiTished

Senator from New Mexico has remind me of the fact, that Ibelieve
you and I should both recognize at this point, that the fire, casualty,
and marine insurance companies that own the $50.8 billion are on
a different tax formula than commercial banks and the individuals
and corporations; are they not ?

Mr. Bumses. *e1, there you have me. I am a little rusty. They
pay a good, substatial tax.

783



7184 WZAW OONTZN OF T UNITED BTATU

Senator K=. Would the Senator from New Mexico who is tamil.
iar with that, make a statement as to what the policy tere is!

Senator Aniznsowx. I think they pay on a formula basis of oper-
ations, not on the basis of Government bonds,

When I make up a tax return for my company, I do not put in a
nickel for Government earnings and bonds, except as reflectelin total
operations. I think that is correct.

Mr. Buitorss. Well, your income from investment is part of your
income, and that includes your interest on Government bonds.

Senator AmWmozi. Yes.
Mr. Bwuss. I used to be a director of one.
Senator ANwsoN. I do not object to the situation. I only pointed

out that it is a small portion of tie earnings you pay, a percentage
of the net operations which do not reflect directly the earnings on
Government-bonds. I take it back.

Senator Kxi.u. I want to thank the Senator from Now Mexico.
It just carries further a demonstration of the basis of my statement

that your observation that the more the interest, the more the taxes
is, a [east with some qualifications, what I would call a fairy tale

Mr. Btmous. I do not believe it is a fairy tale the way I used it,
Senator. I simply said that we get back part of the interest we pay
out. That certainly is true. I would not go any further than that.

Senator Kma. That is true.
If 2 trains started out, I of them going 50 miles an hour, and the

other one 40 miles an hour, how long do you think it would take that
second one to catch up with the first one I (Laughter.]

Mr. Bumosss. It would take it a long time, Senator.
Senator Kr.u. It would take a long time.
Has the Treasury made an estimate of how much of the $7 billion.

plus that will be paid out on the national debt this year will be re
captured in taxes ?

Mr. BuRo ss. The interest payments this year I
Senator Kzu. Ye&
Mr. Bumm. No; we have not attempted to make it, Senator.
Senator Kvmi. Is there someone in your Department that you could

have look in that?
Mr. Buous. Well, we will take a shot at most anything. We can

make a very rough estimate.
Senator Kmit. If you can make what you regard as a reasonably

atturate estimate, we would like to have it.
Mr. Bmwvss. All right. We will take a shot at it.
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(The information referod to is as follows:)
Metimate4 too liability arllng from interest paymeule on the public debt, fecll

year 1958

Inu elllo Lou doslaw

Publlo a T htld 4e0Vt

-U "A ...................... 400lil
Other seOW'iie ........ .......... 400 ..........

rutual vlnss ba nks ................ ....... 1

............. So ........... No t to
Nonfina iWtl mooxratlone. ............ 000 ....... Oa to d lom lovernu~al ........... ..... .................

MWlell ano lavttor's .............. ..................

TotlPqblky eld debt . ............ s 4,
Debt held bI F tserl ansv. -... 000 .......... N o )4
Debt hold by uJoverment tnvenlant sw.counts ................................... 1,6i00 is am ............ ... ........ ...........0011015.. .... 1,W 1,000 ...=

TOWl ................................ 7,1300 1,00 5,400 ............ $'11

'0 percent of net emlnp as retuned to 'he Treasury* DIlret taz Ilablity only: .llxcludos tea liability of Indllvlduals eo Interet ad dividend mteow., resitved
rn savings ustitutions end corpmtlons wbih pows out of interest payments on the debt.

Bource: Oofc of te Seerstary of the Tary, Aug. , 157.

Senator Kzu. There is another, one more, fairy story that you told
us yesterday, and that was that high interest rates are not inflationary,
but I am going to get to that a little further along in this discourse.

Now I want to go into a part of the amazing record of your own
personal development into a groat fiscal expert, not with any disre-
spect or anything other than the highest respect, but in order that
tle record may show what I believe to be the history of the making
of the attitude and philosophy which you have had in the job you
occupy.

In November 1952 the Wall Street Journal (November 22, 1952)
interviewed a person that they referred to as a close associate of the
new Secretary of the Treasury, and reported that that person gave
them the following statement:

On the national debt be will gt the beat banking brains to tell him what is
best. He Is not glonl to make any decisions blmsel.

After that, he picked you as his Deputy in charge of debt manage.
mont and monetary affairs, and you have had that job since January
1958, part of that time with benefit of portfolio, and part of that time
without benefit of portfolio.

Mr. Bunss. That is right.
Senator Km. I am interested in finding out something about your

previous experience in the field of debt management and monetary
affairs, and I want to tell you that I spent quite a little time-.--.

Mr. Bmu s I am greatly complimented, Senator.
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Senator Jnan (continuing). In looking this up, and I want to tell
you I was amazed at what found.

In 1920 you joined the Now York Federal Reserve Bank as statis.
tician and editor of the Monthly Review of Business and Credit
Conditions.

If I err, you stop me.
Mr. Burnow. All right.
Senator Kvm. In 1923 you became Assitant Federal Reserve agent

and manager of the reports department of the New York Federal
Reserve. In this capacity you were the Chairman's assistant.

It 1930 you were elevated to the post of Deputy Governor of the
New York Federal Reserve Bank.

In 1986, following the passage of the amendments to the Banking
Act, formalizing the Reserve'sOpen Market Committee, you became
the first manager of the Federal open market account, a position which,
as I understand it, under the law, is always held by the vice president
of the Federal Reserve Bank of New York; Is that correct?

Mr. Bunaozs. That is right.
Senator KmR. You served in this position until 1988, when you left

to join the National City Bank of Now York as vice chairman of the
board.

In September 1939 when, as a consequence of the outbreak of the
war in Europe, a severe slump hit the United States bond market,
you were among a group of six bankers called to Washington by Sec-
retary Morgenthau for advice#

Mr. BVUor.s. They were not all bankers. There was Walter Stew-
art, who was a college professor.

Senator Kzim. I understood he had a group, including six bankers
and some others. That is not correctI

Mr. Buiotss. No; there were 3 bankers and 3 others.
Senator KZRR. Three bankers and three nonbankerst
Mr. Bumsa. That is right.
Senator Kri.m But you were one of the group I
Mr. Buaoss. That is right.
Senator Km. In 1940 you were elected chairman of the economic

policy commission of the American Bankers Association ?
Mr. Bunoms. That is right.
Senator Krm. In 1940 and 1941 you were president of the New

York State Bankers Association?
Mr. Btozss. That is right.
Senator KUR. In 1942 you were a member of a bankers advisory

group called to Washington by Secretary Morgenthau to make re-
oinendations as to the type of issues the Trisury should sell to
finance the war.

You served as chairman of the American Bankers economic policy
commission during most of the war.

In 1944 you were elected president of the American Bankers As.
sociation, and served through 1945.

Mr. Buaous. There is, perhaps, a miss there or a skip, that in the
third and fourth war loan, I was charman of the finance committee
for New York State handling the third and fourth war loan financing.

Senator Km. But that waS in addition to these others I
Mr. Bnozus. That is right.
Senator Knit. Yes.
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You were the chief representative of the American Bankers Asso-
ciation representing them In negotiating modifications of the Bret-
ton Woods proposals?

Mr. Buiozw. That is right.
Senator Km. In 1946 you were renamed chairman of the Ameri.

can Bankers Association economic policy commission.
In that same year you helped establish the Committee on Public

Debt Policy andecame its chairman I
Mr. BURoss. That is right.
Senator Km. In addition, you were named chairman of the com-

mittee on monetary relations of the International Chamber of Com.
merce by its president, who was Winthrop Aldrich, then chairman
of the board of the Chase National Bank.

In 1946 you were also 1 of the 6 bankers invited to Germany to
study the financial conditions there.

In 1947 you became a member of the Federal Advisory Council to
the Federal Reserve Board, representing the Second Federal Reserve
District, and at a litter time, I want to go into that with you. So I
understand it, in addition to the fact that the directors of these 12
Federal Reserve banks are elected by the commercial banks or ape
pointed by the Board of Governors here, the Federal Reserve Boaid
also has a Federal Advisory Council-

Mr. Buno~zs. That is right, except that the six who visited Ger-
many were not just bankers; they were mostly businessmen.

Senator Km (continuing). Consisting of representatives of com.
mercial banks.

Mr. BURoDsS. That.is right.
Senator KztR. During 1946, 1947, and 1948 you also supervised the

p publication and distribution of a series of seven pamplets by the
Committee on Public Debt Policy dealing with the management of
the public debtI

Mr. BuRozss. That is right.
Senator KZRR. In November 1952, following the presidential elec-

tions and the selection of Secretary of the Treasury Humphrey, he
named you as his Deputy in ctrge of debt management and monetary
affairs.

I have read this impressive record of yours in order to show that
you have not only spent a lifetime in the banking business, that you
are not only a banker but also a banker's banker; and I say that with
the utmost respect or your personal honesty and frankness and
ability, but also'because Ibelieve it is true.

Now, in the light of your vast experience with the Federal Reserve
Bank of New York and the fiscal and monetary structure of this coun-
try, I would like to ask you a few questions.

Do you remember the disastrous collapse of farm prices in 1920
and 1921?

Mr. Bunoies. I do.
Senator Km. Was the Federal Reserve Bank of New York re-

sponsible for the discount rate increase in 1920, which was followed
by the collapse of farm prices that year ?

Mr. BuRoza. I did not go with the bank until December 190.
1 was not with the bank at that time. They were partly responsible
for the increase in the discount rate. They were not responsible for
the drop in farm prices
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Senator KaRn. Those of us who believe that the drop in farm prices
was related to the increase in that rediscount rate might differ with
you.

Mr. Bmouss. Of course; certainly.
Senator KRR. And you would recognize our privilege in doing so.
Mr. Butous. Yes; certainly.
May I add, of course, in thatcase also the discount rate increase was

approved by the Federal Reserve Board, which was chaired by the
then Secretary of the Treasury.

Senator Kwt. Yes#
Mr. B toss And so, as you siy they had the ultimat.---
Senator Knit. They had the ultimate decision.
Mr. Buwias, Yes; decision.
Senator Knit. But that one was Initiated by the Federal reserve

bank in New York.
Mr. ltmona. That one I am not sure whether they tarted it or

whether the System as a whiole--the System as a whole, of course, had
discussed it for a Iong time.

Senator KURR. Bu they were the bellwether.
Mr. Btmowo.. It was a System action.
Senator Knt. They were the ones who started it.
Mr. Bulsoss. Yes-well, I am not quite sure of that.
Senator KnRR. Well somebody always has to start it. It was not

started by the Federal Reserve bank in Kansas City; was it ?
Mr. Bun &s. It may have been. As I say, I was not with the System

at that time.
Senator KE.RR My impression is that it was started with the Federal

Reserve Bank of New York.
Mr. Butows. I cannot say.
Senator Kum Would you check and see if that is inaccurate?
Mr. Buawss. I do not know whether there is any way of checking

that. We will take a look at the record and se if there is any indica-
tion.

(Mr. Burgess later submitted the following:)
(The Federal Reserve banks of New York, Ohicago, and Minneapolis raised

the discount rate frotu 6 percent to 7 percent on June 1, 1920, followed by Boston
on June 4.)

Senator Kvm All right. We will both do that.
Mr. Bueawss. All right; good.
Senator Kvft You are aware that subsequent to the 1920-21 reces-

sion we had the very severe depression of 1929, 1980, and 19811
Mr. Bxu s. That is right.
Senator Ks. What share of responsibility do you think that the

New York banks and the Federal Rserve Bank of New York had in
connection with the speculative excesses in the securities market in
the late 90's which preceded the 1929 collapse

Mr. Bu &oss Well, all I can say is that the New York Federal Re.
serve Bank was conscious of the problem and did its utmost to bring
a check to that.

Senator Kn. What did they doI
Mr. Bums . Well, they raisid the discount rate for one thing.
Senator Kiss. To what
Mr. Bvwuo . The discount rate finally went to8 percent in the

summer of 19M9.
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Senator Kum. Now, I looked that up quite carefully, and I would
b ,lad to know that it wont to 6 percent. 'lhe best I could find was

Mr. Bunoxes. We will check that.
Senator Km. Please do.
Mr. Buorsm. M, recollection is it was 0. They repeatedly tried to

raise the rate earlier than that, and were repeatedly denied by the
Federal Reserve Hoard in Washington.

Senator Km1. Well, now, wha rate of interest were the banks
charging for demand loans in 1029?

Mr. 13vaum. Well, it got up as high as 20 percent and more. It
ranged till the way front 6, 8, 10 percent, The rate was high.

Senator Krim. It got as high as 25 percent, did it not#
Mr. JBviu?. I think it did; yes sir.
Senator Kxu. Although the rediscount rate by the New York Fed-

eral Reserve Bank was never above 0 percent ?
Mr. luvnors. That Is right.
Senator KRza. And I think it was never above 5.10, but you are

going to chock that for me.
Mr. hlvor. Yes.

(Mr. Burgess later submitted the following:)
(The Now York Federal Iteoorve Bank discount rate was 0 percent from

August 0 to Novemiber I, 1W09.)
Senator IFjw. Do you think the governor of the New York Federal

Jteserve Bank was unduly influenced by President Mitchell of the
National City Bank of Now York in failing to move more vigorously
to stem that stock market swing I

Mr. BJutows. I do not. ie7 was in complete opposition to Mr.
Mitchell's position.

Senator KR., But Mr. Mitchell's position prevailed ?
Mr. Buious. No. On the contrary, the opinion of the bank pre-

vailed in their repeated efforts to got control of this thing.
Senator KrI=. My understanding was, based on some know.
Mdir. Buios. Yes.

Senator K=RR. That had it not been for Mr. Mitchell that redis-
count rate would have been much more drastically increased.

Mr. Buaorss. Well, I am sorry, Senator, but on that you are wrong.
I was therm

Senator KERR. All right. I am glad to have it. I am glad to have
your statement on that; and in that regard I am ready to recognize
that you were. That is like Sam Jones was about his religion when
they asked him how he know he had it, he said he was there when he
got it, IAughter.

ot At you yer that Tyou were thee,-
Mr. Bumus. That is right.
Senator Km. It is a fact that the boom went until it busted; did'

it not I
Mr. Bmuozss That is right. It went too far.
Senator Kzm During ge latter half of the 19M's, you were the

titular assistant to the president of the Federal Reserve Bank of New
York?

Mr.B . 1920?
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Senator KX". Your title wa msitant to the president of the Fed-
oral Reserve Bank of New York.

Mr. Bunow. No, I never had that title.
Senator Kalti. 1 thought you wers the vice president of the bank I
Mr. ilusome, I thouklit you said may title was assistant to the

president.
I was deputy governor of the bank li 130. 1 was made deputy

govortor ln charge of o)en market operations.
etnator Kr, -But wer you noot--

Mr. lImirAw, lefore that I wtsa nsmistlant Federal Iteworve agent,
which was a technical fob oncernilif the handling of a great many
different baking details that cante t rough,

Senator Kswt" I see
Mr. Buutom,. I was assistant to the Federal Reserve agent who also

was the chaitnian of the boar l, but I never was assistat to the presi.
dent.

Senator KX it, You never weor assistant to the president?
Mr. Bumuuums. Of course, whon you beconie deputy governor you

belonle, in effect, euch.
Senator KARvR. You became such t
Mr. Ibu1w ,m. it was in 1030 that I shifted over from the chairman's

office to the ptsident's office.
Senator Kir. In 1902 you did write a book-
Mr. HvRuw. Yes, sir.
Senator KXxttA. Entitled "The Reserve Hanks and the Money

Market," and it was published by httrper lhrs., a jlublishing firm in
New Yorkt

Mr. Butows. That is correct. Guilty in the first degree.[LAiighter,]_Senator Kt. Prof. IL Parker Willis of Columbia, do you re-

member him I
Mr, utow. I remember him very well.
Senator Kis. As I recall lie was an adviser to Carter Glass and

others here at the time the federal Reserve Act was drafted I
Mr. Buoiss. That is right.
Senator Ktist. lie wrote a review of your book in the Political

Science Quarterly of December 1928. Io you remember that?
Mr. Buanes. No, I do not. I have no doubt he did, though.
Senator Kut. I want to quote something that he said:
Tb. book might well be called The Federal Reserve Bank of New York and

the Lofl Money Market,
Now, the title you gave it was "The Reserve Banks and the Money

Market"
Further, he said:
it Is not la ma true sens an account of the Reserve banks, as the title

Indeatec It Is a defense and explanation of the conduct of the Federal Reserve
Disk of New York, especially within recent yeare

I am not putting my stamp of official approval on the accuracy of
this statement. I am just reading what this gentleman said.

Mr. =ms Right.
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Senator Krim (continuing):
Of the many points at which serious question must be raised with Mr. Burless
as to tact or inference, space permits no account, Nuflkte It to say-
tlaughter]
that the book Is an advocate's brief In defense of policies which should have
unbiased examination.

As I said a while ago, I am not in position to say whether Professor
Willis was justified in what hie aid or not.

However, one aspect of hi criticism of your position did interest
me because it sons to met that we are moving in pretty much the
same direction today

For example, Pro essor Willis stressed the point that the dominance
of the New York Federal Reserve Bank and the New York money
market, in channeling the sjare funds of the country, was not contem-
plated under the orIg*al Fedoeral Reserve Act, but that this had de-
veloped during the t sventies, largely by reason of the aggressive
policies of tile governor of the New York Federal Reserve iank.

Now, the professor also complaiIed that, having arrogated to Itself
this power, the New York Federal Reserve fank disclaimed any re-
s)onsibility for the manner in which the New York banks employed
the Nation spare funds. And certainly you know that a Jare part
of those f unas helped to feed the unhealthy or uncontrolled seck
market boom which culminated in the collalpe of 1929.

Is it not a kact that the policy of the Federal Reserve in the twenties
of quantitative rather than qualitative controls made it imposible to
prevent the misuse of credit, which led to the collapse of 19 I

I would like for you to think about that and comment on it.
Mr. Btyoxas. Were you quoting Mr. Willis at that point?
Senator Krm. No; I am asking you a question about at.
Mr. Bvnoes. That is an old old question.
Senator Kim. Then it should not take you by surprise.
Mr. Buviwws. No, it does not take me by surprise at all.
I think there is a certain amount of truth in it.
We have now on the books, as a remlt of the experience of that

time, certain types of qualitative control, not very much but a little.
The Reserve System has one type of qualitative control, and that is

the control of margin uirements on security operations.
That was a thoroughly desirable change, and if we had had that in

effect in 1929, the story might have been bitter.Senator Kia. I think it .woud, but that would not have changed
the fact that, having determined the quantity of credit that was to be
available, there.was no control placed on where that credit flowed and
where it was principally used.

Even had there ben margin requirements, with the situation exist-
ing where the New York banks were geing ai high as 25 percent
interest on demand loans with stock as collat they could not have
financed them if it had not been for theacthat such ala partof
the available credit flowed to that outlet, and there found ahigh
iterest rate and that h Ih profit for its use.Mr.~ ~ BuoL el, ktrn it we had had the marai .rugiRM U
at that time, that it would have restrictd that ase of reit a Vt4
deal
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Senator Kwui It would have restricted it
Mr. Bunions. Ye&
Senator Ksma But It would not have prevented the low of a large

portion of it to that outlet.
Mr. Busm. I think It would, Senator; I think It would have.
Senator Kn. The margin requirements I
Mr. Buzom. I think It would have boon very effective'
Senator Ksut The only way it would have ien restricted, It would

have been by the amountit rduoed the quantity. ,
Mr. Buwom, It would have reduced the quantity flow into that

Senator Cm. Yes. But it would not have controlled the outlet
that It was to be channeled into.

Mr. Buv=. I do not quite see your distinction there I think It
would have,

Senator KnR. The only reason that would have caused any of
it to flow anywhere elso would be because there was not enough
demand there on the basis of borrowers being able to meet the margin
ruirement&

Mr. Buxoms. Wall, that is avery Important restriction. For ex-
ample, margin requirements now are 70 percent.

Senator Ksmm. It Is a very important restriction, but it does not go
beyond the effect of its own specifications.

Mr. Buno . Of course, there was not, at that time; that was the
main abuse.

Senator K=R. Was there any other market in the world that would
pay a bank 20 percent for demand money than those borrowing for
stock speculation or for stock purchases I

Mr. IBunous. Honestly, I cannot answer that. There had been
rates as high as that.

Senator Kni= But at that time I
Mr. Bus wss. At that time we were I think about the highest.
Senator KnL And if borrowers had had the margi require-

ments-
Mr. Bumss. But they did not.
Senator Kms. I said had they had
Mr. Bu-soss. Yet
Senator K=s And still would have paid that interest rate on it,

the way it was handled without restriction as to where It would be, that magnet would still have drawn it there, would it not?
Mr. Bvnozms No. I think this would have ricted that flow

of funds. I I
I may say we tried to get some restrictions on that in 1928
.I made personally a very big try to get the New York Clearing.

house to put a fee on the funds that out-of-town corporations and
others were putting into the market

Senator Kna Aecording to Professor Willis heM, the theme of
the book you wrote iot 1927 a defense of the policy of qUantta-tiv*oontrol. "

Mr. Brans. Well, may I say, M. senator that Mr. Wilis did
not like us and we did not like him. This wa-y ou do no

Senator Knx. And I do like you, and w4d6 ike eachl oAi.i
Mr. DBinoxss. That Is right.
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Senator Kina But that does not keep me from asking you whether
or not that it the theme of your book.

Mr. Bunows. I just wanted to say that wa a thoroughly biased
review, written by a based man.

Senator Kiasi And that the book was entirely unbiased I
Mr Btmos. I think the book was written very objectively, and

you can read it yourself if you want to any time.,
Senator Kus. Now, is It not a fact that the reliance in the twen.

ties was primarily on the Federal Reserve and general monetary con-
trols for wonomio stability I

Mr. Bumou=. Well, we had also fiscal policy that waM retiring
debt. a billion dollars of debt every year, which was a help towardstabilitysa r Knm. Yes That was a fiscal policy of the Government,

but insofar as general monetary controls and credit controls, we were
relying.primaily on the Federal Reserve System, in the twenties

Mr. vius=. Yes. I think that Is fair to say.
Senator Kxn. And is it not a fact that during that period prices

remained relatively stable?
Mr. Bumnoss. Commodity prices, as such, were fairly stable.

Prices of real estate were ring.
Senator Kim. Yes.
Mr. Iumonus. Prices of scuritles-.
Senator Km. Yes.
Mr. l vRaEns. We computed that at the bank at that time--
Senator Knut. Yes.
Mr. Bvua sw. An index of the general price level, taking into ac-

count all kinds of prices, and that was ong up.
Senator KRR.. -ut the general price level, aside from those as-

captions you have named, remained relatively stable ?
Mr. Bintoas. No. I say the general price level, as we computedit, was rising.Senator IKERi. lut in order to get the rise you had to put into it

the increase in stock prico" and real state. _ .
Mr. Buoxss. Of course, because that is part of the price level.
Senator Krm. I am talking about the purchase o things that

consumers bought.
Mr. Bu ows. If you are thinking of the price level as a ide to

credit policy, we believed tJere was an inflation at that time, a though
commodity prices were not showing an increase, and the policies of
the System were directed toward fighting inflation.

Senator Kirm. Well, now, it is a fact, Mr. Secretary, that we fol-
lowed the same principles in 1920 with reference to monetary poli-
cies and credit control that we are following today, generally

M~r. Nuns. No. I think we have got more weapons, more arrows
to shoot from our bow now.

Senator Kiz. But insofar as the available amount of credit, you
told me the Federal Reserve Board determines itI

Mr. Buomms. No; I never said that, Mr. Senatqr. I a'ever said
that.

Senator Kn.. Let us go back now. I thought we had rsoed
thl" bridgre,
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We did not agree on how many people participated in the control.
Mr. Buio0ss. But you said Federal Reserve Board. You meant

Federal Reserve System.
Senator Km. System.
Mr. BURGEs. Al right.
I put my qualification about demand on that, too.
Senator K. Yes.
But in the main, they control it now just like they did in 1920

and in 19291
Mr. BuRGzss. Well, I hope they are a little smarter.
Senator Km. But the difference would be in the policy, not in

the power I
Mr. BuRoEss. The main structure of the System has remained as it

passed the Congress in 1018.
Senator Knut. Yes.
Mr. BuRGEs. The main structure of the System.
Senator KERR. If those monetary control policies did not keep us

out of trouble then, is it sound national policy to depend on those
same policies today?

Mr. BuREoss. Well, Senator, just what else are you going to de-
pend on I

Senator KURi. That is not what I asked you.
I think I have got the answer to that, but then I am asking you.
Mr. BuRGzss. f think they are one of the elements on whch we

should rely, and which we should use, but I say only one.
We have got to have fiscal policy and I do not believe this country

can lean back and business and State and local governments and
everybody else do just what they please, and say, "Well the Federal
Reserve will take care of us, and we won't get into trouble."

I do not believe there is any economic law that works that way.
Senator KzERR. You have conclusively proved by your own state-

ments here and by your own recollection of the record that high inter-
est rates did not check the boom and bust at the time.

Mr. Buozss. I have not proved anythi of the sort.
Sir, I believe in both cases the final tightening of the discount

rate was the final thing that checked some of these excessive booms.
There is no doubt about it, in 1920 the commodity price inflation was
terrific.

Senator Kmi. When was that?
Mr. Bunoes. In 1920.
Senator KXm. Yes
Mr. BuRozes. 1920.
Senator Kim. Yes.
Mr. Buitozes. And it should have been stopped sooner.
The only weapon we had, as you say, to deal with it, was the Fed.

eral Reserve action.
Senator Kmz I did not say that was the only weapon we had to

deal with it,
Mr. Bmuto . It was late.
Senator Kzm I said in my judgment it was the action of the

Federal Reserve Bank In hiking the rediscount rate that brought
about the collapse of farm price.

Mr. Buaozs. It finally checked the upward rise. If it had been
checked woner you would have had less oolapm
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Senator Km. Then, am I to infer from your statement, that you
think we should depend on monetary policies, and that the are to
operate it in such a way that when they cannot check it any other way
they will bring about a collapse.

Mr. Btmozus. No. I very distinctly indicated I do not think you
should rely only on monetary policies. You have got to have fisal
policies, and the people have got to exercise a little commonsense
themselves in order to make these things work.

Senator KzRJ. But that is what happened then; was it not? The
Federal Reserve Board had the same power then that they have now.
They exercised it according to their judgment and discretion, as they
have been doing the last 5 years.

Interest rates rose sharply prior to 1929, just as they have risen
sharply in the last 18 months.

Then when they put the brakes on, the car turned over; did it not I
Mr. 1Buiuos. They were too late in both cases, too late. They had

gone so far by the time the brakes were put on that there was a col-lapse. .
Senator Kbm You came to Washington in 1989 to advise the Sec-

retary of the Treasury in connection with the problems of debt man-
agement during the defense emergency I

Mr. Buuozes. That is right.
Senator Kz. What recommendations did you make to him ?
Mr. Busoms. Well, I would have to think about that a little bit.
We were only here about 6 weeks. At that time I am quite sure,

when the European War had just started that we were preparing
here for what we would do if we got involved in the war, and that
did not eventuate so we did not actually do very much.

Senator KERR. Then you came back in 1942 when Secretary Morgen-
thau called you as a member of the Bankers Advisory Committee to
make recommendations with respect to the types of securities that the
Treasury should issue with respect to the war I

Mr. B uitozs. Let us clear up this record just a little bit, Mr.
Senator. I began advising the Treasury on the security issues in
1980.

I was the officer in the New York Federal Reserve Bank whose
responsibility it was to handle the Open Market Account, and to
handle the Treasury account and to advise the Secretary of the
Treasury on security issues, and I did that for 8 years under several
administrations.

I advised Mr. Mellon, Ogden Mills, Mr. Woodin, and Mr. Morgen-
thau on their security operations for a period of 8 years. I was inti.
mately connected with it.

When I went over to the National City Bank, Mr. Morgenthau
asked me to continue to advise him from time to time.

There were a group of us who would come down, very informally.
What you mention in 194k was a more formal appointment of an

advisory committee. But I had been advising the Treasury in one
way or another ever since 1980, and my advice has been pretty con-
sistent through that period. It is very much the same as I have out-
lined in the statement to you.

Senator Kmi. Well I did not know that in your statement to us
you said that you had advised those boys back in the 80's.
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Mr. -Buxom. No; I did not. I say the kind of policies we tried
to----

Senator Km. What was your position with erd to the so-cllednonmarketable tap securities, as ? understand it, th Federal Reserve
Board recommended at that time I

Mr. BuRGws. I was opposed to that.
Senator Kza. You were opposed to that ?
Mr. Bunors. What was that ?
Senator K. You were opposed to that I
Mr. Buxoas. I was not opposed to the amount that was put out,

but I was opposed to changing the national debt into a demand debt.
You see, in effect, that tap obligation would have changed a large

mass of our debt into a demand debt.
Senator Kzv. Well, now, only the short-term securities issued

under it, the lona-term part of it would not have been a demandobligafftion, would-It ?err. Buaou. That was one of the proposals, Senator.

Senator Kzm I say that was their recommendation.
Mr. Busois. Yes; that was their recommendation.
Senator Kam. And you opposed it ?
Mr. Bunous. Yes, sir.
Senator Kam. And it was not adopted ?
Mr. BuRnes. It was not adopted; whether for that reason or not,

I do not know.
Senator Kmm. And the commercial banks would not have been

eligible as buyers of that, as I recall ?
Mr. BuRons. They did not want it.
Senator Kiss I understand that, but they would not have been6ligible,
Cr. BUMM It was a long-term bond. There were plenty for

them to buy. There were plenty of bonds eligible.
Senator Kza. Let me ask you this: Did you make any proposals for

the financing of the war, management of the debt during the war-
Mr. Buoz. Yes.
Senator Kma (continuing). Different from what they actually did ?
Mr. BuRoes. Ye& I thought they would have done better to have

financed the war at a somew at higher interest rate. I think they
were right in pegging the rate at the beginning of the war and carry-
ing through with a constant rate. But they would have done better
tohave a higher rate, because the 2 percent rate was so low that the
buyers of the bonds were all ready to shuffle them off at the earliest
opportunity.

Senator Kw. But aside from the interest rate did you make rec.
owmendations different from the policies followed yua

Mr. BuRos. Well, not in the broad policies. I sat in on the de-
cisions as to the broad goup of securities that would be offered, and we
were always in complFeto ament., We. were all united in trying
to finance the war in the best way.

Senator Kz. I think that is right., I am just trying to getlinto
this record-

Mr. Buas. Yes, all right.
Senator Km (continuing). Your contribution to It. -
Mr. Bunoas. All Pighto.
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Senator Kmn. But you did recommend that they issue them at a
higher est ra and peg them at a higher interest rates I

Mr. BUywGm. Yes. We had to during the war. Once the decisionwas made about rates, we all went along, because we had to.
Snato Km. You were not against the Federal Reserve pegging

the bonds; you were just against them pegging them at that low rate,
Mr. BuRoess. I was-in a war you have to peg them. In a war you

have no choice.
Senator Kzu. Then you were not against, It t?
Mr. Brmrs. The mistake was in carrying that forward too long

after the war.
Senator K=R- As of that time-.
Mr. BmuR&. I was not against it.
Senator Kua (continuing). You were not against it.
Mir. Buo_.. I was not against it.
Senator REM As I poinged out earlier, you served as vice presi-

dent to the Federal Reserve bank immediately prior to your joining
the National City Bank.

In that capacity, I believe that you were not only the manager butthe first manager of the Federal open market account, responsible for
carrying on the policy of the Federal Open Market Committee.

Mr. Btmorss. Well, I was the first one holding that title4* The
operation had been going on, of course, ever since the System was
started. There had To bI somebody who ran the account.

Now, when they started off, at first each Federal Reserve bank ran
its own account, talking with each other.

About the middle twenties they developed a single System account.
In 19,28, as a matter of fact, they began working on it, and the hadan informal committee. But the change was formalixed in 19w, andthen in the Banking Act of 1985 it set the thing up in still more formal

Shmator K ua. But did not change it in principle a great deal ?

Mr. Buasms. No, no; except thaf the important change there wasthat the System acted as a system instead of each Federal ReserveBank actig' separately, and tat was a very important change.
Senator Kmi. You, for all intents and pur , had be doing

that bminning at the time you took the position as manager of itt
3(r W~~xo& ,That 'is right.

Senator Km. Tell the committee the nature of that job.
Ur. BvRo"S. Well, the job was to-one of the parts of the job wasjust exactly what I hive been doing lately, was t.try to recommend

tthe Treasury what types and what rates of securities you would have
to issue from time to time to refund your debt or to raise cash.

Senator xa. Well, now, that was one of your responsibiliti-es
Mr. Btmou .That was one.
Senator Km (continuing) As a staff member down hem,, ButIsofxr as the operation of.tat fund was oonoened, did you engage

in buyilgandselling securities I
o. .gh. .Ex lty Yes. I aw the dealers every day, and.bought and sold, sctmitiaL ••

.S W~orK or the Federa Reserve account?
AR u W irg; and for the Treasury aooount ,

Seatru$.And or mthe aswounit. k'
Mr. Buouss. That is right.

SS8-4T-.p. $--to
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Senator KAu. Did then and do now the actions of that committee
affect the Government securities market?

Mr. Buss. Certainly.
Senator Kn. How?
Mr. Buoz. Well, If they are buyers it tends to make the market

go up. If they are sellers--
Senator Kmh. You mean, the value of the securities?
Mr. Busozes. That is right; the prices.
Senator KmR. Yes. And if they decide to sell
Mr. Bunza. If they are sellers, the market tends to go down.

Now, those are tendencies.
Senator Krm. How do those actions affect interest rates ?
Mr. Bun zes. Well, they tend to push interest rates up or down,

but they are only one factor in the market. I want to make that
clear. The demand for money from other sources is a major factor
in this whole thing, of course.

Senator Kum. Well, now, the Federal Reserve Board does not have
to depend on anybody else to furnish it the money it wants to buy
bondi with, does it?

Mr. Buaous. Well, no. They can use their own power of creating
credit.

Senator KIWI. Yes.
Mr. Buuoes. But they do that on their peril because it is an enor-

mous influence on the situation.
Senator KmR. An enormous influence.
Mr. Bumoixss. That is right; I agre.
Senator Kian. What is the relationship between that trading desk

and the dealers, generally, in Government securities ?
Mr. Buaors.-Well, you are in constant touch with them. You

are buying and selling from them. You are getting----
Senator Kxn. Buying from them or selling to them ?
Mr. Buaous. You are getting information from them. They are

your pricipal source of information. They have their wires through-
out the country.

Senator Kzu. Does it happen that they ever get information from
the fellow operating the desk r"

Mr. Bu o ss. That, of course, Is where you have to exercise very
great discretion. That is the sensitive nature of that job.

Senator Kr. Very sensitiveI
Mr. BuRous. Yes.
Senator Ktim. Is it not a fact that the operation of that com-

mittee, togther with the operations of the Federal Reserve Board,
and decisions of the Federia Reserve Board, with reference to re-
serve requirements and the rediscount rate, have practically unlim-
ited power over the Nation's financial markets ?

Mr. Bmuoss. I would not say unlimited.
Now, allow me my qualification there. They have great power,

Senator, but it is not unlimted.
Senator Kom. But it is tremendous, is it not ?
Mr. Bmuox. Of course, their whole attitude from the beginning

has been that which I have stated so often in this colloquy, that the
more they can allow the natural forces to operate, forces of supply
and demand, the better off we are.
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Senator Kzrn. Mr. Burgess, you have made that statement het
and---

Mr. Bumiss. Yes
Senator Kun (continuing). And I just cannot believe, I just oan.

not believe that you are serious-
Mr. Buzss. I am.
Senator KEPR (continuing). In a conviction that a creature which

provides and fixes the supply-
Mr. BGmEo. No.
Senator KxuR (continuing). Is subject to the law of supply when

they are charged under the law with determining the supply.
Mr. BuRtous. No.
Now, there I have never gone with you on that. We have said

that the-
Senator KERR. You said they had power to create the credit.
Mr. BuResse. The credit is this additional amount, the marginal

amount.
Senator KERR. Did you not say they had the power to buy Gov-

ernment bonds and issue credit for them I
Mr. Btmorss. I did, but that is not the country's whole supply of

credit, Senator. The major part of the business of this country is
done by some people saving money and making it available for other
people to use.

Senator Kmpu. Let us talk about that a minute.
Mr. Bunous. That is the major job.
Senator KEiR. What is money I
Mr. BuRoza. It is a medium of exchange. What it represents is

the human labor and ingenuity of---.
Senator K=aR. I am not talking about what it represents. What is

money?
Mr. Bunu 1o. It is the medium of exchange we use.
Senator Kw. What is the medium of exchange?
Mr. Bunoses. Dollars.
Senator Km. Have you got one?
Mr. Buons. I have not got a silver dollar. If I had one I would

not take a chance on producing it.
Senator KUR. I will take a chance.
Mr. Bunoris. Have you got a quarter?
Senator KmI All right. What is money I Let us just get that into

the record. What is money?
Mr. ButoRss. Well, it is-what?
Senator Kim. What does it consist of ?
Mr. Bmaus It is a mechanism of exchange.
Senator Knai. What does it consist of, pencils, peanuts, cotton,

corn, wheat, or is it coined metal and currency ?
Mr. Bm m. Well, of course it could be commodities. It could be

shells.
Senator Kum. But is it ?
Mr. Bnoums. It is something created by the Government to furnish

a medium of exchange among tVepeople.
Senator Krn Well, has this Government created it I
Mr. Bunozes. Yes.
Senator Kan. What is it it has created ?
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Mr. Bvwos. It has created paper money and silver currency. Ii
the old days it used to be gold.

Senator Kita. Yes. Paper money and silver ooins and copper
ooinsI

Mr. Bumps. That is ri ht, yes, and nioke"s.
Senator Ksmu And nioffeis.
Now technically that is our money supply; is it notI
Mr. bmwsU. That is right-as far as currency is concerned.
Senator Ki. How much is there of it I
Mr. Bums. Outstanding in tls country, about $28 billion.
Senator Kis. How much of demand deposits in eonmnercial banks,building and loan associations, mutual savig banks?
Mr. Bau . Tie demand deposits are$ 0 billion. The currency

outside ite banks Is $8 billion; time deposits are $85 billion. That
is a little different animal.

We do not usually count that as money, because it does not move
as rapidly.

Senator Kim What I want to know is how much are the deposits
of all kinds in all our savings institutions with reference to which
there is some kind of an insurance or guaranty by this Governmentl

Mr. Busas. Well, of course, the isurane or guaranty only re-
lates to a part of the deposit&

Senator Kiss. I know it only represents up to a certain amount.
Mr. Bmuis. But you want the whole busmie" I
Senator Kiss I want the whole amount.
Mr. Buiouss. The whole business the deposits, and the currency,

amount to $218 billion.
Senator KM. $218 billion.
Mr. Bumas. That does not include the savings and loan, which are

another $50 billion.
Senator Kis. $50 billion.
Mr. Bumms. Excuse me; $87 billion. I was thinking of next year.
Senator Kan. Does that include mutual savings banks?
Mr. Bumosax. Yes. That includes postal savings, as welL-the $218

billion.
Senator Kaus. And postal savings ?
Mr. Bsms. Yes.
Senator Kzu. That is $255 billion.
Mr. Busms. That is right.
Senator Kiss, Is that money I
Mr. Buses.. No. I would say that part of that is money. I would

restrict the money to the demand depOts and the currency,
Senator Kn. Well, how much is t e demand deposits
Mr. Bses.. Well, that is a figure I gave you, 104,8 billion.
Senator K=. $104 billion I
Mr. Buess. $105 billion.
Senator Kan. You say that is monq I
Mr. Buxm. Yes.
Senator Knxg. Suppose people went in and asked or it, wh~t woldthey gt I
We. Bmsom The, would get c"a 0 rn'ncy.

Senator Ka I thought you said we only had $28-1 ixkt
Mr. Buxa That is zigiit. They oould not f+  9 i and'gt*
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Senator Kiz. Why could they not if it is a demand deposit?
Mr. Buozss. Well they would have to print some more.
Senator Kwu. Is il not a fact, Dr. Burgess, that aide from the $9

billion or $29 billion in currency and coin, that we have a supply of
a medium of exchange consisting of time deposits and demand de-
posits?

Mr. Bnous. Yes.
Senator Ka. And loans. And is it not a fact that every bit of

that is based upon the creation of a credit by the banking system of
this country under the overall operation of the Federal Krieive Sys-
tem I

Mr. Bumops. No; I do not define it that way.
Senator Kza. Then tell me how else it is created I
Mr. Buous. Well, some of it is created not by credit extension,

but by savings.
Senator Kzia. What are the savings I How much is these What

are the savings accounts I
Mr. Buoss. Well, the mutual savings banks have $81 billion.
Senator Kan. All right.
Mr. 3uzomus. And the savings and loan have $87 billion.
Senator Kim All right. How much do the commercial banks

have?
Mr. Bumorm. In savings accounts they have $84 billion.
Senator Kwm. And the Post Office ?
Mr. BuoRa s. Excuse me; $54 billion for commercial banks
Senator KHiw. $54 billion
Mr. Busos. Yes.
Senator KzRs. That is $81 billion in the mutual savings bank---
Mr. Bunoas. That is right.
Senator Kaus (continuing). $87 billion in the building and

loans-- ..
Mr. Buaousa. That is right.
Senator Kans (continung). And $54 billion in the commercial

banks.
Mr. Bwm. Yes.
Senator Kvu. How much in the Post Office?
Mr. Btomus. A billion and a half.
Senator KI=. A billion and a half. How much does that add up

tot
Mr, Buoi#. $129 billion.
Senator Kna$.t2 billion ?
Mr. Butosss. oo&
Senator Kiss. Well, you tall me there are only $98 billion of our.

WEufowss. Yes, that is right.
Senator Kuis. If we have $122 billion In saving account and on

$8 billion of currency does that not indicate that our
actually consist of credit in one form or another?

Mr. Bmmss. Well, a great deal of it I.i
Senator Ksm All t44 - mon has, got is a avings oertflate, it

Mr. 3umos. That is ighto'
Senator Ka. Is that not an evidence of In bednes by SAINdu.

tution? i,
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Mr. BUmGss. Yes; from that point of view, yes.
But what we are talking about, I thought we were talking about,

how this money grows, whether it grows by the extension of a credit,
or whether it grows by savings.

Senator K1=R. I am talking about what it is and unless I am wrong,
and if I am wrong I would ike to have somebody put me right, that
aside from the currency and the coin that we have got, whichis about
$28 billion-

Mr. BuRo ws. That is right.
Senator Knit (continuing). The rest of it, in fact-how much of

that $28 billion, or $20 billion is owned by the banks?
Mr. ButRors. Very little. This is outside the banks. The banks

only carry 1 or 2 billion dollars actual money.
I think I know what you are getting at. Let me tell you-
Senator Kaa. Then the rest of it has to be the result of credit?
Mr. Bumasa. Yes.
May I put it another way ?
Sentitor KzRj. Yes.
Mr. BuRows. There was a man who wrote a book called The Prom-

ises Men Live By. The rest of this are promises. Somebody promises
to pay something.

Senator Kam. Is that not a form of credit ?
Mr. Btmozss, That, I think, is a way of looking at credit; yes.
Senator Kra. That is a form of credit?
Mr. Bntaoss. You are trusting somebody ?
Senator Kma. Yes.
Mr. BuRaess. Now we agree.
Senator Kzutu. And that's a form of credit?
Mr. Buaoss. That is right; yes.
Senator KzRR. And that's made available by the banking structure,

the dominant part of which is the Federal Reserve System, is it not?
Mr. BuRo.s. Now, wait. No. The Federal Reserve has an enor-

mous influence on this additional sup y that they can put in, but
this whole structure does not rest on thevFederal Reserve banks.

Senator KR. I did not say it did. I said it is made possible by a
banking system---

Mr. Buuozes. That is right.
Senator Kmm (continuing). The dominant part of which is the

Federal Reserve System.
Mr. BuRous. I do not know what you mean by "dominant part of

which."
Senator Ku. Well, can any other bank-
Mr. Bmous. Well, this whole thing went along-
Senator KRR. Can any other bank create credit I
Mr. Buaors. Yes,
Senator Kra. Only to the extent that it has credit with the Federal

Reserve.
Mr. Btras. Where it has reserves in gold or money, or something

of the sort.
Senator Kni. How much gold do the banks own I
Mr. Bunoses. They do not own a nickel of It. But here is what I am

getting at; let me illustrate it this way, Senator.
Senator Knm. All right.
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Mr. BuRom. Before there was a Federal Reserve System, there
was this whole structure, practically all of it, going on, so-

Senator K.RR. Why did we create the Federal Reserve System,
then I

Mr. Bumos. Because you wanted to add an additional element of
elasticity.

Senator Km. All right. But it was a similar elasticity.
Mr. BuRom. Similar?
Senator Kxv. Yes. Under the old system, the banks could issue

their own currency, could they not ?
Mr. Buiwzsa. Well, some of them. But that was tied down. That

was not elastic. The old national bank system was not elastic.
Senator K=Ru. I used to have a piece of currency once and it said,

"The First National Bank of Ada promises to pay"-
Mr. BURGES. That is right. But the printed up and placed in

circulation all they had an uority to do, but it wa not elastic.
Senator Km. Could they print-they could print up to a certain

amount on the basis of bonds and other things they owned, could they
not?

Mr. BuRoess. That is right. United States Government bonds.
Senator K=z Yes.
Mr. BURoEss. But when they had done a certain amount--
Senator KRR. That is all they could do.
Mr. Buxoes. There was not any more.
Senator KzRa. But they did not have to issue all they could.
Mr. BuRoss. No, that is right. But they usually did, I believe.
Senator Kzu. I understand.
But what I am talking about is that there was a system then of the

creation of credit by baiis.
Mr. Buwzss. That is right, yes.
Senator K=. Now we nave got a bank structure to which has been

added the Federal Reserve System.
Mr. Buaosss. What we said was we do not want to leave this all to

rivate banks. We are going to have a Government agency In here
hat will furnish this elastic element.

Senator Kim. And they do have the authority and that is what it
was created for, to furnish that elastic element is it not?

Mr. Buxozes. That is right, for the best good of the country's econ-
omy as one can get at it.

Senator Km. Well, then, do they not have practically unlimited
power over the Nation's financial markets?

Mr. Bunoeos No; I do not concede that.
Senator Km. Credit supply?
Mr. Buacus. Not unlimifed. They have control of this additional

credit. It is a ver-we rlly do not need to battle. This is enor-
mously important, that it what you are saying, and I agrme with it.

SeatorX All right.Then, let us go from 961r".
Mr. gmcss. Yes.
Senator Kmi. Who fixes its policies?
Mr. Butmo . Well, you gentlemen in Congress determined the rules

that It opem under.
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Senator Kiss. I want to tell you now that not a man in Congress
exists who would look at what they produced and would admit that it
is his child, and you know that. [Laughter.)

Mr. Bvuxss. I am not so sure but what you would find somebody in
Congress that would own up to it.

Senator Ku . Well, I will tell you right now he would be a brave
man.

The only ones I know who will do it are thoue who are occupying a
sanctuary of anonymity and insulation from acountability from any
goup of people.

Mr. Busos. Well sir, we have a central bank, or a bank of issue in
every country now of importanc& It is terrifically important in all
these countries, and If you gentlemen can think of any ways of setting
that up better, keeping it free from both political influences, on the one
hand, and commercial abuse on the other, why, God blessyou. I think
that is one reason we wanted to have a monetary commsslon. But Tou
gentlemen have got the ball, and if you can think of ways of changing
this thing so it wvFll work bettor, why, God bless you.

Senator Ksum I want to tell you this: I have confidence that I could.
I think I could figure out a better way to do it, and I think I could
figure out better ways of doing what they have authority to do, but that
is the difference in viewpoint-that you and I have.

Mr. Busmoss. Yes, sir. We have got time enough, you and I, Sena-
tor so that you can tell me some of these things before we get through.

Senator Um I never saw a less sympathetic audience in my life.
(Laughter.]

Mr. Busoazs. That is not so, Senator.
Senator Kit. Let us go back now, to your position after the war.
We brought you up to the end of the war, ana the predominant and

influential position you occupied.
At the end of the war, did you help to establish the Committee

on Public Debt Polioy, and did you become its chairmanI
Mr. Bus=o I did air.
Senator Kim. Who were the members of that committee?Mr. Buwu Well I do not have the list here. Leonard Ayres, of

Cleveland was one; Wesley Mitchell, an economist of Columbia, a very
distinguished person; Mr. Smith, president of the New England Mu-
tual. 'I will be glad to furnish you a list for the record.

(The list referred to was later received for the record; see .818.)
Senator Ku. What type of business were they engag n
Mr. Busiss. Well there were some people in ifsurane; there were

several economists. There were-
Senator Kit. I am talking on the committee ital. I am not

tlkng about their advisory group.I
M'Well, Ben Ratohiord was on the committee; Wesley

Mitchell was on the committee
Senator Kmu. Was it not composed primarily of bankers and life

insurance executives ?
Mr. Buoms There were sver life insurance executive.
Senator Kias There were not any farmers on it? I ,
Mr. Busas. Well, there wa savings banker from Burlington,

Vt., who' was prtt 0co to tho farmers If be, was'not fiiw
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Senator KXz. As I recall, they were primarily bankers, and savings
men savings banks and insurance officers.

Mr: Buxoss. Marion Folsom was a member of the committee Lee
Wiggins, who was Under Secretary of the Treasury under Yohn
Snyder was a member of the committee. He is a farmer. He raises
seed an what not.

Senator KmL Was he not a banker?
Mr. Buitozs. He was connected with a bank, but he was also an

editor and farmer, and 2 or 8 other things.
Senator Kna. Was he on that as a farmer and editor, or as a

banker
Mr. Busous. He was on that as Lee .Wiggins.
Senator Kzaa. Among his occupations or activities, Was that of

bankig also I
Mr. Bumms. That is right.
Senator Kwn. What were the aims and objectives of that com-

mittee?
Mr. Buxmo.s. To try to analyze the problem of our debt, and to

make suggestions for dealin with it.
Senator Kza. Was one o them to restore flexible interest rates?
Mr. Busozs. That is right.
Senator Kzn. Was one of them to make the Federal Reserve in-

dependent of the executive I
Mr. Buxoas. That is right with qualifications.
Senator Kzs. What was that ?
Mr. BuRoiss. Yes, more independent than it had been I would say.
Senator Kis. I wonder if you could recall, and tell .the committee

the number of positions that you occupied about that time ?
Mr. BumGa. Well my primary hours were spent in the National

City Bank of New York I was also director of the City Bank
Farmers Trust Co which was our trust affiliate.

Senator Ki. You were a member of the Federal Advisory Council ?
Mr. Busozes. I was a member of the Federal Advisory Council.
Senator Ka. You were chairman of the Economic Policy Com-

minion of the American Bankers Association ?
Mr. Buaozs. Yes, that was not a very exhausting task
Senator Kius You were chairman of the Committee on Publio

Debt Policy ?
Mr. Buzops. That is right.
I was a director of a number of business and insurance companies,

and colleges.
Senator Kz. You were chairman of the Committee on Monetary

Relations of the International Chamber of Commerce, were you ?
Mr. Buaozes. I think that was pretty much finished at that time.
Senator Kia. You were immediate past president of the American

Bankers Association ?
Mr. Bunoms. Yes; I was past.
Senator Kmi. Immediately past, I think that was through 1945;

was it notI
Mr. B omus. That was through 194 1945.
Senator Kzss. Yes.
Mr. Butioze Then'I was director of the Union Pacific Railroad-

no; not at that tim I guese. That was a little later on.
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Senator Knx. Were you a member of the Federal Reserve Board
in New YorkI

Mr. Buxons. No.
Senator Kzx. You were not a member of the Board of Directors of

the Federal Reerve?
Mr. Bu os,. No.
Senator Kmn. Was each one of those itions you occupied in con-

nection with, or did each of them have as some part of its scope of
activity, restoring flexible interest rates ?

Mr. Buaoss. No. I would not say that most of them had any par-
ticular drive on that.

Senator Km. Well what was the position of the Federal Advisory
Council ? Were they In favor of it I

Mr. Buxom, Yes; I think a majorityr wer&
Senator K=R. Was the Economic 1 olicy Commission of the Amer-

ican Bankers Association in favor of it ?
Mr. Bvsoms. That is right. That was not our main-
Senator Kz. I did not say it was the main; I said is it a fact that

all of them had it as a part of their-
Mr. Buxom. I thifik we had very few dissenters from that point

of view I
Senator Kis. On any of them ?
Mr. Buxos. Well, now, wait. What do you mean, of anything I

was connected with ?
Senator Km. On any of these boards or committees that you are

a member or chairman of.
Mr. Busoe. I would not say that. But I think most of the people

that I worked with on these committees were in favor of a restoration
of more flexible money rates.

Senator Kin. Now, was that so they could go up or down ?
Mr. Busoas. That is so they could go both ways.
Senator Kzit You are not serious about that, are you ?
Mr. Buoss. I am.
Senator Knan. Well, you said a while ago that the only serious ob.

section you had to the program for financing the war was the fact
that the interest rates were too low.

Mr. Buso=s. I said they started at a low level, what I thought was
too low yes.

Senair Km. And you wanted them made flexible so they could
go still lower.

Mr. Busoizs. Well, so they could go lower and higher, depending
on circumstances so they could reflect the movements of the coun-
try's economy.

Senator Kim. But primarily so that they could move upward ?
Mr. Bu s. No. Thut is not so Senator.
Senator Kiss. Well, if I have to, I will prove it by your own decla-rations.
Even in 19A8 when you were speaking to the National Association

of Mutual Savinp Banks
a former New York bank ueeutive-
I am reading from the Journal of Commerce, Wednesday, May 18,

told a meeting of the National Amociation of Mutual Savings Banks har that
thM Deparmet had two ehoies, borrowing all the money It needed from the
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banks at fairly low rates, or trying to Iors'ow from uunbank Investors. The
Treasury chose the latter course and offered a 80.year 84-percent bond.

You stated that bank borrowing would have increased the money
supply, run the risk of further inflation further cheapening of the
dollar, with all of us paying more for the things we buy.

The article then refers to the tact that, Treasury debt management policies
were attacked by a group of 10 Democratic Henators and Congressmen over the
weekend. They demanded that the Government bring Interest rates down by
supporting the prices of Government securities at par,

Mr. Burgess made It emphatically clear to the mutual savings bankers that
the Department has no Intention of yielding to this pressure, and that It Is in
fact, fully committed to a policy of letting market force determine the prlce
of Government securities and interest rates.

Mr. Bmnas. It sounds familiar, does it not?
Senator Kum. Yes, it does. You could have borrowed it dteaper

by going to the banks, but you chose the route of the higher Interest
rate.

Mr. BuRozs. Because we were under inflationary pressures then
and borrowing from the banks would have increased the volume of
credit, and increased the pressures.

Senator Kzw. But asid-e from why you did 1t Mr. Burgess-
Mr. BUaom. All right.
Senator Kuas. According to your statement at the time, you delib.

erately took the pathway of the higher interest rates.
Mr. Bunouss. We took the pathway that was least inflationary.
Senator Kian. But it was the pathway of higher interest rates.
Mr. Bumoms. Well, when you borrow, on long term, from nonbank

investors, the interest rates naturally are higher. That was not the
purpose. The purpo wa-

Senator Kxi. Regardless of the purpose, that was the policy I
Mr. Bumoas. We now, you are drawing a line there.
The purpose, the very strong purpose, was to try to avoid Inflation-

ary pressures and met the debt distributed.
Senator Km. Mr. Burgess-

made It emphatically clear to the mutual saving bankers that the Department
has no intention of yielding to this pressure, and that It is In fact, fully com-
mitted to a Pliey of letting market forces determine the pria of Government
securities and Interest rats

Mr. Bnozuss. That is right.
Senator KIun. Continuig the quotation:
The Arst rule of the Treasury policy today, he said, is that the ldral Re.

serve System shall be free to exercise Its policy without nterferenum This
means, of course-
and I am still quoting-
that the Tmsury must sell Its securities In the market at the going rate of
interest, and not at en artificial rate supported by the Federal veystm

Now, I take it you meant an artificially low rate supported by the
System?

Mr. BuRGms. Well a supported rate is usually a low rate.
Senator Km. And you have repeatedly said that the rates were

kept too low artificially; have you not ?
Mr. Buwuss. I ink om eim they were too high. I think in,

for euampli-.
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Senator Kz. I wonder if you would et me one of your public
utterances since you have been in office that said interest rates' are too

t. Buomb I will tell you a time that I worked very strongly
for------

Senator Km. No; I am talking about one of your speeches.
Mr. Bumou. Yes; I am talking about the other.
Senator Kma. I have examined them very carefully, looking for

one, and I have not found it, and if it is there, I want you to show
Itto me.

Mr. Buuss. I can tell you of an instance I worked trying to get
it down. That was in 1982.

Senator Kzm. I am talking about the last 4years.
Mr. Bumo ss. But you talked about the whole record.
Senator KE. If you can think of any since 1032, I will be glad to

have you tell us that.
Mr. Buaons. Early in 1932 I came down here and helped Mr. Glass

in drafting a bill that would give the Federal Reserve greater freedom
to purchase Government securities, and I supported a program to buy
a billion dollars of Government securities to ease the money situation
at that time, which was done.

Senator Kim. I want to say, sir that is an act to your credit that I
am happy to have the knowledge oi, and I will be the first to extol the
virtue of it.
Mr. BuRous. Thank you, sir.
Senator Kam I wish to the Great Heavenly Father that you were

of the same mind today.
Mr. BuRss. I may say I said 2 days ago that we would prefer to

do our borrowing at lower rates, the Treasury.
Senator Kami I must say I was like the chairman of this commit.

tee in that regard. I took that with a little grain of salt.
Mr. Bumss. Well, sir, if you had sat and-fussed over this thing,

and had this problem, you would know that the fellow who borrows
money always would like to have his rates a little bit lower.

Senator Ka. Yes; I know that, because I want to tell you that
I have got an unbroken record of borrowing, you see, and I expect
when I go out of this world to leave a monument in the form of a
constructive debt structure for others to handle and manage on a
basis that I hope, will permit them to be just a little bit ahead of
the effect of the disastrous policies that I think are in existence today.

Who provided the fund to distribute the series of pamphlets that
the committee published I

Mr. Bvaoz Thq Falk Foundation of Pittsburgh.
Senator ANDzImOx. Who?
Mr. Buss. F-a-l-k. He was a Pittsburgh businessman who had

a foundation.
Senator Kun. How many pamphlets were distributed ?
Mr. Bumzas There were about 65,000 or 70,000 of each one of the

pamphlets. I 0y, some of those were paid for by a cis that
bought a uantity and sent them to their friends and customer.r

SenatoriCKmL I have a little book here entitled "Our National
Deb The Comittee on Public Debt Policy."

Was that one of them?
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Mr. Buoiss. That was the final-that Is the final volume, Ibelieve.
Senator KBa. I believe it is
Mr. Bvom They are put together in one volume at the end and

published.
I am very proud of that book, Senator. I think that Is a contri.

bution to the whole problem.
Senator Ky. I notice in the foreword you say that--

The underslW4rd rather than the fatl commit e talme rwponsbiflt7 for the
Anal editg.

Mr. Buiomz. That is right.
Senator Kzn. It is signed, "W. Randolph Burgess."
Mr. Bun&ss. But there was no dissent from any of those points.

Somebody had to go through and finally dot the il's, and we made
no changes in the principles set forth.

Senator K.=. Now, one of the purposes of that effort was to re-
store flexibility of interest rates#

Mr. Buxoss. So the Federal Reserve System, as designed by the
Congress, could operate as intended. 0

Senator Kzm. On the basis of absolute independence of the Treas-
ury and the Executive and a policy of flexibility of interest rates?

Mr. Buynos. If you will take out the word "abiolute"-
Senator Kum. I that correct?
Mr. Bunois: (continuing). I will go along with you.
Senator Kim Well, suWtantially absolute ?
Mr. B uosa. Yes (laughter] omitting absolute.
Senator Krin Have you mot the record there of what the interest

rate on the Federal debt was In 1946, what the rate was ?
Mr. Bumou&. Yes. That was in my original testimony.
Senator K. I know it was.
Mr. Bumiss. It was 5.8 billion. That is, that was -
Senator Ksn. I did not sa the amount; I said the rate.
Mr. Bumorss. All right. Te rate was 2.6--wait a minute.
Senator Km. That was 1989. In 1946 what was it ?
Mr. Bvas. In 1946 it was 9.1. By the end of 1959 it had risen

to 2.4
Senator Kin. Don't anticipate me, now, Mr. Burgess.
What was it in 1946
Mr. Buams. In 1946 it was 2.1 percent.
Senator Kin. That was the overall average ?
Mr. BvunAs. That is right.
Senator Kmn What was it in 1948
Mr. Bunoaes In 1948-this goes way back to 1918.
Senator Kan. Mr. Bur - I just asked you about 19A
Mr. Bunozss. That was U.18.
Senator Kzn. 9.18?
Mr. Bnwoa Ye&
Senator Kin That was in 19481
Mr, Bunmou That is right.
Senator K=. What was it in 1950 ?
Mr. Bum=. In 1950 it was 2i.
Sematrums. 9.2?
Mr. Bum 9.
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Senator Km2 In 1942?
Mr. Buiats. In 1952, this was June, 2.27-walit a minute. I am

giving you 1951.
It was 2.33. In December it was 2.85.
Senator Kua. 2.38 in June ?
Mr. Bmnozss. Yes.
Senator Ksu. 2.88 on June 80; and December 81, 19521
Mr. Buous. It was 2.37; no, 2.85.
Senator Kmn, 2.87.
Wlat percent of increase was that from 1946
Mr. Bmws. About 15 percent.
Senator Kww. You thifik that increase was in part the result of

the efforts of the Committee on Public Debt Policy ?
Mr. Bummsoss No; we did not publish our-we started publishing

about 1948, 1 think.
I do not think so. I think that was the result of two things: It

was the result of tremendous pressure for money; people who had
beet restrained from borrowing during the war-Zthose figures I
showed indicate the very great increase.

Senator K=%. I know you did. I have got more respect for your
efforts than you have. I think your efforts on that Committee were
partly responsible for that.

Mr. Bumrts. I will tell you what I think was more responsible
still. I think it was the Douglas Subcommittee on the Economto

enator Krm. I want to tell you right now, do you reckon he willever outlive the credit y'ou boys are giving him 1 [Laughter.]
Mr. Buwozee . Well, it is deservedcredit, Senator. We did a fine

job.
Senator Kta. He worked on that job how long?
Mr. Buw .s Oh about a year.
Senator KERR. About a year?
Mr. Btmows. Yes.
Senator Kin. And you have been working for 10 years in at least

a half-dozen different capacities, and you mean to tell me he got
more done in 1 year than you have been able to do in that time ?

Mr. BuaoEs. Well, Senator, that is the Congress of the United
States and its great power.

Senator KnR. I want to tell you right now that what he says is
not binding on the Congress.

Mr. Buo ms. But the report that comes out from the Congres has
tremendous influence.

Senator Kxis. Even with the Federal Reserve Board#
Mr. JBinuss. Even with the Federal Reserve Board.
Senator Km. Do you suppoe they used that as an inspiration

or a crutch I
Mr. Bosoiss. I think it was a little of both.
Senator Krzm I think so, too. I think it was a little of one and

a lot of the other.
Mr. Bvuo as. As a matter of fact, the Federal Reserve Board was

very restless in 1946 and 1047, and was very unhappy about the rates
of interest

Senator Ktsa. Btt there had been some elasticity and teibility in
rat had there not?
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Mr. Bmoas. You mean 1946-52
Senator K=n. Yes.
Mr. Btuozss. That is right. There had been-
Senator Kan. Is it not a fact that bills had gone up from

about--
Mr. Bmwos. ThreeighthuL
Senator Knit (continuing). Three-eighths of 1 perent-
Mr. Buos. To 2 percent.
SenatorKiw (continuing). To nearly 2 percentI
Mr. B"xou. That is correct.
Senator Kinm. Actually a little over 2 percent.
Mr. Bmuois. That is right; yes.
Senate Kna. Now, that was quite an increase, was it not?
Mr. Bumom. That is right.
Senator Kin. But when you came into this job, you were not

satisfied with the flexibility that had previously prevailed. You
wanted It to be a little more flexible, did you not?

Mr. Buos. Well, we were in agreement with the policies that
had been the result of the accord in 1951.

We felt the Federal Reserve should have the power to do what
they were established to do.

Senator You told one of the committees of the Congres,
after you came in, that you eliminated some of the restrictive features
that were even in the accord.

Mr. Bueou. Well, that is true. Well, it survived after the accord.
Senator Ki. Yels
Mr. Bnmoss. The Federal Reserve was still doing an amount of

support of the Treasury financing; that, we thought, was somewhat
excessive.

Senator Kin. And you told them to back away from It, as far as
you were concerned ?

Mr. Bwns. We did not tell them to back away from It, no. It
was our policy to leave them free to exercise their powers, as intended
by the law.

Senator Kiwi. You said to the mutual savings banks, and made it
emphatically clear that the Department had no intention of yielding
to pressure, being fully committed to a policy of letting market forces
determine the prices of Government securities, and you made the
further statement that the first rule of Treasury policy was that the
Federal Reserve System should be free to exercise its policies without
interference.

Mr. Bitio s. Well, the President said something like that in his
inaugural address.

Senator Ku. I am not talking about the President. I am not
going to hold you responsible for w at he said.

Mr Buuoxss. Thank you. I am willing to support anything be
sa., practically.

Senator K.in Well, I want to tell you right now that as between
you and the President, there is a wide gulf, in my ju mt, and I
can Aind a lot more of your thinking in What the Pri says than
I can find of his thinking in what Tou say. (Lauhter.]

Did the life-inauanee ompn en g iing of
Government b& tih 1940,1947, and1948 I
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Mr. Bumzuss. Yes, They had used durin; the war their surplus
money to buy Government . There was nothing else for them to buy.

Home building was checked; business was not borrowig for new
capital project&- So they put their money in more than they could
easily assemble.

Senator Km. Did you approve of their sale of their bonds?
Mr. Bumozes. They did not sk me.
Senator Kzm I understand; but, generally ?
Mr. Buomus I. Senator, that after the war we had to go at

the job of rebuilding this country and the money had to be supplied.
Senator Kbm Are you trying Lo detour me now, or would you an.

swer my question I
Mr. Bumass. No; I am trying to give you a straight answer. I

think it Is prfectly all right.
Senator. Youi= it was ahn right
Mr. Bvauxs Yes.
Senator Kun. Who bought those bonds? Who supported the op.

rations?
Mr. Bumus. Well, the charts that we had showed that pretty well.

The pension funds were large buyers The Government-for-
tunately, we had these Government trust funds which were absorbing
a large amount of the Government securities, so the problem was nottoo diffculL.

Then, individuals increased their holdinje, so that the bank hold.
in were reduced not just while we were m, but before that, from

to 1952.
The bank holdings were substantially reducd-
Senator Km. rom 1948 to 1952?

Mr. Buozee (continuing). 194-2; ys.
Senator K=a. We will get into that directly when we get into your

statement.
At the end of the war, one of your jobs wa as chairman of the

committee on monetary relations of the International Chamber of
Commerce.

Mr. Buiows. That is right.
Senator K=x And Tou wrote a report setting forth your recoin.

mendations for international ptwar monetary policy ?
Mr. Bunous. That is rigK.
Senator Kzm The Wa-bington Evening Star, on March 18, 1947,

quoted your coauthor, Dr. Jacobeson.
Do you remember him I
Mr. BunoRs. Jacobeon.
Senator KzmX. Jacobsson. Thank you.
Who is now the head of the Intamational Monetary Fund, as

saying your twommendation-
drew little support at the tin but the Kowawr aund more eountrd to
adopt them later.

Was one of those recommendations flexible monetary policies and
interest rates ?

Mr. Buxona. Well I imagine it was.
Senator Kumt. Well, are you not sure it was ?
Mr. Bu &s I have not had that report out for some time. Per

Jacobson wrote that report, a very able person. I sat in with him
while he did it. Wexohanged views.
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He was a very firm believer in the power of central banks to effect

stability.
Senator Kznu. By flexible monetary policies and interest rates I
Mr. Bunoas. That is right.
Senator Kmn. Would ou'sy the widespread adoption of monetary

policies since 1950 has elp d to achieve greater economic stability in
the countries which adopted them?

Mr. Bunoa. I would say very emphatically, yes.
Sen tor K=R. Would you agree With these statements, and now I

quote:
As a matter of correcting economic dlnqullibrium bylnfluendng the level ofsavigs fleuible monetary policies have evidently proved, general speakin& to

bea considerable d1sa;otment.
Mr. Btozs. Wait. There is directed at that one point, toward

increasing thevolume of savin . They ae talking just about that
one thing. Of course, that is only one of the ways that monetary
policy works.

Senator Kz (reading):
Only In a small minority of countries has the raising 4 the bank rate had

the effOet Of IIMulatlng savings
Would you agree with that ?
Mr. Bmu nss. No,,I do not think I do. I think it s not just the

raii -
Senator=. I am going to quote the author of this Aemnt in

a minute.
Mr. Busus It is not just the raising of the bank rate; it is the

whole money situation.
Senator Km. And quoting further:
It is evident from the experiences of many countries that apart from Itspsychological effect as a danger sftnal, the raising of interest rates has in

modern conditions relatively little effect on the volume of nvestment activity.
Would you agree or disagree with that statement ?
Mr. Bmows. Relatively little is a difficult thing to define. It

takes a lpng time. I admit that when this thing is going on you are
often disappointed that the results are slow and not what you would
like.

Senator K_ m (continuing):
In the matter of dampinl down business activity as a means of restoring

internal economic equilibrium, flexible monetary pollcles have done coIderably

Mr. Bmtozes. I do not like that way of saying it very well.
Senator Kss. That is what, about what Secretary Humphrey said

to us.
Mr. Bm s. No, I do not think he said quite that.
Senator Knit. Did he not say that this adjustment and lull was a

very wholesome thing?
Mr. Buous. Well, I think he thought there were some overactivi.

ties that a damping down of them would be good, but it ia not an
overall business result.

Senator Ku. This report says:
In he mat of damping down business activity as a means of restoring in.ternal econdmic euilirium, Seuible Monetary policies havedne9ad~~
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Now, theme are the conclusions of an investigation parried outby
the International Institute of Banking Studies into the results
achieved by flexible monetary poltiess'n the leading w eroial
countries ane 1950,
Mr. Buuwws. I do not know who they are.
Senator Kn. Well, I just had a report on that from the Library

of Congress. and if you would like to se itr-
Mr, BURrole. Inittute of Banlng Studies
Senator Kn=, What did you say .
Mr. Bumm . What was the name of it, again ?
Senator Kxm. The International Institute of Banking Studies
I want to tell you right now, I looked at the nameplate, and it

looked almost as impreiive to me as the Committee on-Public Debt
Policy.
Mr, Bmtsm No that is inconceivable, Senator. [Laughter.] .
Senator Kart. TAle Is from the Library of Congress, and it states:
In response to 7tirrequ40t, the following Information on the international

Institute of Banking Studies Is submitted, which was obtained from the Inter-
natioual Bank for RItnt uto and Development.

Mr. Buimus. That Is a pretty good outfit.
Senator Km. Yes, it i a pretty good outfit.
The International Institute of Banking Studies was founded In 1051. At.

Ule 1 ot the statutes providing tot the establishment of this orsanizatlon stat..
that it was et up sto stimulate, enourae, and develop banking studies In its

,~n sects an order to favor the development of International banking
This Institute Isomposed of prominent bank representatives from various

Muropma countries. The number ot repreentatives from meach country is
follows: Germany, 9; Oreat Britain, 4; AUtria 1; Belgium, 4; Demanar 2;

.pa ; 8 3MI&,2; tace, 5; Holland, 8 ; Ita, 3 Luxembourg 1; Nor.we~, a t sSweden, 8; and Swterla ,
Mr. Bu wt. It did not say who ap pints them did it I
Senator Knit. Well it is kind ol like this dznmittee on Publio

Debt Poliy. , I thikheY were self-apointed.
But I want to tell you nght now, I found an amuing sImtlarity ofattitude-
Mr. Buans. Did you?
Senator Knit (continuing). Between the one we have been talk-ing about.
Would it be correct to say that by 1959 when you were asked to

beome the Deputy to the Secretary of the Treaury In charge of debt
management and monetary policy, that your views on interest rates
a monetary polio. rmi fixed?

Mr. BuMou, We, I hope not inflexibly fixed.
Senator KUM I did not mLy inflexibly. I recognmi your devotion

to I]ibilit.
But would it ae correct to *y that thy worn v fixed I
Mr. Bumn s. I do not think I could deny that.
Senator Klmza And that they were widely known ?
Mr. Butmns. I think that i equally true; yes.
Senator Kim. If I were a reasonably well-informed and expert

snood investor, I could expect a certain trend in the Government me-
xrltis market Te m interest rates, and Federal monetary policy,

as* neult of your appointment? I

814
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Mr. Bvaoms. Well, I think that would be altogether too oompli-
mentary to any power I might exercise, Senator,

Senator Kni. Only your modesty would prevent your agretng
with me in tht, would It not I

Mr. Busoass. No, I was working with a businesman who had
borrowed more money than he had ent, whom mind was open, and
he wu the one who was going to make the final decisions on the
policies of the Treasury.

Senator Kits. Who was that I
Mr. Buaos. That was Mr. Humphrey.
Senator Ka. Well, now, I qut what an samociate of his said

when I first started here---
Mr. Bumoma. Yes.
Senator Kmm (continuing). In the Wall Street Journal.
Mr. Bvxoms. But I do not think anybody was-
Senator Kis. le said:
On the national debt that he will get the best banking brains to toll him what

Is best. He is not ging to make any dealalons imnelt
Mr. Buomzs Well, is that his statement I
Senator Keen. That is the quotation that-
Mr. Butoms. Oh well, thatis--
Senator Kizs. Tat is the quotation an associate of Mr. Humphrey

gave, according to the Wall Street Journal.
Mr. Buaus. They did not get Mr. Humphrey very well analysed

on that.
Senator Kun. I will tell you what he said. Where is the being

of Mr. Humphrey's statement here to the comni I thought he
paid you quite a oomplimenLt.

Senator Axvnmsox. I think ou a going to have to do like Frank
Lloyd Wri htyou will have t puthn under oath, so that he wil
hav to adit th truth. (LAugh4tr.]

Mr. Buoua. All I was coming to was that Mr. Humphrey makes
his own decisions

SenatorKia. I want to tell you whathe aid In his matementto
this committee. He said:

I mau this v lted reort = the mnqemuatOf t debt Nae
our uthor =on ht subjt Mr. 5 o Uebetm you md $Iive It to
70.

Mr. Bumomes. The only point I wanted to make is that Mr. Hum,
phrey had the final decision on them matters, and makes his own do-
olsions.

Senator Kusm I think that is right. But I think that you probably
were even more Influential with hm in that regard than you believed
the Federal Reserve banks are with the Board of Goveiuom here in
W hington on the rediscount rate.

fTheii was discussion off the record.)
e CM An. The Committee Will recess until 10 o'clock to.

morrow morning
(Whereupon at 1: 05 p. m., an adjournment was taken to Uwea

A rust i,195, at 10 A. M)
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Senator KR. Mr. Chairman, I wanted to insert in the record, the
names of the members of the Committee on Public Debt Policty at the
time Mr. Burgess was the Chairman.

The CHAiM AN. Without objection, the insertion will be made.
(The list referred to is as follows :)

OoMunm or PumLa. Dire Poucy

Chairman, W. Randolph BureOS vice hairmant National Olty Bank of New York
Vice Chairma1nJohn S. SGIr, executive vice president, New York Life Ini.

dance 0o.
Leonard P. Aye vice president, the Cleveland Trust Co.
Daniel W. Bell, president, American Security & Trust Co.

, R Brown, president, First National Bank of Chicago
Lewis W. Douglas, president, the Mutual Life Insurance Oompany of Now York
Marion B Folsom, treasurer, Eastman Kodak Co.
Robert L Garner, financial vice president, General Foods Corp.
Harold M Groves, professor of economic the University of Wisconsin
Wesley (a. Mitchell, professor emeritus of economics Oolumbia University
Benjamin U. Ratchford, professor of economics, Due University
Marl B. Schwulat, executive vice president, Bowery Savinp Bank
George Willard Smith, president, New England Mutual Life Insurance Co.
Levi m. mIth, president, the Burlington Savings Bank
EL B. Wells president, Indiana University
A. LA M. Wiggins, president, the Bank ot Hartsville
Secretary to the Oommittee, Donald B. Woodward, 2d vice president, the Mutual

Lift Insurance Oompany at New York

AMZM To T= OOMMZTWS

Charles C Abbott, professor of business economies, Harvard School of Business
Administration

Sherwin a Badger, financial secretary, New England Mutual Life Insurance 00,
B. H. Beckhart, professor of k Columbia University, and director of re

search, the Chase National Bank
Stephen M. Foster economic advisor, Now York Le Innsurance C0.
John W. Love, business editor the Cleveland Pres
Marcus Nadler, professor of Gnane, New York Univerity
Roy L, Relerson4 astant vice president, Banke Trust 0o.
1. H. Riddle, vice president, Bankers Trust Co.
George B. Roberts, vice president, National City Bank of New York
Murray Shields, vice president, Bank of the Manhattan Company
Arthur P. L Turner, Jr., economic Bankers Life Co., Des Moines, Ia.
Director Research, James S. O'Leary, associate professor of economics, Duke

University
Mr. Bumx . May I inquire, do you have the names of those who

were members of the committee at the start, but who retired by reason
of one thing or another I

For example Lee Wig was a member of the committee until he
became nder Secretary of the Treasury. Leonard Ayres was a mem.
ber until be ded.

Senator Kum. The list is from one of the pamphlet& I think it
was the No. 2 of your own series.

Mr. BunnIs. That Is probably It.
Lew Douglas. for example, was a member until he became Ambassa.

dor to GreaFBritain.
Senator In= Yes.
Mr. Bumxs. That is all right. Yes, that is complete.
Senator Kxum I wish to put Into the record at this point, also, the

statement made by Mr. Burgess before the House Government Ope.w
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tions Committee on June 7,1956, with reference to the aCcord between
the Federal Reserve and the Treasur

The CNAxMx . Without objection it will be inserted.
(The statement referred to is as follows:)

Mr. Bmoue. I appeared before the eubeommittee, and that aired the whole
business, and I think as a result of that hearing the public opinion was clarified
that it was a bad practice to continue In peacetime the price peging .a Govern-
ment securities that had been true in wartime.

The result was that in the spring of 11, the Treasury and the Federal
Reserve sot together and agreed that they would discontinue that practice of
peggng the prices of Government securities.

Now, the agreement had a lot of codicils and strings and things to It that
made It far from perfect, but It was a great forward step. It did not go all
The way. It did not completely free the market from JFderal Reserve support,

The Treasury continued, I think, to try to put out its securties at artificially
low rates. But it was a great step forward.

When we came in at the end of 19m and the beginningo 19 , we r e
those principle& We felt we carried them to their logical conclusioA in giving
the federal Reerve Systn the freedom It needed to fulfill Its law functo
of influencing the credit situation in the public Interes

Senator KnE.L Also the full statement by Professor Willi&
The CHUAL Ax. Without objection it will be inserted.
(The review of a book byW. Randolph Burge entitled "The Re-

serve Banks and the Money Market" bY H. Parker Will, from Po-
litical Science Quarterly 1928, p. 808, is as follows;)

(litiad Slenes quarter, Voi. XL-I
Tax Bsvx BAx* An tm Mom MuAw

By W. Randolph Burgess
Here Is a simply-written and readable monograph, presented, It would seem,

In a semi-official way. The author is titular assistant to the chairman of a
Reserve bank, and his book Is endorsed by the governor of that bank who
vouches for Its accuracy and Instructvenes, adding that It "constitates an im-
portant contribution to economic science." The volume, moreover, Is not an
Individual production, but "had Its earliest beginning In a series of brief articles
*• * prepared Jointly by Pierre Jay, Sheprd Morgan" and the writer, so that It
represented a composite Judgment. Then, too, the publishers, following the
prevalent American custom of guarding the reader against errors of judgment,
have secured a series of expressions rmn authorities who describe it in terms of
strongest approval Professor 0. IL W. Sprague says it Is "Indispensable,"
ex-Secretary Baker thinks it should be read by "everybody" and President
Traylor finds it "lucid" enough for even the "ordinary high-chool boy" to "fol-
low intelligently". Such a work plain' calls for more than ordinary, or casual

Mr. urgs, divides the book into sixteen chapters. Of Ues I-vi incluv

are a sml-hlstorical, semldssrlptove survey of the Reserve system. Chapters
xy and xvi are Interpretative and analytical (dealing with "Interest Rates"
and the "Weekly Statement"). The rmining eight chapters vit-xlv Inclusive
are the real content and raie dE of the publication; for them Is little In
the other halft of the volume that cannot be found to good advantage in various
accessible places. These chapters deal essentially with conditions in the New
York money market and factors ancillary thereto The book indeed might
wen be called h Federal Rserve Bank of New York and the Loftl Money
Market". T limitation is reognd by the Introduetion, where s found
the statement that investment and moiey-market operations "must* be on-
ducted "harmoniouslW", and that .'ecesarlly" the largest volume of thesetMnsactions is executed in New York, hence the choice of the volume "in de.
voting Itself so lrey to money market relationship" though these are deemed
"central to any undestandlng of the Inlaene ot the rem astem upon oedit
and currency

Ths, then, Is the scope of Mr. Bure's work it Is not, in any true se,
an account of the "Reserve Banks", as the title Indicate. It I a defenseman
udsyna~g oft the. o0 of th 09 Fedl 'eserve Bank at Aw Xetk,: ow.
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dally within recent year&-. apook pro We m. It is based fundamentally
upon the thought that there has been need for the development ofa special
technique not thought of when the act Itself was framed, not capable of prac-
tice elsewhere by other Reserve banks, but esentlally a New York philosophy
built upon realities. The writer of the Introduction frankly finds that the "earIf
oontroversl an "receding into history", while instead "there has arisen'
discussion as to the "effects of Federal Reserve action upon credit conditions".
Such discussion, however, Is the main staple of the publications of the Reserve
Board since their beginning in 191, and of every serious writer on American

I'A over the introductory account of Reserve organiation contained in
t few chapters of the volume, already referred to, the reader's attention is
first strongly drawn to chapter vii on "The New York Money Market". There
It appears that that market is "the center toward which the idle money of all
sections gravitates to find employment". Such "employment" is of three kinds-
"deposit with banks", investment in "short-term securities", and loans "in thestock exchange money market". Later Mr. Burgess describes "four principal
markets" which "make up the money market", and includes thereunder the "bill
market", the "government security market", the "commercial paper market",
and the "stock exchange money market"; but he clearly sees the Inconsistency
between the threefold and the fourfold grouping. In this money market, how.
ever, although funds have come from "all over the country", the importance
does not lIe In its size", but rather in the "liquidity" it shows. Loans can be
called, and moneyy" obtained there at any time, and on "a few hours' notice".
New York banks hold not only their own funds, but those of other banks, and
they supply from these the needs of the market in its various ramifications.
When supply of funds runs short, they borrow at the Reserve Bank; when funds
are abundant, they deposit. In this way, an "organic connection" is established
between the Reserve Bank and the New York market.

Now, of course, what is thus so glibly set forth as ideal practice ih Just the
reverse of safe banking or of the situation for which the Reserve Act intended to
provide and i widely different from that which exists abroad. Vngland, for
example, as Mr. Burgess himself admits, has no "market" built up about the
Bank of England with margin loans playing the chief part and affording the
chief "employment" for the "spare funds" of the country, nor is there any cen-
tral banking country (except our own) where such is the cam. The money
market (stock market) cannot, contrary to Mr. Burgaes's statement, be relied
upon to furnish cash at a few hours' notice If there happens to be pressure for
funds anywhere Mr. Burgess, in short, uncritically accepts the present variant
of the old viclous "central-reserve city" sem which has been developed in
New York since the war, treats It asf it were normal or new, and proceeds to
analyse and Idealize it. Under the old system, outside banks sent "spare" funds
to New York for "employment". They went Into stocks as they do today; and
the only difference lies In the istabilizing influence of the Reserve bank. Actual
discussion of central bank problems viewed from the money.market standpoint
must run along wholly different lines based upon general experience; genuine
Reserve bank discussion must deal with the practical aspects of such problems
In the setting of American conditions.

The author furnishes little analysis or recognition of any duty in the matter.
The Reserve bank Is, according to him, largely helpless In any such problem as
real credit control or direction of fnads Into proper channels. "It is... Impose.
sible", says Mr. Burgess In chapter xf, "for a Reserve bank to dictate how its
credit shall be put to employment". It cannot, for example, restrict loans on the
stock exchange. This statement is soberly made, In spite of all that has gone
before as regards care in choice of paper, discriminating selections of persons
with whom to trade, etc. It is made 1p apparent ignorance of the careful scrutiny
of the loans of discounting and accepting banks maintained by most central (and
many Federal) Reserve banks, in their effort to select the best names in which
to deal.

What duty, if any, then, have Reserve banks? Mr. Burgess remarks that their
credit function is "quantitative" not qualitative. That function is to find out
when their is too little or too much credit outstanding and correct the excess
or deficiency. This apparently It may ascertain by any or all of several criteria,
the purpose being merely to make sure that every "legitimate" need will be met,
but that there will be no expansion beyond this 'legitimate" need. One such
triterlon is furnished by the rate currently charged for money, another by the
"wsy' in which credlt iS being used, a third by the movement of pvlc-tor
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"economic theory for many years has recognized a close relationship between
the gold supply and commodity prices". And yet, Mr. Burgess finds a "paradox",
which troubles him In this connection. Sometimes, as after 1922, prices do not
move In this "Way" I Sometimes It looks as If the "excess" credit "tended" to
get clogged in one branch of the price system as In "wages, or securities, or real
estate". Sometimes there are singular distortions of money rate--sometimes,
In short, the chosen criteria fall to "work" at all. What then ?

Why, then, the whole "quantitative" matter calls for "Judgment". And that
Judgment Is supplied by men of the very highest class--the Board of Directors
(and Governor) of the Reserve bank. Such authorities are often troubled be.
cause it frequently appears that "seldom do all of these guides to policy point in
the same direction", and so sheer "Judgment" has to come in to docide-. g.,
whether the stock market Is being overfed or not. They are often worried, too,
by "International conditions'--too much gold flowing out or i-end on such
occasions must provide a "cushion" of credit to "break the Impact". Mr. Bur.
gess Is positive of the efficacy of the plan for he mentions It in seeral places
(e, g., pp. 249 and 212). How he can be sure that such a "cushion" will be used
for Its Intended purpose when he has already told us that a Reserve bank can
never know or dictate how the volume of credit supplied by It shall be used
(p. 68), Is far from being made clear. Nevertheless, the whole operation Is easy
to understand. There Is "nothing complex or mysterious" about the gold and
credit policy (p. 249), "nothing mysterious or remarkable" about discount rates
and reserves (p. 154). Reserve banks can do almost anything they choose-
"offset" or neutralise gold movements, supply "cushions of credV to break the
Impact of movements of funds, stabilize Ipr eserity" (p. 270) and even "e
duce" the "swing of the business cycle" (p. 296), But they cannot control the
'qualitative" direction or use of credit or curtail dangerous speculation.

Of the many points at which serious question must be raised with Mr. Burgess
as to fact or inference, space permits no account. Suffice It to say that the
book is an advocate's brief In defense of policies which should have unbiased
examination. Banks In the Reserve system have from time to time circulated
hundreds of thousands of copies of similar a4 osplnlowm pamphlets. Now
they furnish a "contribution to economic oence", designed to defend the present
practices and methods which have put our bank reserves back Into the stock
market and have largely brought the effects of our central banking system to
nothing--s witness the experience of the past year. Those who devote them.
selves to the development of "economic science' should study the work of Mr.
Burgess and the words of the Governor of the Reserve Bank of New York with
care and should make their own analyses and draw their own conclusions

K. PA IM WXU

Senator Kit. Here is the statement of the Secretary about the
accord. I would like him to look at it.

Mr. Bumorss. I had forgotten what I said.
Senator Kmm. You know what Job said about that. "Oh, that mine

enemy would write a book." [Laughter.] .
I want to say only, in this regard, I would paraphrase it by sub.

stituting the words I"friendly adversary."
Mr. Bunouas. I think this is, I am relieved to find, a very good

statement, so I ana perfectly wilin to stand back of it today. That
is not true of everyting I have said in the past. [Laughter.]

Senator Km As I recall the significance of the statement, you
indicated that under your administration the Federal Reserve had
completed its liberation from and attained its independence of the
Treaury.

Mr. Bouas. That is corret
Senator KEm Is it not a fact, Mr. Burgess, that for some time yo2

have been indicating to the Federal Reerve that you felt they should
be supporting Treasury issues during the flotation period I

Mr. B m We have dicume with them the money market con-
ditions and their operations during the period of flotaion of securi-
ties. We have felt p ectly free to exprew our opinion about it, and
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thav have expressed their opinion to us We recognized at all ti"es
ithe al decision was thil

Senator Kam. But in it not a fact that In giving them your opinion,
you have very frankly told them that you thought they should be n
the posture of supporthg the Treasury Issues durh the flotationperi6d I

Mr. 13ntmss. That dopeds on what you mean by "supporting."
We have sugeted that they should nee that there was not any marked
additionalt iteni of money while we were "elIng our iss; that
the market should iave enough money so It was not particularly
squeezed at those times.

On one occasion-
Senator Kam If it toing to be squeed,it ought to be at times

when private bune are float issu
Mr. Buitmaso Well [laughterJt ought not to be particularly

squeezed when we have a great big operation to perform.
Senator Kaw That is kind of a bacidoor approach, and-
Mr. BUm s. All right.
Senator Kam continuingg). I want to say that I hope you will ao.

oept my questions in the eplrt that I ask them and that is that I re0c
ogtnie that you are doing what you think is best for the public
vwlfare

Mr. Umoass. That is right.
Senator Kim. And I certainly am quite sincere in my conviction

that what I favor is for the public welfare. It may be that I have
been too frank in some of te opinions I have expressed.Mr. Brmes. I try to be eually frank, Senator.

Senator Kiam That is what I am trying to get you to do now.
Mr. Bumos. Right.
Senator Km. I would like to have you tell the committee if It Is

not a fact that on a number of occasions this year, you have Indicated
to the Federal Reserve that they should help prepare the market and
take those actions which would create a favoraLle environment and
Ilp support Treasur issues during the flotation period IMr. Bmo We. t ou used several words there which need
defining, but I will say t I have, and Mr. Humphrey has, talked
with the Federal Reserve before every issue with respect to the con-
dition of the money market. We have suggested that they have very
clearly in mind the lobwe have to do.

We have outlined our job to them. They have always egnized
in every public statement that the floi of a gucceisful flotation
of .Tra iry. "nue was on of thetey had to pay attention
to M their credit lolicy.

Senator Knma. And do mething about?
Mr. BUass And do somethinabout.
Senator R. In the matter of the financial environment at the

time of the isue, and the actions they take caloulated to help make
the isre a sucessI

Mr. Bumus. All right. I will go for that, yes
Senator Kma Yes.
Mr. Bnmu That, I think, is a pefctly proper function.-
Senator I too.

Mr. U~a (outnung)-Of the Fedeal Roserm System
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Senator Ki. I do, too. And It Moes beyond the recommenda-
tions of the Douglas committee It also goes beyond the statement
you made before the House Govqrnment Operations Committee that
when you came here in 1958 you brought about the situation whob
the Fideral Reserve completed the Attainment of it. full independ-
once of the Treasuryu

Senator G(i. Would the Senator yield thereI
Senator Kimi. Yes
Senator Gos. Does the Senator not think it should go beyond the

immediate t ime of flotation, also
Senator Kia Yes, I think it shouldgo ibyond the immediate

time of flotation. But I think this clearly demonstrates that the
Secretary himself has closed a part of the gap between hi Position
when he made that statement about the Accord, and the position of
the Senator from Oklahoma.Mr. Bunum. Well, I think that is partly a matter of dee It
is partly a matter of attitude. We have always .tht the
Federal Reserve had an underlying and major reponsbilityto make
its decisions with respect to the general credit situation.

When we discussed these thing with them, they have always said
"We will do what we can to hep, within the rang of our general
credit policy," and we recognized that that was right.

Now, of course, the central bank the Federal Reserve Systm,
whatever you have in any country, tke bank of issue cannot just go
on Ignoring the fact the Government has a huge job of flnani-
her England, France, everywhere-and it has to pay some attention
to It

Senator K=. It was created for that purpose, among others, was
it notI

Mr. Bmwwxe It was. The Bank of England was established in
order to finance the British Government back in 1694.

Senator Kam And the American Federal Reerve was created to
make it possible to finance an expanding economy and the Govern-
ment.

Mr. Bimwas. Yes. At that time, the problem of financing the
Government was not so diicult.

Senator Kim. Correct. Although the situation shortly changed
as a result of World War L

Mr. Btmowu. But clearly it was in mind.
Senator Kux. But that was in mind I
Mr. Busoxs. That was in mind.
Senator Kin. And that was the justflticeato In part, for its

creation.
Mr. Bumass. That is right. Certainly the national bank system,

which was the predecessor of the Federsal Reserve System, v w-
tablished during the Civil War directly to see that the Federl Gov-
ernment was financed during the war.

So it is a major factor In the operation of the Federal Reere
system.

Senator Kus. Mr. Secretary, I appreciate the fraknes of that
statement.

Mr. Bumz.. Thank you, sir.
Senator KUM. It m" a contribution to this invetia and

lays, in my judgmnt, a premm on which 1i 4 usicasmy be had
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looking toward the closing of the gap between the position of those
who are steadfastly devoted to keeping it too tight, and those whoWigt think it ouafht to be made too loose..no of the unrtunato things about thi investigation is that those

who have been favorable to your attitude have ofte referred to the
fact that those of us who felt that there should be some change in it
have the attitude that, while we oppoee wbat we regard as a drought
of aodtgro seek to treats a good ao rdt. And U iat inot our pos.

Senator K. We are just as much opposed to a flood as we have
ben and are to what we regard as a drought.
Tr. Bnorms. I am very glad to have you make that statement,

Senator. That bris us a little closer together.
Senator Kxni. Well, it demonstrates Mr. Secretary that those of

us who have not approved some of the thing you and kr. Humphrey
have done, have not been in the posture of trying to create an un-
lea hed, unstemmed flood of credit,
I hope that what I have said to you gives you as much comfort as

what you have just said here gives me. 6
Mr. Bui os. Well, it gives me some comfort, Senator, I will confew.
Senator XERa. You said the Foderal Reserve was created to provide

the required amount of credit.
Mr.Dtutss. That Is right.
Senator Km. Yesterday, you gave an indication of what you

thought that might be. I will quote from the transcript:
Seator Kuma Now, what Is that normal supply?
Mr. Bumm Well, about 2 or 8 percent a year, you have been able to stand.

It is one that keeps pace with the normal growth of the country.
As I recall, during 1949, 1950, 1951, 1952, and 1958, the average in.

Orea was about something over 8 percent, Mr. Secretary.
Mr. Buvo ss. Well, I have it here by calendar years.
Senator K=. Is that the Federal Reserve Bulletin you have

thereI
Mr. Bmoums. Well, we pulled a computation out of that. To be.

with, back in 190-
Senator KuL. What was it?
Mr. Bumass continuing) . The increase in the money supply,

seasonally adjust was $53 billion.
Senator Kit.Wel now, what pxeent was thatI
Mr. Buwus. It is a little less than 6 perent, because the base at

that point was $109 billion; ve close to 5 percent.
Senator Ksmt What was itin 19511
Mr. Btw sa. In 1951 it was $5.8 billion, which is about 5 L
Senator Kni. A little under 6 percent I
Mr. Busauss. A little more,
Senator Kum. About 5 percent.
Mr. Bt==o . About 5 percent.
Senator Kim. 19521
Mr. Bumuss. The base had increased at that point.
Senator Ku. 1962?
Mr. Bunoes 1952 s $.6 billion, which gets down to a little under

15onato. K=&-Al right
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Now whatwesitin 1958?
Mr. B3uazas. $2 billion, $2.1 billion.
Senator Kz. Which was about how much in percent?
Mr. Bumms. That was about 1, something like that.
Senator K=s. What was it In ION I
Mr. Bumus. In 19A4 it was $2,9 billion, which Is about 9.4 per-

Senatr Kit. All right.
Mr. Bumas. In 195 It was $8.5 billion.
Senator Kin. Which was how much ?
Mr. B nous. Which was about 8 percent.
Senator Mw All right.Mr. Buno In 196-it was $1.2 billion, which is under 1 percent.

1do not have t year to datf
Senator Kira. ve you got the Federal Reerve Bulletin forJu t1967 1
Ir.Buinse. YeT
Senator K*=s What does It show the rate of inreas was for this

year thus far ?
Mr. Buous. Here is the total, seasonally adjusted. It has gone

louw than 1 percentslo than a half of percent so far thi yar.
!%at is through MA . t , I ,

Senator KiX I dlieve the annual rate indicated there would be
about 1.1--no, it would be less than 1 percent.

Mr. Bumns. It would be less than 1 percent.
Senator Kam, It would be less than 1 percent, would it not?
Mr. Bmoss. That is about right
Senator Km. In other word on that basis, for the years 1958,

1954, 1955, and 1956, and thus far through 1957, the increase has
actually been at the rate of less than 2 percent a year I
Mr. Nwuzw. Well, if you take it all the years I think you would

find it is about 2 percent f6r those years.
Senator Kxv. Well now it was f%,you say, for 1958, 2.4 for1054 8 for 1955t and I for 1956, and a little less thafi 1 thus far In

1957, which makes it 1.8 percent
Mr. Busos. Yes.
There is another factor that the people running the Federal Re-

serve have to take amountt of and I am encroahin on Mr. Martin's
field here, but perhaps the last that I have sone familiarity with
the past would utd. that, and that Is what you call the rate of
turnover of money, the activity in its use; and the rate of turnve,
the activity, has been rising very sharply in recent years.

Senator Km. Is that not WOO9 nature result of
Parly.It is Partlyi simply the %reat actiltynte

country.
Sentor Kims. I understand. If you are goin to have a great

activity and you have a smaller money supply wlth which to h*dle
ito, oubave got to turn it over faster, have you nott

Br Dumps It is te 9ld equation of hang you know,
Senator K T. .
Mr. Bumns. It is money times its veloit. PT, pries times

trad Aqw Iize tOme Itus T 1ooity *V. you' have, to"elo
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for the 4elocity. If the velocity is rapid, If there is speculation, if
People are using money very hard, and-you are running the machine
for feeding credit in, you ought to feed a little leas, because the thing
is going to'blow up your prices on your price side too fast.

Senator KIm. -Well m it not a fact, Doctor, that both the Fed.
eral Reserve and the Treasury have been supporting the Treasury
market for the last few weeks I

Mr. Baus. No. We have done very little.
Senator Km. Well, in May you bought $868 million yourself.
Mr. Bumses. In May-we have done that always, or almost al.

senator Kma. Now, Doctor, you know there have not been 8
months in 5 years that you spent as much as $868 million buying your
own issues.

Mr. Bvuomn. That is quits right. I was talking about the prin.
ciple. In principle, we have bought for the trust funds from time to
time, or for the Federal Deposit Insurance Corporation. We used
thosi funds to help us in our financial picture.

Senator Km. I asked you if it was not the fact that both the
Treasury and the Federal Reserve have been buying in the open
market in recent weeks in support of the Government's opportunity
to finance f

Mr. Btao... No; I would not say that the Federal had.
Senator K . Well, is it not a fact that their purchases went up

last week, and some ids week, in the Open Market Committee?
Mr. Btouss. They have not bought any of our maturing issues

or our new issues.
Senator Km. I am not talking about that. I am talking about

their buying in the market. They took 60 percent of this recent
financing.

Mr. Nuss. Oh, well, they had the maturing issue, That simply
was a rollover of what they had.

Senator Km. I understand. But they did not have to take It,
did they. I•
!.Mr. Buxtn. That was not supporting the market.,
Senator Km. They did not have to tole it, did they ?
Mr. B toss. Well, they practically did.
Senator Kxm. Why ?
Mr. Btzoss. They did not want the country to go busted.
Senator Kum Their action was calculate to support the success

of the issue, was it not I
Mr. Buxr.m. But, Senator, that is very different from market

support. It is narrowing down a little bit.
Sonator Km. It ia a phase of the market support, Doctor.
Mr. .....mn Well, thc Federal Reserve is a holder of some $28

billion of Government securities.
Senator KnL. It Is a holder of a lot more than that now, Doctor.
Mr. Bvm=Lss It i.fairly close.
Senator oKmUL They are holding more now than they held at any

time that I know of during that entire period when you gentlemenwere critipixing the policy of supporting the market to maitaiu an
Satl any lowlevel Of interest rates.

Mr. B s At the end of une, they held $8 billion ' And
that hUs bow ve steady.
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Senator Kit. Well now there was evidence here the other day, I
think it is here in your stalment-where is this chart about---.; -

Mr. BuMoMs. That took it to the end of the year. If you will take
it to the end of the year, the holdings are always up, because the
Christmas demand for credit means that the Feerl Reserve hu
to- -

Senator Mm. Well, how much was it?
Mr. Buozss. At the end of 1956, it was $24.9 billion.
Senator Km. $24.9 billion.
Well now, there was I day here in one of these charts that showed

they had over $25 billion Ddctor, I believe.
Mr, BuMua ,$24.9 billion is practically $25 billion.
Senator Kom. I know, but I think we a larger figure than

that, did we not Mr. Mayo I
Mr. MAYo. I do not believe so, sir. We will look.
Senator Km. Would you examine carefully the-
Mr. Bnouzs. What the Federal Reserve does in periods of very

tight money, and that includes times of finaning
Senator R . What was it in December of 11)2?
Mr. Buozu. $24.7 billion.
Senator Kma. Then their holdings at the end of 1956 were high

than they were at the end of-
Mr. Bu B only $200 million.
Senator Km Well, but they, were higher, were they not?
Mr. Bimoum. $20 million.
Senator Kim. What were they at tlhe end of 1951?
Mr. Bmun s. $28.8 billion.
Senator Kim $28.8 billion.
What were they at the end of 1960 ?
Mr. Bunws. 0.8 billion.
Senator Kw. All right.

* Then their holdings at the end of 1956, after you boys had been in
for 4 years, were higher than they had been in any one of the last
8 years of the preceding administration.
Mr.Bu .Fus. Well, they had increased, also, during the preceding

administration. In 19-
Senator Kom. Is not $24.9 billion the highest figure that thy have

ever owned at the end of any year in their history, that you have a
reoord of f

Mr. Bnoss. Well, I think that might be true.
Senator Kan. Well do you not know it is true?
Mr. Bun s. No. Hey had $25 9 in December 1958. They have

les now than they had in December 1958.
'he reason for that is a certain amount of gold---

Senator Kan. All right, then. In 195 you had $K9 ?
Mr. B ous. That Is right.
Senator Kw&. So that actually, the. three highest years were 19A8

1.54 and 1956.
'Mr. BUM s That is right.
Senator Knit. So that during each one of the years under this

administration Federal Reserve hold' of Governments were highe
than they had ever been at the end any other in h .

Mr. 1umn , Well, that of course, means that ywere
more credit out to support the wuntry whole Credit Wsrepu
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with the growth of the country they need to put more out. That is
aot just iSe difference of a few hundred million.

Senator The hue and cry that has been raised Mr. Bur-
Mr. Btaous. Yes.
Senator Kx (continuing). Has been that the action of the F .
al Reserve under the Demooratio administration in supporting the

market and in the acquisition of Government bonds amounted to the
of printing press money,

*3MuftrnsM. 1ntor, you cannot use that figure a a support for
jus Government security operations of the Tuaury.

8mtor Kmau Well, you said if they did ot take t , hey could
brak the country ,

Mr. BMous S That is the underlying figure that provides Federal
Reserve credit to the country without forcing the member banks to
borrow. That is the one way they have, unless they-

Senator Km. The member binks have been borrowing for $ year
Mr. Buoass. Yes, but they would be borrowing -
Senator Km. Is It not a fact that more member banks are In debt

to the Fed today than have been for 10 years r

Mr. Bvwuss. I do not know, We c0n look that up.
iThi statement is correct.)

Senator Kum. What is your opinion about It?
Mr. Bum. My opnion is that is about right That is probably

But there would still be more If they had not bought those Govern-
ment securities

Senator Kiu. That Is right. And It would be less If they had
more Government securities. That is right, is it not ?,

Mr. Bmos That Is right. That would be the way, If they
wanted to move In the direction you suge-ste, in the way of greater
ease, would be to go out and, buy $500 million more of Govern~ment
sequties, which would put that credit out into the country.

Senator Km. Put that much more reserve In the Fed for the
member banks to have that much more lending power and have that
much les ne ity for coming in there for rediscount. That -i
correct, is itnot I'

Mrs Bum=Louss. There are other ways they can dolt.
Senator K . I understand. But that is o0r .is it nott
Mr. BusMqf They ooul4d reduce the reserve %tWmenmts I ti,

Senator Koim 'And they have done that twtw.
Mr. Bmmss Which Is another way of doing the same jxhn,
Senator Kiss. I say they have done that twice have they notA
Mr. uMASis Ye, t ave. Those ave both wpys of furnishing

oedlt to tie count.
Senator K iss. •e.
r$ it not a fact that while this policy of the Federal 1AeMeve

supporting the Government bond market in the years of your prod.
.... or was followed, they did so by the acquisition of les GOvern.
ment than they have acquired duiIng ea of these past 4 yeas
And In addition tot hat, i it not orrec tt't e In theput 4ya.
the' have lowered the reserved t* t nablq the oozxue t

to ho p f n ce, T d , I 1 ....
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Mr. Bvuou. I do not know just what you are arguing.
Senator Kmu. I am* not just arguing, I am Just asigit that

isthe facto
Mr. Buxos. I am just trying to direct my answer at just the
Senator i I will aak It again.

In spite of their holdings under the policy of supporting tho mar.ket-
Mr. Blaa=u AJI right. Them a not acquire holdings for that

purpose
Senator Kwu& I understand. My position Is that the others were

not all _quired for that either.
Mr. Bvwu& Certain.y not all for that purpose, Senator.
Senator Kis, But at the time th were supPOrng the market,

they did so ad kept the Interest rat at what you refired to as anA -tffioixlly low levels
Mr. Bvnos That Is righ Th
Senator Ku continuingg). They stabilized the bond market by

the aquisition of a smaller total quantity of Government Murties
than they have held at the end of any one of the last 4 years.

Mr. Bimous Well, there was not such demand for credit in the
country. The difference Is largely due to the demand.

Senator Ks&it rp a rdlen of why It was, that is true, is it notI
Mr. Bvuo. Well, I will not answer it putting it in that form.
Senator Km. Well, will you show me a year during the time that

they were enga ged in what you have critfied as a policy of sup.
Porting the bond market, at the end of which they held as many
Governments as the have held at the end of each of the lst 4 years

Mr. Buos Wel, I think you ae arguing strictly a non qultur,
Senator, if I may be frank.

Senator Kwn. Well, I will tell you, I do not understand that, and
therefore I am not offended. [Laughter.]

Mr. Bunou. Thank you very muoh.The thinw aren a bout---
Senator Wxiu You see, you gentlemen with technical eductioe,

and big vocabularies, have us country boys at a great disadvantage
You can my you want to about us, ad we do not knowbut that you ar nomplin.ting us

Mr. Bmioss. I apologi e. senator. You see, the trouble i.myfather was a teacher of Latin. He taught Latin in prep school and
so, I suppose% there Is a little hangover that I cannot escape alto.gether. ,Senator Kam Well, that is all rLt

Mr. Bum os. IwlI U7 notto Woomany of them.
Senator Kl et usrW t back to the question.
Mr.Bumr. u If I do, rllinterpret them,
Senator im. Tell me ifyou can remember a year when the Fed

was supportg~g the bond market. that they ended Up with as many
governments in their portfolio as they have had in he last 4 yes

Mr. Busm,. They are entireydiff r orations. Oao---
Senator Kum. Wel you say buying of securities, by th Fed

creates additional 0dt.
Mr. B ~18x-s0 There are two entirely different purpose and

methods you are dealing with her
WW!O w.4 pt, Smu.. 15
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Senator Kzu. I want to tell you that the purpose for which a
banker loans me money neither diminishes its value nor should it
enhance the interest rate.

Mr. Burozss. Well, there is an awful lot of difference in how they
do it, whether they do It grudgingly or come up with a smile.

Smiator KERR. I would rather-they do it grudgingly at a low in.
terest rate than happily at a high interest rate. (Laugiter]

I will put into tle record, Mr. Chairman, since I cannot persuade
the witness to answer, the following data from the Economic Report
of the President, January, 1957. At the end of 1945 the Federal
Reserve banks owned $4.8 billion of Government securities.

At the end of 1046, they owned p23.8 billion.
At the end of 1947, they owned $22.6 billion,
At the end of 1948, they owned $23.8 billion.
At the end of 1949, they owned $18.9 billion.
In 1950, they owned $20.8 billion.
In 1051 they owned $23.8 billion. That is the year of the Accord

whereby they were no lonr required to purchase Treasury securities
in order to support the price of overnment bonds.

Is that correct Doctor I
Mr. Buro as. Your mathematics are correct.
Senator KERR. At the end of 1952, the, first full year the Accord

was in effect and the policy of supporting Government bonds had
ended, according to the doctor's-

Mr. BURs. I did not say it ended. I did not say it ended at
1052. They kept on giving the market some support. The policy
was only gradually effeted.

Senator KERR. But they were gradually moving away from the
posture of support?

Mr. BURGxss. That'is right.
Senator KERR. That is right.
At the end of that year, it was $24.7 billion.
Mr. BUmmEss. That is right.
Senator K.RR. They were totally freed in 1958, according to what

the doctor told the committee over in the House, and at the end of
the year they had $25.9 billion.

At the end of 1954, they had $24.9 billion.
At the end of 1955, they had 24-
Mr. Buoss. There was a reduction in reserve requirements in that

period, so they could let some of their Governments go.
Senator Kii. Yes, there was a reduction in reserve requirements

in July 1958 for the purpose of enabling the commercial banks to
finance the Treasury deficit.

Mr. Bumioss. So that made credit available.
Senator Krma. And in that year the Federal Reserve increased its

holdings to the hihest point in history.
Mr. Bumus. goI rwas talking about 1954.,
Senator, Km. I lnow; but they made the initial reduction in re.

serve requirements in 1958, did they not I
Mr. BUmouss That is right. That particular one enabled the

banks to pay off some of their debt.
Senator Kwz. Yes, and helped them to finance your deficit.
Mr. Bmnoss. You see, you are dealing with a whole series of

variable.

I;
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Senator Kwt. In 1954, they made another reduction in member
bank reserve requirements; yet the Federal Reserve wound up the
year with $24.9 billion of Government.

Mr. Bumma. That is right.
Senator Kxs. At the end of 1955, they had $24.8 billion; at the end

of 19 8 they had $24.9 billion.
Mr. buross. That is right. Practically steady for the last 8 years.
Senator KUR. Yet as you know, Doctor, by holding it practically

steady while the economy has tried to move forwardat the normal
rate of growth of about 8 percent a year, that has resulted in the situ.
ation where the Treasury has to pay 4 percent for' short-term money.

Mr. Bsous. WeW, there was a reduction of reserve requirements
in 1058 and 1954,

Well, yo are quite right on this point, that those holdings are a
way of putting money in or not puttig It In.

Saor XKin Increasing credit
Mr. Buaous. That is rigt.
Senator Kvui. When the Federal Reserve buys a billion dollars

worth of Government. from the banks, would the bank thereby have
six times that much lending power ?

Mr. Buosa Well, or-
Senator Kam Approximately I
Mr. Bumus. Or they can pay back 1 billion of loans.
Senator Km Yes; that is, to the Federal Reserve.
Mr. BuRoss. If they repay It in loans, it is only I billion,
Senator Km. If they repay what they owe. But if they leave it

there as a reserve--
Mr. Buaozss. That is right.
Senator Kn (continuing). It gives them about six times that

much lending power ?
Mr. Bunos. Approximately that yes.
Senator Kw. In your testimony monday, you told the chairman

we are in a capital-g6o boom, and the inflation was a capital-goods
inflation, underlying which there was a huge armaments program.

Yesterday when asked you whether or not you were not rep eating
the mistakes of the twenties by relying so much on monetary policies,
you said that today we have better fiscal policies to help u&

I presume you meant tax policies.
Mr. Bw noe Well I am talking about budget, budget and-
Senator KPn. Budget and tax policies?
Mr. BURam. Yes; that Is right.
Senator KzL Those are the elements, principally, of Government

fil icy?
Mr. B ios. Yes.
Senator KER. I would like to ask you these questions on tax policy,

and it connection with the capital goods boom.
Were you in accord with the T ry Department's 1954 tax reo-

ommendations t
Mr. Btn~ozas..Ye ,, although I had little direct responsibility. That

was not my particular department.
Senator Km Whiat was the purpose of the proposal to provide

a dividend tax credit or an exemption of a oertam percentage of divi.
dends from income taxes ?
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Mr. BUM"& Well, it was to try to get away, in some degree from
double taxation.

Senator K=R. Was the argument made by the Treasury in support
of thatprovision that it would increase the incentive of---

Mr. tBmss. Yes.
Senator Km (continuing). Of investors to put their money into

the development of industry
Mr. Btmos. That is right.
Senator K=R. And naturally that would increase the demand for

Mr. iasu. To the extent it was effective. It was a very small
"te pin the direction--

Seator Kun. I understand. But the step taken by the Congs
was much less than that recommended by the Treasury.

Mr. Buouss. That is right.

Senator KE. And the argument in favor of it was, No. 1, that It
would begin to eliminate the double taxation of earning

Mr. Bunous. Equity argument, yes; argument In equity.
Senator K=. But the big arment was that it would Increase

the flow of equity capital and enable industry to expand more rapidly I
Mr. Buaoiss. It would have a tendency that way over a period of

time.
Senator Kim. Yes.
Why did the Treasury recommend amending the Internal Revenue

Code to enable business to take faster depreciation on new Invest-
ment

Mr. Bmnos. Well, that again was a combination of an equity ar-
gument and an argument for encouraging people to build new plant,
get new machinery, and so on.

Senator Kwn. JBuild new plants and increase industrial capacity I
Mr. Buouss. That is right. It is all good.
Senator Kam. Why has the Offlce of Defense Mobilization con;

tinted issuing accelerated amortization certificates since the close of
the Korean war, especially in connection with facilities that clearly
are not to be utilied exclusively for the production of defense
euipment t

Mr. Buozss. Well, sir, I think that has pretty well closed down
now to this that do justify themselves on the asis of direct con-
tribution to defense.

Senator Kan. But they were about 12 to 14-.
Mr. Bunous I think they were slow in closing It down Senator.

I think you know the position Mr. Humphrey hasaken on that. we
were very reluctant to see that continueL Mr. Humphrey was among
the first to come out in opposition to it.

Senator Kz. That is right.
Mr. Bunmo And we have got it closed down now.
Senator K . But the administration continued iumg billions of

dollars of accelerated amortization certificates for building new plant
facilities not directly connected with the defense effort.

Mr Buin& That needs definition, that la as, to how directly

Senator KNM Not exclusively devoted to the war fort.
'Mr. Bumus Yes,

i
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Senator Kux The Korean war ended In June of 1958.
Mr. Bumas. But the cold war was still on.
Senator KeaL But the Korean war ended in 1958.
Mr. Bumcuss. That is correct.
Senator Knan And the Defense Production Act had been passed

to encourage the building of additional plant facilities to produce the
equi ment needed during the Korean war; had It not I

.Bumnes. No, no. It was much broader than that, because we
were trying to keep our place in the oold war, in the struggle with
the Sovlet

Senator Kan. You know it just happened, Doctor. That bill was
pretty well written in this very room right here

Mr. B uees. I know, but you had In mind the Russian situation as
well as the Korean business.

Senator Km Oh, yes. But the basis for the enactment of the
new accelerated amortization bill was the Korean war crisis.

-Mr. Buioma Yes. But the Korean war crisis was ust not It in
itself. That was a small war. It was because that convtoed us that
the Soviet threat was a grave danger, and we had to keep up in our
defense program.

Senator Mm Is It not a fact that this capital boom we have talked
about can be traced largely to. industry's effort to get under the tent
of accelerated depreciation, either by those certificates which your
administration has continued to issue since the close of the war, or
the new provision in the 1984 code ?

Mr. Bumoaxs. No Senator; I think that is too strong a statement.
Senator Kn. Well, would you admit they had been Influenced

in part-
Mr. Buoass. It Is a contributing factor; that is right.
Senator KXx. They have been contributing factors?
Mr. Butoass. Yes; that is right.
Senator KUL Yesterday I read you the conclusions of an Inves.

station made by the Institute for International Banking Studies.
Te found that flexible monetary policies worked but by dampen-

ing down business activity, saying that was the only way It has
effectively restored price stability.

I did not know whether you ageed with that conclusion or not.
Mr. Buamxs Well I do not like the expression dampeningn down

business actity." We have used here from time to tim the
readjustment."

Senator Kmnt Rolling readjustment.
Mr. Bunoass. It cuts off some excess.
Senator KMw. You think a little recesion by another name mnlb

a lot sweeter? [Laughter.]
You do not have to answer that question.
Mr. BEvas. Thank you very much.
Senator Ka& I would like to read you the following wxerpts,

and ukyou to comment on them.
Davld awruice in the Evening Star, Monday, July 15, 195:
There is more than meets the ee In Peldent Ulepnowm's 1 ret dlrecMv

to &Hl Oommt bureus to hold down Xtnia Is PWaWl evident that
Mh adminIotration has concluded It n o edhelp frm eitbe bt ttbus
or big vloniat In resaolniug the W spral. It Is eident also that the
orhr e tenow Bo uta do little to be"k the ials e t a"Y thaW th
Ito emst rat" Visem d a " dt
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Only one thing i going to stop the inflation and stabillso the purchasing
power of the dollar for a while, and that is a recession. This means some
unemployment. It will perhaps also halt the use of escalator clauses in labor
contract, becaueo as living costs go down, wages will have to drop, and that
is unpopular with the unions.

so the outlook now lot for a readjustment sometime in 1058.
The Journal of Commerce, New York, July 15, 1057:
The evidence now points strongly to the conclusion that both the adminhstra.

tion and the Federal Reserve authorities believe that a moderate receslon
now would be n small price to pay for the avoidance of another boom and
bust later on. We fully agree with this conclusion. Actually, we have felt
the same way for some time, and said so repeatedly,

Such a policy leads compellingly to the all-important psychological or public
relations problem of whether the administration should take the public Into
Its confidence by trying to explain Its goals and methods, or whether It io better
just to follow the course It deems necessary without attempting to make it
palatable to the public by ofilial explanations.

Do you have any comment to make on those two articles I
Mr. Iunous. Well, I think they are both very ingenious and in-

teresting articles. I do not think either of them represents the ad-
ministration policy.

Senator Kim. Then you think Mr. Humphrey was mistaken when
he said that this adjustment that is taking place is a very healthy

t r. Btmous. I do not remember his language on that. I
think--

Senator KaRit. We will get.-
Mr. Bu ss. I do not-know just what the reference was on this

"adjustinent."
Senator Kznn. It was the slowing down of production. He also

said that it was hoped the higher-interest rates would discourage
overexpansion,

Mr. bunoxss. Overexpansion, yes. He did not say to bring about
a recession.

Senator Kxmt, Well, he did not say "recession." He said "rolling
readjustment."

SMr. Blunor, Yes.
Senator Kka. Actually, everybody that I have talked to seems

to think that the two terms are rather synonymous.
Mr. Btmoms. No; I do not.
Senator KnR. You do notI
Mr. Bunoms. No% I do not.
Senator KEn. What do you think about this statement:
Undeniably the widespread acceptance by governments of this fullemploy.

ment philosopy poes a dilemma for central banks concerned also with preserv.
Ing the value of money. But the idea that the central bank Is powerless in this
situation is inadmissible. Certainly no central bank would set out to deliberately
create unemplojwent.

On the other hand, it in the duty of a central bank to exercise Its beat efforts
toward ironing out the peaks and valleys of economic fluctuation. A central
bank would be derelict in Its obligations If It did not, when business is boom-
Ing and people are attempting to undertake more projects than there is labor
supply to handle, act to moderate the excess pressure and bring demand for
labor Into a sustainable relationship to supply.

The issue Is not one of deliberately creating unempkment" but of, eas
the streses and stansof overemploynent that promote and nurture the
wasgpdce sgdrnMr. I think tat i a pretty good ett ent.

I
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Senator K u. That statement Is from the First Natitonal City
Bank Monthly Letter of July 1057.

Mr. Buaozss. I ot the right answer.
Senator Kzm. ou sure did, Doctor.
Mr. Bt nizs. Here is what Mr. Humphrey said.
Senator Kuzr. What page nowI
Mr. Buzes. On page 64, Maybe the question was asked several

times.
* Senator K=R. It was. I want to tell you It was regarded as a fruit-

ful field of interrogation by more than one member of this commit.
tee.

Mr. Btoose. On page 864, about the third paragraph down, Sena-
tor Smathers asked:

Do you think we have to have some sort of a recession In order to bring
about stoppage to this Inflationary trend?

Secretary Humutaur I do not believe so. I hope not. I think that what
we need is a Uttle les pressure forward, but that does not necessarily mean
a recession. It means some readjustments here and there, but It does not
necessarily mean that we go Into a difficult time,

I are with the Secretary.
Senator Kn. Well now, we are going to find some more Of is

statements.
Senator Go, "Necessarily" or "not necessarily I"
Senator Kurt. We are gngg to find some more of his statements

in that regard.
(The statements referred to which appear at pp. 888 and 389, pt.

1, of these hearings are as follows :)
Senator SUATns. Now, with respect to this matter of Industrial production

which we talked about Just a few minutes ago, I understood you to say that
while you expected capacity to be getting bigger In the immediate future, you
did not Indicate whether you thought that production would continue to decline
and level off or would Increase.

Do you recall we we talking about that just a minute ago?
Secretary Huunwr. Yes; I do.
Senator ShaATns. I wonder if you would care to comment on that. I fort

to ask you that question.
Secretary UuMsraw. I suppose that is going to be selective In various indus-

tries. There are some industries where I think this adjustment Is takng place,
and we are always adjusting, you know, we are never static; we are always
adjusting someplace, and as this adjustment Is operating, I think you will And
that production will b eaing certain line, and maybe dereasing In
others

Soeator SMATRUxs. On page 16 of the E0conomic Indicatorm It shows that In
December of 1906, total Industrial production was at a figure of 147; that In
January, February March, April, May, It declined until In May It indicted148, total industrial production, which would Indcate that the tred, as far as
production and business activity, Is down.

Secretary HuRWnar. some levoln of.
Senator SATnza. You feel that that rend will contitie for some time?
Secretary RUMPanT. Well. I do not know whether It will continue. If the

adjustment just rolls on In that sort of way, I think It promably wouldbe a
very salutary thing. It would help us all along the line.

Senator 8MAiranm. If It continued to go down Just a title bit?
Secr t RUuPnir. Just a little leveling out.
Senator SuATuns. It Is your opinion that that would create mplo

and things of that nature?
S eary HUMP'aa. Not If It Is just a lIttle Not If It Just levels oi an

we have just a oontinuing adjustment, first bu and then them
Senator SUATxn. Do you thin that that woul rutm I&n soperatio at

plant Capaity in man t the frm.s?
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Secaeary HUmpauw. In some lines, there would be a lttle and In others not.
It is a&gan, as I say, It will be an adjustment, and that, you see, Senator, Is the
happiest thin that can happen to this country, because it we let these excess
grow, If you lot demand go and excess do reach a point where the whole thin
leto at once, that Is when we hay. a lot of trouble,

Now, if It can just happen a piece here and a plee there, readjust here and
redust theme a piec at a time that Is when we haie our best times In

America.
Senator SUATKUn some people might call this lesseing of production a

recession. How far would It have to go, do you think- before it might fall
to that category?

Becretary HuMxmv. Well, we bad a lot of questions about terms before, and
we had the terms rollingg readjustment," and "recessions." We had some
people talking about a "depression," So you on go on down the scale, depead-
ns uon wbt happens,

Senator Kuna It would seem to me that both the statement of the
Firs National City Bank, of the David Lawrence column, of the
Journal of Commerce, and of Secretary Humphrey are all expre
the same general thought: that the best way to ease the prol e 0
prosperity Is to reduce the prssures and slow down the pace a little.

Mr. BReOn s. I think tha is a fair statement. You are always up
a~inst that problem.

ou have got an Inflation which is a pubio attitude, a pressure.
going ahead. How are you going to check the inflation without hay-
Iga bad drop? That was the problem--you referred to the twen-
ties-it was the problem of the late twenties. They let it go. They
did not take adequate steps.

Senator KuR. They let it go too far and then acted too hard.
Mr. Bunouss. Then they had, in order to stop it, they had to act

hard, and "bang" she went.
Senator Kmmn Lowered the boom.
Mr. Bum=& Lowered the boom.
We do not want to do that. We all want to take timely action so

that the adjustment occurs, a rolling adjustment, and you keep on
a good volume of business. That is what we ar trying to do.

Senator Kan. What I would like to do is to enlist your very power-
ful and influential help with the Federal Reserve to ease it up just
a little the other way.

Mr. Bmuwss. Well, now, you will dias thAt with Bill Martin.
Senator Kam I am going to.
Mr.. Bues. Of courme what their f ing is, what the Board's

feelgsI gather inthat nowIs the timieto really sopthis thing
before it goes too far. And,.if you stop itnow instead of letting i
go right on up, you caneae it offnstid of aving a big drop.

That I the whole question. It is a question of ju!ent. Maybe
the readjustment is already on the wa, I do not know. But that Is
the judgment that Is in the hands of these people we talked about
yesterday, 11

Senator Kiss In your stat t you said:
This past Deember the debt was back down to $M billion, r Uting budget

euplue and a better balanced se nal pattem of oorporat tax Vaaet
Mr. BUr..s Yes.
Senator Km(reading) :
Our debt of P7OJA billion on Sune ft~ 1W67, the seasoal loW point was $2

bllloa below a yea ago. While thi reductiou is not lag% the Important pIbs that deste iuge deow upeuditures the Upwar4 sweep afte 4ebt hsbe
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We have put them in the record before, but I think it is pertinent
at this poinf for you to tell us what defense expenditures were for the
years 1958, 19, 196, 1956, and 1957, and the estimate for 1958.

Mr. Bu .We would W.-. I
Senator Kzu. He has them there.
Mr. BuRozes. Yes
Total major national security--this includes atomic energy and the

whole-.--
Senator Kiu. That is the defense expenditure ?
Mr. B mzsa.,The whole workL You want me to start in 1905 2
Senator Kin. For the fisl year 1958.
Mr. Buacizss. Fiscal 1958, W0.M8 billion.Senator Km. Al ri.or Knu ig'ht.'
Mr. Bmtoss. 1954, $ MO..0. billion.
Senator Kin. O.040M billion.
Mr. BuGoass. That is right.
1955, $40.626 billion.
1906, #40.641 billion.
1007 "In0905 billion.
And t estimate for 19058, ,885 billion. ,
Senator Kzm. In other words, then, for the 4 years since 1958, you

have averaged spending about $94 billion a year lem-- '
Mr. BUmms. Excuse me.
Mr. Hefenger calls my attention to the fact that in 1954,! read It

40 when it should be $4W94 billion.
Senator Kun 1954?
Mr. Buxoiss. In the year 1954.
Senator Kn. 1954.
Mr. BRwns. The total should be 46--
Senator Kzn Yes.
Mr. Bunorss It did not go down as fast as that.
Senator Kot. Then in 1958, it was $50 billion. In 1954, it was

about $7 billion.,
Mr. Bmws. Yes.
Senator Km In 1955, it was $40 billion.
Mr. Bumass. $41 billion.
Senator KnaL 640 billion.
Mr. Bmauss. Yes.
Senator KiL In 196, $40% billion.
Mr. BnwuRGL Yes.
Senator Kin. 1957, $41 billion.
Mr. Buxwos Yes.
Senator KzN. 1958 approximately $0 billion.
Mr. Bmwxss That is ight.
Senator Kmn. So that actually the defense expenditures have de-

creased nearly 20 parent have they not I
Mr. Bvzss Thatis right.
Senator Kin. And yet the estimated budget for 195, by reason of

the increase of nondefenhi expenditures, wasjust about on a level with
the 1958 budget.

Mr. Bmuos There was an increase of $2 billion in 1958 on defense
expenditures, so they are down F7 billion from 1958?

Senator Ku. Let us talk a little bit about the reduction in surplus
for fiscal 1970.

887
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Mr. Busowi. Yes.
Senator Kum. I sent you a list of questions.
Mr. BURoGs. Would you like to have the answers I
Senator Kxn. Yes. Iwant to get them selectively.
Mr. BURGoss. All right, sir.
Senator Kmu. No.3:

Describe each change in the method of financing any Government program
since December 61, 1962. Discuss the reasons for the change, describe Its effect
on the budget and on the public debt. Discuss the effect on the cost of financing
after the change (1) to the Treasury on its own financing, (2) to the agency
doing its own borrowing, lxampies of changes I have in mind are (1) sale of
certificates of Interest to commercial banks by the Commodity Credit Corporation
to finance price-support loans instead of borrowing directly from Treasury as it
had been doing; (2) sale by FNMA of its own debentures to finance secondary
mortgage market operations instead of getting money directly from the Treasury
as It had been doing.

Mr. BuRttoes. Yes,
Senator Kzm (reading):
Show the rates FNMA has had to pay on its debentures In 1986 and 1987.

Give me your estimate of the effect of that on Treasury borrowing costs, and
the effect on discount which FNMA sets in purchasing guaranteed Government
mortgages, and the effect on Veterans' Administration of FHA mortgage rates.

Now, can you give us the changes that had been made in financing
Government programs since December 81,19562

Mr. Bunosas. Yes. I have the answers to this, and I think we have
enough copies for the committee.

SenatorXim. All right. If I might have a copy here.
Mr. Btnomss. May I read thisI
(Discussion off the record.)
Senator Krm. Do I read this or will you read it I
Mr. BURES. I will do it either way you like.
Senator Kmm. I would like for you to do it.
Mr. BmoGsw. As you know, at the time the new highway progm

was set up, it was provided that neither receipts nor expenditures
applicable to that program would henceforth be included in the
Federal budget.

During the fiscal year 1957, the recipts of the highway trust fund
amounted to $1,482 million. Expenditures out of that same fund
amounted to $96 million. If the highway program had been oper-
ated, therefore as part of the Federal budget during the fiscl year
1957, the official budget surplus figure woul& have been $2,161 million
instead of $1,645 million.

It was the intention, of course, of the Congress, with the approvalof the administration that the new highway program be selfsu pport.
ing. It makes do dikerence, as far as the public debt outstanding is
concerned, whether the highway program is operated as part of the
budget or outside of the budget.

That relates to the technical debt limitation.
During the fall of 1953-this is going on to the Commodity

Credit-4he Commodity Credit Corporation formed a pool of price-
support loans against which certificates of interest were sold fo the
commercial banks of the country.

The initial issue of $57 million was followed by a second issue,
in December 1958, of $449 million, and a third issue, in February

1 /
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1954, of $351 million. Of these certificates of interest, $940 minion
was outstanding at the close of the fiscal year 1954,

This meant that the budget deficit for that year, of $3,117 million,
would have been $4,057 million if the certificates of interest had not
been issued that is, if they simply used Government money.

Senator KRn. As we go along here, tell us what interest rates the
Commodity Credit paid on those certificates.

Mr. BURGEss. That is over on the next to the last page.
Senator Kww. All right.
Mr. BuRnss. It was 21/,, 2 , 2V8, and then on November 12, 1954

1. Those are all.
The purpose of the certificates was to encourage greater private

participation in Commodity Credit programs, and it was also of
assistance to the Treasury in keeping within the debt limit of $276
billion. We were pretty close in 1958.

All of these certificates of interest issued during the fiscal year 1954
were redeemed in August 1954; and in November 1954, $1,169 mil-
lion of similar certificates were issued to cover the pool of price-sup-
port loans available at that time.

Many of these were redeemed before maturity so that the total
amount of Commodity Credit Corporation certificates of Interest, on
June 80,1955 was $38 million. Thus the fiscal 1955 deficit of $4,180
million would have been less by that amount, would have been $3,778
million had it not been for the operations in these certificates.

Senator KnIm. How do you arrive at that conclusion with $538 mil-
lion handled outside the TreasuryMr. Bimozs& That was just that much less than the amount car-
ried over in the previous fiscal year.

Senator kni I thought you said what had been carried over in
the previous fiscal year Had all been paid off, and this was the balance
left on new issues.

Mr. Butonss. Yes. But when you are figuring budget resUloteyou
take the amount on June 80 of each year, and the amount of re-
duced-

Senator Kzw Is it not the fact that the amount outstanding on
June 80,1955, had been issued during that year?

Mr. Bvmuas. Yes, that was outstanding June 80,1955.
Senator KUR. And they had been issued during that fiscal year I
Mr. Butows. That Is right. But previously, ii June, there were

more than that, nearly a billion.
Senator Kan. But that billion had been paid off; had it not I
Mr. BaeS.. That is right. But if you fake the net figure on June

80 each time, that is the thing that affects your deficit and surplus.
Senator Kim How would the issuance. the year before, have in-

creased the Treasury deficit, and the following year have reduced the
Treasury deficit I

Mr. Bmwous. Because there was less issued the second year than
the first year.

Senator KUi. There was not any out the first year was there?
Mr. Buros. Oh, yes; at the be g of the year; yes, sir.
Senator KXn. They never were reflected in the budget deficit; were

thleyI

009



8~~oo" JWA*WNMON' 0r I IflwUD ?ATM

Mr. Bums*& But they reduced the budVt doficit. If we had to
us our own monq for £hat, the deocit would hive been larger, you

Weator X& Would that not have been true of il 1955 1
Mr. Busos. Yes, But there was a smaller amount outstandi
Senator Ka. Whatever amount It was, would it not hae affecst

the budget dedt the same way as the outd ding 0ert1 would
have the year beforeI

Mr. Buss. It was that much larger, the deficit would have been
it Youha4 paid them of.

Senator xu& I thought you said the ones the year before hid been
pad of.

Mr. Bvwn.. Well, paid off during the year, but then they wore
pic up agai, an equal amount, a somewhat smaller amount was
picked up ain.

8en: stor is. But, doctor, that is what they were supposed to be,
Iss nd redeemed.

Mr. Bumase. That Is right; ye&
Senator Ku . But the operation for fiscal 1956 was not'a part of

the opera ions of fiscal 1954.
Mr. Busesp. But the payoff was. .
Senator Ks. But the payoff came from the prcees of the com-

modity Credit itself. It was not supplied by te Treasury; was, I0
Mr. BuxouN. Yes, the Treasury had to redeem them eventualy

You se% when the Commodity Credit takes over the commodities
from the loans, then the money comes right out of the Treasury. ,

Senator KUn. You just made a statement here that they were re-
deemed. You mean that the Treasury redeemed them?

Mr. Buomies. That is right; yes.
Senator Cui. Then what you are saying is that had the, deficit, 1

fiscal 1954 been $940 million more---
Mr, Bunms. Yes
Senator K=' Then in fiscal 1955, it would have been $088 million

leaki
Mr. Bmw, s. Yes i that Is right,
Senator Kns. But st was not the situation, The deficit was not

a billion more
Mr. Bmom. You asked us for the effect on the deficit.
Senator NU. Ye And- - '
Mr. Btmozu. And if we had not carried out this obligation which

relieved us of this amount, the deficit would have been greater In 1954.
Senator X .W f you bad carried all of this through the r (a s ,

your overalldeflcit for the years would hav been $ 588 mtillion.mr
Mr. Bun es. For the 2 yeas; that is correct.
senator Nun. Anl right.
Mr. Bumouss. Yes.
There were no further issues of Commodity Credit certificates after

November 1954., We did not like its and we were glad to discontinue
it. The budget surplus of $1,628 million In the fiscal year 1 5 would
have been ab dget surplus of $2,164 million if it werenot the

a at the TreaU hid to redeem the remaming outatMriding ,or
modity Credit certificates o interest during that ear,

Senaor K , ,.Well now, the overall defli for 1954 and 1955 would
not have been $ miion more

I
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Mr. Blmous. For the 8 it would not ha been any different.
Senator Ku. But havi Von efect to it in those 9 years, you

would not have to give effecttot &SAW in 1950.
Mr. Buanos, -s.
Senator Kima. All right
So what you are saying Is that having given effect to what it would

have done to the dfiolt in 1954 and -1fo, then you cannot agan
give effect to it In the surplus of 1956.

Mr. Buxos. That Is right. It comes out of you then. You have
go to pay it off sometime.

Senator K=& That is right. But you had paid it off the year
before,

Mr. Buomw You are robbing Peter to pay Paul,
Senator Ruin. Well I do noi know abut robbing. Just bwause

I go to one bank and orrow enough money to pay another, that isnol nsossrly robbing it, Is it![T ugt.
Mr. Bio No,t g
Senator Km. I hope not.
Of course% you know of the 2 cattlemen who were talking, and

I of them sid, "If the price of these cows don't ge better I am ioing
to have to rob a bank." And the other os "Dy eorge, If theydon'
gt better I already htve." [Laughter.

All rigAt, go ahead,
Mr. Bunou. The third one of these Is the FNMA&
During fiscal 1055 the Federal National Mot Association

issued $570 million oi management and liquidation h e collateral.
ed by their mortgage orfonlt which at that time amounted to

approximately *94 bill on (that is the old FNMA, the liquidating
FNMA) to provide, for geater private participation in the feder
operated seonda"y mor gage market.

This Issue of Federal K-tional Mrse A aion notes will
mature in Januar 1958, andfI the only issue put out under the
management and liquidation program.

ThR financing hid no effect on the budget deficit during the fiscal
year 1955. Buton the debt ceiling problem this t O m.lion came
very close to offsetting the net redemption of Commodity Credit
certificates of interest as outlined awove.

In other words, we docked the debt ceiling by that operation, too,
and now we have to PaY them off In January or put out some more

'Senator Rmu. r bly put out some more.
Mr. Bno=s. Very like.
Senator Kn. Very. likely I
Mr. Buxm . Very ikely.
Senator Kn At what rate of interestI
Mr.' BVuioa. The rates are shown on the ne e am I gave the

rates on the Commodity Credit. The rae on are percent.
Senator R~unw You know what 1. think you boyshad, OOUte doI
Mr. Bunuse VWa Is that?
Senator Kw. You had better let FXMA and Commodity Cr dit

.Oorpntion borrow your money for you. ThIney seem to be getng
It -ot cheaper with your guaranty then you are geing it. ,

.Mr. B_ or.. Well now, when you compare those rats of interest
with what " borrowed at that tiin they did not get i t any cheaper.

Senator Kn. Maybe they should borrow mo.

841
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Mr. Buous. Or longer. [Laughter.]
Senator Kam. All right.
Mr. Btmoms. But they could not borrow longer, because the law

says the Commodity Credit has got to take over the commodities at
a certain time, You cannot leave the loans outstanding. We could
have borrowed on longer terms on the FNMA's than the 8 years for
which we did borrow.

Senator Knia. These debentures you put out here on the next page,
in 1956 and 1967-

Mr. Buouss. This is the current FNMA operation. That is the
new FNMA which, as you know, was set up about 3 years ago, and
was supposed to become a self-dependent organisation, supposed to be
financing itself.

Senator Kpit. All right. How much of those did you put out in
fiscal 1956, and how muc in fiscal 1057 1

Mr. Bvuoxs. Well, in fiscal 1956 there was just $100 million on
February 20.

Senator Kan. It was $100 million, then, in fiscal 1956.
Mr. Bunamss. Yes. A coupon rate of 8%.
Senator Km. And in fiscal 1057?
Mr. Bmio~ss. We put out $100 million in August; $100 million

November 20; $200 million January 21; $250 million on March 11;
April 10, $200 million; May 20, $200 million; and June 24, $100m Lion.

That enabled FNMA to cover all of its mortgage purchase opera-
tions which were very heavy. As you know, FMA stood there and
took hiem as a way of keeping that mortgage market alive.

Senator Kuxm. That is what-$1,150 million in fiscal 1957 1
Mr. Bvuoss. That is right.
Senator Kzm. Had theTreasury financed that as had been the

case prior to this program's initiation it would have reduced your
surplus by that amount on June 80 19t? I

Mr. Bums& That Is correct. We had-as a matter of fact, you
notice, in an analysis of the budget, we were not sure when we came
along in January whether we could sell these in the market, whether
it would go, and we put into the budget several hundred million dol.
lars as a contingency to take care of that. We did not have to use
that.

Senator KRip. Well, your statement here about the surplus and
so forth hardly agreed, for instance, with a statement that I saw
in the U. S. News & World Report of the current issue, which reads
as follows:

(V. S. News & World Report, Auust 8, 100T)
The inside story is that payment was delayed beyond June 80 on more than

SM00 million worth of armament bills In order to make the 196? budget year
that ended June 80 look better than it actually was. The budget surplus of $1.6
billion otherwise would have been about $1 billion or less.

Mr. Bxmous. That is just a myth. That is not so.
Senator Km. That is not so I
I would like to insert it in the record, with the observation that the

Secretary ays it is not so.
Mr. Buomes. We gave out a statement yesterday from the Treas-

ury, saying it was not so.

4
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Senator Kuw Well, the Defense Department sent a directive to
the Air Force in the latter part of 19, so I understand--I did not
see it-telling them to stretch out their commitments and reduce the
amount of money that had to be paid prior to June 80.

Mr. Bu ms. I do not know about that.
Senator Kmn. You do not know about that I
Mr. Bun . No..
Senator Kzm. In the Wall Street Journal on July 28, there was

quite an editorial entitled "Balancing Act."
Mr. BuRoum. fe.
Senator Km. Did you read that I
Mr. BURGosS. I think I did, yes.
Senator Kum. You did not like that, either I
Mr. Bnwusm. Not particularly.
Senator KER. Nof particularly I
Mr. Buaons. No.
Senator Kua (reading):
On the surtace the Government's surplus for the fiscal year Just ended looks

pleasant. In reality, it is an extremely shaky surplus; this is budget balano-
lug more by accident than by design.

You think that was a little unkind, coming from that source I
Mr. Bunous. Well sir they have been unkid a number of time&
Senator Kum readingg:
The surplus of more than $1.0 billion is almost $100 million lower than st,.

mated, which in itself Is hardly encouraging.
I will say to you frankly, I do not agree with that. I think any

time you can either hit the actual surplus within $100 million of it in
a forecast, or operate in such a way as to come within $100 million of
a forecast, you are to be commended rather than to be criticized.

Mr. Btrozss. I think it Is rather a miracle when you hit it that
close.

I may say Mr. Heffelfinger's people and the others concerned do
a wonderful job on estimating these receipts and payment.

Senator Kim (reading):
The surplus could easily have been wiped out altogther If Just a few things

had turned out somewhat different.
For instance, last fiscal year's budget expected housing programs to cost

$719 million. But largely because the Federal National Mortgage Association
sold dedentures to the public Instead of making heavy withdrawals from the
Treasury, these programs actually put $81 million into the Government's coffemrs

Mr. Bunons. Well. they did not actually pUt it in. They took care
of their own expenditures. Of course, thtpro was intended,
the way it was set up, to be a program that carrie itself with its own
financing.

Senator Kom. That was the program recently institutedI
Mr. BURoess. That was the new FNMA.
Senator Kism The new FNMA I
Mr. Bumiss. The old one-.-
Senator Km Under the old one, it would have been taken out

of the surplus.
Mr. Bunms. That is right. The old one, that $0 million job

we did wa.
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Sector KWL H"er is oUI would like to get your comment on:
In addtto0 the Pot"41 Usnk paid $100 million Into the Treasu
I~t 4k ot$400 an o. twsuto the owppusawes thAt the

iti lowe nt didn't dri an'6 oM t l.lw lean 4umi the period
I that aorrect?
Mr. Bmas, That is corrt p . It Is. true they did not draw it,

and it Is true that we had some al owane in thete..
Seatr KJNu, For, It I
Mr. Btmos~s continuingg. In am they should.
Senator K . And they have since drawn It I
Mr. Bumous. lq, they have not drawn It.
Senator Kant. But It is available
Mr. Batua. It Is still outatpding, still available until January.
Senator Kns. On the basis of a 0ommtmont Made I
Mr. Bmwos. That Is riht.

senator Knm (mdIng":
Flalls, Wederl revenues were almost $800 million higher than the most

tMt estimate.
1h~i, If Just the three Situations had developed the way the adminlstra.

tion hotct orlgnlly thought they would# the surplus would have been micro.
seetie; on this kind of baste, the Government could quite seily have wound
up in th o d. That Is 1o woy tor un a budet.

I thought that was quit* Inertingt. I would like to put this odi.
tonal in the record at this phse as leing somebody else's comment
on the budget

(The ed tral referred to is as follows:)

Dt&Mome Aoc
tWafl stmt Uoutal IVI 55, 1W?)

On the surface the Governmot's surplus for the fiscal Year Just ended looks
Phemant. In realIty it in m mely shaly surplus; this is budget balancing
more by accident than by di g.

The urplus of more than $1.6 billion is almost $100 million lower than mt.
mated, which In itself is hardly encouragln, The surplus could easily have
been wiped out altogether if just a few things had turned out somewhat different.

Pr int"e last Awl year's budget expected housing programs to cost $219
million. But largely because of the Federal National Mortpt Association sold
debentures to the-public instead of making heavy withdrawals from the Treasury,
these promms actually put $31 mIllon into the Government's cofrs. .

In addition, the Xport.Import Bank paid $100 million Into the Treasury in-
stad at taking out $40 mllion. This was due to the happenstance that the
British Government didn't draw any of Its fx lm loan during the period.
finallys, Federal rvnue were almost $800 million higher than the most recent

Thu, If Just these three situations had developed the way the administration
In tact orgnaf thought they would, the surplus would have been microscopic;
on this kind of the Government could quite ealy have wound up In tt
rod. That Is no way torun a budget.

1 ow thn, It is a dubious matter for the Government to have to be balled
out by constatly rising income from existing tax rates. This rising Income
while partly a reflection of inflation is to a considerable degree the result R
the peoWs economic enterprise It should provide the bai for tax cuts, In-
stead of higher Government spending, which t the case now. Tho Qovernment,
deqite the Vennte May and !om windls spent nealy $ million
mor last sal year than it estimated. *
Wbatever else it may b^ this is Just plain bad fiscal practe. It is like a man

wo plam b1m g on the assumption, but without any certainty, that he
will get * ralme bm the year is out. Few would argue that this ts a Mible

6llow. The Government of the United Stats, far more than Ay 1n"dual
d ur et i t4 s eomm so as to mre a laP and s af iupus
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If there were a war or a depression, rickety budgeting could perhape be eX-
cused. In a condition of peace ond unrivaled prosperity there fs no excuse
whatsoever for the Government to keep on piling up is outlays year after year.
Now if ever Is the time when Government spendiag can be cut sharply,.

And that Is the only war the Government can get id this frayed budget tlght-
rope Without falling off, and balance its books in a way that won't look like #

Mr. Buno s, Of course, the thing that was dias.pointing was the
fact the military ran $2 billion over Its budget. And if we had not
been able to offset It by some of these other things where we spent
less than we thought we might, whyt we would not have had rauch
surplu .

Senator Kn,. In fact, you would have had a deficit.
Mr. Butowss. Yes#
Senator Kunt. And if the British Government had drawn down

its loan and if FNMA had called on you for its money, you would
have had a deficit.

Mr. Bviwm. Well, we would not have had much surplus.
Senator KiR. On page 8, let us look at your chart there. I want

to see if you and I understand it the same way.
By the way, before we go to that, what was the Treasury balance

on June 80f 1067 1V
Mr. Buaues. The Treasury cash balance, the general fund balance,

was $5,590 million.
Senator Kann. Say that again.
Mr. Bmuos. $5 50 million.
Senator Kmea. What was it on July 1,1956f
Mr. Bmaus. Of course, that is the general fund balance. That

Is not all readily available,
If you take the available funb it is a little les than that. On

June 80, 1056 the general fund balance was $84 million. So our
June 80, 1957 balance was more than half a billion le.

Senator Knm. A billion lees, was it not I
Mfr. Bumns. No. $956 million l"
Senator i. $956 million.
Mr. Bmoass. Yes.
Senator Kmm. So that if you would have had the same cash bal.

dance at the end of that fiscal year as you had at the first of the fisal
year, you would have had a billion leis surplus, would you notL

Mr. Buoass. That has nothing to do with the surplus That is
just a cash - 0

Senator Kxma. The surplus figure Is, then, based on receipts an4
disbursements?

Mr. Buvoss. That is right.
Senator Kxn. All right
Lotus go back to the chart on page8. I want to tell you, you

have brought a little variety into this investigation by iving us tiese
new slants on the public debt. No 1, the per capita det

Mr. Bunzos. Well, this is my statement you ar talking about?
Senator K=L, Yes; that m right.
At the end of 1946, it was $1,832 per capita; is that correct?.
Mr. Bunrs. That is right.
Senator Knm. At the end of 1952, it was $1,690 per capital.
Mr. Bunoz. That is right.
Senator Kin. How much wa that rulom?

*886--tt 5----18
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Mr. BuRozas. Well, it Is $150 million---
Senator Kzwm, No. This is dollars per capita.
Mr. Bwass. This Is dollars; yes. $142.
Senator Knam. That was $142 reduction In 6 years prior to yourcominir in.
Mr. vuxt e. That is right.
Senator Kim. How much was that a year I
Mr. Bnosas. $24.
Senator Krmw. It is $28.67, really.
Mr. Bunoiss. Yes. All right.
Senator KY.Rt. The reduction from the enid of 1952 to 1950 was how

much I
Mr. Bumass. $49.
Senator Kniti. That was $15 a year?
Mr. Bumonss. That is right.
Senator Krnu. Well, then, actually the reduction per capita, in

spite of the fact the population grew at a higher rate per year,---
Mr. Buois. Well, .did itI
Senator Kin (continuing). Was 60 percent faster---
Mr. Buuois. I do not know about that.
Senator KRR (continuing). During the 6 years before you came

in than it has been for the 4 years you fave been in, was it not ?
Mr. Bumose. Well, you say the population was growing faster. I

am not sure about that.
Senator Knit. Well, aside from whatever the population was.
(The annual increase in the population according to the Census Bu-

reau was 1,125,000 in the 19404-f period and 1,30,000 in the 1052.2-6period...
Mr. BLwis. That is right. You made a reduction in the debt in

1947 and 1948 of $6 billion.
Senator Kzn. Yes.
Mr. Bmtoiss. This Includes, of course, the whole period from 1052.

We had a deficit carried over in fiscal year 1958 for which we could
hardly be held wholly responsible, of $9 billion.

Senator Knit. I would not say that you should be. However as I
recall, it was out of all proportion to what you estimated it would be
when you made your estimate early in 1958.

Mr. Burinss. It was certainly larger than we thought, yes.
Senator K i. And as I recall, when you approached the end of

fiscal 1957, the Defense Department issued directives to shut down
certain expenditures until you got into the next year.

Mr. Bmumss. I do not think so. You are talking about 1957?
Senator Km. Yes, 1957.
Mr. Bumsos. You mean just,--no, that is this whispering business.

We did not do that.
Senator Kzia. I think that you could have made similar orders

in 1953. had the administration so decided.
Mr. Busous. We did not.
Senator Kzn. Now, then, the debt as a percent of the national in-

come, in 1948 was 186 percent.
Mr. Bun us. That is right.
Senator Kim At the end of 1952, it was 89 percent.
Mr. Bumnss. That is right.
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Senator KEzm. That was a reduction of 47 points in ( years, was
it not?

Mr. Buaozos. That is right,
Senator Kina. Between 1952 and 1956, it was reduced from 89

percent to 79 percent, which was a reduction of 10 points in 4 years.
Mr. BUmn.SS. And the reason for that, of course, Senator, was that

the price level was rising much faster.
Senator KE.R. Yes, but you gave us these figures to show the im-

provemnent in tle per capital debt and the percent of the national in-
coinO as |htwoei WIlen you came in and now.

Mr. l3unom~s. No. We pointed out., Senator, very clearly that that
was due in part to the inflation of the early postwar years, which
swelled up the national income in dollars, but not in real buying
power.

Senator KVRn. Well, on page 4, you say:
By December 1940, it had risen to a high point of $1,882 for every man, woman,

and child In America. By )ecember 1ON, it had shrunk by about $200 per
capita, by reason of the growth of the population.

Mr. Btmwss. That is just population, yes.
Senator KERR. And:
When the Federal debt is relate~l to national Income * the reduction in

burden Is much greater.
Mr. BtaEsS. Well-
Senator KERR. Those are your words I am reading.
Mr. Bunoiss. It is a reduced burden, but the expense, the inflation

and what load that puts on people, some people are made worse o
by inflation.

Senator KEaR. You said:
Ten yearn ago the $259% billion public debt was one-third larger than our

national income of about $100 billion.
Mr. BunaGss. Yes.
I also want to point out, Senator-
Senator KERR. Now it has "grown to more than $850 billion, so

that our $277 billion national debt in December 1956 was equal to only
79 percent of national income."

Mr. BuRmzss. That is right. But I go on and I say:
Unfortunately, a part of this reduced ratio of debt to Income * ' * was a re-

flection of the inflation of the earlier postwar years

Senator KERR. I am about to ask a question of the Secretary, and
I would like to have his careful attention.

Secretary Humphrey claimed that the Eisenhower administration
had reduced the Federal debt and gave quite a description of the pros
perity achieved by the administration.

Mr. Bumrass. Yes.
Senator KEnR. You have made quite a dramatic presentation here,

and a description of the increase in the population.
I just wondered if, in addition to claiming credit for the pros-

penty we have had, you are also claiming credit for the posterity
we have got.

Mr. BuRG ss. I would like to, Senator.
Senator KERR. I know. [Laughter.]
Mr. BuRG ss. I think you may, just as well as I.
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Senator Kmt& Well, I am doing pretty well in the realm of grand-
children.

Mr., Bttozs I have 10. How many do you haveI
Senator Kwi. You are one ahead of me. (Laughter.]
Senator FMx oms. Mr. Chairman, I have 12. I am ahead of you

both.
Senator KXw. I want to say, sir, that I have a great respect and

regard for you generally, and especially in that realm of accomplish-
ment. [Laughter.]

We will recess for 10 minutes.(Short rm

Senator Him. Mr. Secretary% Tou have just acknowledged that
there is no basis for this administration claiming credit for thispole. rr|y. [Laughter.]

Mr. Bmm.(L That will have to admit.

Senator K=R. But you call attention hero to the inflation and you
were making that point before the recem. Would you repeat that
now?

Mr. BuRoGss. Well, of course, when you have figures on national
income, they are increased by inflaton. If the prices go up, why the
income goes up, due partly to more production and so on, but partly
to inflation.

Now, that is certainly true of these figures from 1946 to 1952 and it is
true this year compared with last year. But from 1952 to 1956, that
flattened off so that the figures are much more representative of
production, of real change in income, so we have to make some
allowance when you are comparing the figures for these changes iii
prices during those periods.

Senator Kmw. You have told the chairman and you reiterated to
me that you think the capital building boom is the principal cause
of the inflation that we are witnessing today and have had for the last
18 months.

Mr. Buxos. Well, I would say, it is one of the principal causes.
I think the increase in costs is another one.

Senator Km. Are not increasing costs the result of inflation just
as well as the cause of it?

Mr. BuRGps. Yes it is both. It is both the cause and the effect.
Senator KER. What I cannot harmonize is the claim that the

reason for this tightening of credit by the Federal Reserve Board
has been to reduce, or retard inflation.

Yet after 4 years of relative price stability, and during a period
here i this last 6 months when they have increased the money supply
at the lowest rate for 8 or 10 years we have got the largest peace-
time increaseL in the cost of living in our history, outside of the 8
yers immediately after World War II.

Mr. Bumorm. Well, I have not checked that last statement, but we
have an increase in the cost of living-I think I have commented on
that the best I could, Senator.

I think it is O'ue to three causes. I think some of it is a lag, some
of it is a result of things that have gone before. This increase in
rents# it is not anything, we did this last year. That has been going
up, alter World War If, and gradually it climbs up. Rent contracts
are made over a period oi a year or two, and gradually you raise it $10
a month or whathave you.
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You take this medical services, doctors' fees; they can only bring
them up gradually.

You, take--
Senator Kzmx. They have done pretty well at that.
Mr. Buoss. They are doing retty well.
The wages of other people who perform services, the bootblacks

and the haircutters, and so on, some of these things are lags that are
breaking out.

Of course, just this last burst is partly due to food prices which had
a long decline and now are making up a little ground. Food prices
are the big t single element in the cost-of-living index.

Senator Xxnn. But they have not had anyt ing like the overall
amount of increase like the overall average is.

Mr. Bunozss. Yes; they have increased recently more than the
average.

Senator Kmm. Let us look and see. If that is the case, my memory
is playing a little trick on me.

Mr. BuRoEss. Well, you take the figures from the.
Senator Kza. Page what is it of the Indicators I
Mr. BuR SS. Take the past year, page 28, April. April of 1958,

the food prices were 109.6.
Senator Km. April of 1956, the food prices were 109.6.
Mr. BURozSs. And they are up now to 114.6.
Senator xm. 114.6, and that was at the end of MayI
Mr. BuRsGs. Yes.
You look across at the "All items" and that was a smaller increase,

you see. That was five points.. Well, pretty nearly the same.
Senator Km. Let us bring it down to the end of June. What was

food for June I
Mr. Buitons. June was 116.2.
Senator Ku. Food is whatI
Mr. Bumss. 116.2. That is a six and six-tenths points increase.
Senator Kua. It went up from 114.6.
Mr. Buaes. 109.6.
Senator Kan. In May, to 116.2 in June.
Mr. BURGEss. That is right. Yes; that was-this last index, this

last figure is very largely a ected by an increase in food.
Senator Ktnf. But the overall, from 114.9.
Mr. Bmwmss. That is 5.8 points.
Senator Kn. Point two.
Mr. Btmo s. And food, you see, went up 6 points.
Senator Kwm. 6.6.
Mr. Biouss. Yes. So that the food index rose faster than the "All

items," and the food index is, I do not know, 85 percent or 80 percent.
Senator KU. 80 percent.
Mr. BURaEsS. Of the-whole index.
Now, the other items here--
Senator K LRR. Actually the most revealing thing about that food

price situation to me, is tat only by holding it down were you able
to give us the degree of price stability we hadin 1958, 1954 1955, and1986.

Mr. Bunous. It certainly was part of it.
Senator Kzn Which looks C me like the farmer was made the

goat of the whole deal.
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Mr. Buaom,, Well, of course, we ought to be very thankful to see
that food price up, in a way, except it costs us more.

Senator Kzim.-If it were reflected in an increased price to the
farmer yes, but it is not.

Mr. Biaoss. Well, a little, a little.
Senator Kzan. How much of the increase has gone to the farmer I
Mr. Bvuw ms. They have got somewhere, farm prices received by

farmers. Here you are, "Wholesale prices, farm products."
Senator Kwmu. "Farm income," there on p age ..
Mr. Buioms. Page 7. Of course, you iave got a lot of wages in

between there. The cost of distribution, transportation, and so fourth.
Senator Kam. The farmers' income in 1951 was $16.1 billion and in

the second quarter of 107 was $11.7 billion.
Mr. Bvuitss. Well, If you take the same figuis wo are looking at,

"Realized gross farm income"-
Senator C . Where is that now ?
Mr. Bvitoms. This table down at the foot.
Senator Kzn. Now, Doctor, you do not think that the gross is the

basis, do you, in view of the fact they are producing 20 percent more to
get it
, Mr. BvUROsM. No, the net income is not up any, no. The not income
is up a little from the low. The low point was the third quarter of
1o56; 2.8.

Senator Kla. Including the net change in inventory it was $11.5
billion and in the second quarter this year it was running at the rate
of 11.7 billion per year.

Mr. Bumoss. That is right.
Senator KUR. And the $11.7 billion compares with $15.1 billion for

1952.
Mr. Bumozes. That is right.
Senator Kian. So that uring a period of time when farm net income

has gone down over 20 percent, food prices have gone up.
Mr. Bumois. Wait, we have got to get the same period here.
Senator Kzan. Well, take it from 1951. We took it from 1952.
Mr. Bunoas. Food prices, you see, are the same in 1952 and in

M1ty 1957.
Senator Kims. Food prices in May 1957 were identical to vhat they

were for the year 1952?
Mr. BvRoiss. That is right.
Senator Kzm. So that none of the reduced income to the farmer

has been reflected in reduced prices to the consumer?
Mr. BunsRms. That is right.
Senator Kmm. All right, sir.
Mr. Bu oms. Of coure, his gross farm income is up.
Senator Knm. But, his gross expenses are up more than his income,

and in addition he has had to produce about 20 percent more to get
that gross income.

Mr. Bunoss. That is right. Of course, if you took a per capita
basis, it would be a little different.

Senator Krm. What?
Mr. BuRomSs. A per capita basis would be a little different, because

there are fewer farmers getting the income.
Senator Knzi. Yes, but he is not in too good shape there, either.
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Mr. Btmorss. Well, of course, what it moans is the average farmer
is operating a bigger tract, I suppose.

Senator Kai Well, the net income pr farm.
Mr. BvRoss. Yes, but the average, what does that mean per farm I
Senator Kirm. I presume that means per farmer,
Mr. BuRoves. I guess it does. I am not sure.
Senator Kzcu. It was $2,840 per year the second quarter of this

year, and it was $2,875 in 1952. And that was a better dollar in 1952
than he is getting now.

Mr. Burenes. Yes, in terms of cost.
Senator Kimw. In terms of purchasing power, too.
Mr. Buvwss. Yes.
Senator Kxim. All right.
Now then, back to your statement.
Mr. Btmow's. Of our document?
Senator K=ut. Of your thesis.
The computed interest charge on the national debt, you said, went

up from $5.8 billion to $6.2 billion from 1946 to 1952.
Mr. BURGE. That is right.
Senator KzRU. Which was how much, in 6 years ?
Mr. Bunous. Point 9# $900 million.
Senator Kmi. $900 million in 6 years.
Mr. Bunmous. Yes.
Senator Km. And then it went up how much in 4'yearn
Mr. BuRous. It went up 1.1 billion.
Senator KXRR. 1.1 billion.
Mr. Bunoiss. It went up faster, there is no doubt about that.
Senator Km. Now, on the interest charged as a percent of the

national income -
Mr. Bums s. Yes.
Senator KzRu. You called attention to the fact that it had been

reduced from 2.8 percent in 1946, to 2.1 percent in 1956.
Mr. BUmES. Yes. That, of course, is partly due to inflation,again.
Senator ICw. What was the reduction betwee' 1952 and 1956
Mr. BwoGss. It just stayed the same.
Senator Kzm. Although the national income had been consider-

ably increased f
Mr. Busozes. That is right.
Senator KuzR. Where d you think we would be if we continued to

pay 2.1 percent of an increasing national income on a national debt
remaining substantially stable? Would that be a healthy situation?

Mr. Bures. I do not think so, no.
Senator KzxLt I do not either.
Mr. Bmuss. It would be a pity. I think we should do something

about it.
Senator Kim. At the bottom of page 6:
The current rates are hith only in comparison with the abnormally low rates

during periods of depression, war, and rate peing.

We are talking about interest rates ?
Mr. BumEs. That is right.
Senator Kzn (reading):

In terms of history, these are not very high Interest rates.
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Mr. Bumme. Yes.
Senator Kam. That is what I refer to as a kind of fairy story.
Mr. Buwoss. Well, take the last chart on Mr. Mayo's presentation.

Senator, long term interest rates since 1920.
Senator Kinji. Where is that
Mr. BuRorm. That is the last page, the very last page.
Senator KiRa. What were they in 1920?
Mr. BIuRos. Of course, we were talking about that the other day

'They were higher than a cat's back. They were-Asa corporates
were up to 60/ percent.

Senator Km. Well, now, aside from the depression years, was not
the trend of those interest rates steadily down from 1920 to 19501

Mr. Bunois. Well-
Senator Kx-Rn. 1946?
Mr. Bumozs. I would not analyze it just that way. It went down

during the depression years.
Senator KEnR. Well, it went down through the twenties.
Mr. BVuorM. It went down from that very high poitit in 1920, but

if you take the figures through the twenties, there was not so very
much movement.

Senator KERR. As I read this chart, it was nearly 6 percent in 1920,
and it was down to about three point something in 1930.

Mr. BuoRM Well, it depends at what rate you take.
Senator KUR. I am taking the heavy black line, that is the Govern-

ment bonds.
Mr. ByRors. Of course, we were paying off a lot of Government

bonds. We decreased the debt.
Senator Kam. But the point is that the interest rate curve was

(lown.
Mr. BuRoF.ss. Well, the Governments were down more than the

general rate, but it moved generally downward.
Senator KERR. Well, we are talking primarily about Governments.
Mr. Buvaws. 0. K.
Senator Knm. In 1931,1932, and 1983, it went up.
Mr. Bvsoes. That is right.
Senator KxRn, 1934, it went back down again-10:3 it went back

down. 1934, it went up. Then it went down almost without interrup-
tion to 1941. And moved up a little bit in 1043.

Mr. BuRoEss. There was a little bump in 1937, back there.
Senator Km. Not much, though, not much.
Mr. Bunows& No.
Senator Kn. The difference between 2.2 and 2.3 may be.
Mr. Bmozss. It started up in 1949, right after the war.
Senator K=m. It started up in 1946
Mr. BuvoRss. Yes.
Senator KREa. Let me ask you this, what period in history do you

have in mind I
Mr. Bunoms. Well this is not as high as it was in the twenties.
Senator KERR. Well, it is not as hig-
Mr. BunoEss. If you go back of -that, you will fhid over a long

period-
Senator Kit. It is higher than it. was in some of the twenties, Mr.

Burgess.

U805t



FINANOUL CONDITION OF TUX UNITED 8TATM 8

Mr. Buuom. Well, for governments it is higher than it was in the
last--

Senator Kzax That is what we are directly addressing ourselves
to. that is what you are responsible for directly.

Mr Bumoss. I am not even directly responsible for that, Senator.
Senator Kzm. I do not agree with you.
Mr. Buaous. The rates on government -

Senator KIXaa. That is the part you are directly connected with.
Mr. BuiwGs. That is right.
Senator KExw. And actually, the rates today are higher than they

were in some of the twenties.
Mr. Butonss. The rates on Governments, that is right.
Senator KERR. So that-
Mr. Buoarss. It is not true of the State and local. It is not true

of the corporates.
Senator KERR. Well, I will tell you this, that there are some of us

who believe that other interest rates eventually reconcile to govern-
ments.

Mr. Biaoss. Well, it works both ways.
I would call attention to the fact that the figures for the govern-

ments in the early years were partially tax exempt, they were exempt
from the normal tax.

Senator Knw. Well a lot of them are tax exempt now.
Mr. BtmoEss. Not United States Government bonds.
Senator KwtR. You and I decided here yesterday that about half

of the Governments are in the hands of those who do not pay any
taxes on them.

Mr. BuRess. Yes, but that is not because the bonds themselves are
tax exempt.

Senator KER. I understand.
Mr. BtmaEss. Because they do not pay taxes generally.
Senator Kw. Well, the Senator from New Mexico and the Secre-

tary had quite a discussion here. You will find it in the record at
551.

Mr. BtmEss. I was very interested in that.
Senator KP.R As I look at that, it looks to me as though the his-

toric trend of interest rates is down, it being only about a fourth today
of what it was in 1878.

Mr. Bunsss. Yes.
Well, I think it is fair to say that as a country gets older and ac-

cumulates capital, you naturally expect the interest rates to work
lower over a period.

Senator KinR. But we have reached a peak here in 1957, have we
notf

Mr. BuRoESS. Well, we have reached a peak compared with the
past 20 years.

Senator KRu. Well, is it not-yes, 25 years, is it not I
Mr. BuRass. Yes; just about.
Senator Kxim. Theiast 25 years.
Mr. Bumnzes. Twenty-three, to be safe, because your thirties, early

thirties, are pretty high.
Senator = The peaks set forth in this little chart here were in

1878, under Grant* in 1898, in the last part of the administration of
Harrison and the first part of the administration of Cleveland, Ac-
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cording to another statement here, and I read there the second para-
graph-below that chart, in 1899, for example, the 46-month rate
reached a peak of 7.38 in December. Now, that was under William
McKinley. You are not trying to get these rates back up to his level,
areyou I

r. BuRG s. No; we are trying to keep them under Mr. Wilson's
level.

Senator KzRR. Of the peaks that are set forth here, except the one
in 1920 which was right after World War I, all of these peaks were
reached under Republican administrations, were they not I

Mr. BuRoms. Well, I do not know what the basis of selection of
those periods here is. _

I have got here, and you might like to have this for the record the
interest rates on the public debt running quite back, and they show
a rate running through the nineties, when Mr. Cleveland came back
in, that is just as high as it was when Mr. Harrison was in.

Senator KzRR. Ves, and then they went even higher under Mc-
Kinley.

Mr. BuRoEss. Well, not the rates on the public debt. Those are a
little special, perhaps.

Senator KP. Well, it is a Government obligation.
Mr. BuRoEss. I think it would be interesting to have a continuous

period rather than just picking out the years.
Senator KzRR. What is significant, as I see it, is that after nearly

25 years of generally stable and low interest rates, we have now
reached a new high level which exceeds the rates on Government obli.
nations in the late 1920's, and yet you tell us that in terms of history
they are not very high.

Mr. BunoEss. That is right. And, if you make a comparison with
other countries, we are not very high.

Senator KEum. Well, we cannot do a very good job in this country
staying in office on the basis of how other countries are run, can wet

Mr.BuRoFrs. Well, it is a pretty good thing if we can manage our
affairs better than they do. This is a worldwide business, this infla-
tion and this pressure on money. There have been a number of indi-
cations of that every day, you see them, that the effect of this inflation
is worldwide.

Senator KERR. Yes, and this International Institute for Banking
Studies that made the report I referred to yesterday said that their
survey results indicated flexible monetary policies worked best by
damping down business activity and that this was substantially the
only way that it had restored price stability.

I just cannot believe that any government that operates on that
principle will be kept in office. But that is the controversy between us.

Now, talking about interest rates, do you have the total amount
of interest paid by Government in 1952 and 1956?

Mr. BuRdEss. Yes. That is very close to what we gave here in the
chart.

Senator KzRn. I think it is.
Mr. Btmowss. It is the computed interest charge, 5.3; that is as of

the end of December 1946.
Senator Kune. I an, talking about all governments. You see, I am

talking about Federal, State, and local.
Mr. BMW=8. Oh, yes.
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I do not have that. We can get it. I think we can get an estimate
on it.

Senator KRR. I will give it to you.
Mr. BuRo.ss. All right, sir.
Senator Ksm. That is from the United States Department of Com-

merce.
Mr. Bunmzss. That is a pretty good source.
Senator Krm. Well, I have found it is reliable.
In 1952 interest payments amounted to $7,023 million on a total

Government debt of $298.6 billion.
In 1956, the total interest was $8,840 million and the total Govern-

ment debt was $326.7 billion.
This is a 9.4 percent increase in total government debt but a 25.8

increase in interest rates.
Business paid total interest in 1952 of $9,911 million on a business

debt of $202 billion-$203 billion, practically.
In 1956, business paid $15,484 million on a total debt of $249.3 bil-

lion. This is a 22.9-percent increase in business debt, but a 562-percent
increase in interest paid.

Consumers had a total debt in 1952 of $135.5 billion on which they
paid $2,466 million interest.

In 1956 they had $207.5 billion debt on which they aid t659
million interest, or a 53-percent increase in their debt anda 2.7Oper-
cent increase in their interest payments. The overall total of debt
in 1952 was $637 billion and the overall interest cost was $19,400 mil-
lion. The overall debt in 1956 was $7831/2 billion, with an overall
interest cost of $28,583 million, being a 28-percent increase in the total
debt, but a 47.8-percent increase in the total interest bill.

I would like to have you check that and see if you find any errors
in it.

Mr. BuRaoess. We would be glad to.
Senator Goiw. Does not the Senator think that this enormous in-

crease in interest payments is bound to be reflected in higher prices
of products and commodities I

Senator Kz m. It has been, and is, as was discussed by the Secretary
with me yesterday.

The thing that is in tightest supply in the country today is credit.
The thing for which the available supply is being the most avidly
sought and highly competed for is credit.

Senator GoPw. Would it not follow, then, that one of the principal
sources of inflationary pressure is spiraling interest rates?

Senator KICRm. I think it is the primary pressure in our inflation
picture.

But now, this pattern, Dr. Burgess, follows from the policy of
flexible interest rates; does it not ?

Mr. Bunorss. No, sir-well to this extent: Here you have got an
enormous, you say, "pressure" hr money. 7

Senator Kzr. Y we had an interest rate pegged by the Federal
Reserve.

Mr. ButRoss. Then, what you would have would be a great many
more people would be getting money and spending it andyou would
have an increase in the inflation.

Senator Km. Well, not necessarily.
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Mr. Bvuom. You have got an inflation right now, and if you pour
out a lot more money you would simply putit through the roof, that
is all.

Senator Kziw. Mr. Secretary, is it not a fact that controlling the
amount of credit is one thing, and fixing the tariff that it bears or the
cost of it, is another thingI

Mr. Bmrzso. They are very closely related, Senator.
Senator Kn. You know that the Executive can control the amount

of credit, as well as the interest rate, can he not I
Mr. Bunous.. Well, they can nut in additional credit, and increase

the inflation if they regarded tit as a proper performance of their
duties.

Senator Kmu. Well, Mr. Secretary, is it not a fact that the Presi-
dent has the authority under laws that have been on the books for a
quarter of a century to control the total amount of credit?

Mr. Bunorsm. No.
Senator Kzin. I wonder if you would not look that up and see if

that is possible.
Mr. BUnoFSS. Well, they can appoint a new Federal Reserve Board.

The Congress can reorganize the Board, put a new Board in.
Senator KUmi. Well, then, the Federaf Restrve Board-
Mr. Bunoiss. Congress has given speciflcidly to the Federal Re.

serve System a certain power over credit.
Senator KEJRR. But is it not a fact that they can control the amount

of credit and the interest rate, both?
Mr. Buxoass. Well, of course, one derives a good deal from the

other.
Senator Knun. If permitted to have its own way.
Mr. Brmoass. If you put out enough credit the interest rate will

fall. The interest rate is a direct reflection of Uie volume.
Senator Goiw. Not direct.
Senator Kin. Mr. Secretary, you cannot be serious about that.
Mr. Bvioess. Why, certainly. If you had a smaller demand for

credit than you had savings, the interest rate would drop.
Senator K~m. But this 47 percent increase in interest cost is the

result of flexible policies with referenWc t the control of credit and
interest rates, is it not ?

Mr. Btmozss. I would say there is the result of a tremendous de-
mand for credit and a very prosperous country that wants to use
more money than is being saved.

Senator KIw. But is it not a fact that the principle that you your-
self have so often proclaimed of permitting the money market to find
its own level, as you say, but actually finding the level fixed by the
Federal Reserve Board--

Mr. Buno.ms. Finding its own level.
Senator KrznR. Is what has resulted in the increased interest costs;

that has been your thesis all the way through this investigation, has
it not?

Mr. Bunoms. The one way that could change that would be for the
Federal Reserve to toss in a lot more money , and that is as directly
inflationary as anything you can conceive. It seems to me what you
are advocating, Senator, is inflation.

Senator KuiR. I am not agitating, I am questioning you.
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Mr. Buirs. I did not say agitating. I said advocating, as nearly
as I can make it out.

Senator Ksmu I told you quite frankly at the beginning of this
discussion this morning, after you acknowledged that you now sought
certain action by the Federal Reserve Board to improve the environ-
ment at times of floating of Government issues, that the difference
between you and me was one of quantity and not one of principle.

Mr. BuwzMs. Yes.
Senator Kma. And that I was just as much opposed to a flood as

I was to a famine.
Mr. Buoams. Well, I think, Senator, that any additional increase

in the volume of credit at this time is inflationary. I do not see how
it could be otherwise.

Senator Kznn. But I read you here yesterday from your record,
in any number of activities over a long period of years during which
your thesis was to free the Federal Reserve Board from the T treasury
control and permit flexible monetary policies and flexible interest
rates.

Mr. Bunozsm. That is their job, to make the decision, not ours.
Senator Kzan. And that is what you advocate.
Mr. BuRozs. I advocate that the Federal Reserve should be free to

carry out the functions given it by the Congress.
Senator KzPm. But over and over again yesterday, and I did not

think there was any question about this I asked if one of the things
you sought through this Committee on Public Debt Policy and these
other positions you held was the implementations of the principle of
flexible interest rates,

Mr. BuRaoSS. That is right.
Senator Kmu. That is correct.
Mr. BmwFmss. I interpret it the way I think we have agreed to

interpreting it.
Senator rR . That is correct.
The thing I want to call your attention to here is, on the one hand,

we have got a Treasury advocating flexible interest rates.
Mr. BuRoFSS. That is eight.
Senator Kiut. That has resulted in my judgment, in a 471/2 per-

cent increased interest costs for a 23 percent larger total debt.
Mr. Btmoss. Wait a minute. That is not a direct,--
Senator Kiium. On the other hand, we have got a Secretary advo.

eating flexible price supports that has resulted-in the income of tle
farmer being reduced about 30 percent. I want to emphasize the
fact, that the flexible principles you advocate have increased the cost
of credit, and the flexible principles that Benson advocates have de-
creased the income of the farmer. And I just wonder if it would not
be possible for both of you to retain your devotion to the principles
of flexibility but to shift the effect whereby it would result in better
prices to farmers would reduce the cost of credit.

Mr. Btmozss. That is a very good speech, Senator.
Senator Kz.a. What
Mr. Bmarass. That is a very good speech.
Senator Kzu Would you acknowledge that it is a very worthy

objective; or that it has certain elements of desirability?
Mr. Btnms Of course, the implication in it is that we turned

something that puts these rates up.
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Senator Gou. Well, you do.
Mr. Bumus. We sIand aside and let the natural forces of the

market operate. What Is the oppositel The opposite of that is to
lntorvene.

Senator Kum How can you say that you let natural forces oper-
ate when the Federal Res6rve maintains a tight credit policy and
holds back in the matter of increasing the available money supply.
Their own data that we put into the record shows that they are ex-
panding it now at less than 1 percent a year. You said it took from
2 to8 percent a year increase in the money supply for normal ex-
pension.

How you can say that natural forces---
Mr. Bvions. I pointed out that has been more than offset by the

velocity of the money that has been put out, so that the whole
thing-

Senator KR. That is a thing about which men differ.
Mr. Bmous. Velocity t
Senator Kz. No; that it has been more than offset by the ve-

locity.
Mr. Bmouse. Well, the one test is that your prices are going up,

your commodity prices are going up.
Senator Kzk. Sure, they are going. The consumer prices are

going UPge r.umwo,. Yes.

Senator Kzn. Because credit has been held in such tight control
and limited supply and interest rates which are costs like any other
costs have been mcreased sharply.

Mr. BmUorss. That is just where we differ.
Senator I=. I understand that.
Mr. Bunoras. Completely.
Senator Ks. I understand that.
Mr. Buoes Yes.
I say the interest cost is a very small element in the cost of doing

business--it is an element, but it is a small one.
Senator Kza Well, now, you say it is a small element, yet I have

Just read you figures that show that it amounts to more than twice
as much as the net income of all the farmers in the Nation.

Mr. Buoass. Well, this is to be remembered, too, that these in.
terest payments which are payments to one man are receipts to some-
body else; that this is a flow from one person to another. This is
not a net loss to the economy.

Senator Kmmn. You forget there are more borrowers than there
are lenders.

Mr. Buamos. Well, I am not so sure about that, Senator. I
think there are just as many lenders as borrowers.

Senator Kzm. I do not want you to got in the position of the
Secretary of the Treasury, who, the other day, figured up finally
there were 195 lenders in this country-

Mr. Buaor.ss. 195 million I
Senator Kna. 195 million lenders in this country.
Mr. Bmorss. Well, there are an awful lot of them.
Senator Kmm. I know there are.
Mr. Bunozas. Every holder of life insurance.
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Senator KERR. Now, this interest we talked about, in the final
analysis, Doctor is just the wages paid for money, is it not? The
rental paid for the use of money ?

Mr. BUROzEs. That is right.
Senator Kna, It would- not be entirely inappropriate to refer to

it as tile wages earned by money.
Mr. 1 ,vito). I think that is a fair statement if one does not carry

too many implications.
Senator I PRa. Well, subject to the qnalifications that you notified

ile yoi were going to put on all answer-s.
Afr. tmos. Yes.
Senator Xm. Yes.
If I read the record correctly, you have doubled the wages of money

in 2 years.
Mr. BURGESS. We have not doubled the wages of money. They

have doubled.
Senator KERu. Well, you are paying an amount which is double

what you were paying.
Mr. Burnwss. 1ou mean the Treasury is.
Senator KERR. The Treasury.
Mr. BuRov.s. All right; yes.
Senator KERR. In 1I955 you pit out an 8 months' tax anticipation

certificate at 17/ percent.
Mr. BURoGss. Yes.
Senator KRpR. Is that correct?
Mr. BUnoRGs. I think so.
Senator KrR. Is that correct, Mr. Mayo?
Mr. BumRom~s. It sounds about right.
Senator KERR. I do not believe we could get along without Mr.

Mayo, could we?
Mr. BuRuEss. I know I could not.
What year was that?
Senator KRRi. June 1955.
Mr. BtmoFss. That is a tax certificate ?
Senator KERR. Yes, an 8 months' tax anticipation certificate at 17/8

percent.
Mr. Bunorm. That is right.

Senator KERR. That was evidently considered a fair wage for
money, because you wanted to sell $2.2 million of those certificates and
got subscriptions for $10.6 billion.

Mr. BUROESs. I think that is probably correct.
Senator KERR. Two years later, that was this month, you advertised

for thle hire of money at nearly twice that inte, or 35%, and ct tile
working time from 8 months to 4 months.

Mr. J URo S. Wait. A similar certificate bid for in the same way
was 3.48.

Senator KERR. It is 3.48.
Mr. BvUR ss. Excuse me. That was a tax certificate; that was not

bid for. So that your comparison is all right, 8%, that is a reason-
able---

Senator KERR. Would you say there has been as great an increase
in the productivity of money in the past 2 years as indicated by the
straight time hourly wage rate that you are paying?
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Mr. BuRozes. In the productivity of money? Well, now, you are
getting over Into the question of equity.

Senator ICPRa. I am just asking a question,
Mr. Buorw. I knew when you used the word "wages" we were

going to get into-you won introducing a new concept that interest
rates should be fixed from thepoint of view of their productivity.

Senator Kwn. No, I do no say that. I just asked the question, if
you think there has been that great an increase in the productivity of
money.

Mr. BuizEss. No. That is not what has determined it. It is the
demand for it.

Senator K1nR. I understand. Well, now, wages have gone up for
Government workers 15 percent in 4 years.

Mr. Bunos. Yes.
Senator KPRR. And Congress is now considering giving them a

raise. The President however has said that he is against it because
an increase in their wages would be inflationary.

Mr. BURGEs. Yes.
Senator KERu. That is correct
Mr. BuRopss. That is correct.
Senator Krnu. Now, the wage rate of Federal employees is fixed by

law; is it not ?
Mr. BUnaGss. Yes; it is.
Senator KERR. Including yours and mine.
Mr. iutmoms. That is right.
Senator KInE. And the President opposes a wage-rate adjustment

for Government employees and that is the position of the administra-
tion.

But the administration does not want the wages paid for money to
be fixed by law. They want it to be entirely free of regulation or even
influence.

Mr. BmoRGss. No we never said that. We never said that.
Senator Kmrm. Well, now you said here that you were devoted to

the principle of having the Federal Reserve free of any---
Mr. Bmtess. The Federal Reserve is not just the complete absence

of any influence. The Federal Reserve is an influence on money.
They have charge under the law, with influencing the cost of money
and the volume of money.

Senator KErw. Well, now, you said---
Mr. BUrGtss. So we have an agency--
Senator KIn. At one time you answered me by saying it has

reached this point by the market demand.
Mr. BuioEss. That is the force, but there is an agency which has

some power in relation to that situation.
Senator KErR. T7hat is right, and you said you approved what they

have done.
Mr. Bu1Ross. That is right. I do not say I have approved every

single act.
S senator Krim. Well, you sure have not let me know of anything you

disLpproved.
ir. Bionss. I approve in general what they have been doing.

Senator Kzna. Yes. And I gather from your statement that you
are unalterably opposed to their keeping the interest rates artificially
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low or operating to keep them low, and that you favor their operation
to let them flnd-their own level.

Mr. Btnmos. I have not indicated that I was indicating any par-
ticular policy to them. I am saying that they are faced with the
problem of a natural situation where there is this enormous demand
or money, morm than this amount of savings, and the only thing they

can do about it is to pour some more money In; and that, in the face of
an inflationary situation, I would say would be very inadvisable.

Senator Kamn. Web), then, you approve what they have done?
Mr. Bm ss. In general, yes.
Senator Kka. And you say that you have issued your securities at

the rate that the market required?
Mr. Btmo s. That is right. That is right.
Senator KR. Without interference by the Treasury and prac-

tically without influence.
Mr. Bunirss. Well, the Federal Reserve has the power to influence

that if they think it is wise.
Senator Kznn. But they have not.
Mr. Busoms. In performing the duties set for them by the Con-

gress.
Senator Kma. They have exercised a lack of control or a lack of

influence to where the rate has doubled in 2 years.
Mr. Bress. They have stood aside andallowed this force of sup.

ply and demand to push these rates up.
Senator Kum. Yes, sir.
What I would like you to tell this committee is what is there about

wages for money that it should be treated as though it were sacred
and with such a greater amount of tenderness and deference than the
way you treat wages for human beings.

Mr. Buvoms. Well, I think you are dealing with a problem of, in
dealing with money, as to what is going to result in the greatest good
for the people of this country. That i your problem. If you a low
money to be too easy, to pour it out in the form of credit, so it leads
to an inflation, you are penalizing these very people whose wagesp are
being paid; the Government worker particularly is being penalized
bv it

Senator KEmm. But yet, Doctor, you admit that here, in a period
when they have kept the increase in the money supply down to the
lowest point in a decade, we have got this inflation, and we are in the
midst of it, and it is all around us, which proves that the tight-money,
high-interest policies have not checked inflation.

You acknowledge, Secretary Humphrey proclaimed, and the Fed-
oral Reserve Board reported that we had price stability from 1952
through 1955. Yet here today, with interest rates up to a 2A.year
peak, and the increase in the available supply of money kept down to
the lowest level in the 26 years, we have had develop in the last 18
months a severe price inflation, which proves that the policies you
advocate have not accomplished the objective which you sy they were
put into effect to achiev% but they have resulted in penalizing the users
of credit, including the Government.

Mr. Bmuno.. hat is just a point where we differ. You say it has
not accomplished the objective. I say, if they followed a contrary
policy and poured the money out to keep thoe rates low, that you
would penafize every person in America.
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The objective here-.
Senator KER. You yourself put into the record here this morning

the increase in the amount of money in 1950.
Mr. BuRows. That is right.
Senator KxRR. In 1951, 1952; how much was it in 1952? How

much was the increase in the available supply of money in 1952?
Mr. BuRGEzs. We decided about 4 percent, I think.
Senator Kmw. You have got it there.
Mr. BUReWs. Four percent.
Senator KERR. Four percent.
And what did the cost of living go up in 1052?
Mr. Bmioxss. It did not go up any, practically.
Senator KR~R. It did not go up any?
Mr. BURoESS. No, not much.
Senator KERR. How much was the increase--
Mr. BuREmss. It went up 2 percent.
Senator KERR. Two percent ?
Mr. BuRoEss. Two percent.
Senator KER. All right.
Mr. BuRoESs. Two percent.
Senator KERR. Wait a minute. Is that reflected-
Mr. BURoESS. That is correct.
Senator KERR (continuing). By the Economic Indicator?
Mr. BUxozss, Yes.
Senator KERR. What page ?
Mr. Bunowss. Well, I have here a chart made up-
Senator KERR. What page? Page 23?
Mr. BuRosss. Here we are. It was buried.
Senator KERR. It is 2y2 points; and as applied to 111, it is nearly

2 percent, or about 2 percent.
Mr. BUROFss. That is right.
Senator KERR. All right.
Now then, in 1953, how much did the supply of money go up
Mr. BunoESS. In 1953, it went up $1.5 billion, or-
Senator KERR. No, it went up more than that, did it not?
Mr. BUmGss. There is a little difference here in gospel according

to Mayo and according to somebody else's gospel.
In 1953, it was $2.1 billion on a seasonally adjusted basis; Decem-

ber to December was $1.5 billion.
Senator KFm. What was it for 1953?
Mr. BURass. $1.5 billion, which is a percentage of 1.2.
Senator KERR. Where is that found in fhe economic Report of the

President?
Mr. BrmoGsS. The way they got their money slpply-here it is,page 26.
Senator KFRR. Page 26 of the Report?

Mr. BuvoFss. It does not carry it back.
Senator KERR. Here is total-
Mr. BuRSos. $1.5 billion, in the Economic Report, page 185.
Senator KERR. Yes.
All right, $1.5 billion. How much was that?
Mr. IUrGsm. Well, the percentage is about 1.2 percent.
Senator KERR. 1.2 percent. And how much did the living costs

go up?
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Mr. BuRoxss. In 1953, they went up 0.8 percent.
Senator K P. It went up from 129 to 130.5?
Mr. Bumow. That is right.
Senator Kww. All right.
What did it go up in1954?
Mr. BURets. It went up $3.9 billion.
Senator KERR. Which is how much percent ?
Mr. BURGEss. Which would be about 3 percent.
Senator KErr. About 8 percent.
Mr. BuRaEss, A little under 3 percent.
Senator KERR. flow much diffthe cost of living go up?
Mr. Bmuoiss. 0.3 percent.
Senator KERR. 0.03 is that right?
Mr. Btmo s. No. it is 0.3-three-tenths of 1 percent.
Senator KERR. Three-tenths of 1 percent ?
Mr. BURGESS. Yes.
Senator KERR. What did it do in 1955?
Mr. BunaoEss. In 1955 the money supply went tip $3.8 billion.
Senator KERR. $3.8 billion.
Mr. BuRoESS. About 3 percent.
Senator KERR. A little over 3 percent.
Mr. BUROESS. Yes.
Senator KERR. What was it, about 31/4.
Mr. BURoEss. No.
Senator KERR. 31/ 1
Mr. Bunoss. No, Closer to 3.
Senator KERR. Mr. Mayo can tell us. [Laugihter.]
How much?
Mr. MAyo. Just about 8 percent.
Senator KERR. Three percent. All right.
Mr. BuRoEss. And the cost of living went down.
Senator KERR. How much?
Mr. BuRoEss. It went down 0.3.
Senator KERR. It went down three-tenths of I percent?
Mr. BURGESS. Yes.
Senator KERR. There was a -1-year period in which the money stip-

ply went Up an average of nearly : jIre!ti a year, and yet the cost
of living went tip very little.

Mr. BUROESS. -Very little. l,0.04 tlitii I 1)'41t.
Senator KERR. Less than two-It irds of I Iper'enita viar.
Mr. BuRrEss. That is right.
Senator Gonr. About 16: is it not?
Mr. BURGEss. That just goes to show-
Senator KERit. And yet, Doctor. in the last 18 months the money

supply has gone u p-let's iee, what was it tit the end of 1956 compared
to 1955? $1.4 billion, which is at the ratn of just about 1 percent;
is it not?

Mr. MAyo. Yes; almost exactly.
Senator KRR. And this last months it has gone up at a rate of

less than 1 percent.
Mr. Buvous. Yet the cost of living keeps on going tip.
Senator Kizm. And the cost of livinF has gone up. It has gone

up more in the last 18 months than it did in the 4 years prior to that
tume.
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Mr. Buirwus. That just goes to show you have got to take some-
thing else into consideration; does it not I

nator KR. Not only that, but it goes to show that the policy
which you and Mr. Humphrey have told us was instituted to accom-
plish a certain purpose has not accomplished it, and that the opposite
result has been attained.

Mr. BuRGasS. Senator, I do not think it means any such thing.
Senator KzXR. I am just telling you what the record shows.
Mr. Bumoss. First, you have got an enormous other element here,

which is the element of the rate at which people use their money, the
turnover.

Now, that reflects things outside of bank operations, for example.
It reflects loans that corporations make.

Senator KERR. How much did the rate of turnover go up from the
end of 1952 to the end of 1055 1

Mr. BURGEss. Mr. Mayo can find it.
Senator KERR. Mr. Mayo can tell us. [Laughter.]
Is that in his statement somewhere Mr Mayo ?
Mr. MAYO. No. This is in the Flanders committee reports.
Mr. BuRGnss. Well, the rate of turnover, annual rate of turnover,

of demand deposits--
Senator Kzmpt. As of 1955 as compared to 1952.
Mr. Brmos. Well, let us take all these years, just for fun.
Senator Kian. All right. 1952--
Mr. BuRoUs. Here is 1950. It was-
Senator KmR. We started this other with 1952. Let us start this

with 1952.
Mr. BuR ess. It does not make much difference.
Senator KEun. What was it in 1952?
Mr. Buxoirs. Twenty-one times.
Senator KRR. What was it in 19531
Mr. BURoGEs. Excuse me. It was 20 in 1952.
Senator KzRR. All right.
Mr. BuRazSs. And in 1958, it was 21.
Senator Kzum. All right.
Mr. BvRoss. On 1954 it was 21.
Senator KEPRR. All rigft.
Mr. Buswoss. 1955, it was 22.
Senator Km. All right.
Mr. Bun oFs. 1956, it was 24.
Senator KERn. 1956, it was 24.
Mr. BtuRo s. There is a jump of 10 percent in your rate of turn-

over.
Senator Kimn. When you brought about the reduction of the in-

crease in the money supply from 8 pereeiit in 1955 to 1 percent in
1956, the rate of turnover had to go up.

Mr. BURoSs. Well, which was the hen and which was the eggf
That is the question.

Senator Kum. Well, the rate of turnover went up the year the
percentage of available money was reduced.

Mr. BuRoSs Yes. But there is not any such tracing of that link-
ing that you can find as you go back.

Senator Kzwt. I must say, in the eyes of one who is unlettered in
the higher principles of fiscal policy and the laws of economics, I
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would be more persuaded to think that a condition created a result
rather than that the result had created the condition. The condition
of tight money increased the velocity.

W. Bqwzs. Well, then you would have to find which was the con-
dition and which was the result. This thing was turning over very
rapidly and the pAces were rising, so that die Federal kept Its hand
on the throttle and held the money supply a little.

Senator Kzu. Yes, sir.
The hi her the pressure of steam in the boiler went, the tighter they

fastened the exhaust valve, with the result that the pressure went
on up.

And I want to say to you, if you do not release it, she is going to
explode.

Mr. Buiawss. Well, now you are talking about the Federal Resrve
Board's business and not mine, but the thing you must remember in
the background-

Senator KzRu. I have not seen you prone to disassociate yourself
from anything that they do. Nor have I been able yet to get you to
make but one concession as to your attitude toward their policy in
this whole thing. .

Mr. BURoss. Well, let me just go back to a very simple thing that
I think ought to appear in the record, that the whole object, the objec-
tive of this business is to try to keep stable money, sound money, for
the American people.

That is what they are charged with; that is what they are trying
to do. They are using, for that purpose, the implements given them
by the Congress.

Senator Km" Who are f The people ?
Mr. Btvmws. The Federal Reserve System. The Federal Reserve

System. They are using the methods that have worked over the years
with a great many countries.

Senalor Kyjm. But they are changing Doctor. They are changing.
Mr. Bunoiss. I do not think they are changing.
Senator Kzym. Why, they provided an average increase of 8 per-

cent in the money supply each year for 4 years prior to 1953 and now
they have changed to where they are providing an increase of only
1 percent a year.

Mr. Bmwmss. I am sorry; we are not talking about the same thing.
I was talking about methods of credit restraint in the face of an
increase in the cost of living.

Senator Kvut. Well, the net result of that is either increase or
decrease in the available money supply, is it not?

Mr. Bumaxss. Well that is affected by It. It affects it.
Senator KE . Wefl, it is brought about by it is it not?
Mr. Bunos. They do not absolutely contl the money supply.
Senator Kzan. I thought you said this mornig---
Mr. BUmoss. Oh, no.
Senator KER (continuing). If they went out and bought another

billion dollars-.
Mr. Buitsps. They could ease it up, theT could increase it faster.
Senator Kan. Could anybody else ease it up or make it increase

faster?
Mr. Bmm. If the banks undertook to borrow money from the

Federal Reserve.
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Senator Km. They would not have to do that if tie Federal Re-
serve undertook to loan it to them.

Mr. Buours. The Federal Reserve is in it, but there are other
influences in it.

Senator Kznw. Well, the Federal Roerve has the primary power.
Mr. BuRoss. Well, all right, I will agree to that, Senator.
Senator KRR. All right.
You maintain that you just pay the interest rate for your securi-

ties that the market requires; is that right?
Mr. Buuaos. That I' currect.
Senator KunR. What was the going rate, not at the time you issued

the 31/i's in 1953, but at the time you announced or decided that you
were going to issue them ?

Mr. Brlloss. We discussed that in a good deal of detail in my
statement, Senator.

Senator KZRR. Well, you did. You and I did not. I just thought
I would ask you a question or two about it.

Mr. Bv mos. We had no issue as long as the one we wanted to put
out. The nearest one was the Victory 21/'s.

Senator KzERR. What was t he date it was issued I
Mr. Buorzss. It was issued on May 1. The announcement date

was April 8.
Senator KRR. All right.
Now, back of the announcement date was the time when you ar-

rived at the decision to issue them, was it not?
Mr. BuoEss. No. We did not decide to issue them until it was

announced, until the day it was announced.
Senator KERR. When did you begin to contemplate the issuance?
Mr. BuoR ss. We began talking about that about 3 weeks before

that-
Senator KERR. And what--
Mr. Buopess (continuing). Exploring the markets.
Senator KERR. What were long-term Governments selling to yield

at that time ?
Mr. Buvo ss. There were not any as long as the ones we were pro-

posing to put out.
Senator KERR. I understand.
Mr. Buoues. They were 2%'s, which were 10 years shorter, that

were selling around a 2.90 basis.
Senator KEna. Is it not a fact that 2 or 3 weeks before that, they

were selling at lower than 2.90?
Mr. BmoEss. No. In the beginning of the year, they were selling

at about a 2.80 basis.
Senator KEzR. I have an article by J. A. Livingston, a nationally

syndicated columnist.
Mr. Buaous. Yes.
Senator Kint. He is an economist, and he writes a column that I

see on a lot of financial pages.
Mr. Btnous. That is right.
Senator Kw. This is fro)m the Washington Post, April 1958:
It's a pretty good bet that Rocky Marciano, who's training for a championship

fight doesn't know it. Nor Joe Pilsudsky, who works In a coal mine, Nor
Helen ayes, who plays the lead in "Mrs. MeThlng., Nor Amy Smith, who's
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secretary to the sales manager of a vacuum cleaner company. They can't feel
It yet. %ut they will.

This is a new business era. It's bound to affect everybody-eventually.
America has moved from Roosevelt-Trumadi economics to Eisenhower economics,
from the economics of control, regulation, and planning to the economics of the
marketplace.

That was signaled last week by a major economic decision most people in the
United States won't even read about Yet it's an Important event, Secretary of
the Treasury George M. Humphrey announced a new issue of a 80-year 84
percent bonds. In doing so, he shattered the "sacrosanct" 2 percent interest
rate of his predecessors-Henry Morgenthau, Jr., and John W. Snyder.

In raising the rate to 81, percent, highest since 10=, Irt*dtt Eiseahower
and Secretary Humphrey say, in effect: "Government bonds can get along with-
out controls. The Government must compete for money in the open market Just
like Allied Chemical & Dye; Atchison, Topeka & Santa Fe; American Telephone;
und other corporations."

I resented a little bit he did not name one near and dear to my heart.
Mr. BuRoEss. I sympathize with you.
Senator Kzu (reading). "We don't need Federal Reserve support."

This decision reaches beyond Wall Street, Washington, and high finance. It
involves more than the price Humphrey is willing to pay to borrow money. It
will have an impact on farmers, merchants, manufacturers, builders, home-
buyers, and consumers. It can't help influencing industrial production, em-
ployment, and prices. It's definitely anti-inflationary. You could even say it's
disinflationary.

He is agreeing with you on that.
Humphrey and W. Randolph Burgess, his deputy in charge of Government

debt, took no chances. They wanted to make sure the new bonds would go over.
They consulted bankers and insurance companies beforehand. They limited the
Initial amount of 8)As to $1 billion. But they also offered holders of V and 0
savings bonds, of which $1,100 million will mature this year, the right to swap
them for new bonds. The expectation was that heavy demand would send the
bonds to a premium-more than 100 cents on the dollar.

wRT IT was so uzoVT

Humphrey and Burgess deliberately made the interest rate Julcy-8% per-
cent-at a time when 19-year Governments were selling to yield 2.9 percent
They weren't going to cut the rate as close as when they put out 5-year-and-10-
month 2s in February. Thus the Government is completing with business for
money. It means that businessmen who need funds to increase plants, install
new equipment, or expand inventories will have to pay more. It means operat-
Ing costs will go up a notch-at a time when increased competition is squeesing
profit margins. It means that mortgage rates will tend to go up too.

Now, it seems that that fellow was quite impressed with the thought
that you put it out at a good deal above the market.

Mi. Buiotss. Well, he said put it out at a yield where we thought
it would sell, and that is ri ht. I am sure we could not have priced
that any less generously and-ave sold the bonds.

Senator Kim On April 1, he wrote:
A poker game has been going on in Government bonds. Insurance companies,

banks, large investors, Government bond dealers, and speculators have been
trying to preguess Secretary of the Treasury George M. Humphrey: How would
he raise new money for the Treasury? Was he really going to put out a 8%
percent bond? Ora percent? Or both?

By the same token, Humphrey was playing poker, too. He had to anticipate
what the market anticipated. He had to figure out what the collective investors
in Government bonds would go for, and then give them what they wanted. * 0

The rumor got around that W. Randolph Burgess, Humphrey's adviser on debt
management, had been discusaing with bankers a 80-year 8z percent bond and
a 15-year 8 percent bond, Immediately, the anticipators-the poker players--
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went to work. The Treasury 2W's of 1007-72 (called the Victorys because they
were sued after the surrender of Japan), had been selling around 04. At
that price, the Interest rate worked out to about 2.9 percent to maturity.

So, the poker players reasoned, they'd have to go lower. A 8 percent Hum-
phrey bond would put them down to 92% for a comparable yleO. A 8 percent,
to 89%. So the Victorys dropped to about 98. Then bids began to appear.

Another set of poker players was at work. Apparently they decided that the
Victorys were attractive even it Humphrey did put out a 8 percent or a 8%
percent. Their reasoning went like this:

Many people are waiting for the Victorys to go down to 02 or maybe 89.
They've got orders under the market. Well, If a lot of bids are under the

a~rket, prices won't get down there.
As I read that, Mr. Burgess, it looks to me like you not only offered

these bonds above the market for outstanding long-term Govern-
ments, but that by your announcement that you were going to pay
whatever the market required, you set in motion this operation he
refers to as pitting one set of poker players against another, which
results in making speculative securities out of Government bonds.

Mr. BuRouss. Well, let me say first that I think we priced that issue
as closely- as we could and have it sell. We followed there the rule
that we have always followed: that we did not pay any more than
we felt we had to pay in order to sell the bonds.

Let me go back of that a little bit. We have been watching this
Treasury financing over the years. For the years from 1946, after
the war, right through 1952, the Treasury had not sold any long-term
bonds. The debt had been going down in the average maturity from
over 6 years to a little under 4 years.

The debt was piling up in a short period. The advisory group of
the Bankers Association, of which you know I was a member had
repeatedly recommended that they should sell a long-term bond.

A.nd when we came in the problem was whether we should not start
lengthening the debt a little bit, spreading it out. We had all those
years when very little had been done to handle that debt in the way
that you, as a businessman, or anybody else, would want to handle his
debt.

So we decided, if the market would take it, to put out a long-term
bond. We explored that very carefully, and we determined that the
lowest interest yield at which we could sell that bond was 3.

If we had tried to sell at 8, 1 do not think we would have been suc-
cessful in our sales in selling that number of bonds. We might have
put out a 15-year 8, but that would have gone to banks, gone to the
old sources, and it would not have reaclied out to the saveri the
peple outside the banking field.

And we decided that that was the lowest rate at which we could
sell it.

We knew-
Senator Kmw. And subsequent events proved you were so close to

the market that within less than 12 months it sold at the highest price
on the market, with reference to par, of any Government bond I know
of in my lifetime.

Mr. B se. But when the bond was put out, It sold for 9 thirty.
seconds of a point premium only, and then went below par, and did
not get up above par for another 8 months.

Senator Kia. Three or four months, and then it just shot up like
a skrocket; did it not t
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Mr. Breezs. No. But all the market went up, and we had easy
money in 1954. This bond did not go up any faster than any other.

Senator KzRm. Do you know of any other Government bond that
went to 112?

Mr. Bmozss. No. But it went up comparably; these bonds that
had been 95 when we came in, these 21's, went up above par again
in 1954.

Senator Kim. I am going to go into that with you tomorrow.
Mr. Bnozss. All right.
Senator Ksm. That fluctuation.
Mr. Btmozss. Yes.
But when you sell a bond, you have got to sell it on the market at

that time.
Senator K=. Whether the Federal Reserve helps you or not?
Mr. Bvnoams. Well, they did not help us on this one.
Senator IC R. When you put out your last one here, I noticed in

the Wall Street Journal on the 22d of July 1957 this comment:
Some traders npentioued the Treasury financing announcement last Thursday

an an Important influence on the week's market

You see, the way these financial writers interpret it is in terms of
ffeet of your issue on the market.
Mr. Bunoms. That is right.
Senator Kmnn. Rather han the way you view it, of the effect of the

market on your issues.
Mr. Brmes. Well, Senator, I would not deny that our issues have

an important effect on the market. They are bound to. If you are
going to refund $24 billion, the rate at which that is done is very
important. The whole operation is.

Senator Ki. Here is what the Wall Street Journal said:
The street was lowering prices all week in anticipation of the new, ex-

plained one dealer, but the 4 percent coupon on 2 issues forced still further
adjustments Friday.

In other words your selling on the market, means the state of the
market by the time the rumors got around, and by the time the period
expires between the announcement and the offering, by that time the
market has adjusted itself to the rate you have decided on.

Mr. Buiozes. Of course, it is an influence, because the announce-
ment by the Treasury on this huge volume is an indication of what
the rate is.

But I can assure you, Senator, that we could not have sold this last
issue any cheaper.

Senator Kafm. Well---
Mr. BuRmss. As it was, as the chairman has pointed out, there

were over a billion dollars worth of holders who did not convert.
Senator K=R. Yes. There were about 12 percent.
Mr. Breoss. We shaved this as close as we could and sell the

securities
Senator Kn . Yes.
Mr. Bunores. Just as close as we could shave It.
Senator Kza. You shaved it so close that the market for a week

was ad usting itself up to what they thought the rate was going to
be; and then when they learned what it actually was, the dealers sid,

869



870 - Y rXi ooza Co moN OF TXX NMrD OATI

the 4 pect *oupons on 9 issues forced still further adjustments

Mr. BuSn Wel, it wa simply that 4 pernt was a recognition
by the Trasur of a condition that existed and so it was a very im-
portant piece o news.

Senator K=u And if it was a condition which existed, then these
dealers had misappraised it I

Mr. Buxou. Wto, I do not think they misapprised it very much.
The market did not move so much, so very much.

The CNAutxAx. The committee will reces until 10 o'clock tomor-
row morning.

Mr., BWizss. Thank you.
(Whereuon1 at 1:10 p. m the committee recessed, to reconvene

at 10 a. m., Frday, August 2, i7.)
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The committee met, pursuant to recess, at 10 a. m in room 812,
Senate Office Building, Senator Harry Flood Byrd chairmann) prm.
siding.

Pr sent: Senators Byrd, Kerr, Frear, Gore, Martin, Williams,
Flanders, Carlson, Malone and Bennett.

Also present: Robert P. iaI.ysis Staff, Debt Division,
Office of the Secretary o rasury; W. . elnger, Fiscal A
siutant Secretary, T ury Department; ul assistant to the
Secretary of the esury; Eliabeth B. Springer, f clerk; and
Samuel D. McIl in special counsel

The CUA i. TNRe comnIi wI come order.

Senator Tb ecre that he has couple
of insert that he uld like t

STATEN T Of RON, W.

T ' about r mat wer s l a think left
the quest n of the Feder rv P0 ulche
ment Iec Ies just li bit n hou migh t bA hel p-
ful If I b ht bef hecomm o otati one tmth cil
languae eFederal ReservSy ON
zenat.i You. mlaw \
Mr. BURG These are oted from the am i report o h Board

of Governors o he Federa

Mr. Bio The quote which I think helpful Is from
the 88th Annual Repo e Board of Gove of the System for
the calendar year 1951 year and came out In

t priaof 1952.
he 88 annual report contains this statement:

In periods of Treasury rednancing, the Federal e acted to steady the
market for short-term Government securities. During such a refunding period
a substantial volume of securities shifted In the market. Some holders want to
redeem the maturing securities for ea*  while some nonholders want to buy
maturing Issues at eurent prices In order to obtain the new twoe on ezchane.
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In several of the refunding operations in 1951, demand for the maturing securi-
ties for exchange purposes was not equal to the volume of the maturing issue
for which holders wanted cash. Under these circumstances Federal Reserve
open market operations, by absorbing securities temporarily in excess of current
demand, helped to assure larger exchanges and smaller cash redemptions. More
than a billion dollars of securities were purchased by the Federal Reserve in
June in this type of operation, and more than half a billion in September and
October combined. There was only slight support of refunding operations in
December but the Federal Reserve made large purchases late in the month to
meet seasonal needs in the money market. In all of these cases, the purchases
were either concurrently or subsequently offset by sales of short-term securities
from the open market account.

That shows what they were doing at that time.
Now. the annual report for the year 1953 contains a long account of

discussions in the Open Market Committee of whether they would
change that practice.

For example, at the September 24 meeting of the Open Market Coin-
mittee -

Senator Krmn. September 1958
Mr. Bujonss. September 24, 1953.
Senator KzRR. Yes.
Mr. Butomss (reading):
Mr. Mills, a member of the Board, moved that the Federal Open Market Com-

mittee take the position that operations for the System account in the open
market be confined to short-term securities, except in the correction of disorderly
markets, and that during a period of Treasury financing there be no purchases
of (1) maturing issues for which an exchange was being offered; (2) when-is.
sued securities; or (8)----

Senator KI(wt. What was (2)?
Mr. Butoass. "(21) when-issued " that is the new issue which would

be available after the issue date. irou see, there is a maturing security.
Senator KiRo. There would be no operation in buying or selling

them
Mr. Buaous. They would not buy them.

or (8) outstanding issues of comparable maturity to those being offered for
exchange, and that these policies be followed until such time as they may be
superseded or modified by further action of the Federal Open Market Committee.

That motion split them, but the votes for the motion were several
of the Governors; the votes against the motion, Messrs. Sproul and
Powell.

That same position was subsequently confirmed, and I will give you
a copy of it. I have it in the material that we prepared for you,
Senator.

Senator Knit. Yes.
Mr. Bunozes. The basic principle governing Federal Reserve

actions--
Senator K=R. If you would read the question, it would clarify the

record.
Mr. Buow. Yes.
The question which Senator Kerr asked us, and on which we pre.

pared the material, was:
I. (b) Describe each Treasury financing action, other than the regular weekly

bill offerings, but Including regular weekly bill offerings where the Treasury
increased the amount in order to raise additional cash-
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And then a sub (2) under that:
Identify those Treasury financing actions which In your judgment were sup-

ported by the Federal Reserve either through (1) open market operations, or
(2) reductions In reserve requirements.

On this, we start by stating the basic principle governing Federal
Reserve actions now, by citing a policy adopted in the annual meeting
of the Federal Open Market Committee in March 1958. And that is
very similar to the action which I read, adopted in 1953.

Operations for the System account in the open market, other than repurchase
agreements, shall be confined to short-term securities (except in the correction
of disorderly markets), and during a period of Treasury financing there shall be
no purchases of (1) maturing issues for which an exchange is being offered, (2)
when-issued securities, or (8) outstanding Issues of comparable maturities to
those being offered for exchange; these policies to be followed until such time as
they may be superseded or modified by further action of the Federal Open Market
Committee.

I think those two statements show the change in what they are doing.
There is a lot of theology about this, Senator and they spell out this
language in detail, but that is what we really mean by saying the
policies changed in supporting the Treasury operations.

(The complete answer is as-follows:)
I. (b) Describe each Treasury financing action, other than the regular weekly

bill offerings, but including regular weekly bill offerings where the Treasury
increased the amount In order to raise additional cash.

(2) Identify those Treasury financing actions which in your judgment were
supported by the Federal Reserve either through (1) open market operations or
(2) reductions In reserve requirements.

The basic principle governing Federal Reserve actions during Treasury finan-
cing operations is set forth in the continuing operating authorities or statements
of operating policy adopted In the annual meeting of the Federal Open Market
Committee in March 1956:

"Operations for the System account in the open market, other than repurchase
agreements, shall be confined to short-term securities (except In the correction
of disorderly markets), and during a period of Treasury financing there shall be
no purchases of (1) maturing Issues for which an exchange Is being offered, (2)
when-issued securities, or (8) outstanding issues of comparable maturities to
those being offered for exchange; these policies to be followed until such time as
they may be superseded or modified by further action of the Federal Open Market
Committee.

The Federal Reserve System In Its open market operations generally has fol-
lowed a policy of maintaining stable conditions In the money market during
periods of refunding and of taking Into account additional needs for reserve funds
when the Treasury comes to the market for cash.

The only deviation from the above directions occurred on November 80, 195,
when the Federal Open Market Committee authorized the purchase of up to $400
million of 2%-percent: December 1, 196, certificates of indebtedness on a when-
Issued basis. This action was taken In response to a request made by the Secre-
tary of the Treasury for assistance directed toward preventing undue cash re.
demptlon of the maturing issue and with cognizance of the possibility of psycho-
logical deterioration of the whole securities market if the Treasury offering came
to be regarded as a failure. Total purchases made under this authority amounted
to $167 million.

Reserve requirements were reduced in the summers of 1953 and 1954 and in
both cases the reductions were designed to supply reserves for seasonal demands
including Treasury financing needs. In each year these were large cash offerings
of Treasury securities which required temporary increases In commercial bank
deposits and required reserves.

Senator Kzm. In view of the fact that this statement in March of
1956 is so similar to the one in September 1958. had there been an in-
terval during which they had had a different policy-
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Mr. Bmios. No.
Senator K= (continuing). And then in March 1056v reverted to

the September 1958, policy, or did they just feel they ought to reiter-ate the obvious?

Mr. Buvomms. Reaffirm. I think so.
There had been, late in 1958, some shifts, but this has been the policy

through this entire period, really. As a matter of fact, there have
been very few exceptions to this rule. They say they can make an
exception b the action of the committee. They did in December 1955.

Senator KP=u. Or in the correction of disorderly markets.
Mr. Bwvoss. That is right.
Senator KmR. Which they have done in some instances in these 4

years?
Mr. Bunozas. Well, I think they have not purchased other than

short-term securities-
Senator Krm. But they did---
Mr. Bunsoss. (continuing). During those periods. They pur-

chased Treasury b9ls.
Senator KERu. They did that in connection with what I would pre-

sume they regarded, to some degree, a disorderly market.
Mr. BuRiosm. The bills and the short-term I
The bills and the short-term securities they do, in and out, as a

matter of current operation of keeping the general reserve position
about steady.

Senator Kzae. They have been doing that for the last few days, have
they not, Doctor ?

Mr. BuRGoss. Yes. There has been very little net change, but they
have been in and out.

Their ins and outs recently have been largely under what they call
repurchase agreements, that is, they will buy securities from dealers
with an agreement on the part of the dealer to repurchase them at a
later period.

Senator KinR. I want to put into the record-
Mr. Bunouse. May I supplement it by one additional statement of

fact ? I do not want to appear to fail to state something:
That in December 1955, as was publicly announced at the time, the

Federal Reserve did support our Treasury refunding. That looked
as though it were going badly. They had a telephone meeting of their
Open Market Committee and agreed to buy the new when-issued se-
curites that we were putting out, and they did that to the extent of
$167 million.

That is the only time since the first of 1958 that they have carried on
an operation similar to what was described in this annual report for
1951 in supporting a Treasury financing operation.

Senator K, na. t is your positive conviction now, though, that they
should be available and, when the circumstances indicate, support the
Treasury issues during the flotation seriod ?

Mr. Diuozss. That is correct. I hink they should, and they have
never said they never would,. They Just say you have to have a meet-
ing of the committee, and it has to be clearly demonstrated that it is
necessary, before they do,
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And there has been a difference of opinion in the system. Mr.Sproul has always felt they should be more active at those times, and

the rest of the people voted against him.
Senator KERR. I think he was one of the toughest fellows down

there, but he was also, in my judgment, one of the most frank and
realistic.

Mr. BuRoss. That is right.
Senator KERR (continuing). And has laid it on the line-repeatedly,

that to control this economy b Federal Reserve actions, you have got
to be prepared really to lower the boom; has he not I

Mr. iutko:ss. Yes, and to raise it.
Senator KER. Yes.
Mr. BUROEss. To raise it and lower it.
Senator KERR. That is Sproul's position; is it not I
Mr. BvRoEss. I think so. I think that is a fair statement.
Senator KERR. We talked a good deal yesterday about the fact that

the increase in the money supply had dwindled to where it was now
less than 1 percent it year, and tfhe money market is the tightest it has
been in 41/ years.

Mr. BuioEss. That is right.
Senator KF.RR. And price inflation is at the most vigorous rate of in.

crease in the last 6 years.
I would like to note the additional fact that those policies have

not prevented but, in my judgment, they have actually aggravated in-
flation to the penalty of the average disposable personal income of the
American income earner.

I believe that is show on page 6 of the E('0onoic lndienators.
In the second quarter of 1956, that was $1,703 per capita.
Mr. BuRoEes. Thirteen; is it not I
Senator Kzm. No, the second quarter of 1950, $1,708.
Mr. BuRGEss. Yes, current prices. I was looking at the deflated

one.
Senator KzRR. And the second quarter of 1957; it was $1,754.
Mr. BURGEss. That is right.
Senator Kw. Which, when corrected for the changm in the purchase.

ing power of the dollar, leaves, I believe-well, in a usted prices for
the second quarter 195d it was $1,718; and for the second quarter ol
this year, it is $1,705

M. Bummi s. That is right.
Senator K aui. So that despite an increase in the per capita die-

posahlp income from $1,703 to $1,754, there was actually a loss from
$1,718 to $1,705 in comparable dollars, proving, in my judgment, that
this tight money policy, rather than relieving the penalty of inflation,
has accentuated it.

I do not expect you to agree to that, but I know you will agree to
the figures I have put in there.

Mr. Butoas. Well, that undoubtedly has flattened off. It is not
enough change to-

Senator Kim. Well, there actually has been a reduction.
Mr. Bumo.ss. It is a slight reduction; es. It is a slight reduction.

These statistics, the difference is well within the range of the errors in
computing figures of this sort.

Senator iKm. That is the first time that either one of us has taken
refuge in that possibility.
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Mr. Bt zuss. Yes [Laughter.] Perhaps not the last, Senator.[Laughter.J
Senator Kz, It might not be the last, but we will remember you

were the one who set the precedent.
Mr. Bumoma. All right. I will run up the flag. [Laughter.]
Senator Kwm. I want to read you some observations on the opera.

tions of the Federal Reserve Board through the late twenties when, as
I called attention to yesterday they had the same policies with
reference to monetary control an interest rates in effect as those that
are governing or controlling today, and I would like to see what your
reaction to these quotations is

No. 1:
The consequences of the Federal Reserve Board action were disastrous to our

economy.
No. 2:
I protested to Daniel Crissinger, the Governor of the Board. I got nowhere.

President Coolidge insisted the Board had been set up by Congress as an agency
independent of the administration and we had no right to interfere. I was
so alarmed, however, that I took up the matter with members of the Senate
Banking and Currency Committee, the legislative father of the Board.

No.8:
Referring to the spring of 1927, at this time again I urged President Coolidge,

as I had done 18 months before, to send for Orissinger and express alarm at
the situation. Mr. Coolidge, a strict legalist, again insisted that the Reserve
Board had been created by the Congress entirely Independent of the Executive
and that he could not interfere.

No. 4:
I do not attribute the whole of the stock boom to mismanagement of the

Federal Reserve System, but the policies adopted by that System must assume
the greater responsibility.

No. 5:
The fact that action of such gigantic movement may be set on foot in a

democracy without adequate public consideration or check, emphasizes the
dangers of undue powers In the hands of mere individuals, governmental or
private.

Mr. BURGESs. What are those dates
Senator KXmU The first one was 1925; the second was 1925; the

third one was with reference to 1927; and the last two were with
reference to what happened in 1929.

Mr. Bunoza. I think, as it turned out, the policies in 1927 certainly
were probably too stimulating, too easy. You got a stock market
boom going that overrode all restraints at a later period.

I think the critic there is saying that the Board was allowing the
boom to get out of hand in not acting more vigorously.

Senator Kim. And then acting too vigorously
Mr Bsozes. Well, or too late.
Senator Ka. Yes.
Mr. Buaors. I would say too late.
Senator Kmw. Do you agree with the remarks of this critic?
Mr. Bmuass. I do not think it was very well handled, from the

point of view of hindsight.
Senator K . Do you know who this critic is ?

876



FINANCIAL CONDITION OF THE UNITED STATU6

Mr. Buitms. No; that may have been Parker Willis.
Senator KRR. No; it was a fellow named Herbert Hoover.
Mr. Buioms. Well, he was about right.
Senator KER. I will read you two more of his statements in his

memoirs:
At one moment the Federal Reserve's actions forced money rates for specula-

tive purposes up to 20 percent per annum. But people who dreamed of a
hundred percent profit In a week were not deterred by an Interest rate of 20 Der.
cent a year. Mr. Young fully demonstrated the futility of the Idea upon which
the Reserve System had been founded, that it could control booms. Mr. Young,-

I will read that last sentence again-
fully demnoustrated the futility of the idea upon which the Reserve system had
been founded, that It could control booms.

Would you agree with that ?
Mr. Busonus. No; I do not quite agree with that. I think it did

show that there were gaps in the whole thing that had to be filled In;
the particular gap I commented on the other day, that the major part
of stock market credit was outside of the mechanisms of any control.
The loans that were made, not by the banks but by corporations, loans
that they called "for account of others,m corporations lending their sur-
plus money on the stock exchange, which the banks could not control,
and the Federal Reserve could not control, ran up to a stupendous
figure, $5 billion or $6 billion, and fed these fires of inflation.

-Now the margin requirement provision has, I think, plugged that
loophole, that particular one.

Whether that is adequate, of course, is still open to question.
Senator Kzm Here is another observation he mode:

As I look back over our whole era of boom and slump and our passage through
the valley of the shadow after the European panic, I feel our own banking and
financial system was the worst part of the dismal tragedy with whichI bad
to deal.

Mr. BvRoxes. I think that is a little bit strong. I sympathize with
that, I certainly sympathize with his feeling that way in the face of
his experience.

Senator Kza. One more:
The theory of the Federal Reserve System can well be repeated here. The

Idea was that speculation could be checked by Increasing Interest rates and
restricting crvit by open market operations.

That sounds like it has just been taken out of your remarks, Doctor.
And, on the other hand, that business could be activated by decreasing interest

rates and expanding credit by open market operations. Experience had amply
demonstrated that decreased rates and open market operations could stimulate
speculation In good times, but we were soon to prove that they could not activate
business in bad times. Thus, these activities proved incapable of either check-
ing booms or checking depression, and the System stimulated a false sense of
security which in Itself led to excesses.

Mr. Bntozes. Well, while it may be a little strong, it is nevertheless
a true statement. If people think they can rely solely on the Reserve
System to take care of this economy, and all the rest of us can go right
along and do just whatever we Please, why, of course It is wrong.

Senator Kw a I think that those observations from one who ha4 to
walk through that valley of the shadow-

Mr. Buoa. That is right. I walked there, too.
egsO8-44--ot. 2...-451
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Senator Kza. Yes. Well, so did I, but in a less responsible situa-
tion and one leas disastrous.

Mr. Buaouss.. I also.
Senator Kzw (continuing). Should compel us to reevaluate the sit-

uation wherein similar policies are being used, if not to a comparable,
to a considerable extent, and apparently for the same spoken justifica-
tions as were given then.

Mr. Bunous. No. I think there is a difference there.
Of course, Mr. Hoover's statement emphasized the fact that earlier

in the twenties, in 1925 and 1927, he felt that the Reserve System was
not exereiing its powers wisely in restraint, and I think that is a
fair statement.

Senator KRR. They have the same powers today they had then;
do they not ?

Mr.-Bu ops. No. They have more.
Senator KznE. They have more?
Mr. BuRGEss. They have more.
Senator K . And they are exercised today as they were then,

by a limited group of men?
Mr. BuRoris8. Yes.
Senator K=t. And they are now equally isolated from approach

or control by the people whose welfare is so dependent upon their
action.

Mr. BuRoEss. Well I do not agree to that, Senator.
Senator KERR. Weil do you remember the remark you made here

yesterday when I asked you what would have happened if the Federal
Reserve ad not taken the 60 percent of your offering last week ?

Mr. BuRous. Well, that is another question.
Senator Kum. I say, Do you remember what you said?
Mr. BuRaEss. I do; yes. I do.
Senator KERR. You said they could-
Mr. BuRG es. They had to.
Senator Kzn. You said they could have broken the country.
Mr. Buaozss. Yes; that is right.
Senator Kmw. Yet-
Mr. BuRoEss. They could have made it very difficult.
Senator Kiss. And yet, they, and they alone, made that decision;

did the not?
Mr. Bu~ow. Yes; I think that is a fair statement.
Senator K=R. Seven men.
Mr. BURows. No. That was the whole System made that decision.

Le*'s go back to our 127.
Senator KErR. What ?
Mr. BuRoEss. Let's go back to our 127.
Senator KERR. We are discussing this thing philosophically and,

after a good deal of discussion the other day, I thought we agreed that
the seven men had the power of ultimate decision.

Mr. BuRoES. No; I never agreed to that, Senator. I said that the
whole System had its opinion brought to bear on all these decisions.
If they had-

Senator Kiss. They had the advice of the whole group if they
wanted it.

Mr. Buoms. No. It goes further than that.
Senator KmR. Who voted on the action ?
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Mr. BURoss. That is the Open Market Committee.
Senator KwRt. Well, how many members do they have on the Open

Market CommitteeI
Mr. BURGESS. Twelve actually voting members.
Senator KIERR. I know; but how many of the 12 are Governors of

the System hereI
Mr. Bvoss. Seven.
Senator KEaR. Seven out of the twelve.
Mr. BvUoEss. And then 5, but the five come from banks all over the

country, representing the opinion of their directors and of the opinion
throughout their areas. They are very open to information about the
whole situation.

Seni tor imit. Suppose the 7 men had decided they would not do it;
could the 5 have done it?

Mr. BuRoEss. No.
Senator KERR. No; they could not ?
Mr. BURGESS. No. And the 8-the 7 would have had to be unani-

mous among themselves.
Senator KERR. But had the seven Governors decided not to do it,

that would have been the decision; would it not, Doctor?
Mr. BURGESS. Yes.
Senator KiEiR. Now then, let us look for a moment again at that

overallgroup. Every one of them comes from the banking fraternity ?
Mr.1 UROES s. No, sir. No, sir.
Senator KERR. What percentage of them ?
Mr. BuRaws. The majority of the directors of the Federal reserve

banks are nonbankers. They are businessnmen.
Senator KERR. Who elects them ?
Mr. BUTREss. The banks elect them, but without any commitments

on their part.
Senator KERR. Now, Doctor, I do not presume to reach into the in-

nermost recesses of your mind and state what is there, nor do I credit
you with being able to reach into the innermost recesses of the minds
of others and categorically state what is there, and I doubt if you want
to get into the posture of so claiming yourself. You are entitled to the
opinion that they do it without commitments.

Mr. BUR ss. Well, I have seen them operate for a great many
years.

Senator K E. I say you are entitled to ain opinion, but you are not
in position to make that statement-

Mr. BTUROG8S. I will go beyond that. I have seen these directors
operate year after year. I know that when they are elected by these
banks, country banks and city banks, they do not regard themselves as
having any commitments. They are elected in the public interest for a
public service. And they do not want these positions.

Senator KERR. I do not ever remember having a chance to vote for a
director.

Mr. Bworss. Well, I do not know whether you are a director---
Senator KERR. There are two million three hundred-some thousand

people in Oklahoma, and I do not believe there are more than 20 of
them that ever get to vote on that.

Mr. BURoss. I think there are more than that, Senator.
Senator KRNt. Well, a hundred, maybe.
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Mr. Bupaos. Are you a director of a bank there I
Senator KzaR. No; I am not.
Mr. Buxo s. I am surprised they let you get away this long with.

out being a director of a bink.
Senator Kziui. I will tell you about that, Doctor. I always insist

oi speaking my piece.
I sent you a fetter, and you have brought some answers here. Do

you have the rest of the answers now to those questions
Mr. Bunor. Yes, sir.
Senator Krza (reading):
Beginning In January 1013, and thereafter, would you state the policy directives

adopted by Federal OlKlm Market Committee. Indicate whether each marked
a change In previous monetary imlley and the direction of the change.

Now, is the one you gave us here it while ago your answer to that?
Mr. BumEss. Well, I would like to hand over a very complete tab-

ulation which we asked the Federal Reserve Board to compile from
their records; they are from published records in the annual report,
which show the changes from month to month, and so on.

The law required-the Banking Act of 1935, I think it was--that
the Federal Reserve should publish in its annual report every policy
decision taken by the Board or by the Open Market Committee, and
so they are all recorded.

Those are quoted here, together with an indication of the purpose.
Of course, you can interpret that in terms of broad swing, Senator.
Could I summarize it instead of going through it in detail?

Senator Kzuz. I want the entire answer in the record.
Mr. BuRomsa. Yes, sir.
Senator Knit. And I would rather reserve the time for some specific

detailed questions a little further on.
Mr. Bunoiss. Yes.
(The information referred to is as follows:)

I. Beginning in January 1908 and thereafter, (a) state the policy directives
adopted by Federal Open Market Committee. Indicate whether each marked
a change in previous monetary policy and the direction of the change.

The policy directives adopted by the Federal Open Market Committee and
the reasons for their adoption are set forth in the Record of Policy Actions of
the Federal Open Market Committee prepared annually by the Board of Gov-
ernors of the Federal Reserve System, in accordance with the requirements
of the Federal Reserve Act, and published in the annual reports of the Board
of Governors. Copies of these reports for the years 19.I56- are submitted here-
with. The record for 1057 will not be available until next year.

The records of Open Market Committee actions may be found in the annual
reports on the following pages: Pa gee

I95 annual report ------------------------------------ 86-105
1954 annual report ----------------------------------------- 08
1915 annual report -------------------------------------8-111
190 annual report -------- ----------------------------- 17-47

Attached aie summaries of the principal Federal Reserve policy actions from
the beginning of 1013 to the end of 195M, with brief explanations of the purposes
o such actions. These summaries have been prepared by the Board of Gov-
ornors of the Federal Reserve System and previously published by the Joint
IEconomic Committee of Congres or by the Board of Governors.
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I I

at Action

December 164 .......

January-Jun. 1W.....

January 195..

April ..........

Do .................

March.December 198

July-December 1955....

November-December
195.

August-September 1958.

November 1 ..........

January 19 ............

Purpose of action

Made not purchases of U. a. Uovern.
ment seurtles in open market of
les than 950.000,000, all under re.
purchase sreepentswith dealers
and brokers. Member bank bor.
rowin# Inora to an averae ofW&M 000,000 In Deoember.

.. Ad n the open market or redeemed
8. overnmont setrll! ttal

iN $1,300,000,000. em nk
borrowing incread to an average
of more than 1400,000,000 In the3ld quarter.
sto margin requirements on sonfor _IWobashw or carryingt IM0te
securtes from W0 to 0 pea nt of
market value of securities.

. Rs margin requirements on loans
for urclasinor carrying listed
secrites rom00 to 70 percnt of

market value of security ,
. Raised discount ramt from 114 to 114percent.

" Made net purchase of banker' so.
ceptanoe In open market totaling

" Made outright purchases of Treasury
bills in the opon market toting

0000000 net and lnceed re-
purchas agreements with dealers
and brokers by $00,000,000. Mem.
her bank borrowing Increased to an
average of about 80,000,00 In 8ep.Somber and more than $1,00.O00,A00
in November but declined to about
sm0,000,000 In l)ecember.

Pur hae when.tIsued Teasury er.
ttlfoatees of Indebtedness totaling
$107,000,000.

Inc psed discount raes from 1I to
paspercent, This inrease was
made In 2 tep t all Reserve banksexcept Clevfamd.

Iner~aW discount rate from 239 to

Reduced System holdings of United
States Oovernment securities by
over $1,400,000 000 through sales in
the market, redemption of maturing
bills, and termination of repurhase
agreements. Member bak bor-
rowings increased to weekly aver.
ages of 1o000,000 In late January,

Bought small amounts of Govern.
meant securities at tlme.. Member
bank borrowing declined somewhat
In Februwy -but Increased sub.
stantially in March as result Of
sharp Increase In required reewves.

Discount rates raised from 2)4 per. 'I
cent to 24 percent at 10 reserve
banksan Ito3 tat 2 k
around middle of April; System
holdings of U. 8. Government e-

i ban wing at o
w"v banks roee to ova i1,000,000.000.

Ingssed System holdings of U. 8. 2
(ovenrent securities around end
of May and end of June and main.
taoo ho~ Nher level than

883

To meet part of the temporary end-of.
rear needs of banks for resrve funds,
ut In view of rising credit demands

to permit thes needs to be reflected
In In slightly e eal y reserve
poslIons.

To offset effects of seasonal factors
affecting bank reserve positions and,
In view of strong credit demands, to
ring about somewhat greater mem.

ber bank borrowing rrom Federal
Reserve banks.

To help prevent an exnsive use of
credit for. putchalnn or oarrying
of urtoo I a jperiod o neasalni use

Do. It fseuritime

To bring discount rates into closer
ai"nement with open market money
rates and make borrowing by idi.
vidual banks more expensive.

To recognize increased use of banks
acceptances by business as a means
of financing international trade.

To moet part of reserve eeds associated
with seasonal factors, thus requiring
banking system to meet needs In
part byfurther Increasing debted-
noss. this action was taken with a
view to providing for seasonal needs
while limiting undue expansion of
bank credit.

To facilitate Treasry refunding In
period of money market strinlenem.

yupp|¥ of reserve was consistent with
overall open-market policy at time.

TO keep discount rats in an appro.
private relationship with market rates
of interest and thus maintain a
deterrent on excesve borrowing by
individual banks at the Reserve
banks.

To offset seasonal return flow of our-
reney and reduction in reserve needs
and restore degree of restraint pro-
vailing before -December action to
moderate restraint temporarily.

ro meet changing reserve needs and
avoid an Increasing degree of credit
restraint In view o growing tone of
uncertainty as to economic, prospects.

ro Increase restraint on credit expan.
Wlon In view of sharp Increase In
6a credit In March and Indications
of broad Increao In sending, grow-
Ing demands for credr, and upward
pressure on prim and costs.

od meet currenoy need around holl.
days, to cover added demands foe
reserve around tax payment and
mldyer settlement Werods, and to
avoid nm ing t e de a r
straint in viwO f 21oeta6tie In
6e004o110 situation.

February
1 95

and March

April and May 198...

Lot May to early Au.
8Wt lo
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Action

Discount rates r late in August
to 3 percent at 10 rw3er ba
with rates o( 8pe-cen. Stam
holding of . Government sW.
uritlee Inca y n ary '1.MO0,.

000,000 member ban winp
at reserve banks roes t averap o
iO)0. 0,000 In August and sytee P0-0t~,000,000 and o,0
in other months.

System holdings of U. 0. Government
securte d ~brkers' acceptance

~i by. over $0*000,p0 In.
eluding substantial rl ense

a nti with dealers "embr
borowing deoUneA to weekly

sverafe of around *00,000. eW
ep [last week of year, an at

thue were 1m than exem roserveo

Purpose of action

Discount rates re d a conformity
with ise In matket rates re-ltAn
from vroUs edit demands
Polies d nd to Incree and
mntin resrlnt on undue credit

tnwnwepoyvriatison iad other .mPO. Y. V"10 In

resaerve neds, Inalqding 
.e00tof

" usat Trasr mAn/n opera.

If mney
credit, and capi markets reeltill
from seasonal factors and inter.

ional 1niUons at time when

exerting rtrMain on
a$#

So=: FandersSubo mittee Hlearings onl Mon.tw Policy, 1)D. 0 and 7 1964,a 14-18& Joint
Co Flners Sn th Preeident's Economic Report Januarp ebruary IK F. 43d Anmal
Report of the o o=r vernors of the redel Reserve System, p. W0.

Prepared by Government Finance Section, Board of (overnor, July A8, 1W7.

Senator KxRR (reading):
(b) Describe each Treasury financing action, other than the regular weekly

bill offerings but including regular weekly bill offerings where the Treasury in.
creased the amount autthorized to raise additional cash.

Do you have a tabulation of thoseI
Mr. BuROYM. Yes, I have.
Senator KxRR. Let the clerk have one.
Mr. BuoRss. Yes.
Shall we pass all the answers around so you will have the whole

thing?
Senator KERR. I think you should do it as we com to it.
Mr. BuRoYss. All right.
To go over this in detail-
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Senator Kzu. I take it the last two pages get down-
Mr. Bums. The last page gives you the Treasury bills where we

increased the amounts. W9 lave, over this period, increased our
weekly bill offerings by several hundred million a week.

Senator Kxa. A-s 1 read this, the total increase, against which I
see no reductions, is $4.7 billion.

Mr. BuRoss. That is correct; yes.
We have found the market would take those Treasury bills and they

wanted them. That is partly due to the fact that the amount of cash
in corporations has increased a great deal, and they are very desirous
of investine in this kind of obligation.

It takes it out of the banking system. It provides theni with liquid.ity, and they carry bills partly as tax reserves. So justby experience,
we have found that that was a good way to get some of the money we
needed.

Senator KERR. Now then, as of March 14, the overall increase in the
weekly bill offerings, as compared to the start of them in 1953, is $4.7
billion.

Mr. BuRGEss. Yes, that is right. Yes.
Senator Ku. There has been none since March 141
Mr. Bua o . None since March 14.
Senator Kn. Will the reporter put that into the record, Mr. Chair.

man, at this point I
The CIIAMXAN. Without objection, it will be inserted.
(The information referred to isas follows:)

I. (b) Data on Treasury financing actions since January 1953 are covered in
considerable detail in appendix B attached to my opening statement to the
Senate Winance Committee. In addition, you may be interested in the follow-
Ing tables on (1) offerings of marketable issues of Treasury bonds, notes and
certificates, and (2) disposition of matured marketable issues of Treasury bonds,
notes and certificates, beginning with January 1953, as excerpted from the Treas.
ury Bulletin. There is also attached a table showing the increases in offerings of
regular weekly Treasury bills since January 1958.
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Increase# in offerings of regular weekly Treasury bll, oaendar year* 1958
to 1957

(in bum of doum

UM da Ma Now Incras IW date Maturing New Inveekse ue

Sf j ......- Au, 1,.... 51i .8 1 +5.
1 . Aug. If ...... 6

1 1.:6 00ysay M .... rll ee~ ... .. 1 ,6 1.6 ..
0u . .: .. 1..e t L...... 1.6, 1:.." -

June 11 ...... 1.2 1.4.2 Sept. 1 ...... 1. ,6 .1
U0 I ..... 1. 1.6 . . . ,.6 1.6 .1

1 6 .... 1.. 1.8 
..... . .

Ju ly 9 .. ...... 1. 1. "' INa ... . .

Spt. 16 .... 4. 1.6 1 Feb.14 * 1.6 1.? .1
Feb. 01 ...... 1.6 1.$ -.2
YOU i.s ....... 1.6 1.8 --.3J19 .ratey? 1.....61.6 L. 1a

July 21 ... I. I'sar. 14.. 1.6 .
July.. 1.8 1.6 -.1 -
Aug. 4 . 1. .::.:6 L-.1 Total ............ .......... +4. 7

Senator Kzn (reading) :
Give the amount of each offering taken by the Federal Reserve or the Treasury

for Ahe trust funds and other Government investment accounts, and by the
commercial banks.

Mr. BUROASs. Yes. I will give you that ahead of the others.
Senator KzU. These columns are not totaled, are theyI
Mr. BuRoss. No, I think that is not. We did not total it. The

totals shown in my statement, the totals of the amounts we handled.
Senator Krm. Understand. I am seeking to develop detailed in-

formation as to the holdings of the Treasury and Federal Reserve
and the commercial banks; but the information is here from which
those totals can be computed is that right?

Mr. BVRGoss. That is right.
Senator Kzan. Mr. Chairman, I would like that table to go into the

record at this point.
The CHAIRMAN. Without objection it will be inserted in the record.
(The information referred to is as follows:)

I. (b) (1) Data on allotments of each Treasury offering from January 193
to date are shown in the attached table. Data are shown for Federal Reserve
banks, Government investment accounts, and commercial banks, plus further
detail for other investors. We have no information which would lead to a
tabulation by Investor classes of the cash raised from additions to weekly bill
offerings.



FINANCIa CONDITION Or THE3 UNITID STATES 891

ftble 4*- A1I*ImgsteI av twet Gloom ms 0010MlIm few *01010e Isms. Of TWeeIM
kRw$ l, awle 0salflsttuoe of Ia*#to* I/

.aassm v owar oft"e

*A J~ 1 1w' a 300 lot
kW4~,.Ma PIN ~ai Oft4 0lM4 1 41 a I S1/AIM 0-M.,on. IMM4 kIS a i au is wS Si 3

atM a If saw IS 0 4~s i0 v1

mu :0~' In es I a1 *I 1 *8

~~~14 sit~. 'ds~4j&
$AM (am MV Mat? &IT 4 b# as 11 0 1 a of e

%04 SM/ v44 3,10 . a IOU 10 0 W ? w 5 I 5 a 1 we

1 4 / 0~~~j S o f So V j 0 1
w~ ow.$ 4 6,19

I* s.W 3 0 P k£

ft".S siA s " ~.se e SATS I) .s~a t & ajs a s 10 a?I"SI 5.Ab I)m"~ w~ 41 #46s S Ut w a me 30 so 4M~a MA:~"~ :~ I,. 1 00 2 j 1 30 k
UAW*' (l:&M~ sot% ~ '~ SM1: #A1 1A n

W ees 40" .. 0ep.0 
ka4 t a in 2 4 ___________sA *. #a. w04%~ s3 ~was ~ " ~ -"'

".6 ;Z= wM. ~ ~ a ~~1sot We ~*

BEST AVAILABLEsCOP



FINANCIAL CONDrTON OF THE UNITED STATES

Senator Kx. Identify those Treasury financing actions which, in
your judgment, were supported by the Federal Reserve, either through
open market operations or by reductions in reserve requirements.

Mr. Burorms. That is the one I distributed a few minutes age where
we quoted the purpose, and I cited the December 1955 instance. Re-
serve requirements were reduced in the summers of 1958 and 1954.

Senator KFW. By what amounts, just briefly I
Mr. BURoSS. In 1953, the reserve requirements of the central re-

serve city banks were reduced from 24 percent to 22 percent.
The requirements of the Reserve city banks from 20 percent to 10

percent.
And the requirements of the country banks, from 14 to 13 percent.
Those are the requirements on net demand deposits.
Senator Kim. That was the change made in 1958?Mr. Btmazss. In July, early in-in July 1958.
Senator.KmRt. Then in 1054?
Air. Buoes. In 1954, the central Reserve city banks were reduced to20 percent.SenatorKzu. From 22 percent?

Mr. BURGESS. To 20 percent, in 2 steps; the reserve city banks from
19 to 18 percent; I-he country banks from 13 to 12 percent, and the rate
on time deposits was reduced from 6 to 5 percent.

Those are the requirements that are in effect at tho present time.
Senator KZRR. Fine.
Do you have another copy of that, so I may put it, together here

with mine ?
Mr. BuRozss. Yes.
Senator KERR. I do not seem at the moment to be able to put my

hand on it.
Mr. BRoGEss. Here it is. I had better write it out for you.
Senator KEJu. Mr. Mcllwain has just handed it to me here.
Mr. Bytmons. No, that does not give it.
Senator KERR. No, that is not it.
Mr. BuRoss. Hfere are the figures. We will write it out for the

record.
Senator KERR. That is fine. Thank you.

892
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(The information requested is as follows:)

Member bank reserve requirements
(Percent of deposits)

Net demand deposits ' Time deposits

Central
Xffectlve date of chance Centr liesorve reserve

reserw city Country and Country
city banks banks reserve banks

1017: ine W ........................... ............ 13 10 I $ 3
19306: Aug. t0 ....................................... 19h 1 10J 44 414

19313Mar. I ....................................... 22% 175 12 a,%M ay I, .............. ........................... 26 20 14 6 6Io : . 6 ........... ............. 22 ii7 12 a a
1941: o.....,........................ 20 20 14 8 01942. Au .3 .......................................... 24 .... .. ..... ....

ebt. . . 22
O unt. 24..........

Feb. 27.. ...................................... 2 .................. ..................

1949'June It ..! ...................................... 24 .. .. ... ..... . .. . . .. . . .

Juno 16, July ............... ........24 21 13 7 7Au ...... ............................ .24 21 is 5

June l I.. ................................... 22 9 1... ................
A ............. ................ 2234 18ji ........ ............

.22 is....................
1951:

Jan. 11, 161 ........ ...................... .  23 19 13 6 6
Jan. 26, Feb. I ..................... 24 2o 14 ..................

1933: July 1, 91 ......................... ....... 22 19 13 .................
19m4

Jlune15, 24 1.............................. 21............ ......... 5Jly 29, Aug. I I ............ ... .... I....... 20 .... 12' .......... ........
In ffct un 1 197 ....................... 20 to 12aaPresent statutory requirements:

Minimum ...................................... 13 10 7 3 3
Maimu ..................................... 26 20 14 6 0

I Demand deposits subject to rewrve requirements, which begtnilng Aug. 23. 1935, have been total
demand deposits minus cwh Items In prooss of collection and demand balances due from domestic banks
(also minus war loin anti series E bond accounts during the period Apr. 13, 194$June 30, 1947).

0 First-of-month or midmonth dates are changes at country banks, and other dates (usually Thursdays)
a at oestral reserve city or reserve city banks.

Senator Kr.RR. Now, would you explain the overdraft privilege?
Mr. BUmoEse. We have got a document on that.
Senator Ki,. I know you have.
Mr. Btnoss. Would you like me to sununarize it I
Senator KERR. I would like you to summarize it for the record.
Mr. Bunmo .Yes.
Senator KiXRu. First, however I want the entire report put into the

record, Mr. Chainnan, if it may Ve done at this point.
The CHAIRMAN. Without objection, 'it will be inserted.

98088-7-pt, S-1i



894 FINANCIAL OONDirION OF THZ UNITED TrATES

(The information referTed to is as follows :)
It. Explain the overdraft privilege and list the instances when the Treasury

made use of the overdraft privilege instead of borrowing from the public. Give
the amount borrowed.

Under the original Federal Reserve Act, the Federal Reserve banks had
authority to purchase Government obligations either in the market or directly
from the Treasury. The Banking Act of 1935 limited this authority, however, to
open market transactions. In 1942, the Second War Powers Act restored the
authority of the Federal Reserve banks to make purchases directly from the
Treasury, up to $5 billion outstanding at any one time. This authority, which
was initially granted only through December 81, 1044, was subsequently extended
by the Congress from time to time. The most recent extension (Public Law 622,
84th Cong.) was for 2 years and will expire on June 30, 1958, unless it is extended
further by the Congress.

This direct purchase authority permits the Treasury, in cooperation with the
Federal Reserve, to smooth out the effect on the economy of short-run peaks in
Its cash receipts and disbursementa, especially at quarterly tax dates. These
short-run peaks involve large figures. Round financial management requires that
the disturbing effect of such a tremendous flow of funds be held to a minimum.
This direct borrowing authority is one of the tools that the Treasury and the
Federal Reserve use for this purpose.

The authority is used only occasionally and only for short periods. The last
time this authority was usd was more than 8 years ago. On March 5, 1954, the
Treasury borrowed $184 million from the Federal Reserve and the next day an
additional $58 million. All of this was paid back on March 17 as tax receipts
became available. The Treasury has never used this borrowing authority on
other than a temporary basis and has no Intention of doing so. There has been
only 1 day since the end of World War II when the amount of such borrowing
outstanding has exceeded $1 billion, and typically the borrowing has been repaid
within 2 weeks. The attached tables indicate th, amounts of this borrowing (1)
on a daily basis since January 1052 and (2) annually from 1942 to date.

If the Treasury did not have this authority it would have to maintain larger
cash balances in order to meet its disbursement requirements just before heavy
tax receipts.

The direct borrowing authority is a useful mechanism in handling Treasury
funds economically and with least economic disturbance. In addition, It pro.
vides flexibility to meet possible emergency situations.

In its report on the bill (H. R. 9285, 84th Cong., 2d sees.) which led to the
enactment of the present authority, the Committee on Banking and Currency
made this statement in part in support of the legislation:

,"The Treasury and the Federal Reserve have used the direct borrowing au-
thority only to meet temporary requirements of the nature previously discussed.
The authority in also, however, a safeguard that could be used in the event of
any sudden nationwide emergency requiring heavy cash payments from the
Treasury before securities could be sold.

"While admittedly this is a broad power, properly used it is a very useful
one. It is a power which the committee believes automatically should be brought
before the Congress for periodic review and hence the proposed extension of
the authority for only a 2.year period. When the authority is utilized a record
of its use is included in the weekly statement of condition of the 12 Federal
Reserve banks, which in published in newspapers on Thursday of each week.
Further, it may be pointed out existing law requires that the Board of Governors
of the Federal Reserve System include detailed information with respect to use
of this authority In its annual report to Congress" (House Banking and Currency
Committee).



FINANCIAL CONDITION OF THE UNITED STATES

TARAX l.-Direot borrong from Federal Resemve banks certificatee of indebted.
ness, speolal series, bear# interest at the rate of onwfourth of 1 percent per
annum)

Amountl Amount Amount Amount
Dat bor. retired Bslans Daoe bor. retired Balance

rowed rowed

To#. 194"1 ........ $58 .88 I ........

'U,
Jan. 24 . .. ........
ran. I ..........

W. |11 .......... .....

ar. 1 9 ...............Wt. 10 ................

M ar. 1 ................
ra r2 ................

gar i .... .........

at: ..... ... ......
atr. 08 ...............r. 35 ................

Mar. 27 ................
M ar ...............
June 6
June 17 ....
June is ... ......
June 19 ................
June 20 .............
June 21...............
June22 ................
June2 .............
June 24 ............
June 28 ...............
Sept I ................
sept. 18 ............
sopt. 17 .............

sepL to ...............
Sept. 10 .............
Sept. 211 ............
Spt.2L ...............

Mar. 2 . .........

J ...............
OWt. it ................

Mar. o ................
Mar.I ...............

r. M .................Mar. 26 .................

10

.. .....iii.
4.

164

10.......i

8

131

........ ....iii"

129

164
18
61

27
47

106

.......... 6 ......

110................... 6"

.......e..iii

188

$66

sit
4431

38
38I0

170
14

472

Wo

418
249
231
170
170
74
47

180

267
221

184
134
184

6

ISO

43

MaSr r ............M r .............
June ...............
June .................
June 7 ................
June $ .................
June 9 ................
une 10 ................

June 11 ... ......
June 12.........
June 13 .............
June 14 '...............
June 18 ................
June 16 ...............
June 17................

une 1S .............
June 19 .............
June2 ................
June 21 ...............
June 22 ................
June 23 ................
Je 24 ..............
June9 6 ................

Is.'
Jan. 14 ...............
Jan. ................
Jn ................
Jan.17'............
Jan. 18..............
Jan. 19 ..............

Jan L ...............
Jn ...............

Jan. .................
Jan. 27 .... ....... .

at & ... .......
Ma. 17 ...........

Totalto date ... I

148

173

147 .........

101

101000

14
40

40
39

469

$0
31

101

10,01

49

10
10
874
401
461
36
"It
60
6e

823
364
992

6W6
20

22

88

Publia Law 406, approved June 23, 195, eOtnds until July 1,1964, the authority granted Federal Rwrve
banks to buy lovonment s~1ur00i direly from the Treasury Department.

Non..-Tbe fIgre are net. During the period plor to June 16 IS, It was the custom for the Treasury
to take upa eaut ety daily and to Isseanew seurity for either the in' or derasd amount a the

Ufibmm e. ' i o basis Is to &void a paedlng of the fAura due to ti mthod
on6 the Mount.

I Sunday.
Dhr# bon'owno from Federal Resrve banks

1ed...................
94 ..............
19460 ............. 0
194 .................
4.....................

1947 ......................

Days und

it
46

None
I

None
None
None

I

Maximum
amount at
any Ume

A(=*"

64

.. 1.....8.2..

Yer

196 ...................
1961.060............
I1US2 0.0"66-0.....
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Mr. Bumoms. The original Federal Reserve Act had no limitation
on the amount of securities that the Federal Reserve could buy di-
rectly from the Treasury. There was, however, this limitation: that
the could not use Government securities directly as collateral for
F a Reserve notes.

Senator Km. Say that again.
Mr. Btmoxss. They could-not use Government securities directly as

collateral for Federal Resbrve notes.
Senator Kxna. You mean the Federal Reserve could not ?
Mr. Buiorss. That is right.
Senator Kxm Yes.
Mr. Buao ss. So that limited the amount of their credit they could

put out in these Government securities.
That was changed in Glass-Steagall bill of February 1932, which

I helped to prepare down here. But the other change in this law was
that-

Senator Km. Let us go over that again. Under the original Fed-
eral Reserve Act, the Reserve banks had authority to purchase Gov-
ernment obligations in an unlimited amount.

Mr. BmoEs. Yes.
Senator Krm. Either in the market or directly from the Treasury.
Mr, Butnozss. Now the only limitation was their own position after

that. If they poured out all the money, and it increased the volume
of deposits and of notes, they would not have enough collateral for
the notes, because they could not use these Government securities as
collateral. They could only use the discounts of member batiks or
gold as collateral for their Federal Reserve notes.

So that acted as a limitation on how much they could buy.
Senator Kra Yes.
Mr. Btnozes. So that Glass.Steagall bill of early 1982 was designed

to-
Senator KzRn. Improve that ?
Mr. Busozs. Improve that situation, give them more leeway.
Senator Knw. Ahd as a result of it, they had a greater credit lee-

waj than they had had previously I
Mr. Buiteas. That is correct.
The circumstances that led to that were that in the fall of 1981,

England went off the gold standard and the gold began moving out
of t is country. The forei ters withdrew the gold by drawing down
their dollar balances in the Vew York banks, and so forth, m part, and
then they had to buy the gold at the Federal.

That reduced the amount of credit that the banks had, so they had to
go to the Federal and borrow.

Senator Km. At the rediscount window ?
Mr. Btmozes. Yes. And that ran up the amount of their borrow.

ing terrifically, and that put great pressure on the situation.
The Federal Reserve could not correct that because they could not

buy enough Government securities to put money in the market to offset
It, because of their position in gold in relation to Federal Reserve
notes,

So this was a technical provision to correct that.
Senator Kmm. And as a result of it, the situation was that--
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Mr. ButoQs. The situation was that the Federal had much greater
freedom in buying Government securities, either directly or in the
open market.

And then they began that operation which I described the other
day, of buying a bilflon dollars of Government securities in order to
ease the money situation in the sprinp of 1932, when we were in the
midst of that dreadful depression, which was a very sound thing to
do.

Now, the next change in this situation was in the Banking Act of
1935, where section 14 of the Federal Reserve Act was amended, sec.
tion 14 being the section which allows them to buy Government securi-
ties. They added a phrase "but only in the open market."

So they could not buy Government securities direct from the
Treasury.

Senator KrnR. Direct from the Treasury I
Mr. Buaows. But only in the open market.
Senator Kwu. Yes.
Mr. Bunowss. That was put in there by-
Senator KERR. Experience did not prove that was very wise?
Mr. BURGESS. Well, it did not cripple their operations.
What we did, I was operating the account at that time, Senator, we

beat the devil around the stump.
Senator K9m. Yes.
Mr. BURGOse. This business of the Federal buying Treasury securi-

ties directly from the Treasury is necessary at certain times, when the
Treasury has huge outpayments before tax receipts come in-we used
to have securities maturing and interest due the 16th of March before
the taxes came in-and in the meantime we had an overdraft, we were
busted, and the Federal Reserve used to lend us money at those times.

Since under this law the Treasury could not borrow directly from
the Federal, we would sell to the commercial banks, participation in
this overdraft. They would have lots of money, because we just had
redeemed some securities and had not collected taxes.

Senator Knam. In that way you got the benefit of the float between
the two of you.

Mr. BUEozss. That is exactly it. That is exactly it.
But that was an awkward operation and difficult to make things

work out.
Senator KnR. So in 1942-
Mr. BUmwGss. In the war why, that was changed by legislation giv-

ingti; the power to borrow direct, tip to $2 billion.
SenatorKEaR. Up to how much t
Mr. BURous. $5 billion, excuse me.
Now, as a matter of fact, I should mention that in between there,

there was the Thomas amendment to the Agricultural Adjustment
Act in May 1988, which did give an emergency authority by volition
of the President, for the Treasury to borrow directly from the Federal
reserve up to, was it two or three million dollars f This was super.
ceded by the Banking Act of 1985.

Senator' KRR. But this authority that you now have has been ex-
tended 9 years at a time.

Mr. BUmws Two years at a time.
Senator Kis=. And now expires next year.
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Mr. BuRums. I think I have appeared before this committee ad-
vocating--no, Banking and Currency.

Senator Kxa,. Banking and Currency.
Mr. Buna os. And I think it is a very sensible authority to have.,

I am in sympathy with having it limited. I am in sympathy with
the Congress having a look at it every couple of years just to have
us, have the Federal Reserve and the Treasury report what they have
been doing, give an account of their stewardship.

Now, as a matter of fact, we have not used that power very much.
We used it quite a little in 1053. We used It in March, 1959. This
is the table a the very ],st paIrt of that document. (See p. 895.) .

And we used it in June. June was a period in 1953 when the money
market was going through some gyrations and we have a big attri.
tion in our refunding early in June, so we borrowed there as high as
a billion dollars, $1 I7 million at one time.

Senator KUI. V;;. Then again in 1054.
Mr. Bunows. In January 1964 we had a close situation. We were

operating then under a rather tight debt ceiling, but we have not
used it since that time.

Sector Kitit. But sincto that time the Increase in the weekly bills
outstanding hits ioe up by ani amount of $4,700 million.

Mr. Bfzur. That makes it a little easier to do this job because with
bills, you have got a 90-day turnover.

Senator KuZr. And that has of itself reduced the need to borrow
directly from the Federal Reserve.

Mr. DuRozss. That is right. And there is one other thing we have
done that has helped us in this particular. We worked out an ar-
raniment that applies to the larger banks by which we can call down
the balances we have with them on very short notice, on a few hours'
notice, or deposit the money back again, so we have greater flexibility.

Senator KzP. I think they have been very considerate to fix it so
you can use the money that you have deposited with them; do you
not?

Mr. B1uaoss. They have been very cooperative. It is not easy.
We snatch it out of them pretty fast sometimes.

Senator .KY.RR Especially in View of the fact that you pay them
interest on it while they have got it.

Mr. Buaor.s. I did not quite hear that Senator.
Senator KERR. I say, especially in view of the fact you not only

deposit it with them but pay them interest on it.
Mr. BuRozs. I see; but I want to make It clear that we pay interest

on securities they own-not on balances.
Senator KXR. I want to tell you, I think we are paying interest

on balances when they are used by the banks to acquire interest bearing
treasury securities.

Well, now I should like to go on to the next question now. You have
answered the third question here I think rather inadequately, It I may
say so, Doctor.

Mr. Burors. Yes?
Senator KmR. I really do. You started off by saying:
Thr lntane$ come to mind of Government Prosrams which have had a

chang In method of fnancing sinc December 81, IN.
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I would have felt a little better about it had you said the following
is a complete list of the instances of Government programs which have
had a change in the method of financing.

Mr. Buaoasm. Yes.
Senator Ksn. I thought it was intereting that of the 3 instances

that came to your mind either 2 or 8 of them I asked you specifically
about.

Mr. BvRoiw. Well, I wanted to indicate that there was a mental
process involved. Just a general way of suggesting that.

Senator KHRnI, I Me.
(The information referred to is as follows:)

III
Three instances come to mind of Government programs which have had

it change in the method of financing since December 81, 1952: (1) the highway
program, (2) the Commodity Credit Corporation, and (3) the Federal National
Mortgage Association.

An you know, at the time that the new highway program was set up, It was
provided that neither receipts nor expenditures applicable to that program
would henceforth be Included in the Federal budget. )urIng the fiscal year 1057
the riecelpts of the highway trust fund amounted1 to $1,482 million. Expenditures
out of that same fund amounted to $1iMM million. If the highway program has
been operated, therefore, as part of the Federal budget during the fiscal year
10157, the official budget surplus figure would have been $2,101 million instead of
$1,045 million. It was the Intention, of course, of the Congress, with the ap-
proval of the administration, that the new highway program be self-supportlug.
It makes no difference as far as the public-debt outstanding Is concerned, whether
the highway program in operated as part of the budget or outside of the budget.

During the full of 1053, the Commodity Credit Corporation formed a pool of
price support loans against which certificates of interest were sold to the com.
mercial banks of the country. The initial Issue of $8157 million was followed by
a second Issue, in December 1053, of $44ib million, and a third Issue, in February
1064t of $351 million. Of these certificates of Interest, $940 million was out-
standing at the close of the fiscal year 1954. This meant that the budget deficit
for that year, of $8,117 million, would have been $4,057 million If the certi-
ficates of Interest had not been issued. The purpose of the certificates was to
encourage greater private participation in Commodity Credit programs, and It
was also of assistance to the Treasury In keeping within the debt limit of
$V75 billion.

All of these certificates of Interest issued during the fiscal year 1054 were re-
deemed in August 1054, and In November 1054, $1,100 million of similar certi.
ficates were issued to cover the pool of price support loans available at that time,
Many of these were redeemed before maturity so that the total amount of Com-
modity Credit Corporation certificates of Interest, on June 80, 1905, was $538
million. Thus the fiscal 10M deficit of $4,180 million would have been #3,778
million bad it not been for the operations in these certificates.

There were no further Issues of Commodity Credit certificates of Interest after
November 1054. The budget surplus of $1,20 million in the fiscal year 190
would have been a budget surplus of $2,184 million, if It were not for the fact
that the Treasury had to redeem the remaining outstanding Commodity Credit
certificates of interest during that year.

During the fiscal year 1955 the Federal National Mortgage Association issued
$70 million of management and liquidation notes, collaterallsed by their mort-
gage portfolios, which at that time amounted to approximately $2% billion, to
provide for greater private participation In the federally operated secondary
mortgage market. This Issue of Federal National Mortgage Association notes
will mature In January 1058, and Is the only Issue put out under the manage.
meant and liquidation program. This financing had the effect of decreasing the
budget deficit during the fisal year 195 by $370 million, an amount which
very closely offset net redemption of Commodity Credt certificates of Interest, as
outlined above&
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Issues of seouritise by Oommodty Credil Oorporatiox and Federal Naotoal
Mortgage Association (managvement and liquidation functione)

Amount autstaanlhti at

Delta of Rate of close of fmIl year
Date of issue matudty Interest A wowit Usu

Data Aowit

Commodtyl Uredit Co rportlon,
osrtiflcato of ilteomtl:

VimIl Yr 1954:
Oc|, t. !w ............. Ault. 2.194t 21'' t57 1 (1. I
lT. 17, .. t .... i 449. 127,0 r"'" :11, 11%4 $941, IOl, INN)
rob. V, I16.. I ....... . .161371,UI,

I"I yor I9: Nov. 12,
19..... ............ AUg. I, M 5 I) i, !119,4A W,0IX Jillip A), 110 &K 0O, (*01

Jule 30, 66 ....... _ ..

Yedeml Natlinal Mortgicu As-

sIocla|ioll (!l1mtu lelit Wtitt
liquidation ftions); Fintl

yow 19: Jui, 2o, 193 ......... Jan, 20, 191 2j 670,374.000 June 30, l 1. 670.374.000
Juli. -, I96 570,374,000
June 30, 1967 670. 374. 00

IPrpardl by Of0t1e of the 8ecretar, of the Treasury, July 2, 1967.

TAHL IllI.--Salce# of Federal National Mortag, o Associatlon dcbenures (Aveoeei.
ary market series) during 9 6 and J957

D~alo of lU Amount Maturity ('outlon Prl I' to Yhldpublio

IWO-Feb. o ............ $100 Nov. 0 1V1 3. l0 0. 1a
Aug. too 1 mlay 20k 1967 3.6 9'1 &.44
Nov. 20 ............... . . 100 Alu. 113.1 100 .IN)

196-Ja, 1 ................................ C00 8C . 20197 j 100 4. 125
Mar IO .................................. 260 W F" 11, I% 4 100 4.00

June 1.......................... 100 May 19 4.1 100 4.t

The maturities of these Issues have been between 8 and 11 months. The effect
of the sale of these debentures on the cost of short-term borrowing by the Tress
ury cannot be measured but their Issuance has probably had more effect on the
rates paid by other Federal agencies borrowing in the short-term market. The
volume of agency obligations maturing In less than a year has increased the com-
petition for the funds of short-term Investors such as banks, charitable founda-
tions, corporations, State and local funds, and similar groups.
The yields at which mortgages sell are the result of relative importance of

demand and supply factors In the long-term money market. The demand for
mortgages comes principally from insurance companies, savings and loan assocl-
ations, savings banks, and pension funds. These investors normally put their
money to work for a long period of time. The rate on 8 to 11 months' paper
would have little Influcnte on the prices at which these mortgages sell or the
Interest rates on the mortgages.

Senator K]HR. Now, then, we have not gone into number IV, have
wet

Mr. BvRrvm. I had most of that in my original testimony.
Senator KERR. WhIat was the date the Treastry started discussions

on the terms of the exchange offer?
Mr. Bunom. Well, sir, that is pretty difficult to remember, because

we usually anticipate the financing that is to come in our earlier finano.
ing, and when we were talking about the February financing we had
an eye out that we had a big job to do In August. We did not ask any
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of our advisory committees for specille recommendation at those timts.
It was however an item of disciusio.

It just happened my associate, Paul Wren, has nuide several trips to
different parts of the country, and ie has used that to talk to different
people about this problem.

Senator K:u. I see the list here.
I would like, Mr. Chairman, for this response to go into the record

in its entirety.
The CIAJRMAN. Without objection, it is ordered.
(The information referred to is as follows :)

IV. AUOUT-OCTOUirX 1057 Itw'UNDIn0 PAoAM

(a) The $15.8 billion August maturities and the possibility of Including the
$8.1 billion October 1 maturities in a refunding program has been the subject
of discussion for many months. In raising cash and refunding maturities due
earlier In 1957 the magnitude of the August operation was always taken Into
consideration. During the visits of representatives of the Treasury to different
parts of the country the general financial situation, as well as the problem of
the August refunding, was reviewed with various groups. After the $ billion
new cash was raised on July 8, the August refunding problem was discussed very
actively.

(b) Representatives of the Treasury have had frequent discussions with mem.
hers of the Board of Governors of the Federal Reserve System and their ,taff.
Also, we have been In daily contact with the officers of the Federal Reserve Bank
of New York. These men are talking continuously with dealers and banks en.
gaged In buying and selling United States Government securities. Information
of value is passed on to us.

Frequently bankers and dealers Interested In the United States governmentt
market present over the telephone their Ideas and recommendations to various
ones in the Treasury. In addition, the following were consulted personally dur-
ing the last 8 months:

April 24, 1057: Directors and officers of the Federal Home Loan Bank of Des
Moines and of the member associations.

May 18, 1067: Fdward B. Smith, executive vice president, and John IT. Wills,
vice president and economist, Northern Trust Company of Chicago.

May 14, 1957: OMcers of the Savings Banks Association of the State of New
York, Russell Kent, vice president, Bank of America.

May 22, 1057: Officers and members of the Illinois Bankers Association, In-
eluding Government portfolio officers of the Chicago banks; president of the
Federal Reserve Bank of St. Louis.

May 24, 1957: Various dealers and bankers in New York City; president and
other officers of the Federal Reserve Bank of New York,

May 27, 11957: Presidents and Government portfolio officers of Boston banks;
president of the Federal Reserve Bank of Boston.

May 81, 1957: Hull Dolson, vice president, First National Bank of Portland,
Oreg.

June 1Z 1057: Aubrey Lanston and Richard Younghahl of Aubrey Lanston &
Co., New York.

Tune 17 and 18, 1957: Various officers of the San Francisco banks, and vice
president of Federal Reserve Bank of San Francisco.

July 7 1957: Various dealers and bankers In New York City.
July 1h and 10, 1957: The following member of the governmental securities

committee of the Investment Bankers Association: Smil J. Pattberg, Jr., chair-
man, the First Boston Corporation of New York; Robert B. Blyth, the National
City Bank of Cleveland; Wendell T. Burns, Northwestern National Bank of
Mlnneapolls; Dwight W. Chapman American Trust Compny of San Francisco;
F. Newell Child*, C. F. Chllds & No., Inc., of Chicago; James A. Cranford, the
Atlantic National Bank of Jacksonville, Fla.; Stewart A. Dunn, . J. Devine &
Company of New York; W. Wayne Glover, California Bank of Los Angeles;
Sheldon A. Green, the Chase Manhattan Bank of New York; ff. Lyman Grear,
Fifth Third Union Trust Company of Cincinnati; Alfred ff. Hauser, Chemical
Corn Exchange Bank of New York; Hardin B. Haweis Harris Trust & Savnts
Bank of Chicago; George B. Kneass, the Philadelphia National Bank; F'rederick
0. Larkin, Jr. Bcurity-Flrst National Bank of Los Angelw; Ralph . Leach,
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Guaranty Trust Company of New York; Pat 0, Morris, the Northern Trust Corn.
pay of Chicago; Robert 0. Morris, Bankers Trust Company of New York; John
H. Perkins, Continental Illinois National Bank & Trust Company of Chicago;
Delmont K. Pfeffer, First National City Bank of New York; Girard L Spencer,
Salomon Bros. & Hutuler of New York.

July 10 and 17, 1957: The following members of the Government borrowing
committee of the American Bankers Association: Robert V. Fleming, the Riggs
National Bank of Washington; Henry C. Alexander, J. P. Morgan & Co., Inc., of
New York; Julian B. Baird, First National Bank of St. Paul; Erle Cooke, the
Fulton National Bank of Atlanta; Kenton R. Cravens, Mercantile Trust Com-

ny of St. Louis; George S. Eccles, First Security Bank of Utah N. A., Salt
ake; Fred F. Florence, Republic National Bank of Dallas; H. Frederick Hage.

mann, Jr., Rockland-Atlas National Bank of Boston; David M. Kennedy, Conti.
nental Illinois National Bank & Trust Company of Chicago; Wm. Fulton Kurts,
First Pennsylvania Banking & Trust Company of Philadelphia; Homer J. Liv-
Inpton, the First National Bank of Chicago; John J. McCloy, the Chase Man.
hattan Bank of New York; F. Raymond Peterson, First National Bank and
Trust Company of Paterson, N. J.s Merle E. Selecman, executive manager, Amerl.
can Bankers Association; James E. Shelton, Security-First National Bank of
Los Angeles; Tom K. Smith, the Boatmen's National Bank of St. Louis; John
K. Thompson, the Union Commerce Bank of Cleveland; Joseph 0. Welman, Bank
of Kennett, Mo.; A. L. M. Wiggins, the Bank of Hartville, S. 0.: Eugene C.
Zorn, Jr,, deputy manager, and director of research, American Bankers Asso.
elation.

(o) Recommendations of the governmental securities committee of the Invest.
ment Bankers Association:

8% percent certificate due December 1,1957.
4 percent certificate due August 1 1958.
4 percent note due August 1, 1956, which could be exchanged at the option

of the holder at any time prior to May 1, 1959, into a 4 percent note due
August 1, 1961.

These issues to be dated August 1,1957.
Recommendations of the Government borrowing committee of the American

Bankers Association:
8% percent certificate due April 15,1958.
4 percent note due July 1959, which could be extended at the option of the

holder on appropriate notice to the Treasury for 8 additional years, with
the final maturity In July 1902.

These Issues to be dated July 22,1957.
Senator Kvs. It carries a list of those consulted by representatives

of the Treasury, their affiliations and the dates they were consulted,
Now, this offering was made as of what date f
Mr. BunREsS. July 22. The books were opened July 22. We an-

nounced it the previous Thursday afternoon.
Senator Ki. What day was the previous Thursday afternoon ?
Mr. BuRGesS. July 18. Here is the announcement. "Immediate re-

lease, Thursday, July 18,1957."
Would you like that announcement I
Senator KXzn. I would like to put that into the record, if I may,

Mr. Chairman.
The CusmAN. Without objection.
(The information referred to is as follows:)

(lamediato release, ThursdY, 11uy 18, 1511
T=asasv DwA. m t

wAsIRWOTRo D. 0.

The Treasury Department announced today that subscription books will be
opened on Monday, July 22, for refunding the Treasury notes and certificates of
indebtedness maturing August 1, August 15, itnd October 1. The exchange offer.
Ing will Include a 8% percent 4-month certificate of Indebtedness, a 4 percent one-
year certificate of Indebtedness, and a 4 percent 4year Trasury note redeem-
able at the option of the holder on August 1, 1950, on 8 months advance notice.
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The 2% percent Treasury notes maturing August 1 and the 2 percent Treasury
notes maturing August 15 will be eligible for exchange for any of the 8 new issues.

The 8% percent certificates of indebtedness due October 1 and the 1 percent
Treasury notes due October 1 will be eligible for exchange into either the 4 per.
cent 1-year certificates or the 4 percent 4-year notes.

Exchanges will be made par for par in the case of the 8% percent notes matur-
ing August 1; at par with an adjustment of interest as of August 1 in the case of
the 2 percent notes maturing August 15, and the 8% percent certificates maturing
October 1; and at par with an adjustment of interest as of October 1 in the case
of the 1% percent notes maturing October 1.

Interest will be paid on December 1, 1957, in the case of the 4-month certificate
On the other two new issues, Interest will be paid semiannually on February 1
and August 1 in each year.

Cash subscriptions will not be received. However, the Secretary of the Treas-
ury reserves the right to allot up to $100 million of each of the three new issues
atpar to Government investment accounts.

The subscription books will be open July 22 through July 24 for this exchange
offering. Any subscription for any of the three issues addressed to a Federal
Reserve bank of branch, or to the Treasurer of the United States, and placed in
the mail before midnight Wednesday, July 24, will be considered as timely.

Senator KI=. I see the tabulation of the conferences shows that
they started in A ril with the directors and officers of the Federal
home loan bank at Des Moines.

Mr. Bunozs. We put that in as a starter. I suppose there were--
it is very hard to recall back there. We have these things in our mind
all the time and the visitors that come in, we talk to them.

Senator KFAR. I know. I am interested in the identity of your ad-
visers. You never have called on me for any advice, you see.

Mr. Bunozss. That is extraordinary, I do not understand.
Senator BZrNvzI. Off the record.
(Discussion off the record.)
senator KERR. I think one of the elements of this sore and vexing

problem is that the bankers and they alone are permitted to enter
that select sanctuary occupied by those who make these decisions,
which, as the Secretary himself -as said, involved whether or not
this country is busted.

I want to tell you, Senator Bennett, you went just right up the
stream like a trout to the focal point of this controversy. And I
could not add anything to it that would more emphatically dramatize
what we are trying to bring out here. And I want to sy to you, you
have admitted more in 80 seconds than the Secretary has in 8 days.

Senator FLwNDERs. Mr. Chairman, may I interrupt a moment or
will you yield for 30 seconds off the recordI

Senator Km. Yes.
(Discussion off the record.)
enator Kon. May 13 was with Edward B. Smith, executive vice

president, and John H. Wills, vice president and economist, Northern
Trust Compnany of Chicago.

May 14 1957 officers of the Saving Banks Association of the State
of New Y'ork; Russell Kent, vice president, Bank of America.

May 22,1957, officers and members of the Ilinois Bankers Associa-
tion, including Government portfolio officers of the Chicago banks;
pr ident of the Federal Reserve Bank of St. LoumI

May 4, 1957, various dealers and bankers in New York City; presi.
dent and other officers of the Federal Reserve Bank of New York.

May 27, 1957, presidents and Government portfolio officers of
Boston banks; president of the Federal Reserve Bank of Boston.
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May 31, 1957, Hull Dolson, vice president, First National Bank of
Portland. Oreg.

June 12, 1957t Aubrey Lanston and Richard Youngdahl of Aubrey
Lanston & Co., &ew York.

Mr. BUmoIss. They are dealers in Government securities.
Senator Kxm. L)ealers in Government securities.
June 17 and 18, 1957, various officers of the San Francisco banks,

and vice president? of Federal Reserve Bank of San Francisco.
July 7, 1957, various dealers and bankers in New York City.
I take it that moans dealers in Government securitiesI
Mr. Buoess. That is right.
Senator Krim. July 15 and 10, 1957, the following members of the

Governmental Securities Committee of the Investment Bankers Asso-
ciation:

Emil J. Pattberg, Jr., chairman, The First Boston Corporation of
New York.

Robert B. Iyth, the National City Bank of Cleveland.
Wendell T. 1urns, Northwestern National Bank of Minneapolis.
Dwight W. Chapman, American Trust Company of San Francisco.
F. Vewell Childa, C. F. Childs & Co., Inc., of Chicago.
What are they packers or farmers I
Mr. Buoss. They deal in Government securities.
Senator Kjw. Government securities.
Mr. Butozas. Some other securities, too.
Senator K.aa. James A Cranford, the Atlantic National Bank of

Jacksonville, Fla.
Mr. Btmoss. Municipal securities.
Senator Kzm. Stewart A. Dunn, C. J. Devine & Company of New

York.
Government securities I
Mr. BmoEss. Government securities.
Senator Kzna. W. Wayne Glover, California Bank of Los Angeles.
Sheldon R. Green the Chase Manhattan Bank of New York.
H. Lyman Greet, Fifth Third Union Trust Company of Cincinnati.
Alfrid H. Hauser, Chemical Corn Exchange Bank of Now York.
Hardin H. Hawes, Harris Trust & Savings Bank of Chicago.
George B. Kneass, the Philadelphia National Dank.
Frederick G. Larkin, Jr., Security-First National Bank of LosAngls
I1aph F. Iech, Gualnty Trust Company of New York.
Pat G. Morris, the Northern Trust Company of Chicago.
Robert C. Morris, Bankers Trust Company of New York.
John H. Perkins, Continental Illinois-ational Bank & Trust Com-

pany of Chicago.
Delmont K.X Pfoffer First National City Bank of Now York.
Girard L. Spencer, Salomon Bros. and Hutzler of New York.
Mr. Bunouss. Security dealers,
Senator Knt.. Government securities 1
Mr. Bmozes.. Well, not all Governments, other securities too.
Senator Kun. July 16 and 17, 195T, the following members of the

Government borrowing committee of the American Bankers Associ-
atlon:

Rober V. Fleming, the Riggs National Bank of Washington.
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Henry C. Alexander, J. P. Morgan & Co, Inc of New York.
Julian B. Baird, First National Bank of Saint Paul.
Erie Cocke, the Fulton National Bank of Atlanta.
Kenton R. Cravens, Utrcantile Trust Co. of St. Louis.
George S. Eccles, First Security Bank of Utah N A., Salt Lake.
Fred-F. Florence, Republic National Bank of iallas.
H. Frederick Hagemann, Jr., Rockland-Atlas National Bank ef

Boston.
David M. Kennedy, Continental Illinois National Bank & Truit

Co. of Chicago.
William Fulton Kurtz, First Pennsylvania Banking & Trust Co. of

Philadelphia.
Homer J. Livingston the First National Bank of Chicago.
John J. McCloy, the Chase Manhattan Bank of New York.
F. Raymond Peterson, First National Bank & Trust Co., of Pat*-son, iN.

Merle E. Selecman, executive manager, American Bankers Asoci.
ation.

James E. Shelton, Security-First National Bank of Los Angeles.
Tom K. Smith, the Boatmen's National Bank of St. Louis.
John K. Thompson the Union Commerce Bank of Cleveland.
Joseph C. Welman, iank of Kennett, Mo.
A. L. M. Wiggins, the Bank of Hartsville, S. C.
Eugene C. Zorn, Jr., deputy manager and director of research,

American Bankers Association.
And the recommendations of the governmental securities committee

of the Investment Bankers' Association was that you issue 3 % P~'
cent certificates due December 1,1957.

Did you do that f
Mr. Baunoss. Yes.
Senator KrnuR. Four percent certificate due August 1, 1958?
Mr. Bunorss. Yes.
Senator KXRna. Four percent note due August 1, 1959, which could

be exchanged at the option of the holder at any time prior to May 1,
1959, into a 4 percent note due August 1, 1961.
Mi. BuRGos. That is ri ht.
Senator Kmw. Is that wat you did ?
Mr. Burans. We did that.
Senator KzRn. Recommendations of the Government borrowing

committee of the American Bankers Association.
Mr. Buaous. Wait, excuse me.
We changed the form of that from the investment bankers' recom-

mendation. We changed it into a 4-year note which was redeemable
at the option of the holder.

Senator Kom. But did the same thing as. the recommendation ?
Mr. Buwrx&s Well, it was similar, but 6hanged in form.
Senator Kn. Yes. But under the recommendation you would

have issued one which was due in 2 years but which could be exchanged
at the end of that period for 2 more years ?

Mr. Bwaoss. Yes; that is correct.
Senator Kzan. Recommendations of the Government borrowing

committee of the American Bankers Association.
Three and seven-eighths percent certificate due April 15, 1958.
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You took the recommendation of the Investment Bankers' Associa-
tion ?

Mr. Btumus. That is right.
Senator Krv. On the short issues.
Mr. Bitos. Yes.
Senator Kin Four percent note due July 1959, which could be

extended at the option of the holder on appropriate notice to the
Treasury for 8 additional years, with the final maturity in July 1962.

You took the substance of the recommendation of the Investment
Bankers' Association on that? I

Mr. Buiors. Yes.
Senator Kuit. You told me that we were wrong about who you

consulted with. I have looked that list over and tis is the list you
provided me.

Mr. Bmous. I do not call these home loan bank directors and
oaers-

Senator Kna. Bankers?
Mr. Bun ss. Bankers; no.
Savings banks people are another different group.
Senator K. eas.
Mr. Buitorm. There is one other thing I should add, that these

dealers and the banks which deal in these securities have very wide
coverage of their customers. We get them to canvass the customers and
ive us reactions from them, corporations and other holders, as to what

kind of securities they want.
For example, the Bankers Trust Co. is trustee for a whole battery of

pension funds. So is the City Bank Farmers Trust Co. When we talk
to that banker, we are really talking to a whole range of investors.

Senator Kri. You are talking to men who are in touch with pur-
chasers of Government securities.

Mr. Buiass. That is right, because that is what we have to sell
and we are talking to our market.

Senator =. But what you sell and the way you sell it and when
it is due and the interest rate it bears, affects the entire economy.

Mr. BumpRss. That is right.
Senator Kan. All the way from making it overexpanded or under-

expanded.
Mr. Bunozs. I do not go that far. We have an effect, yes, particu-

larly at critical points.
Senator KzRR. We]l you reserved the right to make qualifications

to the questions I asked you. I understand that.
Mr. Buaow. That is right. It is a very important influence.
Senator Kim. But generally speaking that is the situation to a

very large extent ?
Mr. Bmors. It has a very substantial influence.
Senator Kin. Yes.
Mr. Bmzes. Yes.
Senator Knit. Subject to qualification.
Mr. BEzsS. Yes
Senator Kam. Now, I asked you for and you have furnished a table

showing the total amount of all outstanding treasury indebtedness that
will become due on or before October 1,1958.
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(The table referred to follows:)

TAmu V..-Afarkelablo makuriSie of U. 8. Govenmen# eeourill through
001. I, J968 '

On bims of dollars

Eatimtied ownehip

Total Fedeal
amount Reserve

Maturity daie Securlty issuee date) ut. and U. S. Commw.
Govern. ela Other
met banks
Invest.
meitaemmnts

3987:
Oept. 23 ....... Tax antloatelion bill (May 27, 1967 ....... I. 8.......... ()
Dm I ........ 3 potrt, co,..oo (Au.. 1, 30.0 80 (.. 1
Feb. 1........ 3 Perent certiftate (Feb.i 197) ...... 10., 1 z 18
Mar. W. .. . 2 percent bond (June , 1941)............ 1.4 (,) .8 '1
Mar. 24 ..... x antiiation bill (July , 7)........ t0 .......... () 1 )
Apr. ... .. 4 peroen exchange note (Aw. 1 I9U) .4 .......... 2
Apr $ ........ 34 percent certlcate (May I,7) ....... .4 .1 1 .4

Jn ....... percent IjW'. 4.4 .4 4
June18. 24 percent bond(Jul I, l5) ... 4.3 ( 8.4 1.8
AuI. 1......4 Percent certificate ( usl It 7)......... 30.6 6.9 (). (1)
Oct. ....... 14 percent exchange not, ( 39. 1, 8) ... . I .......... .

Total, other than calable bltlsd.....

39on Callable bonds:
Mar. 38 . 24 percent bond of $eptemuber I9-69.
Mar. 18 ....... I . percent bond of March 1067-69....
June 16 ....... 2W percent bond of June 18-0, .,....

Total callable bonds ................

48,9 21.1 ....................

(3).5 $ 8.9 .9

.......... 1

&7 .4 .1 1.1
Total marketable securities matu.Ins or ealablis ..................... K , 1.611. .....

iEalud. $21,900,000,000 of regular weekly bills which ae roiled over at the rate of $1 ,O,0.000 to
l,800,O0 a week; $2,000,000,000 of vnturin srie F snd 0 #vngs bonds; and 82.00,000.00 0 maturing
eaes m savlns bonds, two-thIrds of which will be extended, baed on eperieadc Also exciuoe

t90090,000 August and October 197 n iaturiltle already refunded.
, Not available.

S than 0.000000.
artially taxemapt bonds.

Source: OMae of the Seeretar of the Trsurey, July 80, 198.

Senator Km.R. I believe you have excluded about as much as you
have included.

Mr. BUGzsS. You mean Treasury billsI
Senator Kw. I mean 21,900 million of weekly bills.
Mr. BtRGmSs. Well, I thought you asked except for bills.
Senator Kjm. No; I said-lthe total amount of all outstanding in-

debtedness due on or before October 1, 1958.
Mr. Buxoras. Well, I am sorry. Maybe we should have included the

rollover of bills. They are listed in the footnote at the bottom of the
page. This excludes $21.9 billion.

Senator Kmn. Let us see here, the total you give here is $54.5 billion.
Mr. Bvmozss. That is right. That inicud-s the callable bonds-

which are not very many.
Senator Kzu. Then, the weekly bills is $21.9 billion.
Mr. Buaozss. That is right.
Senator Kus. The maturing F and 0 savings bonds are $2 billion.

The maturing E bonds are $2.6 billion.
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Mr. Buuorss. They, of course, are extended automatically unless
the holder turns them m.

Senator KrR. Yes. But then they are outstanding and they are due
on or before October 1,1058.

Mr. Buaors. That is right.
Senator KxRu. And the amount that you sold the other day of $23.9

billion is due on or before October 1,1958.
Mr. BuPuicss. Well, no, that is already in here, the securities that

they were refunded into that are maturing.
Senator Kzn. Now, the footnote to the table says--

.Muo excludes $23.9 billion August and October uaturities already refutded.

Mr. BwuRows. Already refunded.
Senator Kyar. W1ell,lut they are due either on or before October 1

next year.
Mr. Buao ss. We did not want to count them twice.
Senator KERR. I do not want to count them twice.
Mr. MAo. The new issues are in.
Senator KzRR. SirI
Mr. MAro. The new issues are listed here.
Senator KzaR. I do not understand.
Mr. Bvuoim. Here, you see the December 1, $10 billion.
Senator Kim. Where is that#
Mr. BuRass. That is in the second line, December 1.
Senator Km. All right.
Mr. Buroes. Under August 1, the 4 percent certificates, $10.6 bil-

lion. Those are what these maturing issues are refunded into, you see.
Senator K=Ri. Now, that is $20,600 million.
Mr. Bumors. Well, the other matures after 1958. That is redeem.

able in 1959 so that is no longer in this list.
Senator i&;. Part of that was for 2 years; was it notI
Mr. Butoves. That is right.
Senator Ksn. Yes.
In other words, then, the pertinent parts of the $28.9 billion are

included here f
Mr. Bunows. That is right.Senator Kmt. 11utsthe.5 plus the 21.9, plus the 2, plus the 2.6;

what does that amount to I
Mr. BusoEss. My computing machine says about 81.
Senator Krim. I want to tell you right now, I agree with you, $81

billion.
Mr. BuRoms. Yes.
Senator Krin. Does that include the money-and I think it does-

in the Government investment accounts that have to be turned over
in that period or timeI

Mr. Buaosoe. That is right; yes.
Senator KZ. Yes.
Mr. Bmozos. $91.5 billion of Federal Reserve and Government ac-

counts.
Senator Kzn. $21.5 billion of the Federal Reserve anl Government

accounts I
Mr. Buaomis. Yes.
Senator Kin. How much is held by the Federal ReserveI

908



FINANCL41 CONDITION OF TU UNTD STATX0

Mr. Bumms. Well, almost all of it. Within a billion or so is all
there is in Government account&

Senator KR.- I thought there was about $8 billion ii those Govern.
ment accounts that you-had to turn over every year, something like
that.

Mr. Buioim. Of course, this does not include the special Issues that
we issued to them

Now, as you know, to old age and survivors, and so on, we give our
notes.

Senator Kzn. I want to know how much they are. I understood
from the Secretary there was about $8 billion of them.

Mr. Butozs. Of those notes, yes, but they do not have a definite
maturity date.

Senator Kzu. Are you sure about that I
Mr. Buttons. You are quite right. June 80, 1958, there is a matur.

ing date. It is a nominal date.
Senator Km. It is the actual date.
Mr. Buaous. Because it simly rolls over.
Senator Kzu. It is the actalyda
Mr. Buiouss. It simply rolls over automatically.
Senator K . But It is the actual date of maturity. You have

got to roll them over; do you not ?
Mr. Butos. That is right.
Senator KUR. And how much is that?
fr. Butouas. We will have to put that in the record for you. We

will work It up and put it in the record.
Senator Kat. Do you have kind of a shotgun opinion there at the

moment?
Mr. Bmmos. It looks like at least $19 billion.
Senator Kin. I believe Mr. Mayo, our electronic brain, here, can

tell us.
Mr. Buiouss. He has just given me one item of $15 billion for the

old ap and survivors alone, so it 3s a much larger figure Let us give
you the whole

Senator Kua. A right.
Mr. Btuous. But that is not a maturity in the same sense, s mei

where the public is involved. It is a note the Government has given
to itself.

Senator Ku. I did not know that the Government owned those
accounts.

Mr. Buitows. As trustees.
Senator Kee. I thought they were trust funds.
Mr. Buuozss. As trust funds They are Government trust funds.
Senator Kin. I thought they were people's trust fund and that the

Government was the trustee.
Mr. Bun s. I thought there was a connection between the Govern-

ment and the people, too.
Senator Kutt. Well, sometimes there is. (Laughter.]
Once in a while there i. But in these funds the owners are the be

flciaris, are they notI
Mr. dam s.. I think that is right, yes We will not argue that.

*S5*4?-9t. ~mwis.1I
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Senator K=t. Mr. Chairman, I would like to have that inserted
into the record at this point, if I may.

The CuuMMAx. Without objection it will be inserted.
(The information referred to is as follows:)

8ped etot hoew for Govenme#t accounts

luno 80, 19 7 July 81. 1957

Marn on or beto Junem 10 ...................................... 7o0nM, M000 $ IM 741, 00
MaurngJuy)1956 to Juno 80, 190.......... .... ...... 10424,71, 000 1 0,4182000A&J%2kO,1iW (bonds)................................I 5402,0000 6420,000
TOW .................................................. 140, M7,0We M 40,82MK O0M

Senator Km. Now, the next item I requested was the total amount
of outstanding indebtedness held by commercial banks reflecting the
results of current refinancing.

June 80, 1957, $56.2 billion preliminary estimate, subject to changes
since,

Mr. BUmRss. That is right. We have to get these from reports,
weekly and less frequent reports, the Federal Reserve gets.

Senator KZRR. May we have that inserted at this point, Mr. Chair-
man I

The CHUAMAN. Without objection, it will be inserted.
(The information referred to is as follows:)

V1

Data on the amount of United States Government securities held by commer-
clal banks are available only through June 80, 1957, when their holdings
amounted to $56.2 billion (preliminary estimate).

Commercial bank holdings of governments are probably higher now than In
June since they purchased a considerable part of the Treasury's $8 billion tax
bill Issued July 8. We have no Information yet as to whether commercial bank
participation in the current refunding operation resulted in an increase or a de.
crease In their holdings.

The attached table shows data on ownership of Government securities from
199 to date, including commercial banks.
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eatr K aMw I also meus* that you furnish the total amountthe Treasur will fnancg renncin during h etire calen-
dar year of 1957, udin t the rollover in te spec o untszthe entire, tructure.'It amounts to 6.1 on this tution, ex-
u fumrs cash Rnancing during the reminder of this year,

Senator n. Plus $1.,lbilion increa in bill.1Mr. Bumn.. We put in that s showing the increase just for your
ia. That Is total bis is the L1 and, the 98 i the volue.

Rat aswh isrotlpg over now.!Senator Kin TJI'does 'not include the part, that Is rolledV ovrIn
the truatfwids I

Mr. Bumxo, No; that is right,
Senator Kum-'Anid when we get the reor4 on that in eweprevious question we will have it on this, tool t
Mr. Buvan t at is right. Under the law, the trust-fund moneyis under process of chasng. We a turning some of It into moredente maturitif. Instead of having these notes that come due evayya ithe old-ag and survivors trust fund, we have gone through a

longnegotiation with them, and we are putting them on a basis partlyof5 year andsetting it U so that it s staggered a little better.Sea tor Ki. B!u; for u s of the cord, you give me what
the figures are fortiyer. (seep. 910.)

Mr. Bumoss. That Is right.
Senator K=R. Could tZe table showing the total amount of Tressurynanoig for 1957 be inserted at thiipomt, Mr. Chairman? !
, au o. .Without objection, it w be inserted.

(The informant referred to ts as follows:)

Tim VIL-Volume of ....v. A...... .. M

Dos*" _____ _________

.............. ................

. ................ta~~~~~~~. .................... mT' b........,...... L L

A... ........ . ........ ..

"L ...... . . .. ......... . .. -3 ...

" a b" ..... .. ' ... .. . ,

,O entor _' I$~nx item I requested, was the number of opjt
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Mr. Bumnusa. There are two ways of doing that, and I will give them
to you both ways.

One, is the number of separate individual issues of securities; and the
other is the number of market financings.

Senator Kam. Well, of course, I would assume that if in one market
financing you had more than one issue, you would give us the details
of it.

Mr. Bmouss. That is right.
Well, these are the two ways of doing It. One is the separate issues

and the other is the number of times we went to the market. We will
have the cash issue or two in addition to this before the end of the year.

Senator Km. Could we have that table inserted, Mr. Chairman ?
The Chairman. Without objection It will be inserted.
(The information referred to is as follows:)

TASMA Vill
NUMBER OF SEPARATE 188UE8 OF MARKETABLE UNITED STATE GOVERNMENT

SECURITIES', JANUARY IOP-AUOUST 1967

Regula T"az SMOpation IMsse
Calendar year 7!rs4y TOta

noti, and ICertmatts Bils

. ............................................ 1, I s

,9 ....................................... I 1 13
196 .................................................. 4 1
196 .. ...................... .............. 4 1 93 19
1W tru .August ....................... I i ............ 4 is

NUMBER OF 8PARATE TREASURY MARKET FINANOINOS,
JANUARY 1963-AUOUST 1967

Regular Separate oferoug o

calendar yearTrsMr nda " TO
oo tee to Bills

1963............ ....................... 7

.................................................. .. ...19............................................. S
197tru ujs Au' .... ... . .. . .. . . .............. ... .. .. .. ..

Including reopened Issues as smprate Issub
=l=cluding special bill Isue In October and November a tao r ntlolpatlob

'Inohadlag sp l bill l In October and Novem ber,

Prepared by Offia of the Secretar of the Tresury, July 36% 1967.

Senator Kn. What is your estimate of the number of times or
number of separate issues you will have for the remainder of 1957?

Mr. Buaous. I think about two.
Senator Kx. Two.
Mr. Bimaes. That ia-well, if we count the refunding of the Decem-

ber 1, it will be three.
Senator Kmn. Three. That will make a total of 16 separate mar-

ketable issues you will have issued in 1957 as compared to 12 in 1958.
Mr. Btsons. We did not put in refunding of Deember 1.
Senator Km. Were there any refundings in the 12 you showed

for 198!
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Mr. Brimos. Oh, yes.
Senator Kmit. Now the last item I asked for was the sales and re-

demptions of E and H bonds for the fiscal years 1952 through 19517.
I would like the one just now coming up to be made a part o the reo-
ord, Mr. Chairman, and I will take it up later on.

The CR AIA. Without objection they will be inserted.
(The information referred to is as follows:)

TAns U-O th of N and H eaevitge box, 1947-57
In bM.us of dolonJ

Cush sae a&M radimptlos N44
Fisca yew - - ---- .-i--- = led

Ma"e Redop Not "10,ig tecs

...................................... . . 0 .
4..................................... . 0 L +.

12 ...................................... 'i is L*vw. .......... ........... ........ 4. 4. 0
.... .. f .

e s t....... .......... 0-400.

Prad by OM of Utwotm oft a Ta, 1,* 1 .47

Senator K=n. How did the Treasury handle the money it received
when you sold the rubber plants? 1 .

Mr. Busoss. Well, that was a cash receipt just as though it was a
receipt in taxes or anything el.

The way we keep our books in the Treamury, as you know, is when
you make a loan of that sort or make an expenditure, that was a war
expenditure, whether there Is any asset value or not it is an exptnse
When it comes back, it Is a receipt

Senator Krm. How much has the Treasury had In receipts each of
the last 4 fiscal Yer from sale of assets?

Mr. Bumous. Liquidation of RFC would be the biggest Item,
We would be glad to work that up.
Senator Kim. Does not Mr. Mayo have that I
Mr. Bunozwe. He says there is one already in the record. We can

do it perhaps by reference.
Pap 80 1 am told-and 80 for the more recent years.
It is amazing as you look at it how regular that has run along.
Senator Kuta I was thinking of it in terms of deficits apid sur

pluses. 1

Mr. Bumoas Yes.
In 194T and 1948, when we had a surplus, that Wa a big itaz in it.And the in 195f0 through 19OK it is amazing how even it wat thugh

it was due to all kind, of different items. But in 195 and 1958, we
had some big recoveries. That included the rubber.

Senator Ram For instance, for fiscal 1056, you had a surplus of
how much I

Mr. Bmmm We had a billion six.

9!5.
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Senator K=R. Of which $517 million was from the sale of capitalassets.
BMr. That is right.

Senator Kni. Fiscal 1t,57 your surplus was $1.6 billion,
Mr. Bumss. $1.6 billion, also.
Senator Kis. Of which you estimate $820 million was from the sale

of assets.
Mr. Busaxes. That is right.
Senator Kun. Now, than, the FNMA debenture sales during fiscal

1957 brought a net change in the receipts and disbursments under
the budtt, as I recall, of about $1,250 million; was it not ?Mr. YAo. $1,150 million.

Senator Kiss $1,150 million.
Mr. Busouss. That is the new FNMA, yes,
Senator Kmi. The sale of assets was $820 million. The money you

held but did not disburse for the British loan left you with a net ad.
vantage of $500 million; did it not ?

Mr.-Bmois. No, we had not allowed for a full use of that, I do not
recall just--we had the-

Senator Kmn. $800 or $400 million.
Mr. Buiozss. We had a catch-all item there for contingencies,
Senator Kws. The sum total of those three items is in excess of the

budget surplus for fiscal 1957.
1. Buomss. That is fair to say, yes. They used to have an expres.

sion back in the eI hties, "God help the surlus."
Senator Kiss. fMow what you mean. nd windfalls. [Laughter.]
Mr. Busos. They fall the other way too often.
Senator R m Let us go to page 5 of your statement whereyou show

, the interest burden of the public-debt i terms of its relationship to the
public debt and, second, as a percentage of the national income." Mr, Btr*oFA&That is right ftentoa

Senator Ks. Do you have it in terms of what percentage it is of
the budget, for instance in 1958 

Mr. uuas. It in very easy to compute.
Senator Kmw. I have figured it for 1968, the interest cost was 8.8

percent of the total budet.
Mr. Bum=& That is about right.
Senator Kiss And in 1957, it was 10.2 percent--
Mr. Busorms. That sounds about right.
Senator Kiss Of the total budet.
Mr. Bumss. Yes. That soundS about right.
Senator Kmw. Now Doctor, the table of public and private debt

you submitted is as of december 81,1956.,,
Mr. Busois. Yes.
Senator Kim. I wonder if you could give us at this point in the rec-,

ord our estimate of what those figures are as of July 81 107 t
Mrj~vsous. We will be glad to do our best

914,
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(The information referred to is as follows:)
etimlaed g oee Publio and r )Oae dobt, JuIl 1057

Individual:Mortgage ................................. 18

OhDer . . .................... ...
otal .. ........................... ............. 28%

Oorport .................... .................... ..... ....
State and local overnmenL ........ w. ........................... 58%
Total (other than W... a. ... .... 0
Federal GovernmnenL ................................................

Pn1Imadary eslmate by Tmury DepartMent.
Senator Ku. You have said a good deal about your policy of en*

couraging a reduction of the ownerip of government bnds by cornCourgin i GvrmetWd 0.e~
mercial lanks. That their ownership of it is inflationary I lieve.

Mr. Buaon& Well, I would not put it quite that strong, that In.
creae in bank holdings of the deba would tend tobe h Ola;onary. I
think a continuation of the holdIs they have is not partiuary
inflationary. It is only when it resuts in an increase in bank credit
that it is inflationary. I .

Senator Kum. Will, a number of times in public utterances you have
called attention to the improvement brought about in view of the fact
that the holdin as of December 81,1952, were $68 billion, and then
December 81,1956, $9% billion.

Mr. BuMMos. That is iht.
Senator KxaR. What was the figure you gave me awhile ago as to

what their holding were June 801
Mr. Buxous. 6.2 billion.
Senator Ka. $56.2 billion.
Mr. Bumous. And we also commented that that may be up a little

now,
Senator Kan. In view of their participation in---
Mr. Burom. In the $8 billion tax oertiflcates.
Senator Kn. Looking at that chart, I noticed there was an increase

from Decmber 1952 to Ieember 1954 of $6 billion or $86 billion.
Mr. Bumus. That is right.
You ma recall there are two considerations there. In 1954 we had

a little, :ld recesion in business activity.
Senator Kimm. That was the year that you found a month, ys

day, in which we had as large a number of unemployed s we bad in
June of 1957.

Mr. Bumoss. That is right.
And the Federal Reserve loosened up its policy. The banks had

more reserves, and they used them in buy9g more Government w.
curitle& So that--

Senator Kow- Now, the Secretary told us that there were some ad.
vantages in Government securities selling on the market under par
because that discouraged the sale of them 5y commercial banks where
by they increased their lending power.

Mr. -Bmozs. Yes. The bank portfolios are to some extent what we
call under water, their holdings of securities having a longer period
than very short. They would-have a loss, if they sold them, so they
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are a little reluctant to sell them. So that makes them a little more
selective in their lending policies.

Senator Kim. Well, now, the Secretary, as I understood him, indi-
cated that that wai not an unhealthy situation.

Mr. Bunozss. Well, if the Federal Reserve is right in the policy
of having money a little tight, why that goes along with it.

Senator Kziw. That observation then was pertinent and accurate.
Mr. Buaozss. I think so.
Senator Kw. Yet, from December 1954 to December 1956, ap-

parently they reduced their holdings by nearly $10 billion.
Mr. Buwizs. Yes. Well, they-
Senator KmE. By June of this year, by $3 billion more.
Mr. BunRzss. Yes; although that is subject to-of course, the com-

mercial banks have been under terrific demands for funds.
Senator Kim. I just wondered if that were a contributing factor

to this inflation.
Mr. Buaores. The fact that they have-
Senator Kza. The fact they have reduced their holdings since De-

cember 81 of 1954 by $11 billion or $12 billion.
Mr. Bmorss. No; I think quite the reverse; they have increased

their loans enormously. The Increase in bank loans has been very
large, and they have got some of the funds for it by selling Govern-
ment securities. Even though they had to sell them at aloss, part
of them

Senator Kum. Let us talk about that loss they sustained.
I know some bankers who, in December of 1956, sold substantial

uantit.es of the long-term holdings they had at a lose of about 10 or
1 points. They told me that in so doing they could charge that up

against operating income and reduce their tax liability by 52 percent
of that loss.

Mr. Bunozes. I would say that is right.
Senator KzR. And that then they immediately went into the market

and bought other long-terms of comparable maturity so that in their
bookkeeping as of Decmber 81, their financial statement did not re-
flect any loss in that operation because they carried-

Mr. Buious. No.
Senator KYit The new long-terms they purchased at par.
Mr. Buosss. No no Senator, I do not know any bank that puts

on new securities it has bought at par if they are selling at a discount
in the market. The bank examiner would raise hob with them.

Senator Km. Now, do you mean to tell me that the bank examiner
does not permit the bank to carry its Government securities at part

Mr. Buats. That is right; for the newly.purchased securities.
The formula most commonly used in bookkeeping your Government
securities is to take the purchase price less amortization of premium or
plu amortization of discount year by year to maturity.

Senator Kta. Then, they do not have to reflect any loss on their
books unless they sell it I

Mr. Bumoms. No. They would have to reflect a loss under any
bookkeeping that I know, Senator. It would be only 60 percent of the
loss.

Senator KiR. No; I am talking about if they had not sold the ones
they owned.

018
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Mr. BurIors. They can make up for part of their loss, only part,
by the fact that when they buy these securities at a discount-

Senator Kzn. No; I am talking about the ones they paid par for
and owned on a date when there was a call made, bui on which the
market value of that security was under par.

Mr. Buoms. That is right. That loss has to be reflected in their
profit and loss account each year.

Senator Km. I know, but I am talking about their financial state-
ment of their assets.

Mr. BuRoms. Only when they sell them.
Senator KmW. I say if he had not sold them.
Mr. Btmms. If he had not sold them, he does not have to take the

loss.
Senator Kmw. He did not have to show the loss I
Mr. Buzoss. No.
Senator KER. All right. We will start over.
Mr. BuRoss. All right.
Senator KEm. But having sold it and taken the loss, he reduced

his tax liability by 52 percent of the loss if he were in an income
bracket.

Mr. BURGMs. That is right.
Senator Kna. Now if he went out and bought another long-term

at the same price--
Mr. Bunowss. Yea.
Senator KzRR. He could carry it until maturity and only pay a

capital rain on the increment.
Mr. BRoss. That is right.
Senator KERR. I asked the Secretary to give us an account of how

much he thought the Treasury had lost in revenue by reason of that
kind of an operation, and as I understood it, he woud give It to us
for the record.

Did he do that, Mr. Mayo I
Mr. Myo. Sir here is the reference in the record,.
Mr. BuRoir. That is a little difficult computation to make.
Senator KzPw. I understand it, and he did not do it.
Mr. Buvoam. We would have to low through many tax returns.
Senator KXXm. Did he make it, Mr. Mayo IMr. MAo. It is not available, to my knowledge.
Mr. Bmoms. We would have to plow through a lot of tax returns
Senator Kzu. He was surprised to learn It was the law, and he

said it was quite a bad law and ought to be looked into.
Mr. BuRoss. Yes.
Senator KmRR. I understand you do not agree with that
Mr. BuRoss. I believe that after the Secretary replied to you the

way he did he looked up the reason for that provision, and concluded
that it had been adopted as an aid to the market for Government secure.,
ties and should not be changed hastily. The provision could be ro-
viewed, along with other tax laws affecting banking and other oocupa-
tions, when there is a general tax revision.

Senator Km. Did you have anything to do with that legislation
when it was enacted ?

Mr. Bumrm. Not a thing.
Senator Kzm. Not a tl'ung. It was not recommended by any of the

committees or boards of which you were a member ?

019
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Mr. Bunozss. Not thatI can recall. It may have been. It may have
been recommended by a committee of the American Bankers Asso-
ciation, but I had notng to do with it.

Senator Ksm I see.
It was passed in 1942, as I recall, and the American Bankers Asso.

6iation proposed it.
Mr. Bunozss. It was enacted then.
Senator Kan . I think that is right, is it not, Mr. Mayo ?
Mr. MATYo. I do not know.
Senator Kxa.. I think that is right.
Mr. Bunzes. Of course, certainy at that time you were encouraging

these purchases of these bonds when they got down below par, and I
18 a very Important sustaining factor in the market that the buyer has
that advantage. And if that advantage were removed, it would knock
these prices off several point. I am not saying that to say that the
law is absolutely right, but it is simply a factor in the market.

Senator KzRw. I want to talk with you a little bit about the floating
debt.

Mr. Bunoza. I thought you would.
Senator Kzn. I want to tell you right now I am in a state of con.

fusion about the definition of the floating debt. You say:
A more accurate measure of changes In the structure of the public debt

from the point of view of the job of the debt manager is a comparison between
the "floating debt." on the one hand, and Intermediate and long-term Issues,
on the other, basing the figures on publlci, held debt. This means excluding
securities hold by the Federal Reserve Lanks and Government Investment
accounts, but Including In the floating debt the most volatile part of the non.
marketable debt payable on demand.

And I note here that you say that in 1952, floating debt, as Vou
d4efined it here amounted to $74.8 billion and you were quite prou of
the fact you had reduced that to $63.9 billion as of December 81,1956.

Mr. Btoss. Well I would not say we take a great pride in it,
senator. We would like to have done more.

Senator Ka. I would say that you referred to It a number of times
as one of the accomplshment.

Mr. Bum *s. It i what we have been tryig to do.
Senator Krm Now, you picture the floating debt, showing that in

1952 it was $74.2 billion that it rose in 1958 to $a%9 billion, and on
December 81, 1956, it was $64 billion.

I have a little book here, Our National Debt, which you may know.
Mr. Bmno Yo, I think I have heard of that.
Senator Kwn (reading):
Related to debt retirement Is the short-term or floating debt and what shall be

done with It. This is the public marketable debt, chiefly Treasury bills and cer.
tNoat" of Indebtedness which matures within one year.

At the end of November 1948, It stood at $42 billion.
Au I look at this chart, there seems to be a dierent figure indicated.
Mr. Bvmu& Well, the figure in that book would be simply the

marketables maturing in that year, which would be very close to the
4. And probably includes Federal Reserve.

Senator u. There seems to me to be some difference in your book
and in your present statement.

Mr..m's. You can define It a dozen different way&.
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Senator Kz. Well, I found that out. I could not have before thi
series of questions with you and Mr. Humphrey.

Mr. Buxous. In this one, Senator, I have ben sitting here and
taking it on the chin in respect to the debt, and these are the figures
of the way this debt hits you when you are trying to run it. And
these are the securities that are tough for you.

Senator Kuz These are the ones that make your hair graY.
Mr. Bmuxos. These are the ones you know you have to take care of.
Senator Ku. I know.
Mr. Bunwoz. And I am trying to define it here in the way it hits

me in my job.
Senator Kua. Here in the New York Times of July 29 1957 Is a

tabulation of year maturities showing $81,408,455,124, direct obli.
glonsof the United States Government in the hands of the public
that will mature within 19 month&

I wonder if you would take a look at that, and see how near accurate
that is. I would like it to go into the record at this point.

(The information referee to Is as follows:)
(Prom Now Tork TImes, $uWy too 1573

1-Y"S MATvrIMT Aux $81,4,460,1
Direct obliptions of the United States Government In the hands of the pubUe

that will mature within 12 months amount to $81406454A,1 They consist of
Treasury securities as follows:

DM$e ObNtOu7. Amount

now$ ..............
A Ug .. d ... L......... ......................

A~ ~ ism now$............. .................... 00s.o
Aug. 6tt 0

~ o............ ... ................. ..... jllLI&]~j 1 lJ.O

m 0pe, oorn
.....~..... . .................................. H[ III - ']"'J3L ..

Anr -MM D
10 ,0[:........... ........................................... 0 4

104 ,000

1.0, .000

=NO bonds................ ...................... :" W

I o nte tl o f lu................................................ 00

S..... ....... .. ............ ................. ...........::"................. ...........

Mpr. B ous Mt in0ue thMeeaoeevan hyas nld

the. amn t b ns ud of Ftnd e r. .................... Iyears.

th aving bond of 2 y~n 'mm bm ......................... I
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Mr. MAyo. That is right.
Mr. Bunowss. As an index of how things are drifting along, I am

glad they published it because it makes people conscious of the fact
we have got a big load of debt that matures every year.

Senator KmmR. According to the figures you have given me, the ap-
proximately 12-month maturity amounts to $81 billion, plus whatever
there is In the special accounts ollover.

Mr. Bfluaoss. Well, that is, what you include and exclude makes all
that difference. You can argue quite at length about that.

Senator KEnu. When you came down here, you and Mr. Humphrey
said that three things were basicaly wrong with the way the Govern-
ment debt had been managed and one of those was that the interest rate
was too low.

Mr. Brozs, Wait. We never said that. We said it was inflexible.
We said It was not freedom.

Senator Kz=. Well, you said it had been ketpt at an artificially low
level.

Mr. BvRurss. Artiflcially low.
Senator Kww. Artificially low level.
Mr. Bunoss. All right, yes. All right.
Senator KPiR ndit was your own recommendation when tey

started in to issuing the bonds, you told me the day before yesterday,
that they be issued at 3 percent, instead of 2 .

Mr. BJRaOFs. You mean the start of the war I
Senator KEmp. Yes.
Mr. BuRoFAS. Did I say 3 I said a higher rate. I do not think I

said 3.
Senator KrtRR. Well, that is the way I thought you said it.
Mr. Bunomss. We had been issuing bonds at 284, and that would

have been a fairer rate. But whether it is 2 or 3, I thought they
made a mistake in starting their bond issues for the war at 2%.1
still think so.

The point was that in financing a war, you want to collect just as
much as you can in taxes, and then in addition you want to get your
people to buy just as many bonds as they will, so you do not have to
depend on the banks and run up an inflation. .

Senator K=R. In your speech to the bankers early in 1953, you
told them you could have borrowed this money cheaper from the
banks.

Mr. BuRoEss. May I finish about this war thing ?
Senator IKJRR. All right.
Mr. Bmomss. Excuse me, Senator. I do want to get this off my

ches because I think everybody agrees that war spells inflation. The
problem is to keep it down and one way of doing it is to sell your
securities to the general public. And we had our organized war dives
and so on and so forth.

That is fine. We sold them savings bonds at 2.90. But I think you
could have sold more of those longtrmn marketable bonds if you had
paid the fellow who buys it a lite bit better wage for his money.

That was all I had in mind,, and I never made a big battle about it.
I just told them that was my judgment. that is all. They did not do
it that way and we went ahead and did our best as it was.

Senator kW. Now, are you through there
Mr. Bimonss. Yes.
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Senator KEn. In the speech you nmde at the Mutual Savings Banks
convention, you told them you could have gotten the money cheaper
from the banks, and about 19 Democratic Senators and Congressmen
were pouring it on your sore back something terrible about the high
interest rate, but you had withstood the pressure and were goinglt
withstand the pressure because it was going to be your policy to per-
mit the interest rate to find its own level.

Mr. BuRoEs. Well, there were two policies there. One was the
question of free markets, whether the Federal Reserve could operate
and where natural forces could not reflect themselves. And the other
was whether you made any attempt to spread the debt out. We have
been through those years.

Senator Kmw. Let us talk about the interest rate for just a moment,
because I have been under the impression all the time that not only
the inevitable result of your policy but that one of the objectives of
your policy was to permit the interest rate to find its own level in a
free market.

Mr. Bunzss. No; our policy was to have freedom in the market,
flexibility. But we did not have any particular theory about where
the rate should be or what the level should be.

Senator Kin. But it had to go up.
Mr. Busouss. No. We did not--I think in our financing operations

we have borrowed money just as cheaply as we could do it.
Senator KzRR. Now, that is not the point at this moment, Doctor.

We have been pretty fair with each other today.
Mr. Btitoss. Lotus just define it.
Senator KER. Let us just go along.
Mr. Btmorss. All right.
Senator KERR. You and Mr. Humphrey made it very clear that you

thought the interest rates had been kept at too low a level.
Mr. B- o -ss. Well, we thought the interest rates had been pegged

and we thought that was bad.
Senator Kim. Well, the words you used were "at an artificially low

level."
Mr. BuRGss. Well, they had been, yes.
Senator KIPa. So that if you were going to unpeg them, it would

not be so they could go lower.
Mr. BuRGos. No. We felt that if they were unpegged, the chances

are that you would have, at times, higher rates and, at times, lower
ones

Senator Kina. So that one of the policies you had in mind was to
enable the interest rate to go higher.

Mr. Butotas. And to go lower, if circumstances moved them In that
direction.

Senator Km. If that came about.
Mr. BuRaees. That they should have greater freedom and fexibility

which was followed, I may say, following the famous report of Con.

Senator Kam We are pingback to the Douglas tte
again?

Mr. Bmnos. I want to mention him. I do not want to leave him
out of the discussion.

Senator KNR. I want you to mention him every time you canbe'
otwe every time Iou dolbegets a little further 4own n
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Mr. Bos&mm. That is a good report.
Senator Kzu One of these days when you mention it you are go.

Ing to look around for support and he will not be holding you up
an,,(Laughter.]

iOw the second objective you and the Secretary announced was to
make th Federal Reserve entirely independent and free of the Treas-

lr. Btnias. Well, I do not think we put in the word "entirely."
Senator K=i. But pnerally speaking.
Mr. Bvuss. Yes, give them freedom of action.
Senator Kzut. And the third one was to put the debt into longer

term issues,
Mr. Bumm. That is right.
Senator Ya.m Now, the Secretar y said repeatedly, and so did you,

some harsh words about the situation that prevailed wherein two.
thirds of the public debt matured or was redeemable at the will of the
owner in less than 5 years.

Now, the average maturity at that time of the entire debt was a little
more than 49 months, was it not I

Mr. Busos. Less than that It was just under 4 years It
was----

Senator KaR. What was it, Mr. Mayo I
Mr. Mto. I have it right in the Secretary's statement here.
Mr. Buaous. Three years and ten months, December 1952. And

that had fallen from about 6 years and 8 months in December 1946, so it
had been going down very steadily.

Senator Kim. How much I Six years or three years.
Mr. Butoms. Six years.
Senator K= Three years and three months.
Mr. Bmuozs. December 1946, the average maturity was 6 years

and8 months.'
Senator Kiss. You mean 75 months.
Mr. Bumouss. Seventy-five months. And when we came in, in the

b enning of 1958-
q tor Kim. When was it 75 months f

Mr. Bmuos. December 194.
Senator Kzmu I beg your pardon, I thought you were talking about

December 1956.
Mr. BuSMou, No.
Senator Kmw. As I understood it, that is. what you wore complain.

Ina about, the decline in the average maturity of the debt.
Mr. BuRasu. Thatisright. , I
Senator Kvu And you were going tW fix that.
Mr. Bunous. Well, we at lea have hold our own on the averagematuritY.
FSkntor KWUs Hs you really
3&2MB.tnDGUSS Just about.
Senator K9MMI What is it now?fMr.t B4os. It fr within a couple of months of what it wa when

weosme, in,
~s.i~orMM* Whatwa itI

"Lr. Bu ss. It was 4 yea rs and 1 month in"'1e 1957, that i
6luve of Aed

SeatorKz. But tht figure of)Deimber 81,1959, was not exclu-
sive of Fed.
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Mr. Bm s. Well, supps we include the Fed.
Senator Krim I think if it is part of the public debt you would.
Mr. Bmzuss. Three years anct seven months at the end of June,

so we had lost two months
Senator Kz. Now, the Library of Congress gave me an entirely

different report.
Mr. Bunaoss. That is one measure.
Now I called attention to the fact that there are other measures

here, tgat this demand debt is just as Important as the marketable
debt outstanding,.and we have had to pay offa lot of that.

Senator Kzan That is right. But the fact is that there is a larger
percentage of the national debt that Is now due or callable at the
will of the owner in 5 years or less than when you came here.

Mr. Bunum. No it Is Just about the same.
Senator K=n. l 1ow, Doctor, we are going to start this all over.
Mr. Bmnus. The percentage is so close to the same you can hardly

ut a slip of ap between it. We made avery good start at doing
thing in 12,1954, and 1955, and then we ran into a market whare

you Just could not do much at lenghening your debt. And so we have,
for the period as a whole, we just about held our own We wanted
to do more than that.

Senator Kuna WhatI
Mr. Bunozes. We wanted to do more than that. We tried. That

is all we could do. That is a better record thanwu asade in the p.
ceding 6 years.

Senator Km. I thought you said-you mean percentagewise I
Mr. Bunmes. Butt--
Senator Kz. You were elected to office on the basis you were going

to fix it
Mr. Bmos. We said we were going to fix it over a period and'a

opportunities serve.
Senator Kzm. Do you want the American people to keep you in

office until you do ?
Mr. Bttonss. If y keeTp us long enough, we will fix it.
Senator'Kma. I thik the kp you long enough, you will fix

them. That is what I am fraid of, and I think that is what they ar.
afraidof.

We will come back to this when I get this report from theesearch
Division of the Library of Congress.

Mr. Buons. Yea.
Of ourse, it is not,-let us not take a lot of time on it. I think we

are mainly agreed. I think we have made a better record than in
the p recmng year. We, at least made a good try at lengening the
debt and we have had some success.

Senator Kim The report from the Library of Congress shows on
September 80, 1952, the average number of months to maturity of the
outstanding marketable public debt was 49.81.

Mr. Bunoase. That I September of 19521
Senator K Ip, September80 of 19569
Mr. Buos, Whi not take December ?
Senator Kui. Will, Ido not know whythey didnot ve e Ut.'

It coould not hae been imh dioerm*
Mr. Bumuss. But the months run on.
Senator Kan. They have been running on ever since. On June

80, 1957, it wa 48.11. 1 will put this in the record at this point.
oso-4-.pt. s-40
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Mr. Buowss. Let us correct it for December and you have got 3
months shorter.

Senator Kin. And that being the case, the differential was 6.2
months.

Mr. BmRoxss. I just want to state that is an inaccurate statement
because it does not carry through to December, and also we have had
to deal with a very large accumulation of maturities that were hanging
over.

(The information referred to Is as follows:)
Average number of month to maturity or fast call outoeand!fig marketable'. Iublio deobt

A nera Rumber
Date o! i0etho,June Boo,197 .................................... 48.11

Mar. 81, 195?------------------........... . ----- 45.28
De. 81 190------------------------------------- 5. 4,41
spt 86, 1958-----------------------------------. 48. 88

Mar. 81, 1958 ........................................................- 51.28
Spt. W0, 1955-----.w ...... ------------ ------ 55-22. 22
Mar. 81, 1955 ................................... 8 N. 86
Sept .0,19. 50Mar. 81 l O. . .. . ----------- 01.88
Sept. 8R 1958-----------------------------------------------47.42
mar, 8-49. 43
Sept. 86, 1952-------------------................ - 49.81
Mar. 81, 1982 ...................................... 40.09

,Senator Kxn, Well, actually, Doctor, on March 81, 1958, it was
49.48 months.

Mr. BuRom. That was because of maturities that were coming
along we inherited, and a refunding we did in February 1958.
Yet between September 30,1952 and March 31,1953, there was actually
a slight increase. However, since March 31, 1953, the average num-
beret months to maturity or first call of outstanding marketable pub-
lic debt has declined from 49.43 to where on June 30, 1957, it was 43.11.

Mr. Buoazss. Well, I would like to analyze those figures.
Senator Km,, I think you are entitled to do that.
Mr. Bmious. We will put a table in month by month, which will

be more satisfactory.
(The information referred to is as follows:)

Avage ls Wwth of marketable 17. S. Gloversment seourttie outstanding oallable
bonds to earliest oall date

(tn months)

End of Wont 1951 I9wo Ion I95N 19OU 19wo 195?

1sna.................... 51.4 4&5 43A7 al, 9 4 L 440
b ........ ..... ......

at 15 1 A 10 5?.4 8 47
f~MI... . .... 41 49.8 A54 4.6 43.0........................... So.1 80.4 64.4 49., 4.

August............... ... .K .
UU' .......... 6. ..... K 6 L + 18 41! .

4
1  8~l . 0. 1

......lb do* f 4&j 4?. 69' 4C......

+,,.,. ...................... .- ..C ,.,

yWIC ................ .-
I Ad.uted . ............. ..... .. a bn ,e,,, a u1a. e),l 1 p,.w 4uI bo1d1,

i bw ........ ........... .6H. .. . I i

,djuaW to ojmu, 23n t xom m m..ks,& 0( p~4~ tm ot_ Wwt b..fto exova b



FINANCIAL CONDMION OF THE UNITD OTATE 9

Senator KzRR. We will come back to the E and H bonds here in a
little while.

First, however, I want to ask if in the debate preceding the un-
pegging of the Government long-term bond market, did not the pre-
vious Secretary of the Treasury warn that the Treasury's financing
task might be seriously complicated because holders of E and H sav-
ings would be induced to redeem their holdings in order to obtain the
more attractive yields on other securities, including Government long-
terms?

Mr. Biszss. I do not remember.
Senator KR. Would you agree or disagree that the following state.

ment has proved accurate, a statement by-Marrlner S. Eccles,De -
ber 8, 1947, Economic Stabilization Aids, hearing before the Committee
on Banking and Currency, 80th Congress, 1st session:

The people who are talking about raising Interest rates, the discount rates
and not supporting the Government market but letting that go where It will, are
assuming that a rise In interest rates might stop inflationary developments.
There is no assurance that that would be true, because a rise In rates that was
substantial would certainly cause the holders of the , 1, and 0 bonds to sIl
those securities, and they would be left then with cash to spend Instead of be"
locked up In savings bonds.

Mr. Buaozs. Well, the F and 0 bonds have certainly been-they
have been cashing in some of their securities and that s one of the
problems we have dealt with, I think fairly successfully, without cau-
ing inflationary money to be around.

Senator Kma. Would you agree or disagree with the statement?
Mr. Busass. Well, not on the E bonds. -The E's and H's-we did

not have H's then. t
Senator Kiu. E, F and 0 is what he was talking about.
Mr. Buoss. The B's have done very well, extremely well. The

bonds distributed widely among the people have done extremely well.
The O's, F's on-

Senator Km. He was addressing himself to people who were talk.
in about interest rates and not supporting the Government market,

letting that go where it would, are assuming a rise of interest rates
would stop inflationary development, which ii the position you have
taken.

Mr. Buxons. Yes.
Senator Kua. And he indicates that in his judgment there was no

assurance that that would be true, because a rise in rates that was
substantial would certainly cause the holders of these bonds to sell
those securities, and they would be left with the cash to spend instead
of being locked up in savings bonds.

Mr. Bumtos. Would say what he feared has not happened to an
extent that it became a major influence; let us say it that way.:

Senator Kmt. Then, basically, you disagree with him ?
Mr. Bumops. He was wrong. I disagree with him*
Senator Kun. In your statement on page 18, you say [reading]:
We do not include series' and 9-

Mr. BiVmoiUs. -Yes.
Senator Km (continues reading):

savings bonds-the small saver's bonds-as part ot the eating debt sina the
are not as sensitive to fluctuations In market Interest rates.

Mr. Bumoss. That is right .
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Senator Knit. Does the statement you have given me of the cash-
ins and new sales substantiate that I

2 1*915.) 4
URI. 9 1"af think so; yes, sir.

You if ou take the overall outstanding, they are at the highest
point 0 timae.
Senator Kw, That is by adding the interest to them I
Mr., BMsow. Well, that is what you do. If you were running a

savings bank and were reporting your deposits, you would include
the accumulated interest as Part of your deposits, part of your liability.

Senator Kzu. But In cash sales and redemptions for 1957, you have
got a net deficit of $600 million.
. Mr. Bnmuos. That Is right. But the amount of interest accrual
more than offeets it.

Senator K=n. But insofar as the sales and redemptions, there have
been more of them surrendered for redemption than you have been
able to sell.

Mr. Bumi. That is correct.
Senator Kzn. And that was your thesis, when you requested that

the interest rate on these bonds be raised.
Mr. Bmxos. That is right
Senator Kxn. Is it not a fact that despite a budgt surplus, the

Treasury had to raise new cash in the market several times in the first
half of 19571

Mr. Buaoss. Yes. First half of 1957.
SenatorKisa. 1957;yes.
Mr. Butmous. Yes.
Senator Kin. Why
Mr. Bmiwss. Well, there were a number of reasons. One was the

redemption of F. mad G-bonds. Another was that the Monetary Fund
was using a certain amount of money. We had some other drains of

Senator Ki The thing that amazes me is that in spite of the fact
that you had a surplus, socalled---

Mr. Bumus. Yes.
Senator Knit. You had to keep raising additional amounts of now

OUL
Mr. Bmsos. Well, we have got so many demand situations in this

Government, that when cash is scarce elswhere, there an areat
lman people who come around to the Government. There is the nall
Business Admnistration, making a great many more loans, and we
had to put up the money for that.

Also there is a certain amount of attrition, as you know on our w.
auritie, and thathas called for raising additional cash.

Senator Kim In fact, despite th so-called balanced budget for 2
years, and although you also say your overall debt-mana ent
ture, from the standpoint of lengthening it out is better, you have dto inomese the volume of your 9.da bi by nearly $5 bilhon.

Mr. Btusss. That is right. But we have used that a good deal of
it, to redeem other demand obligations, these F and G savings bond&

Senator Kin. When you came in, you were talking abut hese jur-
rent obligations as be,= inflationary, and I just wondered If that
had not &e sme contribution to it.

928
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Mr. Buoam. That may be, if they call for bank credit. I think if
they have not increased bank credit, we have succeeded in keeping them
this aide of the inflationary bulge.

Senator Kwm In April, you asked this committee to authorize an
increase in the interest rate on E. and H-bonds, to increase it from 8 to
8/ percent. You said it was merely to give the smaller buyers the
benefits the large buyers have received.

Mr. BUrmes. That is right. e i w
Senator Kxw. In other words you proposed al nationni what you

said was a one-quarter percent interest rat gap betwe heE and
H-bonds and other securities.

Mr. Breezs. That Is riaht-other savings.
Senator Km. At that tune, you said the other securities were draw.

ing 81,, and that E- and H- bonds were drawing about 8, and you felt
that pp should be closed.

Mr. Bm s. Well, we had in mind also the competition of savings
bank deposits and some other forms of savings.

Senator Kz. That is correct.
Mr. Bimzes. That is right.
Senator Kiw. In other words, you were eliminating that one.

quarter percent gap.
Mr. Brmie. hat is right.
Senator Ki. But now you are paying 4 percent on one-year cer-

tificates, and the 1. and Hbond holders are 8 times worse off in the
matter of their gap now than they were in April.

Mr. Bu .... I would not say that, because in the other forms of
savings, the rate has not moved up as this open market stuff has; the
savings bank deposits, for example.

Senator KuRi. Doctor, do you not know the savings banks in somhe
States are now pain more than 5 percent I

Mr. Buonos. Savings banks I
Senator Kmm. I mean building and loan assooitions.
Mr. Brmis. Yes, sir.
Senator K . I say building and loan associations-
Mr. Bum _s. That is a different kind of loaning. That Is in parts of

the country where they have got rapid growth and real progress. But
in the Easft it is not so.

Senator KiwR. But it has moved up in California which Is not
exactly a small part of the economy. Wo you know what the building
and loan association is paying out there

Mr.Bumoas. Ithou rht itwas4and4%.
Senator KRa. I think It I
Mr.Bmaos. "rams
Senator lI think in Nevada they ar paying 5 or more.,
Mr. Bunom. One of my colleagues thinks tat the Insured 'ones

are not paying that much, the ones which have Federal insurance.
Senator Kiin. You do not have any insured savings and loan as.

sociations paying as much as 5 percent ? , , 4 .
Mr. Bmuross Let us check tht as to the accuracy .
(The information requested Is as follows:)

Information given us by the Federa Homo Lan Bank Ba.d Is tot
for a tow Isolated Institutions In mall ommunltles, the maximum rate *
members of the home loa bank sstem i 4 parent per num.
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Senator K=. All right, let us do that.
But actually, on the basis of the sale by you of-how many billions,

at 4 percent ?
Mr. BuRtess. If you include the Federal Reserve, it is about $13

billion.
Senator KIt. And the total outstanding E-bonds amount to $41.5

billion including accrued interest.
Mr. BuRoss. -That is right.
Senator MKu $41.5 billion.
So that as between them and the purchasers of this last series of

1- to 2-year Government notes, instead of there being a one-fourth
percent gap, there Is now a three-fourths percent sap.

Mr. BuRo s. Well, measuringjt in that particular way, yes. But
wemeasure that in other ways asI have said.

Senator Kra. Are you going to make a proposal to equalize that
situation ?

Mr. Buioxa. Not now.
Senator Km. The one-fourth percent increase proposed last April

was needed to offset the rising trend of E-ond redemptions ?
Mr. BuRots. You may remember, I asked for one-half percent.
Senator Kzut. I know you did.
Mr. BURGoYs. And I was only given one-fourth percent.
Senator K=. If you will recall I was one of those who helped

get it up to the 8.20. You remember that I
Mr. BuRnoy. That is right.
Senator Kirt. There was no unanimity of thought on that.
Mr. Bunorss. I know.
Senator Kma. Actually, there were some who predicted here that

Ihat increase would be a floor rather than a coiling; do you remember?
It looks to me, Doctor, like you actually have offset the offset that

we approved here, by the 4 percent rate that you put on the current
refinancing.

Mr. Bumoss. Well, sir, I do not think we have fully. The rates
that are competitive with these rates are still in the same area, time.
deposit rate of banks and the savings-bank rate.

And of course, we always remember that this is a method of say.
in rater than a rate competition in these bonds.

Senator Km. But you told us in that hearing, and I think youwere right-Mr. v . That we had to make an adjustment.

Senator Km. That you had to make an adjustment.
Mr. Bimoss. Yes.
Senator Km. Using the tables you submitted last April, it appears

with the 4-percent alternative investment now available to E-bond
holders, that you are just about three additional years behind last
April i terms of your shield of defense against redemptions.

Mr. BVorG0. Well that remains to be seen.
Senator K=. As Y remember, you told us .i that hearing that under

the E-bonds you had been and were issuing, it took 2 years ownership
to get to where the holder would, from that da to maturity, eM 'A

Nr, ~v~osb.That is riht

goo
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Senator Kzn. Now then, as I understand it under the ones you
now offer, it takes 5 years for the owner to be in a position where he
will earn 4 percent for tie rest of the time to maturity.

Mr. BuRaiss. We can verify that.
Senator Km. Let Mr. Mayo help us out on that.
Mr. BuRmss. It does not get to 4 percent.
Senator Kz=R. He does not get to 4 percent I
Mr. Btnios. No. He gets to 3% percent.
Senator KRv. How long does it take it to got to 8% percent ?
Mr. BuRoEs. A year.
Senator m. Well, how much above that does it get?
Mr. Bunous. Well of course, the last few months it goes up to

3.81. It gets up to A% at 8 years.
Senator K.ERR. Well, now, the old E bond got up to 81,, did it ot?
Mr. Bun s. Oh, yee, it got up there in 2 years ,
Senator KER. In 2 years.
Mr. Buozos. Yes.
Senator K im. So that the holder of the old E bond considering his

holding after 2% years, was in position to be as well of as he woufd be
to redeem it and put it i a 1 , was he not ?

Mr. Buowss. That is right.
Senator Km. What you are telling me now is that the owner of

a new E bond never will get to the point where he will be as welioff
to keep it as he would be to sell it and put it in a 4 percent.

Mr. BuRGEsS. That is right. But, of course, he has other advan-
tages, as you remember. He has the right of immediate redemption,
and he has all the advantages that go with his E bond. He gets his
8 Y4 percent guaranteed for almost 9 years.

Senator K~am. He pays his tax on the income, does he not ?
Mr. Btuozes. Or when he cashes it. He has the choice.
Senator K1R. If a fellow had one of these 1-year 4 percent certifi.

cates today, would he have any trouble selling it at par F
Mr. BURS S. He could today sell it a little better than par.
Senator KERR. Sell it a little better than par.
Mr. BuRoES Yes. But he has no assurance for the future
This other chap who buys this E bond knows just what he can fell

it for at any time. The 4 percent bond fellow is running a risk.,
Senator EI:R. But if he bought it today and had to redeem it within

a year, he would not get any interest, would he ?
Mr. Busozes. Yes. He does under the new bond.
Senator KER. How much?
Mr. Bmnozss. He gets 1.6 percent.
Senator Kam. Interest?
Mr. Buaozs. That is right.
Senator Kan. And the second half year ?
Mr. Btmonss. If he has held it I to 1% re, he gets 2.28.
Senator Km . So, while he could geth -money b ek the first a,

he would get somewhere between Loiand 2.28,on it, is that righIPW .
Mr. B e to s. 'That is rie t.nHe get d a very small amount f' in-

terest., It is an inducemeng!L
Senator KaRR. If he had one of these 1-year oertifiatep, he would

get ;00 cents at the time, would he not ?
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Mr. Buxus He would not get 100 cent&--if these depreciate, be
will not. If these go down in vilue, he would not get his 100 cents.

Senator KR. If they go down in value
He would get his 100 cents if he held it for a year I
Mr. BuRies. If he held it for a year, yea.
Senator Km. It just does not seem to me, Doctor, it is proper to

stop an interest rate spiral by continually dragging interest rates
upward.

In other word* I just do not think you can stop a spiral by another
spiral.

Mr. Bmwss. I do not, either.
Senator K=. You said last April that an increase in Interest rates

on Government savings would not be followed by an increase in, in
taede rates offered by savings institutions

Mr. Buaous&' Did I say would not be followed by i I sald I did
not think it would cause. I think that was already underwy. I

Senator Km. It has occurred, but you think entirely independent
of the fact that-

Mr. Buozss. I do not think we caused it. I would not say entirely
independent, but I think we were a very small factor in it.

Senator K. You do not think that te rates the Government pays
on its securities has much to do with the interest rates that are received
on other investments I

Mr. B--an Oh, yes I was referring just to our action on the
savings bonds as a cause.

Senaxtor Nwu. It w" part of pattern.
Mr. Duos. No. I think our general whole problem of Treasury

financing has an important influence on it.
Senator KEn. A very profound effect on the interest rates paid by

everbody else.
Mr, Bumps. Yes, a very substantial effect

Senator Kwri. Did the National City Bank fn Its December 1959
letter on economic conditions and Government finance state:

An unpeo_ of ths disount rate would be a natural sequen f It I I to be

reMond "s a deible hatumet o reit poUle?

Mr. Buom. An unpging of the discount rote?
senator K .Ys
he a w t keep ft 1% Puet ra teepired at the

end of 1910 and tT to r

9fitto to b etond AdbljtrU~t'of!iocJ
Mr. Bwrzs. That is right; ye That is allright j 4&d forpto

ten the context of it.
Senator Kzm Well, when, following that did the Ied l Reer

raise the rediscount rate?
Mr. Bumma. Well, they raised it in January 19M. Th MW rased

it from 11Y4 to gerO, tSenatr 'w,"rm
ir.*RG5& Ys
enaor Z W t ifance does the raising of the discount

rate have, so far as the lev~oof all Interest rates is concerned ?

MW. Bvwonss Well,, of course, it hasi two slI icance? -One Is that,
when th Mb S borrow from th or they Pay" oat

rats. The othirn that It Is a gItbA %7,d grof

9
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p6opie, the Federal Reserve people, these 127, that you and I have
talked about/ of a chance in money conditions, indication of a change,
and a reflection of policy. So, the psychological effect is just as 1n.
portant as the actual,

Senator K=. In other words, actually, it Is a recognition by the
127 men of the effect brought about by action of the 7 men, it Is not ?

Mr. Bviaxss. No 9I would not sy that. It is a recognition of the
change in situation tiat they think justifies-

Senator Kina. Well, who changes the situation U
Mr. BtGEozs. You and the other Senators, and all of the rest of us

in the country, change it.
Senator (oa. Don't blame me for it.
Mr. Bnmm . I don't think we have a country where-
Senator Kman. Do you remember what Alfandon said when they

told him he had been nominated w
Mr. Bmxss 'No. No
Senator Km. He said "Who, me "o
Mr. BURmwss. That is all right.
Senator K=R. That is the way the Senator and I feel here when

you look at us and say, "You changed it." In December 1052, In the
issue of the weekly letter on economic conditions and Government
finance-and you know what I am talking about ?

Mr. Bumms, Weekly or monthly letter ?
Senator K;P. Weekly letter on economic conditions and Govern-

ment finance, pt out by the National City Bank of New York.
Mr. Butsas. We did not put out a weekly letter. A monthly letter.
Senator Kmm. Is it amonly letter I
Mr. Bumwz Yes.
Senator Km. On economic conditions and finance ?
Mr. Bunoss. Yes.
Senator Gons. Did you saY "we" do not f
Mr. Bmuoss. It was "we' at that time, you see; I was there at that

time.
SenatorGoat. I understand.
Senator Kum He is like Sam Jones was about his religion. He

said, "I was there when it happened." The bank you headed just
prior to coming into Government discussed the baground of te
task in those words:

A main task Is to redevelop a market for genuinly long-erm bonds and to
combat a tendency among Institutional holders to rqrd United States Giov-
emment wouritles simply as a temporary Invtment This drift ardin bail
callv. out of the reluctance of savers to accept depession-level rats of interest
onthii funds. They want i better deal and credit demand from Other source,
corporations, State, iand municipalitie the mortga mairketLha bew large
esouglb to enable savin institutions to give It to them, Tlsu v =annot
effect debt retnding without recoglsins this basic change The 2,2P4, and WPerce ee ud n Snpaasing World Wart IX[ Ji qlt* clearly Ontnmoded.

Mrn. t3m s th woule the in r t horn iqa inih go o ulher.

Senator K=L I just do not discover thni 1 h l04 a ag , Doctor,
AUndWmn of, thm das, whon we haiy go amor tme, lwotyouto
point out tos t
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Mr. Buiozss. Perhaps I did not catch your last thought, when you
said they could drift down. You mean the prices or the rates I

Senator Kin. The rates.
Mr. BU RSS. The rates. No. That is clearly a statement that they

thought the rates would go up.
Senator Km. Should go up.
Mr. BuRGrss. If they were going to sell the securities widely, that

they would have to sell them at a higher rate.
Senator IWzR. After you came here, when did you make your first

effort to lengthen the debt I
Mr. BuRoEss. In February 1953.
Senator KERR. Was that a single-choice offering, or-
Mr. BuRows. No. We gave them a choice between a 1-year and 5-

year, I think it was,
Senator KEnR. How many of them took the 1-year I
Mr. BuReSs. Most of them, except about $600 million.
Senator KERR. How many took the 1-year ?
Mr. BURGzss. About- took the I -year I
Senator K=, tR. Yes.
Mr. BuRosS. $8.1 billion.
Senator KERR. $8.1 billion took the 1-year I
Mr. BuREss. And $620 million took the-
Senator KEi. $620 million took the 5-year-10-month I
Mr. BU RasS. That is right.
Senator KERR. Did that encourage you to think that there was a

market for longer term issues I
Mr. BuRoEss. Well, it was a little encouragement. The way the

market was and the pricing, the curve, we only gave them a quartr of
I per cent more for reaching out for -

Senator KHRR. How much did you offer them on the 5-year-10-
month?

Mr. BuRGets. 2% percent. It was perfectly clear that was not very
attractive to them for a bond. Some of them took it. But it was only
one-fourth more for lengthening out over 5 years.

Senator KERR. Pardon me, Doctor, what was the rate offered on the5-year-t0?
Mr. BuRGEss. It was 2 percent.
Senator KIERR. And of the 1-year?
Mr. BRESS. That was 2%.
Senator KrERR. And-
Mr. BRGEs. Not a verl big differential, you see, for stretching out.
Senator Km. Yes. What I would like to know is what the com-

pelling reason was for your offering those 31/'s in April 1958.
Mr. Buiozss. Well, we wanted to make a start on lengthening the

debt.
Senator KERR. You had not had evidence of any great demand for

long terms, had you?
Mr. BURoes. No; not very much.
Senator Kzni. And you stated in your speech to the mutual savings

banks that you could have gotten the money cheaper from the banks.
Mr. BuRmGs. That is ight.
Senator KEn.' And you had access to the overdraft privilege with

the Federal Reserve, which you used Just a little later that year-
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Mr. BunoEss. That is right.
Senator Km (continuing). For a greater amount than you sold

of the 314's.
Mr. BuRoEss. Yes, the amount sold for cash.
Senator KzRR. You could have increased your weekly offering of

bills, which you have done to the extent of $4.7-billion.
Mr. BuRoiss. That is right.
Senator KERR. Doctor, is it not a fact that you decided the time

was ripe to break the 3 percent barrier I
Mr. BUlsRGS. No. No.
Senator KERY. That is what you did.
Mr. BuRowS. Well, we broke it; yes; because we had to break it to

sell a long bond. We thought the time had come to--
Senator Kwm. I say, did you not decide the time was ripe to

break it?
Mr. BURGEss. That was not our motive. Our motive was to get

started-
Senator KERR. I did not say it was your motive. I say, did you not

feel that the time was ri e to break that 3 percent barrier I
Mr. BuRoes. No. I think your statement conveys the impression

that was our objective. It was not. Our objective was to sell long
bonds, and that was the cheapest rate we could sell them.

Senator K=R. Well, it was either your objective to break it, Doctor,
or else you operated on the basis that it was the right thing to do to
break it.

Mr. Baows. Well, we would have preferred not to break it.
Senator KzRR. But you
Mr. Buozss. We would much prefer to sell it at less.
Senator KERR. But you admitted that you had three other alterna-

tives for the money, at least.
Mr. BtRoss. All of them taking it at short-term at a time when

there were inflationary pressures.
Senator Kim. Is there inflationary pressure when you use the over-

draft privilege with the Federal Reserve ?
Mr. Btmozs. It certainly is.
Senator KN . You can use that for whatever time you want to, can

you not?
Mr. BURsS. But it puts more money in the market. It is just ex-

actly like an open market operation on the part of the Federal.
Senator Kwiu. You have not hesitated to use it at other times.
Mr. Btmo. We have hesitated and used it only when we had to.
Senator KnaR. And you moved the short-terms bills up. You

moved them up by how much I
Mr. Bunows. We did that when-
Senator Km. By twenty-some percent ?
Mr. Buionss. Something like that; yes.
Senator Kian. $4.7 billion.
Mr. BVnoes. Yes. We moved them up when we could not raise

that money with longer issue.
Senator K=a. Then breaking the 8-percent barrier was only 1 of

at least 4 alternatives thatyou had.
Mr. Bunoua. That is right. All the other alternatives would have

been inflationary.
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Senator Kzn. go rather than use them, you choose to break the 8-
pe t barrier I

Mr. BUos. We chose to issue a bond; yes.
Senator Gou. Which was more inflationary than the other three.
Senator Knmi. I think it was more inflationary than the other three,

but that is a matter of opinion, and I respect your right to have the
opinion that you do. But I can arrive at no conclusion other than
that you felt that of the available alternatives you had, the desirable
thing to do was to break that 8-percent barrier.

7. Btu.mi..s. Well, that is putting the cart before the horse. The
desirable thin to dowas to start issuing long-term bonds after a desert
where nobody ad tried for 6 years.

Senator KR. Well, you know, the bankers recommended former
Secretary of the Treasury Snyder less than a year before that to
issue some 8-percent long-terms, did they not I

Mr. Bunizss. That iaright.
Senator Kitm. You were one of those who recommended it.
Mr. Buaowss. I did; yes. The money was substantially tighter in

the spring of 1953 than it was earlier.
Senator Kin So that actually, you recommended hitting the 3-

percent barrier nearly a year before.
Mr. Bunoss. That is right.
Senator Kzm And theSecretary declined to do it.
Mr. Bt owss. That is right. He made a mistake.
Senator Kn. And so, l9 April 1953, you broke it.
Mr. Bun oss. That is right.
Senator Kxm Is there a normal or sound or proper maturity or-

gnization of the public debt as to certain fixed percentages of the
short-terms and the long-term and the bills, certificates, and bonds?

Mr. Buto ss. I do not think there is any fixed patternn that you can
suggest. You do want it spread as well as you can over some period.
You do not want too much concentration at a gven time.

But I do not think anybody is smart enough to lay out a fixed Oat-
tern and say that should be it.,

Senator KzRR. Which of the following do you regard as more im-
portant in debt management: Attempting to obtami a larger ratio* of
ong-erm debt to total, or tailoring your issues to aatisfr the needs

of your customers I In other words, to sell or not sell fur-line4 inder-
wear in August.

Mr. Bmaos. I think you have got to do both. I think you have
got to try to stretch it out if you & not stretch it too muc against

what the customer wants. You have got to find somebody to buy it.
It is just that people who buy are going to talk about upgrading their

purchases. You want to try to get your people who buy the product
to buy the better product as much as you can.,

Senator Kmm. You know, Doctor, the thing about this that 'ves
me the test concern and really grieves me, is the Zpeeo .
United "States Government puttingitself in the posture of a, dsp'rt-
ment store, or a filling station, or a mail-order merchandising lniitu-
tion saying, "If I can't sell them what I have got at a price they want
to pay, I will just reduce the price of it until I can induce them," whe,
on the one hand, it is the largest borrower in. the Vrld and, 0th1e
other hand, the sle creator of credit in this Nation.,
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And yet it is putting itself in the attitude of a mendicant-that is
what the r ry ha. been reduced to a mendicant in the money
market. And you will admit, I know, cause you have been there
all these years, and I have been there and been Wod often enough so
that I know that their formula for doing business is to gt what the
traffic will bear; is it notI ' I I 1 ? 1

Mr. Buus. Well, there is plenty of competition.
Senator KUR4. I have never yet gone to an investment house or a

banking group to borrow money for anything I was interested In, and.
asked th a was their formula for doing business, that theY did
not lokme in the eye and say, "We get what Nh! traffloWill bear."

Is that the way the ones you know operate
Mr. Bunu. I think that s te formula, for people who are in the

business.
Senator Kza. In the business of providing credit I
Mr. Buuouss. That is trie for most businessmen.
Senator KzR. And here we have the most powerful nation In the

world, I hope, and the richest -,
Mr.Bt=ou. Yes;that Isright.
Senator Kmm (continuing). With an agency of its own creation

set up to provide the credit required for an exp, din economy> &And to
finance the Government, immobilized; while its e part.
ment walks the highways of finance, samendicant, # havee
rt to refinance ., 60, 70, 80 billion dollars in the n 19 months
What ar you going to charge us for it I

"And if we cannot get it from you at 28, we will pay you 3; and
if we cannot get it from you at 8, we will break that 3-percent barrierand payyou8." • + ._ +

Now, in reality that is the posture we are in is it ot, Doctor I
Mr. bumons. o, sir; I do not think so at all.
Senator I thought you said ou paid what the market e-

quired, and I thought you introduced ere chart after chart shoWin
that you hitthat market right on the nose.
Mi. Bvuams That is not as amendicant. , That is a perfectly slf-

resecting sale of your product to the people who buy it.
Senator Kzw+ At the price they will pay youj is that not right?
Mr. Bmuos. At the price that the competitive market will pay-

like anything else.
Senator Ku. At the tariff they charge you.
hfr. Bmos. Y_, but It is not one person bargaingwith youl

It t a whole competitive market.
.8enatorKma Itl the while group there,
Mr; Btmos. That you sell it to. saw
Senator K ai. They are a' grop, are they not; they are the dealer

in securities, they are the provideri of capiWt I'
Mr. Btgaoss. A great many differentndividuals, millions of ;thi,

who are there competing to buy just as much as you are oompetin to
sell.

SenatorKn. Ye.
NUN58, you stated that you believed there wa a substantial uimrket

fii Tieasurbondst competitive interest rtes. You mentioned epem
cially nonbank investors, such rl insurane'e companies. andI sa4vis

001UV



S INACI", CONDITION OF THZ UNITD $TAT=!

Yet is it not a fact that insurance companies and savings banks had
been decreasing their holdings, and have continually since that time
decreased their holdings of Treasury bonds I

Mr. Btmoms. That is right. Somewhat less rapidly than in the
earlier days. That is in the face of a tremendous demand from the
country for mortgages, and credit for other purposes.

Senator Kraw. Yet you said in 1958 there was a substantial market
there for Treasury bonds, long-term bonds.

Mr. Buitaoss. There is, over a period of years. There is not very
much right at the moment.

You have got to think of these things in terms of long-term and
economic swings of the country, Senator. You cannot narrow itdown-

Senator KRR. Why is it since 1958 insurance companies' holdings
have gone down from $16 billion to $1.5 billion in April of this yeai I
Savings banks have gone down from $9.5 million in June to $8 billion
in April of this year I

Is it because they are still getting depression-level rates of interest,
as referred to here In the letter I read from I

Mr. BURaEss. No. They are getting good rates of interest on
mortgages.

Senator Krnn. I mean on the Governments they hold, or that are
available to them.

Mr. BuR Gss. Well, they still hold a lot of Governments that they
bought at very low yields that they are not very keen about holding.

Senator Kipt. Well, then, their reduction in them must be because
they feel on them they are getting depression-level interest.

Mr. Bunoz.ss. Well, the reduction is, as I referred to before, the re-
sult of a capital boom where the customers of these people have a tre-
mendous demand for money and are buying money from them at very
good rates.

Senator GoRz. Would you yield for an off-the-record question I
Senator Kum. Yes.

SDiscussion off the record.)
nator Kwm. Would you say an important reason for your failure

to put out more long-term loans has been the strong preference for
liquidity on the part of the investors ?

Mr. Btmowes. No.
Senator KERR. I thought that was what you told us in your state-

ment generally.
Mr. B us., No; the liquidity that they have. Two things: They

have had, first, the tremen ous demand from their customers at very
attractive rates so that the balance of the money they have, which
they regard as their secondary reserves, they want tokeep very liquid
so they can use it pimptly whenever there is a need.

Senator KERR. That is what I understood you to sy.
Mr. Beoes. Well, it is a question of phrasing, maybe, it is a ques.

tion of words.
Senator Km. Yes.
Under what conditions do you find a rising preference for liquidity I

Would you say that the desire for liquidity is a reflection of confidence
and a reasonable degree of certainty in the future, or is it usually the
opposite; namely, an indication that investors are uncertain about the

,4t
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future and wish to be in a position to profit by sudden, unexpected
ohangese

Mr. Bunows. Well, I would say it is an expression of gret con-
fidence in the future of business. They think that business is going
to be good and going to be calling for money, so they are keeping their
money liquid.

Senator KRnR. So that if there is an opportunity to get more interest
on it, they will have the money to get it on1

Mr. Bvioss. Well, it is not tr1 it so much, but this margin of free
money has shrunk very substantially as they have been lending it to
their customers.

Senator Krni. I)octor, as I see it, there is just one of two reasons
why they keep that liquid position--

Mr. Bunozis. Yes.
Senator KERR. Either they are afraid of what is going to happen

adversely, or they are anticipating a better opportunity to use it.
Mr. Btiomrss. Well I think there is a little more than that.
Senator KERR. Well, do you think that it might be kept in a posi-

tion of liquidity because of one or both of those reasons, among othersI
Mr. Bvunoiss. I think they may fear a change in interest rate, so if

they buy the security they are afraid it would go down. That is a
factor, certainly.

Senator KERR. That is a factor ?
Mr. Bunozss. Yes.
Senator KEn. Is it not also a factor they keep themselves in liquid

position because they anticipate the possibility of adverse develop.
ments when their survival would depend on how liquid they were ?

Mr. BtmoEss. When you speak of adverse developments, I think
there is great confidence in the business future, that business will go on.

Senator KER. Then as between those two, you think it is because
they feel they might be able to get more interest ? 4

Mr. BuRoEss. No; it is not just more interest. They want to have
the funds to meet the demands of their customers, these people who
do business, because they have good customers and they want to serve
them. That is good business for them to do so.

Senator KXRR. Doctor, are not the banks in the tightest position to.
day that they have been sice you can remember?

Mr. BInoiss. That is right going back for some years. Why I
Well, Senator, because tiey made very heavy loans to their custom-

ers. It is not because they did not have money. They have lent more
money in the past 2 years than for a long time past.

Senator KERRt. Let me ask it of you, then, in this way: Would ex-
pectations of rising interest rates and falling bond pr ces, combined
with the rising commodity price level, lead to a greater or lesser
preference for lbng-term bonds I

Mr. BuRass. L sser.
Senator KERR. Lesser?
Mr. BvRoss. That is right.
Senator KzRR. What do you think you could sell a long-term bond

at today, from the standpoint of the interest rate?
Mr. Bvsowm. Well, we thought about that. We thought about'it on

the last financing, whether by any change we would stretch those 2 by
4's out to 1d years. We decided we would have pretty heavy going;
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'that we would not get very much demand for a 4 percent bond for
years. - I

Senator Ki. What do you think you could sell it ati in view of
your long experience in this business from both Bides of the desk I

Mr. Buniss. Well, the fact is, these buyers have got such a terrific
demand for money from people who are their regular customers# the
mortgage situation isurance companies have, and the savings banks
also have this mortgage situation very much in mind, they want to put
a certain amount of their money into it.

They have their dealers in mortgages all through the country, their
organizations for bringing them in. They have got to put a certain
amount into mortgaged.

They.are getting-tremendous demands from business corporations
for money.

Under those circumstances, they would rather do those things at
4% percent, than they would to buy Government bonds, which they
regard as a secondary reserve. Undoubtedly, we could sell some long
bonds at 41, perhaps-

Senator Kw. No;.you could not.
Mr. Bunoss (continuing). Four and one-fourth.
Senator Xiii. You could not. The law will not let you.
Mr. Buaows. That is right. I was thinking purely of the
Senator Komw. Of the market I
Mr. Buors. Of the market, yes.
Senator K=. You think at 4 percent you could sell them I
Mr. Buaoss. I think so,
Senator KuR. If the law would permit.
Mr. Buaozs. That would be very bad for the other markets. It

would put interest rates up and would make--...
Senator KmR. It would put the interest rates up as much above the

4 percent as the 4 percent put it up above what it had been, would it
not I

Mr. Buems. Well, I do not think the 4 percent put the markets up.
As a matter of fact, your long market for corporate bonds was hardly
influenced by this 4 percent rate. This market was there already,
we are simply recognizing a rate that was there.

Senator KER. What proportion of the national debt has been or
will be refinanced this year ?

Mr. Busms. I thik we gave you the figure& It is--
Senator Kam I have not tten them yet.
Mr. Bmums We did nt give you the percentage. It is some.

thing like between a quarter and a third.
Senator ICn. You saT between a fourth and a third, you think ?
Mr. Buxoass. That is right; yes.
Senator Km. Now, in a speech. you made before the American

Bankers Association here in Washington, September of 1958, you
made this statement:

Thus, a sum equal to one-fourth of the national debt had to be fnancd in a

Mr. Bao .ss. That is right.
Well, that is the marketable debt, and we have not made any progress

about it. We about held our own on that one.
Senator Xii Doctor, you have not held your own.
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Mr. Bumozs. But we have reduced the amount of the demand non.
marketal~le obligations substantially, which kept hitting us pretty
hard.

Senator Ku. According to your definition of the floating debt in
your book, we have got a much larger one today than we had when you
came in$

Mr. Buoxesa. About the same, on that basis.
Senator Kxa. This $81 billion plus the rollover in trust fund obli.

nations due on or before October I of 1958 Is a good deal more than
the same situation was on December 81, 190, is it nott

Mr. Busomus. No; I do unot think so. It is about the same.
Senator Kzss. Dotor, I want to have a detailed statement of the

two dates.
Mr. Busu..s. All right. We will do that. And I would like to at.

tach to it the statement of the nonmarketable demand debt, also.
(The information requested is as follows:)

Th $aoth*. debt of #h U. S. Goverxmgt
(in bMllon otMR

iP) sit son Oot to 1W1?'

Markotablwt

TOt ................................................................. S. .

loon: Under I narmaketabiw held by IedeQRaw" Sevan mad MYr.
ernet 10t 9 Go"s. ...................

UrI er marketabe ...................... .... .
........ ................ 0............ ..........

Tolo nat ndbt........... ...... .............. 4*7.

I £ L l$.8& bI othat weon 0able but wer not alled In 193.

twles A boW sdova.stal bowndsaued dobs an wbk* Interet bad ceasdo and

lNom.-Ths Sl billion metoned In the testmon Is not consst with the floating debt. The bU.

I'" mdeof tOe tota marketabm rarlyear (PU6 bilinpus t ma tur 0*flng

Senator KuR. On April 22,1957, at the annual dinner meeting of
the New York FinancialWriters Association, you stated:

I hope It won't be long before market conditions will permit us to offer a
further loogtern two% perhaps in exchange for maturing 3' and 0 savilos

You did not offer anything the other day in exchange for maturing
F and 0 bonds; did you I

Mr. Bumss No. We tooka long look at that in April and in
May, and finally decided that it was not worth the cane; that the
amount we would have gotten did not justify the disturbance that it
would cause in the mare.

Senator Knit. And you think now that you could not offer them,
that you could not sell them at or under the present legi limit for the
interest they are permitted to pay ?

*88.4-,.--.t. S---4*
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Mr. Bues. I do not think any substantial amount, right at the
moment right at the moment. That may change a month from now or
2 months from now.

Senator Kim& Was it at the time that you made this decision which
you did with reference to this present refinancing, or at some stage
since you came in prior to that, that it began to dawn on you that
maybe the failure to issue more long-terms by your predecessor might
have been caused by reasons other than premeditated design or delib.
orate choice (Laughter.]

Mr. Buaoms. WellI Senator, I sat in with my predecessor in a good
many discussions on tIat problem, and he had many of the same prob.
loens that we had, I know le did, and he had some additional problems.

Senator Kmu. Well, either the rash statements that. were made here
in late 1952 and early 1958, about their failure to lengthen out the
term of the debt and the amount of obligations due within a year,
and so forth, were just a little bit overcritical, or else you have not
lived up to your promises as well as you hoped you could or thought
you could.

Mr. Buuozs. I think they missed a good many good chances to
lenmhen the debt. I think they missed a good many good chances.

Senator Kim. Had they broken the 3 percent barrier I
Mr. BuR yRs. I do not think we have missed very much. I think

they could have done it at 8 at that time.
Senator K=. Well, had they made the 8 percent barrier.
Mr. BuRons. Yes.
Senator Kz=. But that is, first, an expression of opinion; is it not I
Mr. Bures. Well-
Senator Kum. You did not come down here with any valid offer

from anybody who wanted to buy a few billion of long terms; did
you?

Mr. BuRGoss. Well, they were not particularly eager.
Senator K=Pt. I say, you did not come down here with any good

offer?
Mr. Bunwsa. There was a demand for them in 1955 and we put out

some we put out some 8's in 1955 successfully. We put out over
$2 billion of them. And that operation, I believe, will happen again.

But these-..
Senator Kim. Those 8's were 25-year ?
Mr. BmoUs. Forty-year.
Senator K=R. Fory.
Mr. BumwEss. The longest bond issue since the Panama Canal issue.

And I believe my successor will sometime put out some more 8's.
Senator Kmn. Well, the Federal Rewrve could fix it so you could

put out some before you left here, could they not, if they decided to?
Could they not ?

Mr. Bumozs. Well, I think they could. But at what cost? That
is the problem.

Senator Kis. There are two schools of thought on the methods that
should be used by the Treasury in preparing for a financing operation.
One school holds that the Treasury should reach its own decision on
the terms of its offerings with a minimum of outside consultation, and
then make its offerings on that basis.I

The other view is to engage in the widest possible consultation in
order to determine what the market is prepared accept.

9420



F~A AZW L QONDITON 07 TR5 VN1'5D STATUS

Which of the two schools do you adhere to, if either ?
Mr. Buowss. I would rephrase it, the last one: I would do the job

only after substantial consultation, but I would not put it at what the
market is prepared to accept in those words, because that implies the
market is making a trade with you which it is not.

Senator Kzi. Now, you stated yesterday that it was about 8
weeks before an offering that you would have your consultation; and
this report you gave me here, which I thank you very much, for, as to
the times and the identity of those with whom you had confereices
prior to this recent financing, indicates that the conferences began at
leat 90 days.before the financing and, as you say, there had been
others even prior to that time.

Mr. Bunw ss. Those, of course were very general in their terms.
You did not get down to specific taiks .

Senator Km. Would you say that kind of consultation could lead
to rumors which create expectations among investors as to future trends
in interest rates I

Mr. Buzaes. Well, you do not have to start those. They are there
already.

Senator KumnP I understand.
Mr. BuRGwss. These people in the market, their telephone systems

all over the country are talking about these things all the time.
Senator KU. And is that calculated to reduce or augment the num.

ber of them?
Mr. Bu ors. Of the rumors ?
Senator Kzm. Yes.
Mr. BUwrEss. You mean the system of consultation ?
Senator Kmi. Yes.
Mr. Bm~oss. I do not think it changes it very much.
Senator Kmm. You do not think it does ?
Mr. Bunozss. There may be a few more I do not know.
Senator Kzn. Well, if investors in those consultations or in re-

ports of them, or in conversations with those who participate in them,
arrive at the opinion that interest rates will rise, what effect will that
have on the Government security market

Mr. Bunozes. Well, I do not think they come out of those consulta-
tions with that idea. They know what the price is, what the market
is, and what it is likely to be. But if we were ever just deliberately
putting the price up, that might be true. But we never have done that.

Senator K u. Have not said that you did.
Mr. Butozus. We have written it on the market.
Senator Km. I have not said that you did.
Mr. Bunous. There was a little implication.
Senator KUn. You are fleeing where no man is pursuing, yet.
Mr. Buitzss. Yet. [Laughter.]
Senator Gonz. He knows where you are going, and you know, too.
Mr. Bnoues. I may say this method of consultation has been going

on for a long time.
Senator I N. I know that.
Mr. Bvoms. I think it wears pretty well.
Senator Kz. And out of the oisultation come definite impres-

lone and opinions as to what the procedure is going to be.
Mr. Boios. To some extent.
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Senator Kzm. As to whetherpor not the Federal Reserve is going to
support it or not.

Mr. Busos. Well, they know that the Federal Reserve will not.
Senator KUR. But you told me this morning that the Federal Re.

serve had.
Mr. Bum s. They did it once, yes.
Senator Kn. Yes. 
Mr. Bumouss. They think it will not unless there is a very important

reason to do so.
Senator Kim. But they know what the attitude of the Federal Re.

serve is, do they notI
Mr. Busouss. That is right.
Senator Kzs. As to what they are going-
Mr. Bumous. They do not depend on these consultations for that

They do not get It from this. They read the annual report.
Senator KiM. But many of the fellows who help advise the Fed-

eral Reserve are in these consultations are they not ?
Mr. Bmoss. Well, the get the Federal Reserve opinion right from

the annual reports of the Board.
Senator Kim. Yes but I am not talking about their hindsight. 1

am talking about their foresight.
Mr. Bmuoiss. Well-
Senator Kim. I want to tell you, I can become an authority if I

had the time to study up on what the Federal Reserve has done.
Mr. Bumouss. You can probably become an authority on what they

would do, too.
Senator Km. I tell you right.now, I would like to know how, other

than to participate in these various conferences or have a degree of
their confidence that I do not have, that you can do that ahead of
time.

Mr. Btmozss. I think you could do that.
Senator Ko. I would like for you to give some thought to that,

and then tell me one of these days, because I think it is about as im-
portant information as a man can have.

Mr. Bunoss. Well, we are very aware-I know what you are talk-
ing about--we are very aware of the danger of giving advance in-
formation of action. Anybody who holds this job, who as any kind
of conscience and sensitiveness, knows that is an enormously important
factor and that some people could benefit from it, and you have to han-
dleyourself in such a way that they do not.

SenatorKnu. And others will be hurt by it.
Mr. Bunoiss. And others will be hurt by it, and you have to handle

yourself in such a way that does not happen.
Senator Kiss. If the Treasury gets regular monthly reports from

the Federal Reserve, including their Board niembers, from the Federal
Reserve banks including their board members, if the Treasury gets
regular reports from commercial banks and security dealers and others
who handle funds for investment, you have the most complete access
of any agency on this earth to information as to what the market on
securities is, by the day, the hour, or the minute.

Then why is it necessary to hold your consultations prior to each
financing to find out what the market is ?
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Mr. Bu ozs. Well, I think there are two things. There is a tre-

mendous market and you do not really understand it just from the
figures. You really have got to talk to people and find out how they are
thinkig.

Senator Km. Do they have to talk to you so they will know how
you think, too I

Mr. Buozus. No.
But you have to---
Senator Kw. You do not think those meetings are one-way meet.

ings, do you, Doctor I
Mr. BuaROs. No. I think we keep them informed of the broad

national situation as far as we are concerned.
Senator KEw. Do you think they get as much impression from you

asyou do from them ?
Mr. Bumizss. I think they do on certain broad outlines of govern.mental poIcy
Senatr Krjw. They have as much a stake in this as you do.
Mr. BuRoss. But these are educational things as well as the other

way, and I think they help us in selling our securities.
I think you are partly training your salesmen, because these fellows

are the fellows who help sell these securities.
Senator Kzn. If the purpose of the consultatio is not connected

with the setting of Interest rats, but just merely t discuss mr.turities,
why are recommendations made with respect to the interest rate on aproposd issueI

Mr.uBmws. Well, we want their opinion, also. It is very helpful.
There is not much variation you could suggest on that, but there is
some.

Senator Kzn. In meeting with these various advisory committees
on debt management, do you give them any instructions as to the things
to ber in mind in arriving at their recommendations ?

Mrs BuRos. Yes, in a general way.
Senator KNza. You kiow Emil J. Pattberg.
Mr. BUwRss. Yes.
Senator Kim. Chairman of the Investment Bankers Association

government securities committee which participated in, and was one
of the groups that submitted a recommendation on this recent issue,
I notice.

Mr. Bumss. That is right.
Senator Kzn. He testified before the House Government Opera.

tions Committee June 5, 1956, as follows:
Following a brief discussion, the Under Secretary asked us to consider the

problem and come back with our advice and recommendations as to the type of
isue or Isues which, in our opinion, should be offered to achieve a successful

refunding operation in view of the existing market conditions, Federal Reserve
policy, and the known objectives of the Treasury Department with reference to
debt management.

Would you not agree that considerations other than the going mar-
ket rate have influenced Treasury decisions?

Mr. Butozss. Certainly. The problem of whether you can or can-
not sell a longer maturity; the judgment of these people, for example,
on how long a maturity you could sell, whether you could sell a 5-year,
a 10-year, an 8-year.
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They make a canvass of our customers-they are constantly in tele.
phone conversation with others, a great many buyers of securities and
know ther inclinations along that line. It is very helpful.

Senator Kzm He says here that his recommendations are asked for
in view (1) of the existing market conditions.

Mr. BuRoEss. That is right.
Senator K=ai. (2) Federal Reserve policy; (8) the known objec-

tives of the Treasury Department with respect to debt management.
Mr. BuRGsos. One of those, for example, is that we want to lengthen

the debt, when we can do it.
Senator Km. Another one is that you want to have flexible in-

terest rates I
Mr. BuRoES. Well, they have known that all along. You do not

have to tell them that each time.
Senator Kim I understad that they know that about you. But

your predecessor wanted inflexible interest rates so far as the ceiling
was concerned, did he not I

Mr. BuRoEss. My predecessor managed, before he got through, to
make them more flexible.

Senator KzP I want to get the record straight on that right now.
He was told by the Federal Reserve Board what Their policy was go ng
to be, the result of which would make it more flexible. Now, tat is
the record.

Mr. BuRaEs. Well, he would have to speak for himself on that.
Senator Km. Well, he is going to, rigt here in this chair.
Mr. BuRGEss. Is he Fine.
Senator KEW. Yes, sir. And I know what the record is, Doctor.
Mr. BuRoGms. You can rely on what he sys.
Senator Kmfx. It was not a thing that he sought or to which he

agreed. It was a mandate with which he acuiesced.
Mr. Bu REss. Well, I will let him answer that.
Senator Kzm. All right.
Mr. BuRass. You can rely on what he says. He is a man of in-

tegrity and honest
Senator Kz. es, sir.
You can rely on what I say, too.
Mr. BuvoEss. Thank you, sir.
Senator Kxnn. And that is the record.
The Treasury and the President of the United States were told what

the policy would be by the Federal Reserve Board. And, Doctor, you
know that is a fact.

Mr. BUmo ss. Well, sir, I was not here. Just exactly what happened
then, I do not know.

Senator Kiium. Mr. Pattberg says that he is customarily asked for
his recommendations in view of existing market conditions as one of
the considerations.

Mr. BvRGEss. Existing market conditions.
Senator Kom Conditions.
Mr. BuRGEsS. Yes.
Senator KFim And you have been telling us here for days, and the

Secretary told us for weeks, that these consultations were to find out
what the market conditions were.
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Mr. BURGEsS. That is right. "In view of existing market condi-
tions" means he discusses that with us.

Senator Kmm. I understand.
But he is asked to make his recommendation not only in view of

the market conditions, he says, but also the Federal Reserve policy,
and the known objectives of the Treasury Department with reference
to debt management.

Mr. BuaoSS. That is right, which I have-
Senator Kwmu. Now, a combination of the 8 elements Is a far dif-

ferent thing than the 1 element, which is to find out what the market is.
Mr. BuRoi1ss. Well, certainly if they came in here and recommended

that we do the whole business in 3-month certificates, that would be
foolish, because they know that our policy is to lengthen it out where
we can.

Senator KERR. And if they come in here and recommend that the
Federal Reserve make more credit available so that you could finance
it at a lower rate, they would know that was foolish, because the Fed.
eral Reserve has publicly declared they are not going to, and you and
Secretary Humphirey have publicly declared tAhat that is what you
want them to declare.

Mr. BuRors. That is one of the factors we want them to assume
when they are making their recommendations, so it will not be off the
beam.

Senator Km. So that there are other considerations than the going
market rate that influence these decisions.

Mr. BtoEss. Well, there is a little matter of what maturities you
put in, which is very important.

Senator K.RR. Here is something else. I have a clipping from the
New York Journal of Commerce of June 6, 1956, and Iwil read the
headline and then the first part.

IBA "USUAuTX" HEEDED BY UNITED STATES, HEARINo TOLD--SUOOEsTiONS ON
BOND TaRMS Aa "GBNEALLY T3N,1" OflIOTAL SAYS

WASHINGTON, JUNE 5, 1050.-The advice that a special committee of invest-
ment bankers gives to the Treasury about the terms of forthcoming Issues of
Government bonds is "generally" taken, the committee chairman told Congress
today.

Mr. BUROFss. I think lie exaggerated a little. I remember at the
time -

Senator KERR. Now according to this report --
Mr. Bunowsw. That-
Senator KERR. That was Mr. Pattberg, and according to this-
Mr. Bu os. On this issue he did.
Senator KERR. On this issue, you followed his recommendations

on itf
Mr. Bumomss. On this issue, we have. We had not followed them

precisely for a long time.
Senator KERR. He said here on June 5, 1056, in testimony to a con.

gressional committee-
Mr. BuRoEss. I do not quite agree with him on that.
Senator KERR. That--

The advice that a special committee of investment bankers gives to the
Treasury about the terms of forthcoming issues of Government bonds is "gen-
erally" taken.
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And I think it is quite significant here that in this last offering-=
Mr. BuRozsa I think they were very helpful in that one, and I

think they have been helpful ver the years, extremely helpful
Senator Kzm. -that their recommendations were put into effect.
Mr. Bmwuns. At that time. Now, a great many times they are not.
Senator KFm. How many members of the American Baikers Asso.

ciation and the Investment Bankers Association advisory committees
who meet with you on these new issues or refinancing, are actually In
the business of buying and selling securities themselves I

Mr. B oss. A substantial number.
Senator Km.i. Is not every one of them I
Mr. BuROUS. Well, there may be some of them who are officers of a

bank that do, but are not directly connected with it.
Senator Kom. I understand. But either the individual or the insti.

tution he represents in every single case we have here on this report
that you gave me, of the personnel-of those two advisory committees, Is
in the business of buying and selling securities themselves.

Mr. Buoes. All the members of the association practically are,
one way or another.

Senator Km. How many of the institutions whose officers are mem-
bers of the debt management advisory committees with whom you
consult maintain bond departments ?

Mr. Bunozss. Well, I would not know about that. I would think
half of them would. Some of the smaller ones do not have separate
bond departments.

Senator Kw. How many buy for their own portfolio in addition
to those who maintain departments for the purpose of buying and
selling Government securities in the market?

Mr. Bmowss. If the first question, "maintain bond departments,"
means maintaining a trading department, that means relatively few.
A bond department may mean a department which buys and sells.

Senator Kz. They all have a bond portfolio.
Mr. Bumoss. That is right.
Senator Kzm Either or their own account or for trading or both.
Mr. Buuous. That is right.
Senator Kaum Do banks and investment houses that maintain bond

departments or that have bond portfolios regard them as an important
part of their business and as an important source of income ?

Mr. Bnoiass. Yes, sir.
Senator K Rn. Are the bond transactions for their own account con-

sidered an important part of their business, and sometimes import-
tant-or sometimes significant in relation to their earnings?

Mr. BuREom. Yes.
Senator Kmw. In June 1953, did you deliver a speech at the Grad.

uate School of Banking of Rutgers University and suggut, among
other things, that banks might-find their portfolio operations more
profitable now that the flexible interest rate policy had been put into
effect?

Mr. Bumous. I think so.
Senator Kzu. I will quote and see if this is it:
Mr. Burgess told a thousand member GOB student body, following supper

in the Rutgers University dining room, "We are running into a period of freer
markets where portfolio operations could be more profitable."
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Does that sound like your quotation I
Mr. Butoxs. That ii right. That is all right.
Senator Kuu. Would you look at the Federal Reserve Bulletin for

May 1957 and tell us just how profitable they were the following year
after that speech I

Mr. Bumas. The following year, 1954.
Senator Kmz. Yes, sir.
Mr. BUrEss. I am not sure we have got it.
Senator Kn. I have it here.
Mr. Buazuss. We have got it.
Senator K=un. What page do you find it on I
I am talking about Jut the portfolio operations of the member

commercial banks of the Federal-Reserve Sstem.
Mr. BuRozs. Well, this table shows all insured commercial banks.
Senator Kzn. All right.
Mr. Buiomss. Which shows profits on securities sold and all recov-

eries, etc., $681 million; losses and chargeoffs on assets, $558 million; a
net, nonoperating profit of $78 million.

Senator Kmw. Doctor, I am talking about their profits on their
sales and purchases of Government bonds.

Mr. Btr-sos. I do not have that segregation.
Senator KmP. I think it is in this bulletin.
Mr. BuRams. I do not have that with us. Of course, other years

they take losses.
Senator K=R. I understand, but I am talking about the year fol-

lowing that suggestion of yours.
Mr.-Btoms. s it happens, that was the only year for a number of

years that these insured commercial banks showed profits from the
sale of securities in excess of their losses.

Senator Kw. Is there not somewhere in this a table that shows
the profits of the commercial banks, Doctor, and the details ?

Mr. Buuias. I thought there was. I am not sure they segregate
the profits on Government securities.

This that I read from gives the earnings, expenses, profits of insured
commercial banks, which is--

Senator Ku Have you got the Reserve Bulletin there of May
1957?

Mr. BmUms. No, I am afraid we have not.
Senator Kzm ere it is, and it shows member bank earnings

profits on securities of $875 million for 1954, as I read this.
Mr. Bunos. That is profits on securities, of all sorts, yes.
Senator Kz. Yes.
Now that is prinipally-
Mr. iutoss. And-they have losses and chargeoffs of 254.
Senator KXm. That is principally Government securities; is it not ?
Mr. BUmRs. Well, I suppose it is the largest single item, although

the had municipals and some others.
Senator Kmm. Yes.
Mr. Bunoss. You will notice that is the biggest year. That over

a period of years--
Senator Kz. That was the significant thing about it, It was the

year following this suggestion of yours.
Mr. BaOus. Absolutely no connection, Senator.
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Senator Kzi (reading):
We are running Into a freer market, a period of freer markets, where port-

folio operatloni could be more profitable.
Mx. Butzas. Well, we had there a lot of boys who were learning

how to operate banks and studying portfolios, and if a market moves
up and down the smart man, who studies liis economic conditions,
ought to be ale to make a little money for his bank In buying them
when they are down and selling them when they are up.

Senator Kza And the bigger the bank, the bigger the portfolio,
the bigger the opprtunity.

Mr.-uass There is an opportunity for a loss, equally.
Senator Kzw. If he does notk kow how to handle it.
Mr. Buit os. That is right.
Senator Kzn. Which dramatizes the importance of any indica-

tion he might get as to what is going to happen.
Mr. Buioxes. Well, he ought to be pretty well informed.
Senator Kitiw. Yes.
Many people believe that an important responsibility of the

Treasury is to manage the debt in a manner that will not unduly in-
crease the interest burden of that debt on the Federal, State, and
local budgets and the taxpayers.

Mr. Butoms. I believe that, too.
Senator Kmn. That has not been the determining factor, however,

in your principles of debt management, has it I
Mr. Busoxss. No; I thi-ik the determining factor is the welfare of

the whole people, and managing your debt in such a way that the
swings of business may be stabilized, where possible, and you try to
avoid booms and busts. That is the big thing.

This debt management is a part of the mechanism that affects
whether this country goes throug-h booms and bust., or whether it has
a reasonably stable economy for the benefit of all the people.

Senator Kwem. Or whether it goes forward, as it could, or whether
it is stopped dead in its tracks.

Mr. B=itois. Exactly.
Senator Krm . If we keep going in the present direction-
Mr. BuRors. Yes.
Senator Kzar. Maintaining the present Federal Reserve policies of

holding down the increase in new money supply to less than 1 percent
a year, when we need, as you said the other day, normally about 8,
and we continue to follow the policy of paying interest on the public
debt in accordance with a Treasury policy of paying what the market
calls for, how long, in your judgment, will it be before we will be able
to put a substantial part of the public debt into long-term issues I

Mr. Bmartss. Wel), sir, I think the dominating problem here is the
one the chairman suggested in his summary, the question of whether
this country is gog to go into inflation and repeat the pattern of
boom and bust, or whether we are going to be wise enough to keep it
from that. I

And the whole problem here is a problem of whether you are going
to keep it in the interests of the common people from booh, and bust.

And the Federal Reserve System and ourselves ar all trying to
work toward a stable policy. That is so much more bnportant than
the number of dollars you pay in interest that there is sto comparison.
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Senator Kwa. How long do you think it would be before we could
put out some more long-term debt I

Mr. BmoRes. That how long you would put It into a long-term
debt, all depends on this great economic swing. If you have a con-
tinued inflationary swing with people overborrowing we are ping
to have a hard time to lengthen the debt.

If, on the other hand, you can get greater stability here, I have no
apprehensions that m the long future, we can gradually get this debtini btter ahape.

Senator . Um. Tnder the present interest rate policy is it possiblethat the entire public debt, aside from what is invested in the trust
funds or redeemable at the will of the owner, may be in the form of
bills, notes and certificates I

Mr. BuItorss. No, sir. I think that is highly unlikely. I think if
we watch our opportunities, we can keep this debt distributed.

Senator Kwm But the net result of it has been that it is tighter
today than it has been since you can remember in some decades.

Mr. BuIwozss. Well--
Senator KERR. The interest rate paid by the Treasury is higher than

it has been in nearly 25 years.
Mr. BuRmESs. That is right.
Senator KCJu The increase in the money supply is the lowest it has

been in more than 10 years.
Mr. BnwoPss. Oh no. No, no.
Senator KzPu. Te increase in the-
Mr. Brmozss. No sir.
Senator KEen. he rate of increase, the percent of increase an-

nually.
Mr. BuoEss. No. In 1948, the money supply decreased $2 billion.
Senator Krnw. All right.
Mr. Btmoss. In 1948.
Senator KEaa. Since then.
Mr. BunoEss. 1949, it decreased 0.4.
Senator Kwm. 1950.
Mr. Bnmus. 1950, it increased 6.5, a great swing thc i.
Senator KRR. And from 1951.
Mr. BuRo1iss. 1951, it was 6.9.
Senator Krm. It has been going down steadily since then.
Mr. Bu oEss. No.
Senator KzR. In the long run, Doctor. Maybe 1 year a little

more or less.
Mr. B1R3nas. These past 4 years. it has been a little under 8 percent

on the average. You have got to look at these things over a swing.
Senator KP. And the last 18 months, it has been under 1 percent.
Mr. Buwmss. Ye& For the flrst half year, but these firs half-

year--.
Senator Kii. If that has not contributed to this tightness in

money it at least co-exists with it.
Mr. Bunoss. That is right. The money suppl is one of the--the

relation of money supply to the demand is one o7the things that re.
sults in money rates of course.

Senator KERR. Weii, Doctor, you have been very kind and you have
Wcon very patient.
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I want to come back in the morning, and go into mne more matters,
but I just want to recapitulate briefly: My impression is that within
a few weeks after coming to your job in the Treasury Department in
1958, through the medium of the April 1958 81/& percent offering, you
succeeded i breaking the 8 percent interest rate barrier on invest
rates on Government bonds.

Then, a few days ago, and I guess in your last official refinancing
project, as manager of the public debt, for the first time i nearly a
quarter of a century, you p erced the 4 percent interest rate barrier
on Government bonds.

I do not think that any living man can foretell what the ultimate
cost, both in the Increased cost of living, and the increase in interest
rates, on State, local, and Federal debt, and individual and corporate
borrowers will be.

But in my judgment, Doctor, the heritage that you are leaving and
Mr. Humpfhrey left may cost the taxpayers and interest payers a pen-
alty of $1] billion a year. And I think that is an awful price to pay
for having failed to prevent the inflation of the last 18 months.

The CWx AnmM . Is there anything further?
The committee will recess until 10 o'clock tomorrow morning.
Mr. Buioass. Did you say tomorrow, Saturday?
The CHAMMAN. Yes. We are working people up here on the Hill.[Laughter.)0!Whereupon, at 1: 80 p. m., the committee recessed, to reconvene at

10. 15 a. m., Saturday, August8, 1957.)
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INVESTIGATION OF THE FINANCIAL CONDITION OF
THE UNITED STATES

ST T DAT, AUGUST So 1957

U~nIT STATES SENATE,
Comnrm oN FINAoZ,

WaAhiton, b. c0.
The committee met, pursuant to recess, at 10: 15 a. m., in room 812,

Senate Office Building, Senator Robert S. Kerr presiding.
Present: Senators Kerr (presiding), Anderson, Gore, Malone, and

Carlson,
Also present: R Duane Saunders, Assistant Chief, Analysis Staff,

Debt Division, Office of the Secretary of the Treasury; W. T. Hef-
felflnger, Fiscal Assistant Secretar of the Treasury; Paul Wren,
assistant to the Secretary of the Treasury; George Willi Director,
Office of International Fitance, Treasury; Elting Arnold, Assistant
General Counsel, Treasury; Leland Howard, Assistant Director Bu-
reau of the Mint; Arnold Weiss, Office of the General Counsel, Treas-

lizabeth B. Springer, chief clerk; and Samuel D. McIlwain,

special counsel.
Senator KIjR. The committee will be in order.
Good morning, Doctor.
Mr. Buiozs. Good morning, Senator.

STATEMENT O HON. W. RANDOLPH BURGESS, UNDER SECRETARY
OF THE TREASURY-Resumed

Senator KRwi. There was some discussion yesterday Doctor, that
one of the effects of breaking the 4 percent barrier would be to cause
interest rate increases all along the line, which you indicated some
doubt about.

I noticed in today's Wall Street Journal column, Business and
Finance:

Home-building activities, lagging for the past year, will be given a shot
in the arm shortly. The Eisenhower administration is about to issue direc.
tires aimed at spurring dwelling construction and safeguarding home buyers.
To attract more money to the housing field, it in expected that the maximum
interest that can be charged by lenders on FRA-insured mortgages will be
raised to 6% percent from 0 percent.

To protect home buyers, discounts--or extra costs to obtain mortgage financ-
Ing-may be limited to 2% percentage points under the FHA program instead
of being allowed to fluctuate freely. Present Indications are that down-
payment requirements will not be lowered at this.time. But reductions almost
certainly will come later this year-perhaps by autumn.

This action, which I believe to be the direct result of the 4 percent
rate on your last refinancing issue, will exact a further penalty from
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borrowers who have only that means of financing the building of a
home.

It is tragic that the administration has to recognize one of the
results of their own policies, the existing practice of a borrower mak-
ing a note for $10,000 and having to discount it anywhere up to 10
percent on top of the high interest rate on the face amount of it.
They say they may limit that penalty to 2 percent-

Senator ANDEnsoN. Two and a ha f
Senator Kzi The discount penalty.
Senator ANDSON. The minimum is now 6.
Senator Kin. I understand, but it means that the do recognize

that the pound of flesh is now being exacted from the borrower to
build a home.

Mr. BUmmS. Senator, may I say that I have been in close touch
with that situation and it is being studied with very great care, this
whole mortgage situation. That dispatch is not a fair statement
of the position.

But I know the position, and it has not been affected in the slightest
degree by our recent action, in my judgment.

Senator Krum. Any similar y or-
Mr. BuRES. Wholly adventitious.
Senator KIn. Or indication that one resembles the other is purely

coincidental I
Mr. BuRoFss. Purely coincidental, Senator.
Senator Ki. I must say that would be my position, Doctor, if I

were you.
I want to say again and make it abundantly clear, Doctor, my effort

to put into this record the story of the policies of the administration
has not been calculated to cast the slightest reflection on your official
or personal integrity. I respect it completely. It is "ust that we have
such an intense difference of viewpoint and conflict of political philos-
ophy.

I want to say that you have been perfectly frank and aboveboard.
You have never for one moment made the slightest effort to hide your
views. I know of no man whose views have been more completely
publicized.

However, I do not agreo with them, and I want you to know that
that is a part of my feeling.

You have mentioned a number of times here in these hearings the
$9 billion deficit for the fiscal year ending June 30, 1983.

Mr. Buose. Yes, sir.
Senator KnnR. You also have indicated that the financing of that

deficit created many difficulties and problems for you.
I have a copy of this brief statement, which will be available to the

press in a few minutes if they want it.
It is a fact that you knew at the time of taking your office that the

Treasury was going to have to finance a very considerable deficit
during 1953, with much of it in June, July, and August of 1958; did
you not ?

Mr. Bvuojss. That is right.
Senator Kziw. From your experience in the February offering, it

was apparent that there was little demand for long-term bond at
the going rate.

Mr. B14 s. Well, at that rate ye.
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Senator Kma. You also knew that the Federal Reserve had demon.
strated by raising the rediscount rate In January to 2 percent, and by
raising the buying rates on 90.day bankers' acceptances from 1/ to
2 , that th~e were making public a restrictive intent with respect to
the availability of credit in the money market.

Mr. Bvno s. That is right.
Senator Krm. Your modesty has not permitted you to publicly

acknowledge it, but I know and I believe any other well-informed
person knows that you are as able an analyst if not the ablest in
America, to appraise the certain effects of the issuance of long-ta.m
Government bonds at 81-percent interest, a figure which was notonly well above the market (which you do not admit but which I think
the record establishes), but which was also a definite pronouncement
that with reference to the huge financing requirements ahead, the
Government was prepared to compete for its financing requirements
in an open money market.

I would now like to ask you if it is not a fact that following that
action on your part, there developed one of the most intense scrambles
for credit the American money market had seen in recent times I

Mr. BuRows. Well, I think that is a little strong. There was some
confusion in the market. There was doubt. There was a break in
market prices-

Senator KF:Ri. Of Governments?
Mr. BuRoms (continuing). In May and June. Not Governments,

generally, but of the bond market.
Senator KEzR. Of the bond market ?
Mr. Buaonss. That is right.
Senator K.Pn. Of the bond market.
Now was there not-
Mr. BuRoss. It came late in May.
Senator Kr j. Was there not bound to be an intense scramble in the

market when you were confronted with the problem of financing a $9
billion deficit?

Mr. Butouss. No; I do not think so.
Senator Kwt. Then we will look at what happened and see if there

is any other explanation of it.
Mr. Buorss. Yes.
Senator KERR. I also ask you if it is not a fact that this action on

your part, and the subsequent scramble for credit, forced the rates on
VA and FHA mortgages to be increased from 4 to 4 / percent?

Mr. BmURESS. No ;I think that was already in the works.
Senator KI=. But they were shortly thereafter so increased.
Mr. Buiss. They were increased in that period. I have for-

gotten the exact date, Senator.
But that was coming. They were not moving freely at the other

rates before we acted.
Senator Kzu. Well, it was in May of 1953-
Mr. Bmious. Yes. But there is always a lag on those things.
Senator KzRR (continuing). The action of increasing that interest

rate was made.
Mr. Bmwmis. That is right. But I think that was foreordained,

whether we had put out a 8A or not.
Senator Krz. Well, that was just a matter of about-it was the next

month after the 8 's had been offered.
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Mr. Buuox. That is a lot quicker than those things usually hap-
pen. I mean, that was due to causes which ran back a good many
months.

Senator Kzta. I ask you if it is not a fact that the Federal Reserve
recognized what was a near panic in the money market by buying
nearI" a billion dollars of Government securities in the open market
with a matter of a very few weeks?

Mr. Bmuzs. Well that is all right except the "near panic." They
did buy a substantial amount of Governments. It was obvious--

Senator Kmt, The statement you gave me yesterday showed $900
million.

Mr. Btmozs. That is right.
It was obvious that a turn had come in the situation.
Senator KxRR. And is it not a fact that that is the largest amount

they have purchased in the open market in this administration, in
any brief period of time ?

Mr.B Buomss. Over this 4 years, I think that is right.
Senator Kzn. I ask you if it is not also a fact that as another

consequence of this situation, the Federal Reserve substantially re-
duced reserve requirements to enable and permit the banks to help
finance the Treasury deficit, which action was taken in July

Mr. BuRoGs. Well it was not simply to finance the Treasury. It
was to handle that an other requirements for credit.

Senator Kum. Of the money market ?
Mr. Bmozes. That is right.
Senator Kmn. I ask you if it is not a fact that in May, you in.

creased your sale of bills by $800 million; that in June, you increased
the sale of bills bya billion dollars?

Mr. BuRos. That is right.
Senator Kmut. And that in July, you increased the sale of bills by

$300 million ?
Mr. Bmoiass. Without checking it, that sounds about right, Sen.

ator.
Senator Kzm. And that in June you took the action which you

yourself have described as the most drastic of all, which was to borrow
more than $1.2 billion directly from the Federal Reserve under the
overdraft privilege?

Mr. Bunoms. That was temporary. It was washed out, of course.
Senator KznaR. I understand. But that is wl at did take place?
Mr. Bunoxes. Yes.
Senator Krm. And it did take place in June of 1958?
Mr. BuRors. That is right.
That showed, incidentally, the flexibility of action on the down side

as well as the up, Mr. Senator.
Senator Kzim. Let me say to you that I have not objected to these

actions of the Federal Reserve at any time-
Mr. Bunoss. Yes.
Senator Km (continuing). In increasing the money supply. I

have favored it.
The dramatic thing about it is twofold: No. 1, it was in a matter

of time very closely related to the date you issued the 81/ long-term,
and it was a policy which you and Mr. Humphrey had so severely
and repeatedly criticized as having been followed in the days or
months or years of your predecessors.
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Mr. Btntos. Well, the question is one of timing, Senator. The
question is altogether one of timing.

Senator Kznn. I know.
Mr. Buouss. When prices were rising.
Senator Kz. When you were oriticizing the Federal Reserv for

supporting the money market under your predecessors, you did not say
it was wise if the circumstancs-

Mr. Bummzs. Oh, yes. We were criticizing it in view of the in.
flationary situation at the time the did it.

Senator Kwt. I want to subnit, Mr. Burgess, that from these facts,
and others with which you and I are familiar, I must conclude that
the predominant reason for your offering the 81/j long-terms at the
time you did was to break the 3 percent interest rate barrier on Gov-
ernment securities.

Mr. Bunorms. Well, I can simply say that that is not my opinion. I
say that is not so.

Senator KERR. I want to place in the record at this point a brief
summary of the actions taken by the Treasury and the Federl Reserve
in the first 7 months of 1953.

(The information referred to is as follows:)
In the first half of 1953, when the official policy of the Treasury, the admin.

Istration, and the Federal Reserve, was supposed to be anti.inflationary, the tol.
lowing credit actions were taken:

Date Interest Ot Credit Debt a..n .t

January IOU ........ Dloount rat. raised from Federal reduced bill bold.
FeIuryO percent IUS

04 Oxabas celt 1.l MargiIn requirements on TrmeWaroffered an inter.
cart ate. stockredu = 11.for Iqeser%

MarhO ......... u Oened diamclons on ............................ Borrowed dfrecty hon
,n.term hodat 3 or Federal IMMO0,.

Apil IO1........ Uni Ma t*s bond rats ....................... Lo%.r bond gold to
raised from 29 to 3M $1,00,00 vow
erh.nt. cube

MAY lW....... VA mor atWs rabed Downpayments reduced Bills' increased, byfrom 4to 434 percent. and amortization Ox. NO0,000,000.tended.
June IU ....... 2-peroent bond and I* Federal ReerV bought Treasury increased bill

percent cerfficate ex- r0O,00,) of Uy. 8. sae y$10000
in open market. $ectl, from Fedr

July IU ........ Sold.montb taxanticlip. F#Aeral reduced reserve a I1creased0bill

tion cetifiat at X34 %urnents to permit sale by 000000.
percent. to finance Trs

ury dflolt.

Senator Kia. As I understand your publicly announced position,
Doctor, you have insisted that the Federal Reserve must be free from
political pressure so that they can have complete freedom to carry
out monetary policy in accordance with what they judge to be the
public interest.

I believe you can answer "yes" to that without any qualification;
but if there are any, I would be happy for you to name them.

Mr. Bunows. I will say yes, wih a few mental reservations.
Senator Kzn. I wouldlike your comment on the following defini-

tion of politics:
It seems to me that the administration is charged, when It goes into power

with the economic and social problems of the Nation. Politics are nothing more
or less than dealing with economic problems.
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Now, that was a statement by Marriner Eccles before the House
Banking and Currency Committee hearings on H. . 5357, 74th Con-
grew, 185.

If you want to dmagree or agree, or withhold comment, I would be
glad for you to do whr-hever one you would like.

Mr. Bmuai. I do not think I have any comment on that.
Senator Kzut Do you think it possible, in this day and age, to

deal with social and economic problems apart from the monetary
system and monetary policies?

Mr. BuRoess. No.
Senator Kz. On November 9, 1951, when you were the chairman

of the executive committee of the National City Bank, you read a
paper at a meeting of the American Philosophical Society entitled
"Money as an Instrument of Democracy."

In it you discussed monetary policy and the role of the Federal Re-
serve System, and said, in part, regarding the Federal Reserve plan:

The plan is so devised as to draw on the judgment and cooperation of the
business and banking community while placing final decisions in a Government
group. That group, however, is insulated in various ways from political govern-
ment, as are the Supreme Court or the Interstate Commerce Commission.

That is the conclusion of your quotation.
Mr. Btmoiss. Right.
Senator KERR. Do you know of any regulatory body where the in-

dustry that is being regulated is represented on the board doing the
regulating?

'Mr. Buanos. Of course, that was the principle which was discussed
by Mr. Wilson with Mr. Glass and Mr. Owens in the establishment of
the Reserve System, and that was the reason why the Board of Gov-
ernors of the Reserve System, then the Federal Reserve Board, was
made a Presidential appointment without banking representatives on
it, so that th.

Senator Kmn. You mean without requiring that they be banking
representatives 1
Mr. BuRGe8s. Yes. With the provision for broad discretion, and

provision that various groups of the population had to be represented.
They said the commercial, agricultural interests had to be represented.

So that, as a matter of practice, there have been very few bankers
on the Board. There have been usually 1 or 2, but usually they have
been made up of other people from other occupations.

Senator Km. I tried to get you to admit yesterday that those 7
men were the ones that controlled it, and you told me there were 127
men that did that.

Mr. BuRowss. Exactly. There is a balance there, a balance between
the commercial and banking people and the Government body. The
Government body has a final veto power.

Senator Kumt. You also reminded me yesterday that a combina-
tion of five Reserve bank presidents, plus a minority of the public
members, can determine Federal 0 en Market Committee policies in
opposition to the majority of the public members of the Board.

Mr. Btmosss. We 1, as to the Reserve bank presidents, there you
have men in public responsibility. They are picked for a public
job. They are selected by joint action of their boards of directors
and the Federal Reserve.
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But they are public officials just as much as people here in Wash-ington...
Senator K&s. We have covered that 2 or 8 times but briefly let us

see if this is the situation: The presidents of those heserve banks are
elected by the directors of those Reserve banks I

Mr. BuRoGs. Subject to the approval of the Federal Reserve Board.
Senator Krm. Do you know of any that have been disapproved I
Mr. BUoEs. Yes.
Senator Kim. In the last 10 years?
Mr. Bu owss. Yes; several.
Senator Kien. In the main, they have been approved rl
Mr. BuRoF . But there have been a g(#od many cases of disapproval.
Senator Kz But when the Board here disapproves the selection,

the directors of the bank make another selection. The Board here
does not make it.

Mr. BuR oss. They make another selection. They come down here
to Washington and say, "Will this man be satisfactory to you "

There recently were discussions on the appointment of the head of
the New York Reserve Bank, where they considered a good many
people and where there was discussion with the board, and so on, but
that is what happens.

Senator Kam. But the directors, as you have so insistently told me
during this discussion, the directors elect their presidents.

Mr. Busos. Subject to approval by the Federal :Reserve Board.
Senator KmRR. By the Board.
Mr. Bunozss. Yes.
Senator KIRn. And that 6 of the 9 directors of each Federal Re-

serve bank are elected by the member banks.
Mr. Bunoiss. That is right.
Senator KiRR. And the other three are appointed by the Board

here in Washington.
Mr. Bmuomss. That is right.
Senator KimR. And there are 12 of those presidents thus elected,

and there are 5 of them always, including the president of the New
York Reserve Bank, who constitute 5 of the 12 members of the Fed-
eral Open Market Comnittee.

Mr. Bmom. That is right.
Senator KERR. And, as you reminded me yesterday, and I will re-

peat this question: A combination of five Reserve Lank presidents,
thus elected, plus a minority of the public memberi4 can determine
Federal Open Market Committee policies, even though they may be
opposed by the majority of the public members of the Board.

Mr. BURonSs. That is right. Of course, I say that the presidents
of the Federal Reserve banks are as fine public servants as you have
in America today.

Senator KisR. Doctor I have not said a word here to the contrary.
Mr. Btmow. And I do not think there is anything in this method

of selection which ves them a bias---
Senator Kums. rhave not indicated so.
Mr. BUmorGs (continuing). Against the public interest.
Senator K nt. I have only tried to delineate, as you have, the

method of how they were elected.
Mr. Bs oua. Yes. I just wanted to make clear my judgment about

them.
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Senator Krn I am glad for you to do so.
Mr. Bumom. I think they are as unbiased public servants as we

have here in America.
Senator Kmi. I think they are honorable public servants, but I do

not share your view they are unbiased. I just want clearly to state
my view.

And I get back to the proposition-
Mr. BuRo ms. Yes.
Senator Kxizn (continuing). That the Federal Reserve Board con-

trols the money market, and that the Board making its decisions is
or can be influenced by men elected by the bankers of America.

Mr. B owz.. Well, it is pretty indirect.
The question relates to whether you can get objectivity and com-

pletely patriotic service by that method of selection. I say you can,
just as well as you can when the State Department appomits an ambas-
sdor and he is approved by the Senate.

Senator KERR. I am sure that you believe that. I am sure that you
believe that. And I want to say that there is exhibit A in the mind
of this audience and the American public which would tend to bear
out that observation.

Mr. BuRets. I hope that is not personal, since I have just been
confirmed as Ambassador.

Senator KEmi. No. We are neither of us referring to you, sir.
Mr. Bunoms. Thank you, sir.
Senator KmR. Would you comment on this statement:
The job of the bank of issue is making money scarcer and costlier when boom
psychology appears. This takes courage and Judgment. That Is the reason why

t can't be done safely or well by politicians. The usefulness of the bank of issue
Is exactly In doing the unpopular things at the right time. The wise government
knows this and leaves these unpopular jobs to the bank of Issue.

Mr. Butowss. I probably said that myself.
Senator KERR. That is right. You said tat in your paper on

"Money as an Instrument of Democracy" in November of 1951,'before
the annual meeting of the American Philosophical Society.

Mr. Buaoms. It is just as true as gospel.
Senator Goiw. It sounds more like Hamilton than Jefferson.
Mr. Bunaoss. I do not mind that, Senator.
Senator KXRR. The Secretary himself relieved you and me of the

necessity for making that observation. [Laugiter.]
Would you say this was a Hamiltonian view of the role that a strong

central bankshould play in this country I
Mr. Bmwoss. Well I cannot recall that Hamilton ever expressed an

opinion on precisely that, but he was all in favor of a central ahk.
Senator KZRR. Of that general principle.
Mr. Buoums. Of that principle. I think it is fair to say that is

nearer to Hamilton's views than most anything you would find.
Senator IX . Would it be fair to say that itis not consistent with

the views of Jefferson, Jackson, even Lncoln or Wilson I
Mr. Bunous. Well, now, let us see. Jefferson I do not think op-

posed the bank of issue. I do not think he opposed that view. I am a
little rusty on his views.

Senator Kan. Would you be interested in a little diversion here and
recall how the central baik was finally made a reality?

Mr. Bmwns. Back in 1191.
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Senator Kmu. Yes.
Mr. BumRGs. Well it was Hamilton, of course, who had a great.-
Senator Kz=. Made the fight.
Mr. Bumes. Yes.
Senator Kma. What were the two great principles of his monetary

and fiscal policyI
Mr. Btmozos. Well, of course, one was the assumption of the

debts.
Senator Kzw The assumption of the debts, and the other was the

strong central bank.
Mr. Bmur~s. That is right. I think that Is right, and a budget that

was in balance.
Senator Kmte. Yes.
Now, on those two points, Gallatin of Pennsylvania, and Jefferson

of Virginia, and Madison, and their alliance, had him stopped, didthey nottV_-M[r. Bwazes. Well, he won on the assumption-

Senator Ken. I know.
Mr. BuRos. By compromising the location of the Capital, that is

why you and I are here.
Senator KERR. That is right. He finally went to those boys and

said-
Mr. Buitiws. He bought it.
Senator KnR continuingg). "If you will let us put the assumption

bill over and the central bank bill through, we will move the Capital
from here"--

Mr. BtmorEs. It was bought and paid for, and you and I are paying
for it.

Senator Km. To where we are, down to the banks of the Potomac
River, did he not ?

Mr. Bmwos. That is right.
Senator Kru. And that is the way he got the number of additional

votes he had to have to pass those two measures, is it not, Doctor?
Mr. BuRozws. That is what the record says.
Senator Ks. Well there is no doubt in your mind but what Jack-

son opposed the central banks; is there I
Mr. Buiozss. The central bank ? Jackson terminated the second

central bank there is no doubt about that.
Senator 1&Z. Well, he vetoed the bill for the third extension.
Mr. BunGsS. For the third extension in 1882.
Senator Km. When they tried to tell Lincoln what to do, he issued

the greenbacks, did he not f
Mr. Buonss. He also established the national bankin sstem.
Senator KsPm. I understand, but on a basis that would help him

rather than shackle him.
Mr. Bvorzss. He had no choice.
Senator KE. I am not saying he had no choice. I am just saying

that is what he did do.
Mr. Bunoms. As I remember, the issue of a central bank, as such

never arose. The National Banking Act was regarded as a step ol
that sort, so he was for that.
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Senator Kw. I would like to ask you now to comment on this
remark:

We have worked unceasingly to carry out Raimilton's policies of an effective
central banking system as the core of a sound financial mechanism. Our prin.
cipal objective has been to make sure that the Federal Reserve System to assured
Independence of action without distortion from political pressures.

Mr. Bvmous.. Wells I Imagine I said that, too. If I did not, I will
stand for it.

Senator Kz. Well, you did. You said that in an address before
the annual convention of the American Farm Bureau in Chicago on
December 14, 1955.

Mr. Bunoss. I must compliment you, Senator, and express my ap-
preciation that you have been such a thorough student of my wrifings
[Laughter.]

Senator ERR. Well, I would recommend to you-
Mr. BuRoGs. I am greatly complimented.
Senator KXtR. I would recommend to you a similar action on your

part with reference to mine. [Laughter.]
Mr. Buao s. Well, sir, I have studied some of them. I did not go

back so far though.
Senator k[u;. -Then am I justified in assuming and thus pronlaim-

ing that there is no doubt that you have been and are devoted to the
Hamiltonian viewI

Mr. BU oE&. That is right. The phrase "central bank" needs per.
haps a definition. I define that in terms that you and I have discussed.

Senator KzRR. I understand.
Mr. Buoms. It is the bank of issue.
Senator KERn. While you maintain that the management of mone-

tary policies and of the central bank should be entirely free and in-
sulated from political pressures, you do have strong political views and
deep conviction that the views which you favor should prevail.

Mr. BuRG s. Do not we all Senator ?
Senator KiRR. I do, yes. Xnd I am only asking you if you do not

also.
Mr. Bunoz. I do; yes. I do my best.
Senator KEI. Now, wholly for the purpose of getting into the rec-

ord the scope of your views and their application, I read from the
American Banker of January 14, 1953, reporting a meeting of the
National City Bank's shareholders, which is quite thorough. But I
will quote one event thus recorded and ask you to state if it is accurate
or inaccurate.

Dr. W. Randolph Burgess, Introduced by Mr. Shepherd, remarked that although
he was leaving the post of chairman of the executive committee of the bank, to
join the Treasury Department, "I will still be working for you people."

"We hope that when we get the Job done," he added, Ilife will be a little better
for all of us."

Mr. Bunous. I think I said something like that 'when I said "you
People," I meant citizens of America. It was a wide group of citizens
there.

Senator KraR. I am sure you did, the statement however was made
at the annual stockholders meeting of the National City Bank.

Mr. Bmznss. That is all right. It certainly had no meaning that I
was going to be working for the bank. I am working for a monetary
and economic atmosphere where private enterprise and citizens of the
Country will have a bette time,
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Senator KuR. I recognize that and I publicly acknowledge my
conviction you are doing It from te stadpoint of a rugged viewpoint
and an honorable viewpoint but I think an erroneous vjewpontI)oo-
tor. That is our difference. You understand that, do you not?

Mr. Bumoass. That is right; yes.
Senator Kta . I have tore from The Commercal and Financial

Chronicle of New York a statement entitled "Government by Prin.
ciple," by Hon. W. Randolph Burgess.

tfr. Bozns. I did a lot of talking, did I not I
Senator Kzaa Doctor, you have for a fact.
Again, I am reminded of what old Job said, and using a little poetic

license, 'Oh, that mine adversary would write a book."'
They quote you as saying:
It is always a pleasure to get back here among old friend*-

and this, by the way, was in October of 1954-
Mr. BuRtess. Where was this, at what meeting ?
Senator KZHR (reading):
Former prominent New York banker, now Treasury's monetary expert, do.

scribes administration's financial policy with respect to the budget, tax program,
monetary policy, and debt management Explains the principles underlying
administration's economic policies and emphasizes the reversal of the trend
toward more centralized Federal Government. Stresses the aim to reestablish
worldwide sound and honest money, and see gradtel trend toward currency
convertibility. Indicates conversion of sbort-tem to long-term Government bonds
will be gradual.

Now, it does not tell where you made it, but after I have read it I
will give it to you and ask you if it is correct.

Mi. Bumaoss. Excuse me.
Senator Ku. Do you know where it was ?
Mr. BunoEss. No; I do not. Somebody said there was a footnote at

the bottom.
Senator Kzm. It has a picture there of you, which shows a very

strong vigorous face, and I would deduce indicates similarity of those
who are friends of yours bearni the same policy toward you as that
of mine toward me, and that is to publish a picture that was not
concurrent with the speech.

Mr. BuRoGrs. But it was not on graduation from college, anyhow.
Senator KzRu. No.
Mr. BURoGss. I think this was before the New York State Chamber

of Commerce.
Senator Km. Fine (reading):
It is always a pleasure to get back here--

You follow this and see if it is correct.
Mr. Btnoss. Yes.
Senator Kmu (reading):

among old friends and report to you, as I see it, what is going on in Wash.
ington. After all, every politician must have a constituency, and I think you
ome as near to being mine as any group. The first thm I want to say to you

is that I am having a very interesting and valuable experience In Washington.
It is a great pleasure to play on the Eisenhower team. I don't believe there has
been a finer team of men assembled in the Cabinet and sub-Cabinet in the
history of our country.

That group includes a great many from downtown New York, and It Includes
some of your members whob I can report, are doing a fine Job. Pert Brundage
I see very ftequently-he was ver7 prominent in the affairs of this Chamber,
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and he Is doing an invaluable piec of work, and there are others; I did not
attmpt to get up a list.

As a matter of fact, we are always a little embarrassed about downtown
New York because every time there is a vacancy and you need somebody of
Veat competence, ou can think of 8 or 4 fellows here who will do the Job.
YoU go around to e authorities and they say, "For Lord's sake give us some-
body outside New York."

So we have to go digging around elsewhere In the country, and very often
finally we come back and say, 'The only good man to do this job is from down-
town New York, so I'm sorry, you will have to take him."

Mr. Bumaw. Sounds like a speech to a constituency, does it not I
[Laughter.]

Senator LM I want to say, Doctor, that I have gone to some
lengths to extoll an audience, but I cannot recall when I went quite
that far.

Mr. Bumozas. Well, I think I went pretty far. I was thinking of
the kind of people we have on technical money jobs, you see; where
New York ii the money market, and people just kind of gyrate there
who are interested in that kind of thing.

Senator KzeR. Well then, our diference is not on the basis that
you should not be a politician and that you should not represent your
constituency, our difference is in our brand of politics and in the
viewpoints of our consti uency.

Mr. Bunoss. Yes, in part--all right. (Laughter.]
Senator GoRw. And the identity.
Senator Km. Now, then, I want to quote from what I have chosen

to regard as your farewell address, and in doing so I am reminded
of the farewell statement of Andrew Jackson wlen he left the Gov-
ernment at the end of his second term. I had intended to get that in
its exact words. But endeavoring to quote from memory and trying
to do so with reasonable accuracy as to content if not as to language,
it went something like this:

I have rewarded my friends. I have punished my enemies. I have paid the
public debt and distributed the surplus to the States. I have named my suc-
cessor, and I am now going home to Tennessee.

(Laughter.]
meung along that order were the farewell words of the great

"Old Hickory.
About a month and a half ago you reported on 41 years as the

manager of the public debt, putting into effect the recommendations
of the Committee on Public Debt Policy, which you had headed.
As you and I have set forth in this record, two of the main recom-
mendations of that committee were to free the Federal Reserve from
domination, control, or influence from the Treasury or the Executive,
and to restore, in your words, "flexible interest rates," with the result,
in my Judpent, that you finally succeeded In cracking the 4-percent
barrie of interest rates on your last issue of public securities. You
gave your report in an address to the Graduate School of Banking,
American Bankers Association at Rutgers University, New Bruns-
wick, N. J., Friday, June 14, 1957, and I quote part of it as follows:

Nine years ago In June 1948, 1 spoke to the Graduate School of Banking on
the subject of the management of our huge national debt. At that time, I was
able to report the conclusions of a 2-year study made by the Committee on
Public Debt Policy, of which I was chairman. You may recall that this com-
mittee published a saere of pamphlets and a summary volume, entitled "Our
National Peb."
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Tonight after spending 4% years In the Treasury Department, with some
responsibility for the management of the public debt, I want to tell you what
we have accomplished In putting Into effect the principles on which our com-
mittee agreed 9 years ago,

I want to say, Doctor, that in my judgment you put more of your
policies into effct than any other man that I know of in public 6ffice
in a comparable period of time, with the exception of the Secretary
of Agiculture And while his policies have resulted in practically
liquidating the institution of the family-sized farm, honored and
revered In-this country for three and one-half centuries, and while the
effect on the small farmer was far more acute, I repeat what I said
yesterday, by reason of the successful effort that you and Mr. Hum-
phrey have made in raising interest rates you are leaving .a legacy

the taxpayers and interest payers that in my judgment will rixh
the amount of $15 billion a year in addition interest paid over and
above what it would have been, unless your policies are changed.

I thank you for your frankness and your patience and your candor.
And that concludes my examination.

Mr. Btmoss. Could I say just 2 or 8 sentences, Mr. Senators
Senator K=R- Yes, sir.
Mr. Bunoss. Well, I just want to say that you give me too much

credit. These policies that we have been--Secretary Humphrey and
I-are not unique with the Committee on Public Debt Policy or with
any single group.

As you said before, they come Pretty close to being policies of
Hamilton and have been the poicies of sound men down through

t . like Carter Glass and many other great statesmen, They
wereae policies advocated by Senator Douglas' subcommittee, to
which we referred frequently; there were no differences, the same
policies.

Wilbur Mille recently had a very thorough inquiry on this subject
and has come out with a report which is very similar in its statement
of 9licies.

AlI say is if this country does not follow policies of this sort, I do
not sy these precise ones, that the cost of inflation will cost it in-
flnitely more than any figure you can name on the increase of interest
rates. And that is a lesson that has been learned all over this world
over many decades of history.

Senator Kum. I think we have established by this record, that after
comparative price stability in 19502, 1958, 1954, and 1955 we find our-
selves here in August 1957 simultaneously in the throesoi tight money,
the highest interest rates in 25 years, abundant evidence that those rates
are still spiraling upward, and in the midst of acute inflationary price
conditions which first manifested themselves in these past 18 months.
The cost of ling is at a peak at the very moment that the implementa.
tion of the policies you refer to as having the objective of stabilizing
the cost of living are also at their peak.

Mr. Bumtss. In other words, the medicine that the doctor pre-
scribed is not working as quickly as we think it ought to, so we will
S taing rmeiedator k No, not at all.

We ought to reexamine the situation to see if it is not a fact that the
doctor, thinkig his patient was threatened with high blood prewar
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Intended to give him it dative which turned out instead to be a stinu-
hint and if not stoppd and counteracted, could prove fatal.

Mr. llvs.u Well that is If you have a poor doctor. if you are
taking the medicine that has worked in many countries of the world
over a long period of time, and In this country, I do not think that is
it fair sii e,

Senator Kzrnt Well, the record will speak for itself.
Senator Goa& I would like to observe that one other remedy is to

Change doctors.
Senator KZRi. Well, I must say thatI would look with great favor

1pon that at the appropriate time. In the meantime, however, I would
stri1 urge the present doctor to reevaluate both the condition of the
patient and In my judgment, the erroneous diagnosis and the erroneous
medication that he is administering.

T yield to Senator Carlson.
Senator CAitm or. As one who has sat through 8 days of interroga.

tion, your interrogation of the Secretary, I am reminded of the words
of St. Pau1l, who Said "I have finished the course. I have kept the
faith." And I think that m eight well be said of the Secretary.

Senator Kiun. Now, Senafor Carlson, when your remarks started,
I built myself up to a high moment, and then when you applied the
Gospel that you quoted to the Secretary instead of me, I had a great
letdown. [Laughter.]

Mr. Bvuora. You remember the rest of the quotation, too; do you
nott

Senator Krai. Yes, I do
Mr. Bunose. "Henceforth, there was laid up for me a crown of

glory."
Senator KzRR. All right, Senator Malone.
Senator MAW~Nu Thank you, Mr. Chairman.
Mr. 8 cretary, what is your title, Under Secretary of the Treasury I
Mr. Bumm. Under Secretary of the Treasury for Monetary

Affairs.
Senator MALNU. Well, now, I want to say to you to start with, as

I did to Secretary Humphrey-I am very fond of the Secretary. I
have really, known him only since he entered the Cabinet, however,
I think he is one of the finest individuals and probably one of the most
capable businessmen in the United States of America.

Mr. Buos I with you.
Senator MALOII. I think his leaving the Cabinet is a definite loss.

However, I also have admired his successor in different jobs, and I only
hope he can continue the work and hold this thing together as well as
his predecessor. And I am sure he will also come up with some new
ideas that will get our feet back toward the ground.

Mr. Seertary, I only intend to review some of the testimony that
Mr. Humphrey gave in my cross-examination, since he' deferred to
you as his standby on certain phases of the Treasury work.

I believe this to be a very important investigation that the Senate
Finance Committee has embark upon, and can make very valuable
recommendations to Conre next Iear. But I also believe it to be
onl one phase of the whole plan to ditribute the wealth of this Nation
with the nations of the world.

You probably noticed the ground covered in ray cross-examination
of the Secretary, and also my summation of the matter.
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In 1988, we abandoned the gold standard; did we not I
Mr. Buioass. I think so.
Senator MALON. That was after England and several other for-

eign nations had abandoned the standardl that had been the criterion
for many generations.

Doyou know how long the principal nations of the world had main-
tained the gold standair- as a basis of exchange of currency and of
trade I

Mr. luuozss. Well, really it is pretty hard to date It It was a
gradual matter. I think the date of the establishment of the Bank
of England, which I think was 1694, is a pretty good date to start
with. They did not, of course-it was the sterling standard then$
fgradually worked over to gold. They had what they called the Bank-
Ing Act of 1844, as I remember it, which fixed the gold standard
rather definitely to them. I think we were on a gold standard from
the establishmenrt of the Republic until we went off.

Senator MALONN. In 1933?
Mr. BoRamss. Yes, in 1933.
Senator MALON. What was the reason for establishing first the

sterling, which Is the silver-
Mr. IUothmrm. Yes.
Senator MALrN. And second. the gold standard ? Was It because

the nations of the world, in their relations, had used for many hun-
dreds of years certain metals, gold and silver for money ?

Mr. Bpsons. Yes, and I think of it as due to two considerations:
One is the establishment of the assurance of confidence in the value
of money; and the second was that it enabled nations to trade between
each other with greater freedom and confidence.

Senator MALONe. And they could exchange their money, that is,
a pound for dollars, or pess for dollars, or vice versa. And if they
exchanged their money, either an individual or a government, the
paper money or credit represented a certain number of ounces of
silver or grains of gold, and in the long run in the exchange or trade
nothing was lost or gained through the money.

Mr. Ivowss. That is right. -You could then do business, as you
say, through credit and by exchange of the paper money if you knew
that it was exchangeable into a given weight of gold.

Senator MALONE. And if you knew when you went to a bank either
In England, if they were on a silver standard, or gold standard or a
combination, the money could be turned in at any time in any of the
countries on such a standard and get the same number of grains of
gold or ounces of silver that your money represented I

Mr. Btmozss. That is right
Senator MALoNE. Then, that established a method of trade on an

honest basis, throughout the world or wherever they honored such
a standard.

Mr. Bunous. That is correct.
Senator MAwxI. But we abandoned it, followed the other nations

in 1988.
What happened then Wha t happened in rard to the money

exchangeI Was there i trend towa s manipulaion of t 1rei&
nations currency in terms of the dollar or other nations' currency
that did not coinide with either the market value or grain of gold
or ounce of silver ?
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Mr. BumGEs. It was on a much more artificial basis. Every nation
had its exchange system where they managed the movement of money
and fluctuated their values as they found they had to, to meet the
pressures on them.

Senator MAoN. In order to survive or for trade advantage.
Mr. Bumams. That is right.
Senator MALON. And sometimes it was a matter of the survival of

a certain type of Kvernment; was it not I
Mr. Buosse. fe
Senator MAONE. Not so much the survival of the nation but if they

could cheapen the currency in terms of other money and gain a trade
advantage, it would help the current dictator or king, whatever it was,
to sty in power.

Mr. Bmoss. He was also divided between two problems; one was
his external relationship with his money, and the other was what
would happen at home. If he cheapened his money too much, it im-
proved his situation abroad; but, on the other hand, it might give him
Inflation at home.

Senator MALozN. Has that not actually happened in almost every
nation I

Mr. Bumnzss. Practically, sooner or later.
Senator MALONz. Are there any exceptions ?
Mr. Buozss. Switzerland has had less difficulty than most, because

it has been closer to the gold standard.
Senator MALONE. Yes. I had intended to get into the matter of

Switzerland; they have been about the most sensible nation in the
world. They have been the depository of money for other nations and
for dictators and kings that might lose their job at any time, have they
not?

Mr. Bmuozs. Yes.
Senator MALNE. And it has been very safe there, has it not I
Mr. BmwsS. Very.
Senator MALE. Probably the cause, and I would like to have your

reasons. They are neutral in every war, and so many nations and
dictators and iulers of nations have money deposited there that they
have been and will be assured of being left alone when there is a world
war, because that was and is a refuge for foreign money and men. Is
that about right ?

Mr. Btnozss. I think that is a primary cause. The secondary cause
is Wey have followed, I think, very sound and conservative policies
with respect to their money.

For example, Sweden has been equally neutral.
Senator MaLONe. Well, have they been equally neutral? They

sta out of war.
Mr. Bvzs. You are quite right.
Senator MALON. Swe en has not only been neutral but sells goods

to both sides, do they not ?
Mr. Bumuos. Well not quite as neutral. You are quite right.
Senator Mito;N. dust a matter of degree. and they favor whoeverhappens to be top man at that tim about right
Mr. Bmas. -To a degree, Yes.
Senator MAwz. But S tserland has been absolutely neutral so

fix as anyone could see, and a depositorY for the money of the dicta-
torM kings and deposed officials and leading individuals of the world,

"a8
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and therefore protected, so that there was an escape area; is not that
about right I

Mr. Bunoxs. I think that is a good statement.
Senator MAwNs. Now, is there--I did not quite follow this this

far, but I think you probably know as much about it as any human
being because you have been riAght in the middle of this financial thing
for a considerable time-when aid you first take the oath here ?

Mr. Bytoss. With Mr. Eisenhower, January 20,1953.
Senator MALONE. What was your work before that time?
Mr. BuRotss. More than half my working life has been in public

service. I was here in World War L
Senator MALON. What were you doing then ?
Mr. Btiarss. For 2 years. I had bad eyesight so I could not qualify

for active service, so I was working here with the General Staff of the
Ary in the Statistical Office with Leonard Ayres.

Senator ]ALow4z. World War II?
Mr. lBuozes. World War I.
Senator MALoNZ. Yes. We were in the same war then.
Mr. Buiozss. Yes, that is our war.
Then I went back to New York and finished by doctor's degree and

after that took a job with the Federal Reserve Bank in New tork,
where I stayed for 18 years.

Senator MAW N. You have had a lot of experience in the Federal
Reserve bank. And as Under Secretary of the Treasury. And you
have just grown up with this business.

Mr. Bunozss. That is right.
Senator MALoNx. I was consultant to the Secretary of War and the

Military Affairs Committee of the United States Senate during
World War II, on Strategic and Critical Minerals and Materials and
investigation of Military Establishments throughout the United
States, Alaska, Hawaii, and the South Seas.

Mr. Bunores. Then we must have seen each other, because I used to
give a talk to that committee once a week. Senator Chamberlain-

Senator MALoNz. Senator Reynolds of North Carolina was chair-
man.

Mr. Buatss. That is right.
Senator MAw;N . Now, it is the Armed Services Committee. It

has been named the Armed Services Committee under the rernia-
tion. I am the one they sent in to Dutch Harbor behind the ape--
then to the South Seas in 1943.

I will ask you this question-the Secretary did not seem to know
too much about it, and referred it left-handedly to you anyhow. Do
you know whether money is being invested in the United States,
handled through Switzerland through blind method of numbers with'
out identifying individuals, funds being invested in corporations and
American business ?

Mr. Bumx . There is a certain amount of that, yes, Senator.
Senator MALOn. And you are unable to identify itI
Mr. Bvns You cannot identify it except by number.
Senator MAtO z. That, would of course, depend entirely on the

bankers in Switzerland, and you say they just cannot be frced to
divulge the names.

MrW. Bmom. That Is under their Swiss law.
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Senator MAWNIJ. The money might belong to an American; it
might belong to Peron or Khrushchev; it mlght belong to anybody;
is diat correct?

Mr. Braorm. That is right.
Senator MALoN. Is there enough of that kind of money being

moved into American business, is the rate of flow important enough
to control certain corporations and businesses in this country ?

Mr. Bvitmss. We have tried to make an estimate of that, and it is
very baffling. We do not think the amount is large enough to control
any company, unless possibly it were concentrated, on some relatively
small company. The amounts involved are not big enough.

Senator MiwNz. What would be the estimate of the amount in-
volved now, just a liberal estimate?

Mr. BuRass. I have got Mr. Willis hero; he has been working on
that.

Did we come to any figure that we can use, George?
Mr. Wirws. No, sir. We have 'only statistics on the total inflow

from Switzerland.
Senator MALONE. You do know the total ?
Mr. WiLmLs. Yes sir we publish the total.
Senator MALoN)s. WAat is it?
Mr. WiwJs. I have them here, sir.
Mr. Bunom~s. That would include both the numbered accounts and

the named accounts. We have a great many accounts here where we
do know who it is, and of course the Swiss banks have the account.

Senator MAJoN. And divided, if you know, between the accounts
as individuals and the ones numbered.

Mr. BvRom. We cannot break it down between the numbered ac-
counts and the named accounts. But we do know what the total
from Switzerland is.

Senator MALON. I would like to know that.
Mr. Buaozss. That, of course, is an estimate. It is based on reports

we receive currently from the banks.
Senator MAwNz. I understand.
You think the banks are-you can trust the banks to give you the

total amount?
Mr. Britorsm. There is no question about that, Senator. We get

reports from all the banks that we think would be likely to have any
substantial accounts.

Senator MAww1. But they do not need to do that, do they ?
Mr. Buiozes. No; under the Trading With the Enemy Act, in an

emergency we have the right to require them to report.
Senator MA~Wo. How could you punish them if they did not give

you the right amount? I mean there would be no recourse?
Mr. Bulozes. It would be a criminal offense; yes.
Senator MALNE. By whom?
Mr. BuaPoms. If a bank, let us say my old bank, the National City

Bank'of New York, intentionally turned in to us a figure that we found
to be inaccurate, they could be prosecuted under the law.

8UnatorMAwsz. Do they have to work though a bank in the
a-t States?
Mr. Bmows. Oh, no; not necessarily. It could be a corporation, a

private banker, or a stock exchange house.
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Senator MA LoNH. So you would not necessarily have those figures
Mr. BuirOEss. We would not necessarily have the complete fgure.

Of course we have some figures on the customers' balances of stock
exchange houses, and we are pretty well convinced there is not much
money there.

Senator MALONE. For the purposes of the record, will you give us
the total amount that you know of?

Mr. BvRoxss. Yes.
Mr. Wrujas. Senator, our published figures for the calendaryear

196 of net transactions in Iong-term domestic securities or Swiss
,ccount, show a net purchase of $234 million.

Senator M^XALO. Do you have it for the years past I
Why do you not suppI it for the record then, for the last 10 years?
Mr. BuRoEss. We wiUlbe very glad to do so.
Senator MALoNE. That will be all right.
Just make it a part of the record at this point.
(The information referred to is as follows :)

Ne transaotio in long-lem United States securities on Swiss account,
1947 to May 1957

fIn millions of doll rs negative ftuts indloate not sales by foregsn-J
All tong.tern United Stag" Mllotem UIte4.d States

Period United Ptatesriod UIi orpofate
se6curttie sok securities' 1 110010

1947 . ....................... 7
949$ ................. -- 42 94 ....... .......... . 781949 .......... . . 21 IU .................. 147 111
19 ................ 10 9 ................ 118

1an.a..-..... 41 .... 07
190 ............... . . 1 41

I Includes U.S8. Olovernrnent bonds and notes coromte bonds andmcratte stocks.
01047-49 data InclUdes transactions for sutoCMBank tor INtetoa SetininSAM

Senator M AWN. I know, of course, there has been much in the
newspapers over the last few years that there are certain individualsshow up apparently with unlimited money to gain control of certain
corporations, or try to gain controL And we are not sure all those
transactions reach the newspapers.

So, if It is possible to bring money into this country without re-
porting it, the chances are that you would not be assured that the
amount furnished is even close.

Mr. Bunous. You could not be absolutely sure. We do have
enough figures, enough feeling of the quantities, so that we feel rea.
sonably sure that we are getting the bulk of the transactions.

Senator MAwNz. What haplpn in the income tax when this money
is invested through Switzerland banks, through maybe foreign cor.
orations, or in other ways to handle money F Is tere any way to
handle it so it is not now subject to our Income tax?

Mr. Bmtoess. I am afraid there are some who escape tax that way.
I think Secretary Humphrey put a little report in the record. I

do not thnk I am able to go much beyond that. We are studying it.
We are doing the best we can to follow through, but I would not say
we had eve rybody.

Senator MVALONE. Is there a way legally to escape the income tax
through foreign corporations, or is there not ?

Mr. Biwos. I would like to turn to Elting Arnold on that.'
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Mr. Azxow. I have no knowledge on those tax matters.
Mr. BuzUs. I do not have a tax man here.
Senator MAwNU. If you have any knowledge, if there is any way
escape from taxation, if there coidd be a way to escape it through

investing it through a corporation in this country, could you verify
thi for The record?

Mr. BuRoas. I would be glad to.
Senator MAwwu. Other methods that I think helped to form the

eeonomlo policy of this country, then, we mrne to the next year, to
1984, the Trad A e.nts Act, snd to transferring the regulation
of our foreign trade, artdole I, mtion 8, from the Congress to the
Executive. You are familiar With the act?

Mr. Bvaua Yes.
Senator MAw. It Is the so-called Reciprocal Trade Act.
Mr. BuRozas. Reciprocal trade.
Senator MAwKU. Named reciprocal trade by the London bankers

to make it palatable to American workingmen and investors.
That act also contained the full authority, so testified by Secretary

of State Dulles, sitting where you are now, in 1955, full authority
for the President to -transfer that congrsional responsibility to
Geneva, under the General Agreement on Tariffs and Trade (GAT),
and now 84 foreign competitive nations are regulating our foreign
trade In Geneva Switzerland, under the 1934 TVade Agreements Act
as extended to June 1958. Also under the liberalization of the For-
eign Trade Act, they can lower the tariff an additional 15 percent, at
5 percent a year.

You are familiar with that act ?
Mr. Bunouss. In a general way. It is not my particular field. I

am not familiar with'it In detail but I have followed it in a broad
4 iator Mwymx It is only a suggestion but I think I would, if I

were~oing to be aiA expert n the economic structure of this Nation, I
wouh(Tinefude the foreign trade policy in my study.

Mr. Bumxozs. It is a Od sugpstion, Senator. I do try to follow
but It rt phcted.it, burty It iso right now you will find we have the&nato win.ecaus

billion of American capital invested abroad, and the several billion
dollars going to the sweatshop labor nations in cash each year to build
plants to compete with American labor. And the 84 foreign compete.
ive nations do have.control of most of the markets in tis country

now-while we arelivin on a war economy, qending $40 billion a
year to hold it up. about Jour to six billion to foreign countries to buy
our goods, $87 billion in national defense annually to buy our materials
in the country.

Many people believe If we stopped spending the national defense
money for about 60 days, the ensuing deression would start themjumnpin out of windows again iNew o. And the windows they
are mawnf lately, would be a little harder to jump out of, but I think
they would mak it all right. They seemed right active in 1929 to

Now, you are familiar then with the 1942 situation that the Pres.
dent did trasfer the full responsibility of Congress to create our
foreign trade to Geneva, Swirland under the authority gven him
by Congress in the 1984 Trade A wreement Act The prsdiet, caused
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the general agreement on tariff and trade (GAIT) to be organized on
a vehicle. Do you know that I

Mr. Bumoss. Well I know it was done within certain limItac
Senator MAwNU. What limits are they f
Mr. BuRsos. That, I would not be able to stat.
Senator MAwxu There, again, I think you ought to study It, be-

cause they have the full authority that the Conxitution placed in
Congress within the limits set by Coss And now it is 5 percent
reduction duties of tariff per year that they accomplish through multi.
lateral trade agreements. A total of 15 percent lower in the 8 year

Mr. Bmics. That is right.
Senator MAz o. A spider web is really a very simple structure

compared to these multilateral trade agreements, and they are signed
before any businessman in America is allowed to know what they are,
or even the Members of Coess.

Mr. Bnorms. I thought Tat there were hearig on thom
Senator MAziu No hearings. No public hearmg. Nothing.

As a matter of fact, Americans are precluded from knowing anything
about them until they are signed and published.

In 1948, the Marshall plan broke the dam and started paying
the tXp9ayers' money to foreign nations, did we not, $17 billion was
authorized under the plan ? _

Mr. Bmu ss. That is approximately correct for nonmilitary aid
through fiscal year, 1958.

Senator MAioN Over my violent objection, in 1948 on the Senate
floor,

Senator ANrrSoN. 1947.
Senator MLwxa In 1940 the Congress ave England $$8/, billion,

under recommendation by the President; didwe not 1
Mr. Buxors. That is right.
Senator MA .xo We caled it a loan.
Mr. Buos. Actually signed in 1945. The bill was before COn.

gras in 194.
Senator MAwN. That is true.
That money paid to England, widely advertised in this country

as the end of a contributions to forign nations, and everybody
would be on their feet.

Mr. Buuoua. The two thing together.
Senator MAWNU. Then the Ma-shall plan came along, then EOA,

then Mutual Security. venI annot remember how many times
they have changed t name of this taxpayers' money funnel to
foreign nations. They keep changmig it to confuse the taxpamyso
But it is now called Mutual Security; isit not ?

Mr. Bumaou. ICA, now, International Cooperation Adminstr-
tion, Senator.

sienato M." And that Is costing us $8 billion this year; is it
not?

Mr. Buaos. It is a little over three. Of course, that inelude---
Senator MtoIL Four billion.
Mr. Bmus. The present bill includes-well, we do not know yet,

u it is in confnce I believe. That Includes, of course militaryal swU as economic aid. -
Senato k Mi.o Outated military materiel that we buy in this

or reign nations?
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Mr. Buoress. That we will largely-the military aid consists of
materiel that we send abroad. We buy some over there, and put it in
the hands of our allies mostly sending it from here.

Senator MAwW. Mostly obsolete when we deliver it to the allies.
Mr. Dumoips. Well it is not our very latest in all cases, shall we say.
Senator MALONN. 6f course, everybody knows that all this foot-

soldier business such as you and I wont through in 1917 and 1918 is
about as obsolete as a Civil War musket, but Rt does help to hold up
the economy of foreign nations where the soldiers are stationed I

Mr. Buwsss. Well, I think I indicated earlier, Senator, that I
think the size of the military budget is one of the causes of our in-
flationary Vroblom.

Senator MAwLs. It is one of the causes of our great prosperity; is
it not?

Mr. Buaos. Yes, it is, both.
Senator MAIS. IHave Ve ever let the water settle since 1984, since

WPA and PWA and World War H1 and the Korean war, and prepara-
tion for war I Has the water ever settled since then ?

Mr. Busowms. Well, it is pretty hard to pick out a period and say
"This, now is a normal perid

Senator MALONe. We H, there has not been any, has there?
Mr. Buuoiss. I do not think so.
Senator MALONL. I think that is right.
You know that you and I are just trying tW establish a record

that will be studied later we hope. It is not a question of me trying
to put you in the hole. I would not do it purposely, or Mr. Humphrey
either. But I do feel now as I felt with the Secretary that he was the
only one that could answer questions of what had happened, and
what he inherited, and how he had carried it on, and I feel the same
way about you.

Mr. Buosms. I will try, Senator.
Senator MT.ON&S We are trying to establish the condition of the

economic structure of this country is so much more important than
Secretary Humphrey or you or any official, that the important thing

•is the record.
What we contribute while we are here, while passing in review, is

the ondy important thing to the country.
Individuals are not important, except to the immediate family, as

you can readily realize when you uote such men as Hamilton and
Jefferson, when they are gone. What they leave in a record of ac-
complishment is the important thing.

7r. Buuos. Not realy.
Senator MAwimI. Or what motivated them at the time. We think

It was patriotism. I hope it was. Probably a lot of individual things,
just lik nowadays, came along t influence their thinking.

In 19" , when we gave *8% billion to England-it re aly started
before that during lend-ease, when we supported everybody n World
War II, and then wrote it off when the war was over. The English
loans was not a loan at all, and everybody knew it at the time who was
familiar with the record.

Mr. Bmuaos. Wellthey have been paying on it, Senator.
Senator Miwmr. We gave them more money since the loan, than

they have ever paid on it, have we not?
Mr.LmG Well---
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Senator MAwrsz. Quite considerably more.
Mr. Dvauos. I would have to check that.
Senator MALOwf,. What was that?
Mr. Bvtaons. I would want to check the exact figures.
Senator MAWN . You go ahead and check it and put it in the

record, because if you have any doubts, 1 want you to put it in the
record.

(The following was later received for the record :)

Postwar assitance to the United Kingdom through Dec. s1, 1956

Amount lrincipal- ... ou.... .. tatanillg
Principal Interest

1. Loanv (million. of dollars):
F Illtsh loan.................3,80 20 , 0, 8,470
A'nd.lk settlement and Nurplus property -. 0- 2 n 89 6

Lemnd.lea sliver .......................... 19 1 .......... _ 14
Mutual rty........... 91 1 89 80

Total ....... ........................ 4. 6*0 ' 404 4.417

It. Orants (billions' of dollars):
Mtual security ald I ..................................................................... 4
Lend.lease and other (postwar) .......... .............................. . .4
G1ros grants during postwar period ........................ .. .................... 8.8

Sterling counterpirt funds assigned to U. S. Government use .................... ....
Reverse lend.lease (postwar) ....... ............. .3
Ret irns of mainly wartime lend.lewe goos.............................. .
Credits establishid In postwar period In settlement of both wartime and postwar

!end~leae.' Then oreilts are Included under ", oom" In section I ot this tAble. .6

Net grants (Justed) ............................................ 2.17
IiI. Offshore procurement receipts (millions of o) ........dlrs ............................. 03

No".-On December 1, 19114 the Kxport.Import Bank authoritd a lIne of credit of $S0 mllla for the
Unied Kinhdom which Is unutillsed to date.

I'ecluding mliary end Item deliveries.
I n additional $81.0 million of interest was deferred until the end of the payments schedule.
5Jaed on United Kingdom shipments data. After Dec. 81, 19M, the bilafe o4 million warai d.
4 Excludes repayments of prinIpal on loans extended during the war period. Such repaymuas during

the postwar period through De. 81,19M8, amounted to slightly over $300 million.
*Exo0des payment f Interest on loans extended during the war period. Such payments during the

pottWar period through 1e.81, 115, amounted to approximately $Omillion.
,f~Theaportion of these credits representing settlement of postwar as distinct fro wartime lend lease oaw

ntbdetermined.*
Source: Qommere Department, Foreign Aid by the United States Oovernmment, I10-1 and 4prelt.

Grants and Oredite bY the United States Oovernment. Offshore procurement figure from United Klig.
dom Government White raper, Unitedgldom Balance of Payments, 194 to ION8 (No. 9), dated Apr. 4,
1987.

Mr. Btmos. Yes; we have, in one way or another, such as through
offshore procurement.

Senator MALoNz. And in direct cash.
Mr. BuRamse. And in terms of money spent over there.
Senator MWLo . We have given every nation in the world more

money than they ever paid on any loan.
Mr. Buiwses. In supporting our troops. I think that is true; yes.
Senator MAwNz. And we continue to give them money and amit.

ance now. So all this is coming from the taxpayers of the United
States of America. Then we kee the foot soldiers in 78 foreign
nations to help their economy. Tgere is not any question about Rt;
is there?

Mr. BVlos. There is no other source.
Senator M wza. Well, I will disagree with you. There is another

source, They can support themselves. We are Wmply biying treaties
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which will be ignored when the time comes to deliver No nation
ever keeps a treaty when it becomes obnoxious to it. That is the sey.

al hundred year record.
Tese nations lived a long time before we started picking up theb4ils did they notI

Mr. Bumsc They managed somehow,
Senator MAwm They would manage it now, too, if we would

ust lot thwu o If there were a natural economic eftimtion in
the world, the water would settle and we might be able to judge the
situation.

Mr. Bumwss. That gets us into a big question. I happen to believe
that some of our aid has been very effective and helpful.

Senator MAWmu I think it has been very effective In holding the
Stype of government in power in each case. Not all of them desirable.
"Mr. BunEoss. We might have more of those governments Corn

munist now if we had not done the job.
Senator MAwia. What do you think we have in Europe now?

Almost every Europin nation has recognized Communist China and
trading with them. They are all trading directly or indirectly with
Russia-England leads the pack.

Mr. Buxose I think some of them have.
Senator MAw . Of court , they have.
Japan is gomig to trade with China. She has to trade with China.

If you wantto refer to i, I made about a -mninute speech on the
Senate floor after mmy of our leading Senators had had their picture
taken in San Francisco with Mr. es ige g the treaty with Ja-
pan; and everything I said that day after they returned, has hap.pened. They are going to trade with Manchuria and China; they
are going to buy goods there and they are going to recogni e them
and ssUl goods thre.

They cannot help it.
What the State Department needs is an experienced industrial en-

gineer; If they would just show him a map of the area With present
production and consumption, he will tell them who they ar going
to trade with because they have to.

Even the State Department has been unable to move these countries
Of course, you can delay the natural business for a while as long

as the Amerioan taxpayers pick up the check But that must cease
soon--you know that youref--and the country knows it because the
tuayers are s*bng very tired of it.

Dn't 'you think they are?
Mr. Bms. I tbink there are a good many signs that they are

rotlve, and they are reexamining the whole program very arenflly.
Senator MAWm,. That Is a masterpiece of understatement. And

th taxpayes are convinced of what Congress has done to them for
the a yrs; it will not take them long to take care of it. And

am our administration is arry nthe same thig
<that Weo, on for'k omr her., in, 649ect 4lerl*W n tl~e txae

We may have done It a little more busing, as yo say; we
have sold the bonds over aonge terml oaybe with al UUt0eoinnoent
9pjg sore spt,, but we are p th bt

se pad nout adunetal n o nourage Inesment, fAmr
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ioan capital abroI. fyou do not e with any ofths, I want
you to say 804

The it one was the Esport-Import Bank When was that organ-
Ind I

Mr. Bumom. That was organized back In the thirties. It was
Geoe Peak, from Illinois who oriinally or ganized that, with very
themnaliRea thirty cannot give you e exact date, but it was back in

Senator MAwm, Will you put that date in the record, together
with the amount for which the taxpayer is responsible I

Mr. Bv . We will put that in the reco
(The information referred to is as follows :)

Uwor-jwm Bax, OArnauzAm ow AwD Lamso AvTxomm

The Uzport-Import Bank was etablished on February 1A 1984, with an initial
capitalization of *1 million. The present capitlizatlon of the bank $1 btllon,
was authorized by the Export.Import Bank Act of 194. The Export-Jmport
Bank Ut as amended, authorlm the bank to borrow from the United tate
Traur up to $4 billion outstanding at any one tme, and imposes a Uimitation
of $5 billion on the amount of I and insurance which the bank
ano have outUti at a

Senator MA W e built it up a little bit s Mr. Peak's days.
The Secreta ifled we are responsible for $5 bi of the Export-

MtYes, 1i totallend authority.

Their o dingo anrCOn erably than t. Think
it is $2.6 *0o.

Sn rweup to lloan our tax-psons.ep

An tous. Thais ri

Mr. Buumo . d e . N rly nvestmientte But if
soi ywato sell oW ,y them credt so yca

Sen r MAw ON so No tate imn rof eihek.
labor a into United

Senatr Lom Th what Bsa ut the off t ofitls,we
,!the heap sbackh enancethe

Mr. Buans. think most of their loans have exportsfrom the .United ttea

Senator MAW. to differ.
Mr. Bumm. I admit to plants in some of then

countries, and the g can come back.
Senator MAwixu. And the plants the build then take the market

theethat was promised to the United States taxpayer, and they Im-
port goods from those same plants odo they not .r

Mr. Bumi s. That ha happened in some cases.
Seator MAsw . I think thas happened in almost every if

yOU looki t up, 64d it happa 44 every Oe, after te 'a in full

OIhave visited all these countries. I thought I hidI to see all our sar
bopxders I sAAed in MT7 to do that reiiosy.M4 Afte' Z
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finished that job, I went behind what they call the Iron Curtain-that
term was invented by Churhill in a Missouri speech--and stayed 9B
months. And I traveled 14,000 miles in Russia. I will not bore you
with details, but I have seen most of their raw materials areas imd
industries.

Also, I saw a lot of nice Cincinnati machinery in Moscow.
The only trouble with Khrushchev and Bulganin is, they are for

Russia like Churchill is for England. We are the only Nation in the
world that breed people who are not for it. Some of our vey honest
one-worlder people want to divide the taxpayers' money and markets
with foreign nations-they say to keep the peace. Some of them
really believe that by breaking our own taxpayers that we will have
world peace.

If you will complete the record of when the Export-Import Bank
was organized, and how much money was authorized and appropriated
at first, then we will assume the $5 billion is what we are responsible
for now.

The International Monetary Fund ? When was that organized and
where?

Mr. BUmowS. That was the result of the Bretton Woods Act in
1945.

Senator MXwu4'z. Bretton Woods. Was that where our distin-
guished American citizen, Harry Dexter White, was in charge?

Mr. BuRns. That is right; he and Maynard Keynes.
Senator MAwN. Yes; that is right. What was the last name?
Mr. Bmuoss. Keynes, Maynard Keynes, a British economist.
Senator MAwNs. He was the one who said, "The more money you

owe the richer you are"?
NMr. Buaosm. Something like that.
Senator MALo.rz. I tried that theory on a banker, myself, when I

was in the contract business early in my engineering and contracting
career, and he cured me permanently. lie may have been wrong,
but it is too late to help me. [Laughter.)

Of course, I do not believe it, and I do not think anybody believes
it, but he influenced our Government to do it and it is our policy.

So it resulted in a national debt now of how much ?
Mr. BuR us. $272 billion today, or very close to it.
Senator M2AWzE. Added to the private debt, I expect it would be

three times that; would it not ?
Mr. Bunas. We had the figures here.
Senator MAwzOz. About $750 billion.
Mr. Bumnos About $800 billion.
Senator MALON. After convincing our people that the further in

debt, the wealthier they were, our debt now is up to nearly a trillion
dollars; is that It f

Mr. Bmmosm. Pretty close to it.
Senator MAL*NE. And a dollar now is worth, according to your

records, 47 to 48 cents, I think
Mr. NuRGms. About half what it was before World War II.
Senator MAOzNE. And some of us believe that, everything consid-

ered, it is nearer one-third, or about 85 cents. So that all psions
and insurance and everything is reduced by the amount of the infla-
tion whatever it is.

Mr. Bunoss That Is right.
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Senator M wi. And that is the reason we have to continue to
raie wages and pensions, and other emoluments for our ex-soldiers
and worcing people to keep pace with the rapidly diminishing pur-
chasing power of the dollar. And then we object to a larger bud e.

Congress, of course, is responsible for mnftation because they .ated
to destroy the foundation of the dollar in 1988. Then they continued
to appropriate more than they collected and have to print it to pick
up the check; is that not about right.I

Mr. Bum s Well, there is a lot in that. If we could cut back the
appropriations and expenditures, it would be the best thing you could
do to check inflation.

Senator MALoww. Many talk of reducing the appropriation for ex.
penditures in the United States of America. I am talking about what
you distribute throughout the world. If you just cut the foreign aid
off and get our feet on the ground in our national defense and instead
of 5 air corps have 1, maybe that would help, too, would it nott

Mr. Bumins. Well it certainly would reduce the budget.
Senator MALoNz. It would reduce it by about $16 billion, if we

just cut off the foreign subsidy money and have one air corps, and
started producing the material we would use in the next world war,
we could cut it about $15 to $20 billion.

But, of course you did not start that fiasco. You simply carried
it on. I think it is worse for Republicans to do it than it is for
Democrats, because we ought to know better.

Mr. BuRes. We cut it down some, Senator.
Senator MA.LOE. Not much. You have not cut it any really. You

are spending more now for national defense than you did when we
took over.

Mr. BuRoass. No, I do not think that is quite right.
Senator M,&Lo. If I am wrong it is unintentional.
Mr. Buoss. It is a little less. We cut it back $10 billion, but it

has grown back a little, but not all the way.
Senator MALoNx. Yes. But this is peacetime.
Mr. Buioss. Well, of a sort.
Senator MALONZ. Maybe you had better determine the nations that

are really dangerous to you. We can whip Russia, they know it and
we know it. But it is pretty hard to whip a nation that hns a mem-
ber of our Cabinet. I do not believe thatMr. Dulles moves without
consulting London which keeps us pouring out money to foreign na.
tions, practicing free trade and inflation-unsound money.

Now the International Monetary Fund. Will you supply the date
it was orginzed, and who organized it---

Mr. Buozss. That was orgmnized-
Senator MAwssu(continuifng). And who is representing us?
Mr. Bunorw. Well, that was-Harry White was still representing

the Treasury.
Senator MALONE. And he ran that part of it, under Morgenthau,

did he not and had complete chargeI
Mr. Bumos. I would not say in complete charge, but he was

Assistant to the Secretary at that time. I- would like to submit for
the record a fuller statement on the organization of the International
Monetary Fund,
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(The Information rrfenid to follows:)
OaNwSAvroX of Mas IuX AwbowAL MoXX T FtX*

TMe Articles of Agreement of the International Monetary fund wers agreed
to bY the autborise2 roprsentativ of M countries Inludikg the United States,
at tho United Nations Monetary and Financal Conference hold at Bretton
Wood, N. L. In JulY 144. They were bead on proposals for international
monetary oooersation developed during World War I tcal x rts in a
number of Allied countris including anada, Cbina, Gnro a Britain,
and the United States Pursuant to the author granted by the Congress in
the Bretton Woods Agreements Act of July 81, 19,6 United States accepted
membership in the fund on December 20, _l The inau uol meeting ca. t
Board of Governors of the fund was held in Svannah. Ga.. In Mare IM4. and
the exoutivo directors of the fund held their first meeting on May ,1 1

The United StatMs delegation to the Bretton Woods Confee was as
follows:
Henry Morgenthau, Jr., Secretary of the Treasury; chairman of delegation
Fred M. Vinson, director, O2ce of Economic Stabiltsatlon; vice chairman of

the delegation
Dean Achesou, Assistant Secretary of State
Edward 8. Brown, president, First National Bank of Chicago
Leo T. Crowley, Administrator, Foreign Economic Admilnetration
Marriner S. lcie, chairman, Board of Governors of the Federal Reserve

System
Mabel Newcomer, professor of economics, Vassar College
Brent Speac* House of Representatives; chairman, Committee on Banking and

Currency
Charlee W. Tobey, United State Senate; member, Committee on Banking and

Currency
Robert r. Wagner, United States Senate; chairman, Committee on Banking and

Currency
Harry D. White Assistant to the Secretary of the Treasury
Jew P. Wolcott, House of Representatives; member, Committee on Banking

and Currency
Since the beginning of Its operations In May 1948 the membership of the

fund has grown to 60 countries. By appointment of the Prsident, confirmed
by the Senate, pursuant to the Bretton Woods Agreements Act, the Secretary of
the Treasury has served as United States Governor on the Board of Governors,
which meets annually. The United States Is represented on the executive board
by an executive director, also appointed by the President and confirmed by the
Senate, In accordance with the Bretton Woods Agreements Act. Also as pro-
vided by that act, the governor and executive director receive Instructions
from the National Advisory Council on International Monetary and Financial
Problem&

Senator MAwri, Are you familiar with the recommendation he
made, in about 1945, to the Secreta r of the Treasury whioh, the
Secretary then made to the President I

Mr. Buxozsas. About Germany I
Senator MALoNZ. No. The recommendation that we give Russia $5

to $10 billion to-
Mr. Bum . Ye&
Senator MAriNa (continuing). To ship Kod he. and make us

entirely dependent upon them for strategic and critical materials.
You ar familiar with that recommendation?

Mr. Buwoaa& Well I do not--I could not document it.
Senator MAxI&- Ydopumented it..If you want it, is available to

you w Senate Report No. 1f, I think on pap W0 of this report
Y will find the entire affair.

I sent, or our committee sent, investigators to Princeton.University
and dug out the record. It is documented.
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I think the record already shows the testimony as to how much

money we are responsible for, a third of the money or 85 percent, I
think, of the International Bank.

Mr. Buxons. That is right.
Senator MAwna And then the board of directors is made up of

each nation, each one having a representative on the board of directors.
They vote according to the money they put in, so the foreign directors
dominate the fund.

Mr. Btmoxs. We have a 2 percent -
Senator MAwLnO Thirty-five.
Mr. Busons. (continuing). Vote in the fund and it has usually been

possible that the American director has found enough other votes so
that they could not get lost.

Senator Mwxx. I am familiar with that end of it. You loan the
money, wherever the directors say, and you do not control it. They
control it.
Mr. Bmazs. Well I would not quite agree with that.
Senator MAwoxu ou are familiar with corporations, your experi.

ence has been with corporations, and any time the directors outnumber
you you are lost, are you not f

r. Bvsowa. Yes. But I have been following this monetary fund
ver" carefully.
senator MALwN. You may have followed It but any time they want

to control it they have the votes to do it. Probably as long as we
furnish these nations markets and money they will vote with us; but
when they start voting with you, you are up the creek without a
paddle.

Mr. Bntozss. I would not be quite as cynical as that, myself.
Senator MAWNz. If you will.
I suppose you visited all these nations.
Mr. tmoz. A number of them.
Senator MAwxs. I have visited all of them and I do not go for

social purposes. I go to look at the industries and to note the success
they are liaving-what the people eat and wear and how they ap-
proach their work.

The International Bank for Construction and Development--when
was that organized ?

Mr. Bumorss. At the same time.
Senator MAwNS. The same time; and financed in the same manner?
Mr. Buous. That is ri ht.
Senator MLos .And tee Board of Directors set up about the sam

time?
Mr. Bvuoms. Except this difference, that we put in less cash, but

they raised the money that they need, to lend, largely by selling their
own obligation& MIL

Senator MAwzas They.are independent corporations, are they not?
Mr. Btmons. That is right.
Senator MAxim. Then we set up corporations and allow them to

sell bonds on their own responibility. Who is responsible for those
bonds if they finally default on them?

Mr. Bvusoxs. Well, up to $2.5 billion, we are responoible, jointly
and several.

Senator M a z. it i very interesting. What latitude do theq
hav6-they can sell bonds to any extent they may decide?
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Mr. Bumoas. That Is right, subject to certain limitations. They
sold some in Germany and Switzerland and Belgium.

Senator MALONE, LSure.
Do you remember what happened to the German bonds that were

sold in this country at one time I
Mr. Bunoxs. I have a very vivid recollection.
Senator MALON. I thought you must have.
And that is about what would happen to all of these bonds when

the house falls on you sometime.
Mr. Buaomm. If it does.
Senator MALONx. But we are the ones who have to pick up the

check if it does; is that rightI
Mr. Buitsm. Up to $2.8 billion.
Senator MAWNU. ,Of course $2.5 billion does not sound like very

much money now, with all of the billions we are sending abroad, but
it is still, in my league quite a lot of money.

Mr. BuRo s. Tey iave not loaned that much yet.
Senator MALW)S. Not yet, but they can.
Mr. BuRowS. They can.
Senator MALONz. Now, the International Finance Corporation;

what is that ?
Mr. BURoass. It is a smaller proposal to help out on private enter-

prise. That is a new one.
Senator MALoNs. They do-
Mr. BUmrGss. They do not have to have the guarantee of the Gov.

ermnent where they go, and they can lend directly to private enter-
prise.

Senator MAi LNs. In any country ?
Mr. BuRaras. In any country that is a member of the Corporation,

to the extent that they subscribe to the new corporation, they are the
same members as in the International Bank.

Senator MALoNE. Do they loan it in the kind of money they use in
that particular country, or loan it in American dollars?

Mr. BuRoss. Well, they may do either.
Senator MALON X. And the Board of Directors controls it ?
Mr. BunRaes. That is right.
Senator MALONE. Are they set up in the same manner ?
Mr. Bumnis. Yes.
Senator MAtiNE. So that the foreigners can, if they wish, con-

trol the organization.
What is the amount of money that we are responsible for in that

Corporationt
Mr. Burusa. The total was $100 million, our share, $85 million.
Senator MALoNa. Up to now.
Mr. Bunnies. Up to now.
Senator MALo?;. What is the provision for increasing that amount?
Mr. Bunszes. Well, it would have to be by mutual agreement

among the countries amain.
Senator MALONE. But they could do that without coming to

Mruns. No; they would have to come to Congress for any
additional money.

Senator MAtON. You mean for any additional authorization, to
go above the $100 million.
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Mr. Bviumss. That is ri ht.
Senator MALot. I am gad we have some control over one of them.

That is the only one, I guess.
Were not all of these organizations-we have already discussed the

Export-Import Bank-the International Monetary Fund, the Inter.
national Bank for Reconstruction and Development, the International
Finance Corporation, were organized solely to increase American
investments abroad, were they not I

M r. Bvaqoiss. Well, and the American exports abroad.
Senator MALONe. iTho principle is to encourage American invest.

meats abroad I
Mr. Buvozss. Excuse me.
Of course, the International Bank Is not confined to financing

American investments. It is not tied to a particular country. But
that, in effect, is the principle.

Senator MAwNZ. But the facts are what they are doing is encour-
aging American investments abroad they are lending money to Amer-
Icanlhnivestors or guaranteeing to help in the investment there; and if
they default, what ha) eIs?If that nation shoul-dconfiscate the industry there, or, in some way,
make it unfeasible what happens I

Mr. BuRorim. Well, if that happens, there could be a loss. I think
it is fair to say that these countries have shown a very great respect
for their obligations to these organizations.

Senator ACA-uoNx. Just as long as they are on our payroll, as they
are, most of them.

Mr. BvRormss. Well, their gratitude may be in lively anticipation
of favor yet to come, but they have shown respect for it,

Senator MALwnc. That is right to a degree. As long as you are on
the way u, every body is your friend. When you start down, you
look around and everybody is gone. Is that about right ?

Mr. Bvuomss. Yes. But I would say these organizations are doing
a good job, and I would sit it Is very much better to do all we can
through a well-established banking setup, with good engineers and
critical examination of all these things, than it is to do the job just by
gifts or just by-

Senator MALONE. You remember me. I met these engineers when
I was abroad, and I am in the business myself, so I do not want to
make any content on their ability as engineers. I will reserve that
for some future time.

Most of them could not hold a position in private engineering firms;
I will go that far with you now.

But they are doing a good job in what they were organized for, and
that is to spend American taxpayers' money and to further American
investments abroad.

Mr. BuRgEs. Well it is not exclusively that. That is a major part.
Senator MALONL that is a major operation.
Mr. Btozs. That is right.
Senator .Hwo& When they establish those plants abroad with

American investment, through the continual lowering of our protec.
tive duties or tariffs, which run way below any difference in the effec-
tive wages and the cost of doing business here and abroad, then they
can ship the stuff in here under the existing duty or tariff and make
a good profit,can they not I

983



FWANQIAJ OONDMON Of TJEA UIT3D OTATM

Mr. Buxom. Well that can happen. I do not think-
Senator M m It is hppenng; is it not I
Mr. Busoras. I do not thinl very4argly, Senator.
Senator MAWN. You do not ?
Mr. Bunmes I do not think very largely.
Senator MAzwto. Do you know what has happened to some of the

businesses in this country I I hope you do.
Mr. Buxo . Well I know of qatses yes.
Senator M & Wll, it is happening to almost every buaine

in the United States of America. Machine tools are starting to suffer.
The textiles are going out. The mining industry s gone. About
5,000 product affected b yslave-labor imports.

We are holding our economy by purchases by the armed services
and in financing goods sent abroad. And that fs the reason I would
advise you to give it a little more attention If you are going to under-
stand the economic structure of the country, as well as your part of it
In financing the public debt. We are living in a war economy.

The Department of Commerce puts out a bulletin showing their
great success in encouraging American investments to go abroad, do
they not?

Mr. Buos. Yes.
Senator MAwin. Do you know how many billion dollars Americans

have invested abroad now ?
Mr. Busoms. Well, I think you said something about $40 billion.

Does that check with your figr es?
Senator MAoxoz. I think it is about $44 billion, but I would like

for you, if you will or if you know now, to ive it to us for the record;
and if you do not would like for you to geit for us.

Mr. BDuouss. We have it. We have made some studies.
Senator Mawz. That is one thing the Secretary referred to you

or some other department.
Mr. Wxs. Senator, the Department of Commirce estimate for the

end of 1955 gives a total of private investments of $29.0 billion and
United States Government credits and claims of $15.9 billion44.9
billion.

Senator MAwim A total of about $44 billion. Well, I was notvery far off...
Mr. BuRons. Wht's a few billion between friends? [Laughter.]
Senator MALOND. That is right, as long as they are friends.
Did the Treasury borrow some gold fronm the Federal Reserve Board

recentlyI Thisvyear I
Mr. Bmtom No; not to my knowledge.
Senator MA .&. There is a report, and of course, I do not know of

my knowledge-it is Mr. Baxter of the international Economic Re-
seirch Bureau, who says in his June 14 release:

Very few Americans know this, but for the first time In American financial hi-
tory the American Federal Reserve Board borrowed in the last 2 weeks. a sub-
stantial amount of gold, estimated to be $8W milon, from the International
Bank.

I was mistaken in my question. The Federal Reserve Board bor-
rowed it from the International Bank, and they borrowed this gold at
even higher rates than were seen in the money market It gav te f n
ternational Bank an I OUfor it. 'Thatwasi ateJune.

Mr. Buxmms. Well, that is only partly tru"

/'
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Senator MAwors I do not vouch for Mr. Baxter, but I did want

you to know that he is a very well known commentator,
Mr. Buioms. Yes.
This is the Monetary Fund, and they have been making, as youknow, a loan, a credit, to England, which was drawn down in°Decem-

ber for $661 million, and a credit to France, and a few others.
And instead of drawing that altogether in dollar% the sold thegold to us, and we deposited in place of the gold our 10 U's, which

are noninterest bearing, and which they couTd draw against to meet
a demand for dollars.

Senator MAONL 10 U's- noninterest bear'I
Mr. Bmueas. That is right. We have got t gold, and they have

got the 1 OUs.
Senator MAwz. If you give a man an 10 U, and you do not pay it,

it does not bear interest
Mr. Buzos". We have got the gold.
Senator MazWr. If there is such a lack of emphasis and interest

in gold, why do you emphasize this transaction in gold I Why didyou not Jus give them paper money, or just an exchange of paper
money?

Mr. Bmwzss. Well, we would have had to go out and raise that
money in the market or print it.

Senator UALON. So you ave them gold.
Mr. Bumos. We t go . .
Senator MA z. From the International Fund.
Mr. Bu u. The International Monetary Fund.
Senator MAvoNz. Where did they get it I
Mr. BuR us. They had it in the terms of the setup of the fund.
Senator MAwN_ Did we pay our 85 percent in gold ?
Mr. Bmuoss. We paid 26 percent of our subscription in cold.
Senator MAwa Why are these transactions carrielon in goldwhen there is such a lack of emphasis on the gold standard or the needofgoId Ifior. Buas. Well, in my mind, Senator it shows that back of all

this talk about no more gold, and so forth, there is a real desire on thepart oftmost people to get back to mold as the eventual value. It isaovery interesting thing that this Monetary Fund, which was set up
after the war, wih a lotof very theoretical economists and so on, May.nard Keynes and Harry White, what they finally came down wih
after all their discussions was that they had to make it in gold; they
had to base it on gold.

Senator MAwNx. That is very interesting. Has Germany gone
back to the gold standard to a certain extent ?

Mr. BmUG. To a certain extent. They tied their mark to gold
value.

Senator MALON. Didn't Germany just lend the International
Bank, or one of these institutions, $100 million in gold ?

Mr. Buioxes. That is right.
Senator MAwga And te terest on that, of course.
Mr. BURGas. That is right
Senator Mw . How much?
Mr. B. It is rather low for them; 4 percent, I think.
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Senator Ma -oN. Four and a half percent. And we gave them the
money to start with, Germany; did we not I We have given them
more than $100 million.

Mr. Btmoss. We have not given them much money. We are col-
lecting from them. Where they get the dollars, one way is the pay of
American troops who spend iT NGermany, and then the dollars go
to the German Government.

Senator MAwONL Yes. I am aware of that. They require it to be
turned into the Central Bank. I visited all these nations, as I told
you before, and we have troops in 78 nations to spend money and
bolster their economies.

Certainly they could not fight in the event of a war. They would
be dead or on the way to the salt mines when world war III started,
because you could not get them home or feed them, so we keep them
there to spend money. The are scrificial trOop. Just what you
are referring to now. I am g ad you mentioned it.

Mr. BunoEss. That is not the objective of keeping them there.
Senator MALoNr. Well, that is what you think. It is the practical

reason-they cannot fight.
Mr. BuRoss. Excuse me; that rate was 41h percent that they are

getting.
Senator MALONS. Yes; they are getting the interest on the money

we gave them.
Do we get interest, on the money we give the International Bank I
Mr. Buorss. No; they have not paid any dividends yet.
Senator MALoNz. I would not think so. And they are not likely to.
Mr. Bunoss. Most of their money, though, is borrowed in our

market at interest.
Senator MALON. Now we come to gold in our monetary picture.

I covered this pretty thoroughly with the Secretary, but as long as it
has come up-and I believe you are a backer of a metal standard,
a gold standard?

Mr. Buwozes. I certainly am, Senator.
Senator MALONE. I am glad to hear you say that. As a matter of

fact, we had a considerable portion of the gold in the world, did we
not, about 20 or 25 years ago!

Mr. BuRoss. Well, we have now a considerable portion.
Senator MALONE. I will get into that.
Mr. Butosss. We have more than half.
Senator MALONE. I am getting into that in a minute.
Mr. BuRocss. Yes.
Senator MwaNz. We had at Fort Knox $22.6 billion.
Mr. Bu-nozs. Well, it was not all-about half of it was in Fort

Knox, and half at other places.
Senator MALONE. In our storage institutions.
Mr. Btomns. That is right.
Senator MALONP I think we went into that with the Secretary.
Mr. Bunozss. Yes.
Senator MALoN. Now you sent me, after my second letter, a very

interesting table. There is no use going into the table because it is
a matter 6f record in the Secretary's testimony, that about $9.5 billion
of dollar credits were in the hands of foreign nations, and that each
nation had credit up to its dollar balance. It added up to about $9.5
billion as I remember.
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That is right; is it not I
Mr. Butossa. That is right.
Senator MALoi. And tlero was about $7.5 billion in the hands of

foreign nationals.
Mr. Bvaoss. Five and a half billion dollars.
Senator MALONi. That is a different amount; that is different from

the Secretary 's testimony. If you will check, you will find the Secre-
tary is right. As a matter of fact, it is in your table furnished by
you.

Mr. BuRors. It deonds on whether you include in that-
Senator MALONE. You include all of if in it.
Mr. Busos (continuing). Whether it includes holdings of United

States Government bonds and notes, amounting to $1.8 billion.
Senator MALoNz. We went through it with the Secretary, and there

was some unwise publicity that went out that there was a smaller
amount. But this is right, if you will refer to the Secretary's
testimony.

We wil go through it all again, if you want to, but this is Saturday,
and I do not want to keep the committee.

Mr. Bvo s. It is not too important.
Senator MALONi. It is important.
Mr. Bnorms. Well included in the record-
Senator MALONE. ? do not want to put It in the record if it is not

true.
Mr. Bunoxss. The Secretary put it in the record on page 71, Senator.
Senator MALONE. Put your table in the record. I put it in, as a

matter of fact.
Mr. Buiiws. Yes.
Senator MAwx& Your table.
Mr. Bunozs. Yes; that is right.
Senator ML*Az. And your table showed that there were $16,246

billion total foreign dollar credit holdings, and that $9,108 billion of
those credits were nations and subject to withdrawal in gold under the
customary method.

We went all through that, too, that you could refuse to pay gold,
however it would depress our currency value if you did.

If you disagree with that you can make a statement on it.
That would-leave about $1,140 billion in the hands of nationals, and

I would rather not confuse it now by having one of your hired hands
here say that it was 5, because here is the table on page 482, first
volume of the hearing.

Mr. Bmoss. That is right.
Senator MAwlNE. It took me a considerable time to get it from

the Secreta7, so I would not want to spend that much time with
you confusing it unless you insist.

Mr. Buno.es. We wil--
Senator MALWT Do not put in a new table unless you disagree

with this one that you sent me in answer to my second letter. The
first letter I received from you meant very lttle to me, so I called
the Secr y and asked for a clearer table and then came the new
one, and this a iMr. Bvwzws That is ri it.

Senator MAwwu. Even could understand this one. You did a
pretty good job on that second one, and it is in the record, and I
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want it to stay there unless you right now, say it is wrong. I have
the letter from which I extrated it.

Mr. Bmuas. No; I think it is all right.
Senator hLoxa All right. Then let's get away from this $5

billion diversion.
What is your name?
Mr. Bqwoss. This Is George Willis, who heads our Office of Inter-

national Finance.
Senator MAwm,, I have a little advice for you, George. If I were

you, I would erase that $5 billion remark because it proved entirely
6nsund Impression until the Secretary sent the table.

On age 482 we have the table, and it adds up to $16% billion,
$1648 million. So If that is satisfactory now, and I want it to be,
wit you-it is, Mr. Secretary

Mr. Bw:ozs. Yes. The difference here was the Inclusion of Gov-
ernment bonds and notes which is In herm

Senator MAWNo. Well, when a foreign nation has the dollar credits,
in this country It is customary for usto pay them gold. You could
do it, the Secretary testified, but if you did, it would depress the
currency on the foreign market.

We have also established-and if you have any Ideas on this I would
be glad to have them-that the $7,188 billion owned by foreign na-
tionals could be transferred, under certain methods, to their gov-
arnment&

Mr. Buoms Well the countries have various, quite different laws.
Senator MALow4. Yes. The Secretar was going to put all that

in the record. I do not know whether he ld or not.
But whatever the law is, it can be done; is that true I
Mr. Butmous. Well, it can be done in some cases; I do not think

it can in all.
Senator MK ONU. Well, I am under the impression it can be done

in all, simply because the nationals and the foreign governments that
have enough money to have dollar credits to that extent, have ways
and means of transferring it.

Mr. BUmorss. Of course, the holder, the individual holding dollar
balances in this country would resist that, because he does not want
to take local currency instead of dollars.

Senator MAwNR. Suppose he wants the gold and the government
agreed to give him the gold if they received it I
-Mr. Buos. He has got to make a deal with his government, be-

cause they would be reluctant, too.
Senator MAWi That is right. But they would do it, anyway,

in most of these foreign government
Mr. Buiass. Well; t ere a good many cases where they are

not able to do that because the citizens have blocked it off.
Senator MAL.O3 You are just knocking my time schedule out--
Mr. Buozas. I am sorry.
Senator MAwa (continuing). But I will go through with this
id debate it if you want to.
Mr. Bmunas. I am sorry.
Senator MAwL. What you are trying to say is there is some

hocus-pocus by which this can never o transferred in gold, that
un sr a customary method w.9U1 be Paid; ist~ what you ame tryin
to o V
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Mr. Bunots. I think that is a fair statement.
Senator Ma~x. You think you have that established I
Mr. BuRass. Yes, reasonably. I do not think-no, I think in this

field you would have to take each country and work out exactly what
Its laws are

Senator MAxor-. They will work that out. You do not have to
work it out. It will end up, If they want the gold over there, in the
possession of foreign governments; and if it does, it is dollar credit
and it is customary that you a It in gold on demand.

Mr. BunoRis. That is right, Senator.
Senator MALoNU All right. I think that will bridge the gap.
Mr. Buoss. All right.
Senator MAWxx. Now the next question: If that were done with

this $16 billion, and you had $22,406 billion to start with, that
leaves thl difference which the United States of America owns,
regardless of any obligation, does it not I

r. BtouR3. That-is right.
Senator )fAwAr. That would be about $6.5 billion, would It not?
Mr. BuRoizs. Yes; that is about right.
Senator MALoxx. And that is not quite enough to meet the 25 per-

cent reserve requirement that the law requires behind the $27 billion
or $28 billion in currency in circulation today, is it I

Mr. Bumoss. That is right.
Senator MALoNE. That is the point I made after 2 days with the

Secretary, and I did not want to have to go 2 days with you.
Mr. Bunoss. Thank you, sir.
Senator MALoII, I do not think you have the endurance he has,

however, I have it.
Mr. BuoRass. I am not sure I have.
Senator MALoNz. I am glad we cleared that up.
Inasmuch as we owned a majority of all the gold in 1988 don't you

think it was the intention of these foreign nations, right from the
beginning, to get it away from us by making us feel that gold wasuinmportf

Then when we went off the gold standard in 193 and priced our-
selves out of the world market through inflation-and gave them the
money to buy most of our gold-then they may start emphasizing the
importance of gold ain I

Mr. Bmuoms. Yes, in 193.
Senator MAIWNz (continuing). Did that not start the real infla-

tion so we could print the money under the Federal Reserve Board,
and then by necessity reduce to 25 percent the backin of gold?

Mr. Butozs. Yes. Of course, the Federal Reserve oar had, as
a semi-independent agency some control over that.

Senator Msw~:. But the Federal Reserve can, then, within the
limits established by Congress, which is practically without limit, as
I understand it, they can determine the amount of money in 6ir-
culation, can they not ?

Mr. Buonos. Well to a degree.
Senator Mzt~wi. *hat dere 
Mr. Bunom,. There has to be the demand for It, the actual money

in circulation.,
Senator MAwN&w I am talking[ about the board's authority. They

have practically unlimited authority.
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Mr. Bunoues. The authority, es.
Senator MALOwiL That is all wanted you to say.
Mr. Buss Yes.
Senator MALoNE. When you modify these thing, it just requires

more time and I want to ride that horse of mine this evening, to say
nothing o not holding this committee beyond dinner time.

Mr. I tom. You remember my problem with the Senator, we al-
ways have to give a little leeway for qualification on some of these
economic problems.

Senator MALONz. It just takes a little more time to establish it.
Mr. Bmosm. If we work under the leeway I had with him, that I

have some qualifications when I make these broad-
Senator MALONe. There is no qualfication in this thing, and I can-

not take it. You have now said-
Mr. Butou. Within the legal authority, yes, sir.
Senator MALONE. Within their legal authority, it has been estab-

lished, or will be when Martin comes before this committee, they can
determine the amount of money in circulation.

Mr. Bunnmm. Well I would not go that far.
Senator MALON. The Secretary said they could. I do not know.
Mr. Bumoss. They have the legal authority to print up that much

money.
Senator MALONE. That is right. They can decide the amount of

money in circulpiion. That is all I want you to say.
Mr. Buitwss. Yes.
Senator MALoNz. If you have anything back of your qualification,

I would like to have it in the record. Otherwise, I would just like
you to say "Yes."

Mr. Butorss. Yes; the, do.
Senator MALONE. All right. That is enough.
Now what is the reason for having money in circulation, and what

is the fundamental place for money in our economic structure?
Mr. Buuos. So one man can do business with another.
Senator MALwNE. Without carrying everything around with him.
Mr. BuRoEss. Without carrying a sack of wheat or a bag of zinc,

or what have you.
Senator MALONE. When we went off the gold standard, then, fol-

lowing England and other countries, and we had most of the gold
what we did was to start the inflation ruinous to anyone who had
money in the bank or savings account or insurance, pensions, and the
like to the degree that the purchasing power of the money was de-
creased, was it not I

Mr. BimoEss. To the extent you had the inflation.
Senator MALONE. And you had it, according to your own admission,

down to less than half the purchasing power of the dollar of 1947.
Mr. BUsso . That is right.
Senator MALoNE. So men who had any money or a pension or some

kind of retirement fund, as many people had, they were just that
much less well off in purchasing power.

Mr. BmorGss. That is right.
Senator MA ,oN. So what it meant, it lowered the wages, did it

nott
Mr. Bhosa. Unless the wages kept pace.
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Senator MaLom. Wait a minute. The next question is coming.
If you were getting $10 a day---
Mr. Bvumus. Yes.
Senator MALowi. And you lowered the purchasing power of the

dollar to less than half, you had about $4 a 9ay in purchasing power.
Mr. BuRozas. That is right.
Senator MALONz. And that is the reason for increase in wages con-

tinually, that is the major reason and the real necessity for increasing
wages, pensions, and annuities of various kinds that the Government
pays and that the individual is living on, is it not ?

Mr. Buzoass. Well, it has been a major cause. Of course, wages
actually have increased faster than the inflation.

Senator MALONw. You think they have? Of course, that is the
argument--

r. B osss. Some of them.
Senator MALONE. It is a pretty broad statement you have just made.

However, according to your testimony, if wages did not keep pace with
inflation then their standard of living was lowered,

Mr. Buows. Not schoolteachers and Government workers, not
people with fixed income.

Senator MAiNE. Probably not over half of them.
Mr. Busows. Something like that. That is a pretty good guess.
Senator MALONE. Now, the postmasters, there is a bill coming to the

Senate, maybe it is over here now, to increase the salaries of post-
masters, and I just wrote a letter this morning about it. I am in
favor of increasing the salaries of postmasters to keep pace with the
inflation.

You would be in favor of that, would you not ?
Mr. BuRGss. I would want to know whether the increase proposed

is more than the increase in the cost of living.
Senator MALONE That was not my question. You do favor in-

creasing it to make up the difference in inflation; the amount that the
inflation reduced the wages?

Mr. Bunonss. At this time, no, because I would feel that the pressure
of our budget on the inflation might be a more important factor than
that particular situation.

Senator MALONE. We just disagree on a fundamental issue. Your
method would load the decreased purchasing power on one class of
people.

hat they have been trying to do is to find somewhere to unload
the discrepancy. And if you can do it on a wage earner, why, then
you can say, "Look, we have stopped it."

But you are not going to do that with my help. As long as I am
here, I am going to vote for increasing salaries and pensions commen-
surate with the decreased purchasing power of the dollar. And if you
want to make it worth 2 cents, I will vote to increase wages that
amount

If you want to unload it on the working men and women of this
country, that is your problem. I cannot help you.

Mr. Etmnos. But we would all rather stop the inflation, would we
nott

Senator MALwN.x You can stop it by stopping the flow of money
abroad and continue to support every nation in the world. You can
help stop it by ceasing to support five air corps and all the surface
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s and the individual foot armies in 78 foreign nations, you can
uce coeta by making some sense in the Pentagn.

So you come back and want to unload it on the working men and
women of America through continuing inflation and freezing wage;
by stopping building anything in ,lnerica and do it abroad.

I can disus this with you for several days if you want to go into
it, because that is one of my pet peeve. Engneering was my business
before I came here, and the rkless inflation and free trade were two
of the reasons why I came here. I got so mad when the other admin-
istration was doing it, and I am madder now because we are doing it.
As I said before, we ought to know better.

Anyway, if a workinman makes $2 and puts it in the bank today,
and you have a dollar worth 10 cents less to him at the end of a year,
you have taken that much away from him, have you not ?

Mr. Buaoess. That is exactly right.
Senator MAWNs. All right.
Now, will you explain to me how Government bonds and the bonds

that the banks buy and issue money against, are handled ? That is
something I wanted to find out from you. I am not familiar with it.
I am naive in this field.

Mr. Btmoxs. Yes.
Under the Federal Reserve arrangement, a bank wraps up a bundle

of bonds, takes it over to the Federal Reserve System with its note,
"I. promise to pay after 2 days, after 15 days," whatever it is, and
borrows money from the Federal Reserve System.

The Federal Reserve does not-
Senator MALoNz. Against the bonds ?
Mr. Buxous. Against the bonds
The note is collaieralized by the bonds, just as though you borrowed

from your bank with bonds as collateral.
And then they can get currency or they can simply take a credit

on the books of the Federal Reserve.
Senator MAwi. Do they pay interest on that borrowing?
Mr. Bu. ss. Yes; they pay interest at what is called te discount

rate, which is 8 percent today.
Senator MALoNU. Three percent today.
The discount rate, tell me right at tat point, what is it and how

does it operate ?
Mr. BuRors. That is simply the rate the Federal Reserve charges

on loans of the sort I described just as simple as that.
Senator MAtoii I am la that it is, and I hope many people who

do not know too much about it will read it. That answer is veryinteresting..
Now, what interest do they get on the money they loan ?
Mr. Bimowi. Banks?
Senator MAwi. Ye& Generally speaking.
Mr. Buom=. The prime rate is 4 percent; the very best borrower

giet 4 percent.
Senator MAwlONE. What does the least prime borrower getI
Mr. Bnomu All through the country, going into country banks?
Senator MAwIL Yes
Mr. Bunns Well, I do not kow. It may be 8, it may be 10 per-

cent, somewhere in the
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Senator MALOwz. Then the difference between whatever they pay
the Federal Reserve, the discount rate, and what they loan the money
for, that is the cost of doing business and whatever profit there Is in it?

Mr. Busons That is correct.
Senator MAWNU. There are many people, since the Constitution

says that Congress shall-the language is--
Mr. Bumoxsa, "Coin money and regulate the value thereof."
Senator MALoNs. And of foreign currency.
Mr. Buitozs. Yes.
Senator MALo1vu. Who determines that now ?
Mr. BuRess. Well I think the Congress has.
Senator MALWN. ut tell me who does it actually.
Mr. Bunozes. I think the Congres does. In the Gold Reserve Act

of 19K followed by the exiring of the President's power under the
Agricultural Adjustment Act of 1983, and the Bretton Woods Act,
the value of the dollar was fixed.

Senator MAWNz. All this was accomplished by Harry Dexter
White. If you have any different idea, you can tell me who was
rtmnnn thal,

Mr. Avoras. Well, I would just say that the Monetary Fund turned
outa lot better than you would expect, from its paternity.

Senator MAwsm I know how it has turned out.
Mr. Bunozws. Yes
Senator MAowz. It has encouraged American investments to go

abroad and build plants to produce the products with cheap labor to be
sold in American market. You may not object to that procedure,
but I do, except under certain conditions of equaling the American
wages rates and the cost of doing business here and in the chief com-
peting nation on each product. The Tariff Commission, an a gnt 9f
Congress is charged with that responsibility in the 1980 TariV Act-
but was nullified- in the 1984 Trade Agreements Act.

But that is another subject that I did not intend to go Into at this
time, but I can If you desire.

Mr. Bvuozes. No. I am perfectly satisfied.
Senator Miwwz I have another man In mind to go into that with,

but if you assume you know something about it, I would be glad to
discuss that with you. The Secretary was smart enough to say he
did not.

Mr. Bmows. I do not know too much about it, either.
Senator MALox All right.
Tell me more about how the Cones controls money under the

Federal Reserve Banks as now set upI
Mr. Bunozss. Well, when you passed the Bretton Woods Act, under

Congress' action-
Seator MAwiru Conmm approved that.
Mr. Buxus continuei , You nailed down the value of the

dollar, $85 to an ounce of godand that is the value of the dollar today
In this country, so to that extent we have come back to the gold stnd-
ard; we have nailed our dollars to gold.

Senator Mwaxto But there is not anyone in the United Stat&. !hat
can keep a gold dollar; is there?

Mr. BKImuS. Well, unless it was minted prior to 1988, in which case
he could keep it.
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Senator MAwZor. My good friend, I wish you would explain that to
me. They started putting them in jail for keeping go d. Tell u
for the record, can any individual keep gold In Ufe Sumte states nowi

Mr. Bumous. No; not In circulation.
Senator MAWns. He is not allowed to have posoessionI is he?
Mr. Bumps. No; not in effect.
Senator MAtoox. Only foreigners can do that.
Mr. Bumo . Well, f6reigners do not do it, either, for circulation,

except In a very few corners of the world.
Senator MAWNzs. I thought we covered that a while ago, this $16.%

billion or $16 billion in ciedits over here, that it was customary, if a
nation requested it to pay them gold.

Now, they can get go-i from the United States Treasury by a dollar
balance can they noIt

Mr. Mua Yes.
Senator MAWoN. That Its enovigh.
Mr. Bunoxs. Foreilt central banks and treasuries can come and get

gold. They can leave it under earmark for export.
Senator MAWNL Central banks of nations can do thatI
Mr. Busous. Yes.
Senator MALw. No matter how they acquired the dollar balance,

but when they acquire it, they can get gold for it, can they not?
Mr. Buomase. That is right.
Senator MAWxL We covered that. Let's not go back to that.
Mr. Bumses. All right.
Senator MaLWne. But we cannot get it.
Mr. Bunoess. That Is right.
Senator MAwwe. Now, that is better. We saved ti record, and it

is less epensiyx e too.
I do not think you have quite cleared up the other subject. The

Federal Reserve iank, flien, does determine how much money is in
circulation, they determine what the discount rate is going to be,
and they determine what they are going to loan to the banks, do they
not?

Mr. Butous. The loan to the banks--
Senator MALoxr. On bonds, and so forth.
Mr. Buao# (continuing). Is the right of the bank to borrow.
Senator MALONL I mean, they would not have to loan it to them,

would they I Or do they have to when it i presented .
Mr. Burtouss. Practically, yes. If the bank i borrowing exces.

lively, and they think it is getting out of line
Senator Maw-xa. And ta is all included in the 1938 act, is it?
Mr. Buams. Well, that goes way back to the beginning.
Senator MALxoNS. 19181
Mr. Bumwn. As amended in the Banking Act of-
Senator Mwns. Would you, then, put into the record an expla.

nation of just wvhat congressional act made it mandatory for the
Federal Reserve Bank to loan money1 at whatever discount rate they
may fix to a bank when they present Government bonds?
Mr. bum=& Well-
Senator MATwNA Will you put that in the record ?
Mr. Bumns. I will. We will have to qualify the word "manda-

tory." It is not quit# so strong.
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Senator MAWLOz. Well, you were the one who said it was practi.
cally mandatory. I thought they had some discretion.

Mr. Btmozs. When you say "practically," all right.
Senator MALONrI You put it in the record.
Mr. B3mou s. Yes.
(The Information referred to is as follows:)

Advance on Government obligations by the Federal Reserve banks to mem.
ber banks are made under section 18 of the Federal Reserve Act. Regulation A
details the method by which the requirements of that section are to be ac-
complished. In the foreword to regulation A the following is stated: "A prin-
ciple function of the Federal lieserve banks under the law is to provide credit
assistance to member banks, through advances and discounts, In order to ac-
commodate commerce, industry, and agriculture. This function is admin.
istered In the light of the basic objective which underlies all Federal Reserve
credit policy, I. e., the advancement of the public Interest by contributing to
the greatest extent posible to economic stability and growth." The general
principles as outlined In the foreword to regulation A further state that access
to the Federal Reserve discount facilities Is a privilege of membership in the
Federal Reserve System in the light of the general guiding principles of the
System as enunciated in the statutory and regulatory requirements. As ai matter
of practice, advances are curtailed only for special reasons,

Senator MAWNz. Now, suppose Congress did, in fact, exercised the
issuing of currency and fixing the value thereof, and they issued money
in lieu of bonds; what would happen I

Mr. Buaouss. Then you would have the most glorious inflation we
have had in a long time.

Senator MALONe. Explain it to me. Why ?
Mr. Bujozs. Simply because the banks and other lenders would

find the flow of this money coming into their hands, we would be
Nprinting more money and pouring it out, and money rates would go
lown, everybody could borrow all the money, he wanted to.
Senator MALWN. What I am trying to do is build the record. Some

people believe that ought to be done.
Mr. Bustoms. I know.
Senator MAuoN. Suppose you printed this money in lieu of bonds,

and loaned it to the banks and charged 4 percent interest, and let them
loan it wherever the wanted to.

Mr. Btnozes. Well, it is almost the equivalent of a bond, is it not ?
If it is money at 4 percent, it is just a different form of paper.

Senator MxO wu. There is just one less transaction and the Govern-
ment would be collecting interest instead of paying it.

Mr. Bunoss. Well, r do not know as it is. You can print both
pieces of paper; that, ou do in both cases

Senator MALONu. You would not need the Federal Reserve so badly
there, would you ?

Mr. Bmuss. I think you would. You would still have to have some.
body to put the out and bring it back again.

Senator MAwNs. What would bI their Job! We have the United
States Treasurer.

Mr. Bmoss. Well, the Treasurer would be taking over the Federal
Reserve function.

Senator Kuwx& Well, there would not be any function over there
that you don't have now, that is you would be taking car of all busi-
ness when you issued money* the Treasury now Issues the bonds, which
are purclased b individuals and the Government pays intews and
then you go to I Federal Reserve and got money for them ?
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Mr. BUMs. Well Senator-
Senator MAwzou. ou would do away with one transaction.
Mr. BurGs. Well ordinarily when we sell bonds, they do not come

around to the Federa? Reserve, Only when banks want to borrow.
Senator Mhwxs. If the Treasury issued the money, they could do

that.
Mr. Biuomue. Ordinarily, If they want to borrow more money than

they have.
Senator MAUw. Now, this $27 billion-or you might put into the

record exactly, if you know, how much money is in circulation now.
Mr. BUmRs. $98 billion.
Senator fAONZ. Will you do that ?
Mr. Buw. Yes.
As of May 1960 currenoi outside banks was $27.9 billion.
Senator M zmx. That includes all of the bank money that the bank

loan-
Mr. Bmor. That includes the actual cash on hand-
Senator MAwWn (continuing). As a result of borrowing on the

bonds?
Mr. Btmons. That includes the actual cash on hand, that is all, and

the cash that is in circulation, in your and my pockets.
Senator MAwu Yes. Mine is always a little short.
Mr. Busozs. Mine usually is, too.
Senator Miwwz. I have in my hand here a silver certiflcate "The

United States of America will pay to the bearer on demand 20 dollars."
What kind of money would I get if I took the $20 bill to you ?

Mr. Bmom. You would get the same kind of money back, or you
could get silver certificates, or you could get silver coin if you wanted
to.

Senator MAw& For thisI
Mr. Bumiss. You could get any kind of money except gold.
Senator MAwim Well, can you demand silver for all thts money in

circulation f m
Mr. Bunites. Yesif you want to.
Senator MA&wx. It is not a silver certificate.
Mr. Buou . You could ask for silver, yes.
Senator MAWNI. If you did not want to pay it, you would not have

to payit on yyhin# except a silver certificate, would you ?
Mr. BUzMa. I think that is right, ye.
Senator MAwxi. I am sure you are right this time
Mr. BuRosa. Yes.
Senator MAwm. And we have already in the record current sta.

tistice on silver in circulation from Mr. Humphrey. There is no use
going into that

r Bum. Yes.
Senator MAWmW. But I thought I had one here where you have to

r.B B..n Well, the $1 bill you have there, we have to pay silver.
That is a silver certificate, and indicates thee Is a dolla of silver
In the rme .

Senator Mab.It says:
Th 1761ted Ostts od Awm will M $1 in sliver, payabte to the beame on

deand.
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Mr. Buaouss. That is right.
Senator MAwNz. That is the only kind of a certificate you can do-

mand silver for ?
Mr. Bmua ss. Well there are some $5 ones
Senator MAwxr. go. .I mean it has to have this designation on the

face of it, is that not right I
Mr. Buous. It has to be a silver certificate, yes
Senator MAwzir. Mr. Humphrey and I went into how you buy sil-

ver and how you issue it, so I do not think there is any use going into
that any further.

Have you told me all there is involved in the Federal Reserve
action, between the Federal Reserve banks and the banks issuing
money against a bond that they hold I Have you given me that entire
story i

Fr. Bupta. I am afraid not, Senator. It would take a long time
to do the whole story.

Senator MALON. Give it to me for the record.
Mr. BUmRzss. There are two geeral ways that a bank gets money

from the Federal Reserve. One is by borrowing, as I have indicated,
taking its note over.

Senator MALONz, And paying whatever the discount rate is Is it
called a rediscount or discount V

Mr. Bunouss. You can call it either one.
Senator MALONE. They are interchangeable terms
Mr. Bunouss. Now, typically a rediscount, in the original sense,

would be when, instead of taking Government bonds over to the Fed.
eral Reserve bank, you took a bundle of your customers' loans, loans
of John Smith for $1,000 and somebody else for $100,000, and you
put a bundle of those in,and you took those over to the Federal
Reserve with your note. and used thoso for collateral.

That, you see, would be a rediscount, because your loan to your
customer was originally a discount.

But normally, the banks use their Government securities It Is
simpler.

Senator MALoNm. Can they borrow the full face value of those
notes?

Mr. Bumous Yes. That is correct.
Senator MALwNs. Who is responsible for them if they do not pay I
Mr. Bmumss. Well of course, it is an obligation of the bank.
Senator MzwnE. And if any of them are defaulted, why, then the

bank makes it good I
Mr. Buss. That is right.
Senator MALN& To the Federal Reserve.
Mr. Bumozsa. That is right.
Senator MAwx& But as long as the borrower makes good to the

bank or makes god to whoever holds the not then the-bank Is no
longer bothered-by at detail, and it has additional money to loan.

Mr. Bioua. That is right.
Senator MAwo~m. How many times can you do that ? That goes on

and on ? You could loan the money 4 or 5 different times and stW turn
in the notes and got more money; could you ?

Mr. Btous. -Yes, you could. Now, a bank-the limitations on that
ar& first, you have to pay for it at a discount rate." Senator M& Ati or 8% percent today, would it be ?
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Mr, Bmtoua Three.
Senator MALOim Three.
Mr. Buoimss. And the other is that there is-there are two other

thns One is that banks do not like to borrow money. They would
like to lend it, but they do not like to borrow it.

Senator MAwNz. They have to get it to lend.
Mr. Busoiss. Yes. They have, of course, the regular turnover of

deposits to lend.
Senator MAx&NE. Yes.
Mr. Buxaoss. But when they get an additional amount, they get it

somewhere, but they do not like to borrow. And that is, for various
reasons, not regarded as good banking practice.

S &nator MAi.ow So, as long as they can borrow enough on bonds
to et enough money to lend, they want it I

Mr. Bimoss. They do not want to borrow more than a few days
at a time, because their directors would criticize them. The Comp-
troller of the Currency makes regular examinations. If they were
borrowing continuously, the examiner would be critical.

Senator MAmLO. One more thing. I do not want to spend too
much time on it.

Suppose a bank in Salt Lake City has $50,000 of notes, and they do
not have any more Government bonds they want to turn in, s) they
turn m the notes and get more money. Thy can loan them again and
get more money?

Mr. Buazoss. Yes.
Senator MAoNz. How many times can they do that I
Mr. BuRozs. The Federal Reserve would stop them if they borrow

too much, or too Iong, or are out of line with the banks generally.
Senator MAxLNE. Will you clear that for the record I
Mr. Busows. I will put that in. I have not checked it for some

time.
(The information referred to is as follows:)

Under section 4 of the Federal Reserve Act as amended, title 12, United
States Code, section 801, each Federal Reserve bank is required to keep itself
informed of the general character and amount of the loans and investments of
Its member banks with a view to ascertaining whether undue use Is being made
of bank credit for any purpose Inconsistent with the maintenance of sound
credit conditions. The chairman of the Federal Reserve bank must report to
the Board of Governors of the Federal Reserve Sy stem any such undue use of
bank credit by any member bank and the Board of Governors may in Its discre-
tion, after reasonable notice and an opportunity for a hearing, suspend such
bank from the use of the credit facilities of the Federal Reserve System.

Senator KER. Will the Senator yield at that pint for a question t
Senator MALNm. Yes
Senator Kun. Off the record.
(Discussion off the record.)
Senator Kim. We will recess now, and return at 2 o'clock.
(Whereupon, at 12:80. M, the committee recessd, to reconvene

at v p. m., of the same day.)

A.rXi OOX OSsION

Senator Kzn. We will come to order.
Senator MALONE. Mr. Secretary, we were talkingabout the situios

in Germany since thoy have a tendency to go backlt the gold standaW

iii



FINANCIAL CONDITION OF TR8 UNM OTATU9

as they acquire gold. However we went off the gold standard when
we had most of the gold, and we have been busily engaged, apparently,
in giving it away since that time.

We were taught that gold was not the thing to use to back your cur-
rency that it was no more valuable than copper or any other commod-
ity. you remember in the thirties when hflation started-a dollar is
a dollar and all that old hokum-

Mr. Bu tamus. Yes.
Senator MALWNz (continuing). We were busily engaged in making

our paper money worthless by the simple process or printing more
of it--and inflation of course feels so good while you are doing it, it
is like the first 2 or 8 drinks of that "vulcanizer special" you used to
drink. You feel oo good, you ay "How long has his been going on I"
But after someone has been on it 5 or 6 years, they are afraid to sober
up because they know they are going to the hospital. It could be
that is about where we are now in our financing-we have gone so
far you are afraid to stop it.

So, when they taught us from old Europ-England that is-Lhat
gold has no value in a monetary system it was bIcause they had no
gold. It could have been on the principle of the fox. The fable
said the fox stayed out a little bit too late one night and a mowing
machine cut his tail off, and he got home before the rest, and they
found him backed up to a tree. He made a motion to the tribe they
all cut their tails off; it was in the way, he said, and gathering a lot of
dirt. I do not know whether they got any believers or not but as
long as the European nations had no gold-and they could make us
believe that it had no value until we divided it with them-they were
doing all right. Do you have any idea that after we do not own
any gold, or enough to back up our monetary system that these
nations owning our gold will not go back on gold) After we are clean
as a hound's tooth--of gold anyway-and Germany and other nations
have the gld, do ou think they will go back on the gold standard andlot us buy i Zc wat e need I

Mr. Brnwrs. Well, Senator, I have a feeling that this desire for
gld runs very deep in human nature and I tiink that there would

a very strong tendency all over he world to want to get their
hands on the hard metal once more I think our people will, too.

Senator MAWNE. We. are pretty well cleaned out now, so do you
think there will be a great tendency of these foreign nations to go
back on the standard ?

Mr. BummEs. Well, I do not know as it will be tied up with that.
But I just think human beings want to have assurance aut thigs.

Senator MALONi. What they want is gold and silver, somethmg
that you can buy a plate of ham and eggs or some clothes or trade it
for something whether or not it has any country's stamp on it--is
that right f

Mr. Suaozs. That is right, yes.
Senator MAOxNU. And it is not true that for a couple of thousand

yl about half the world has used silver and the other half
and tey Just knew that it was scarce enough to have real valued

Mr. Busm . Yes. And unfortunately we shoved off of silver
some of the fellows who had used it.

8enator a" That is China and India and other nationsI
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Mr. Bumns. Yes. So that they rather abandoned their silver and
are Iokin fr gold, too.

atori Yes&
I made this remark, I think, when I came back from China and

India, that one of the reasons we ought to have a metal standard, if
for no other reason; of course, there are plenty of reasons you have
outlined here already; that when you are all on a ld standard or
gold and silver-when you trade money you trade e same number
of ounces of silver or grains of gold. Wd you do not end up on the
short end of it.

Mr. Buioos. That is right.
Senator MAxWR. But there was another reason, because they used

this silver so long in the Orient, you could take a hatful of silver and
just walk out to where the water was over their heads and drown any
of them. The same is true of gold in Africa and Europe, where
they used gold for 2,000 years-they know what it Is.

Mr. Bumom. Yei.
Senator MaaOas There is a great psychological situation involved,

is there not I
Mr. Buxos There is
Senator MAw. In addition to the fact you do not get cheated out

of your eyeteeth if they are all on the gold standard-and exchange
money; is that right

Mr. imoms. That is right.
Senator MAwira. The United States is getting cheated out of it

now. If you are interested in knowing just how the foreign nations do
it, and I know you are, you have plenty of experts down there in the
Treasur7, there a a Senate Document 88 that covers each one of the
42 entities and nations, Factors Affecting Self-Sufflciency Within
Nations of the Western Hemisphere, of the 84th Congre .That ex-
plains exactly how they do it and I have been on the ground in each
nation and have seen them do it.

Like, for example, one of the outstanding examples was Bolivia.
It is a poor little country. But they suddenly fouid a way to trade
and got mn advantage so they use bolivianos, as you p robaly know
for money. And w en I was there, the legal rate fixed by thecentraf
bank was 500 bolivianos to the dollar. And they have a law or a
ruling thee, as they do in practically all other countries, that within
80 or 60 days or a very reasonable time after you get your hand on a
dollar or some foreign currency you have to trade it into the central
bank and take their money at their own valuation.

Mr. Buozas. Yes.
Senator MALOiN. So in 1948-no 1954, I visited all the countries

in South America. I visited some ol them before that time too. But
I visited all of then that one year, and at that time, 500 bolivianos
to a dollar was the official rate. On the street, it was 1,700 so they
stole the first two-thirds of it on the first go-round. When you
traded in a dollar you got les than one-third value.

All other nations, including England, practice it. It is onl a
matter of degree.

When England had $4.08 value of & pound, you could buy it for
$2.60 in any free market, like Hong Kong. And .spd it ay pl
in the world. I actually did it, actually and physically, in 194 Just
to see how it worked. I was in Hong Kong.
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Now, there is a tendency in Germany to go back on a sound money,
on the cold standard, is there not I

Mr. Buoie. There certainly is, yes.
Senator MALONE. And that tendency is showing up, wherever they

are able to get gold is It not? That is. in the standArd countries.
Mr. Buoss. I dhnk so. Germany has reserves now of over $4%

billion, gold, and other foreign exchange, so that she is In a position
to go qute a long way.

SenatorMAwLi. I was goi to read the record; that checks pretty
close, this Baxter International Eoconomo Research Bureau for which
I do not vouch, but it is a very well-known service, and generally
pretty accurate.

It says on page 9 of the June 14,1957, release:
Now, while practically every major country in the world, including switxer.

land was complaining of a ahortage of money or gold, Central Bank in West
Germany announced this week that West Germany's gold and foreign silver
reserves were now about $4A0 million,

You agree with that approximate amount ?
Mr. Butoss In general yes.
Senator MAWM .WelI, Iow did they get it ?
Mr. Buams Well-
Senator Mzuor. They get It in gifts from us. They get it in this

business of trade where we cannot win. We do not win ever in those
transactions because of the manipulation of their currency in terms
of the dollar. I guess you know that.

I showed here when we had the hearing on sugar, the State Depart.
ment insisted that Cuba have the same amount of the sugar quota
that is furnished us the same percentage of that amount we import.
I would have liked to have seen some of it divided even in South
America, Just a small percentage because it meant a lot to them, like
Peru. But I did not prevail, so f asked one of the State Department
men why they were so insistent upon the Cuba percentage rem g
as they were, the same percentage, which is a large percentage of our
surplus sugar, surplus in the sense that we do nol produce It-weimport It.

Mr. Bmtuis Yes.
Senator Mam (continuing). And they said because they buy our

grain
1 said, that is v interesting. What do they pa for the gra

when they buy It I % they pay our support price or the world price ?
And there was a little hesitation.
He said, they pay the world price.
I said, when we buy their sugar, what do we pay, the world price

or our supportprioe
ndsidrable hesitation. We pay the support price for the sugar

from Cuba.
Mr. Busos That Is right. Which may sometimes be less than

the world price.
Senatarl£ , But has not been since the war and cannot be lem

exept in a real emergency.
Ws Several year
Senator MWzrn We never win. If the world price is higher,

we would pay it. So we pay the highest price whatever" It I& Anyway
he mid we pay the supp price whih was of course highe.
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Mr. Bunos. Not always, Senator, not absolutely always.
Senator MAwz. Will you cite me one time we did not t
Mr. Buries. Well, we were buying sugar from Cuba at a lower

price than they were selling it abroad a few years ago.
Senator Miwx& When during the war?
Mr. Bvuo No, just ar the war.
Senator MAwxu It was a war situation.
Mr. Buwes. Yes. It wa still a hangover of war.
Senator MALzON. The aftermath.
I will tell you what we did, and you can look up the record. I

figured it out right then, and there, that for every hundred pounds of
wheat sold Cuba, it cost the taxpayers $1.85 over and above what Cuba
paid for it. That is the foreign trade that the State Department bouts
about. That is not an isolated case.

Mr. Buwzso. Yes.
Senator MAwxN. You may draw the conclusion that I do not- are

much about it. And you will be perfectly justified.
I have noticed in your statement that you made, and I will ask these

questions for clarification, you referred there to what you call a
ignificant decline in the purchasing power of the dollar.
Then you say, in spite of inflation, however, and go on. Well, now,

if by infation you mean a rise in the index price, why is the word "in.
fiation" needed, and particularly since the word is jven a variety of
meanings and obviously is not defined clearly ? What did you meanby thatv

Mr. Bunozss. That is right.
Well, the word is used two ways: One is an increase in commodity

prices and the other is going back of that, the economic thin that
cause it, and particularly an increase of bank credit in excess of te re-
quirements. Wesay that is inflationary because ordinarily it results in
anpncrease i i prbcesu

Senator MaLONe. Well, now, as a matter of fact, perhaps one of the
reasons that you justify the Federal Reserve is that they can regulate
inflation to a certain amount by drawing in the amount of money in
circulation or putting out more money in circulation; is that it?

Mr. BURwrosa. They have an influence. Our colloquy indicates that
that is not complete.

Senator MAWNE. Well# the Treasury and the Federal Reserve to-
gether have the influence, do they not f

Mr. BuRGEss. Yes, particularly if you include under Treasury the
question of the whole iscal policy of expenditures and receipts, taxa
tion and so forth.

Senator MAxN. You havo. I have asked this of the Secretary and
settled it to my satisfaction. You control or determine what the in.
terst ought to be to make your bonds sell, and you fix the interest on
an issue you are about to et out, do you not?

Mr. Bumms. Yes, whizh we always fix at the lowest price, the lowest
yield, lowest interest rate that we think they will sell at.

Senator MAx.o It revolves around the judgment of the Secretary
of the Treasury ?

Mr. Buirus. Based on the selling price of bond& We have every
morning the quotation sheet.

i I
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Senator MALoxw. You just answer this, it will save you times and
me. I know you want to get sway and so do 1, and so does the Senator
from Oklahoma.

So, after you consider all these factors, you alone set the interest?|
Mr. Butows. That is right.
Senator MAioe. All right. That will save time.
Now, the Federal Reserve then determines within certain limits, and

I would like for you to define what those limits are-I never got it
very clearly-the amount of money in circulation, do they not.

Mr. Buriw. Yes. They do not do that directly by shoving the
money out.

Senator MAwz. How do they do it?
Mr. BuRaws. They do it by influencing the total volume of credit,

bank credit in use. And they do that in two ways: by making loans
to member banks, or by buying securities in the market, which puts
some more dollars out there, which banks and others hav, avail.
able-

Senator MALOls What securities?
Mr. Bn=os (continuing). To use.
Government mcurities.
Senator MALONM They buy their own Government bond.?
Mr. Bmiss. That is ight.
Senator MALwwu And therefore there is less Government bonds in

circulation? Is that it?
Mr. Bumozs. That is right. But they have more of the bonds.
Senator MLAwn. The less bonds the banks can borrow money on ?
Mr. Bunoes, Well, they always have plenty of bonds to borrow

money on.
This, when the Federal Reserve buys Government securities, it puts

money directly into the reserves of the banks, so they have money
instead of bonds.

Senator MAwxu& Yes. Let me ask a question that is going to save
time for both of us.

Mr. Bmws Yes.
Senator MAwNi. Then, they do determine--
Mr. Buaozss. Through an indirect process.
Senator MAwLO (continuing). Though a series of manipulations

they are allowed to make under the Fedral Reserve Act, how much
money is in circulation?

Mr. Bua s. Well they are a major factor in it, let us say that.
Senator MAwLN. *ell, who else has something to do with it?
Mr. Bumacas. You and I.
Senator MAwNN How?
Mr. Btoas. In our-the amount we go to our banks to get money.

We have projects that rmeQre more money. We go in there and bor-
row some more money That in itself tends to increase the amount
of money in circulation.

Senator MAL N. But in the last analysis, the Federal Reerve con-
trols that setup by the reason of the fact that they can refuse to lend
money to the binks or they can buy securities or sell securities; is that
not true?

Mr. Bmoma They have their hand on the lever.
Senator MiAwio. Well, then, ar the not in fact the controlling

factor in the amount of money In circulaton I
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Mr. Bu o. No; I am sorry, I have to qualify that. It is the de-
mand for money, and they have the margial supply.

Senator MAwNa. They can sue It if they want to and not Issue
it if they do not want toI

Mr. l That is right.
Senator MAWrx. Well,]i should say that they have-they are the

major factor in determining the amount of money in circulation whichdetermines inflation, largely.
Mr. Buros. Lar 1.
Senator 9MA . not right ?
Mr. Buuoes. Largely; yes.
Senator M(Awx. I qualified it. There are other factors but the

Federal Reserve have the finger on the sore spot.
Mr. Bum=& I think some of our discussion before indicate thatthe psychology of the peple as to whetherteY want to push ahead,.

and borrow money and increase the volume o credit is avery im
portent factor. 

my

Senator MAwN. If they go to the bank and cannot borrow money
suddenly. If they go far enough, they would find the Federal Reservie
had their hand in the pot.

Mr. Buxouss. If they go far enough.
Senator MAWmN. So, then, they are the controlling factor.
Mr. Busous. Well they ar a major factor.
Senator MGAw AU right. Now, they do control then, too, the

stock market margins.
Mr. Bnouss. That is right.
Senator MAwNJ. Purchasing on the stock market. What is the

latitude?
Mr. Bumosa There is no legal limitation. It can be anywhere fr m

10 percent to 90.
Senator MAwz. Could it be 100?
Mr. Busous. Yes; it could be a hundred. It has been a hundred

percent
Senator MAormr One percent?
Mr. Bunoss. It could be 1 percent.
Senator MAwxu. Then, they control largely the flow of money in

the stock market; do they not?
Mr. Buuoxes. The flow of borrowed money; yes
Senator MfALNU. I did not understand.
Mr. Buiozxes. The flow of borrowed money. People who buy stocks

with their own money, they do not control that,
Senator MXxwz Yes But they do control it if a man has the

cash because if he could only put up 10 parent and get away with it,
he can buy 10 times the amountof stwck iththe cash he h as h could
if it was a hundred percent; could he not?

Mr. Bmtoz. That is right. There is no limitation on bor- .
Senator M1r N. Do they not control it?
Mr. Bou No.
Senator MAWNR Unless it was someone who just wanted $10 worth

of stock and put it away and forgot It.
Mr. Bmuos. That is right.
Senator MAwN. But te men gambling in the stock market if they

have to put up 90 percent or 100 p t
Mr. Buaus Yes.
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Senator MAwR (continuing). They have to have the cash in haud,
or borrow it ?

Mr. Bumis. That is right,
Sent MAwim But they only have to put up 10 percent and

have $1 0, they can buy $1,000 worth of stock.
Mr. Bumss. That i rht
Senator MAoN. Would you not say they largely control the flow

of money i the stock marketI
Mr. Bthozsm. As a matter of theory, they do. In practice, it is a

different story.
Senator "x. Now if that is the case, you fix the interest-the

Treasury-the Federal Reerve fAxes the amount of money in circu.
nation, and they regulate the flow into the stock market, then do they
not ate ti money market in the United States of America, put.
ting he picture together ? Can they not make it tighter or loosir or
whatever they want to

Mr. Bvwxss. They can have a very great influence on it._ Senator M wou8 Now, then, we come down as t just how it ought
to bed one. I am not an expert. I am trying to build a record here
so that people can judge for themselves.

Mr. BUaws. Yes.
Senator MAwnx. Should then the Congress directly control this

thing, or should the Federal Reserve do i0 Should they kep that
power in the u meant of one man really, in the final shtwdo ht or
at let it is the -an board, the shFeral Reserve Board.Mr. Butozes. Of course; we debated that at long length, maybe
some days you were out. I was nsistng.

Senator MAwI. We are about to debate it again, unless you give
me an answer.

Mr. Bumss. I think the directors of the individual Federal Re-
serve banks have a very important influence on that.

Senator MAwNx. No question about it.
Mr. Bumou But the Senator and I ag on 127 men.
Senator MAwwm Well, I have watched this thing for a 10ng1 time,

and if you have a strong charnnan, I would not give the other M2 the
full power that he has, would youI

Mi. Buons. He has the most.
Senator Muoqu What?
Mr. Bunoues. He has the most power.
Senator MfAwim Well, does hle not have the balance of power gen.rally He being in Washington and the rest of them, most of thm
ing away after all the evidence n, do they not general t

judgment!
r. BuVams. No, they do not, I am sorry.

Senaotr Miwirm Thin you have 127 men who may be consulted
Mr. Bnouss. Yes.
Senator Mwao Congress is not doing it, are they ?
Mr. Bvwxls. No.
Senator MAomi Al right, and the Constitution says they must, so

that is the only pomt I wan-te to mak
Mr. Bunu& Yes
Senator Mfwxn That is all Lt.ifyou quality that one we wl continue on it, and I do not know

wheth e you want to or not.
"M f-MP a--
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Mr. Bums That is all right.
Senator MALo & Would we not be more accurate in our pursuit of

the facts if we described in precise and simple terms what it is with
which we think we are dealing and if we avoided the word "Inflation"?

Inflation covers a multitude of sins, but we have gotten Into it prettydo ly today.dePwould you describe it if you just left out the word "inflation$"

what we are doing I
Mr. Bum css. Well we as ,hoving prim up.
Senator MALON What we are doing is just picking up the check

with inflated currency for everything Congrs appropriate. If It
takes more money, we print it, and it is Just like that first cocktail.
It felt pretty good when you started, but after 6 years they are afraid.
Now we have had 24.ears of it,
Mr. Bm-ns. That~s Tright.
Senator MAUAoN. Not feeling quite so good, are they I
Mr. Bmom No.
Senator MAWKR A little afraid to sober up, are they not I
Mr. Bvaoas. I think so.
Senator MtWts. Well, are you not pretty sure of t, being in there

where the fire started ?
Mr. Buiomss. Yes; I think there is an inflationary atmosphere and

that people may be getting some second thoughts gradually.
Senator MAWN. -Well, now, let me ask you another question, which

is purely a personal one as far as you are concerned. What do you
think apen ought to do if he is a United States Senator or United
States Secretary of the Treasury? Should he get that wet linger up
and currently feel what they think of him, orif they give him that
responsibility, should he tell them the truth of the consequeno of
what they are doing to themselves and let the chips fall?

Mr. Braees. Well, I always like to see people tell the truth.
Senator MAioxu There is another advantage to that; you do nothave to remember what you said. [Laughter.J
Now you referred to the reduced ratio of the Federal debt to na-

tional Income. You show it to be 79 percent in 1956 as against 186
percent i 1948 and the debt Is $2591,j billion in 1948 compared to

billion in 1958.
Of what value is this comparison if the increase in national income

is not used to reduce the deb
Mr. Buxouss. Well it means it is a little bit easier to handle.8elator MWNx. Well, it is easier to handle if you do not pay your

debt&
Why do we not use some of the increase income to pay some of the

national debt I
Mr. Bunuxs. Well we are, a little.
Senator MAWOxe. Itow much l
Mr. Bvato*m. $1.6 billion surplus this past year with $2.2 billion debt

reduction. That is not very much. Would like to see it bigger,
Senator MlAwi. How long would that take to pay the det-off,

about 800 years ?
Mr. Baoxs. Something like that.
Senator Mawmm. You do not epect to be in the Treasury at that

I rather think not.
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Senator MALON. Well, if you cannot pay some on th. national debt,
when we are s p erot, how are you going to pay it if we have a
depression In this thing thayou call the nations economyI
Mr. Buxom. Well,1 thinkthat Is a very good question, and it ought

to be a very sobering question.
Senator MAwir. Why is It sobering ?
Mr. Bu ou. Well because I think we ought to be paying more.
Senator MALWN. Why are we not paying more ?
Mr, B o .Well there are many reasons for that, I think.
Senator MAnNa What are some of them ?
Mr. Buamos. One is the cold war.
Senator MAWNU, Yes,
Mr. Buaom. The other Is the various prsmurms for expenditure of

one sort or another.
Senator MALoN. Where are the pressures coming from ? Where?
Mr. Buxozs. Everywhere.
Senator MAtWxx Could you not locate that rather specifically
The only budget I see comes out of the Whit. House and that on-.

tains billions toEu rope and Asia.
Mr. Butoms. Well, I think the White House is responding to prw-

sures from all over the country.
Senator MAWNL I thought we campaimied for 20 years on the fact

that went we got in we were going to tell the folks the truth and going
to d what we thought was rlkht.

Mr. Buou.I think tht right.
Senator MALOwn. You think wi are doing it?
Mr. Buxoms. I think they are doing it pretty well.
Senator MALox. Why, then, do we increase the debt and continue

to throw the money all over the world in peacetime?
Mr. Buxos. Well we are not increasing the debt right now.
Senator MALWZx. We did 8 or 4 times loere. I was the only one

who voted against it on this committee one time.
Mr. Buxoms. Yes.
Senator MAw. I never did vote for it.
Mr. Buxuao. Yes.
Senator MALONU. You really have not answered me yet, why you

do not think when we are really prosperou why we do not pay a
little on our debts.

Mr. Buxorss. I think we should pay more myself.
Senator MAwoxn. Well, you do iot think we are ever going to pay

It when we do not do it when we are prosperous, do you ?
Mr. Bumoms. I agree with you.
Senator M wzr There are a lot of people think' you are notA to pay it. There are a lot of people whothinktheywll do
t "ile the did in Germany, pay it off-withapw hide. Will

Rogers sai, "Pay oft the mortg with a possum hide if this kes
up."

You are; are you not?
Mr. Buxora. Well we all are.
Senator MAw .lTake me out of it. I never voted for it and I will

not vote for it here.
Mr. Bvwm. Well the Oongres is in on the gaMe
Senator MAo N1 . ivell, C4o1gr is pushat arou I had the

Secretary of the Treasury, wholokpt tellig me tht Conggrem appm.a



1IANQW. CONDITION OF TED VNITXD STAThS

priate the money, and he put in a table here for 20 years of what
Congress had appropriated and what had come from the White House
and It did not diger 8 percent except in I year. I told him it would
not.

Who do you think Is to blame?. They are just scaring the Senators
and, Congressmen. They are going to defeat them for reelection if
you vote against some of the funny things they send up here. If
they go into my State with that in mind they will simply have to de-
reame. I tell you that, because I will not vote for it,

Mr. Bunoes. Neither do I.
Senator MAWUm. If I was where you were, I would not do it.
Now, your comparisons indicate the hi her the percentage of debt

to national income the lower the debt will or can be, and the lower
the percentage of debt to national income the higher the debt tends
to be

That may be complicated to you. Do you want me to read it again ?
Mr. Bumoss. That sounds all right. I do not quite get it, Senator.
Steator MA . Well, you have certain comparisons of the debt

in your original opening statement, and you indicate that the higher
e pe t- g of the debt to national income, the lower the debt will

or can - and that the lower the percentage of the debt to the national
income the higher the debt tends to be.

That seems to go along with this idea of the more you owe, the
richer you are

Mr. Bmas. Well I do not quite agree with that phrase.
Senator MALox& t certainly do not. But your statement, your

openlngstatementseemed to leave a little doubt.
Mr. "BTZsS. ell, it is not intended to, Senator. We are not

intending to belittle te debt in any way, shape, or manner.
Senator MAxoNz. You will have an opportunity to correct this, as

you know, and if you want to add a little to it, I would appreciate it,
to make It a little clearer.

Mr. Buomms. Yes.
Senator MAtom. We are veryl fond of saying that the appropria.

tions we asked for sa $72 billion, is only a certain percent of our
national income. And at $100 billion, it would be a es percentage
of the national income than maybe a much smaller amount would
have been 25 years ago.

As a matter of faeT when we brag about a billion income and
a continual increse is not the increase mostly due to the inflation of
the currency?

Mr. BU .. Exactl. I think we said that in our report, Sen-
ator. That i the troul with it.

Senator MAwzm In other words, if you reduced a dollar 52
cent on the basis of-is It the 1947 dollar, or what is the basis
yon use for that 47 48 percent in 1989

Mr. Bmsos& hat was 1989.
Senator MAwm Well, on the basis there, that would only be about

OW billion income; would it not?
Mr. Buoxs That is right; just about; a little more than that.
senator Matin. Could you not cheapen the dollar another 25 cents

and double the income?
Mr. Bumno Well, that is the proem which has been followed in a

grat may omun
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Senator Mz~ora Well, are we not following it ?
Mr. Bxom. Yes; to a degree.
Senator MAx&i. We are, are we not I
Mr. Butous. I would not say at the moment.
Senator MA.wx& Continued inflation; how much did it increase

the last couple of years; inflation ?
Mr. Bmumo . Four percent.
Senator MAzotrx. All right.
Then, we could take that 4 percent off. If we go 4 percent a year

for 24 years again, our annual income would be nearly a trillion dol.
lars with no real increase.

Mr. Bumss. That is right.
Senator MAwONLSo, are we quite as rich as we seem to think we

aror we just feeling the effects of that cocktail ?
Mr. Bmzas. Well, I think it is a little of both, Senator. We are

doing a lot of very important and worthwhile things in this country.
Senator MAWN. Such as what?
Mr. Bumms. Such as the building of new schools, the-
Senator MAwxu Who is?
Mr. Bmus (continuing) The building of new utilities
I mean the whole country is.
Senator MALox. Where is all this complaint I hear about schools

if we are building all these schools ?
Mr. Bawus. Well, whether we are building enough is another

matter, but we built a great many. We built a lof of new roads.
Senator MAwON. They have not built many yet, but we are talking

about it.
Mr. Bmums. Well, I go up to New York once in a while, on the

New Jersey Turnpike. That is a great improvement.Senator Mia w That is we are way behind in our road building,
any engineer will tell you that, in our country, way behind. We have
notkept it up at all. The money has gone ab road.

Mr.-Bmxss Lote of things to be done, but we have made great

Pinatr MAtim We are about to make great progress. I think if
you will look it over we will be just on the verge of itIf we go through
with this roadbuilding program.

Mr. Bumsos. I think that is right.
Senator MALO. We cannot claim anything for it yet, but I hope

by next year there will be many more projects started.
So, when we brag in a campaign and when the other party, the

other administration, used to brag about it, we are really braggn
about inflation when we brag about increased income, to a great ox.
tent, are we notI

Mr. Bt sme Well to some extent.
Senator MAtwz Well, 52 percent extent anyway-..-
Mr. Bmss.. Well, I will tell you, Senator, I ilke oometim to go

over to Europe and look back in this direction, and when you do tha
we look pretty good.

Senator Mii& This is how good we look. We priced ourselves
out of every market in the world. Europe has been there 2,000 year
We left because we oould not make a living there and they still cant

Mr. Bumus Well, we have exported more goods thi past year than
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Senator ILW5. By paying taxpayers money for it.
Mr. Busoss. Part of it.
Senator MAwrim Most of it.
Mr. BuRsos. Part of It.
Senator MAwx& I can go into that with you, if you want to but I

do not think we ought to do it this afternoon. But I will go into it
with you if you insis

Mr. Breonss. We both know the facts, I think.
Senator MAwN& The facts are we are subsidizing almost every

export and increasing imports through free trade. If this kees up a
while longer with American capital goi into then plants they ar
now starting, we're going to wipe out thelocal investor and worang.
men. Even General Motors are bringing In their oars now.

Mr. Buxasa. That is right.
Senator Mtwm Ford has been doing it for years.
Mr. Buaoms. Yes.
Senator MAwIOi. The last time I counted them, he had 26 foreign

plants, paying foreign wages and bringing in the cars.
Mr. Buxous. Yes.
Senator MALons They are all starting to do it, and all this great

push by these orgenisations to get American capital In foreign nations
and to bring thi stuff back here is to knock the ears off the whole
workingmen here and the local investor, they cannot do thaL

I told you how muclh each 100 pounds of wheat cost to send to Cuba
and if you want to check that, I will be happy to have you correct me.
It was $1.85.

Mr. BVROU.r will be happy to see the figures.
Senator MAoN&. You take a look at the evidence when we had the

sugr biU up here
Mr. Bum as. Yes.
Senator MAzoqu. So we buy our foreign trade.
Mr. Buauw. Some of it certainly.
Senator MALorM. Well, &0 percent of it.
Mr. Bumnss. I do not think that, Senator.
Senator MfAwmi Well, take a look at it, I mean, after all, that is

my field, and if ou want to go into an argument with me, why we
will tun the bo back and go to work on it. It you would like todiscuss it.

With the tax burdens on the folks as great as they are now, I gum
you will agree with me they cannot pay much more, do you noti

Mr. Bumacs. They are pretty hi
Senator MAwNS. Well, you are ust tazin' everybody out of busi.

ne We voted for an extension of the Small Busines Organization,
and we have utterly destroyed small business-income taxes, Imports
of the goods that tey ire trying to produce here with our stand&r of
living, was and the income taxes If a young fellow oould borrow
the money from a bank to go into business b never could pay it back.
I think you know that.

If he made money, we get it, the Government; and if he did not
make it, he is broke, so he could not pay it back.

Now he can either get a job in a publo utility or he can go to work
on civU service; that is about all he has left, ii It not, if ho does nt
inherit moneyI

Mr. efvacuee Well, no, Senator.

/
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Senator MAwOI Tell me one of these places that he could work.
I wish you would bring one up, to explain it to me, because I have a
couple of grandchildren growing up.

Mr. BuRou. Well li have a couple of boys that are doing all right.
Senator MAux. hat are they doing I
Mr. BuRms. I know a great many other people.
Senator MAwxw. What are they doing?
Mr. Busoum One of them is an engineer, a plant engineer for an

industrial company in Cleveland.
Senator MAwZo. That is what I am talking about. He went to

work for them. Why did he not set up a busine of his own? I
set up a business in 117 or 1919, but you cannot do it now.

M. Bum=s. Well there are a lot of boys doing it.
Senator XMA . Are they?
Mr. Bmm. Oh, yes, a lot of new business stated.
Senator Mzw3. Well, the casualty list Is terrific, if you take a

look at it.
Mr. Buxos. Yes, that is always true.
Senator MAwoxL Why? Because if they make some money, we

take it. And if they do not make it, they are broke immediately and
they cannot pay the bank back unless they inherit enough money to
go into business.

Mr. Bumos. Yee.
Senator MALONx. I am glad you agree with me on that.
Mr. Btos. I agree with you taxes are too high.
Senator Mduo& Not only too high but they have just put small

business right on the rocks. You have a war economy where you are
buying everything, and if you quit spending the $40 billion of war
money per year for 60 days, my opinion is you are out like a light, and
you are afraid to quit it, even where we are spending it on obsolete
equipment. And we are doing that right now and have been doing it
for 10 years, shipping it to Europe. That, you are going to look up.

I have made some notes on thiL I want to clarify some of the thlnp
you said. You said that we are growing up to the debt and it is
becoming les burdensome. And then you compute the interest charge
as . percent of the national income.

How do you obtain the relative burden of the interest charge?
Mr. Buoe. Well, of course, one way of measuring it is simply

to take its precentage of the national income.
Senator MAwrLU And the more inflation, the les percentage.
Mr. Bumms. That is right.
Senator M3AWNN I think. I understand it pertly now. We will'

just pass that over.
Mi. Bumuss. Which we deplore.
Senator Mzwwz. Yes.
If you doubled the inflation tomorrow, It is still a lew percentage.
Mr. Bownes. That is right.
Senator MAwx& And Vat is where we are heaed. There is not
ny question about that, is there ?
Mr. Buxus. Well ho re iw
Senator Mwxx. *eIj know you do, but we have not stopped it;

have we?
Mr. Bmuxss. We have been working at it pretty hard, t pretty

hard to make headway.
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Senator MAtoNu Well I have a little difference in it. And we re-
fuse to do the only thing that would stop it. I think you have done a
good job, juggling it, and making it seem easier, s it does not quite
rub it so rain one place by lengthening the bond terms. But you
still have it and you are still going into inflation.

You said that about as many people benefit directly or indirectly
by these interest payments as are hurt by them. What does this
mean ? You just started dividing up, sort of dividing up, the capital
of the country ?

Mr. Buicsao. Well, it simply is emphasizing the fact that interest
payments are a two-way proposition; someby pays the interest
and somebody gets it.

Senator M.rwNE. That is true.
Now, let us examine that statement.
You know there is one advantage in being older than nearly

everybody else, there are not very many-
Mr. Buitms. You are not much older than I am.
Senator MAWio. There are not many advantages, but one is you

have seen all these jokers come and go.
Mr. Buaoss. That is right.
Senator MAwsr. In the early 1980's they said, "Lo1.ok even though

the debt is going up, the interest payments are going down, because
we do not pay as much interest; therefore, it does not matter."

Do you remember that I
Mr. BtmoMs. Yes; I do.
Senator MAWNU. Well, you did not believe that; did you ?
Mr. Btnuus. No.
Senator MALOIV. And [ did not either.
Mr. Buwaza. No.
Senator MANoxI Because you and I knew, having been through-

I think youto back to Woodrow Wilson and all the rest of the people
that handledthis thin .p

Mr. Bwos. That s right.
Senator MAtOr& And you and I knew that once you got the debt

up there, the interest wouldgo up, and it has.
Now, who is getting most of the interest on these bonds ?
You say that everybody benefits, or as many benefit as are hurt.

I will say to you a very small percentage of them are benefiting,
of the people of the United States, except ina ver small amount
And the frugal people-the competent people and the savers were
hurt.

Mr. Bmonse. Well, the mutual savings bank, the mutual life-insur-
ance company, gets its income. 0 .

Senator Miwws.. The stockholders of those companies.
Mr. Buoms. The stockholders, who are the depositors.
Senator MAwxa Is that right, the stockholders of these companies I
Mr. Btu=x. That is riht,
The insurance, I do not ow what it Is, well over 90 million people

are stockholders or depositors in those companies. (There are ab6ut
106 million policyholders in life-insurance companies and there are
over 16 million regular accounts in mutual savings banks.)

Senator MAwzu. Yes; and you just cut the value of the insurance
we had 24years ago, you out the 52 percent, haveyou not?
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Mr. Btmo s. But the higher interest rates, they do gt the advan-
tags of in better terms on their insurance, over a period.

Senator MaWi. Stockholders in the insurance companies thatis
whenever they have a mutual company that it is paid back. Aut the
insured had the Purchasing power of their insurance cut 58 percent,

Mr. Butoza. That is right.
Senator MAw a But is it not a matter of fact that the banks are
ting moot of the real advantage and the stockholders in the banks
oughout the Nation I

Mr. Btmomz. No; I think not, Senator. Banks' holdings of bonds
are down. Bank earnings are not as high as industrial earnings rela-
tive to capital.

Senator MALONz. The interest has gone up on the amount of mono
they loant on the amount of money the can loan on thipaper t
can turn In on the Federal Reserve and get cash for it andl1an It
aain. All of that has gone up; has it not ?

Mr. Btmoxss. That is right
Senator MAwrx. So the people who have not been able to save

much money and they want to borrow a little money to go into some.
thing, they have to pay that increased rate; do they not I

Mr. Bmas. That is right.
Senator MAiNS. And tat is about 90 percent of the people; is it

not? .
Mr. BTmpUs. No; I would not say that.
Senator MAWNID. Well, it is a large percentage, is it not f
Mr. Btmos. It is a good many people.
Senator MAwxx. I agree with you.
Mr. Bmos. It is a good many people.
Senator Mz/xxo. You still want that statement to stand, it does not

make any difference how high the intest rate is, about as many bene-
fit as it abilities.

Mr. Bumwuss. I do not take the first part. I will not say it makes
no difference about how high it goes. It does make a lot of difference.

Senator MAwox But iA"t t 10 percent--
Mr. Bumos. I am just ting o see a little silver lining in this

cloud.
Senator MALwN Yes. But silver lining when men are trying to

borrow money to increase their business or pay the grocery bill and
then pay it back on the installment plan, most of them are hurt, are
they not, individuals I

r. Bau Well no. I think as many people benefit as are hurt.
Senator M L other words, the successful ones divide with

the unsuccessful. It does not really matter.
Mr. Bmaras. It is very, very hard to trace through.
Senator MzNI Well, it fs not hard to trace trough in my count

ttry when they arn to o into some kind of buslie orth busins. Every bg IN lodp The mines re closed down
the live business is hurt. That ti the actual effect of 1t is it notl

Mr. Bucss Well, so far, it has not slowed up the whole situationmuch.

"gn tor MAwu. I gupe we will have to go into that. You moved
over into the general economy. You close some and enOurae.by
loaning oven t monf. The fr trad mports, are kln
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American investors and pulling workingMen out of jobs. The income
taxes and the interest rates are closing tem down. You have moved
into the textiles. The textiles are dtroyed by imports of Japanese
cheap labor. There is not any question on that; s there?

Mr. Bvawm. I think there is a question. I am not a textile ex.
pert, but there are some textile people doing reasonably well.

Senator MALOwu Yes; I expect there are. ome of them who have
invested money in Japan, have taken American machinery over there
and are doing pretty good in connection with their local mills. And
some of the mining people invested money in cheap labor mining
countries and are doing pretty good.

But if you will investigate those people using American money
and investing it at home, it is not sogood.

And we have already gone through this thing that our Govern.
ment today, starting with the Department of Commerce and going
right down through these 4 organizations, the 4 of them we discussed,
are all encouraging American capital to go over and do just that.

In Japan they pay 18 to 15 cents an hour, and we pay $1.50 and
$1.80, and Amercans have gone in and put in the machinery and are
bringing the stuff back.

N6w, you are talking about limiting the oil Imports, so you have
lor 2 men who are going to determine how much oil ou ht to come in.
And they are on a 15-day production in some of ese Aperican
States.

Nobody seems to worry about that except the individuals. You
know that, of course.

Mr. Baouss. I suppose that is true.
Senator MAw N Well. of course it is true.
You can check it If you Lhink it is not, and put it In the record.
Well now, this business where the Federal Treasury gets back

promptly in taxes a substantial slice of Interest it pays ou ,I agree
With you it does. It finally gets most of it, but how does it benefit

A.mass. Well, all I was arguing there was that the penalty

was not quite as big as the advertised figure, that is all.
Senator MALONE. That might be true. But through thi inflation

you Agree with me we have priced ourselves out of the markets o7
the world.

In other words our cost of production has gone up so much that
if we want to sell anything to a foreign nation, there has to be some
kind of subsidy advanced-beforehand-or a subsidy of some kind to
got it sold. Is that not about right?

Mr. Buos. Well, I would not go quite that far, but I see your
point.

Senator MAwxN. Will you go part wa?
Mr.a litte wy with you; ye.
Senator MALOX . righ
We will save time by gong a little way.
Was there an act pised on June 18, 1988, section 7 of the Federal

Reserve Act, amended by Congress, to terminate participation by
the Trasury in the earnings of the Federal Reserve Sysfm

Mr. Buuoxm. Yes* that is right. , . .A
Senator MAW . Thei, you do not participate in it ?
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Mr. BuRazs. Well, we do. As a matetr of fact, there was retained
in the law the provision that there could be levied a tax on Federal
Reserve note issues, and that is the way we get repaid. In that

Senator MAwNz. How much does it amount to I
Mr. Buaos, About 90 percent of the net earnings of the System

come back to the Treasury.
Senator MLoNa. Come back into the general fund ?
Mr. Btuoizs. That is right; yes.
Senator MAwmx. When the Federal Reserve authorities claim they

can use the provisions of section 16, subsection 4, of the Federal
Reserve Act, which relates to the placing of an interest charge on
the issuance of Federal Reserve notes as a means of controlling the
volume in circulation, are they distorting or are they not distorting
the intended meaning of section 161

Mr. Bunouss. Well, action 16 was part of the original Federal
Reserve Act. It is very hard to say just what they haa in mind. I
do not think it is a distortion, really.

Senator MAwLNL I have watched this Congress operate for 11 years,
passing what the White House sends up here, and what they have
in mid still baffles me unless it is the ultimate destruction of our
economic system.

Mr. Buiozs. When you get back to 1918--
Senator MALoN& But the effect of it does not baffle me so much.

That is obvious to everybody.
Mr. Bumos. Yes.
Senator MAwL Marbe they do not know what they are doing,

I hate to say that about the Congress, but I think about 90 percent
of the cases, that is it.

Mr. Buaous. I would like to see that particular matter of the Fed.
eral Reserve Act clarified. I would like togo back to the old wording
of the original act as to the earnings of the Federal Reerve System,
so it would be perfectly clear what they are supposed to do.

Senator MALwz Take it over to the Treasury, the general fund,
isthatit

Mr. Bu Ninety percent of net earnings or some figure like
that, would go right back into the Treasury.

Senator MAwiz. In the general fund?
Mr. Bmuwos That is right.
Senator MAuwN. But It would take a clarification.
Mr. Bunoua I think the clarification would be better than leaving

itasitis.
Senator MAioN. Then, this question: is It reasonable to suppose

that Congress would provide that action 16 could be used to nuify
section 7, and we already discussed section 7.

That is what you a recommending?
Mr. Bufms. That is right.
Senator Miomx. Is it a fact that 90 percent of the Federal Reserve

earnings turned over to the Treasury since 1948, that is beginning in
1947, is an interest charge on Feder Res e note, as provided for
in section 18, and that the money that is turned back I really an
Interest chargeI

Mr. Buons.a Well, it has the effect really what wasin the original
act, of turning back excm earnings of the gsm into the Treaury,
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because you just do not want to keep it piling up In the System. It iN
a sound principle.

Senator MAkons. Now, has the Federal Reserve Board assumed
the authority to amend section 7 of the Federal Reserve Act as it sees
fit then f

Mr, Buaos. Well, you can put it that way, in a way. But I
think it isa proper exercise of discretion.

Senator MAwOa. You do not think the act ought to be changed
so that.-

Mr, Bunouss. I would like to see the act changed just because people
like you who read carefully do raise this question. I think It ought
to be clarified.

Senator MAwxx. But you think as long as it is discretionary, it is
all right.

Mr. Bnouss. I would rather see it mandatory.
Senator )AwoL Because someone else may not want to pay it

back.
Mr. Buxotes. That is right.
Senator MtoWxL They might have other use for it.
Mr. Bunous. That Is righ
Senator MAwLOX. How do you then justify getting your 90 percent

now? It is discretionary and that is the way you justi-y It I
Mr. Buxoin That Is right.
Senator Mzoi'. You said the debt reduction helps to combat

Inflation. If by inflation you mean rising prices, have not prices been
rising as you have been holding the debt ?

Mr. Buxom. Well, we have not reduced It enough to have much
effect on the situation.

Senator MAwOtJ I think-
Mr. Buxom If you reduced it by $5 billion, you would find you

had an effect.
Senator MALOXL If we could reduce It by $50 billion, we might

have a greater effect.
Mr. Bumos. We certainly would.
Senator MAtwm& In other words, if we, instead, of givin $70 billion

in the last 10 or 19 years to foreign countries in cash andgoods, had
applied it to the national debt, we might have just a $200 billion debt,
miight we not, according to your figures?

Mr. BmOS. Well, Ithik if we had reduce it that much in that
time, you might have a good deal of unemployment, for example.

Senator Miwz"Lu Why?1
Mr. B Well, bikause you would be decreasing our volume

of money. What you do, of course, when you reduce the debt, you
oolect taxesfrom a reat many people, use it to pay off the debt&

Senator MALON -You are collecting taxes anyway.
Mr. Bumonse. Yes. But you do not pay that out again.
Senator Mkwure. You pay it out again ight away. You are pay-

ng out, but paying it to foreign nation nstead of Che Tresury.
Mr. Bui~~ on redeem bonds and securities, but that does not

putItoutin t country in the me way .
Senator M Awpii The money is going out of the country and of

course we stled this with the Seetary of the Treury, and I Add
not cams to bring it up, but I might bring It up now to larify this
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Mr. Buoss. Yes.
Senator MAw NS And that is the money you give to the foreign na

tions, they can claim gold.
Mr. BVW.os Yes.
Senator M#.wwr Dollar credits, you agree!
Mr. Buiws. Ye.
Senator MAwx. So that where are these dollar credits coming

from, how do they accumulate. They have accumulated by dividing
the capital cash of our taxpayers wit the nations of the world. It ii
a socialistic idea, but nevertheless we are following it out.

Mr. Buxouss. Some of the dollar credits come from that source; yes.
Senator MALWNI. You say, I have made these notes to make it very

simple here--debt reduction releases funds for other use.
How Aoes that debt reduction necessarily tend to keep prices from

risingI
Mr. Bmraos. Well, it Is a restraint on the economy. People pay

these taxes in, and the mono only flows back in redeeming debt.
Senator MAWwo. Well $0 billion of it does not flow b . It has

been going to fore] nations.
bm.B WOI that is over that period of years.
Senator MALOe Ytes; 10 years
Mr. Bnous. Yes.
Senator MAWxu. And we did have a theory here for a long time;

sometimes I am sorry I quit drinking that character-building whisky
because that is what you need to swallow this talk about our fscal af.
fairs. They said that when you raised the taxes you prevented inls-
tion because there was less money to buy things; therefore in Washing-
ton we should raise the taxes and regulate-the buying power of th

0&0 you believe in that?
Mr. Btnozs. I would rather see the taxes lowered, because you

would have them for the necessary expnditures.
Senator MAwN. But would you raise taxes to prevent inflation I
Mr. Buxozs. No; I would rather cut down the spending.
Senator MAwLoN. We agree on that, except we do not cut down

on the foreign spending, an that is what I object to.
Mr. Bunoiss. The trouble i, you and I do not control it, Senator.
Senator MAwxL. Well, I do not. I just have 1 vote out of 96. But

you will find my vote against all foreign expenditures. I wish you
would remember that anyway when you leave the Government, or I
do not see you more or very often.

In your statement the chart shows the Federal debt to be 85 per*
cent of total debt of $788.5 billion. You are talking there about the
Federal and the State and private debts, are you ?

Mr. Bmwoss. That is rht.
Senator MAwir. And 8 percent of the total debt of ;,M.5 billion

In 1948, the Implication being that the position of the Federal Gov-
erinent in the picture is somewhat better in 1958 than it was in 194'S
although the debt is much higher, our total debt. How do you flgws
thatI

Mr. Bum.es. Somewhat higher; yes.
I think the position of the Federal debt is a little better.
Senator M wm The Federal debt, but the total debt in the coun-

try is more now than it ever was.
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Mr. Bumps. It is tremendous; yes.
Senator MAOS. How did that a come about and what makes us

In a better position by reason of it I
Mr. Bua.us. Wel, it is partly the fact that during the war a lot

of these thing were held back, the building of houses, he building of
schools we talked about, roads and so on. When you come to make
up for some of that that we lost out during the war, naturally some
of it has to be done out of the debts increasing debts.

Senator wxi There was a time when the Government was run
like a successful man ran his business. How long would a man be a
success in business if he believed in the methods that you have out-
lined?

Mr. Buwi s. I do not know quite what you mean, Senator.
Senator M3Uwx. If he just believed he had to be further In debt

in order to be worth more, and if he just kept on going more in debt
than he could sell his business for, how could lie be bitter off

Mr. Buiouss. Of course, that fellow goes broke.
On the other hand, there are, as I Mink you would certify, a great

many businessmen who make money by borrowing money, within
proper reasonable limits.

Senator MALO Of course they do. But their capital assets in-
crease, do they not ?Mr. Buitous That is right; ye.

Senator MAzX. But ours does not increase. You know the only
difference that I could ever see between an individual and a govern-
ment, and watching all these foreign governments which I visited-

. Buoss. Yes.
Senator MAw&. And that is an individual is finished when his

bank quits him. And a government is not finished until the money it
printshas very little or no value.

Is that the difference between an individual and a nation ?
Mr. Buom. Yes, pretty nearly.
Senator Mxuvw. We will let that one go.
You said also in your statement-I will make it as simple as we

can-that the Government can turn to banks for funds when necessary.
I guess the Federal Reserve did turn to the International Fund when

it neded $W million in gold; is that what you mean t
Mr. Buomss. It was not that we needed that $300 million in gold;

the fund needed dollars, so thay bought it with gold.
Senator MAiNs. They needed something beides paper money; is

that it?
Mr. Btnouea. Of course, they do not deal in paper money, the Inter-

national Fund.
Senator M.ALm. That is apparent, but we do here We needed

something beside paper money, and the Federal Reserve was the place
to borrow it.

Mr, Bmms. We helped the fund to obtain dollar which in turn
helped improve our cash position.

Senator MAwx& You needed that, too, according to that 6% billion
that you have left, and I agree with you there

Is there any valid excuse for the monetization of debt by the Federal
Reserve and the banks, except in time of great national danger when
the Nation is involved in war, and when people in their wealth, includ-
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ing their currency, may become sacrifioial victist Is there any
excuse for it in peacetime f

Mr. Buiwas. Well, this "monetization of debt" Is a nice big and
fancy word. And there is some monetization of debt that goes on as
a part of the supplying of credit for the country's growtL If ou
put it this way, we were talking this morn[ about he bank t akin
its Government bonds over to the Federal Lserye and borrowing
It is a perfectly proper operation within limits.

Senator MAwiru. You said a limit was the capitalization of the
bank.

Mr. Bunu. Yes, that is in a sense, monetization.
Senator MALo& If you want to modify that in any particular, I

would like for you to give me a little more explanation of that when
you read your testimony.

Mr. Bimns. Fine. It is a little complicated.
Senator MAwz. But that is the principle which you gave me.
Mr. BuRozss. Yes.
Senator MAwma Now, for 146 years, followin the writing of the

Constitution of the United Sfates, we had a few d period but we
always came back without undue inflation. We had safety valves,
so a man could go through bankruptcy if he overextended himself,
he could go into receivership if he failed to observe the danger signals
and run just as well, could he not, while someone squeezed a little
water out of the business I

Mr. Buouss. Well a lot of people got hurt.
Senator MAW NU But they are going to get hurt worse now, are

te not, if we keep this up I
Mr. Bmuxea That is the danger. You hit the nail right on the

head#
Senator LAwx& In other wc.ls7 a man may have a headache and

agt drunk in order to forget about it, but it does not help him in the
long run, does itI

Mr. Buxoxas. No.
Senator MAwi. And if he becomes an addict In 6 or 6 years, he

goe to the hospital when he sobers up.does he not ?
Mr. Buacu. That is a ver good illustration.
Senator MAwN,. I think it is, and that is what we have been doing

for 4 years, and I am orry to say we have not slacked it up much.
So the hospital Is the end if we do not get our feet on the ground.

Mr. Bumoss. We have slacked it up, but not stopped it.
Senator Mzwia. Well long-term debts and that sort of thing.

You have done a magnificent job handling an impossible situation.
That is about the best way to descbe it.

Mr. Btamss. Thank you.
Senator MAwi. How you balanced that thing for 4 yy, going

on a fifth year, has been a marvel to me. One of thes days som
I going to make a misstep and we will have to pick it all up
do you not think so?

Mr. Bmwosa. I do not think it is quite that bad.
Senator MswxL You do not. Where do you think we are headed

if we keep this thing up 4 percent a year I
Mr. Buaus. You mean increasing debt 4 percent a year
Senator XM a Incrase in inflation,
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Mr. Bumo . Yes Well, I think we will have--every boom, every
b boom that keeps on too long ends in a bust.

senator MMI Then you think it will end in a bust if we jut
keep on like we are doing it now ?

Mr; BuRo& YO
Senator MAwm I agree with you, and that saved s lot of qua-

tion, I will go right along wivou now.
So veryboy wlo gtsel tooffi s st-.dto t hke tPf.

so he just hold it until he serves his tem and hoping to God it wi
not fall on him. That is about the way it is; is it not I

Mr. Buaou. Well that is the tansnody.
Senator MAWaafThat Is 4 years of his bulnees.
Mr. Buaxse. That Is the tendecy,. but I think we have sweated

wit It and tried to do something with it,
Ienator MAzjtr. I think you have, but you have not changed the

principle. So the reason I vote against all this stuff is because I am
willing to go home and take it, whatever it Is. I just tell them the
truth and do not have to remember what I said, aad then if the folks
think have missed the ball to many why I co o bac t o my

engeering busies. And if they do like it, Why I will stay here.
But we have not been telling the people the truth, as a Cnrew

nd as an administration. Welhave been telling them how good t is.
Now many people we have employed, and all that sort of thiig. Wel,
that happened, you know on Ocber 29 one time. We hid every.

SemployOd-verybody was getting rich until we went to bed one
nig ith everything going good about like now and when we got up
the next morming-I hope. 1 do not need to describe that to you. Thpy
started jumping out of windows. And I think the next one will mAVe
that one look lke aup when it comes. Do you not?

Mr. Buaos. W I that is pretty hard to say, Senator.,
Senator MAw. The Secretary sa'd the rght thing. He said it

will curl what hair he had left, ifbe were still In offloo., EAughter.]
And I agree with him. ..

Now, referring to your statement, respecting encouraging thrift by
rolling more securities to individual. I wod ask you i! the prin.
cipl is well established that it is easier for the Goverinent to sell
securities to more savers more readil when the currency i reeemae
in a standard gold monetary unit Ian is the. ca when currency is
not redeemable, all other factors being the same.

Mr. BuoMs. That is right .
Senator MAwxu. In other words, if 40 percent of gold was behind

this paper that you are putting out and gold was behind the monetary
system, the people buying thee bonds would not be quite so nervous,
would they f

Um.au Well, of course, as we were1 I hndiscussingti
morning, we have moved back into the directaion ofthe gold standard
We have got a kind of gold s. dard, aud to the extent the people
have conflilence that we are going to keep the money nled d6wn to
the value of the gold, it is easer to sell bon d

Senator , To what extent have we gone ,back to the gold
standard?

Mr. Btmows. Well we have kept a frm position,
So tOr MAWI, You mean it has not gotten any woreet
Mr.o Buueus On the dolrprice ofgld
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Senator MAwzm It has not gotten very much worse, just about 4 or
5 percent mi the last year; is that it?

Mr. Buaoms. It has not been that much a year, you know. Not for
the past 4 ears

Senator M .oz. But it is 52prcent reduced in 24 years.
Mr. Buvsps.' That is quite right; yes.
Senator M Nw. And still gt* less, the purchasing power of

the moey.
Mr. Bunoms. At the moment, yes.
SenatorM o Yes; I read the paper every morning, Weread

that we have got a net decreased purchasng power of the dollar.
Well, now, then, you would gee, I am sure with that statement -

of course, we had a Secretary of the Treasury one time in 1879 Sher-
man, who found it to be the cas after the redemption in 1F2, he
went back to the gold standard; did he not ?

Mr. Bum . That Is right.
Senator M owi. And he did not get hurt too much; did he I
Mr. Buxasz. No; I think that was good for the country under those

circu-stances.
Senator MAWNE. Do you think it would be good for it now?
Mr. Busms. No, I do not; not at the moment.
Senator Mstwxn. WhI
Mr. Bmousss. I wouldanswer it the same as Mr. Humphrey did,

that I do not think we are ready for it at the moment.
senator MAWLM What do we have to do to get ready
Mr. Buxoms. I think we have to get a little more stable world.
Senator MAwifs Well, you did not have any more stable world

when Sherman was Secret .r did we?
Mr. Buams.l would t we did.
Senator MALOz. We just knew less about it. Did we not lead the

way into the gold standard?
Mr. Buxoms No; I think that England was back on gold at that

time.
Senator MAWN& That was about all.
Mr. Buxous. And I think-
Senator Kzm Off the record.
MDiscussion off the record.)

Sector MAzowa Anyway, you think we ought to be hea toward
a gold standard?

Mr. Buxo=s. Yes' I think we ought to be moving in that direction.
Senator M x&1 But you thin we have to stabIlim every other

country in the world before you cn do it ?
Mr. Bumxouss No; I would notpay that.
Senator MAwmL. Do we have to divide our wealth with all the

nationsof the world andbe on an even basisbefore wedo it?
Mr. Buxoas. No, sur.
Senator MAwONE We have established already that they own three-

fourths of our gol4 practially threfourths.
Mr. Bum W L we never admitted quite the word "owned."_
Senator Maz What was the diftUrnee, if they ar entitled to

g8t it under our cuxm , procedure?
Mr. Wen, under our ur u there an the

word- -
Senator MDXo 4 And what-

Ws U f-*t-t. is4A

1021



IWANCIAL CONDITION Of Tax UNITED STAT35

Mr. Bumvo (continuing). In an emergency we would do what has
been done in previous emergencies, we would embargo.

Senator MBALONE. When you embargo it and refuse to meet the
dollar balances in gold which is customary, what would happen to the
market on our money I

Mr. Bumuss. The same thing would happen if you had been on a
gold-redemption basis and had embargoed it.

Senator MAWrU. What Is that?
Mr. Bumonss. Well, If you had taken the step that you suggest and

were on a gold.redemption basis, and had to back away from- that and
stop it, that would have a bad effect too, of course.

Senator MALoNx. That was inflationary. We did go off of It in
1988, and cheapened tie money 5 percent since.

Mr. Bumass. That Is right. When England went off in 1981, it
created a terrific disturbance in the world.

Senator MALoN,. In other words, we must follow England, what-
ever they do I

Mr. Brtozas. No, sir. There is no such implication.
Senator MALoNx. Well we do. I do not know why we do.
Mr. Bmtoass. Well I did not think we did on Suez.
Senator MALONE. We financed her invasion, if that is good enough

for you.
Mr. Bummoss. Their invasion did not take very much money.
Senator MALowE. And then we changed our mind. It killed a few

people, and that does not amount to very much in England's life-.
ey have done that to put down rebellion in their colonies for 800
r. Both France and England are doing it now and we are furnish-
nthe material.

Now, is the principle that Sherman observed there before and after
1879 in this respet, invalid today? And, if it is, why ? I guess we
discussed it previously, but why is the principle now that we ought
to proceed upon-

Mr. Bamos. I do not think I can add anything to what George
Humphre ut into the statement on that.

Senator MALONI. He said he was for a managed currency just to
kee it where it is.

B aoss. At present, he said.
Senator MAwN. He did not say he wanted to go toward a gold

standard. You have said that.
Mr. BmwUss. Didn't he I Well, I would say it.
Senator MAw& What is that ?
Mr. Bomus. I think we ought to go toward acold standard.
Senator MALOn. I think so, too. And th quickr the better.Mr. Bmss I would like to it when it an be e safely.

Senator MAwxE. Then it is a matter of degree; that is the onlythin I
M. Buass It is a matter of degree.
Senator MALONs. Who should deide that?
Mr. Bumoss. I think the Congress.
Senator MALNm In other words when you run out of funds and

you play the string out, you come back to Congress.
Mr. Bumass WellT come back-
Senator MALNE tou played the string out just about now in this
inila......

'i
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Mr. Bmzwu. We come back most every day, Senator.
Senator MAow s. Not to get any advice on currency. We have al-

ready established that fact.
Mr. Bmozus. Well we It a lot.
Senator MAwL .ou do not get any at all. You know It better

than I do, do you not I
Mr. Bmm . No. I think--
Senator MAwrx. What can Conaems do unless they pass a law

limiting the Federal Reserve or limittig the Treasury in this managed
currency l How would they limit it unless they passed an act amend.
ingyour policy or your latitude I

Mr. Brioros. That is right. That is what they would have to do.
Senator MALox. That fs what we are holding these hearings for.

Maybe we ought to do it. I am of the opinion we should right now,
after listening to the Secretary and to you. You and the Fedoral Re&
serve have too much latitude#

Mr. Btmozes. We have been very efficient, haven't we, very per-
suasive.

Senator MALoNU. You have been very persuasive and lucky in han-
dling a bad situation. How you have kept it balanced on the ladder
this ong, I do not know. I do not know that you are very surm.

Mr. Azos. I think the situation is a little better than you fear,
Senator.

Senator MAwxw. Well, I hope it is.
You think that a redeemable currency is better than an irredeemable

currency, whenever you can reach it ?
Mr. Bmm. I do.
Senator MzAWNz. And redeemable in gold coin of the realm I
Mr. Burees. That is right.
Senator MiALoN. I have two bills in the hopper. I put them in the

record before. One of them was to establish a free market for Id
for the very reason there is a great debate as to, when you go Ck
on the gold standard, whether you can do it at $85 an ounce, or whether
you would have to take some account of the inflation as has happened
since the valuation of gold.

What do you think in that regard, if we were ever to go back?
Mr. Bvnozas. Well, Senator,- think we agreed we want to move

toward a gold standard.
Senator MAwLOx. I know. It it a matter of degree on how far.
Mr. Buxoza. I think it is very important to keep your ratio toward

gold solid sa rock I think it gives great confidence to people, and I
think if you have a market where your price of gold fluctuates you are
going to disturb people's confidence.

I think the bes prelude to getting back on a gold standard is to hold
the price of gold steady for a long period ol time, and reestablishconfidence In it y U11%

Senator MAwx- I was in South Africa. I had been hearing this
business about gold selling for $60 or $70 an ounce oignmaet
Y7ou have heard that I

Mr.Bunozm. Yes. Iknowitisnotso.
Senator MAWMNS. I was over there in 1947 or 1948. Svry nation

I go into I end up with listening for thanswer to how mue gold it
would tae to taki up the slackof the $Oper ounoe, or whatever price
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it is selling; and in South Africa, where they wanted the free market
very badly they thought it might not take very much to bring it back
to around r's or even $40 an ounoe They wanted us to continue to
buy h I goldoffered at $85 per ounce in any casemhn
but my point was simply, you have had o much inflation since you

fixed this price of gold, you have out it In half, that you might, indad
of trying to put the toothpaste back into the tube and going bok to
$85, you night have to filgre out what the world price oighf to be on
a free market and take some account of it.

You do notbeleve that I
Mr. Buaof No, I do not. I have heard the South African argue.

Senator MAtsoz. Well, I heard the argument In this country. I do
not know,
Mr, Btouss, I can understand their argument. They produce half

the gold, and they would like very much to have us pay them more
dollm for each ounce of fold they sell.

Senator MAwx& Well, people I know In this country do not put it
on that basis

Mr. Bmoss. Yes
Senator MAwI. But you do not believe it anyway. But I do not

know. I am trying to clarify the record with your statement.
Mr. Bmous I do not believe it.
Senator MAwU. But you do believe, on the $85 gold, we should

go back to It at the first opportunity, or asoon as we can settle all of
the world problems ?

Mr. Bumcs. Yes, when we can do it safely,
Senator MAt N. Do you think by depleting the gold we own, ac.

tually, under our customary method of operation, that we are getting
any neaer to when we could go back on the gold standard I 8inc we
can only legitimately claim about 20 percent of the amount we hae
stored#

Mr. Bunouss. Well, I think it depends on two things: One is the
supply of gold in relation to the liabilities. The other is the general
feemn of confidence in your situation and in your money. And I

think the latter is more Important than the former.
SSenatorAer x Yes.
Well, I have a bill in this Senate committee, I will fill In the number

In the oord, I do not remember it now, just to go back on the gold
standard. And many believe that the only way youa going to stop
this thing, isto goon the gold standard, Just like they did In 1879Just retuft to It$

Mr. Bmwus Tht the y to rmume is to resume.
Senator MLAN& That tie wa to resume Is to rsume, and not

just keep on balancing thatset of boxes up there until oe dayyou
stub your toe and lose ill of it.

Mr. Du s. I have felt that way somedme& In some of.the
smeces mde tsomei ye rs a Og avocated It.' I mae asec

about that ln1988 o 199, andthen the war bro&a out. 8o1, oz a
little more cautious.

s~A&W )M You Me&ai'"qn back to the gOld, s"and I
right

,1'
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Senator MAwx. You mean after you got hold of the cun.
yourself, you want to manap It without the mbarmmat being
tied to a gold standard,

Mr. Buaom. We do not have hold of the ourren fw
Senator MAwsN Well, you have been running o for 4 yeam
Mr. Buios. We have been doing our share o it s best we could.
Senator UArn, You know the"y told me that in Shahai. I

wont to Peking, and Naiking, and Tingto In 1948 during ie war
In China, and-the State Department officials alwa.Lys were pouring
it on me what a terrible man this Chiang Kalslhek was and r sid
finally in eelf-defense, "What bad thing has he 4onst1

"Ie destroyed the currency, He brought in all the gold md silver
and gave us paper for it."

I said "I guess he had a precedent for that; did he noti"
And tat was thelst I hrd of it. We set the preednt, Ifyou

will remember, in 1088.
Mr, Buac ss Yes
Senator MAwim Now, you said in answer to a question of Senator

Frear, you think our condition was le stable in Maroh of 1954 than
it was in 1940. And you said you thought !e mu h-.

Mr. Baaos. That was Mr. Huimphrey, I bilieve, was it not I
Senator MA N. That could ha)ve b4. T t could have been.
But what do you think of It Wh I
Mr. Bunouss. Les stable thin I 0
Senator MAW". Yes
Mr. Bsous. 1940, of course, European war was In full swing.

I do not know. That is a very Interetng question. We have no
bi war foing on in the world, but we have got this cold war, the
tuaMan 1usines.
Senator MAwz o. You have soldier in 78 nations, financing them,

but they are dead or on their way to the salt mines a few days after
the all-out war would start, because you could not Xet them out and
could not feed them. But they are there to sad + money to help
those nations.

But including all of tayou think we shpuld keep It up just as
we areOpI?

Mr. Buop, You mean running our money I
Senator MaLwwu Yes.
Mr. Buns. Yes, I would for now.
Sector Mium. Just kkep balancing a column of boxes there?
Mr. Boman. Well we-'have talkedabout--we have aTreed we

would like to have a ibudt In better balanos. That would help a
great deal.

Senator LOwNL Who makes up this budget?
Mr. Bu uss. Well,slr,we ilo. Cog hasa art afingin

It The administrationd-
Senator MAz Congress does not have a thin g to do with t.

All you have to do I look at the moommendtIon -from the Whit.
Hor for O4 yeats md et how much Congress atpproprilatL

Mr. Bsts Oh, yes. B uSe ator, on the cultural bil, the
administration had to sd u budget whichwod arry out the
bill passed by Congreui., and, is true of vTerns NAn a, gre mani y
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Senator .MWNz. That is true. But when you confine it to ex-
penditures in this country, you are not getting hurt very much. You
would not be above-you would not be raising the budgets every
year.

But what we are doing is financing the foreign nations. That is
breaking the camel's back.

Mr. I-TuRass. Senator, the increases recently have been in expendi-
tures here, and not abroad.

Senator MALoxz. I think we oughtto go into that if that is what
you believe. We put out about $7 billion abroad in cash and groc-
eries for the last 10 years, and you have raised your national defense
to about $87 billion, and ou are spending in this country, to keep
the economy alive, that $7 billion and that $5 billion average that
you put out, about $6 billion a year, to foreign nations.

Mi'. Btnts. Well it is not that big right now.
Senator MBwNE. hat is that I
Mr. Bunors. I would not think it was that big right now.
Senator MALONx. Well, that is a matter of record.
Mr. Btmor. Yes.
Senator MAo". We are just loaning money from these four cor-

porations to American business and foreign nations to build up com-
petition with our own producers.

Mr. Bunozss. You include these international corporations
Senator MALOIg. No, I did not at first, because our 172 billion was

a bigger budget than anybody had ever had, and the foreign expendi-
tures were greater were they not ?

Mr. Bun . Whatt
Senator MALOw. Foreign expenditures were getting greater all the

time.
Mr. Bumnose. Getting greater all the time? I would not say so,

no.
Senator M.WNN. Well, they are not reduced.
Mr. Bunes. Well, the foreign aid bill that is before the Congress

now is smaller than last year's.
Senator MAWLoNR. How much money do you have to spend that is

already appropriated, in the foreign aid ?
Mr. BukRoas. Well that is smaller than it was a year ago.
Senator MAwNU. It is about $7 billion, is it not ?
Mr. Bunzoes. I do not know. We can check it.
Senator MAWNr. If you will check that and put it in the record,

I would appreciate it.
Mr. Bumass. We will be glad to check that.
Senator MAzLoxz. I think you have $6 billion or $7 billion as a

backlog.
Mr. Bum . Something like that.
(The information referred to is as follows:)

IXUzATIONAL QooATI0N ADMUM TION,
Omnwr or Tx Dnwros,

WahWio#^ D. 0. A,"e.# It, 195'.
Hon. W. RAIwLoz Bvaos's

Ueder Seoretarf oh VV.
Dusa Ms. Bmses: The information shown below is provided in rponse to

the question concerning foreign aid unexpended balances which was asked of
you by Senator Malone during the course of the meeting on Saturday, August 8,
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of the Senate Finance Oommitte's Investigation of the financial condition of
the United States.

fihe records of the agency show that obligations and expenditures under the
mutual security program from its Inception in April 1948 through May 81. 1967,
are as follows:

Fund svalabw IOpnltu U~4.d

Total mutual ouftty pfOS2rw .......... 45, 483,1O0, 474 -$8, 4K81 ,442 117%44083

41DWY sat .................. *2 349 651,400 17, 775, M8.8 417 629
00 01 f t J I 1 o b A w O a" = i I... . . . . . . . ... I ... .. OK0I I am IIIIII

xolud 5,65,754 In remwm for return to Trrmy.

Data as of :une 80 are not yet available due to the considerable time required
for certiftation of all obligations at the end of the fiscal year under the require-
ments of section 1811.

Yours very sincerely, Jo8 B. 4Uca5 a

Senator MAwNU. Now, Mr. Secretary, to sum this up, we do have
a managed currency that we went on in 1988, and you want to con-tinue It I

Mr. BnoIm.sa I would for the present.
Senator Ma..qxr. But you do-I get this difference in your testi-

mony and the Secretary's-you really want to point toward a gold
standard I

Mr. Bunors. I would, personally.
Senator MLAON. But you just think that you have to go along this

way as long as the world is upset I
Mr. Buous. As long as it is upset this much.
'Senator MAWNB. Has there ever been a time in 2,000 years that

the world was not upset, that there was not a war somewhere I
Mr. Bmtowis. Well, it is relative. It is relative. I think we are

worse upset now than we have been a good many times in the past.
Senator MALN. There is something which puzzles me. We used

to go to war because they said we have to protect certain foreign na-
tions to get certain materials not otherwise available to us. Have you
heard thatI

Mr. Bunozsm. I think I can recall that, Senator.
Senator MALONB. Mr. Wilson said that. He said if Germany con-

trolled Europe, we would be next on the list, and we have to protect
certain nations in order to get critical materials not otherwise available.

Now, that went right on through Roosevelt, Truman, and then we
started to do it, we had to get this material from foreign nations.

I want to again direct your attention to the survey that the Com-
mittee on Inteior and Insular Affairs made, where we make the posi-
tive statement-and I will debate it with anybody, anywhere, at any
time--that you can make the Western Hemisphere self-sufficient for
everything you need in war or peace, and you do not need a pound of
anythng rough the Suez Canal. This s Senate Report No. 1627 of
the 88d Congress So we are still keeping troops in Europe and Asia,
regardless.

erod the full length of that propose ped le in Saudi Arabis
when they were builing It across Arabia in 1947, went into the
Abaan oll plant, the largest in the world. I knew the British were
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los it, because they were not ps a g the Iranians ythig-
ts per barrel of oil. We were paying them 50 cents just across

the border. So they lost It and we jave it back to them after paying
the damages. That is just about as simple as I can put it.

Now we are going to protect that pipeline across there to protect oil
going into, Europe. Europe conveitd from coal to oil when their
industries are built on coal mines. So now we have to furnish the oil
for them and furnish the protection in Arabia to get it.

Do you know how far that pipeline is from russiaI
Mr. BuR U. No.
Senator MALW". About 500 or 600 miles It will be like Russia

protecting pipeline in Cuba tSo you think we ought to keep that up, and until that et seettled
over t_- which will-be about _00 yam more we ouhto Just go
along the way we are; Is that what I am understanding?

M. Butous I do not know enough about that oil situation to be
an expert in it, Senator.

Seiator MAot You know It will not be settled. I was In India,
Calcutta, New Delhi, and Karachi In 1948. And then I come up into
the heartland of Asia from Rusm'sa-other side of the mountains
They- have no living standard in India. They have no economic
sstem. They do not even know what we are talking about Thatapplies to China and about three-fourths of the world. So you sy

ta tall has to iron out before we go on the gold standard ?
Mr. Buuos.No, no; I do nt say that. I do not ay that. I

think the whole picture needs to be a little clearer than It is now.
Senator MAJx-.rn Maybe we ought to tart paying a little bit more

attention to our own business, do you think ?
Mr. Butoms. We have got plenty to look after right here, lots.of

things that need to be done.
Senator MAw . I agre with you, Mr. Secretary, and I think you

have made a very good witness and a very frank witness.
Mr. Chairmanthat ends the cross-examination.
Mr. Buuouss. Viank you.
Senior Kzm Thank you very much Doctor.
The committee on Monday morning some matters it will con.

sider in executive session, so we will recess this hearing until 10
o'clock Tuesday.

Mr. B Rous. Thank you, sir.
Senator Kxn. You were certainly more than cooperative, coming

here on Saturday.
Mr. B Yon are very gracious, and I appreciate all those kind

(Wherupon, at 8: 20p. m., the committee recessed, t roonv; at
10 a , Ttesday, August 6,1957.)

i
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INVESTIGATION OF THE FINANCIAL CONDITION OF
THE UNITED STATES

TUESDAY, AVUGVT o 1957

UiMw STATs SUNATS,~COMM17M ON FINAcXM

The committee met, pursuant to recess, at 10 a. m in room 812,
Senate Office Building, Senator Harry Flood By (chairman)prei_ ..

r t: Senators Byrd (chairman), Long, Martin, Willm s
Flanders, Carlson Bennett, and Jenner.

Alsopresent: ~obert P. Mayo chief analysis staff Dbt Division,Officeot the Secretary of th r y . He:st finer, FiI Ft",Hdelflnger, Fisco T
Assistant Secretary of the Treasu Plaul Wren, assistant to the
Secretary of the Treasury; George wiln Director Office of Inter-
national-Finance, Treasu Depam ent; Elizabeth V. Springer, chief
clerk; and Samuel D. Mcflwain, special counsel.

The CNAMAN. The committee will come to order.
Senator Martin Is recognized.
Senator MAwm. Mr. Chairman I want to express, once more, my

appreciation of the fine manner n which you are conducting ths
most important hearing. Also deeply appreciate the constructive
questions being asked by my coll a es of ie committee The get
interest shown by the members o-the committee and the press has
been most encouraging.

I feel we are aomplishing a great deal by stimulating more wide-
spread interest in the dangers confronting our economic stabili . At
the same time we are widening our own understanding of the Nation's
financial condition, the monetary and fiscal policies now in effect, and
the problems and practices of debt management.

The testimony of the Honorable George Humphrey, the questions
propounded tolhim and his answers are of great importance to all
Americans because he presented a very sound estimate of the finance
of this, the greatest Nation of the world.

Als, I have been most favorably Impressed by the clear and on-
structive testimony given by the Under Secretary of the Treasury, Mr.
Burgess I regre tat he Is soon to reinquish the Importnt posion
he h filled so ably. t will be substantial loss to te"reasury.

Mr. Chairman, before iroting Mr. Burgess, I want to make abrief statement.: '

We want to keep a stable economy in the Uited States. We want
to proet the sviig of every Ameiican family and preserve not only
th eolat* of sang, but ther puniaosing power AS wl.



FINANMIAL CONDITION OF THE UNITED 8TATES

In the event of war, one of the most powerful elements of our de-
fense will be our economic stability and the strength of our productive
resources. Recently Russia repudiated a debt of 260 billion rubles
in the hands of Ito people. A dictator government, without con.
science, can do this.

In America we want to keep the savings of our people secure. We
want the individual to have and retain the rewards of his initiative,
hard work, thrift and creative abilitea

As I have considered the material develop in these hearings, one
singlee fact of basic significance stands out in respect to the current

iationary pressures
We have wanted to enjoy more than we have earned.
This effort has taken two forms:

1. The use of excessive amounts of credit to buy more of both
consumer goods and capital goods; and

2. Increases in profits and wages greater than increases in
productivity.

Both courses of action have caused prices to rise-the first by rais-
ing the demand, the second by raising costs and also by generating in.
creased income and demand.

There is no point in placing blame for these pressures. Our goal
should be to find the cure-ann that is the purpose of these hearings.

The Federal Reserve, and to a much lesser extent the Treasury, has
the monetary and fiscal tools to limit the expansion of credit, and
these tools have been used. The second basic source of upward pres.
sure on costs, prices, and demand, presents a more difficult problem,

As long as increases in profits and wages exceed increases in pro-
ductivity, costs and price. will continue to rise until serious price
resistance develops. 'When this resistance does develop, we will be
confronted with the choice of limiting the increases in compensation
to the increase in productivity, or of facing reduced sales, lower em-
ployment, and decreased profits. #

Both Mr. Hu.phrey and Mr. Burgess have stressed also the ig-
nificance of business expenlditures for new plant and equipment and
public construction activity in creating and sustaining inflationary
pressures

But why, may we ask, have these expenditures loomed so large in
the past few years I As to new plant and equipment, much of the
increased expenditures result from a desire to offset rising costs of
production-wa es and materials. Because of annual wage-ince,
every effort mu be made to offset increased costs, as far as possible,
bygreater efficiency.

Furthermore growth in consumer demand calls for added capacity.
With the experience of poswar expansion it has become increasingly
clear that costs of construction and of new equipment have moved
steadily upward.

Delay in new construction or installation of improved equipment
results in facing higher expansion costs later. Therefore, many are
undoubtedly encouraged to expand at the earliest date possible to
avoid the impact of higher costs.Thus we have seen a great bunching of industrial expansion which
has resulted in abnorm.ally-i fact, record-levels of expenditures,
thus creating wage and price pressures, which in tura are felt in
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the whole economy. Capital spending by business is estimated at
a rate of $41 billion for 1957, about double that for 1950.

Similarly, public construction activity, which amounted to $7 bil.
lion in 1950, is expected to be about twice as large in 1957.

These large demands for funds have brought about inflationary
pressures on materials and manpower. Higher wages and prices
have resulted and these, in turn, are reflected in the total demand and
prices of goods.

Simultaneously, the available supplies of funds have been absorbed,
thus creating a scarcity of funds, which is automatically reflected in
higher interest rates.

We have an enormous public and private debt. Our chairman made
mention of this in his statement preceding his questioning of the
Secretary of the Treasury. I reiterated that statement before I ques-
tioned the Secretary,

Those who have studied the matter know we owe too much money
here in the United States. We are expanding Government opera-
tions and industrial production too much on borrowed money, par.
tioularly money borrowed from banks because such borrowng in-
creases the amount of money in circulation and further stimulates
inflationary pressures.

Mr. Chairman, there has been much criticism of the increased
cost, or the rent, of money. It is a fact that interest rates in the
United States are lower than most of the nations of the world.

Only by holding the supply of credit at a level below the demand
therefor can we exert a braie on increased borrowing to build and
buy. Such credit limitations are our most effective and most im-
partial anti-inflationary weapon.

It does have the undesirable side effect of permitting interest rates
to rise. This is unfortunate, for all of us want to rent money as
cheaply as possible. But by preventing inflation, we save much more
than the increased cost of money due to higher interest rates.

The value of money has depreciated all over the world. With the
exception of a very few countries, the depreciation of money has
been much less in the United States than in other nations.

For example, from 1947 to 1957, the purchasing power of money
has dropped in--

Ohile ................... 94 Norway ................ 88
BraiL .......... 72 Netherlandsmmmmmm82

Fnland ...........-............ ............... 2
Austr-i------------------.... 58 West Gerlm .......-- 24
Mexico ....... .. 47 BIl.--------------------- 22

------------------. 85 United Btate..--------------20
pai. ..-. 88 India.. . . 185wedea...-----------StSil~a ....... -...-lfl~m. 11

You will notice just two of those ountrise I have mentioned are
lower than the Uni d States.

In all parts of the world, the same question is being asked: "Will
price continue to go upP In Great Britain there i most serious
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concern. In a recent speech, Peter Thorneycroft, the Chancellr of
the Exchequer, said:

It a nation pays Itself 7 percent more for doig no more work, as happened
last year, price increases will follow as night follows upon day. No economic
or governmental magic, no system of controls can stop that process. Before those
rice Increases thus generated are to form the basis for another round of wage
Crease, the country should ponder the damage which could be done to this

Nation and all who work in It# * *
The truth to that this nation must either squarely face the problem of Inflation

and accept the policies necessary to check and curtail it, or else It must face a
continual decline In the value of Its currency,

It seems to me that we face the same choice here in the United States.
Throughout much of the rest of the world, and perhaps in our own

country, the upward pressure on prices will be overcome only by the
assumption of greater responsibility for the general welfare b the
leaders of business and the leaders of labor.

That is not likely to occur, even in our own country, until far greater
public pressure has been developed than up to this time.

There have been indications that many people in this country do
not sincerely object to "mild" inflation. In moderate doses, it gives
an Impression of well-being to many of our people.

Wages appear to be rising; profit seem to bi increasing; the worker
and the stkolder are, grateful; and the position of the labor leader
and corporate manager is made more comf6rtable and secure.

Yet we know, and the average American citizen will have the sense
to realize, that the apparent primrose path of Inflation can lead only
to disaster. It means the robbery of every saver, every veteran, every
pensioner, every citizen who has contributed to social security.

I am convinced that monetary and fiscal policy alone will not over-
come current inflationary pressures here a home, but I am uall
certain that any easing in e availability of credit by action of Fed-
eral Reserve Board a this time could have but one result-further
bidding up of prices for labor and materials, thus stimulating further
inflation of prices all aong the line.

Mr. Burgess, what are your reasons for not agreing with the con-
tntion, that higher interest rates are a cause of inflation? I want
yvu to take your full time and explain this just as you feel about it.

STATIN OF RON. W. RAIOLPH BURG S, UNDER SERO TARY

Mr. Bunnns. Yes.
Senator MAxzn. I will not interrupt you unless there is something

I do not fully undersand.
Mr. Brmoss. All right.
Well, Senator, I have been very much interested in this idea that the

present inflation had as one of its principal causes the increase in
interest rtes7

Over a long period of years, I have been a student of these monetary
affairs, and l-am old enough, as you are, Senat* , to have beenthroug
number of experiences.

I know some hg about the economic litsntms about the busi
cyeoo and about inflations, and I must say I have not been able to
ftnd anywhere a support by any of the reputable economists for the
belief that interest rat i thin msves are a cause of inflation.
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Maybe i am not quite up_ to date in what some of the modem econo-

mists have developed, but I have not heard t, and it runs contrary to
my whole experience, because I have been through a good many of
these business movements, as you gentlemen have, andI just do not
think it hap pens that way.

I think Dat interest rates are something that happen as a result of
an inflation, and not as a cause.

Now, what is the way that these business movements occur?
We have been through them-191919M, and so forth,
What happens, it seems to me, is that first you have money avail-

able, and ten you have demand. People have confidence and use
the money. And as they use the money, the demand Increase to a
point where the available materials and labor are not quite adequate
to meet the demand, and then prices and wages begin to go up.

Then about that time we begin to use upthe available money, and
then the interest rates go up-the interest rates are a rather small
factor In the whole business.
thIn the past, when you ran out of money, sooner or later that stopped
the movement. That is what happened in 1907 and i908. It was
a perfectly typical experience. The business movement went ahead,
and prices rose, with speculation.

TIen the banks ran out of money, and they had to pull down the
shades while they sorted out and found who was solvent and who
was not; and in a few months they put up the shades and went to
work again.

But nobody would seriously contend that the increase in interest
rates, which were very considerable then, was the cause of that infla-
tionary movement.

You can trace it through an number of these periods.
Right after World War I, 1019 and 1920, we came out of the war

with a tremendously expanded volume of credit. Everybody had
money. They had not been able to buy goods They rushed out to
buy them when price controls were removed, and prices of commodi-
tiesbegan to go up to the sky. And then pretty soon we began to
run out of money, and interest rates went on up, and the Federal
Reserve recognize that With an increase in interact rates.

The banks borrowed a tremendous amount of money, and money
ranout and it stopped and there was a drop in prices.

That has happened to my undetandng, time ftead I
think that Is exactly the thing that has happen ed her e a

Prices haveyone up because the demand was in excess of the avail-
able supply o mateala and labor to carry on at that price level, so
the price went up.

Senator Mtazrm. Mr. Secretary, you still believe in the law of sup.
ply ad demand IBDURMNS. I think it still holds, Senator.

Senator MAMM. I think so, too.
Mr. Bums. Have no ceson about it.
Senator MA Lm. I am fully in agreement with your answer.
SNow Mr Secretary, am i right in understanding that you think

that whill monetary and fiscal restraint may cause rolling readjust-
menat In the economy, such readjustments may prevent a rumawaLy
Inflation later I " I
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Mr. Buxom. Well, Senator, I think we have had experience in
the history of this country and in the history of other countries that
that is so. We have had various oocasions when we got by with rolling
read justments. And 1958-54 was one.

In the spring of 1958, we were having an inflation there is no doubt
about It, and monetary and fiscal restraints were allowed to be exer.
led, and we straightened things out. People had too much invent

tory, people were borrowing too much on installment credit.
WITe thing was leveled off. We went through a.rolling readjustment

in 1958 and 1954. The adjustment was partly aided by cutting Gov-
ernment expenditures, but we went through a period there of leveling
off without any serious decline.

I think the same thing happened in previous periods. Senator An,
derson was inquiring auout hose, whether we knew of times when
interest rates went up when they were not followed by a depression.

Well, 1928 and 1924 1927 and 1928, 1948 and 1949, all were periods
of that sort when, wdh fairly moderate changes in interest and in
credit, we finally came through with a rolling readjustment.

In 1948 we had a god suor us in the Treasury, $8 billon. We came
through with a surplus which helped to calm down that Inflationary
trend. Some people ask, IWas that period inflationary?" I know
it was, because I was working with the American Bankers Associa-
tion, and we sent a team throughout the country, trying, under the
leadership of Joe Dodge and Bob Hanes, to talk to the banker about
restraining their credit so they did not add to the inflation.

Those things operated together and gave us a rolling readjustment
In 1949 and we came out of it without anythng serious.

So I think that can happen again.
Senator MAm . Mr. Secretary, in other words, may not the policy

of monetary and fiscal restraint and rolling read ustments be the ones
which, in the long run, will produce the owes average unemploy-
ment and the highest average employment and, therefore,b e the
olcy which is most consistent with ie objectives of the Employment
At ofr9481

Mr. Bxauss. Well, I think there is no question about it, Senator.
The great thing that has done so much damage in this country is
boom and bust, and we had terrible examples of it in 1920, in 1929,
and 1980.

That means that the restraints were.not applied in time.
On the other hand, on other occasions when the natural restraints

have been allowed to apply early enough, you could have these smaller
adjustments which, In the long run, led you to a more or less steady
upward growth.

Senator Mimx. Mr. Secretary, in my statement that I made be-
fore I started to question Secretary Humphrey, I referred to various
depressions. These had been the result of what you have just ex-
plained I

Mr. Bunoms. I think so; yes, sir.
Senator Mimns. Is it not true that the effects of fiscal and mone-

tary changes are not always immediate, and consequently one should
not expetn for instance, to find a close year-by-year correlation be-
tween changes in the price level and changes.m the money supply?

i '
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Mr. BThsos. I think that is entirely true, Senator, because so much
of our business in this country is done on lonaoterm contracts. We
make a contract to build a building, and the e'llcHt of that on labor
and p rices are felt over 2 or 8 years.

Whn we build a system of roads or public buildings, even build-
ga house, that man makes his decision to build a series of houses

in the autumn, he starts to build them in the spring. Ho does not
complete them until autumn, There is a year's span before the full
effect of his operation is felt.

And a great many of our undertakings are even ou longer.tarm
decisions.

Senator MAirW. Mr. Secretary, you mentioned the other day the
important of velocity in the monetary equation. Would you kindly
elaborate in regard to this factor? Just take your own time and
tell us about it.

Mr. BRmoss. That is a very interesting thing. As a matter of
fact, it is one of the earliest studies I made, way back in the early
twenties, the study of the velocity of money.

At that time Irving Fisher had come out with his theory of the
equation of exchange. He said that money times the velocity (the
rate of turnover), _s equaled on the other side by prices times the
volume of busine, volume of trade (MV'PT). And as a mathe
matical statement, nobody can deny that.

So many people go astray forgetting that it is not just the money
that is oustd'mg; that it is how fag you use it. Aid I have some
figures here of the sort which are published regularly in the Federal
Rsrve Bulletin. Here is a figure for the ratio of demand deposits
and currency (that is money) to gross national income, gross na-
tional product.

When we came out of the war in 1946, the money supply was equal
to half the country's gross national product, so of course there was
lots of money to go to work, and the money that was there did not
have to turn over very fast. It did not have to be used very quickly.
The velocity at that time, in 1946, was only 15 times a year.

Well now what is the situation todayF The ratio of demand
deposits and currency to gross national product, instead of being
half, is only a third and so that supply turns over more rapidly.
It turns over, in 1956 U times a year.

The intertg ting is that ince 1955, the rate of turnover of
money has incmase 10 percent, approximately, from 22 to 24 times
a year.

So the fac that our Money s has i
does not show you the picture . It is therate of useofthat
money.

Senator Mirn. Yes.
Mr. Buozwm And that rate of use is far more important at the

moment than just the money supply. And that is why you have got
to hold back a little on the money supply. It is the only thing you
have control of, because it is this tremendous use of money whichh
is back of our inflation. That is something that is very had to get at.

Senator MAwrnr. Mr. Burgess, at' that point, how do you define
the rate of use? Make a further explanation on that.
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Mr. Bumu s What you really do is take the volume of checks, that
are drawn againt the banks throughout the country as against the
money suppIy; and that shows you, the number of checks drawn in
a year compared with the money supply, shows the number of times
it turns over.

You see we have very good figures for the checks that are drawn.
All the principal cities have clearing houses, and they count the checks
tat go through and the Federal Reserce System counts the checks
that go through it, so you can make a very good estimate.

Usually you leave out New York, because that is so affected by spec.
ulative turnover. When you get a big speculation like that In IW9,
those big New York depot sts turned over very rapidly. It was not
that there were new deosits created but the sped they turned ove.
It Is just due to fellows going around and checking out their mozt.y
fester.

Some men will lnd it to other people. In 1909, for example, buui.
ness corporations were lending their money to peo pe speculating on
the exchange. That was outside the reach of the banks and the Fed
eral Reserve System but it made for rapid use of that money.

Instead of lying ide,it was put Into the stock market.
Senator k nAx s Senator, will you yield for just a moment?
I would like to inquire, this formula MV-PT, I forget how you

defined the T.
Mr. Bmus. Trade.
Senator FANDRM. I know what It is.
Mr. Bumoauss. We call it trade.
Senator Fr imws. Trade. It is the volume of physical-
Mr. Bu ss. Gross national product is a good way to do it-real
Senator PxFwwu. Yea.

Senator mmw. Mr. Burgess do you have further statistics?
What I was thinking, Mr. arnnan, if you do not object, we

might put that into the record. This is a very interesting discussion
to me.

Mr. Burma Yea.
Senator MA=N. It is a phase that I just have not fully under.

stood. You brought it out, and I think it is very interesting, and
I can see your point very clearly.
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(The tabulation referred to is as follows:)

Relalone ip of she mo#.v mpply to totl alkel pmodues and the annual rato
o turosover of demand depot# 1914

Hat I* of
Pto Annual rate ,,e.omtd Apniwt rat,

Year 4 o and ot turnover Y~w de!lits and of turnover
0"m Go tdma ev to of dmngrosenat e~ealtl roin ntiooal deposit.swum£u

ardct product

1.3!............I - .. ........ tlot .............g :.: ::......

.. . . . 1 .. I

"U IIQRV#R4
lM r.. .......... W ell ..... it jus...........e of t s un es

first ....... one was...............
T e econd +, one ontie a few pararaph that..... I tutex

redthtIItwul -o tak bu t: miu. '1

I I .......... _ .- ..........
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Burgess Fedmal Reseve Boyf.

Mr.-i Blooks. Wcelto now, but bapensttor e o f ogte supnd

journalist thpe is wrote two artmles on hid subject in the NewYo
. The second one appeared on Monday, on yesterday, and teilfirst one was a week before.

The second one contained a few paragraphs that I thought ex-plained velocity of money extremely well.+ Would you like me to

read that? It would not take but a minute.Senator M rrr. Mr. Chairman, if you do not object, if we might
just put that in the record, .... Wy

Ad thena frer comment that youmight wat to make, Mr.
Burgess. you make, because that is very helpful. It is kind of anew--it looks very clear to me now, but before you brought it up and
made an explanation, I will admit I had not thought of that phims.

The CHAtMAr. I share Senator Martin's view, and I hope you will
elaborate on that.Mr. Buiou. I will be very glad to.

The CUAIBMAM. Just one point there. When you say the number
of checks, you mean-

Mr. Bunosse. I mean the dollar amount. ..
The Cuxa i. Yes.
Senator Jzw~ms. Read those two paragrphs you strted to read.
Senator Czao. Read the paragfraphs. , + /

*868-4?--Ipt, -.- 4
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Mr. Buaoshs. All right. It says:
MONIT AND JODS

Perhaps as simple a way as any to picture the role played by velocity in
determining the effectiveness on the economy and the price level of a given
volume of money Is to place the statistics on money side by side with those onemploymentThe m o t recent figures available show total civilian employment standing at

68.5 million. This Is a high level of employment but, for certain purposes,
such as potential production, personal income, consumer purchasing power, or
Federal revenues, it Is Important to know whether the average workweek of
these 60.5 million gainfully employed is, let us say, 80.4 hours, or 41 hours. An
increase from the lower of these two figures to the higher would represent ap
Increase of more than 12% percent in the Nation's labor input.

For purposes of rough comparison the 0.5 million figure for civilian employ.
ment might be likened to the $185 billion in money outstanding. Since the second
quarter of 1955, when the monetary authorities introduced their restrictive credit
policy, the expansion of the Nation's money supply has been held to $2.4 bit.
in, or about 1.8 percent. As a percentage of the gross national debt it has

actually declined from 84,6 pertet to 81 percent.
But if the figure on the supply of money may e compared with that of civilian

employment, then the velocity of circulation may be sild to be a rough counter.
part of the length of the workweek. And while the money supply has rient
by only 1.8 percent over the past 2 years, its rate of activity has risen by no less
than 18.6 percent. The net result of these two change has been to expand the
effective money supply by nearly 115% percent, a figure exceeding by almost
onequartr the amount by which the national economy has expanded in the
same period.

That is the effective money that operates on prices and causes them

Senator MAir. Mr. Chairman, I would suggest that the whole
article and also those figures Mr. Burgess has, go into the record.

Mr. BuRoass. The figures run back to 1919. I think it is rather in-
teresting to have them.

Senator Mu=r. It is.
Mr. Bvuoazu. The way that responds to the changes#
Senator FLANxDz. Those are the velocity figures I
Mr. Buous. Those are the velocity figures.
Senator MAlrr. Thank you, Mr. Burgess, for that very helpful

and Interesting explanation.
(The article referred to is as follows:)

SnwUP Or MONXT (II)-A FutMT119 IOXAMINATION INTo Wny Ti01n CwN
T mos TO oO FATem

(By Edward H. Collins)

In last week's piece here the writer sought to stress the Importantce of dis.
tinguishing, at any given time, between the country's money supply, on the
one hand and on the other Its "effective" money supply, which is to say the
volume o money outstanding multiplied by its rate o activity.

When we speak of the money supply we usually have in mind the sum of
(1) demand deposits "adjusted" and (2) currency outside thebanks. The most
recet figures show these, in round figure, at $10? billion and $28 billion, re-
apeotively, a total of $185 billion.

Strictly speaking, it should be pointed out, perhaps that there are no figures
available showing the velocity of the money supply as here defined. Since there
Is no way of measuring the activity of the currency component, figures on velocity
must necessarily be based upon the behavior of the 80 percent of the total rep.
resented by demand deposits.

So far as the regularly published figures on velocity are concerned, no attempt
is made to cover all of this 80 percent. Three series of figures appear each month
in the Federal Reserve bulletin. One Is confined to New York City banks, a
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second covers the banks In 6 other leading financial centers of the Nation, and
the third covers the banks in 337 other centers. Unless otherwise Indicated, the
series usually referred to. officially and unofficially, Is the last named, which
is, of course, the most comprehensive, geogralibheally, of the three. The activity,
or velocity, of demand deposits is "the ratio of debits to delmits after deducting
interbank and Government amounts."

MONEY AND JOBS

Perhaps as simple it way as any to picture the role played by velocity in deter.
mining the effectiveness on tho economy and the price level of a given volume of
money is to place I its statistics on money side by side with those on employment.

The most recent figures available show total civilian employment standing at
(I million. This is a high level of employment, but for certaln purposes, such
as potential production, personal income, consumer purchasing power or Federal
revenues, It is important to know whether the average workweek of these 66.5
million gainfully employed Is, let its say, 30.4 hours, or 41 hours. An increase
from the lower of these two figures to the higher would represent an increase
of more than 121 percent in the Nation's labor input.

For purposes of rough comparison the 06.5 million figure for civilian employ.
meat might be likened to the $,135 billion in money outstanding. Hince the second
quarter of 1955, when the monetary authorities Introduced their restrictive
credit policy, the expansion of the Nation's money supply has been held to 224
billion, or about 1.8 percent. As a percentage of the gross national debt it as
actually declined from 34.0 percent to 81 percent.
But if the figure on the supply of money tay be compared with that of civilian

employment, then the velocity of circulation may be said to be a rough counter.
part of the length of the workweek. And while the money supply has risen by
only 1.8 percent over the past 2 years, Its rate of activity has risen by no less
tin 13.0 percent. Tite net result of these two changes has been to expand the
effective money supply by nearly 15% percent, a figure exceeding by almost one-
quarter the amount by which the national economy has expanded In the same
period.

sQUs Im IJrTs VlKIlOVTT

At first glaneo it might seem paradoxical that at the very time when the
monetary authorities are directing their policies to halting a further increase
In the available supply of credit, the velocity of circulation should decide to rise
sharply, thus seeming to defeat the whole purple of the so-called tight money
policy. Actually, as the annual review of the Bank for International Settlements
observes, such a development follows quite logically from any central bank policy
that seeks to contain the moiiey supply and Increase. Interest rates.

That I why such policies, though usually successful in the long run, frequently
have only a modest effect on the volume of spending (and hence the price level)
in their early stages, and find their first real response in a rising velocity of circu.
lation. This seeming contradiction is explained by the fact that they bring Into
play the phenomenon Keynes has defined an "liquidity preference."
When the rates on short-term paper rise sharply, as they have during the past

2 years, for example, this fact has a marked effect on the form In which busi.
ness keep@ Its liquid assets. In such ia situation the tendency is for business
firms to reduce that part of their reserves kept iln the form of demand deposits
to an absdute minimum, and to put these reserves partly on time deposit and
partly in Treasury bills or other short-term paper.

This means tMat the issuers of such paper come Into pssesion of funds that
had hitherto consisted of dormant demand deposits. The related shift to time
deposits has a similar effect, Inasmuch as the now reduced supply of demand
deposits must be used more actively in order to finance the same, or an increased.
volume of business.

Only as idle deposits are absorbed Into active circulation can the restrictive
policies of the monetary authorities be expected to achieve their full effectiveness.

Senator MurrJN. Now, Mr. Secretary, it has been said that the
inflation after World War II resulted fim the pressure of excessive
savings plus current income at that time, set against an absolute
sh1orta of goods that people needed badly.

You-have already commented on that, but do you agree t
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;fr. BTmoss. Yes. I might want to define the word "excessive."
ou ean in exceofthe amount of good
Senator.MAt 4. That is right.
Mr. Bu it. It s not, exogsive from the moral point of view.
Senator MA.NM. No.
Mr. Bumus. As the Senator from Vermont-will certify, no amount

of savings is excessive from the moral point of view.
Senator, Mlr. That has ben one of the great strengths of this

UQrt~iSu sss.M That is so. The amount of 'mmqe available at thit
time was more than the supply of good s.
- Senator MAxr. In contrast to the inflation after World War II,
does the recent inflation reflect'the premure of cumulative increasing
wage and other costs whihcannot be absorbed by producers, but
which inevitably must be passed on to consumers in higher prices

Mr. Bo s. I think that is a true statement.
The other day,'t said I thought, that this present increase In the

0Ot Qf iving, just in the past year was due to three causes:
One, it was the lag from previous things that had taken place.

Going back to what you said earlier I thifik in this economic busto
ness we always 0ughito remember the old biblical expression, "The
Fathers have eaten sour grapes, and the children's teeth are set on
edge." That we suffer now or benefit now from things done many
years ago, and last year, and the year before, and so on.

So.I lthk these cost-of-living figures now are showing the effects
of things which have been done over the past decade, in part.

Also, the factor you mention is a very great factor, that wage costs
and service costs have gone up very fast. That is not just union
labor. The hiring rate for college graduates is not determined by
union rules. It s competition in the market. - I..

And you see these great spreads in the newspapers every Sunday,
of what they will pay engineers and other young pOple coming right
out of college It gives them a totally erroneous idea what the world
is like. BuT that is the result of supply and demand.

Senator MAtrn. If I might be permitted to say I noticed there are
several places now where they have an oversupply of enginers. I
presume they are probably men who are not competent. That is prob-
abl it about as much as anything.

91t, nevertheless, I do not think it is good to advertise those things
to our young men, because there is just no easy way to attain efficiency.

Mr. Bus... Think it gives a false, impression of what the situ-
ntion is to be 1..e

Now, tAN ird au of this situation I think, is the capital boom,
the tremendous capital expendituros which are piled on top of the
other two cause..

Senator Murrn. You mean by that, build.u-.4 --
Mr. Busomss. The building of office buildings, of State-municipal

project. You see, the State and municipalities have increased their
debts $6 billion a year in the past 8 years.-

A gmt deal of unhappiness among State and municipal people ex-
iste about the interest rates they are paying, and I aympa his with
them. But the fact Is, they hive borrowed more money in these 3
years than ever before in their history, and therejust Is not that much
money of that sort available,

10t0
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Their demand have overflowed the banks of the tax-exempt market,so they have to sall their bonds to people for whom the t0 exemption
is not of great value, so their rates have gone up faster than ln;et
rates in otr plac ,

But they cannot blame the Federal Government for that. They
are Just trying to borrow more money than there is available.

Senator Wmix. Well, you mentioned a while ago looking back
ward, and a lot of people criticize that, but when I was a young man,
we gave a whole lot of consideration before we built a new court-
house or before we built a new schoolhouse.

Mr. Bmozas. That is right.
Senator MAn . We began by figuring first whether or not we

could afford it.
Mr., Bnos. And some of these buildings that are. being built,

schoolhouses and courthouses, and so forth are--
Senator F~mmS. Mr. Chairman.'
That is in the Bible, too.
Senator MArm. Thank yo.
Mr. Bumpss (continuing). Are somewhat more expensive than

the% need tobe, toput itmildl.
nator Mairz*. Let me t you, I sometimes think if we would al

get back to statements we find in the Bible, we might be on more
secure round.

Mr. Secretary I am now going to ask you some questions relative
to a ioultur . am not gomginto that very much, because Senatr
Car on is so much better qualified to do that than I am, but ldowant to bring it out at this me, this morning, because I think it has
quite a bearing.

I am one of the folks who still feels that agriculture is a most im-
.prtant segment of our economy, and we have got to keep it up.

Much is made about the falling behind of the farmer p net income.
Besides lower prices received in earlier years, the farmer is also faced
by increasing costs of equipment and material used i farmig."

For example, the prices of some important Items have increased,
according to the United States Department of Agricultur a
follows:

................ ........ m i irr 0
ar a a........... .... ......... . IlaIwsi I

These are but a few of the examples of items in farmers' costs of
production. Prices which include repeated wage mcreases, escalator
clauses, and other costs, which must be paid by farmers, and all too
often cannot be passed on by farmers, but must be absorbed outof
their marketing returns, theiby reducing their net income.

I would appreciate it very, much if you would comment on ti.
but I want to repeat again, I want Senator Carlson to go more ia
detail relative to agriculture than mysel.
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Mr. Buzosse Well Senator, I do not have any particular expert-
nes in agriculture. I will say my wife and I operate a small farm
on a very modest scale. But What you say is absolutely correct about
the farmer.

It is one of the results of inflation, when we have had the experience
In two world wars that inflation puts farm prices up, flrsto; but the
latter stage Is worse than the former, because when they come down,
the other prices contnue crawling on up, and thl farmer finds
himself at the end of the period very much worse off, as he ha this
time.

And I do not know any sure cure. One has to work his way out of
this gradually and let nature take a hand, at least gradually to put
the thng in better relationship.

Senator MAmn. Now, Mr. Secretary, I would like to go into
another field,

If other coutries are faced with this same inflationary problems as
the United States, I would like to know what action theyhave taken,
To what extent have prices risen in Germany since the end of the war,
and to what extent have they risen since 1959, if you have such in.
formation available

Mr. Bunozs& Well, you warned me that you might ask about that.
In Gernany, the cost of living index is up 89 percent since 1946.

A good part of that was in the first 2 years. They had their monetary
reform m 1948, in which they revalued their money and simply ex-
tinguished a lot of credit.
Xnd after 1948, their index is only up from 122 to 189. That is,

over that period of 8 or 9 years, it has been very stable, and they have
done that by the very time-honored methods.

I think I might quote that.
Senator MAiatI. I wish you would go into that rather thoroughly,.

Mr. Secretary.
Mr. Buizes. All right.
Senator MArTI. Because I think-and at that point, without object.

tion, I would like to put into the record a statement by David
Lawrence.

Mr. Busouss. Yes.
Senator MA'rru. Now, some of the figures here are the same as I

had in my statement, but it is some comment by David Lawrence,
whiuh I think might be helpful to us, and I will ask to have that
placed in the record at this time.
(lhe article referred to is as follows:)

(From Washington U0vening ster Thursday, August I, 15'/1

MAny NA~vzO na Monxy Dwuqzns-NiNvmN CouNTRsza' PuRCHAsING Powsa
Fouwn To Ba SAGGINO Wmn THAN UNJrrm STATxs

( By David Lawranve)
fTey can't blame President Eisenhower, but. some of the very same troubles

that have drawn the fire of ritiles here are plaguing many of the other nations
of the world.

Thus, Britain has, found it necessary to increase postal and tlephono Fates
in order to meet wage Increases to postal workers.

Likewise, the British Information Service Is being given a sizable increase In
appropriations in order to maintain and erpanid television, radio, and movie pro-
grams overseas-4 sharp contrast to thelack of vision of the American congress

i ,1
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in cutting down sums needed in the worldwide fight against the Communists.
The Moscow government Is spending for propaganda 10 times what Britain 644
America combined are appropriating for that purpose.

But for the most significant discussions appearing In the press of the world
concern the topic of Inflation. The British Secretary of the Treasury, In a public
speech to the people of Britain, said the other day:

*4f a nation pays itself I percent more for doing no more, work, as happened
last year, price increases will follow as night follows upon day, No economic
or governmental magic no system of controls can stop that process. Before
those price Increases thus generated are to form the basis for another round of
wage increases, the country should ponder the damage which could be done to
the nation and all who work in it * *

"The truth is that this nation must either squarely face the problem of infla-
tion and accept the policies necessary to check and curtail it or else It must face
a continual decline In the value of its currency."

The facts about the decline of currencies in all countries of the world are not
generally realized.

For the American dollar today is worth only 28 cents in purchasing power as
compared with 1000. Since 1040 the dollar has been steadily declining in value
and, compared with 1940, now is worth around 50 cents In what it can buy.

In the last 10 years the American dollar has gone down 20 percent, the British
pound has declined more than a third and the reach franc has dropped by
almost two-thirds. Here in a table, compiled by U. 8. News & World Report on
the drop in the purchasing power of money of various countries from 1947 to
196:

Chile ............................ 94 Norway ------- -.......
Brasil ........................... - -Netherlands ... 82
Japan ............- ---- - -------- -. Denmark ............... ------ 80
Greece .......................... 65 Canada.. ............... 29
France ..................... 68 Ireland .................... 20
Finland ........................ 59 Italy ------.... ......--. 27
Australia ----------------------- 58 West Germany. ........ .. 24
Mexico ...................... 47 Belgium ................. 22
Britain ........................ 88 United States ..--------. - -20
Spain ............................ 88 lodia ........- 18
Sweden ...............- - 84 Switserla$.----------------11

Relatively speaking, the American dollar has stood up better than all of the
21 other countries except 2.

Some of the countries where currencles appear strong have been experiencing
vast unemployment, which has curbed inflationary tendencies. Full employ.
ment, on the other hand, has set up a pressurefor higher wages, and this in
turn has resulted in higher prices.

America's inflationary troubles were really Intensified by the impact of World
War II and of the Korean war in 1950. Lately there has developed what Under
Secretary of the Treasury Burgess describes as "a capital goods Inflation."
Shortages of plant and equipment, the natural development of which was lnter-
rupted and delayed by the Korean war, now have brought new demands for
money.

The economic readjustment of the world to so-called peacetime onditions-
with hug# arms programs continuing to drain governmental budget-i Nall
far from a reality. t goenmna b s

Senator MiArnr. Now, you go ahead, and I would like for you to go
into it rather thoroughly

Mr. Buxor ss. We , 7was interested in quoting again from David
Lawrence's magazine. He quotes Ludwig Erhard, who is the Econo-
mice Minister of Germany, who is a very astute and vigorous person.
He just picks up four points tat Erhard makes.

He said, flrst, there should not be an easy-money poliy. Second,
governments should tvoid deficit spending. Third, eMployers have
he duty to resist wage increases that must be followed by price in-

oreases. Fourth, wherever a free market economy prevails, there are
sound currencies.
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Now, those are really the four principles on which Germany has
stabilized her money.

Senator MArn . In your vast knowledge of economic matters, will
you comment on what you think of those four principles that he ex.
pounded f

Mr. Buams. Germany is about as dramatic a case a any you could
see. I was in Germany in 1946. I visited Berlin. which was a com-
pletely devastated city. When we went to lunch at the American
guesthouse, we inquired what tip we should put beside our plate
and they said, "Well, the best thing you can put is two cigarettes,
because their money was useless, So the best thing you could give
them were cigarettes.

Now, the German Government took hold of this thing, not with any
novelties but with just exactly these principles that Erhard has

ey got, or we got--it was a combmiation-Joe Dodge, who later
became Director of the Budget in this country, who at that time was
a banker In Detroit, and they worked out what was called the Dodge
pa, which was a plan for cutting down the excess money. If you

ad a deposit In the bank, they cut about nine-tenths of it off. Then
they started a new currency, and that new currency from the be-
ginning was controlled. They put the interest rate way up. Then
they got their Governmenit budgett under control and then they
started freeing their markets from controls just as fast as they could,

Now, the followed the same policies- -you might be interested in a
list of the things that they have done in this current inflation, just
since 1955. We just made a list and thought it might be interesting
to have.

In January to June 1955 the Central Bank sold on the open market
securities of about $150 miihion worth.

Aug st 1955, they increased the Central Bank discount rate from
8 to 8 per"t.

September 1955, they increased the banks' reserve requirements.
January to June 1956, they reduced import duties on selected

articles by substantial amounts, freeing the markets.
March 1956, th.y increased the Central Bank discount rate to 41%

percent, Jumped It a whole percent.
May 1956, they increase the Central Bank discount rate to 6

percent, another whole percent up. They have got it back now, I
think, to 8 or 4%.

July 1956, they reduced the tariff on all imports in the industrial
sector and some agricultural imports by 25 percent.

August 1956 they reduced the coveaje allowed on export guaran.
ties that is, they didn't subsdize their exports so much throughcredits, I mean. ....

November 195 and April 1957, they removed quota Testrictions on
certain imports, that is, gradually freeing up those markets.

May 1957 they increased bank reserve requirements.
Ma 1952, they lowered the banks' rediscount ceilings 15 percent

That Is, the ceilings the amount they would allow th-banks to bor.
row from the Bank Deutsche teender, and they lowered that so they
could not'borrow as much money.

$ . I II
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May 1957, they removed dollar import quota restrictions, also on
imports from nondollar, non-OEE(J countries. You see, they do
that step by step. '

May 1957, reduced the rediscount line of the export credit company
of the Central Bank by $25 million, shutting down again.

June 1957, they announced a plan to reduce tariffs another 80 per.
cent on a range of articles,

Then July 1957, just a few days ago, they announced the Central
Bank will buy export drafts only after the merchandise has already
been forwarded in order to reduce credit extension to expos.

So what they have done, even with a good record of stability with
this inflation that sprung up in the past year, is to put on the credit
brakes in a way that makes ours look like nothing at all And they
have preserved their price level as steady as ours a little better, just
the last year or two.

Senator MArnx. Thank you very much, Mr. Secretary.
Now, we will go to France. To what extent have prices risen in

France since the end of the war, and to what extent have they risen
since 1952, and what is the present policy of the French Government I

Mr. Buaszes. In France, taking 9M as 100, their prices are now
408. That is, their prices haveincreased four times, quadrupled.

If you take it since 1952, the fact is we have not any very good
figures, their index shows they are only up 9 percent since 1952.

'The CUHAnuxA . What was that first date ?
Mr. Btmors. The first date was 1946 to 1957; in those 11 years

prices have quadrupled.
Now in the past 4, since 1952, there was practically no change in

their ohlcial index, but that is not a true reflection of their situation.
In the past year and a half, they have lost almost $1 billion of their
gold and dollar reserves because they have allowed people to import
goods too freely. In that way they have tended to keep the price
level, domestic p rice level down, but they have bought it with their
gold reserves. So at present France is in a critical position, and they
are trying to get their budget in shape. Their budget is very badly
out of balance. They have had very bad luck on that because ever
since World War II they have been engaged in a war of one sort or
another-Indochina, Algeria, Suez--so they have had bad luck.

And on the other hand they have been plagued by political diffi-
culties so that they are always making plans for balancing the budget
and restraining credit and then the felow who makes the plans gets
thrown out of office. But they are trying very hard now to improve
their situation, and we all hope this time it will go better.

Senator MArmT. Thank you very much.
.ow, we will go to England. To what extent have prices risen

in England since the war and to what extent have prices risen since1952? -

Mr. Btsouas. Well, in the United Kingdom they have had a greater
inflation than in Germany and a greater inflation than we have had.
Prices have risen 71 percent, the cost of living index, 71 percent, since
1948; whereas ours has risen 48p.rent. Germany is 89.

if you take since 1952 the United Kingdom is up 18 percent, Ger.
many is up 4 percent, and we are up 5 percent. So they have not done
quite as Well i Germany orwe, or, f6r that matter,som of ,the other
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European countries like Belgium or Holland. They have had their
problems. Of course, as you know, they devalued once during that
period, they devalued their currency, which tended to chase their
prices up.

The RAMMAN. What did you say ours has gone up, what year I
Mr. Bmozss. Since 1946 it 'ho gone up 48 percent and since 1952

it has gone up 5 percent.
The CivaRMAN. Since 1939 it has gone up 100 percent ?
Mr. Buows. That is right.
The CRAIRMAN. A little over 100 percent ?
Mr. Buitows. That is right. We have done better that most any-

body ele, but that does not mean we have done as well as we should.
Whe CHAIMAN. How much has England gone up since 1939?
Mr. Btiaxess. It is more than double. Have we got that ?
Yes we have got that here. The United Kingdom is up 169 per-

cent since--this is 1987, but that is the same thing practically. That
is, the index is 2.6 times the earlier date. It has gone up 1.6.

Senator MfAwriN. Mr. Secretary, I do not want to burden you with
all of the countries; neither do I want to burden the committee; but
I wonder if you would want to make any general statement relative
to current inflation out over the world ?

Mr. Btmzoss. Well, Mr. Senator, they practically are all having
it. It is a problem we meet every day. Tabulations are made by the
Bank for International Settlements or by the International Monetary
Fund, and I do not believe there is a country in the world today that
is not plagued by this same inflationary pressure. And in general
it is for the same causes, that they are trying, as you stated it, very
well, I think, they are trying to do a little more than they have got
the resources to do. They are trying to pay themselves and spend
more than they earn, and the prices are going up practically every-
where.

Senator MARN. Well, thank you very much.
Mr. BrGes. I might add, Senator, that we see this thing working

every day through the eyes of the International Monetary Fund, which
has its headquarters here.

They have proved a very useful organization because they make
a constant study of the situation in these countries. They review the
picture of each country, and those countries come to the fund to want
to borrow money so that the fund has to determine what policies they
will adopt in deciding whether a country is a good risk or not.

We have had 4 or fof the countries of Latin America in to the fund
just in the past few weeks, and I can tell you that the fund, which
represents about 60 countries, has a board of directors of some of the
best international minds on this matter. They have the same stand-
ards about whether they will lend to a country that Mr. Erhard set
forth in the quotations I read and that Senator Douglas set forth in his
report in 1980. They will not lend money--and a good deal of it is
our money because we put up the dollar that those people use-they
will not lend to a country unless itpta its budget in rder, unless it is
following a vigorous monetary policy of restraint, so that they keep
their inflation at least in reasonable hand, and until they are-have got
their currency tied to a standard value, using the dollar in most cases
because the dollar is the standard of value for the world.
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Now, some of those countries are using other methods. They are in
such bad shape that these methods alone will not do it. Some of them
have to use selective credit controls. A lot of them have exchange
controls, export and import controls. You see, those countries, most of
the countries of the world, when they follow a wrong course, get pulled
up pretty sharp pretty soon because when they follow wrong courses
in their budget and money and have an inflation, they beglit to lose
their gold reserves or their monetary reserves and then they are broke.
'They go broke quicker.

Our trouble is we are so rich, we have got so much reserves and we
are so much more productive than the other countries of the world
that we can commit a good many of the sins in the Decalogne for some-
time before it catches up with us.

Senator WILLIAMS. Is that a trouble or a blesing I
Mr. Buamse. Well it is a little of both, Senator. It is a very

pleasant situation to be in; but sooner or later those things tend to
,'atch tip on you. Senator Flanders will give you the Biblical quota-
tion for that one, too I am sure.

Senator MATzIN. kr. Secretary, this is very interesting and help-
ful, but now before we go further, I would like to ask you this question:
Are there any countries that have either held the line since 1946 or
1952 or strengthened their currency I

Mr. Bunoses. Well, there are a good many that have strengthened
their position a great deal. I have been to Italy, for example, and
have been over their situation. I think what Italy has done in a very
difficult situation has been quite extraordinary. They have kept their
inflation down since 1952. -They have only had a 12 percent incream
in their cost of living. And when you consider the strains on Italy
and its limited natural r-ources, it is good. and the way they have
done it Is just the good old-fashioned classical way of a firm monetary
and fiscal policy.

They have a wonderful fellow there who runs the central bank and
he has a hand as firm as I have seen. He has a great influence in
keeping the government from spending too much or following easy
money policies.

They followed-
Senator MA N. Mr. Secretary, if I might interject, he is kind of

the Harry Byrd of Italy.
Mr. Buait s. There is a great deal to that. I would second that

point.
Senator MArTIN. Does it not usually take some very firm man or a

collection of men to keep a stable currency I
Mr. Buaos. Yes; I-would say a collection of men.
Now, Italy was very fortunate not only in having the head of the

central bank who was good, but they had a wonderful old man as
President, Einaudi, who was an economist, he had been a teacher of
economics in college, and he believed all these good classical rules
that we have been trying to follow, and it worked in Italy.

You take the case o Greece. Greece looked to be just about as
hopeless as any country in the world, and yet they have got their in-
flation under control.

How have they done it. Just in the good old-fashioned way.
The CnAuxIMA. Explain that now.
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Mr. Bnmzes. They have not made money eay. They gt their
budgt under control and they have exercised a firm i t policy.
We-had one of our Treasury boys over there as a Treasry attaoh4,
a very able fellow who helped them vith that.

Now, Greece, heaven known, hr; not got very large natural re-
souroes, and they are subjected to all kinas of pressures. We have
given her some aid, which I think has been handled well and use-
t9lly. But a Iowyears ago the situation in Greece looked practically
hopeless. It just shows what a sound policy will do.

Austria is another case. It is right under the shadow of the Iron
Curtain, and she has handled her affairs well and is coming out much
better than you would have expected.

But you can take case after case. In Latin America for example,
I can illustrate it time after time after time, Senator, and none of
these countries has pulled through and has made its situation livable
for the common man in any other way that I could see other than by
the good sound classical methods.

Seniator Mimwnx. Mr. Secretary, should not that be the objective
of all of to, to make it sound as far as the common run of man Is
concerned#

Mr. Bunos. That certainly should be our objective at all times, all
the time.

Senator MA xnz. Could you give us an illustration of a South
American country where they have handled this most satisfactorily?

Mr. Bu srAs. Well, Peru. Peru was having a very serious infa-
tion, and they t in a team of economics experts, a very good team,
who reviewed the whole situation. They sent a man from the Mone-
tary Fund. They looked into the situation very carefully. They
adopted an exchange rate that was realistic. They got their budget
in better order. They adopted a firm monetary policy. We gave
them a small line of credit from the Treasury from our stabiliza-
tion fund.

The Monetary Fund gave them a credit. They have not had
to use it, because with the pursuit of sound policies, they made out
all right.

There are some other countries trying it and working out programs,
and it is tremendously encouraging to see the number of countries
that are making a goo-d honest try and not letting a political point
of view dominate their economic thinkin.

Senator MArrN. Mr. Secretary, are ere any cases where money
supply has been increased to keep interest rates low, with a resultantin ation I

Mr. Buaorss. Many. That is what happens typically. When they
keep money easy, do not balance their budgets, then they are off to
the races, and you can give any number of cases of that sort.

Senator MAmrTI. Mr. Secretary, is not keeping balanced budgets
and government pay as you go one of the most satisfactory and
soundest economic polic, that we could pursue?

Mr. BVROMs Well, sir, I think a sound fiscal and monetary policy,
sound budgetary policy and a sound and courageous money policy
are two of the greatest instruments we have ever discovered for keeping
currency stable, keeping the cost of living stable and providing an
atmosphere in which the ordinary man can ae social progress.
They are the best methods we know.
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Senator Uwx. Mr. Secretary, we have disused quite ee-
sively the International Monea Fund and things like that, infC-=
tion in othw countries-and you have already discussed this to some
extentI but I think it is so important: What do you feel you have
learned from your expenence with other nations along the lines that
we have just been discusingI

Mr. Buaro. Well, sir, think I really have just summarized that:
that watching these countries as they try to strive for the higher
standard of in we have in this country, that the ones which have
made the great xicss are those which have followed, fir sound
fixal policies with their budgets; second, sound monetary .polm.;
third, that have tried to keep their currencies stable in relation to
gold and the dollar.

I must say that a number of them have used other methods. There
have been other methods used of credit control of one sort or another,
exchange control or credit control. When a country is in bad enough
shape, those first things are essential, but they are not quite enough.

;ow in England tey ar trying a very interesting experiment
with w'hat they call the Capital Issues Committee. No dy can bor-
row big sums of money without the permission of that central com-
mittee. That is true of bank loans; that is true of capital issues in
the market. They actually exercise it with a fairly lenient hand.
They do not try to step in and dictate too much. But in their situa-
tion, theyfelt they cold not handle the problem of inflation without
some credit control of that sort.

Of course in France they just introduced some further imprt
controls. Tat is partly because they have not been able to do the;e
basic things.

But the main things are the ones I have emphasized.
Senator M&riN. If we would do any of those things in our country,

I suppose, there would be very serious criticism, objection, because we
are controlling the individualI

Mr. Bmmss. Well, our belief, Senator, is if we do control the
basic things, budget, our monetary policies, let our central bank oper-
ate the way it was intended to by the law and not interfere with it,
and not go off on this easy money tack if we do that, if we keep our
dollar nailed to this $35 an ounce for gold-that those are the essential
things and that we would not have to put in a lot of these fancy con-
trols all of which are directly contrary to the American way of think.
ing. We do not believe in controlling the individual lives of people.

Senator MARTX. Of course, we all talk that we want the free enter-
prise plan of economy in our country to work, controlled by the law
of supply and demand. And still when we now talk of easier money
for housing; and the governors, the Council of Governors of the United
States passed a unanimous resolution asking for lower interest rates,
and so on-we have all got to take a responsibility, and there may be
political casualties; butt is just, to my mind, it is just as important
to have a stable economy as it is to win a war when you are engaged
with a country that is trying to destroy the freedom of the individual.
Is that about correct

Mr. Buaows. I agree, sir.
Senator MAenxT. I apologize, Mr. Chairman, for taking so much

time.
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The CHAIRMAN. That is all right. I think this is a most interesting
testimony.

Senator MAirtiN. The Secretary, I know, has given a lot of things
which have been very interesting to me, and I hope it will be helprl
to the members of the committee.

Mr. Chairman, this may be interesting and encouraging to you and
to Mr. Humphrey and to Mr. Burgess. I was at a military camp not
a great while-ago, and some junior officers, quite a group of Them,
approached me and said: "We would like to talk to you a little bit.
We have been following the Finance Committee hearings. We are
interested very much in a stable economy. We are young businessmen.
Some of us are getting military compensation, and we want to make
some suggestions to you." And this was the surprising thing to me.
They sa d: "You men on the Finance Committee should lower taxes."

Then I said: "How would we pay the bills i" They said: "We as
individuals, if we do not have the money, we cannot buy things. If you
folks would just cut taxes, then the Government"--then I said: "They
will borrow the money." They had gone to a surprising extent. They
said : "Then you keep the ceiling on the debt."
Well, I siud: "how about your State ?" Well, it was up in the Com-

monwealth of Pennsylvania. They said: "Well, the same thing, the
legislature must not appropriate so much money. Keep taxes down."
Well, I said: "Maybe tioey will not do it." They said: "Well, then,
we will elect members to the legislature that wfil carry that policy
out."

I said: "How about local governments, your town and city councils
and your county commissioners?" They said: "Well, we tire going
to elect men to keel) taxes down." They said: "If you will keep taxes
down and will not let them borrow the money, we will take care of this
thing."

And I was really surprised at the interest they were taking; and
you know that what they were suggesting was not so bad aftr all.
But the thing that encouraged me was those young men, still in uni-
form, serving their country, that they were also interested in the eco.noic sile of things. They had talked it over at their mess and they
appointed a committee to come and talk to me. And I tell you, after
they had gone, I almost had tears in my eyes, because of the real pla-
triotism of those young men.

Now, Mr. Secretary, we will get over to the Federal Reserve now.
The Cn.l1aMA%.. Senator Martin, will you just permit a few ques-

tionsI
Senator furnN. Yes.
The CHAIRMAN. Mr. Burgess, I understool you to say that sound

fiscal aid monetary policies would prevent inflation. I would like you
to evaluate the increased labor costs above productivity.

Mr. Bvaoss. Yes.
Mr. CHA RMsAN. Many people believe that is one of the causes of this

present inflation.
Mr. Braess. Well, I think it is; and while I have emphasized fiscal

and monetary policies, I have also said that they cannot do the job
alone. I have said some other countries had to use some other meth-
ods. I think in this couiltry we do not want to use detailed credit
controls. That is contrary to our way of thinking. And I think we
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have got to consider the ways in which business people and individual
can handle their own affairs in a cooperative way with the Governrent
and do their share in stopping inflation, because the Government can-
not do it all alone. The Government has the greatest responsibility,
but they cannot do it all alone.

There is no doubt in my mind what you say is right, that in many

The ChAIRMANf. That is, where the increase is above the produo-
tivityI

Mr. Btmo os. That is right.
The CHUAMAN. Yes.
Mr. Buaouzs. And there is one problem about compensation that is

a very difficult problem. In some industries they have been able by
labor-saving devices, by machinery and so forth, to get the produc-
tivity, and suppose you just pay the wage equivalent to the increase
in the productivity. Well, that is fine for that industry. They can
go on.

But what about the neighboring occupation, whether it is shining
shoes or a tailor shop or working in the household, or what have you,
they are not geA to work for wages less than they can get in the
factory. So that his thing laps over into occupations where you can-
not get that increase in productivity in any way we know now. That
is one of our problems.

So in those other occupations with a salary scale set perhaps quite
properly, by great increases in productivity, the scale set by that
means that in many cases you have to increase compensation much
faster than the productivity; that is one of the causes of inflation.

The CAmmx. Thank you.
Senator MAWrrn. Thank you, Mr. Chairman.
If I understand the policies of the Federal Reserve, these are not

designed to raise interest rates, but instead are designed to permit
the supply of credit to increase less rapidly than the demand for
credit. Is that not soI

Mr. Buoress. Well, I think it is fair to say this; Their primary
responsibility is for the volume of credit. They do not want the
volume of credit to get out of hand and raise prices.

I think there come times when the central bank has to raise interest
rates as one of its implements raise the discount rate. Now, that
was true in this record I showed in Germany. At times they did not
just operate on the supply of credit. They put up the interest rate
as a warning to people that you cannot carry this any further.

Now, thathas a direct effect in making it more expensive for people
to borrow at the central bank, but it may be used as a psychological
method.

I do not think our Federal Reserve System in this period has used
this instrument. They have been working on the supply of credit.
They have been adjusting their ratw as the market chaned. They
have not led the market, and they have not used the rate in a "meat
axe" kind of way. They have not felt the situation justified it. we
all hope we can work out of this period without these abrupt increases
in discount rate.

Of course what we have had is nothing, talking about high rates
here. I noticed the letter of the First National City Bank, which has
been handed to me this morning, gives the prime loan rates in various
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countries; and the United State. is at the bottom of the list. Our
prime loan rate in our banks is 4 percent.

Senator Mzxi. Mr. Chairman, I would suggest that that be put
in the record. I was trying to get hold of that, but I did not have it.
I think it will be--

The C 1RtaL&. Did you want the whole thing?
Mr. Bunoes. Just a little table.
Sator MAw,. Just the table,
The CvAnmcAN. Without objection, the table will be inserted in

the record.
(The table headed "Current Prime Loan Rates in Various Coun-

tries" is as follows:)
Ourrent prime loan ratee to various oountriee

zee.
Bolivia ...................... te
Korea ....................... 12-15
Chile ........................ 12-14
Greece ..................... 12
Brasil ...... ........- 12
Israel .....--------------
Peru ....................... 11
Ecuador ................... 10
Austria ---------------- "-
Mexico ....................
Cornmny .............. 9
Japan ...................... 9
Finland ................... 8-8
Argentina-----------------8
Uruguay ------------------- 8
Iran ----------------------- 7%-8A
Italy ................... 7J,
Turkey .................... 7-9
Denmark .......... 7-8
Syria .................---- 7-8
Costa Rica .................. 7
Prance .................... 7
11onduras ................... 7
Lebanon ....... 7
Nicaragua ..----------------- 7
Sweden .... .-............... 6%-
Ireland .................... Su

As$#
Iraq ........................ 6-7
Singapore ------------------- 6-7
Spain, ------------------- 6-"%
Colombia ------- ....-------
Dominican Republic .......-. 6
El Salvador8 ................
Guatemala .................. 6
Liberia ---------------...... 6
South Africa ........- - 6
Venesuela ---------------- 6
India ................... -%
Egypt ................. ------ - 5 O. -
Hong Kong ...-............. -
Aastralla-----------------... w
Canada ..................... 5
Netherlands ................. 5
Great Britain ................. 5-a%
Philippines --------------- 5-7
Belgium --------------------.
Portugal -------------------
Cuba .......................
New Zealand .............-- - 5
Panama ---------------- -
Norway ------------------- 4
Switserland ................ 4
Puerto Rico ................. 4
United State ............... 4

gOt 1A=f 9Peretot rmprsWntfg tax ad other chargeM

Senator MAurnx. Make any comments you wish to.
Mr. B.tows. I would say the average rate of the more advanced

countries is about 71h to 6 percent, Sweden 1 7 India, 5f
to 6 Hong Kong, 61h to 6; Australia, 5 ; Great Br5tain '4
to 5 and we are 4 percent. The nearest to us is Switzerland ,
4 .Norway is 4%.

Senator MAru. Thank you very much.
Mr. Secretary on the other hand, I assume, as is almost always

the case when the supply is smaller than the demand, there is an
incidental effect of an crease in price; in this connection an increase
in the price of money, or an increase in interest rates; is that correct ?

Mr. IBuacss. Well, it is bound to be when the demand is greater
than the supply, the price goes up unless somebody interferes and
tries to hold it down.
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Senator MAms. Mr. Secretary, in the course of these hearing,
It has beeen implied that since we have comparatively high ;iterest
rates at the mne time that we have some recurrence of inflation
this demonstrates that hi her interest rates cause inflation. Wi@I
YOU give us your views asto the conclusion I

Mr. Bxoms. Well, as I said at the opening, Inmy statement, I
was interested in healing this theory about Interest rates being the
cause of inflation, but I guem I must be old fashioned or soMain
and my observation of the way things happen may be defective
because I am just totally unable to see it.

I think interest rates, of course, are part of the cost of production-
a very small part. They are the result of inflation, of a. demand for
credit greater than the supply. The price goes up. It is the result,
and not a cause.

Senator mmr. You may not have these fge. Since it is argued
that higher interest rates caused inflation, I asked you to get for
me information as to the comparative costs of interest and labor in
certain industries.

Mr. Buaos. Well, Senator in his original testimony, Mr. Hum-
phrey put a lot of figures in tihe record on that, showing for manu-
factur~d goods and tor public utilities and farmer and so on, the
percentages that interest rates are of total costs, And they showed
pretty well that interest rates were a minor cost.

In public utilities, interest expenses are one of the largest, they
are 4 percent of gros revenues, a little less than that.

Agriculture, he estimates that of the farmers' costs, 0 percent are
interest costs

But we got out some figures from tabulations of our income-tax
returns for industrial corporate groups which show that, for two
periods, 1952 and 1954 there is little lag on these, you cannot get
these too quickly, but these figures show, compiled fim our income.
tax returns, the total interest paid in different industries in relation
to their total expenses.

Now, these expenses are called total compiled deductions. That
simply means expenses, expenses which can be computed as an income-
tax deduction. Vhire is the way it reads; Primary metal industries
have total expenses, total compiled deductions, of $18.727 billion
and total interest paid of $138 million. Or the interest paid is 0.1
percent of their total expenses.

Now, that does not cause inflation in prices& That was in 1952.
Senator Mims. 19521
Mr. Bmzss. The exact figure is 0.74 percent. It is seventy-four

one-hundredths of I percent.
The CUAIRVA2rN. What was the rate of interest there ?
Mr. Butmns. The rate of interest in 1952--well, supose you take

the prime bank rate, it would have been 8 percent was it not, Bob-
around 8 percent ?

Mr. Mayo. That is right..
Mr. Bunoxss. So the rate Is up I percent.
The CHAtRMAN. Is the prime rate 4 percent now I
Mr. Buoiss. Yes. The off' p rime rates are a little more.
In 1954 there were no great c anges In interest rates. It was lower,

if anything. The percentage of interest to that total expenses was
0.75, that is, seventy-five one-hundredth of 1 p t.

O86-4--ft. a SO
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In fabricated metal products, the total expenditures were $11.7
billion. Interest paid was $88 million. The percentage of interest
to the total expenditures was thirty-two one hundredths of 1 percent.

You see you could double that and it would not make any real
difference In your expenses of doing business. So to say that is the
cause of the higher Prices is just ludicrous.

The CHA=uzN. Well, on the $800 billion total that we now owe
Mr. Buaoies. Yes.
The CIIAIRWAN. What do you think will be the effect of the new

Federal interest rate you have established at 4 percent ?
Mr. Bvitos. I would say it would still ie less than 5 percent in

total. You meuin the overal interest rate I
The ChAIRMAN. Everything. The $800 billion owed in this comitry.
Mr. BuR .ss. It would be way under that. Of course, that includes

States, municipalities, and it includes the Federal Government.
The average interest 'ate now on the total Federal Government

obligations now outstanding is 2.7. You see, there is still a great deal
outstanding at the lower, rate.

The CHAIRMAN. You anticipate continuing increases, do you not?
Mr. BRvoriss. I think they will be increased as long as these rate

levels continue, but I do not expect them to continue, Senator. I think
these are a temporary situation in this inflationary period.

The CIInIAtRA. Could you make a rough estimate for the record
as to what you think in the present atmosphere the interest rates on
these bonds coming due-I am speaking of private bonds, corpora-
tions, and so forth

Mr. Bunoiss. Yes.
The CHAIRMAN. What would be the total interest that we wouldpayfMr. Bunorss. Yes. I think we can make-

The CHAIRMAN. $800 billion.
Mr. BuaEss. Yes.
The ChAIRMAN. When, 4 years ago, was it not, we owed $600 billion ?
Mr. BrRwmss. That is right.
The CHATRMAN. Yes, please, for the record.
Mr. BuGrs. That will be a pretty rough estimate, Senator.
The CITAIRMAN. Well, take a shot at it, projected 12 months ahead,

because the interest rates are going up.
(The information requested is as follows:)

The table below Is based upon estimates prepared ')y the National Income Unit
at the Department of Commerce, except for the F ederal Government interest
where we have used Treasury figures on the interest on the public debt. The
estimates for 1957 are very rough projections of trends made by the Treasury
iu response to the above request of the chairman. Further refinement of these
data for 1957 or for years beyond 1957 would be purely in the realm of guessing.
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MondarV interest paid by buuineet, ontumer*, and Goverment
Ila blons of doUa-)

Oovnment
C*Wads ymr Busbn"m ...=21a

S 4.0 . 15.0 011 1.2
* 03.8 8.8 .

ef R I. ".* 1 .08.......... ........ " . .8
................................ I& .

....................................... 1 &, I I. ,I.o
1987 ........d) 1&6 4. 8 7.0 I'.2 *01 go.....17.0......... 1.o 4.7 7.8 1.6 3o.6

I Including all mortgage debt.I Households and nonprofit nstitutions, mortgage Interest Is shown under "Jlusiness."
'Interes as a component of personal Incomo differs from this concept In that It Inoludes not only total

monetary Intorest paid (less monetary Interest received by business and government) but also tet Interest
received from abroad d and net Imputed Interest.

Source: Department of Commerce and rough projections by Treasury for 1967.

Mr. Buaoss. These figures, I do not need to read them in detail,
but here are the percentages: Motor vehicles, twenty-three one-hun-
dredths of I percent; textTile products, forty-three one-hundredths of
1 percent.

Senator LoNG. A little slower, please. Motor vehicles I
Mr. BURozes. Motor vehicles, twenty-three one-hundredths of 1 per-

cent. That is 0.23. Textile products, 0.43, forty-three one-hundredths
of 1 percent. Crude petroleum and natural gas, that is 1.22 percent.
That is the highest percentage of interest rates to total operating
expenses. Petroleum and coal products, 0.40. Construction, thirty-
three one-hundredths of 1 percent. Those are for 1952.

Senator LoNo. Construction is what I
Mr. BuRoEss. 0.33.
Now there is another interesting point here. If you take--some

of these corporations receive interest as well as pay interest. They
invest in United States Treasury bills or they have subsidiaries that
pay interest to them, or they have other securities of one sort or
another.

If you take their net interest paid, in the case of motor vehicles,
for example, their net interest paid is a minus; that is, they receive
more than they pay out, because some of them sell their cars for their
own account on time and they get interest in.

But I will be glad to put those in the record.
Senator MAmzr. I would suggest, Mr. Chairman, I think that would

be interesting to all of us, if you just put those in the record.
(The tables headed "Net Interest Paid Compared With Total Com-

piled Deductions, 1952 and 1984, by Selected Industrial Corporate
Groups" and "Interest Paid Compared With Total Compiled Deduc.
tons 1952 and 1954, by Selected Industrial Corpoi ate Groups are
as follows :)
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Jfttfrff VW p4ompared with total oompiWe de.%wottose 1959 and $954t bv seloed
industrial oorporao prompt

MDlaw. b% mWoauI

I Uxept ordanc, masohinry, and tronsportstlom equipment.
soue: StatIstc of Income.

Net interest paid oompared with total oompiled deduotilone,
eeleoted industrial corporate protip

1959 antd 1954, by

[flotimr in millions

Total Intert" Pernt Total intmet Percent
OM. Mnt In. 'o . . net In.

deduo "-da - e- NRot .... ... Paid Re. Not ....
ton oelved tions tions oalvGd tIona

Primary meta industrie...... $18. W2 $138 $60 $9 042 $18, 316 $138 $9$9 0.54
abrlctodmetalproduotuI.. I 11t73 38 ,1 1 2 1,913 47 2 $36 .7V

Motor ehcl u ............... 17,63 6 3 -18 .... . If, 49 41 63 -1 .......
Textile mill product ......... 12, 8 16 40 82 1,6317 66 16 8 .34
Orude petroleum and natund

g=Wj~ a s.d...... 3, 788 48 13 33 :V7 3,494 42 0 34 .07
products. 23,206 2 62 40 .17 A6. M 1t 66 .24

Oontructn................. 14 46 9 3 .27 17,003 h0 12 38 .22

SExcept ordnance, mnohint y, and transportation equipment.
Not,-Detall will not necssarly add to totals because of rounding.
Bounm: Stalstls of Inoome.

Mr. Buaous. It reduces the net interest payment down to very
small figures.

Senator Loiro. Just what interest was that I
Mr. BuRaEss. They are the same industries as we had in the first

one, Senator and this gives the net, as well as the total.
Senator Mzzm. Mr. Secretary, the soundness of the Federal Re-

serve limitation on the growth of credit as an anti-inflationary policy
seems to be acknowledged when it is admitted that there would be an
inflationary effect from a flood of additional credit; yet there is
complaint about a drought of credit

It is urged that we should have a little more credit, not a lot,
but a little more credit. In a period such as the present, is that not
equivalent to saying we do not want a lot more inflation, just a little
more inflation I

Mr. BuwrEs. Well, I think all I need to say for that iso is that I" with you, Senator..Senator h rm, Mr. Secretary, in the course of the recent ques

tioning, the point was made that the Federal Reserve holds about
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as many Government securities as it did, when you came into office;
and since that was about the high point, there was an implication
that the Federal Reserve had suppofted the market as fully during
the last 4 years as in the pero prior thereto,I If I undestand this theory at all, the Federal Reserve supports
the market by buying. It depresses the market by selling. And by
merely holding securities without buying any addrtional,'it does not
support the market but merely maintains a neutral position. Is that
correct?

Mr. Buaocs. Well, I think it is, Senator. You do not support
Just by holding what you have. That does not help us in our roll-
over .fnancing, except as a neutral factor.

It is when they increase their holdings that it matters. The fact
is that there wa more increasing of the holdings before we came in
than since, because when we came in it was practically $25 billion, it
s, of course, reasonably down now, but it has been running around

$25 billion right through, whereas in the previous year it was
increasing.

Now, do not say that as any criticism either way. The fact
is that the total holdings of Government securities by the Federal
Reserve System is no measure whatever of whether they are sup-
porting the market. The question is how they do it and why. For
example, if we lost $500 million worth of gold from this country,
that would take $500 million worth out of our reserves. Then if the
Federal Reserve replaced that in the country's bank system by sim.
ply buying $500 million worth of Government securities that would
not be making any more credit available to the country. it would not
be supporting the market. It would simply be keeping the credit
base where it is.

Now, the credit base of the country is affected by many different
things, by the needs for the growth of the country. You have to keep
the credit base growing a little bit.

But what happens with gold, whether it is in or out, that affects
the credit base. Or what happens with the reserve requirements of
the bank. You can increase the credit base by reducing reserve
rec irem ents.. .'Vow, I think the Federal all through this period, before we came

in and after, has been trying to keep the amount of mone needed in
the credit base: ond I think they have done pretty well over the
entire period. We think that they were forced, through purchases
of securities at times of financing, to go into it a little heavier than
they should during the earlier period, but on the whole, during the
period they have tried to supply the basic credit needed by the country,
and you cannot judge that b ust looking at the round figures.

Senator MAMIN. Mr. Secretary on Friday, I believe it was, you
told us about the procedure the Treasury now follows before any
m~aor refinancing. As I understand it, you stated that you meet
with bankers, insurance people, the savings bank men, to discuss
investors' needs in order to obtain necessary information upon which
to base your determination as to the amount and maturities that you
can selland the lowest interest rates at which you can obtain the
funds. Is that the present practice of the Treasury Department?

Mr. Ruvow.. Yes, sir.
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Senator M,%nrN. If you want to elaborate on that, proceed.
Mr. lluvtoms. Well, perhaps your next question would be whether

there has been any change in the way of handling it since we uame in.
Perhaps we can handle that all together.

Senator MArTN. Yes, con.
Mr. uRor.ss. I have ben connected with these operations as I

think I said the other day, since about 1930. For the 8 years from
1930 to 1938, I was the manager of the open-market operations for the
Federal Reserve System; and I also advised the Treasury on their
financing, both under Mr. Mellon and Mr. Mills and rider Mr. Woodin
and Mr.'Morgent ha. 11.

T'I e method that we followed at the early stages of that was that
in the Federal Reserve Bank in New York, where I was, we did most
of the work. I undertook to interview the dealers and the banks
and the various buyers of securities and then used to make a ree-
onuiiondlition to the Treasury Departnent ol what they should do.
Soinetines the underr Secretary would come to New York and sit
down with mne and we would interview a lot of people.

Of cours, they would always get opinions from the other Federal
Rewerve banks, anid the Federal Reserve Board always had its ideas
about it.

Tnder Mr. MoIrgethan, I think it was, that, proedure wits devel-
oJ ed it little more fiflly. Ile used to invite some of these people to
Washington to meet. wIhil himn; an(d over it period of yearsie devel-
oped it practice of having a counnittee of the American Bankers
Asswiation conic to Washington slid itteet with him, and a commit-
tee of the Investment Bunkers Association. I know about it because
I WaiS a inenilber of the American Bankers Asswiation committee; and
the procedures that were followed by Secretary Morgenthau and Sec.
rytary Vinson and Secretary Snyder were identical with those which
we ane following, that is, they met with these committees and got
their views, told them about the Treasury position by using the same
kind of charts that Mr. Mayo showed this committee, so that they
would understand our problem, and then getting their counsel on
what should be done.

Now, I think the only difference iii the procedure is that we have
tried to cover it little wider scope. There has been a life insurance
economic committee. I tlihik they meet occasionally with Secretary
Moraeihu. ~We have met with tilem rather more frequently.

Vo have hiad it committee of the mutual savings banks, which I do
not think wits organized before. I meet with some other groups. For
example. I lhave had .meetings with the treasurers and comptrollers of
the States of tile Union. They are quite large buyers of Government
securities for their pension funds and for their working funds.

We have, of course, used our trips through the country, both my
own and other members of tile staff to visit with everybody that we
thought would have an interest. For example, when I made a trip
a while ago to Des Moines, I took a couple of days to go out in
the country and visit some of tile rural banks and talc to the farmers
about their situation. They were not very much interested in our
Government security offerings, but the country banks were very much
interested in the difference in interest rates between their commodity
loans guaranteed by the Commodity Credit Corporation and the rate
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on Treasury bills; so it was very interesting to get their point of view
on that.

All I can say is we try to cover just as wide a scope as we can on
these inquiries and take in as many people who have something to
say on the subject as is useful to us

Senator Mwrn~r. Thank you, Mr. Secretary.
A considerable amount of time was spent last week in attempting to

prove that your desire for flexibility in interest rates meant higher
rates. Has the trend i interest rates been continued this way upward
since you assumed office I

Mr. Buwcss. No, Senator. The rate has fluctuated. It went up
in the spring of 1953. In the summer of 1953 it went down. In 1954
it went down. In fact, we did some of our financing in 1954 at rates
that were lower than they had been in 1952.

When this housing bom developed in 1955 and the capital boom
developed, the demand for credit increased interest rates, and our rates
went up along with it. So that we have had literally exactly what we
have talked about; we have had flexible interest rates.

Senator MARirN. Mr. Secretary, I appreciate your time in answer-
ing these questions, many of them which are rather difficult. If you
have now any comment or summation that you would like to make, I
would ask the indulgence of the chairman and the committee that you
would have that opportunity.

Mr. BuRozss. Well, Senator, I do not think I have anything to add
to what I have already said. I am afraid I have made too many
speeches this morning already.

Senator MAMRN. Think Mr. Secretary, some of the speeches that
you made this morning will he very helpful. I want to reiterate again,
Mr. Chairman, I have been very much encourned by the interest that
the people out over the Nation are taking in this inquiry.

Mr. Chairman, Ihave no further questions at this time.
The CHAIRMAN. Senator Frear is away, and he has yielded until-.

he goes to the bottom of the line, so the chair recognizes Senator
Williams.

Senator WILLIAMS. Did you want me to proceed I
The CHAIRMAN. Yes.
(Discussion off the record.)

he CHAIRMAN. Senator Williams is recognized.
Senator W ILIJA MS. Mr. Secretary, I have very few questions.
In answer to one of the questions of Scnator Martin, you were

referring to the manner in which some of the foreign countries have
been able to control inflation.

If I understood you correctly, you said they did it by exercising the
sound old-fashioned methods of first controlling the debt, and sec-
ond-controlling the credit. Is that correct?

Mr. Bunoxss.-That is right.
Senator WnuAms. How do you think we aie managing our budget

in his country ? I know you spoke in the last few days-in reference
to the control of credit.

Mr. Bmtoxas. Yes.
Senator WaLaAms. And higher interest rate& Do you think we

are doing a good job as far as the budget is concerned
Mr. BuRiss. I think we are doing just a fairly good job, Senator.

It is a lot better to have a surplus than it is to have a deficit.
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But I think at a time of inflation like this, from the point of view
of the Treasury and the economic situation, it would be better to have
it bigger surplus.

Senator Wit"AMS. Now, speaking of the budget, the proposed
budget, I think sent to Congress was around $72 billion. Do you
thinT it would be inflationary for us to enact that, comply with that
request of the budget I

Mr. Buuoms. The President has already-- .
Senator WILUAKS. Or do you think it should be cut I
Mr. Bussom. You are talking about the budget of 1958. The Presi-

dent has already sent up several modifications downward, and in the
administration of the budget I think there has been clear evidence the
administration is going to try to keep under that rather than over, if
it can.

I have great respect for the ability of the Congress to find some
ways of economizing, and I think the Congress has found some ways.

Whether we would agree with the precise ways is beside the point,
for this broad question. I am personally very sympathetic to both
the Executive and the Congress hammering away at this problem and
doing the best they can to get the spending cown.

Senator Wizuus. You think it is a responsibility of botli to try
to bring that budget down I

Mr. Bumpm. Yes, I do. Partly because many of the appropriation
recommendations, that the President sends to the Congress are his
interpretation of what is required to carry out the law passed by the
Congress, some of which was according to his recommendation, and
some of which was not.

So that the Congress, both in respect to those appropriations and
with rmpect to others, I think has an extraordinarily important
function.

Senator WIUAmS. Based upon the progress which has been made
iii that direction, and, as you say, there has been cooperation both
between the executive and the legislative branches, in achieving that
:al, do you think it is safe to say the debt limit can be held a $27bilhon I
Mr. Bvxes. Well, Senator, if you would allow me, I would prefer

to leave that question for Secretary Anderson to discuss witi your
committee. I have talked it over with him, and I know he is going to
be in touch with you for a discussion of it.g

Senator WILliAMS. Do you think we will be confronted with that
question before this Congrss adjourns I

Mr. Busomas. Well, 3-am sure that Secretary Anderson will want
to talk with you about it. He has only had a chance recently to really
study it, and it is a real problem.

Senator Wnua2uM. If I understood you correctly, you said that one
of the methods by which these other countries had been able to hold
inflation down was that they were firm and had the necessary courage
to stand firm and hold the lino; is that correct ?

Mr. Butos. That is correct; yes, sir.
Senator WnILums. Would you say that this would be a time that

this committee should stand firm if that request comes up here, stand
firm and hold the line ?

Mr. Busozm. In principle, yes. Whether that applies to this ape-
cifo point, I would father leave to the Secretary.
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Senator WIzMAMS. Has not the trouble always been, throughout
history that each request would be exceptions to the rule ?

Mr. Bvurins. How right you are, Senator, and how one learns that
day by day in this great city.

Senator Wnauxs. I would like to have the benefit of your opinion,
though, because I have great respect for your ability and know.

Ur B.mtow. Yes.

Senator WIMUAMN. Of tie conditions of the Treasury, as to whether
you think we can hold that line at this time.

Mr. Bstoras. Would you mind, Senator, if I left that to Secretai
Anderson. I think it would be more appropriate for him to give his
opinion on that than for me.

Senator WTUAAA. I do understand that you think the other count.
tries, then, who did stand firm, were taking the proper steps ?

Mr. BuRorme. That is correct; yes.
Senator WILLIAMS. I have a feeling that we will stand a little firm

on that too.
Mr. Secretary, you referred to the control that, Congress has over

the debt, and I think in your statement you pointed out that FNMA
and Commodity Credit and the International Bank were able to bor-
row money outside, on their own, and that thc e amounts were not
included in the Federal debt; is that correct ?

Mr. Butsa. That is correct, yc&
Senator Whw~x.m. Do you think that is a sound policy to be ex-

tnded-I am not asking whether we should repeal the existing law-
but do you think that is a sound policy or do you think we should have
all of these debts consolidated under tAe ceiling ?

Mr. BUroRs. I would rather see Commodity Credit borrowing from
Treasury than our going to the market. We tried that several times.
It is expensive, and it involves a lot of extra machinery.

The International Bank for Reconstruction and Development, of
course, that is set up separately, and it should borrow separately.

The new FNMA, I think you could debate both ways, whether that
should be set up separately or whether it should borrow from us.

When that bill was drawn, you will remember that what we weretrying to do wastyling to get away from a Government, a wholly
government, subsidized.agency for supporting the mortgage market,

and we wanted to make it a cooperative venture, with the people who
used it buying stock in it, so that it would get a measure o inepend-
ence let us say, like the Production Credit Corporation or the Federal
IAnd Banks.

I have a great deal of sympathy with that principle. We were hit
by a situation where we had to buy a lot more mortgages than we
would have preferred, and I think it was right to do so because, as
I think I have stated before here, when you do have a credit restraint
in an inflation it hits some people more than others, and it hits
some people who are not in a position to bear the blow as readily,
and you have a social responsibility to try to ease that blow a little
here and there.

That is a very touchy thing, because it is awfully easy, if you ease
the blow here, there, and the other place, to dull it so it cease to be
effective. But we did have a specific situation there that I think justI
fled some action, Senator. ,
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Senator WiwL.kts. But in general, do you think that it is a con-
structive trend for Congress to set up these independent agencies
where they can borrow direct and be outside the debt limits

Mr. Blvaotss. I am afraid of it, Senator. I think if you get too
many of them borrowing out there, it is too hard to keep the thing
uwder control, and it is fficult.

I think in a few cases-you have the case right now of the TVA.
You are going to set them up as a separate borrowing agency.

Senator WIUI.AMs. That was my next question. I was going to ask
you if you thought that was a constructive proposal.

Mr. Bvosa. Well, T do not know their operation as fully as I
should, so I do not have a firm opinion either way. I think there is
good argument on both sides of it.

Senator WIU1AMs. But, unfortunately, we cannot vote on both
sides of it.

Mr. Buaoyms. I know, If I had to vote, I would bone up on it.
Senator WILLIAMS. If I understand correctly, one of the proposals

is that the TVA would be allowed to set up a borrowing capacity for
either $700 million or $750 million, and it would not be includes a
part. of the debt. Is that rightI

Mr. Bvuomss. That is riglit.
Senator WrrLIAMs. And-Congress would have no control over it.
Mr. BiURaFws. Well, there the question arises whether some of these

borrowing should not be subject to the Budget review.
Senator WILMIAMS. I)o you think it would be wise in such instances

as in TVA, to provide their borrowing must be included as a part
of the national debt, since they are a direct obligation of the United
States Government ?

Mr. BvRorSs. I would rather see it that way. I know that, at the
moment, it is very hard to do that. We are in a tight box. But as a
matter of principle, I think it would be sounder.

Senator WLLA us. But would not keeping us in a tight box, help us
in this difficulty of controlling inflation I

Is it not a fact we are just going to stay in a tight box for a few
years, if we get out of this situation F

Mr. BuiRazss. I think so, yes.
Senator WiLUAms. And we might just as well begin to face it;

and you would recommend, as I understand it, that TVA financing
might be better, I mean more constructive that way.

Mr. Buaoics. Yes; if you put that in te subjunctive, Senator, I
will go along with you.

Senator WILLTIrs. Yes.
In the recent foreign aid bill, we also had a provision to set up anew financing agency for foreign aid, a billion a half for the

next 2 years, which would be set up $750 million a year. Would they
borrow froni the Treasury ? '
But if I understand that correctly, that, too, will not be included

in the national debt if they sell them on the outside; is that correct?
Mr. Bxouss. There I am in a difficult position. As I understand it,

that bill is in conference. There is an administration position on It,
and I do not believe I can appropriately comment on that one, Senator.

Senator WILLIAMS. But you still feel that it would be better if these
borrowing agencies were included as a part of the national debt?
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Mr. BvRoasS. Well, there are two separate things there, are there
not I One is whether the borrowing agencies should borrow outside,
in the market, rather than from the Treasury.

Senator WHIUAMS. That is right.
Mr. Bvnorss. Versus the case of a corporation or an agency which

would borrow from the Treasury, and the question of what the budg-
etary control should be over that particular borrowing.

Senator FLANzS. The question is whether they should borrow
at all.

Senator WILWAMs. Yes, that is right.' And also the question of
whether their borrowings, if they do borrow, should be included as
a part of the national debt.

11r. B1uous. Well, I think there is no question about the new
foreign financing agency. That would borrow directly from the
Treasury, so that would be a part of the debt.

Senator WILLIAMS. That would be a part of the debt?
Mr. Buoms. Oh, yes. They are not going to borrow outside.

They are going to borrow from the Treasury. So its financing is
within the debt.

Senator WILLIAMS. And will be kept within the debt limit.
Mr. BuRons. Yes.
Senator Wuz:Nts. In your opening statement on page 16, you refer

to a 2 percent long-term bond issue which was sold in 1044 and 1945,
and which were later exchanged for nonniarketable investment bonds
in 1951 and 1952, and I think you departed from your statement and
said, "They were exchangeable for a bond which had a 5-year maturity
date." Is that correct?

Mr. BvRomSS. Well, the holder of those bonds could at any time lie
wished exchange those bonds for a 1w-percent 5-year note.

Senator WWAus. What were they o finally They were I
Mr. Buoomss, The originally were 21-percent bonds, 1967-72,

that is, callable in 1967, maturing in 1972.
Senator WILLIAMs. And they were exchanged for what type bonds?
Mr. Butoass. They were exchanged for 2%-percent bonds of 197&-

80, callable in 1975, and maturing in 1980.
So it purported to be a longer term bond but you had a hole out.

You could at any time exchange it for this slorter term obligation.
Senator WIuLAxs. That was my understanding even though they

were payable in 1975-80, they could be exchanged or 5-year bonds.
Mr. Bunoss. They were not marketable, but they could be ex.

changed at any time for 1w-percent marketable notes.
Senator WIL sMS. What was the object in calling or refinancing a

long-term issue that had originally been sold at 21/ percent and refi-
nancing it at a higher rate, and putting a shorter term maturity on
it in order that they could convert into these higher rates of today?

Mr. BmrGss. Well.it does sound kind of odd. But looking at it
at the time, it seemed to be the thing to do, like the boy who threw
the brick through the plate-glass window.

Senator Wiuu s. Well,-is this not a brick thrown through a plate-
glass window ?

What was the size of the issue involved I
Mr. Rtmons. About $15 billion was converted, as I remember it.
Senator WILLIAMS. They were converted in 1951 and. 1952; is that

right?
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Ar. Buurms. Mostly in the spring of 1951, March 1951.
As I understand it, Senator, the situation was this: The Federal

Reserve System was very restive at the price-support policies. The
demand for credit was rising, other interest rates were going up, and
yet the Federal Reserve System found itself supporting this 21-
percent bond at slightly above par.

They made one attempt to shake themselves a little loose from that.
They lowered the prices, I think it was in December 1960. They were
ver anxious to get a freer market for money, because they saw that
inflation was taking place.

The Korean warlad broken out, we were arming for the cold war.
But they and the Treasury were afraid, to throw this market open
without support$ with such a tremendous volume of these 21 -percent
bonds outstanding.

There was a very great volume, and particularly these last two
issues, the Victory loan and the one that preceded it.

Senator WItWAMs. When you say they were outstanding, who held
that issue I

Mr. BuRoFts. Insurance companies, savings banks, private in-
vestors. With minor exceptions they were not eligible for bank in-
vestment, so very little was in the hands of banks.

Senator Wit4AMS. Do you have the breakdown of the holdings on
that#

Mr. Bunorss. Yes. We can put that in the record.
(The information referred to is as follows:)

On March 4, 1051, the Secretary of the Treasury announced the offering of the
Investment series B long.term nonmarketable Treasury bonds In exchange for
outstanding 2% percent Treasury bonds of June 15 and December 15, 1967-72.
Of the $10,656 million of those issues outstanding, the following were exchanged
by the variqus investor classes:
Classes of investors: rota e€iAngee

Insurance companies ................................... $8,888,227,000
Mutual savings banks .................................. 1,202, 006, 000
Savings and loan' associations, building and loan associa-

tions, and cooperative banks ......................... 124,199,000
Pension and retirement funds --------------------- , 847, 2'4, 000
Commercial and industrial banks. ......... 7..... 1,782,000
State and local governments, other than their pension and

retirement funds ------------------------------------- 49,996, 000
Individuals ----------------------------------- 182, 941,000
Federal Reserve and Treasury accounts ------------- ,588,802, 000
All others ------------------------------------ 25, 863,000

Total ------------------------------------------------- 13,075,68,000
The following year, on April 80, 1952, the Treasury reopened the Investment

owrles B for cash and In exchange for 21/ percent Treasury bonds of 1065-70,
1006-71, and the remainder of the two issues of 1067-72 previously offered the
exchange. At that time an additional amount of $1,758 million was issued, $450
million for cash and $1,807 million on exchanges.

Mr. Btntoxss. There was also a bank-eligible 2 , but it was not one
of these.

So they tried to figure out a way that they could decrease the risk
of opening up the market to a free market, and they decided they
had to somehow get out of the way a mass of these 2% percent bonds.

And that was the origin of this ingenious device. They refunded
them into something which was attractive, put another quarter per-
cent interest on it, and gave them this way out. So that was atrac-
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five, and that lifted this whole mass of $15 billion of bonds outside of
the market so they could then go ahead with their program of freeing
interest rates from control.

Senator Wuix u. Were there not other 2.percent issues out-
standing at the same time ?

Mr. BHuR ss. There were some, but they were of shorter maturity,
and they thought that if they lifted out this last group, that they
could handle the others without too much trouble.

Senator Wxur.us. Did they lift out all long-term issues, or were
there other issues outstanding I

Mr. Bvuowss. There were other issues.
Senator W=LAMS. Outstanding.
Mr. BusoEs. You see, these bonds had been used in each one of

the war loans, 60-65,62-67, and so on.
Senator Wiuwxs. When they were sold, were they sold on the basis

that they would be guaranteed I
Mr. Bumioss. No. We were very careful about that. I say "we"

because I was running the war loan drive in the Second federal
Reserve District for the third and fourth war loans. We told our
salesmen not to say anything of that sort.

At the same time, the market had been supported, they knew it wasgoing to be held more or less during the war, and a lot of the buyers,
I think, got the presumption that they were buying a bond which
would be held at par.

Senator WILLIAMS. But the net effect as I understand it, was that
this bond issue which was sold, $15 billion bond issue sold in 1944
and 1945-

Mr. BumRss. Yes, the $15 billion exchanged.
Senator WILwAS. Were 25-year bonds.
Mr. Bu ous. That is right.
Senator WLLAM s. And they were callable in 1967, 99 years, or

matured in 27 years I
Mr. BURGEsS. That is right.
Senator Whumxs. And this refinancing at a quarter of a percent

higher rate with a 5-year exchange privilege, has the net effect of
throwing that $15 billion all eligble or conversion into these 4 per-
cent bonds today; is that not true ?

Mr. Bnouss. Well, indirectly some of them could, but there are
some features that would stand in the way of doing that.

Senator WILLIxs. What would they be?
Mr. Btmrous. If somebody 5 years ago had converted and taken

these 1/ percent notes, then he would have the cash to subscribe for
these 4 percent bonds.

Now, any of them could convert into the 5-year 1. percent notes
now, but he could then sell it only at a substantial discount, because
these 1% notes are selling around, what is 1"--89 or so?

Senator W "Auxs. How long was this conversion privilege to put
them into 5-year notes in effect ?

Mr. Bunoju. Excuse me?
Senator W=ALIAxs. Did the holders have to accept the conversion

privilege right at that time, or was it continuing?
Mr. Bunduss. They can make the conversion any time.
Senator WhzIMs. At any time?
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Mr. Buows. At any time. So they could do it today, those who are
still holders.

Senator WIaA^Ms. That is the point I am making: Either they have
converted them into short-term bDnds which would be becoming due
on an annual basis---

Mr. BUmUs. That is right.
Senator WILLIAMS. Or they could convert them today, for instance,

within a space of a year the whole $15 billion could be converted into
4 nrcnttoday.

'Mr. BuRozss. Only at a loss. Suppose you had a thousand dollars
of one of these boods, and you converted that into a 112 percent 5-year
note and you wanted to get casl] on that, you wanted to sell it in the
market, and you would find you could only get 89 for it, $800 for your
$1 000 bond so you would take that loss.

senator ILLTAKS. What percent were converted at that time ?
Mr. Buaows. There are still $9 billion or $10 billion outstanding,

as I remember it. Originally, $15.8 billion were put out; $5 billion
were converted. So the amount outstanding is a little over $10 billion.

Senator WIUxAAMS. Over the maturity of these bonds, the 25-year
scheduled maturity, how much in additional interest would you sug-
gest it was going to cost the Government as a result of that refinancing
in 195-42

Mr. BuiFss. That has a good many variables in it.
Senator WILIAMs. Well, the $6 billion that have been will all have

to be refinanced at the higher interest rates, at least will they not?
Mr. Buaozss. Yes, over a period. Of course, there are still a lot

of these notes where the holders are just going to hold them until
they mature.

Senpotor WILLAMS. Mature.
Mr. Bunous. So they are only getting 11/9, so you are one up on

those fellows.
Senator WUMAXs. Do you think the interest rates are going to

drop in the next 12 months or so?
Mr. Bunois. Well, I think that is about an even bet.
Senator WIMMs. But assuming the interest rates maintained

stability-
Mr. BAouzs. Yes$
Senator WILUIAMS (continuin ). We would lose from I to 11h per-

cent for the last 20 years of these Aonds; would we not I
Mr. BuRo w. Yes that is right.
Of course, the holder of the I had a marketable bond. So if you

just left it alone, he could sell that bond in the market,
Senator WILLIAMS. That Is right
Mr. Butopss. Now, for now 80t or whatever it is.
Senator WILJAmS. But he could not cal on the Government to pay

him 4 percent interest on it.
Mr. BRnoas. Well, if he sold it and got the cash and then bought

some of these 4s, he could. He has some of the same privilege, in a
way, that the new fellow has.

Senator WILLIAMS. Except, Mr. Burgess, as I understand it, and I
am not trying to argue the point but just trying to understand It had
they not refinanced this issue and had Mr. Jones sold his bond ana Joe
Doiks purchased it, they would still have been held so far as the
Government is concerned, and you would have still been paying 2
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percent interest rates, and you would be paying this interest rate 15
years from now.

Mr. BuRorms. That is right.
Senator WIIAMRS, But as it is, we will be paying 4 percent on a

substantial part of it and maybe all of it. I . .
Mr. BuRouss. Really only a small part. I think it is very hard to

figure it out in dollars and cents, but I think the whole operation cost
the Treasury money.

I think, as I say in my statement, if you had to make a compromise
like that in order to bail out of the situation we were in, to carry out
this chore, why, it was worth the price.

Senator Wiustus. Then the net additional cost will be somewhere
varying between $100 million and $200 million a year for the re-
mainder of that maturing bond issue, depending upon the proportion.
ate part that has been transferred; is that right I

Mr. Buiamss. That is right, subject to checking the figures.
Senator WIUJAXs. An din 15 years, it would be $1.5 billion.
Mr. BVuoss. I would like to check the figures.
Senator WILIAMS. I wish you would furnish an estimate as near as

you can, as to the extra cost of refinancing.
(The information referred to is as follows:)

COST or EXcHANINo LoNo-TtaM 2% PsaorMT BONDS INTO 2% PRAOuT
INVaSTMZNT B BONDS

The net Interest cost to the Treasury of exchanging some of the loner-term
2% percent marketable bonds for 2% percent nonmarketable convertible invest-
went B bonds from April 1, 1051, through June s0, 19057, has amounted to $15
million.

On April 1, 1951, about $18.0 billion of the 2%s of June and December 10-72
were exchanged Into 2% percent investment series B bonds of 1975-0. An
additional $1.3 billion was exchanged from June to December 1952.' To provide
some degree of liquidity the investment B bonds are convertible Into marketable
1W percent 0-year notes at the owner's option.

Of the $15.8 billion 2%s originally issued, a total of about $4.8 billion have
been converted into these 1 percent exchange notes. Three semiannual Issues
of these notes have already matured (the first April 1, 196), and have ben
refunded into regular marketable issues.

The total interest cost through June 80, 1907 of the 2%s which were issued
In exchange for $14.9 billion of 2%s has been $1,978 million and the cost of the
exchange notes $258 million. In addition the refunding of the maturing notes
has cost $08 million. This makes a total interest coot of $2,294 million. On the
other hand, the Treasury has not had to pay interest on the 2%s which were
exchanged. That interest would have amounted to $2,279 million over the period
beginning AIr 1 1901, through June 80,1907. Thu the net cost to the ftrsury
has been $10 million.

Senator WxuLAMs. Do you know of any other instance in which
such steps have been taken wherein a. long-term issue had been r
financed, called and refinanced, at a higher interest rate when it was
not necessary I Have you ever done that before or since I

Mr. Busouss. I do not remember such a case. Of course, it was
a volunta7 offering.

Senator WhuuxS. It was a vouluntary offering, but it was a
voluntary conversion.

Mr. Buomus. Yes.
Tis aan"xo 001 tnolu4#10 t marketaI. Of -to
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Senator Wzwxs. And it would be equivalent to the Government
voluntarily today just moving in and, to all the holders of long-term
21 percent bonds, say, "We will give you4 percent tomorrow, and
jua be good fellows."

Is that not substantially what we did I
Mr. Buosse. It In that type of operation. It was not as expensive

a giving them 4 percent.
senatbr WiLumAs. Well, anything that is going to cost us from

$100 million to $20 million a year for 15 years over and above what
it was necessary to cost, is a rather expensive operation.

Mr. Buvmms. That is right, but let's check the Iures.
Senator WiuuMs. We would not do that in private business, would

wet
Mr. Bu ows. Th only thing that justified it was their desire to

get out of this difficult situation they were in with respect to the
market. That relats to what I said here the other day, that we
financed the war at such a very low rate of interest that it would not
stick. It was an uneconomic level.

Senator Wnu Ms. Did the Federal Reserve System own any of
that issue?

Mr. Bmtous. Yes They had quite a lot. They had bought a lot
supportin the market.

SenatorgWiLLIAMs. Of that $15 billion issue?
Mr. Bvuoss. That is right. So that they converted, what was it,

$2 billion or $8 billion ?
(The information referred to is as follows:)

The Federal Rserve banks exchanged $2,714 million 2W ercents of June
and December 1987-72 for investment series B bonds. These were subsequently
exchanged for -oyear 1%1 percent exchange notes as follows:

Date of ososnp lIMM scqurted Amount

July $0............................r ................... I 000
SerisRO-IW.............. a........................................... ,,

........................................ . ... . . . . .. 9714

Mr. MATo. It was at least that.
Mr. Buwzs& Some of this interest goes to the Federal Reserve,

where it comes baok to the Treasury.
Senator Wzumxs. In speaking of that, I think you told us once

before,how much of the Federal revenue comes back to the Treasury ?
Mr. Bous. About 90 percent of their net earnings
Senator Wwuws. Net earnings. Is that net before dividends, or

net after dividends?
Mr. Bumou Well, the dividends are pretty small. The dividends

are 0 percent on their capital. That is after dividends.
Senator Wnzu-s That Is after dividends.
Mr. Bumoze. Yes.
Senator WiWAms. Is that fixed by law I
Mr. Bmvque. Soo Senator, that is not. It Is an interpretation of

the law, whioh says there may be a tax on issues of Federal Remrve

1068



FINANCIAL CONDITION OF THS UNITED STATM 0

notes; and the Federal Reserve Board has, somewhat arbitrarily,
perhaps, but nevertheless I think soundly, interpreted that to mean
hat they should pay earnings in excess of some figure, back to the

Treasury.
Senator WILLAMS. Is it discretionary, that figure, set at their own

discretion I
Mr. Bunors. Yes; that is discretionary with the Board.
Now, there is in the Robertson bill, which is now Liefore the House

Banking Committee, a revision of that law which would go back
substantially to the original ternis of the Federal Reserve Ac4 which
would make it a legally specified franchise tax for doing business,
which would have the same effect and would turn back about 90
percent of the net earnings to the Treasury, and I think that would
bea very good thing to do.

Senator WturAMs. Who owns the stock of the Federal Reserve
banksI

Mr. Buiozss. The member banks.
Senator Wwaxzs. The member banks?
Mr. Buozss. Yes.
Senator WuLizms. And while we are not anticipating such a thing,

but just in the event Congress abolished the Federal Reserve banks,
who, gets the surplus, that is the accumulated surplus, and the
earnings?

Mr. intss. Somebody asked that the other day. The law speci.
fies it, and we just have to look that up, but I am quite sure it is the
Treasury.

Here we are. It is section 7 of the Federal Reserve Act:
Should a Federal Reserve bank be dissolved or go Into liquidation, any surplus

remaining, after the payment of all debts, dividend requirement as herena.
before provided, and the par value of the stock, shall be paid to and beoms
the property of the United States and shall be similarly applied.

Senator WuzMs. Well, then in effec4 with the exception of
the amount which is paid in dividends on the stock, the accumulated
surplus in the Federal Reserve System belongs to the United States
Government.

Mr. Buxou. That is right. Yes.
Senator Wumws. I tlink it might be well, if you have it there,

to put In the amount of net earnings of the Federal Reserve System.Mr. Bmras Yes,
Senator W~uzAMS. Because they have only paid back into the

Treasury, to the Federal Government, about 67 percent of theirearnings
Mr, tozs. Sixty-seven percent of their gross earnings; 90 per.

cent of the net.
Senator Wi uxs. Well, would you put in the record the amount

of the net earnings I
Mr. Baom s Yes; we would be glad to. Over a period of yeasI
Senator WnUAxs, Yes,
(The information referred to is as follows:)

A a-4-t 6000 1100,000
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Mr. Bun ses. Of course, this method I have cited was only in force
from 1947 on, but I think that is--we would be glad to put that in
the record.

In 1956, they paid $401.5 million to the Treasury. So it is a sub-
stantial item.

Senator WILLIAMOS. What were their net earnings in 1956?
Mr. Buaorss. Their net earnings before payments to the Treasury

were $474 million. They paid $18 million in dividends, and trans.
ferred $54 million to surplus, and paid the rest into the Tresuy.

Senator WILLIAMS. What has ben their net earnings-I think they
were established in 1913.

Mr. BuRo0s. Yes. The aggregate net earnings from 1914 to 1956-
they started operating in October 1914-the net earnings over that
period were $8,867 million.

Senator WxLIJAms. And they paid $889 million in dividends; is
that right.

Mr. uRious. That is right. And they paid $2,450 million to the
Treasury under Federal Reserve notes, and they paid the Treasury as
franchise tax $149 million. So it is $2,602 million.

Senator WILLIAMS. And accumulated reserves.
Mr. Busonss. $876 million accumulated reserves.
Senator WILMAus. That belongs to the United States Government ?
Mr. BuRoss. It reverts to the Government if they liquidate. It is

much the same thing.
The CHAIRMAN. What is a franchise tax f
Mr. BuRatss. Well, the original Federal Reserve Act provided they

should pay a franchise tax to the Government, which was all their
earnings after expenses, after 6 percent dividends on their paid-in
capitarstock, and after setting aside a certain amount of surplus,.10
percent of the balance, I think it was, would be paid as a franchise
tax.

The CAURMAN. You call that a franchise tax.
Mr. BuRoss. The Banking Act of 1983 terminated that. They

were not earning much during that period, and it did not seem to be
an important matter.

But then, as their earnings piled up, their consciences started acting
up and they started paying.

senator WILLIAUS. Mr. Burgess, the Secretary referred to the re-
cent $24 billion reflnancing issue and gve us a chart showing that
60 percent of that i'que was sold to the Federal Reserve System.

That is largely due to the fact, is it not, that this $ billion bond
issue was not offered to the general public, but was offered only to
the holders of the old bonds I

Mr. BuRose. That is right. That is true of any refunding. And
the Federal Reserve held 60 percent of the maturing issues.

Senator Wruuws. So, therefore, they, along with the rest of the
publio-

Mr. Bmwass. They simply turned over, in this exchange, what
they had for the new issue.

Senator Wrimtxs. Would it be advisable at this time to get as large
a percentage as possible of these bonds in the hands of the public

M.Bmm& Yes, as a general matter. But as to the Federal

Raw" Systam, it has got-lo hold as many Federal bonds as they
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hold now if ey a going to sumprt this present volume of credit.
They have either got-to ho-ld Feairal securities, or they have got to
make an equivalent amount of loans to member banks, or they havegot to rede rr uirements that much.So that we cannot redue much the holdings of the "Fed" unless

we decide we want to substitute some of these other ways of supplying
the amount of credit that the country needs.

Senator WIWuAMS. So they were offered to the Federal Reserve
in exchange for $14.5 billion held, on the basis that it would not have
been practical to take it out of the System; is that right I

Mr. Btmow. That is right. There was not anybody else to buy
them in that large amount.

Senator Wu~-me. Well, the reason I asked that, question, I have
had several suggestions that other people would have been glad to
buy a 4-percent Issue at this time.

Mr. Busss. Well, it was very easy for them to do, Senator. The
8 days that the books were open, the rights were available at either par
and %2, or par and %2, so anybody who wanted them could have
bought them very easily by buying the maturing issue that was for
sale.

You see, there were a billion dollars of them not converted and, of
course, the new issues are available in the market right now if anybody
wants to buy them. They have gone to a little premium, but not
very big.

Sienatr WILUAMS. In speaking of inflation in your testimony here,
,ou referred to the fact that we lave got a 2-cent drop in the dollar

in the last couple of years, which represents a 4-percent drop, through
inflation.

And that is attributed, both by you and by the Secretary and many
others, to the fact we have an expanding economy or extremely pros.
porous times.

Mr. Buoss. That is right.
Senator Wnzuxs. My question is: Do you think we can have an

equal amount of Inflation or even a greater amount of inflation in
time of depression ?

Mr. Buzmoss. Well, that is a little bit hard to do. You have to
ump out a lot of money. Because the trouble is that this velocity

low at a time of depression. People do not use the money, soft
does not have the same effect on prices, and they do not buy all the
goods that are available. .

Now, you do have some price increases at times in periods of de-
presslon. It is not usual, but you did have a little recovery of prices
between 1988 and 1909, and all of that was, In a sense, a Period of

e tr WXLLIAMS. In Frane for instance, they have had some

of the wildest inflation, Would you say the inflation in France wasdue to prosperity I •.Mr. Bunas. Oh, yes. France is tremendously prosperous, prao-

tically full employment. It is one of those cases where everything
is fine except their money situation.

Business has been rebuilding itself In France. Their production is
hi their wages ar rising.

osar, WixwrAxs. You think that has been the situation for the
lat 5 or 6 years, and was that the result of Inflation I
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Mr. Buiw. Well, I would not say it has been the result of in-
flation. I think inflation is the result of the .-

Senator Wuums. Extreme prosperity I
Mr. BvwrQss. Of the v groat prosperity, plus unsound financing.
Senator Wiw rus. W0, if Frace as bn in the midst of such a

degree of excess prosperity, why it is that we have been having to
subsidize her for the pat few years#

Mr. Bmirws. A great deal of the difficulty about the financial pio-
ture in France is that she has had these long, dragging, difficult mili.
tary problems, like Indochina, where Ase was hanging on, and we
supported her in that.

The money we sent to France was to let her do that.
The Algerian war is costing France something like a billion dollars

a year; that is a lot of money, and 10 percent of the French budget
and makes it difficult.

The fact is we have decreased our aid to France very sharply.
It is down. *hat they get now is largely in the form of offshore pro.
curement, and the expenditures of our troops over there.

We are not doing much in the way of aid.
Senator Wuxks . What is the value of the franc today I
Mr. Bmwitos. The official rate is 850 to the dollar. But it in selling

in the open market at about 485 to the dollar.
Senator Wruums. 485?
Mr. Bumwz. Thereabouts,
Senator WxumMs. How much was the franc worth about 10 years

ago?
Mr. BunoRu. Well, it was worth 4 times that much, or about 120

to the dollar.
Senator WaIm. That is a country which has had the wildest

inflation. You think that could be attributed to prosperity in France
Mr. Bumoz. Well, I think most of that is due 9 their financial

difficulties.
Senator Wxuzuxs. Deficit speding I
Mr. BuRess. They have not had the budget in balance in the whole

of that 10 years, to the best of my knowledge
Senator Wn.xs. In fact, they have not had it for considerably

longer than that.
Mr. Bunzss. They have been very slow in getting their credit policy

in shape, getting their discount rate up, an the Government keeps
borrowing from the Bank of France.

Their market for Government securities has been pretty bad. In
order to sell some bonds a few months ago, tey had to have a purchase.
Ing power bond a 5-percent bond, I think it was, but with the value
guaranteed in relationship to French stock-market price. .

Senator WzwAxs. They did not have an effective control over the
debt ceiling, did they I

Mr. Bmuws. That is quite right.
Senator WILLIAMS. Such as you advocate we maintain here.
Mr. Bunos. In principle, I do advocate it. I think that has bmon

a good thing for us.
senator Wmu"s. In the 1920% the inflation we had in the 1920s

to what would you attribute that?
Mr. Bumm Well, I think there were two major par to tha
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One of it was real estate. We had a terrific real.estate boom. That
included the Florida boom.

Senator WiWxeUS. Excessive expansion
Mr. BUMoas. Excessive expansion, speculation in real estate.
And the other was security speculation, which got badly out of

hand.
Senator WnIJAMS. That was in 1929.
Mr. Bmormsa. Well, it really got underway,
Senator FLANDm. Was there not a commodity speculation then IMr. Buomss. Not so very much i 1928 and 1929, Senator.
Senator FLANDsE. I am thinking of sugar.
Senator BENIwrr. In 1920.
Senator FLANDEW. 1920.
Mr. Bunos. In 1920, you had a terrific commodity speculation, but

not so much in the late twenties, and that was one thing that fooled
us. Commodity prices were pretty steady, so we said there was not
inflation.

Well, it was inflation. But the inflation was elsewhere.
Senator WILLIAMS. The present inflation that we have has not

reached that degree, but it is giving us all concern because, as the
chairman pointed out the other day, it is equivalent to a 4-percent
depreciation of the dollar in the last 18 months.

Mr. BuRGss. That is right.
Senator WiLLAMs. Would you attribute this to excessive specula-

tion in credit ?
Mr. BuuR ss. No.
Senator Wua.xAMS. Excessive credit ex mansion I
Mr. Buozmss. No. I think our capital room is one of the big things

in it, and I think I would go back to my three-way analysis:
I think one of it is timelag. It is the fathers have eaten sour grapes

and the children's teeth are set on edge.
It is the result of the war hangover and so forth.
Another is increase in cost, which is a matter of perhaps paying

ourselves more than we earn.
And the third is capital-goods boom.
Senator WwAMs. Do you think that this capital-goods boom or

the expansion of productive capacity was accelerated too much by the
granting of amortization certificates I

Mr. B uws. I think it was, some.
Senator WMUAms. Do you think, had we repealed the amortiza-

tion authority a few years ago, it would have had a more wholesome
effect on the economy I

Mr. Bunozas. Yes.
Senator WsLMs. You think it would ?
Mr. Buzoss Yes. I would not say it was a major factor, but it

was a factor.
Senator WimUAms. No. I think you pointed out, and I agree with

you, that no one of these points can be accepted as the determining
factor. They are all contributing factors.

Mr. Btmoass. That is right.
Senator WuLuMs. The committee yesterday recommended that

granting these amortization certificates be drastically curtailed im.
mediately, to end in its entirety in 2 years.

Do you think that is a step in the right direction?
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Mr. Bmuons. In the right direction, yes sir. I do not want to put
the Treasury seal on that particular bill until I have had a chance to
read the bill and our boys have studied it.

Senator Wiuxms. The Secretary has already endorsed it.
Mr. Bu-ons. If he has endorsed Itr--
Senator Wxums. I was speaking in general terms, not on the

specific language of a bill, but in principle.
Mr. Bumwns. Exactly; yes.
Senator WUAuMs. Now, I think you have spoken before on the

point that you think prices of wages and prices of commodities both
have been contributing factors in this inflationary spiral.

Do you think that an increase in Government salaries at this timewould be iflationary?
Mr. Buaoss. I think it would be unwise, Senator. I think we had

better get our own financial affairs in order before we make another
increase much as I would like to see an increase.

I think one of our long-term problems is, we do not pay our people
enough who work for the Government. But I think first things come
first.

The first thing is to try to stabilize the cost of living for these
people who work for the Government. They are the ones who really
take it on the chin if you do not conduct yourself so that you stabilize
your cost of living.

Senator Whxi~s. And you think that in approaching that goal,
we have all got to be hit somewhere where it hurts us a little bit?

Mr. Buiorm. That is right.
Senator WWuAss. Would you say that the recent decision to cur-

tail importation of oil from abroad, would be inflationary, result in
higherprices of oil domestically ?

Mr. Bmas. Well, I do not know enough about oil, Senator, to
really answer that question. I would assume that if we had enough
domestic production to fill the bill without inflation-

Senator WIWAus. Well prices would be lower with heavier im-
ports; that is automatic. Would that not be true I

Mr. BUtoras. Well, I just would not want to venture a guess on
that.

Senator WLLtAMs. If they would not be lower, there would be no
need of curtailing them.

Mr. BuRE s. Well, no. I think it is a matter of quantity as well
as a question of price.

Senator WnrAmxs. Yes. Do you think we could curtail imports of
commodities in general without having inflation ?

Mr. BuwR s No. I think it would contribute to inflation if we
curtailed imports more than we do now.

Senator Wnzuxs. And do you think that the decision to curtail the
importation of oil is to some degree inflationary, as I understand it ?
Mr. Bmtaoss. To some degree. Now, how much, I do not know.

But one has to consider the other factors in It, of course, as well.
Senator WnxAuxs. But it does add one more factor toward the

inflationary spiral,, would that be your opinion f
Mr. Bmous. It has a tendency that way.
Senator WiuAXLs. You were speaking, in answer to a question of

Senator Martin, of the fact that Germany has done a comparatively
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good job in stabilizing their currency in recent years, although you
referred to a situation where just prior to 1948, I think, they reevalu.
ated their currency. What did they do when they did that?

Mr. Bums. They called in the old money and put out new money.
Their new money was secured by the central bank.

Senator WiImAMs. What was the ratio of exchange I
Mr. Bunovss. Well, it was different ratios for different amounts of

deposits. The general, I think, or more prevalent ratio was about
I (o 10; but I would want to check that for the record; and so they
actually wiped out a certain amount of money. They had too much
of this money around and they actually, In effect, wiped out much of it.

Senator WILMAU S. In wiping out the money to that percentage,
whatever it might be, they, in effect, wiped out the savings of tiie
people in Germany, is that not true, as far as pensions, life insurance I

Mr. Bvmrms. To some extent, The banks, for example, were left
with very little capital, and they had to earn their way out again.
Senator WUtAMs. Well, a man who had his life savings deposited

in a bank in this reevaluation, he was given credit for nbmut one-
tenth of what he had prior?

Mr. Btmoirss. Well, of course, the previous inflation had pretty
well wiped it out befo,
Senator WIUrAIA.t. That is true.
Mr. B]naoss. So it was just a residue they had.
Senator WIVLTrJ Ms. That is true; but it was recognizing the con-

dition?
Mr. BTrMi:ss. Tjat is right.
Senator WILL.Mts. AIX in reoginiziuig that condition, they recog-

nized that about 90 peTcent of the savings h1ad gone?
Mr. Burox:sq. That is right.
Senator Wii.m.%.xi. And the same thing would be true -
Mr. Ilvm~otss. The 10 percent that they kept was a good 10 percent.
Senator WILLTMr ts. That is right.

Mr. BITRK$8. That was the important thing. They made that
goodx. and as I said before, you do not do any of these things without
hurting soneloly.

Senator WHLMA.AStS. But the point that I ani emphiasizing was that,
in effect, when they did that, they recognized that 90 percent of the
savings of the people had gone, whether it be life insurance or
whether it be pension funds ?

Mr. Bvarss. Well, they did apply different ratios to some of those
different funds.

Senator WJLJA1s. It would be X percent ?
Mr. Buozss. Perhaps I could put into the record a table just

showing what the percentage is.
Senator WILaAM.s. I wish you would.
Mr. Btuitovs. All right.
(The table referred to follows:)

1948 0uR4o RzVoR or WMGna OVARANY

In June 1948 the deutschemark uperseded the reichsmark as the currency
In Western Germany.

Every person received 1 deutschemark for I relchsmark up to 60 reichsmarks,
and no additional deutschemarks for the next 540 reichamarks. lor total cur-
rency and bank deposits In excess of the first 000 relehamarks, the rate of con-
version was 1 deutschemark to 10 reichsmarks. Of the amount of deutsce.
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marks thus computed, one-half was Immediately released, 10 percent was re-
leased 4 months later, 0 percent was available only for investment in certain
mediun- and long-term bonds and 86 percent was wiped out. This resulted
in an overall conversion rate tot currency notes and private bank deposits ofapproximately Ito 12%.bank deposits of all Government agencies, the deposits of

banks held In the central banks and all interbank deposits were cauceled and
replaced by cash or deposit allotments to permit continued operations.

With certain exceptions, debts and contractual obligations in relchmarks were
converted at the rate of 1 deutachemark to 10 relchamarks. The 1 to 10 con-
version was applied to insurance policies and to most pensions, and to savings
In the form of bonds and certificates issued by mortgage banks, Institutions for
municipal cetdit, ship mortgage banks and sinking fund institutions,

The 1948 currency reform did not provide for the conversion of the resich.
mark obligations of the German Government into deutsduenarks. This was
lest to be worked out at a later date by the German Government.

Senator WuMAs. Because there is a lot of question raised as to
just how inflation would affect the different people. And I think, as
you pointed out in your statement, the unfortunate part of inflation
is that most of us VIe it when it first starts.

Mr. Btmoass. Tit is right. Some of us like it more than others,
Senator.

Senator WxuMS. Yes. But I mean in general it means higher
wages and higher prices and gives us the feeling of greater security in
the beginning, does it not#

Mr. tmoms. That is right yes.
The CBmwmx. Senator Williams, I wish you would ask for

France. I was in France in 1945, and they were compelled to turn
in their old currency to get new currency, I think at about one-half
value.

Mr. Buitas. Well, they had the German occupation monel out-
standing. No; it was not. I guess they had used francs, but it was
a kind of occupation franc.

The CAUXArN. For the record, you might include the experience
in France.

Senator Wuus. I think that is a good suggestion.
(The material referred to follows:)

Pwqon CvRam r Convialon ix 1945
In June 1946 the French Government called In all currency notes of 50 francs

and above for exchange Into new notes. This conversion did not Include any
provision for blocking of currency or deposits.

For the exchange of old currency, a person was given an Immediate issue of
new notes up to a total of 6,000 francs plus 8,000 francs for each member of a
household. The balance became available in 2 weeks.

In the 2 months from May 81 to August 2, 1945, the currency in circulation fel
by 106 billion francs from 549 billIon to 444 billion. This decline in currency
In circulation after the currency conversion was attributable both to the failure
of persons to turn In currency hoards the origin of which they did not wish to
have questioned by the authorities, and to a considerable voluntary Increase in
deposits in the banks by persona who turned In the old currency and kept the
poeeds in the form of deposit balances. By the end of November 1948, note
circulation had almost returned to the end-May leveL

Mr. Bu sm .I will be glad to do that. But they did not do a
drasto enough job when they did It.

Senator Wmums. France did not recognize the conditions as they
did in Gernmany; and to a large extent, it can be attributed to the prol.thea~e ~e now IeMr.hy ehavinkw

Mr. Bums. I think .
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Senator W zuu. Do you not feel, whether it be France, Germany,
or in our own country, it is better to recognize those problems,
emphasize the dangerous aspects of inflation and point them out to
the people than it Is to try to hide it ?

Mr. Bunw s. I think that is our only refuge * we have mot to do it,
Senator, because if we fool people, it would not last in the long run.

Senator WIWAMs. I have had some State officials raise the ques-
tion as to the interest, rapid rise in interest rates for local and State
securities. That was discussed before, and I think you made a very
good explanation as to wly these rates were rising even a little faster
than some of the others due to the fact that local governments have
increased their borrowing so much greater than the availability of
tax-exempt money I

Mr. BuRoiws. That is right.
Senator WiUw'MS. But In connection with that, some of the State

officials have pointed out that they have lost somq of their sources of
selling, with the rapid expansion of tax.exemnlt foundations, the
larim expansion of welfare funds and various pension funds, all of
which are tax exempt. There is no incentive for them to buy tax-
exempt bonds when income is not taxable anyway.

Dayou think that has had any effect?
Mr. B iV rms. Oh, yes, I think so. I think so. The amount of funds

that are going into agencies that are materially tax exempt is very
large-pension funds, savings and loan associations, savings banks.
It is a lot of money.

Senator WIMAms. And in reinvestment of those funds, they natu-
rally do not purchase tax-exempt securities, they are not interested in
that?

Mr. Buitvss. Not unless they get a yield that is comparable with
the taxable.

Senator WILLIAIS. Well they would not get that under our system
of taxation, unless the bonds were not any good is that not true ?

Mr. Butoi~s. Well, it is amazing what a yieid you would get now
on some revenue bonds which really pay a pretty good yield, even ex-
elusive of taxation. But, of course, you are right ; they are not as god.

Senator WILLIAMs. Do you think this trend has expanded to the
Ioint where Congress is going to have togive some consideration to
changing the tax-exempt status of some o these foundations and in-
stitutions?

Mr. Buaoms. Well, I have never worked very much on that problem,
Senator. I do not think we ought to do anything on it without most
careful consideration.

Senator WLLIANMS. Well, I appreciate that, but I was wondering if
the Treasury had ever given any consideration or thought to that t

Mr. BUrous. I do not think we have any considered opinion yet on
that.

Senator WxAU.Is. Do you think that is a problem which is dimin.
fishing or do you think that this trend is expanding?

Mr. BuaRos. I think the trend is expanding. Of course, one prob-
Im here is that we are not saving as much money as we ought to

save. We are not saving quite enough money for providing the money
for all of the things we want to do; and the great expansion in our
saving now, some of it, is taking place in some of those funds we are
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talking about: life insurance, pensions, et cetera. The amount is rising,
the amount of those funds, steadily. You hate to see that penalied.
You want to see it made attractive. Savings and loan associations,
too, they are up to some, I think it is $37 billion in savings and loan
associations. We)), that's a fine thing. Ow

Senator WIWAmS. But as the dollar has depreciated to its existing
rate of a little below one-half, has that not had the Indirect effect
of wiping out one-half the savings, of the value of the savings so far
as thse American people are concerned ?

Mr. Buaovs. Yei. That is one element in this thing. You al-
ready have got that prejudice, justified prejudice, that People have
developed about fixed income investments; so you want to be careful
about doing anything else to make them less attractive.

Senator WILLUAMs. That is true. But with one-half of the savings
the value of the savings of the American people already destroyed
through inflation-

Mr. Buozsa. Yes
Senator WU.LIAMS. Do you not think the hour is late enough for us

to be giving some serious attempt to getting firm and holding this
line?

Mr. ButoEss. I quite agree; yes. I quite agree. t d
Senator WMUAms. And back again by holding the debt limit
Mr. Btrioes. Well, in principle, yes.
Senator WIUUAMs. Suppose We put it this way; Do you think if we

remove the debt limit that we could hold and control inflation I
Mr. BURoss. Well, I would not remove it right now. I think it is

a real help at the moment.
The CHAiMAN. You ee with that, do you not ?
Senator Wi.uMs. we are in complete agreement on that, and I

was just trying to get as much endorsement, words of encouragement
because I have a lot of respect for you. It has to be firm. I think
we have to hold that line, and I think if we hold that line, it will be
a stabilizing effect so far as our American dollar is concerned.

I noticed that in the daiy report of the gold reserves, that the
extent of our gold reserves, minus the amount which has been set aside
for foreign earmarking, is well below the stated reserves. I wish
you would explain that.

Mr. Bunoss. The only qualification I would like to sugget to your
statement is the phrase set aside for foreign account. The foiri 1
money here is in the form of dollar balances. It lies right alongside
your balance in the bank. That is, all they have is dollars. They
do not have gold. They do not have any piece of paper that says they
are entitled o gold.

We simply have a policy in our dealings with foreign governments
and central banks that if they want to turn some of their balances
into gold, we will do it under present conditioL. We are, of course,
very firmly committed to the principle that the dollar should be
nailed to a value of gold. And one way you hold it there is being
willing to pay out gold when foreign countries demand it. That is a
terribly important and vital thing for us

I do nof think there is any likelihood that these foreigners are
going to demand gold in amounts larger than we can take care of
very comfortably. And the main reason for that is that the dollar
has been such a good currency in the world that al over the world
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people would just as soon have dollars as they would have gold. And
ht reputation, of course, is more valuable than the gold itself. It is

a stabilizing factor in the whole world. It is terribly important. So
that as Iong as we keep that confidence in the American dollar we
do not really have to worry about these people running in and asking
for gold.

Oaf course, there is the advantage of keeping dollars also, that they
earn a little money when they leave dollars with us, they can invest in
Treasury bills or what have you. But the thing to do about all this
is to keep the dollar good.

senatorr WlT.LIAxS. And in the event that, as you smy, you don't think
will happen, but if they wev all called at one time and a request made
for conversion in uold

Mr. BURZrss. Yes.
Senator WIUJAMS. The decision would be with our Government as

to whether they did or not ?
Mr. BURozs. That is right. We have that authority.
Senator WILLIAMS. You have that authority I
Mr. Btnomss. Yes. And in times of emergency, which is the only

kind of time we would be doing this, it has been the practice to put
an embargo on gold shipments. We did it back in the emergency of
1938; and other countries would do it. They recognize that. What
they want to do is to make sure that the value of their deposit is kept.
They want it alwaysgood as gold and that depends on our havingthe
gold and also depends on the policies we follow, the things we have
bn talking about this morning.

Senator WILLIAMS. And in reality, is not the strength of the cur-
rency of a nation based not so much on its holding in gold but rather
on its ability to build confidence with its people and nations in the
world by demonstrating their ability to manage their monetary affairs;
is that not true I

Mr. BURoiss. That is right.
Senator WILIAms. Andthe most important asset is our confidence

in our own Government I
Mr. BuRoes. That is right.
Senator WLLIAMs. As it is represented by our confidence in the

American dollar ?
Mr. Buaow. Yew, sir.
Senator WL.LIAts. I think it was pointed out the other (lay by the

chairman and by Secretary Humphrey that if we were to drop back
to the 1955 level of the economy thereowould be a $12 billion oss in
revenue; and we would convert the projected couple of billion dollars
surplus to a $10 billion deficit almost overnight. You recall that
testimony, I think I

Mr. BuoREss. I do.
Senator WI LLAs. Since that time, I have been thinking, because I

think that that should ive us concern certainly 1955 was not a low
level of employment. But in makin that computation, was not con-
sideration gven that it would roll tack wages and everytqing else
with it, and earnings of corporations, or was that computation made
ony on rolling back the corporate earnings

Mr. Bumous. Well, your chairman made the computaton.
Senator WnLLIAMS. It was made by the joint committee.
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The CHAMMAWX. By Mr. Colin Stam and the Secretary of theTreasury.
Mr. EurMa= Yes.
Senator Wuzums. But the thought that ran through my mind in

this prospective rolbak of corporate earnings, if a part o it was in
a projected rollback of earnings of employees, in reduced payrolls,
would not also the prices be down wherein our expenditures for roads
and defenses would likewise be lower and our expenses would auto.
matically be rolled back I

Mr. Buaor.s. They would be some, but not much.
Senator WnuAms. It would not be much, but I was wondering how

much that would be as an offset I
Mr. Buaoass. It would be some, but we would have a problem, there

is no doubt about that.
Senator WmuLAus. You think it would not be offset too much by

that factor I
Mr. BUnoRGS. Well, these things happen very quickly and one prob.

lem about Government is that expenditures adjust a little slowly to
the events that take place.

Senator WItLiMS. I was not trying to establish that it was, but
just asking.

But anyway, if such an incident did happen and could happen, what
would be the two methods of financing I What would be the method
of financing that deficit ? Would it not be a case of either raising the
debt ceiling where you could absorb the deficit with additional bond
issues, or higher taxes, is that not true ?

Mr. Buiozse. That is true,
Senator WIu.AMs. What would you advocate ?
Mr. Bumoss. Well, of course, it is very, hard to handle these things

on a hypothetical basis. I am sure I do not know. I think we would
do both.

Senator WILLAMs. Have we not about reached the end of our taxing
ability?

Mr. Busoms. Well, we have in some directions, but if war broke out,
we would discover that we had not.

Senator WMLAMS. Well, that is true.
Mr. Buaozs. Of course the whole point of that illustration again

emphasizes what you and I were talking about: sound policies. The
one thing that would carry us back in any such fashion as we are
discussing is a pattern of boom and bust. It would be the bust that
followed the boom. So that the important thing to do is to avoid the
boom, not letting it go too far, and that again is really the reason why
we are talking here about sound monetary and fiscal policies, because
we want to avoid the boom which always carries the possibility of a
bust. When you refer to 1955 levels, that would be a bust.

Senator WniAAMs. Just one more question, in conclusion. I notice
that in the banking field there seems to be a trend toward adopting a
small-loan business in connection with banks ?

Mr. Buos Oh, yes
Senator W=AMs. I am wondering if you would care to express an

opinion on that trend and whether it should be checked or whether it
is good for the economy. We are getting complaints from borrower's
as-to whether they should be under the 5 or 6 percent mortgage loan

1081



0INANCL4L CONDITION Of THE UNITED STAT38

or whether they should be transferred to the small loan which carries
a higher rate?

WN UROes. Yes.
Senator WmuMs. Do you think there is-I would not say exactly a

conflict of interest-but do you think there is a danger in that dual
banking system structure ?

Mr. Buazs. Well, I am all for the small loan business. One of the
thing I took the greatest pride in, in my former institution, was that
the City Bank was one of the first to establish a small loan business.

Senator WiUL4MS. I was speaking of the finance companies at the
higher rate of interest
Mr. BuRaEs. The finance company es; well, the banks----
Senator WuImAMs. I am not speaking of regular small loans being

made by banks. I am speaking of the flnanc companies operated by
the banks or the small loan departments which demand higher rates
of interest.

Mr. BuRozss. Well, of course, I think a larger and larger part of
that field is beingliandled by the banks, and I am fill for that because
I think they can do it economically and that they will be more re.
strained in their rates. The small loan company traditionally charges
pretty high rates and they have been worked down in recent years
by bank competition and other competition, so that they are now under
pretty good control. But there are still some of them on a pretty high
rate basis. They fill a definite field. Of course, if you look really back
in this country, the small mani can get credit better and cheaper in this
country today than he has ever been able to, and do a great deal better,
through his banks and through the mortgages. The mortgage busi-
ness is very much better titan it used to be, with the amortiaed mort-
gage; it is so much cheaper there is no comparison.

Senator WILULAMS. You do not see any danger in the continued ex-
pansion of the banking industry into the field of small loans and
financing departments I

Mr. BuRoEss. I think it is a very good thing because it makes it more
competitive and the borrower gets better rates and more efficiency of
service.

Senator WnLtuAxS. You think there is adequate control on it at this
timeI

Mr. Buaors. Well, I do not know whether it is adequate. There is
a lot of control. So far as I have seen, I think it is being handled
pretty well on the whole.

Senator WiuLLAms. I have no further questions.
The CHAMMAN. The committee will recess until 10 o'clock tomorrow

morning.
(Whereupon, at 12:55 p. in., the committee recessed, to reconvene

at 10 a. m. August 7,1957.)
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WBU)DNBY, AUGUST 7o 1957

Umi= STATI SINATE,Comu o FNANCI,

Waesingtotsm2,.C
The committee met, pursuant to recess, at 10 a. m. in room 812,

Senate Office Building, Senator Harry Flood Byrd (chairman) pre.
sliding.

Present: Senators Byrd, Long, Anderson, Martin, Williams,
Flanders, Carlson Bennett, and Jenner.

Also present: lobert P. Mayo, Chief, Analysis Staff Debt Divi.
sion, Office of the Secretary of the Treasury; W. T. 9effelfinger,
Fiscal Assistant Secretary of the Treasury* Paul Wren, Assistan to
the Secretary of the Treasury; Elizabeth B. Springer, chief clerk;
and Samuel D. Mcllwain, special counsel.

The CUAXRmA. The committee will come to order.
Senator Long is recognized.

STATEMENT OF RON. W. RANDOLPH BURGESS, UNDER SECRETARY
OF THE TREASURY-Resumed

Senator Lowo. Mr. Secretary, I see by the morning paper that the
prime rate on loans has just gone up in New York from 4 to 4%
percent. I suppose you have seen that!

Mr. Btuiss. Yes.
Senator LoNo. Did you have any knowledge that this was about

to occurI
Mr. Bmwos. They have been talking about it. They have been rest

less about it. I know some of them have been bothered.
The problem is, as I understand it, that with the long-term market

a little more difficult for financing, a lot of them have come to the
banks wanting term loans, and the banks have been trying to hold
them off a little bit because they do not want to make these longer
term loans, and they find it difficult to set a rate which is an adequate
rate. And the raise in the prime rate would enable them to keep from
excessive lending to some of these people under the present situation.

Senator Lono. When this occurs, can we expect frther increases
in other interest rates I

Mr. Bumnmss. Well, not necessarily, because I think that the market
has been expecting this sort of thing f0r, oh, 6 weeks.

Senator Loo. Well, Conr just passed a bill which made it
possible for the administration to advance interest rates on housing
loans, which have now been advanced from 5 to 6%& percent.
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When the prime rate goes up from 4 to 4,, does this indicate that
we will have difficulty finding adequate funds available for housing I

Mr. Butous. Of course, there hve been some problems about tie
available funds for housing for a long time. Tlose are two rather
Mse rte markets.
lay I put a peg in You indicated the Congre made it possible

to = that rate. Of course, that most recent legislation did not
grant that permission. hat had been in the law previously, FHA
had the power to go up on the rate. And I do not think-since you
raise that question of that rate, perhaps we ought to take a look at
that so we understand what It is.The Congress in the last legislation required the FHA and te
VA to prescribe what were proper margins, what were proper dis.
counts on mortgage, which i a very difficult thing to do because that
is a market problem of what rates you can market a mortgage at.

When they came to fix these discounts, what would be a fair dis.
county, what they found was, as they knew already, that a 5-percwt
Fl mortgage was selling around ff or 96; that is, at a 8- or 4-point
discount. Ad if they were going to fix a discount small enough so
it could be absorbed in the operation, they would have to raise the
rate on the mortgage.

Now, a 5Y4-percent mortgage will sell at only a half a point, a point
or a 2-point discount, whereas a 5-percent mortge will sell at a
lawr discount.

e Congress has no power by legislation to enable a mortgage to
sell at a lower rate than the market will take. You cannot, any more
than King Canute could tell the waves to stand still.

The actual prices there are a matter of the market. And by putting
a 5 rate on it, they are able to reduce the discount.

The borrower on the mortgage does not pay a nickel more in reality,
the man who gets the mortgage on his house, than he did before, but
he does it nearer to par.

Senator Lowo. Well, is this not just a matter similar to a dog chas-
ing his tail, to keep trying to obtain mortgage money for housing and
for Government financing and various other activities in the American
economy by raising the rates, so long as there is not enough money and
credit available to meet the demand I

Does it .not just mean that as fast as you advance interest rates
on one thin, then something ese is going to have to be advanced ?
You were here a short time ago wantng us to advance interest on
E-bonds, which we did. Now we see, having advanced the rate of
interest on E-bonds one-quarter of I percent, that the prime rate has
been increased from 4 to 4% as of this morning.

Mr. Btuaos. Yes. You do not cure the situation by changing
rates. You just effect a different distribution of where the crdi
ges As long as there is more demand for money than then is sav-
ings and credit, there is pressure on rates.

Senator Lo. It seems to me that the prime thing in meeting in.flationary problems is to bring supply inline with dmand,
Mr. BuanB. Or the reverse.
Senator LoNo. It seems to me that the principal thing that is out

of line at the prent time is this big demand for adequate credit n
the fapt that the supply is too inadequate, too limited.

I/
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Mr. Bum=s In other words, another way to put it is, the demand
isIn excess of supply. The American peopre are trying to use a little
more money than they have got. And the answer is that if they a
going to do that, the are going to pay Wiher interest ratft

Senator LoNo. Well, " Government, trough the Federal Reserve
Board can make enough money available for that purpose

Mr.Bumm. Yes; but-
Senator Loxo. You contend that would be inflationary. But I am

inclined to believe that the only instance where it would be inflation.
y would be in instances whore people were t to buy thing

where there were not adequate productive factitei tomans them
available; and I have not seen any such pressures in exi ce now or
threatened, except with regrd to industrial expansion investm .

Do you know of any particul r consumer Item in which that Is the
cae?

Mr. Buuos. No. I think It Is true of very few onsumer Items
But that is not the point. The points, this Is a capital boom.

That is where the demand is.
Senator Lox. Let us just consider this matter of the capital boom

for a moment.
Mr. Bumms. Ye&
Senator Loxo. Secretary Humphrey pointed out to Senator Ker,

when he was asked what items were i short supply, a long list o
items; and it was further agree, starting about page 190 and there-
after, 188--well actually s ing at 185 and thereafter, of the printed
hearing that the items in shorf supply were a few industrial items
relating o industry expansion.

If that is the case, I would take it the purpose of holding the money
supply short was to try to discourage this rapid industrial expansion.
Was that the purpose !

Mr. Buuoi.s. Well, it was to try to dicourage two things: It was
to try to discourage somewhat the aggregate demand; and, second,
toe courage peo ple to save so there wofuldbe a larger supply of funds
available. And -both things are happening a lile.

Senator Lowo. Let us ousranalyz that for a moment.
Mr. Bumoxes. Yes.
Senator Lox. Do you know of any consumer items which are any

considerable part of a family's expenditure, and which a In shot
pp! jas of this timeI
ppvwo . It is a little bit hard to get good household workers

down here.
Senator LoNG. Good household servicesI
Mr. Buiwms. Yes.
Senator LONo. Good household services?
Mr. Bunous. That is right; yes It is awfully hard to get some

of the things done that you want around the house.
You take a watch i for repairs, and they will say, "We will have

this for you in 8 weeks." I took one in a while bk and they said,
"We will have this for you in 8 weeks," and I have not gotten it yet.

Senator Lwog. So far as the average o r s ooncrn, Is t
a substantial part of their expendituresI

Mr. Brmms. Well, it Is, I think you will all agree, pretty substan.
tial when you try togetsomething done. You h a hardtime find.
ing people to do It
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Senator Lo.o. Well, household hep is probably a larger portion
of my budget and yours than it is of the average consumer's* I am
sure you realize that; and when you look at the overall problem of
inflation as far as manufactured items are concerned, do you know
of any item which is any considerable portion of a household budget
which is in short supply as of now I

Mr. Buaoas. No ;1 do not think there are many.
Senator LoNo. And quite the contrary. And with regard to a

great number of things, It would be very well if we were producing
more, I should imagine, responsive to a larger rather than a smaller
demand for them,
. Do you know how many automobiles we are producing this year,

As compared to the number we produced a couple of years ago ?
.Mr. Bnosss. I do not have the figures on the tip of my tongue. We

are producing around 6 million this year, something of that sort.
Senator LONo. I believe we have-
Mr. BRiotoss. It was up half a million to a million more than that

about 2 years ago.
Senator LoNG. I have been told we actually have the capacity to

produce about 8 million.
Mr. BvaoWss. I think we could. What the situation would be as

to supplies and as to labor, and so on, if you did, I do not know.
That is another question.

Senator Loio. Well, the point I have in mind is that with regard
to our productive facilities, for example, food, wearing apparel, hous-
in1 , almost any particular item that we have, whether i automo-
bifes, washing machines, driers, we certainly have excess capacity,
and we have current surplus production to meet current demand.

So I cannot see where there is any purpose whatever in discouraging
people from buying those items. Do you ?

Mr. BuvoREs. The prices are going up, though. The cost of living
is going up. That means there is more pressure than there is supply
of something.

Senator nro. The point is, Do we wish to undertake any measure
to discourage people from buying those items ? You say the price isup. But there is plenty of supply there.g0 .BuRo,. In those particular items. But I keep emphasizing

that the problem here is in other specific areas.Senator Loo. I can understand, as a device to fight inflation, that
you would want to discourage people from buying scarce items and
r uring up the price because the supply is not adequate for the

M Ban iw.Mr. Buitoze. Yes.
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Senator Loxo. But where you have excess supply and where your
productive facilities can almost immediately supply any incres

demand that might be in prospect, is there any purpo Whatsoever,
as an anti-inflationary move, in discouraging people from buying those
items?

Mr. BusaOP. The problem, Senator. is how you can channel your
credit into those items, and not have it go into the places whore they
most want to use it, and where you are forcing prices up.

Senator LoNto. Let us get to that next.
Mr. Buoas. Yes.
Senator Log. But frs let us get this question straght: Is there

any purpose, in any campaign agait inflation, in trying discourage
people from buying items which are In full supply or even eesssupplyI

£UBRBozs. No. I think that is right.
Senator L NG. The only purpose in combating inflation is to dis-

courao pe ple from buying items which are in short supply, where
one can only bid more without increasing the supply.

Do you know of any other purpose, as anti-inflationary measures?
Mr. Bunowss. I thiik that is right. Of course, what you deal with

is the aggregate.
Senator LoG. The same principle was illustrated during the war.

In general theory, certain items were rationed because they were in
short supply. Other items were in full supply, and they were not
rational a all. You could buy all you want.

Mr. BurGoss. That is right.
Senator LoNo. The few items that have been in short supply, look

ing back here at pae 188 through page 197 of the printed bearings
secretary Humphrey pointed out repeatedly, are industrial items,
and this inflation, according to Secretary H-umphrey, was the ex-
cessive demand for these items for industrial expansion.

Yesterday you put in the record figures showing that, with regard
to most of the major industries, less than 1 percent of their expenses
are for interest.

Mr. BmRas. That is right.
Senator LoG. Could you expand that list of industries which you

gave us yesterday, to make it more complete I
Mr. Buaos. That includes the major industries. We could make

that more complete, yes. I would be very $lad to.
Senator LoNo. It seems to me as though it should be.
Mr. Busozss. You will remember Secretary Humphrey put into the

record large groups of items like utilities some of the other nonmanu.
facturing things; also huuse building ana so on.

1087



1088 IWNAWOAL 1ONDITION Of TWI W UTSD STATU

(The information referred to Is as follows:)
lsaerwe o d tow 1i 4 by priP4.1ps! goups of sonJnotW1ul £,4we ruia OorpokiO,

a S VlrWRf#G# of deduotoU fro groee reopts Iet d
ro00#0 or.

Wou* and agricultural servie s ......... 0.0

Metal mining .................. ......
Ooal and limlte mining ................. .............................. .03
Xuds.petroleum and natural-gas production. ....................... a" 1.22
Nonmetall mining and quarrying ...................... .88

t0 a" W. .......... .. . .20
t===8"a"...........................................................W" ..

lood and kindred products ....................... .20
Tobacco manufactures ................................................ .88
Textile.ill products ............................. . .. .48
Apparel and products made from fabrics .............................. .81
Lumber and wood products, except furniture ........................... , 44

urnlture and fixtures .............................. .. ........ .88
Paper and allied products ...........------------------- .52
Printing, pubushing, and allied lndustrle .............................. 85

emicalW and allied products ........................ .02
Petroleum and coal products .......................................... .48
Rubber products ....................................................... .1
Leather and products .................................. . .81
Stoob .ay, and glass products ...................................... .40
Primary metal Industries ............................................. .76
Fabricated metal products, except ordnance, machinery, and transportation

equipment ......................................................... .86
Machinery, except transportation equipment and electrical .............. .50
Electrical machinery and equipment ................................... 41
Transportation equipment, except motor vehicles ....................... 82
Motor vehicles and equipment, except electrical ----------------------- .22
Sctentl Instruments; photographic equipment; watches, clocks ......... .48

Total manufacturing' - - - - - - - - - - .44

Transportation ...................................................... 815
Oommunicatton ...................................................... 145
E2ele and gas utilities ............................................. 6. 0

Total public utilities*- --........................ 8.47
Total wholesale trade .....------------------------. 7
Total retail trade- ................................................ ,27
Total services ......................................... . 98

SOther minor groups also lncluded In total.
BoOrMo z 8tatlAtics of IOmV, 194, prlimlnar'.
Senator 1oo. I always seem to get a lot of information from

reading the newsletter of the National City Bank of New York. If
you will ust pick out the industries which they use for selective
pur I think that would be adequate.

Mr. Buo-mWs. Some of those were lumped together in our tabulation.
They could be broken down.

Senator Lozo. I think it would be good that the list be as full as
pom'ble.

Mr. Bvaoz& Yes
Senator Loxo. If the cost of interest is so small that it is not a

considerable portion of the expense of those industries, why would
you xpe an incree in interest rates to discourage those industries
hvom b n these various items ii short supply 1
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Mr. Bvws. You would not, particularly. The thing that affects
it is not the rate, but the availability of the money. is working
with the supply of money that largely has the effect

It is when money is less available, your lender is a little more se-c
tirs and discourages the borrower a little, so it is not the interest rate
Fo much as it Is the matter of the supply of money.

Senator Loto. As long as they are willing to pay a higher rate,
to pay whatever it takes to get It, and the major industries are the
best of our industrial credit risks, is there any reason to ssume they
would not be able to obtain sufficient credit?

Mr. fBunzow. Yes. The marginal borrower is not going to get it
as easily and the terms, of course, of the loans are more difficult,
so that they, while they can pay the rate, yes, they do not like, for
example, to put out bonds that are not callable for 10 years, and so on.

They are reluctant to commit themselves that way.
Senator Lowo. If they cannot obtain it on long term, they can ob.

tain it on short-term credit, can they not ?
Mr. Bmao s. Well, there again, the banks are very reluctant to

make loans on building plants which go longer than 8 or 4 years.
Senator Lose. The point about it is that the interest rate they

have to pay is a very minor factor with regard-
Mr. Bnoes. That is right.
Senator Loso (continuing). To industrial expansion for major

industry.
Mr. Bunozs. That is right; yes. It is not the interest rate.
Senator Lowo. Their interest costs, as you indicated, with regard

to motor vehicles was less than a quarter of 1 percent.
Mr. Bmorm. Ves.
Senator I owo. And textiles, one-half of 1 percent. Construction,

one-third of 1 percent. Petroleum and coal, four-tenths of I percent.
Fabricated metal, three-tenths of 1 percent.

So if those people foresee an advantage by expanding their plant,
you would expect them to do it, and high-interest rates would not
deter them from donIt.

Mr. Bunozes. No. it is a question of whether they can get the money
on the kind of terms they want, apart from the rate. Te rate is not
the big thing here. People often overlook that.

Senator Lowo. Do you know any of the major industries, those that
are well known, which have not been able to get the money I

Mr. Buegas. Well, there are some cases yes.
Senator LoNe. What cases do you have n mind ?
Mr. Bumons. Well, I have not anything I can cite immediately.
Senator Lo. Do you know of many ?
Mr. Bunozs. No, I do not know of many at the moment.
Senator LoNe. During the same period, while we were being told

that high interest rates were going to help hold back inflation, we
had policies which were causing people to buy these very same items,
and I have particularly in mind the policies that relate to acceleratdecreiation...

We were told when that bill was passed in 1954 that that section of
the tax bill was going to lead to areat amount of purchase of dur-
able equipment and to the expansion of plants. Andthat is what has
happened, Is it not I
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Mr. Bumooe. It is a very good thing for the country, Senator. The
problem i, we have a little bit too much of it right now.

Senator Lowo. We are told this is what caused the inflation, and
here is the evidence that these high interest rates do not keep these
people from expanding their plant. And when you look at the addi.
tlonal interest costs which a major industry would have to pay by
buying new equipment, and then look at the tremendous tax savings
which that industry would have in the short run as a result of more
rapid depreciation, the rapid depreciation actually offered many of
them a chance to modernize their plants, looking to the Federal Gov-
enent to pick up the check in the short run, did it not?

Mr. Busoma. Now, wait a minute. Are you talking about the ac-
celerated amortization in connection with defense plants, or are you
talking about the option of using a curve instead of a straight-line
depreciation ?

Senator Liome. At the moment, I am talking about the option. That
was available to all industry.

Mr. Buoms. Well, that makes relatively little difference over a
period of years. You pay a little heavier the first 2, 8, 4 years.

Senator LoNe. During the first few years, it makes a lot of differ-
ence, does it not ?

Mr. Bunorss. The flrst few years it makes a difference, but not one
that would be of preponderant consideration.

Senator LoNo. Well, a businessman tbld me he could buy a new
Cadillac for his business, and by the time he got through paying for
it and depreciating it on the curve line basis, and then proceeded to
take a capital gain when he was able to sell it for more than he had
depreciated it that he could have a new Cadillac every year for less
than $200 difference.

Mr. BuRnoiss. I would like to check that one, Senator. It has to be
a business expense, of course, and we will take a look at these Cadillacs
that people drie around in as a business expense.

(The information referred to is as follows:)
The practice described by Senator LoUg could not occur under the usual circum-

stances. In general, a taxpayer can only depreciate the difference between the
original value of an automobile and Its expected trade-in value. It the expected
life is tes than 8 years, the accelerated depreciation methods cannot be used.

Senator LoNe. I do not believe I would have been told that infor-
mation if it were not correct.

We had some estimate of the tax savings to industry in the short run
on this accelerated depreciation, and we were told that this was going
to be tempting to industry to buy a lot of new equipment and to ex-
pand their plants, and they did just exactly what we were told they
were going to do.

And it would seem to me that this is the principal couse of the in.
flation that you are talking about. Secretary Humphrey says those
are the items in short supply; there is where your inflation started, and
there is what has fanned the inflation more than any other one thing;
and high interest rates will not do a thing to deter that, according to
your testimony.

Mr. Bus. I indicated high interest rates is not what we are
talking about. We are talking about credit restraints. It is an en.
tirely different thing.
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Now let us get the figures. The conference arrangement on this
in IOU estimated that the change in the depreciation would cost us
per annum, the first year, $300 million for corporations, against a
total corporate tax take of pz.tty close to $20 billion. So it is a
relatively small item in the whole tax picture.

(The following was later recorded for the record: )
The conference report on the Internal Ievenue Code of 1054 gave as the esti.

mated revenue loss in the iscal year 1905 :,
Depreciation: Minion

Corporations ...................................................... $291Individuals ............................................ 78

Total ..................................... 804

In a letter dated June 10, 1955, from Secretary Humphrey to the chairman
ok the Ways and Means Committee, he stated that our original total estimate
of $364 million, corporate and noncorporate, should be reduced one-halt.

Senator Lowe. You feel that that $300 million involved in that one
item-deferred tax; is that it?

Mr. BuRoss. That is right, yes.
Senator LoNG. Do you believe that had the effect-
Mr. Buoasw. Of course, you pick tlt all up later. It is just a

question of the timing of the thing. It is something that helped, but
I do not think you can say that is a major factor in the capital boom.

Senator LONG. If you can turn back around and sell it, sell the
same item after you have depreciated it, if you have taken more de-
preciation than you have used and you turn aromd and sell it, can
,you not take that sale as a capital gain if you have held for more than 6
months?

Mr. Bvams. If that is the case, our internal revenue boys are doing
a lousy job becaueif they allow depreciation such thatyou can turn
around and sell the item at above the depreciated cost ater a year or
two, then you do not have a fair depreciation.

Senator LGo. That is not the way I understand it. My under-
standing of the tax proposal--and I voted for it, let me say-as it was
advocat6d, it sounded good to me, and I voted for It.

Mr. Busows. That was fair.
Senator LoNG. Yes.
That proposal was made here that we should permit a person to de-

p lete his plant and equipment more rapidly than lie actually incurred
the depletion.

Mr. -Buwms. Wait a minute. No, no.
Senator LoxG. The depreciation.
Mr. Buaos. No, no. The whole point of it is that a curve comes

nearer to representig the actual change in the value, the actual depre-
ciation of machinery, or what have you, than a straight line did.

There is no sense, particularly, in a straight line, causee you know
that you buy a machine, you use it for a year, and it is a secondhand
machine, and does not-its depreciation is not on a straight lne. It
t on a curve. It depreciates more the first few years.

Senator LoNG. The actual impact of the depreciation ii what you
can sell it for; is it not? If you buy a machine you can use for 10
years, and the actual value of it in the second year is what you can
sell it for-if you want to a.t down to what the actual depreition
is t b what you can geot for it n the present market.
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Mr. Buxom. That is right. And if this thing is properly done, if
the proper time period is ed for each item, that will be just aboutwhat I8. It Is ut what you can sell it for.
If you a it iora profit$, then somebody has got a screw loose on it.
Senator LoNG. It would seem to me that at some times you miiht

incur a great portion of your depreciation in the first year, and at
some times you might Incur a lot of it later on.

But the whole purpose of the bill was, as I recall it--and that was
my understanding when I voted for it-that you could take more
depreciation in the first few years than you actually incurred.

Mr. Bxvoum. That was not the principle Senator. The principle
was that you should take depreciation as it occurs instead of by a
perectly arbitrary straight line, which is not the way things work in
this world.

Senator Loxo. It was told to me as an accelerated depreciatiofi,
which meant that you take your depreciation more rapidly than you
did tobeen with,

Mr. BuRom. Yes; that is right.
Senator.LONG, It was also told to me that it was on the basis that

it was going to encourage the expansion of equipment and plant
throughout this country. That was the basis on which the Secretary
of the ury advocated it. You were not the witness.

But is that your understanding of the argument for it I
Mr. Bunoris. Yes. I think we wanted to help people put in new

machinery, and so on. That applies to small and large business, and
everybody.

S nator LoG. Well, you wanted to encourage it, and it happened.
Mr. Bmwoiss. That is right.
Senator LoN. But here the record is, when we look to see what the

inflationary presures are, what items are in shot su ppy, these very
things we encouraged with that tax law are the very things that-

Mr. Buxom. Senator-
Senator Lox (continuing). Are the largest contributors to the in.

Lation we have enced,
Mr. Buxom. AV1 riht. It would be nice if one could know what

was going to happen in this world all the way through.
In 1964, we were in a very mild business recession, and we all

wanted to kep thing going strong. We have been through plenty
of periods of recessionin this peri6, and we wanted fundamental,
sound things that would keep on going.

Maybe if we were pla it ts way, with a planned economy,
and sid, "Now boys, in 19W, if we put this law into effect, the
will try to buila a few more plants than they ought to, so we will
turn that that screw loose a little bit l ess"-I Just submit nobody
can anticipate1 with these economic affairs, ahead like that. Youcannot theiat waa-
You go t saopt laws which in general will encourage the

ownomy to ao.
Senator Fa Well now. while it is oftentimes good to oo

the expansion of lent and equipment, is It possible to overdo itI
Mr. 1 us.m Wy sume
Senator Loma In Zher words, it is posible-
Mr.Bumm Surm
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Senator Loo. To expand plants and equipment more rapidly than
we really should I

Mr. B3uomss. That is right.
Senator Logo. And it is possible to junk a lot of equipment that is

good and useful, and to replace it with something new, on Just the
same principle as our wives might get tired of seeing that old icebox
around. But it will last quite a while longer if you decide to have
it last longer, and it will do a pretty good job.

Mr. Bunoiss. That is right.
Senator LoG. If we later on wanted to discourage that particular

type thing, would we not have done better, could we not have done
it more effectively, to have gone back to the old tax law about d 1,re-
ciation, than to have had all these increases in interest rates

Mr. Buitom . Well, Senator, if you started adopting a tax law,
it takes 6 months to get it adopted and then it takes another few
months to put it into effect, and by te time you have got it adopted,
you would find the problem was quite different.
"I do not think by tax laws you can deal with business movements
up and down.

Senator LONG. That tax law was specifically adopted for a business
movement when it was put into effect.

Mr. Buaomas. That is fine. I think as a Iona-term tax policy, that
was excellent policy. It encouraged people. People are going ahead
on some of these thing& in my Judgment, a little faser than is
warranted. Some of the people going ahead on them are States
and municipalities.

We did not assume, in 1954 necessarily that the States and munici.
palities would be increasing their debt by $5 billion a year and gong
ahead with all their projects, or that the Federal Government would
be spending as much as it is spending now.

So we cannot blame a businessman for all of of this He has gone
ahead with a great big program, but so has everybody els-individ.
uals, and people who are not affected at all by this depreciation busi.
ness.

So I do not think you can, by tax laws, attempt to guide the business
cycle by turning the thumbscrews back and forth. Human nature is
mat you are gomn to have excesses, and you are going to have defi-
ciencies, and the thing is going to run along.

You want a set of taxilaws which in general will encourage people
in economic growth.

Senator LoG. The point is, though, Mr. Burgess, that is Just what
we did do.

Mr. Buxomu. Yes.
Senator LoNo. We passed a law which had the purpose of encourag-

ina the expansion of plant and equipment. The law did that to such
a degree that we are now told that that expansion of plant and equip.
ment is where our inflation has occurred, and that this is responsible
for these high interest rates that are costing the Government *1.
billion a year and making it difficult for people to buy things they
need, and running up the costs of a great many things people have tobuy.buMr.Bueus. Senator, I think that argument is just full of a thou-

sand holes In the first place, you cannot say this whole capital boom
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is just due to this little tax Jaw we passed. That is just not the way
things work. There is a lot more back of it than that.

TIere is confidence in the situation. There is prosperity. People
are looking ahead. They are a little bit afraid of price inflation; and
all this talk about inflation, tremendous talk about it, is booming
that up.

So tiat I do not think you can pin it on that.
That bill on dopreciation has been advocated for years by account-

antR and by sound businessmen., They havo said repeatedly that our
laws on depreciation were wrong because we assumed that things were
depreciated on a straight line.

Well there is nothing in the world that depreciates on a straight
line. They all have their different rates of curve. And the tax law,
I think you people there very wisely tried to find out what the curve
was that came nearest representing the actual facts of depreciation.

Senator LoNo. Well, we were told that was what it was going to do,
and I gathered from hearing the witnesses here that there was a very
optimistic prediction, that we could expect a great.expansion.

Mr. BUROFRs. I think it helped, Senator. I think you were just
right in passing the law. It was a very fine thing to do. Over the
long period, we want tiis expansion in capital goods. It it a fine
thing.

But as to the rate of it. in any particular year, that is quite another
problem. 0

Senator LoNG. Could you give me some indication as to what per.
centage depreciation represents in these same industries on which you
gtve me the percentage of expenditures that interest represents?

Mr. BmUss. Yes, I think we can do that. I think we can do that.
Senator LNoG. Do you have any offhand impression as to that?
Mr. BVoRs. I do not have It on the tip of my tongue, but I would

think it was much nearer 10 percent than it was these small things.
(The in formation referred to is as follows:)

Depreoafto dfeduotion empared oith total compiled deduotiotis, by deleted
corporate grops, 1954

T epecAftion and

rota Peromt of
deductions

MEW... MOMws
Primary metal Industies ................................... $16.31 hf 6108
Fabdoatd meta pmoucts i ................................. 10 I IN
Motor "eb e............................... 160 4f

Snatua..d..u.. 61a Coal products .............................. .. i.0
Oomtrvhu e ................................................... S m,-

B ~ Wo o *" uW nroande"0 fgurs.

SrMM: siics" of 1W0o3e, %11%rllmary.

Senator LoNo. So if depreciation represents about 10 percent, and
interest expense represents about one-half of 1 percent, in these major
industries, and if you give a person much more favorable depreciation
treatment, that is going to encourage expansion much more than an
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increase in his interest expense would discourage it, as a factor of
20 to 1.

Mr. BuRoES. I think depreciation is a bigger factor than interest
in most production., but let me come back to it, it is not the interest
rate. It is the availability of money that is affected by what you do
in your credit policy.

Senator Loxo. Mr. Secretary, to make an estimate of the price being
paid for this tight money policy-

Mr. BuRoss. Yes.
Senator LoNo (continuing). And so that the policy could be com-

pared with the benefits, it seems to me we need precise and compre-
hensive information on this subject.

On paes 323 to 327 of the printed hearings on Monday, July I,
I asked thie Secretary of the Treasury the following questions, and
the following responses from the Secretary were insert ed in the record.

I asked for the changes in interest rates, year by year, since the
beginning of 1950 and on into 1957, in the case of new borrowings
on the part of homeowners, taking account of any discounts.

The response was that no satisfactory figures were available, and
a table was furnished estimating only the average yield to effective
maturity under section 203 of the National Housing Act.
The Treasury inserted a paragraph at the bottom of page 824 of

the hearings, indicating whey the usefulness of these figures is rather
limited. At any rate, this information is not responsive to the ques-
tion, because it shows only the indicated average yield to effective
maturity.

It shows nothing on the changing interest rates, but only shows the
varying yields on a fixed interest rate due to fluctuations in the market
price of i $100 mortgage.

Did this tabulation include the mortgages actually held by the
Federal National Mortgage Association ?

Mr. BuRarm. Well, fie same thing would apply to them. They
are an average cross section of the mortgage, Senator.

These, this particular one is FHA. -They have been buying both
FHA and VA s.

Senator LoNG. With regard to home loans and the interest rates,
would it not seem, to see the whole picture, that we would need to have
more information than that ?

Mr. Buaomss. I doubt if we have got it, Senator. I have not focused
on this particular page before. I will be glad to review it with our
people and see whether there is any way ofgivin you anything more

Senator LoNo. The point I have in mind is at while that is just
one segment of the overall picture, it is a very significant segment,
and it seems to me that we need broader information in order to carry
out this Investigation in a proper fashion.

This committee is not in position to get it, and I believe the Treasuryis the agency best in position to obtain that information.
Mr. BuloEws. Senator, let me study that over.
As you know, we have worked at great speed here, and we had an

enormous number of requests for information. I have not personally
had a chance to go over a of it.

I will be glad to review this. We do have difficulty. Some of thee
figures do not exist, you know.
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Senator Loo. Well, these thing that I reqoeted are matters which
seem to me to be important to fill n the picture. I do not we how we
can properly discharge our responsibilities in trying to investigate this
entire fi&al and monetary prollm unless we have this information.

And the Troeaury, I bil eve, is the only agency which can net it. It
Is not the kind of thing you can obtain before sundown tonight. It
mar take some time. But we have been requesting sine of this infor-
aion for some time already.
I also asked the mame quition with respect to now borrowings on the

part of farmers. The Treasury furnished a table, shown on page 825
of the record, showing practically no change in interest rates since
1940 on non.real-estate loans.

At this point, I would like to know if that includes the Government
loins which are at a fixed interest rate ?

Mr. Busa. These are loans by banks.
Senator Lowo. Are these loans which are Insured by the Govern.

montt
Mr. Buom. Not for non.real.estate loans. These are just non-

real-estate loans by the hanks, and real.estate loans by both banks and
Government agencies The source is the I)epartment of Agriculture
on that. They collect figures on that.

Of course, as you know, Senator, the country bank doos not change
its rates often. The rate is 6 or 7 percent , or whatever it is, and they
do not change their rates much when conditions change.

The shifting-rate business is much more true of urban areas than of
agricultural areas. When a farmer goes to borrow money at the bank,
he does not say, "What is the Interest rate, boysT" They just pay,
"The interest rate is 6 percent," and it is all written up that way in a
great many banks.

Senator Lose. I would like to know If It Is possible to get more
information with regard to these farm loans. It neme thatwhat is
furnished is fragMentar, and there should be more we can obtain.

Mr. Bus ws. "es. We will take a look Senator, and we want to
give you as much as we can and just as fully as we can. We do not
want to give you things which are not accurate. But we will do our
best. I will go over it personally.

The baste Information required to properly answer these questions I not
available.

Senator Lowo. It seems to me some of the things which are very
important will require a considerable amount of studying and digging
to get them, but I think it is Important that the Treasury know them,
andI think it is Important that we know them.

Mr. Btus. On this FRA and housing thing, of course there were
extended hearings before both the House and- the Senate Banking
Comimtte before the adoption of the housing bill. Whether one of
your asistanto could find what they want there, I do not know.

Senator Loxo. 1 will do my best to dig it out, but the Treasury has
more people working for them than I have working for me.

Mr. Buso s. Senator, if you have an administrative assistant or
somebody who has worked on this, If you would like to have him come
down to the Treasury and sit in with some of our boys, we would be
glad to do it.
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Senator LoNe. Home of the things I have in mind would require
niore than that. beciuse it would require your people actually seeking
information which they do not presently have.

Mr. Ilumsos. Yes.
Senator LoNo. I think you need it, and I think we need it.
I asked the same question with respect to interest rates on loans

to unincorported biwiness. The Treasury has furnished, on page 826
of the recoid, a Federal Reserve compilation of interest rates on short.
term business loans, classified by size of loans, in 19 cities.

This table was limited to one type of loan, and covered 10 cities.
It is not cwnijprcellivo. It indicates a severe rise in interest rates,
which emphasizes the importance of similar information covering the
other categories.

I asked for similar information about consumers obtaining install.
mnet and noninstllhnent credit. The Treasury reply, as shown on
pa ge 820 of the record, was:

We know of no compilation of Interest rates on loans of this type.

The specific information furnished by the Treasury related only
to a low-priced popular model passenger car, and this one example
shows so largo a rate of increase that it again stresses the need for more
comprehenswVe in formation.

I asked, on the basis of specific information I had requested but
which was not suppliml, that ihe Treasury compute the current annual
rate of interet charges, in dollars, on all outstanding indebtedness
other than public Imrrowings, compared with the beginning of 1950
and 1963.

The answer, on page 820 of the hearings, was to the effect that-
We know of no compilation of data which would provide the basis for author.

itative figures on total Interest eharge on outstanding private Indebetedness.
I asked what this amount would now be, in dollars, if all outstanding

indebtedness other than public borrowings were at current rates of
interest, and I asked how many years it would take before refinancing
would put such outstanding borrowing under the current rate, amum,
ing no further increases in interest rates.

The Treasury answer to these questions, shown on page 827 of the
printed hearings, is that-

We are unable to supply estimates In answer to these quetiou, sine the
necessary Information is not available on the rates of Interest paid on the out.
standing indebtedness In the various categories, nor on what the current rates
would be,

It would seem to me, if we are going to assess what the impact
and the burden of these interest rates now are on the Government
and on the people, and the implications for tie future, we would
have to have this information and I realize it could not be sup-
plied in complete detail but estimates should be poible.

Mr. Basuos. Well, sir, I started my career as a statistician, and I
can assure you that getting some of these things, as you suggest,
would cost many thousands of dollars, because they just do not exist.

If the committee wants to suggest an added appropriation for these
purposes, we could consider that. But, frakly, these things ar
pretty hard to put together. We just have not got the basicInfor.
martin on a lot. of them.

100



8 WAN(WIAL CONDITION Of TUI UNITED STATIS

Senator Loxe. If the Treasury Is adopting these policies, and par-
ticlpating in these policies without knowing what their impact and
what their effect is and will be, it seems to me that this Is an ex.
tremely serious matter, just flying blind, not knowing what the impli-
cations or results now are and may become#

Mr. Butouss. Senator, I honestly do not think that having this
Information would put you In any bettor position to guide your poll.
cies tian you are in now.

Senator Lote. Well, when you undertook the refhuincing of the
national debt and proceeded to pay these hi hter interest, rates, did
you ever compute what tle Cost would ho f you conti nuted thatpolicy?

Mr. Buwmss. Well, sir, that would be very interesting, but we have
not paid a nickel more than we had to pay to sell the 1)onds, and our
job Is to sell the bonds so that the Treasury does not go broke and
we are paying the money we have to pay on the market to sell our
bonds.

Senator Loto. You certainly have, beei the prlhciai W advocate-if
not the principal certainly one of the most outstand ing and consist-
et advocates in this country-of disconltinuing the policy of the Fed.
oral Reserve pegging bonds at any particular rate.

And when you put the policy that you have been ad'oeating into
effect it would seent to me you woull want, to know what the cost
of it s going to be.

Mr. Bumpss. Well, that is a short-circuiting reasoning, Senlator,
if I may say so.

Senator fLoiw. I am told that a rough estimate is that, it the pub-
lie and private debt of this country wer refinanced at eurrtnt in-
terest rates, it would increase the cost by 8 to 10 billion dollars,
and that the cumulative increased costs over the several yes of the
tight money policy maybe around $20 billion.

I do not want to make that rough estimate myself. I would like you
to make it.

Mr. 13twass. Yes.
Senator TAbW. And it seems to me you ought to find out.
And furthermore, just on the national debt part of it, the Federal

debt, your own statement was that at current rates you would estimate
that ft would cost annually about $4.5 billion above what it was at
the time you came into office, if the whole national debt were refinanced,

Mr. Buitons. Now Senator, I was misquoted on the floor of the
Senate on that. I did not say that I estimated in a few years the
debt. would cost that much more I said it would not. I said it was a
totally unrealistic assumption.

If you cid assume that the whole debt was refunded at these rates, it
would be about $4 billion more, but I also said that was extremely un.
likely to happen, and I was misquoted on the floor of the Senate, and
I did not like it.

Senator Loxo. But the way it is going, it ots more; it Is going up
all the time. Here at the time you spea it is now 4 percent. At that
time you were paying 8%, were you not f

W. Bvuss Y I wanted to clarify the statement. I never
made such a prediction. I made a mathematical computation which
I said was erroneous, because those things do not happen that way,

f
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that the entire debt would be refunded at current rates, and they will
not be. It is not going to happen.

Senator Loo. -So far, they are being refunded at higher rates.
Mr. Bomazu. No.
Senator Lose. Is it not Important that we--..
Mr. BuRoEs. The particular maturities at this particular time

are being refunded atigher rates, but the great mass of the debt is
not being refunded and will not be refundedfor a great njiy yarw,
so that to assume it is going to be refunded at present rates is just a
meaningless assumption.

Senator LeNo. Well now, you mentioned this interest cost was one-
half of 1 percent of the cost of a private industry, that is, of certain
industries.

Mr. Buauxss. Yes.
Senator LNoG. It works out to about 10 percent or better of the

cost of the Federal Government, does it not I
Mr. Busois. Not quite that much, if you allow, as I said the other

day, for the amount we get back from the Federal Reserve System,
and so on. We are putting an estimate in the record on that. I do
not know as it is quite ready, but it will bring it down to below 10
percent.

Senator LoNo. What percentage would you estimate, offhand?
Mr. Buaows. Well, there might be $2 billion that will come back

to us, so that it brings it down under 10 percent of our total Govern-
ment expenditures.

(The information referred to is on page 168 of the record for July
81 1957.)

hinator LONG. You think perhaps 8 or 9 percent ?
Mr. Bluous. More nearly that.
Senator LoNe. If we refinanced at present rateN it would go up to

about 15 percent, would it not?
Mr. Buaozes. Ven now, again I hesitate to make that mathematical

computation because it does not mean anything. You are not going
to refinance the whole debt at current rate.

Senator LNoe. It seems to me we should have some understanding
of the consequences of these policies, and of the consequences of on-
tinuing what we are doing.

If you were running a private busnes for any particular group,
whether it were a banik or anything else, and one segment of your
costs continued to rise, would you not project that to see what the
effect on your business would be if you continued itI

Mr. Buxos. I just want to rad.again into the record what one
of your colleagues, a very distingused economist, said about the
relative cost of interest in the cost of inflation.

Senator Anmso. Is that Douglas again t
Mr. Buous "The cost of mIstha-ts Is a spwh he made

in the Senate.
Senator Axmsow. Is this Mr. Dougla4s I
Mr. B u-ous This is Mr. Douglas aimin.
Senator AMwRaoN. Thank od forMr. Dougls. Au ghter.]
Senator LoN. I believe you said that before Mr. Douha did, did

you not?
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Mr. Buzaos. Well, if I did, I would be quite proud of it, because it
is a very good statement, Senator. [Iaughter.J

%e ost moofa te tWtst On ta public 4et Is now roughly-
Senator Lowe. Could I ask you thit, Mr. Under Secretary?
Mr. Bunous. Yes.
Senator LImo. Is that in response to the question I asked I
Mr. Butoms. I think it is. We are talking about-you said you

should, when you adopt a policy, count the cost. Now I am just saying
one of the very distingished members of this committee said thatthe
cost of inflation, of the policies we have been following, of pegging
the price of Government securities, was many times the increase in
the interest cost involved to the Federal Government.

Senator Lowo. And you just got through telling us that where all
this inflation is occurring Is with regard t this expansion boom, and
that interest charges have had nothing to do with it, practically
nothing. You saildvery little any. 

Mr. "uaos I do not quite so the connection between that and
what we are talking about.

Senator Lowe. It seems to me that is extremely important.
Mr. Buses. You are raising the question of whether this flexible

policy really does check inflation or not.
Senator Lo. That is right.
Mr. Busom I am saying that the interest cost is not the thing that

does it, but it is the availability of credit, it is the restraint on &dit
that does it.

Senator Loo. Well the restraint on the credit has not checked this
boom, either, so far as Ion sos

Mr. Buxoms I think it has, Senstor as compared to what It would
have been in letting it go so that the sky is the lijit.

Senator Loe. YoU have not cited to us one single instance, and
apparently you were not so concerned about it, where the current
police have succeeded in undoing anything which has contributed
to this inflation spiral.

Mr. Buh n o. We have been all over that. We have reviewed
that, Senator.

Senator Lowe. Let me just ask this question again, which I think is
a very simple question that can be easily answered:

If you were running any business-
Mr. Bus am. Yes
Senator Lowe continuinggj. And one important segment of your

costs continued to rim rapidly, would you not project What that cost
would be if you had to go forward with it on thatbasisI

Mr. Boass. Well, you would as well as you could, Senator.
You would as well as you could. And we takes a look at th

Senator Lowe. Do you not imagine the airlines, having to buy new
airplanes which cost 8 to 10 times what their previous planes cost
have made some studies to see what it would cost them to replace their
present fleet with new airliners

Mr. Buzse... Yes.
Senator Lowe. Well then, would not the same tigbe a responsible

thi t d wih egrdth fis Goverment-
ifBumo Yes. ~We doSntr
Senator LNo. (cniug . In ma aginour Solaar
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Mr. Buaozss. We estimate our interest costs as far as we can. We
estimate about a yoar or two ahead of time, which is as far as Tyou can
go, because these rates go up and down. Aniy assumption that interest
rates are just going to keep going straight on up is Just contrary to
any economic experience, or tesy are going to tay level at some figure.
There is no use trying to make an estimate on gat basis.

Senator Lowo. You have made the statement that they continue to
go up until something happens, and the only way to have something
happen of the kind to which you refer is a recession of some sort, and
I do not want that to happen.

Mr. Bu onss. Where did I make that statement ?
Senator Lowo. That is what I understood you to be saying. I can.

not find it in the record now.
Mr. Buios. I am not tryingto be pet.y--a t
Senator LONG. I will be glad to find it, I do not have it at the

moment, Mr. Secretary.
Mr. Buioaos. Yes.
Senator LoNo. The information I have been requesting, and in my

judgment this is the $04 question, is what is this going to cost if we
are going to continue this program I

Mr. Butoiss, Yes.
Senator LONG. I am not the only one who has asked for this. Here

is Senator Kerr asking you this question on April 8, 4, and 5, I guess
that was probably the first day, about April 8, during the hearings on
these E b6nds.

He said, and this is on page 18:
1 am figuring what the increased cot of carrying this $277 billion national

debt will be when it has been refunded at the higher rates which are now In
effect, which are being applied on the new obligations that are Issued.'

The OMAiMMAR9. Would you permit the Chair to make a suggestion? I think
that is very valuable information. I would like to see the same Information
that was given for corporations. Five ears ago, the overall rate was 8 percent.

Then the chairman said, on page 19;
What I would like to se is a definite, concrte. statement about the corpora.

tions, the State, the local indebtedness, the Federal Indebtedness, and also the
Individual, such as obtainable. Of course, we know that some of it must be
estimated.

Senator Kzu I thank the chairman. That is what I was driving at.
The ONAJRMAJN. Along the lines of what you asked for about the corporations

I think It is a very Interesting subject. I think it Is extremely Important.

Senator Loxo. In that connection, the chairman of the committee
suggested that this information should be obtained, and recognized
that this would have to be an estimate, but he wanted to know what
would happen if we had to carry this burden at current rates.

We received some tabulations on what has happened with regard to
certain types of indebtedness, what the interest rate had been and what
it Is now, but we just do not have sufficient information, and it does
seem to me we ought to have it.

Mr. Bmos. Wel, I just do not think there is any way of getting
it, Senator. I do not think it is available.

I will review that again, as I indicated a minute ago, and see whether
we can go any further than what we have. I have not had a chance
to do that personally.

Senator Loo. I do not se how we can take the attitude that we
can afford to pay 4 percent Interest on some of our Government bonds,

Aka -a -t. &-4
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without ever for a moment considering the question of whether we
can afford to pay 4 percent on all of them. And it seems to me that
we cannot very well consider whether we can afford to pay 4 percent
on Government bonds, without saying what this does to the whole
economy, to corporations and to private individuals, to farmers and
people buying homes, and others.

I wou hope you would recognize the importance of this, Mr. Bur-
gess, an d try to get that information for us.

You do have many statistics, a great amount of information, in
the Treasury. You also have, through interdepartmental committees,
contacts with other agencies, do you not I

Mr. Buzouss. We are in contact. We get anything that they have.
We, in compiling the figures we have made available, have been

to the Housing Agency, the Department of Agriculture, the Depart-
ment of Conmerce the Federal Reserve. We have scoured up every-
thing we could fndl

But there are limits, you know as to the amount of statistics that
are compiled. You could spend millions and millions of dollars
around here compiling more statistics, particularly if you went into
the business of estimating what might happen if something else hap-
pened, if something else happened if something else happened.

You have got to make a series of assumptions. The amount of time
that economists and statisticians could waste compiling suppositions
on the basis of different events is very great, and the whole thing would
be blown into a cocked hat because you are not able to make any esti.
mates with assurance that any one of the consequences you have to
assume will follow.

It just does not amount to anything, that is all, and how much
money do you want the Federal Government to spend doing it? There
are limits.

Senator LoNo. Some of it you would have to estimate.
Mr. Butos. Yes.
Senator Lowo. But it does seem to me that, when you estimated it

you cauld certainly get a good deal of information which you could

r.n Borse. Let me be practical, Senator. My brother is the Di.
rector of the Census, and he has a terrible time to get the money to
collect even just the basic data, just the facts that are back of all these
things.
Aid the Congress, quite rightly, is very critical of the expenditures

for collecting statistics.
Now you are asking us for some statistics which we do not have

available, which I do not think are worth the thousands of dollars
we would have to spend to get it.

Senator Loo. Mr. Burgess, we are discussing the question of what
it would cost to refinance the national debt at current rates, and what
it would cost--

Mr. Buos. Which is a completely hypothetical assumption, and
will never happen Senator, so why waste time computing it I

Senator Logo. *efinancing is going to cost something, and it would
be important to find out whither we should pay more or seek to pay
le

Mr. Bunz& Well, wait a minute The Treasury has got to pay
the going market rate. Now, there may be some things you can do
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to the economy which will change that, but I have not heard any
suggestion that would do it.

Senator LONa. We could certainly go back to the policy the aban-
donment of which you advocated, which was purued all during the
war and pursued up until the accord in the year 1050.

Mr. BuIoss. Are you suggesting that you think we should again
have the Federal Reserve support the price of Government securities I

I think that is something you ought to discuss with Mr. Martin. I
did not think you were advocating it.

Senator LONG. I am certainly seriously considering it. I do not
lkow what the cost would be, and I want to determine that. Can
you get some estimate of these matters ?

Mr. IBuoxss. We will review all these figures and see whether there
are any gaps in it. I have not myself personally reviewed It. I will
do so, and we will get you anything within reason that we can get,
Senator.

Senator LoO. It would seem to me anyone who-
Mr. BuaRass. But I think you are asking for something which

really is not quite within reason.
Senator LNoG. I think it is certainly within reason to ask how

much it costs to refinance this debt at the existing rate.
With regard to the availability of the money suFply, my understand-

ing is that from 1933 to date our money supply increased at the rate
of about 7 percent a year. Ofcourse, that included war years. It also
included depression years.

From 1053 to (late, the average annual increase in the money supply
was about 8.2 percent; and at the present time the average annual
increase has been about 2.5 percent, that is, during 1956 and 1957 to
date.

Based on this, and particularly on the high interest rates we are
paying at this present time, I would ask you f this does not indicate
that there is a case for a greater increase in our money supply ? And
credit, I regard as being part of our money supply.

Mr. BvuR ss. Of course, that is the $64 question, Senator. That is
always a debatable question as to whether the Federal Reserve is hold.
ing back too much on the supply of credit, and that is something that
you want to discuss very fully with Mr. Martin. That is his responsi-
bIhIty....

I would remind you of our discumion yesterday with respect to the
rate of turnover of money, that in considering the availability of
money you have to consider not just the amount of money, but the rate
at which it is utilized, that is, the velocity.

And if you do that there is plenty of money, because the rate of
velocity has gone tp 16 percent in the past year.

Senator iNo. You made the comparison of the cost to industry,
that is the percentage of their cost that was actually interest?

Mr. BmtoESs. Yes.
Senator Loo. Have you undertaken to determine what percentage

of the cost of buying a house is interest I
Mr. BRous. You will remember that Secretary Humphrey, in his

presentation, had those figures. It showed that-
Senator L0rno. I think he compared It to the cost of labor, and that

to me was not a very enlightening comparison because I did not think,
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and I do not believe, that we are investipting here the cost of labor,
except insofar as it explains some of the other costs.

Mr. BuRouas. Since you raised the question, I would like to give justthe firures.
A t10,000 house in the spring of 1946 would now cost $19,000 in

the spring of 1957 because the cost of building has gone up that much,
and he would pay a 5 percent interest rate. The monthly payments
in the spring of 1946 with a 4 percent interest rate would be $51.51.
In the spring of 1957, the monthly payments would be $106.58.

Now, most of that increase occurred before 1958. The 1958 figure
is $91 instead of $51.

The increase in the monthly payment, therefore, is around $55, and
of that, $8.71 is due to the interest cost, and M.86 Is due to changes in
other costs.

Senator LoNe. You say $8 and what I
Mr. Buuoxss. And 71 cents is due to the change in interest costs.
Senator LoNe. Out of I
Mr. Bu-pou. $108.58.
Senator LONG. $1061
Mr. Busozes. Yes. Out of the increase of $55, $8 is due to the inter.

est costs; $46.86 is due to the other cost
The CHAHMAN. Could I ask what are the two rates I
Mr. Buzovs. Four percent and 5 percent.
Senator ANDasoN. Does that include discounts ?
Mr. Busonss. That does not include discounts in either case. A 5.

percent mortgage, we are recomputing it on a 5% basis, and we will
give ou that.

#o information referred to Is as follows:)

0A110" toS coot of 0 how# Ohm te ep$.. of 1946'

... ......... . . ........ . .ZMth1 psymnt (for 30.ys .. ........................ W.l! s, m00" tost ot boun sina 1*0 ........................ ............ s 0 0

M" bo s *aN of dmbri 6"Wo, ftms bow 10 9. Lo *uwaIt-4 by Uor Wsok & Oo.

Seziator Ioxo. I just made some study, just a brief calculation of
what the difference of I percent intA mAke on buying a house,
and-

Mr. Bumuss. This is it.
Senator LoNO (continuing). Here is just the monthly P~ymsnt on

a $10,000 house at 4 percent on a 26 year mortpgo ou would
ow suppo the same loan at 5 percent. You would pay $58.50.

That would work out to a difference of $5.70, which a just about
10 percent on a fiat payment bess So on that basis of an increase
of percent in interest rates, it would increase the cost of that house
by percent to the person who is buying it. That is nsofar as& monthly payments are oc ed
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Now does that accord with your figures ?
Mr. hmaxss. I think our figures, the ones I have just given, Soena-

tor, at a 5-percent rate, the difference in monthly payments is $8.71.
And the difference due to the other costs, due to inflation, is $40.86.

So anything you can do to keep the inflation down, you can well
afford to. The interest cost is of much less importance.

Senator LoNG. I do not know what I can do about the labor costs,
but I might be able to do something about this interest cost; I would
ho maybe this committee could.

Mr. Buois. Well, the labor costs are in the overall costa. Of
course, about a third of the cost of building a house is labor; and
when you have an overloaded economy that goes up.

Senator LoNG. Can you see how these higher interest rates help
reduce the cost of labor I

Mr. Btmou. Yes, I think so.
Senator LOxo. Howf
Mr. Buno .. It is not the higher interest rates, but the question

of availability of credit. If you try to build more houses than there
are carpenters to build them, the carpenters naturally will get higher
and higher wages.

Senator LoNe. At the present time, we are building 20 percent less
houses than we were a year ago.

Mr. Buioesw. How much I
Senator LoNG. 20 percent was my understanding; housing starts

are about 20 percent-
Mr. Bunzss. It is running about 970,000 starts compared with-

that may be about right.
(On a seasonably adjusted basis privately financed housing starts in

June 1957 were 970,000 or 11 percent below June of last year.)
Senator Lowe. That would not indicate, would it, that we ought to

cut down on the number of housing starts we have, or that We are
going to have inflation if we revert to our previous rate, or make up
some of the slack I

Mr. Buxos. Well, Senator, one has to remember that the total vol.
ume of construction-not just housing, but the total volume of con-
struction-which uses materials and employs building labor, and so
forth is at a high for all time. That is, you are building more public
buildings and factories and department stores and so on, offices, so
that the aggregate which use material and labor is a high for all time.

Senator LoNoo. You think it would be inflationary to build more
houses than we are building at the present time I

Mr. Bmuoss. Somewhat yes.
Senator LOwo. What is that I
Mr. Buas&' . Somewhat, yes.
Senator LOwea. It is undesirable and should be discouraged?
Mr. Bmois. No- I did not say that. I would like To see more

houses built, but I think that we are building-there is a difference of
opinion as to how much; whether we are building enough to take care
of the need or not. The formation of families islee than the number
of houses we are building' so that something under a million is not
too far off the beam as to what the country neewd&s

Senator Loxo. You think we should discourage the building of more
houses, and adopt policies calculated to discourage the building of
morn bouses
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Mr. Buioes. No, on the contrary. On the contrary, I think we
ought to do what we have done just a few days ago. We have reduced
the downpayments on the les expensive houses, so that people may
have, the ordinary man may have somewhat freer access to buying a
small house, and I think that is just fair, just simple justice, to give
him as good a shot with the available money as the larger fellow, and
that is the meaning of this last change.

Senator Lose. If we could adopt policies to hold down this interest
rate, that would help him get the house at a more reasonable price;
would it notI

Mr. Buaows. That is another problem. That is a problem of the
supply and demand for credit; and I have yet to hear just a suggestion
tha you would advocate for doing that. The much more important
thing is to keep the costs from going up.

Senator LoNo. I would hope this committee would have some sug-
rtions before we get through with this. I would like to have yours

Mr. Btoms. It is the inflation; what I am most worried about on
housing is the way costs are in up. Even with the present volume
of construction, the cost of builfing a house showed a little increase
this past month, even with the present amount of building. And these
figures showing that since from the spring of 1046 to the spring of
1057 the cost of a $10,000 house has gone up from $10,000 to $19,000,
that is a serious thing. It is not the change in the interest. It is the
change in other costs. Anything we can do to check inflation, we
ought to do.

Senator LoNo. Are you here advocating that one ought to reduce
the wages of the people who work on houses I

Mr. Bvuxos No.
Senator Lo.o. Well, if you are not advocating that, and you stte

that is a principal increase, I do not see what we can do about it. Per.
haps we can do something about interest. That is what I am asking
about.

Mr. Buiors. Well, you are picking out one of the smaller elements
in the whole thing, instead of ie total. I am interested in the total
rise in prices, and wages fo right along with that. It is the whole
picture you want to deal with it seems to me. And the way as I said
yesterday just as clearly as Y could the way It has worked over the
years in this country and over in other countries, if you adopt soundbudgetary policies and sound fiscal policies, that will fend to hold back
these inflation, these increases in prices. And I have not heard any
other suggestion for dealing with the situation that sounds effective.

Senator LoNo. Yet you have testified that in the area where the in.
flation has been occurring the change in policies is not making any
substantial different

Mr. Bun . No. On the contrary, I think It is. I think we are
holding this thing in check to some degree. I think there are other
things we can do

Senator Loxo. Well, your testimony was that it would not make any
difference, the interest rates these people would pay if they were bor-
rowing more money.

Mr.-Buamm. No. I keep saying, Senator-
Senator LoNG. That Is where our available credit has been drained

out,
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Mr. Bumous. But I keep saying it is not the interest rates; it is
the availability of money. It is the total pressure the Government is
putting on the economy through its fiscal expenditures. Those are the
things that are affecting this thing.

Senator LoNG. And could it not also be the effect of the laws we
passed encouraging people to expand plant and equipment?

Mr. h l Tor. chat is a minor thing.
Senator LONo. You can stand by your answer if you want to.
I would like to ask about another question, then. If you would

look at page 7 of your Economic Indicators, there is a factor there that
does somewhat alarm and concern me.

Mr. Butozas. Yes, we had a look at this before.
Senator LoNG. Looking at the lower section-pardon me, I should

address your attention to page 6.
Mr. Bimus. Yes.
Senator LoNo. There is per capita disposable income for the second

quarter, the last figure for the second quarter in 1956 prices which is
constant dollars ?

Mr. Btmosss. Yes.
Senator LoNc. Per capita disposable income for this year, 1957

second quarter, $1705 as against $1,718 for the same period in 195 8
Mr. Buos. That Is right.
Senator LNoG. In other words when you make adjustments for dif.

ferences in population and for the inflation which has occurred, on a
per capita bais the actual disposable income of people is less now
than it was at this time a year ago. Have you given any thought to
that?

Mr. Btmomse. Yes, a great deal.
In the first place we agreed that these figures, a fluctuation of a

few percentage of tem is within the range of error. But the impor.
tant point that I want to make is that it is a very good demonstration
of the importance of keeping prices from rising, to fight inflation in
every recognized way that you can do it. Because with inflation you
may appear to be going forward but you really go one step backward
with every step you go forward. I think it is a very good demon-
stration.

Senator Loo. Whether you have inflation or do not have inflation
it is also invortant that we keep increasing our standard of living i
we can and that we try to have more money available to the people
after they get through paying their taxes than they had before.

When you make tat cabuation, you find that the average per.
son, that is, on a per capita basie, is worse off this year than last year.
Have you considered that phase of it ?

Mr. Btmomss. Yes. I think that is one of the best arguments for
doing the things that have been tried and proved as ways of fighting
inflation.

Senator LoNG. Do you believe--.
Mr. Buiors. Because while you appear to make progress, you keep

pouring out more dollars. It is no god if it brings the cost of living
up so that you really are cheatingyour people.

Senator LoNG. Well, now, what you have had this pat year is
exactly that, is it not, ifyou compare the second quarter U IM with
the second quarter of 195? c
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Mr. Buaozss. Well we were not wholly successful in holding the
inflation in check. If you go back to 1952, we made substantial prog-
ress there, very substantial progress.

Senator LoNo. In view of the fact that that column allows for the
inflation of prices?

Mr. Bnoss. Yes.
Senator LoNo. To what do you attribute the decline in per capita

incomeI
Mr. Bu aw s. In the first place, I do not call it a decline. I think

you are raking a level, a level area there. I think it is due to the
rise in prices, obviously. And that is something--oh

Senator LoNG. Now, just a minute. Look at the heading of the
column 1956 prices. That means that those price are adjusted?

Mr. 1 uuoxes. That is right. Well the reason you have the decline
is that although dollar income has been rising the prices have been
going up a biT faster. Ergo what ought you to do You ought to
do your best to fight inflation, take the regular methods of doing it.

For example, if we, the Federal Government, were not spending
quite so much, those prices would not have gone up quite so fast.

Senator LoNG. We had-
Mr. Bwuozss. States and municipalities, if they had not been spend-

ing quite so much we would have resisted that inflation a little.
Senator LoNG. Just looking over the other figures given there in

that column, there are only two other years among those shown where
there was actually a reduction in pr capita disposable income. One
was the year 1949, which was a slight recessionary year after World
War II. The other was the year 1951, in which there was a very slight
reduction of $2 in disposable income, and that was at the time when
the Korean war was going on, and when we had major tax increases.

To what do you attribute this most recent falloff in disposable
income

The CnrAIum Senator Long, if you will just yield for a moment.
(Discussion off the record.)
The CHuARUA. You may resume.
Senator LoNo. Looking at page 28 of my economic indicators, I

see that consumer debt has increased from $31,248 billion in 1958 to
$41,707 billion during May of this year. That would indicate that
these high interest rates and this so-called tight money have not kept
consumers from going into debt $10 billion more than they were I the
beginning, would it not I

r. Bumo. What period did you start from, Senator?
Senator Loxo. 1958, total consumer credit outstanding
Mr. Bunms. Of course, that is a period that is not alltight money.

1954 was not a period of tight money at all. Early 1965 second half
of 1958 we were not trying to hold ft back then, and I think it is fair
to !4y tat-

Senator LoNG. Well, these high interest rates started going into
effect In 1968, did they not?

Mr. Bxois. Well, again, Senator, I say-no, not these rates# they
were up in1958 it was down in 1954, it has been a flexible rate. it was
up early in 19 8. In 1954 we did our financing at somewhat lower
rates than in 1958, some of it. I keep insisting this is a flexible policy.
This is just not a policy of putting rates up and up.
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Senator LOxo. Well, notwithstanding, the consumer debt continued
to increase I

Mr. Bnozass. Yes, that is right. And the population has increased,
Senator, and the standard of living has increased.

Now, whether consumer credit has increased too much, I do not
know. You can argue that both ways. le Federal Reserve has
made a very extended study of the question of whether there should
be controls over consumer credit, and I hope you gentlemen, in the
course of your hearings, will examine it carefully. I confess I am
not expert at it. If It were possible to put some little restraint on
that, there is a lot of argument for doing it but after a very extended
survey of all the problems and difficulties, they came to the conclusion
that to control that consumer debt as a separate thing by direct con-
trols would involve a lot of difficulties and it is directly interfering
with what the American citizen decides he thinks he wants to do,
and when you do that, why, you run into problems.

Senator .LON. Do you believe we could have maintained the rate
of prosperity we had len enjoying if consumer credit had not been
constancy increased during those years t

Mr. Bumozss I think it has been a very important and helpful fac-
tor in our economy, Senator. I think you and I bought some things
that way that we would not have been able to get.otherwise.

Senator Loxo. Would it not have been more desirable if we could
have had some tax reduction, affecting those in the lower brackets
particularly. Widespread tax reduction would have benefited most
consumers, in that they would have been buying more of these items
out of cash rather than credit?

Mr. Bumoa. Well, there is quite an argument for that. I do not
know the answer to that exactly. But I-hope we get to a position
before too long when we can reduce taxes. But we are not there now.
We just have not got the money.

Senator LoNG. 'You made the statement on pap 144T, volume 15 of
the transcript:

The money used to pay the interest is collected from many people in taxes,
and the money is paid out again partly to the same people and partly to others.
I think It is fair to samy that about as many people wlU beneft directly or In-
directly from these interest payments as are hurt by them.

It seems to me that we should attempt to determine who is hurt
and who is helped. According to the 1957 consumer finances sur.
vey by the Federal Reserve Board, 25 percent of all consumers in the
Uited States had no savings, 55 percent had less than $600 in sav-

and 77 percent had lesshan $2,000 in savings.
Wnvould you contend that rising interest rates would flow to those

77 percent of families even relative to the size of their income, in
the same way that rising interest rates would benefit families Who
have large savings t

Mr. Butons Well, how many of them had life insurance, Sen.
actor Did they include that i i(t

Senator LoNG. I assume that would be in savings.
Mr. Bmoss. Because the life-insurance holder in a mutual oom.

pany, which most of them are, is going to benefit In the long run from
higr money rates
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Senator LNoG. Out of those who do not have life-insurance poli-
cies-and I would imagine life-insurance policies would be regarded
partly as savings-

Mr. Bunos. I do not think they are listed therm
Senator Loo. Would you see any considerable benefit to those

pe l pieo Would it compare at all with what their share of the cost
ofothe program is, or what their share of income is, insofar as dis.
tribution is concerned ?

Mr. Bunous. I think it would, Senator. Anybody who has a de-
posit in a savings bank, anybody who has a share, or shares, in a sav.
wings and loan association-those people have all benefited from in-
creased rates that they pay.

Senator Lo. Well, let us just take a person who has no savings
at all. According to the Federal Reserve Board survey, that is 95
percent. Now, would you feel that this 25 percent are benefited by
he higher interest rates I
Mr. B uo18s. That is a little hard to prove directly. The only

benefit they get is-and everybody gets benefit from this-if you
have a stable economy without inflation, they benefit greatly.

Senator LoNo. Well, now, I am not talking about hlflation here.
Mr. Bvxxa. All right.
Senator LoNG. And whether you are curing inflation I do not

know. I doubt myself, for it seems to me that the facts do not sup-
port that conclusion.

But you made the statement here that there is apparently a fair
distribution of income effect as a result of increaing these interest
rates, and that where you increase interest rates it does a man about
as much good as it does harm

Mr. Buxss. That is my opinion, Senator.
Senator Lon. Well, in the case of a man who has no savings you

feel that rising interest rates are an equitable or fair way to distribute
income?

Mr. Bumxs& I do not believe they included in that savings-
liquid savings, is it not, they are talking about? That did nor-in-
elude life-insurance policies on it. Forty million people have our
savings bonds, and I do not believe that 27 percent who have no sav-
ings a all.

Senator Loo. Twenty-five pqroent.
Mr. Bmwasm. If you include life insurance--
Senator Loma. I do not know whether it includes life insurance

in that or not.
Mr. Bumms. I do not, either.
(The following was later received for the record:)

The major types of liquid assets held by coneumers include currency, check-
In# accounts savings, deposits, savings and loan and credit union shares, and
United States Government savings bonds. These are the principal assets that
serve as means of payment or that can be converted Into means of payment with
little delay or risk of loss. The survey of consumer finances collects data on
holdings of all major types of liquid assets except currency and does not cover
life-insurance holdings of individuals

Senator LONG. Now, assuming a man does not have any life-Insur-
ance policy, and he Is among that25 percent ?

Mr. Bunass. Well, he does not benefit directly then.
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Senator Looe. And he would certainly pay some of the costs, would
he not I

Mr. Bunraes. Well, I do not know. He might pay a little.
Senator LoNe. In terms of rent, would it not be reflected in his

rentI
Mr. Bumtpmz. Well, there you got to the indirect. There you get

a little separate question, and there I would stay the question is whether
ho benefits from stable prices. If he can avoi inflation, he is going to
benefit a great deal.

Senator LoNe. But you have indicated that you regard this, though,
quite aside from your anti-inflation argument-7you regard the rising
Interest rate as something that helps as well as hurts, and I take your
statement to indicate that you believe that this is a more or less desir.
able way to distribute Income* that it certainly is not undesirable.

Mr. luaorm. I did not say t ha4 Senator. I Fust say in counting the
costs, you cannot just say this is all net costs. This is a flow back and
forth from debtor and creditor and creditor and debtor. And in our
great economy, thank heaven, a great many of our people, a very large
percentage, are creditors as well as debtors.

Senator LoNr. If a person had $2,000 in savings, and if he were in
a home and had to pay an additional 1 percent more interest on his
house, he would still be paying out more than five times as much
more in interest than he would be receiving more in interest, would
he not I

Mr. BrAcs. Yes; he would have to get the benefits Indirectly of it.
Senator LoNe. Now, while he might get some slight benefit from

the savings, he would not get much ?
Mr. Blunos. Yes.
Senator LoNe. That would be the case with regard to 7T percent

of the families, according to the survey by the Federal Reserve-Board,
even assuming that those $2,000 in savings were drawing interest,
which a lot of them are not.

Mr. Btmorm. Of course, the other two benefits that he gets are,
first reducing the amount of inflation, and, second, improving the
availability of credit, because, if more people are paid adequa for
saving, you will have more savings That means more money avail.
able for people who want to borrow. So that there are the two ways
he benefits.

Senator LONG. Of course, insofar as that requires a man to go
deeper into debt, it hurts the man who is paying it, does it not?

Mr. Bmns. Well if he can avoid inflation, he does no that i the
serious thing about this, is the way these prices of thee houes have
been going up, Senator. That is really scandalous.

Senator LbNo. Of course, the portion of it that I object to is the
increase in interest. I do not know what I can do about labor cost&
If someone would bring a proposal to lower labor costs, I would be
glad to consider it.

Well, those are all the questions I have to ask, Mr. Chairman.
Senator WnlLIAMS. If you will yield for a moment, I mention that

we are going to have that question before us in the next couple of days
Senator Jfrrmu. I did not hear you.
Senator WmILA.& Whether we Increase Government salaries or

not. [laughter.]
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Mr. Buuous That will have an effect on everybody.
The CHAmmAN. Senator Flanders.
Senator FAxNDzms. Mr. Burgess, I am going to ask you some quest

tions, for the most part, that deal with your experience in banking, but
it will touch on Federal Reserve problems to a little extent.

Nowyesterday, you mentioned that old formula of Dr. Fisher's,
MTs-PT.

Mr. Bvuizs. Yes.
Senator FLAtmDnS. That formula, of course, is just a truism, but it

is a good thing, I think to look at once in a while, and I want to talk
first about theM part, the money.

Now, this I am asking is all elementary. What I want to get Into
the record is what our money is and how much there is of it. what it
consists of and how it is generated and how it is distributed.

So we will ask some elementary questions-
Mr. Bmnos. All right.
Senator FAxNDzu. To which I do not know the answer very likely.
Now, what is the amount of our hard currency outstanding and how

is it issued ?
Mr. Bumss. Well, we have standard silver dollars, $258 million;

and subsidiary silver of $1.815 billion; and minor coins that is, nickels
and pennies, of $474 million. And those are issued, 01 course, as they
are required by the public, the public goes to their banks and they
draw from the Federal Reserve the amount of these coins.

Senator FiAzrDm. That is, when the bank draws from the Federal
Reserve, they speify-7-

Mr. Imozss. What they want.
Senator FzAxmns. In what form it shall comeI
Mr. Bmns. That is right. They put in an order for so much

currency or money just as you would write out an order for groceries.
Senator Fiwmans. How does the bank get a right to demand that

money of the Federal Reserve I
Mr. Bmuazs. Well, because they have deposits with the Federal

Reserve bank and they draw on their deposits to pay for It.
Senator Ftwmmns Yes All right. Now, is our silver currency

worth more or less as metal than as money ?
Mr. Bmu ns. Well, it is worth less. The silver is valued at $1.29

a fine ounce for the purposes of our silver dollars, and at $1.88 a fine
ounce for our subsidiary coins; so the monetary value of the silver
is less than the face value of the coin.

Senator FiAzD&I No sense then in melting the silver down for
bullion ?

Mr. Busomsm No. That is a very interesting thing. Of course, in
a country where the value of the met goes above the value of the coin,
the coin tends to disappear, it will be melted up and sold as bullion.

Senator FU his. But our silver money is safe
Mr. Btos. We are pretty safe, yes.
Senator Ftmmu. All right Now, there is a silver reserve car-

ried for silver certificatest
Mr. Buaozs. Yes. There were on June 80 last, there were $2.410

million in round figures of silver certificates outstanding, and $28million in the gne-I fund of the Treasur, and that is bac ed bysil.
ve bullion, in siver bars, that Is 1,708,000,000 ounces of silver bullion
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which is valued at $2.209 million, and then there are $280 million
worth of silver dollars.

Senator FLANDES. Now, is the silver reserve for the certificates
valued at its rate if coined or valued at its market I

Mr. Buxoms. At its rate if coined, that is, $1.29 an ounce.
Senator FzADrn. At its rate as coined I
Mr. Bmzuo . Yes.
Senator FLANDr. How many Federal Reserve notes are outstand.

ing, how are they issued and what meant by the promise to pay to
the bearer on demand $26? What kind of dollars ?

Mr. Buaons. There is twenty-six-billion-odd dollars of the Federal
Reserve notes in circulation; that is, the great bulk of the circulation
is in that form, the $5 and up, as you know. All the larger bills are
Federal Reserve. And the promise to pay, of course, or4inally was
a promise to pay gold.

Senator FANDZRS. Yes.
Mr. BuRous. But when we went off gold payments in 1988 that

ceased to be the case; so then the payment is simply in lawful money.
Senator FLAxDER. That is, another certiflcateI
Mr. BuRaos. Yes; it is another piece of paper.
Senator FLA DERs. The really significant thing, I take it, is the

fact that it is acceptable to the United States Government for payment
of taxes ?

Mr. Buuozss. That is right. They are receivabl-
Senator FtAxDws. For legal tender?
Mr. Buuozes. For all taxes, legal tender, yes.
Senator FLANDERS. But still It is a bit amusinj to say that the

Government promises to pay the bearer on demand $.
Mr. Btuozes. Every once in a while one of our Jovial friends came

up to us at the Federal Reserve System and said, "Pleas redeem it."
It embarrassed us. They took great delight in it.

Senator Fi tDwa. All rightE Now, are there other types of cur-
rency I

Senator BxNETr. If the Senator will yield, you can give him
silver.

Mr. Bunous. Yes you can. He does not have the right to demand
silver unless he has the silver certificate.

Senator F~muAs. There is a Federal Reserve note.
Senator Bmmwr. You can give him a silver cartift for his

Federal Reserve note and make it legal.
Mr. Bumazas. Yes
There are other types of currency in smaller amounts. There are

the United States notes, those are the old greenbacks, there is still a
relic of those outstanding. And there is still a little of the national
bank notes, just a fragment, outstanding, and the Federal Reserve
bank notes, just these fragmentary amounts that are not being issued
currently.

We put out at the end of each month a circulation statement of the
amount of money that is outstanding, where it is, and what it Is.

Senator Fwul n All right, thank you.
Is credit a part of the money system, and if so, is debt necessary for

providing credit and therefore for providing money
Mr. Buom. The answer is, yes, that we Ro bkais in this country

on promise You do not have to have the hard money. That's a
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difference between the advanced country and one that is in the earlier
stages. Where you had to rely on the actual exchange of currency
in transactions you would slow the whole thing down and would have
les to deal with.

Senator F~pzts. I suppose the Indians' wampum is hard money I
Mr. Bu-o.s. That is right. But very soon probably they got to

syig, "I will gve you some wampum after 6 days n payment."
The minute you do that, you have the element of credit that comes
into the system.

Senator FLAnzs. Now, how is the money supply increased by the
expansion of indebtedness When I go to the bank and borrow$1000 if possible, does that increase the money supply I

r. tseoaeo. Well if that is a net increase in bank loans and
deposits, it i. That IN you borrow the $1,000, they put a credit for
$1,000 on the books, they will have to put a fraction of that into the
Federal Reserve System as added reserves. If somebody else has not
paid off at the same time, that means there is that much more demand
deposits i the country and that much more money that you can buy
and sell things with.

Senator FLAxVz. The whole credit structure with which most of
our business is done is, then generated by debt I

Mr. Buaoss. Yes. I think that is fair to say.
Senator FLANDEMS. I will tell you a question I have asked George

Humphrey twice over a period of 2 years. What would happen If
all the indebtedness of the country were paid upt His answer was,
"We would be in a hell of a mess."

Mr. BUnzus. Well-
Senator FLANDRS. This is the third time that goes into the record,

that is, providedyou agree with it.
Mr. Buaous. I agree with it.
Senator FLADzs. All right. [Laughter.]
The CHARM&AN. You would not object to paying a part of it,

though, would you I
Senator FAD=s. No. (Laughter.]
Now, it is clear how, I think how, the supply of credit money is

increased by an increase in indebtedness; and that increase gives you
a credit which you can employ in business or any way you please,
provided you have satisfied the banker what you want it for is desir-
able and you are a ";ood risk"; and he in turn has on his books a
note which goes into his asts.

Now, it is not quite so clear to me how the supply is decreased if
I payup that note
I take $1,000 in cash and go to the bank and turn it in and get my

note back.
Mr. Bmnouss Yes.
Senator Fizmns. I may not turn in $1,000. I probably will do

it in the form of a check which represents somebody else's credit
based on somebody else's inebtedness.

Mr. Buaos. Tat is ri ht.
Senator FLA zRs. Bu that does decrease the total volume of

credit
Mr. Bromass. If nobody else at the same time is increasing it by

borrowing some more
Senator FLwus. I am thinking of a net operation of some sort.
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Mr. BuRmOs. Yes, that is right. It does. And some of our. great
expressions in this country are caused by too many people paying off

their debts. You know the old saying.
Senator FMAxwmS. I think our chairman should begin to get inter-

ested along about here. (Laughter.]
Mr. Buroms. "People pay in depression the debts they created in

)ro perity" is the old saying.
Senator FLAwDm. Which is cause and which is resultI Does the

depression come from paying up of the debts ?
M ss. Well that is always the problem: which is the hen and

which is the egg. I think it mostly roes back to an attitude. If the
people of the country are in an attiude of confidence and moving
ahead, then they will create the money that they need to do it by bor-
rowing from their banks and using their credit.

If they get overextended so they get afraid and other people get
afraid of them, then you get a depression. Tat is short circmtmg.

Senator FLADEaR. Yes. Now, if the money with which we do
business is created by debt, how much debt is enough?

Mr. Btsomss. Well, that is a very interesting question aqd one that
is very hard to answer dogmatically. The nearest answer I think
comes in terms of rate of increase. This growing country needs an
increase in its amount of credit, in its amount of money to do business
with. The amount of increase you need depends on the rapidity with
which you use the money, so that it is MV again, a growing country
needs a growing MV, the amount of money revolving at a certain

Somehow or other, if you try to increase it at a faster speed than
that, you get into trouble. We cannot absorb it, and that rate of
increase, I-think, is affected partly by the amount of money we save,
as well as by the.amount of money we borrow. You have to have a
rate of increase in savings, and your rate of increase in money or
credit has to go along about pari pasu.

Senator Fz.ziwms. In what respect does government borrowing
affect the money supply? Is it any different than its effects from
private borrowing?

Mr. Btuous. Not very much. Except that money of the Govern-
ment is--of course, Government credit is usable to create more credit
at the Federal Reserve banks To that extent, a Government certifi-
cate, a Government bill, can be taken around to the Federal Reserve
and you can borrow against it. But the banks always have plenty
of that for their borrowing pur so that the fluctuations in Gov-
ernment borrowing do not necessarily affect that. It is paKtly that
Government money is tied up with txes, with spending. It is an
added factor, so that it is always somewhat more important thau the
individual transactions.

The CIAmwA. Can the banks borrow 100 percent from tha Fed-
eral Reserve on that, the Government bond ?

Mr. Besm Yes.
Senator FzA.pzaw. If, however the Government borrowing instru-

ments, the bond or the notes or what have you, go into private hands
rather than into the bank hands; does that increase the money supply

Mr. Busos. Well, much les than if it goes into the bank lands,
where it tends to increase the money supply; whereas if itgoes into
the hands of individuals who are savin for that purpose, who do
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not borrow the money to do It, why, it ham no influence on the money

sL se thing is true of your individual loan. If your individual
loan is made from savings by an insurance company, or what have
you, it does not affect the money supply; whas If you borrow from
abank itdoe&-

Senator Ftwmws. Well, supposing that our MV equal PT, thatbisrhtt
Kr. Bumums. That is right.
Senator FAwwmus. During a period of inflation, the endeavor is

to keep what borrow you have fo do out of banks ?
Mr. Bunus That right.
Senator FA s. And into private hands so far as possible-
Mr. Bnouss. That Is rIght
Senator FLam)mu. I tak it?
Mr. Buos That is why we have this tremendous drive to el

people savings bonds. It is a noninflationar way of borrowing. _
Senator FwADIMa. Now, what about the Independent agencies and

their borrowing? Does borrowing by FNMA or by the Commodity
Credit Corporation have exactly the same effect as the Government
financing through the Treasury

Mr. Bunoums. Yes; they are the sanme.
Senator F&x3wzs. So we have to have a total I
Mr. Bumps. For purposes of this consideration; yeL
Senator FLAxnzu. Now, at the moment can you state roughly how

much of the Government's debt Is in the hands of private holders
and institutions and how much is in the hands of banks?

Mr. Bunouss. Yes. I have a table here that shows that Federal
Reserve banks and Government investment accounts have $78.6 billion
and commercial banks have $56.2 billion. Then of private nonbank
investors, corporations have $15.5 billion and individuals have $67.7
billion which is very good. State and focl governments, $16.2 bil.
lion. That is an interesting figure. It is partly pension funds. It is
partly their current operate fuds they put into Treasury bills or
short-term securities.

Then institutions, that is, life insurance, mutual-savings banks, and
so forth, $28.5 billions; and then all others, $12.9 billion. So the total
private nonbank is $18.8 billion.

Senator F ; amt . Do you keep a running account quarter by quaro
ter of a tabulation like this?

Mr. Bmmss. Oh, yes; every month.
Senator FLAMws. Do you think that such a series, going back for

one of the periods under discussion, back to 1952 or back to what have
you, do you think that thqt would give significant information with
regardto the causes and processes and proims of inflation

Xr. Bmms. I think it does, Senator. You may remember in the
charts we presented in both my statement and in Mr. Mayo's presenta-
tion we did just that; and we publish each month in our Tm ury
Bulletin, it shows that. .

Senator FrAima. Is it this one ?
Mr. Bmzass. It is this green job, the Teary Bulltin, we publish

those figure in a running table. I think it eight be mteresint if
you wold like to put that into the record. -' .
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Senator FANDImn& Do you have that in any form IMr. Bmzos. We have some of it. We do not go back, of courm, asfar as this doe. This goes back as far as 1989, the ownership ofFederal securities.
Senator Fx~Arzu. You have a public-debt ownership picture I
Mr. Buxous. That iVes it,
Senator FLAw e. Right here.
Mr. Chairman, I would like to have a series in the record at this

point.
The CHAnMAN. Without objection, that insertion will be made.

f0 ,The table, Estimated Ownership of Federal Securities, is aszoow8 :

Nu&~p-,~ s-~eo
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Senator FLANDtRS. What is the effect on the available money supply
of the purchases of bonds for the trust funds I

Mr. Btmw . Well, that is
Senator FtN.Aws. That is always a mysterious subject.
Mr. Bmors. Yes. Of course, you collect from the people the

money that goes into the trust, part of it, not all of it, part of it is the
Government itself paying It. In that case, it has to collect it in taxes.

Senator FumS. Yes.
Mr. BuRoGs. That Is, in a sense, a form of saving. It is out of the

regular stream of money; so it is the savings either for or by somebody
or or his account, for example, Federal employees.

Senator Ftzomiuts. Yes.
Mr. BURaGss. Put in a certain amount, 6%, percent of their pay into

that pension fund.
Senator FLANwz.u So at that point it seems to be withdrawn from

circulation ?
Mr. Busows. That is right.
Senator FLANDERS. Anddecreases the money supply I
Mr. BUmow. And the same in social security.
So that we bracket that outside of the normal budgetary operation
Senator FAzNDn. What happens when the trust fund buys a Gov-

ernment bond or the type provided for that trust fund I
Mr. Bumor s. Of course, they may buy it in the market or may buy

it simply from the Treasury. It means that we are, in effect, borrow.
ing from the trust fund, from savings, borrowing from a savings
source.

Senator FLANDRS. Does that kind of borrowing increase the moneysupply
Mr. BuRzEss. No, I do not think it does.
Senator FLANmDs. So that that is, in effect, a type of borrowing

that you do when you sell an E bond ?
Mr. BuRsE. It is somewhat similar to it, yes.
Senator Fzxmwus. And it does reduce the necessity for your selling

bonds in the open marketI
Mr. Bumozs. That is right.
Senator FiA ND . To that extent it reduces the necessity ?
Mr. Buxous. That is right.
Senator FuNwrms Provided your Treasury funds are increasing?
Mr. Bmoxss. That is the point.
Senator FL&NDus. Yes.
Mr. Bmtow. And they are increasing now, although at a less rapid

rate than they were a few years ag .
Senator Fi.Awis. ow muchz State and local government borrow.

ing is there, and does this affect the money supply in the sue way
that Federal borrowing does

Mr. Bunm. The ttal outstanding State and local debt is $50
billion, as I have indicated here earlier; and that is increasing at a
rapid rate, the indebtedness is increasing $' billion a year. That has
much the same effect as borrowing by the Federal Government.

Now if they sell those bonds to savers, it is not inflationary. If
they sea it to banks, it tends to increase bank credit just the same as
though the Federal Government were doing it. Of course, the in-

MAent cannot be used as collateral for Federal Rteserve borrowing



FINANCIAL CONDITION OF THE UNITED STATES

in the same way. But as I say, that is not an important factor
normally.

Senator FAz .ijzS. I think we have roughly covered the money sup-
ply, the way It is generated, and the effects of the different kinds of
borrowing on the money supply

Let us move over to V velocity. And on that I want to introduce
a little history. I have in my hands a book of which I was 1 of the 4
authors, published in 1988. The title is "Toward Full Employment."
The authors were Henry Dennison, Lincoln Filene, Ralph Flanders,
and Morris Leeds. I was responsible in that book for section 9, or
part 2, entitled "The Requirements for Financial Stability, Fiscal
Policy, and the Business Cycle."

Now, I have not the slightest idea whether this book is an ood
or not, because I have not read It or looked into it since 9wo am
sure. That is 17 years ago. But I did build the analysis around that
old formula of Dr. Fisher's, MV equals PT, and had two charter In
here on velocity which seemed to me to be significant.

Now, just going on in history for a minute or two longer, as--what
was the name of the head chopper in The Mikado-by a set of curious
chances, I became president of the Federal Reserve lank of Boston.
I was still interested invelocity. I tried to get the Federal Reserve
Board to pay attention to velocity, and they waved it off. They said
it is a resultant figure of no particular significance in itself.

I am glad to see now that they have come around to recording
velocity, and I am interested to see the significance that you have given
to it in your testimony to date, since I am a velocity fan. [Laughter.]

It seems to me that to little attention has been given to the question
is to what makes money move fast at some times and move slowly at
others. And it is the element of the MV side of the equation that is
more or less mysterious. We find it, but so far as I have been able
to observe, we do not endeavor to predict it or know what to do about
it or whether we want to do anything about it, as we do about the
M, we focus on the amount of money and then watch the V. Talk
about watching V-this is just a digression-I think it can go onto
the record but there is a story that at the time it was decided to de-
value the dollar-and it was done in a series of steps, you will remem-
ber the gold content of the dollar was decreased-

.The story is that the then Secretary of the Treasury and his ad.
visers would devalue the dollar by a step and then go and look at the
commodity ticker, and nothing happened. They went back and
devalued it some more and went and looked at the cmmodity ticker
and still nothing happened. And they kept on doing it and still
nothing happened, and finally they stopped. I do not know whether
that is a true story or not But it is an interestng one, whether it
was true or not.

Mr. Bvnrmao. They had not heard about velocity. (Laughter.]
Senator FL~zwza& Well, now, as I say, I believe we ouht to know

more about velocity, see if there is some way of predictIn it, se if
there is some way of affecting it. Maybe it i simply a MuRtant that
we have to look at and wonder, but I do not know:

Now, so far as I have listened to these han thus far, Mr.
Chairman, I have not noted or guessed at any othei alternative pro
posals offered or apparently though of blde that of returning to
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the procem of pegging bonds by Federal Reserve purchases and sales.
I want to say that 51 a beautiful thing When I was in the Federal

Reserve bank, we were practically required to buy, if they got low,
and to sell if theyfot high, so it was a sure thing profitwso. There
was n1o risk in it. You were required to buy them when they were low
required to sell them when they were high, and it was a beautiful
situation.

The only trouble was, of course, that it did-well, toll me what it did,
Mr. Secretary, how you did it, what did it do to the money supply,
tell usI

Mr. Buaou. It increased M and the result MV had a, result on TP,
and the thing it affected was P, which is prices, and it pushed prices
up. In other words, it was inflationary, to put it into plain English.

Senator LxA N m. Now, just tell us how that pegging of the price
so that we can have this in the record, how did it increase the money

Mr. Buuozm. Well-
Senator FLANDIIS (continuing). Beyond what is-as distinct from

what is being done now f
Mr. BuRoss. Yes; it put reserves in the hands of the banks. That

is, when the Federal Reserve buys Government securities in the mar.
ket, it puts its check there, that cheek is deposited in some bank, the
bank brings it to the Federal Reserve bank and it has an increase in its
reserves, in its deposits in the Federal Reserve bank.

It can then go out and lend that money to its customers, and there
is a ratio of expansion.

Senator FPANmzEs. That accounts for low interest rates if it has
got lenty of moneyI

Mr. Buois. That is right. It tended to keep interest rates down,
that process, and it gave the banks money they could invest with, buy
Government bonds or other bonds or municipal bonds or lend money
to their customers. So the bank loans and investments went up more
sharply and bank deposits went up with them. That means money,
and that money was spendable, and that process accounted for t e
fact, in part, that commodity priee rose from 1946 up through until
1951, when the accord was reached where they discontinued that
process.

I say partly account& There were other factors, of course. There
was the ent up war demand and Korea.

The C=AAmXAN. What accord do you mean? You spoke of some
acord being reached; what was it?

Mr. Bu oss. Yes; in 1951, the spring of 1951, the Treasury and
the Federal Reserve agreed that they would cease supporting the
prices In the market.

Senator FLAzoi. Would you say that the interest rate being de-
termined by the amount of funds available for borrowing, was any
different then than it is now? We had lots of funds, and it resulted
in a low interest rate.

Mr. Buzuss. That is ri lt
Senator FLAzwxs. So that the law still holds that the supply of

money determined the interest rate I
Mr. Bmv . That is right.
Senator FUmns. Then a now?
Mr. Buoma. That Is right,
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Senator FLANDRms. And the low interest rate was due to the great
volume of money provided I

Mr. BURoS. That is correct.
Senator FLNDzm. Well, I think I ought to give a glance at TP.

Lot us leave P out for the moment, and look at 7'.
I judge that you were reckoning the velocity by reference to the

money supply and the gross national product representing I.
Mr. BURUo8s. Well, no, I think that was-it is one thing that affects

the velocity. If there is a great deal of money compared with the
amount of work to be done, it does not have to turn over as fast,
obviously.

Senator FLANDRas. Well, does not, however, gross national product
take P into account?

Mr. BunoRas. Yes; it is at a given price level.
Senator FlANDMEs. I wonder then whether V calculated in that

way, did not take P into account twice, if you simply make thatMV p

Mr. BuRoEs. Yes, you are simply using the gross national product
just as a measure of 7but it is P.

Senator FMAvzus. But if you say-,- =P, you have got P on the

other side of the equation as well, gross national product.
Mr. BURGEss. That is right; it is not meaningful carried to an

extreme.
Senator FLANDERS. So I am a little algebraically critical of arriving

at P1
Mr. BunGES. Yes; if that were the way of arriving at P, we would

not use it that way.
Senator FLANDs. All right.
Now, the other methods relate to the volume of bank money and

the rate at which it is drawn upon?
Mr. BDURGss. That is right.
Senator FLANDmS. That would seem to be Independent---
Mr. BuRGEsS. That is really the way to compute your V.
Senator FLzNDERs. Well, now, can you think of any other possible

way that those who are interested in keeping interest rates down can
effect that purpose other than by pegging bonds ?

Mr. BUmoESS. If they can supply additional amounts of money, of
course it does. If the Federa Reserve, quite regardless of the sup-
port of the bonds, reduces reserve requirements.

Senator FL~Das. Yes.
Mr. Bvwrass. That makes more money available. If more gold

comes into the country, that does it. Or if they reduce their discount
rate. So that they encourage banks to come in and borrow from them.
Of course, it has a psychological effect, also, a reduction in the discount
rate. It tends to make money easier. So there are several different
instruments the Federal Reserve could use.

Senator FLANERMS. So that If the. objective is low Interest rates,
there are these various things we can do ?

Mr. Bunoxs. That is right.
Senator FANDER. We can peg bonds or we can ask the Federal Be-

serve to alter its reserve requirements or we can ask it to alter its
rediscount rate, if low interest rates are the objective.
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Now, so far as inflation or prices are concerned, as reflected in the
money supply element in the equation, do these two alternative methods
you have mentioned, by altering bank reserves or by decreasing the
rediscount rate-what effect do tiey have on the money supply I

Mr. Butoes. Much the same thing. They are a little different in
their impact Of course, the change in reserve requirements is much
more violent. You suddenly, let's say, release $06 million of money,
and that is a much more vigorous thing. Or if you take in $500
million of money it is more violent.

Of course, the Federal Reserve does not want to do that very often
because it is sort of changing the rules of the game. If a man Is
operating a bank and is carefully planning out his operations and then
suddenly somebody says, "You have to have $10 million more reserve
tomorrow," that makes it a little difficult to operate He has to
scurry around and dig up the money, sell some securities, and so on.

Senator FuNDES. -Mr. Chairman, I may say that I probably have
half or thrquarters of an hour more. Should we continue until
I am through I

Mr. Biousse. I am willing to.
The CuImImA. I think that would be all right.
Senator FtAnDus. If the Secretary is willing.
Mr. Bnou , Yes.
The CHAMwIAN. I think that would be advisable.
When we finish today, we will recess until 10 o'clock tomorrow

morning.
Soesfor FAus. Now, we have this self-evident formula in a

way, but let us cease gazing at that and instead tite some such simple
question as this: How does the money supply, forgetting velowty
for the moment, affect the price level I

We are getting now into the territory that is difficult for me to
follow.

Mr. Bunouss. Yes.
Senator Fnonus. Because there are so many anomalies in the

present situation.
Mr. Bunors. Yes. Well, if there is a larger available supply of

money, more people borrow money, either through the market or from
the banks. They undertake more activities. They buy more mate.
rial, they hire more labor, and that means pressure of demand against
the available supply of material and labor, and that tends to push
the prices UP.

Senator Fupus. Well, now, let me ask this: Is it a reasonable
way of describing a situation to say that monetary policy sets some
sort of a ceiling and that the machinery of inflation woks beneath

that ceiling, buyer against seller, bidding up of labor bidding up of
materials,bid ding up of the price of the product* but that if the
restrictions in the way of money supply, through the discount rate
or the other means we have justbeen describing are not alter that
eventually that bidding up w111 hit the ceiling, and tend to slow up I

Mr. Bmmnu. It is an elastic ceiling.
Senator FUADE(s Yes.
Mr. Bunouss. It is an elastic ceiling because noboy sye to a bank,

"Now, you must not make any more oans. You just have to cut it
off here." The Federal Reserve does not say "We are goin to stop
lending money." They create conditions under which e borrowed
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is slowed down a little bit. He is a little less apt to borrow. So it is
elastic and that is what the Federal Reserve did.

In the old days you just ran out of money at a certain point. The
money supply was not elastic.

Senator FLANDziS. Now you do not I
Mr. Bunazss. That had some advantages.
Senator FLAmNEs. Yes.
Mr. Brntoxs. Some advantages, because it was tough and it brought

the thing to an end.
Senator FLANDEns. The end was liable to be catastrophic.
Mr. Buaora . It might be catastrophic, but It might le less catas

trophic than If you went on and on and expanded to a further point
and then had to have it drop.

Senator FtAxDEs. Yes.
Mr. Btmous. So that looking back at it, what we call the panio of

1907-08 was really-
Senator F ANDEs. Which produced the Federal Reserve System.
Mr. lu.ozss. Was really a mild panic. It did not compare in

violence with what happened in 1921 and in 1988t partly because, it
seems to me, the elasticity of the system was used In 1919 and 1920,
to a point where It carried the expansion so high that when the adjust-
ment did come, there were more things to be corrected and it had abi drop.

he same thing was true of 1929 and 1980.
Senator FLANDERS. Supposing that present Federal Reserve policy

and present Treasury fiscal policy has set this rubber ceiing.
Mr. Bmuos. Yei.
Senator Ft "ztRs. Do you see any evidences that this inflationary

machinery of the people in business and labor and consumers bidding
against each other, is anywhere near being restrained by this rubbeWr
ceilingas yet I

Mr. thows. Well, it is very hard to see these things. For example,
in 1928, in the spring of 1928 we were obviously near the ceiling,
because things turned around In about the midsummer, and instead
of increasing their inventory still further, businessmen began to
restrict their inventories, and borrowers and consumers, who had
been borrowing tremendously, they began to ease off. You could not
see that at all in April when it shouldhave been obvious.

When we put out, for example, the 81/ bond in 1958, it was an in-
flationary period and you could not see the end of it, but 2 months
later the thing had turned around.

So that today while people.generally say this thini is going just
on and on, having had experience in a number of tese situations
I am very skeptical whether we know that it is just going on and on,
and whether there are not some signs of change we do not quite detect.

Now, there are right today some things that are a little different,that make you suspicious here were even more things a year ago,
perhaps, so we just do not know. But it is interesting that the fig-
ures that Secretary Humphrey put into the record of shortages shows
that 9 years ago there were a great many things in short supply. A
year ago it was less. Today the number of commodities oi short
supply-s very few.

ow, that is a very interesting thing. I think it is also interesting
that the amount of overtime that is b ing worked in factories is less
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Now, It mIay be that a lot of this industrial capacity that we have
been building is able to produce a large amount of goods and moet
needs to produce goods with fewer people. Senator Kerr was point-
111g out tihat une11l)loyinent hits itcei sed just a little bit. Well,
why? We aro lcreasilg the labor supply steadily but our fitotories
perforce have become miore and more elieietit t and able to turn out
more goods with fewer people. That is what happens when you have
a combination of science applied to these prnetical problems, plus
very high wages, so that there is an Incentive for people to do work
with Is labor,

Now, I think that Is one of the trendls that to very interesting to
wNOateh.

Senator FIAND1I. Oe of the minor mysteries, so far as I am con.
perned, Is as to why this generally inareasntlg pries level has not
brought out an Increasing supply and, therefore, corrected itself.

Mr. BUos. Yes.
SIelnator 1LANDInlM. Have you any thoughts on that I
Mr. fBti'w .Well, I think you may be dolng it, In part.Of 'olUrs, there is certainly no shortage of agricultural products,

and there Is a large supply ov manufactured articles avaIlnbe, You
can get your orders filled more raldly, and so on.

So that the price, pls scientific methods, and so on, is producing
a larger supply of goods.

Of course, tie llortages nt not there, ans has been brought out
very clearly. The reason that this thing goes on is that we need
more utility plants, and more tankers, and apparently more office
building, and so on.

That Is the thing to watch now, to see whether there is any sign
of a change.

Senator F.Asrnis. Well, I had expected to see this thing self.
terminating on just tlat basis of thle higher prices bringing out a
higher.supply, but is there any evidenee--well, that, I suppose, is
shown in the gross national proAct flmlres.

Mr. BuRiom. Yes; and I think In these figures about shortages.
Senator FtiAims. Shortages?
Mr. B nRow. You have to look a long time to find shortages of

commodities.
Senator flxpni s. I am just wondering what I am going to do so

far as getting an orderly picture of this thing Is concerned, if prices
do not turn down. I wfll not know where to go or whom to ask.

Mr. Brawms. I think we would all like to have that answered.
Senator .F.Nso . I am wondering as to the adeuaoy of the ceil.

inc, and whether there is anything that can or should be done about
this mechani m of bidding against each other which brings the prices
up to the ceiling, or must we depend entirely on the ceiling, or are
there ways of getting at the machinery that works under the ceiling?

That, of course, is not necessarily in your line, but as an intelligent
American citizen, I would be glad if you would tell me any thought.
you may have on it.

Mr. Bu . Senator, I think there are certain parts of the demand
where we do have some other control besides this monetary control.
Of course, an enormous factor in this whole business is our Federal
budgeL.

Sen'ator FwrNns Yes.
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Mr. Bvoas. And a great big factor in that is this defense expendi-
ture

If anybody could find the answer to a substantial reduction in de.
fense expenditures, it would make a great difference in what suppl
nd demand are doing under the surface, because directly and fid-
rectly a lot of this construction of plant and utility companies, and
s0 o1 ils connected with that great (lefensO program.

And, of course, we have other elements of expenditure in the Federal
budget that have a strong influence on this and the State and local
budIgets. I would like to see somebody make a careful examination
of where 1hey fire going. 'T'heir spending is very important here.

Another area where we have a certain measure of control is In the
housing area, and I think we, the Goveruanent, did something about
that. It was perfectly clear it l055 that this Inflation in the price of
houses was getting out of hand, and people were borrowing too freely,
and so forth, and we (lid get the housing people together and tightened
up the terms of building a little.

The Home Loan Bank ti htened up its lending operations, the
Federal Reserve got after the-Inks on the warehousing of mortgages,
and that was brought down to a better, sounder basis.

The inflation would be worse if these steps had not been taken.
Senator FLAxms. I would like to see, Mr. Chairman If I can sum

up some of these things In a couple of thoughts, and then i am through.
The money that we do business with,. In general the credit money,

which is the major part of our money, is generated by debt, and our
whole economy Is to that extent and in that way based on borrowing.

Of course, you hate to say that. You do not nod your head strongly.
You nod your head so it is just barely visible.

Mr. B1unots. You show very good perception, I must say.[Iaughter,]
Senator F xArits. But it Is quite evident that that borrowing can

be overdone.
Mr. Buious. Yes.
Senator FLAN;DmS. Now can we put any simple statement as to the

symptoms or method of determining when it is being overdone, when
we have gone further than we should? Would you look to the effect
on prices as the criterion for judging I

Mr. Bunss. It certainly is a very good one.
Senator FiANiDRS. What other criteria can we have to indicate that

we have gone too far and too fast in borrowingI
Mr. BuRos Well, I think the relation between the borrowing and

the supply of funds, for example. We se pretty clearly the amount
of the savings that are available in such institutions as fife-insurance
companies and savings banks, and so forth, and we see whether the
amount of borrowing.is, beyond their resources, is forcing their
resources unduly* and it is perfectly clear as you watch those oper.
nations that it has been that is, the life-insuran compares have made
commitments way ahead, and were continuing to increase their
commitment.

Savings banks had a demand on them for mortgages more than they
could supply, and you could see it by watching specific mtatons of
that sort, as well as by the overall picture of the borrowig demand

For example, you are suspicious when you see that the amount of
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money that people are trying to borrow in the new securities market,
the market for new issues, is more than $2 billion larger than last
year, and that was larger than the year before, and you find difficulty
in absorbing it perfec-lT, obviously.

And rates going up directly as a result of the supply and demand
in that marke for new issues.

So I say there are a number of different specific situations that you
would fol low.

Senator RlANDRs. Yes.
Well, Mr. Chairman, I think I am through.
It seems to me that what we are facing here is really the choice

between the kind of controls that are now in action-well, we have
three things we can do: We can keep on as we are under the present
Reserve and Treasury policies and we will have a chance to examine
the Reserve policies when Mr. Martin come in.

Now, depending on our criterion, if our criterion is interest rates,
Mr. Martin can change his policies without being asked to peg the
bond market. He can change them by the means that were ugt de.
scribed.

That would, however, as has been described to us, increase the
money suppI and raise the ceiling still higher, under which this
process of dding up can take place.

So we have to balance the criterion of interest rate against the
criterion of Inflation, and see which is the most important. And if
you think, as I do, the inflation is the thing to be avoided, then
perhaps we will be careful about bringing down the interest rate at
the expe of brngg up prices.

And the third allern ative is that we have tried-no; strictly speak-
Ing there can be only two alternatives. The third possibility, which
we have Just described, is that of pegging the bond market, which
does the same thing even more drastically.

And the result of the testimony that we have had, Mr. Chairman,
makes me feel that we had better keep on as we are and hope for the
best.

I certainly am worried by this rubber ceiling. I wish it were a
little stiffer. But there it * and I do not want the money supply
increased for the sake of a lower interest rate.

That is all I have.
The CkAmmAic. Senator Flanders, thank you.
The committee will reess until tomorrow morning at 10 o'clock.
t (Whereupon, at 19: 45 p.i m., the committee r ,esQ to reconvene

at 0 a. m. Thursay, August 8,1957.)
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UNIE STATE SENATZ,
CImTIE ON Fmi oWath/ntan, b. 07.

The committee met, pursuant to recess, at 10 a. m. in room 812,
Senate Office Building, Senator Harry Flood Byrd chairmann) pre-
sidig. .

Present: Senators Byrd (chairman), Kerr, Anderson, Martin, Wil-
liam, Flanders, Carlson, and Bennett.

. present: Robert P. Mayo, Chief, Analysis Staf, Debt Divi-
sion Office of the Secretary of the Treasury; W. T. Heffelfnger, Fis-
cal Assistant Secretary of the Treasury; Paul Wren, Assistant to the
Secretary of the Treasury.

Elizaleth B. Springer, chief clerk; and Samuel D. Meliwain,
special counsel.

The CHAInMAN. The committee will come to order.
Senator Flanders?
Senator FMANDs. Mr. Chairman, I asked permission, very kindly

given by Senator Anderson, if I might bring up one more topic thins
morning which I neglected to touch on yesterday when I was talk-
in with the Secretary, and that is this;

I would like to inquire, Mr. Secretary, whether, in your judgment,
the .expansion of credit by deficit Government financing involves a
peculiar contribution to inflation.

The thing that has been in my mind is this: If we have large Gov.
eminent expenditures without corresponding Government income,
so that we have to increase our indebiedness, that, by the means we
discussed yesterday, tends to increase the available supply of money.

Now, Is it not true that that kind of an " nditure which does
not go into the production of goods and services for people to buy,
Is It not true that that is a par;tcularly vicious kind of credit pro.
auction from the standpoint.of inflationI

STATUEXET Of RON. W. ANDOLPH BURG N D VEM RW AItY
01 T I TR2AXIRY-maed

Mr. Busms. Yes; that is entirely true, and that is a point we
always try to make, that when the Government spends money, it does
not produce goods which the people can buy.

On the other hand if we have an increase in commercial loans of
banks, the mechanical effect at the borrowig window may be just as
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inflationary as with the Government but the people who borrow use
the money normally to produce goods or services which meet human
needs, so it tends to balance off ti additional creation of money.

May I add this, Senator: That historically the great inflation of
history have been based on the deficit financing of governments.

Senator ItANDIUS. Yes. I think it is important to get that into
the record. And I also am anxious that the chairman slall contem-
plate this phase of the inflation problem, so we will just bring it up
again when he is free. (IAughter.]

Mr. Chairman, I felt at times yesterday that we might have thought
we were somewhat off on the sidelines when we were trying to demon-
strate the fact that the money we use is generated by debt

And when I asked such a question as how much debt we need, and so
on, knowing your aversion, personal and otherwise, to debt, I had
neglected to ask this one question which I have just asked.

TIe CuAUW Ar. I woul like to hear that because I got the im.
pression yesterday that you and Mr. Burgess thought debt was a good
thing; if we did not have any debt, we would be in a terrible fix.17*ughtr r.

Siator uND.rs. It was Just that point which, after reviewing,

in the small hours what we had said esterday, made me feel it was
necessary to ask s enator Anderson's Indulgence for these very fow
minutes.

The CHAnMAX. I am sorry. Had you already asked the question !
Senator FANDrRs. I will ask it again. It Is a simple question.
Mr. Brmoxse. I hope I can gve the same answer.
Senator FIANDIIS. I asked the Secretary whether the Govern.

ment flnancing--whether, when Government expenditures exceeded
income and the operations were therefore done y deficit financing
and the Government debt was increased I Raked the question as to
whether that kind of an increase in credit money for governmental
purposes rather than for things, moods and services that people
purchase, whether it was not a par icularly vicious thing from the
standpoint of inflation; that Government borrowing has perhaps a
quality to it that business borrowing does not have.

Let us see if you can give the same answer, Mr. Secretary.
Mr. Buwess. I said 4Yes," because Government borrowing, and

the expenditure that causes the borrowing, does not ordinarily pro.
duce goods that people can consume.

On the. other hand, commercial borrowing tends to produce goods
and services which people can use, so that tends to offset the creation
of credit.

May I put it another way: that we ought to draw a distinction be-
tween productive debt and nonproductive debt. One comfort that Itake out of the present inflation, which is a capital gods inflation, is
that it is producing this great expenditure of capital for machinery
to produce goods which will meet the demands of the people, so
contains wiiin itself, I think, some of the seeds of its correction.

The CMarmm . Government debt is certainly not productive debt;
is it!

Air. Bumm. Government debt is not productive; therefore, it is
the worst kind of debt.

And I added in my first answer that, as you study the history of
prices and economic movements, the great inflations have been caied
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by Government deficits which were financed out of bank money, and
particularly when they were financed out of Federal Reserve money.
rhat is the most dangerous, central bank money.

The CIAMMAN. It was clearly indicated in the period from 1941
to the end-to 1950.

Mr. Bvioiss. Right,
The CHAIRMAN. 13ecause in 2 years, I think it was, the dollar lost

0 cents* was it not I
Mr. huRou. That is right.
The CIAIJIMAX. Each year.
Senator FMANDU.s I hope the chairman feels we are back on the

rails again.
The CJAI MKAN. To be frank about it, I was so worried I could

not sleep last night. [Laughter.)
Senator Flanders is a distinguished Senator in whom I have great

confidence, and when the Under Secretary seemed to agree with him-
I think debt is an evil, and it may be a necessary evil, but in my
opinion it is an evil.

I have certainly found that the case in my personal affairs.
Senator FAND S. Mr. Chairman, I am through with my questions

I wished to ask.
The CHAIIMAN. I wish to thank the Senator for making that clear.

I do not want to lose confidence in my admiration for his many fine
abilities.

Senator Anderson?
Senator ANDsoN. Mr. Secretary, the first question I asked Sec-

rotary Humphrey was with reference to the price of steel, and whether
he thought the increase in the price of steel was inflationary.

I notice now that just before you came on the aluminum com-
panies decided to hike the price of aluminum. Would you think that,
again, was evidence of inflationary forces still at work ?

Mr. BmRGs. I think it is sir; yes.
Senator ANDzRo. Has lhe Aluminum Co. or have the aluminum

companies had a policy of priding themselves on spreading their
market by retaining low prices ?

Mr. Bunozss. That is my recollection, that they have and tried to
make their product competitive with copper and with other materials.

Senator ANDiRSOx. This price rise comes at a time of the first
substantial extended oversupply of aluminum we have had In the
history of the aluminum industry; does it not ?

Mr.-Bumzs. Yes; that is correct.
Senator ANumsoN. Therefore, it cannot be explained on the basis

the market is tight.
Mr. BUaRess. No.
Senator AwzwisoN. This is not a substance in short supply.
Mr. Bunoiss. I think that is certainly true.
Senator AzNEsoN. And the only explanation of it that can be

made ir inflationary forces.
Mr. Busoxes. I thinkso;yes
Senator ANDvRoN. It comes also at a time when aluminum profits

have dropped a little bit because of the soft market in spots.
Yesterday, I wondered if I had stopped you when you were about

to quote Senator Douglas. If I did, I wanted to remove any inhibi-
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tions about your quoting him and allow you to quote him at suchlength a" you may want.Bu. Well, I was quoting the passage that I think is already

in the record, so we do not need to quote it in full, in which he point
out that inflation is far more expensive a movement to the economy
than interest payments; that additional interest payments are a very
cheap price to pay if thy ar in connection with movements thatheck inflation.

Senator AwnzSox. As you were about to do it, I kept thinking of
that passage in Exodus where it tells how the Lord went before them
by day in the pillar of a cloud and by night in a pillar of fire to show
them the way. We all realize that Senator Douglas has joined up
with Mr. Knowland as a pillar of a cloud by day in the civil-rights
fight, and now we have a witness from the Treasury is using him as a
pllar of fire by night to prove his theories. I do not understand how
Republicans tried so har to defeat him in 1954, I should think they
would have kept such a fine apostle.

Mr. Buiows. If he confined his energies to this particular field.
[Laughter.]

Senator Az;Dmzo. He would have had a better time in the election.
Mr. Buuozms. Speaking of biblical quotations Senator, I keep think-

ing of the quotation in which the maidens, I believe, were supposed to
have sung when David came back from killing Goliath and they said
Saul hath slain his thousands but David his ten thousands. Inflation
is ton thousands and interest rates only slay the thousands. The char-
acters are reversed. It ought to be the other way, of course. Saul
should be the wicked one. [Laughter.]

Senator ANxDxr;O. NoW, you have had a colloquy with Senator
Long with reference to what this tight-money policy eventually was
going to cost.

Mr. BUzoss. Yes.
Senator ANDURsON. And I do not have the transcript of yesterday,

but I have jotted down at the time you said--and I hope if I have
incorrectly quoted you, you will revise it-that you could not calcu-
late the cost because not all the debt would be financed at these higher
rates.

Mr. Bunozes. Yes.
Senator ANDmzo;N. Is that substantially what you said, or wouldyour rehras it.Mr.Buouss. Of course, some of the debt is in 8-percent bonds that

are of 40 years maturity. Now with familiarity of economic move-
mentih one must realize that in that 40 years there will be many ups
and downs of interest rates; so that it is an interesting illustration of
where money rates might lead 6ne to compute what the whole debt
would be if computed at 4 percent. But I think it is totally unreal-
istic as far as any real likelihood is concerned.

Senator AmwzsoN. What part of that $270 billion debt do you
think will not feel the effect of these higher ratesI DO you want
to go through the list? I have a list of issues and I would like to
go through it peace byp vece, not like the Senator from Oklahoma
did it, but having watched that master operate, maybe I can pick
up some crumbs from the master's table and go with you through
some of thes things.
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Mr. Bumap, Well, of course, the Treasury bills feel the effect within
the 90 days.

Senator ANDSON. Let us look tt those bills.
Mr. Bupogs. And they also feel the downward effect. That is,

I am thinking of some parallel between this period,
Senator Axwmosor. As of June 80, we had about $91.919 billion

in Treasury bils
Mr. Bumss. That is exclusive of-
Senator Awumso;r. What was the rate on Treasury bills at; the

end of 19521
Mr. Buizss. It was around 2 percent.
Senator ANDmSON. Oh, no; it was not.
Mr. Buaow. At the end of 1952; yes, sir.
Senator ADw;so. ReallyI
Mr. Buuazes. Ye&
Senator AxDruoN. What was it at the end of 1941
Mr. Bmms. It was under that.
Senator ANDsoR. 0.94.
Mr. Buaouss. That is, the bills went u very sharply in the second

half of 1952 and the first half of 1958. Wen they went down again
very sharply, so we actually borrowed during the course of 1954 at
lower rates tan prevailed in 1952.

Senator ANDSoN. I do not have the 1052 figure, but I do have
the 1954, and at the end of 1954, the rate was 0.94; is that correct,
asI have it?

Mr. Bumozss. I have got the whole thing now week by week run.
ning right back. At the end of 1952, the December 81 issue of bills
was 2.93. And then it went up to a high point in 1953, about the
lst of May, of 2.85.

Senator ANDzRsoN. Well, that was when we had that extra issue
of 8 percent bonds. But what was it at the end of 1954 by your
record rMy figure is 0.94.

Mr. Bunos. It was 1.175. And in the middle of 1954 it got down
under 1 percent.

In 19b5 It started at 1 percent, and before the end of the year
was 2.

Senator ADmrwo. It was 1.78 for an average through 19551
Mr. Bumazss. 1.78 i that Is about right; yes.
(The average rate in 1955 was 1.7163percent.)

nator ANDmSON. What is it now I
Mr. Bunoss. It is, the last bills were sold at 8.80.
Senator ANDERoS. Thht was this last Monday?
Mr. BmGoss. I do not think this last one was on here. That was

last Monday, yes, let me just check that; 8.808.
Senator ANDERsoN. So that the first item of $21.919 billion of $22

billion will feel the effect of the higher interest rates?
Mr. BURGss. That is right. Thep resent outstanding were sold,

they have been sold at around 81, .8, so you got an extra -
Senator ANvDmERO. iWo percent rise in there sce 1 541
Mr. Buno ss. Well, since 1954, but from the present level only up a

quarter of 1 percent. _ A 1
Senator ANDzsoN. A part of 1 p nt?
Mr. Bumo s Well that is the bills outstanding here sold. The

bills have not sold under 8 percent for 8 months.
*W m79. 5 ....41
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Senator ANDr1WON. No; we were talking about effect. You told
Senator Long that you could not calculate the cost of this tight money
policy, because not all the indebtedness would be financed at the
higher rates.

Mr. BuSoQ s. That is right; yes.
Senator AiDmmSoN. I start in with these short-term notes which I

thought averaged 0.94 in 1954. You say now at the end of 1054 they
were 1.18 or something of that nature I

Mr. Buious. Thatis about right; 1175.
Senator ANDRON. I know for 1655 they averaged 1.78. Now they

are 8.801
Mr. ButoEss. That is right.
Senator ANDrasoN. Thal is a rise of at least 1% percent, so we could

calculate the cost on $22 billion of the debt; could we notI
Mr. Buoass. What should we take as our base I We start with this

year's, this past year's interest, say, which was $7.249 million I
Senator ANDesoN. I am not going to try here, Mr. Secretary, to

calculate it all.
Mr. Busoess. I see.
Senator ANDERON. I was only trying to get to what Senator Long

asked and what I thought was not an unreasonable question. He
said, is it not possible to make some sort of calculation of higher
interest costs, and if we started at the beginning of 1954 or even started
in 1952, we would find a substantial rise in that particular category;
would we not?

Mr. BURoEss. I thought he was asking a broader question, Senator,
than simply the Federal debt. I thought he was asking about the
whole thing.

Senator AzDzRON. He was; and I will try to come to that subse-quentlyMr.BuRoSS. All right; yes.

Senator ANDERSON. But he then narrowed it down to the Federal
debt and asked, cannot we calculate that?

Mr. BtmoRss. Well, we can calculate that, of course, what it would
cost to turn the whole debt over at current rates; but we would have
to remember that would not happen for some time because you have all
these maturities spread over a long period of time. It would only
happen as they mature. They will be refunded at the then current
rate.

Senator ANDimSON. Yes.
Mr. Busoss. What that will be, we do not know.
Senator AND Rsoz. Now, then, we have finished with Treasury bills

that are of the regular series.
Mr. Buaoss. That is right.
Senator ANDERoSN. In this next item in the summary of the public

debt, which I assume we are working from, is $1.5 billion, that is, tax
anticipation series. Will that feel the effect of this policy

Mr. BuRaoss. Yes. That falls due in September, we pay those off.
Senator ANDzEsoN. Yes. Then the certificates of indebtedness,

regular service, ran $20.472 billion on June 80. Will that feel the
effect of this policy?

Mr. BtRos. That is right. And they are around 8, 8%18%.
Senator ANDERSoN. And they used to be what?
Mr. Butozes. Beginning in f958, they were around 2%.
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Senator ANDzuoiN. Yes. Then the next one is Treasury notes.
Mr. Buuozas. Yes.
Senator AwEJsoN. $80 billion ?
Mr. Buuows. That is about right.
Senator ANDERSON. Will that class feel the effects of this ?
Mr. Bultoss. Yes, that is right; and many of those are at lower

coupons because they were floated some time ago.
Senator ANDERSON. And then Treasury bonds, $80.789 billion?
Mr. BiRors. Yes. That will feel it more slowly, of course.
Senator ANDERSON. More slowly. Well, if new issues are coming out

at 4 percent, it feels it right away almost, does it not I
Mr. BuRoiss. Well, it feels it when they mature and are refunded.
Senator ANDERSON. Yes. Well, is not 80 percent of the Federal

debt coming due in 5 years, or was it not coming due 5 years from
1955? Is there not some testimony to that effect ?

Mr. BuRGESs. Of the marketable debt it Is 70 or 80 percent, yes.
There is a certain amount-

(On June 80, 1957, 76 percent of the marketable debt was due or
callable within 5 years.)

Senator ANDERSON. Well, the rest of it is all due and payable at
once if they really wanted to press for it ?

Mr. BuRoFss. Only part of it and that part the holders do not in
fact demand in any substantial amount.

Senator ANDERSON. I know that.
Mr. BuRoEss. Yes.
Senator ANDERsON. But you say 80 percent of the marketable debt

is to come due and all the rest of it is also due actually. I have a note
at the bank. I hope they do not make me pay it. But they could if
they wanted to.

Mr. BuRoEss. That is right. Then they would charge you a higher
rate undoubtedly. Well, -do not know whether they would or not.

Senator ANDERSON. I am coming to that, since you mentioned the
higher rate. I noticed yesterday some banks changed the rate on
prime paper from 4 percent to 4%.

Mr. Bufaos. That is right.
Senator ANDERSON. How much was the underlying raise that started

them to do that? Was it a fourth of a percent? Did they not use
the excuse that something had gone up a fourth of a percent I

Mr. BURaGEs. I do not remember seeing that.
Senator ANDERSON. I do not remember, either. I read it because I

anticipated when I got my newest batch of notes, they would be
marked up to 4 percent. I was happy to find out that Iwas under
the prime paper rate.

Mr. BuRoas. I conratulate you, sir. You have triple A credit.
Senator ANDERsoN. Probably due to the fact that r am a stock

holder. [Laughter.]
Well, in any event, is there anything in this list, Mr. Secretary,

except a smallproportion of the extreme long.term debt that is not
going to feel the effects of this within the next-b years ?

Mr. BumGss. Well, there is quite a little more than 5 years, Senator.
As you say about 80 percent of the marketable mature within 5 years,
but there Is 20 percent beyond that, and also a large part of the non-
marketables.
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Of course, the other question is what will the rate be when these
roll around, and my-

Senator ANmnmSo. Is it not going steadily upward I I mean I
look at this list I have here that was made out as carefully as we could,
and the list was United States Government bonds, 8- to L-year maturi-
ties in 1954, the average rate was 1.82. In 1955-and you will correct
these figures if I am wrong on them-the average was 2.50. In 1956,
at the end of that, the average was 3.12, And-now everything that
is being issued is at the 4-peroent level, Is It not, for that range,8 to 6
years?

Mr. BURozes. The question that you raise is whether this is an
upward trend that keeps right on going up or whether this is a
wave --

Senator ANDzERN. No; I am just going to look at the last mar-
keting.

Mr. Baozess. Yes.
Senator ANDERsoNi. Was not the last marketing on a 4 percent basis

for a 4-year bondI
Mr. Bunozss. That is right, Senator.
Senator ANDuBoxr. And the Government bonds that are 9 to 12

months' maturities averaged 0.92 at the end of 1954, averaged 1.89 at
1955, and averaged 2.83 at 1956. Are not those all at a 4-percent
level, the 1-year bond?

Mr. BuRGoE. If you refund them, yes.
Senator ANDzRoON. No. Are not all the marketings now that you

refund now at the 4-point level ?
Mr. BURGaza. Excuse me?
Senator ANDERSON. I am merely trying to say this last refunding

that ran some $24 billion-
The 1-year maturities were 4 percent, were they not ?
Mr. BtRozss. That is right.
Senator ANmoS. And- the 4-year maturities were 4 percent?
Mr. BUaEsS. That is right.
Senator ANDERSON. So we could begin to calculate this cost if we

wanted to break it down, could we not t
Mr. BunEs. We have to make some assumptions, that is all I

am saying. When these maturities come along, they will be at an
interest rate.-

Senator ANDRSON. Well, put it on a last-in first-out basis, if you
will come to--

Mr. BURozeS. You can always make a figure.
Senator ANDzRSoN. And it would run finto billions of dollars
Mr. BURzEs. That is right.
Senator ANDERoSN. Yes.
Mr. BRESS. But what that means is another question. These

things change. In 1953, when we were accused that. all we wanted
to do was put money rates up--money rates did go up, but they went
down again in 1954, so they were lower than they were in 192, be-
cause the economic movement changed and the supply and demand
factor changed. I think it will change again Mi the course of the next
few years. Just how, nobody knows.

Senator AmznsoN. Well, the FHA mortgage rate has been raised
again now; has It not ?
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Mr. Buoms. That was not an effective raise Senator, because the
discounts were reduced at the same time. The amount of money
that it cost in interest---

Senator ANDERoS. Discounts were reduced I
Mr. Bmrms. Yes.
Senator ANxDEoN. Would you be interested in knowing where they

were able previously to market paper In my area at discounts of only
6pointa making it 94; I understand now the best possible offer is88 to 901

Mr. Bumnois. That is 4% GI's-
Senator ANDERSON. Yes.
Mr. Bvans. Which are becoming extinct.
Senator ADmz;son. Are there any discounts that are being put on

this 5 /paper ?
Mr. BvuREms. Yes. You see this bill, this housing bill, provided

that the Housing Administrator had to fix a discount which he re-
garded as a reasonable discount. Now if he had left the rate at 5,
he would have had to say that a reasonable discount is 4 or 5 points.

On the other hand, if you raise the interest rate on the mortgage
to 564, the discount can be 2 points, though it varies in different arts of
the country. That is it is the same interest cost, but you dvide it
differently between what Is discount and what is interest. So that
at 5Y, te person who borrows money with a 2-percent discount is
getting it just as cheap as he did a few days before at a 5-percent rate
and a 4-point discount.

Senator ANDERSON. But it will only be a matter of a short time
before that discount gets fixed back up again? This is a temporary
instability in discount rate?

Mr. Bun ass. That remains to be seen, Senator.
Senator AlwzDsoz;. What I am trying to get at, after we put the

8/ bond issue in operation in 1958, it was flowed by a substantial
rate raise in the prime money rate costs ?

Mr. BURGESs. I would like to verify that. I am not sure the prime
rates went up after or before, but we will put that in the record.

On April 8. 1958, the Trearniry announced the cash offering of the 8% per-
cent of 1978-88. On April 27, 1058, between the date of the announcement and
tho delivery date on May 1, -a number of large commercial banks raised the
prime rate from 8 percent to 8% percenL

Senator A ERwasoN. Well, it was almost coincidental to it. Yes, I
would have it, if you could.

Mr. BuaoEss. Yes but it went down again within 2 months; theinterest rates went down again. That is whatever happened in the
spring of 1958, it was a turn in the situation.

Senator AN DERzS. In the spring of 1958 ?
Mr. Bunomz. 1958, it was a turn in the situation, and the rolling

adjustments took place, the thing leveled off and interest rates went
down again.

Now,-if the monetary polices of the Federal are effective, they
would succeed in stopping this inflationary boom, leveling things
off and then interest rates could return to more normal levels.

Aenator ADEuRoS. I have gone through some of the marketable
obligations. On the nonmarketable obligations, the first item is de-po bonds, $195 million. I notice the average interest rate on
that is 2 percent. That will go up; will it not ?
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Mr. Busozes. Well, most of them-no, we do not change that, but
most of them are turning them in and they are buying their bonds
in the market.

Senator ANDERSON. When they buy a new bond, they are going to
buy a 4 percent bond? You are going to have to refinance on a 4
percent basis, so you are going to double the rate there?

Mr. BuoesS. That is the effect.
Senator ANDERsoN. Treasury bond investment series $11 billion

at the average rate 2.73. Wll those take a higher rate
Mr. Buioiss. Well, they would remain outstanding unless the

holders take advantage of the operation I described yesterday or the
day before--took advantage of this 5-year 1% percent note.
If they do that, then within 5 years we wilhave to refund it.

Senator ANDERSON. Yes.
Mr. BuRoms. So it will be able-
Senator ANDERsoN. The last division, United States savings bonds,

$54.224 billion. What is going to happen to those?
Mr. Baonss. Well, all I can say is what is happening.
Senator ANDERSON. People are cashing them, are they not-cash-

ing their old ones?
Mr. BuRoss. Well it has held up surprisingly well, Senator, since

you people gave us a little leeway. It is holding its own pretty well.
Senator WILLIAMS. Just in connection with these 5-year conver-

sion notes, if the holders of those 21h or 2% percent bonds now
elected to convert them today into a 5-year note, would they convert
them into a 5-year I/sI

Mr. BURGEss. Five-year 11/2s.
Senator WnILIAMS. They could still convert them into 5.year 1 %sI

. Mr. Bunorss. Because that is the only facility they have. It makes
itpuzzling to answer that question you asked.

Senator ANDzRsoN. Well, the savings bonds are going to have
pretty hard going in view of the market situation, are they not?

Mr. Bu GeSs. If this thing keeps up, they are going to have hard
going. Now, they are not like an ordinary market bond, as you
know Senator. The people who buy them are--the alternatives that
they have to buying these bonds are taking a time deposit in a bank,
savings deposit, or going to a savings and-loan association and buy-
ing shares, or one or another form of savings. There are not people
normally who buy bonds in the market. So as long as they are coin-
petitive with those things, we hold our position fairly well, and a lot
of them--

Senator ANDERSON. I only want to say to you, just lookingat it
personally, I will tell you how one person will react to it. I had
something that came due in July while I happefied to be at home.

Mr. BURGEss. Yes.
Senator ANDERsoN. I could take my savings bonds, transfer them

into Treasury 214.s of 1961, which were selling below 94 and yielding
4.06 that particular day.

Mr. BUvRos. Yes.
Senator AmirniaoN. And I got 21, percent in place of 8 percent in

normal income, and I got the remainder of a 4 percent yield in cap-
ital gain; that was extremely attractive, because that tax rate is sub-
stantially lower.
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Mr. Buuozes. I am grateful to you for giving that illustration.
I tried to give it the other day so people would understand it as
one of the factors---

Senator ANwnsoN. It works this way I
Mr. BuRozss. Sure; I know it exactly..
Senator ANDERoS. Without going into brackets, you know in-

come need not be high to make a capital gain more attractive than
regular income.

Mr. BuRucss. Well, the offering sheets of the dealers quote that
value, and that is one reason why this new issue had to be a 4-per-
cent rate.

Senator ANDBRSON. Precisely. And that is why I say to you that
I wonder if we cannot calculate the cost of this because if you
have a 21/ of 1961, and I believe there is a 2%/ of 1K61, is there not ?

Mr. BURGESs. Yes.
Senator ANDERSO. Which was priced to yield about 8.94. Maybe it

still is in that neighborhood.
Mr. Buno~ss. Yes.
Senator ANDE.SON. We know that we are going to be able to take

capital gains when most of that comes to us, that income, and there-
fore an individual buying a bond is going to worry, I would think,
about buying these savings bonds very substantially. It means the
rate on that is going to have togo up very substantially if we hold
it, because this is a 4-year bond.

Actually, that is why you had to sell your 4-year bond at 4 percent,
because a man could go on the open market and buy a Treasury 21
of 1961 at around 94 which was in reality a 4-year bond that would pay
him 4 percent.

Mr. BURoESs. Right.
Senator ADzozSo. You had to meet that competition, is that not

correct?
Mr. BURGESS. That substantiates what I have been trying to say, that

the Treasury in its financing does not pay a nickel more than it has to,
to sell its securities. We are not-what we do with that is not some-
thing to push rates up. It is just to sell our securities.

Senator ANDERoN. Well, I do not now want to go through all the
special interests, except we have 1 item of $19 billion, which I judge is
Federal Housing Administration funds, in the summary of the public
debt.

Mr. Btmoass. $14 billion. No, that is Federal old-age---
Senator ANDnSON. No, $19.462 billion.
Mr. BURoss. That must be Federal old-age and survivors.
Senator ANDErSON. I will take that line and run across it, and I can

tell.
Mr. BUmwGSS. It is the three items, Federal old-age and survivors

insurance trust fund, it is made up of 8 items of $1& billion or $14.9
billion which matures June 30, 1958 of $2 billion which matures June
30, 1959, to 1962, and $2.5 billion which matures 1903 to 1967.

We ae gradually, by arrangement with them and following the
law, giving that a staggered maturity rather than having it all come
due at once.

Senator ANDERSON. But you can feel the effect of higher interest
rates there, too.
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Mr. Buaowsm. We will, over a period.
Senator AwnaasoN. All I am trying to say, Mr. Secretary, is, I won.

der if the answer to Senator Long might not be that we can cal.
culate-

Mr. BUmosS. Yes.
Senator ANzuoN (continuing). That there is a very, very sub.

stantial increase in costs to the Federal Government.
Mr. Bunozss. That is right. And we can give you, we will put in

the kind of an annual increase it means now. This means $800 million
or400 million over last year and it goes gradually along like that.

Senator AzNrnzasoN. Fine. I would-liketo have your response on
that.

Mr. BuRozss. The thing I was reacting against, Senator, was that I
had been quoted as saying that the cost of the debt would be $4 billion
higher, and I never said that at all.

Senator ANzDRsoN. I do not believe I said that, did I I
Mr. BuRarm. No, you did not.
Senator AimirsoN. Thank you.
(The data requested is as follows:)

Literally refunding the public debt at 4 percent as issues mature, the computed
interest cost on June 80 of each year through 1961 would be as shown in the
table below. Interest expenditures aq a component of the budget would lag
behind the computed cost-for example the expenditure figure for the fiscal year
1958 would be about $7.6 billion rather than the $8.1 billion shown for June 80,
1958.

The computations shown below are unrealistic in many ways: (1) A static
4-percent rate over a period of 4 years Is unlikely, (2) the present composition
of the debt will be changed considerably over this period of time, (8) the site
of the public debt is unlikely to remain the same, and (4) changes in legislation
would be necessary to use a 4-percent rate on some of the special issues and on
savings bonds.

I ef mated computed intereet cost on the publto debt if al isterest-bearing
seourties are refumnded into 4 percent issues as they! mature'

Computed Interest h m

As of Iune30 Amtr t" e9t'sAmount hwr,w
during year

In .......................................................... lot0
19g..0.........................................5&4 is .1
1ow0...........................................1 to.5 2
1001 ...................................................... ..... 8 8 .I l

I Assumes (1) constant tYO0, billion debt with present opositon by type ofIssue (*268.8 billion nterst.
Ig debt)j (2) all publo Issues now outstanding ai retunod as they mature with no allowance for priorr~epton o nvinp andninvestment bonds), and ($ spca issue refuli mndedl Into 4-1 cent lisusisi

as t:Ldma sw(%6gis n atonj exep or toed to a statutory termuin (avera" 00m.
on M ndsl e of od- e s u s ,noe trust fund and alit o Tie= maren t fu and average computed rte on i pubio debt In the Oef o umeuployalt trust =Q.

Senator ANDzRSON. The National Association of Manufacturers is
not one of my favorite institutions, but Keith Funston, the president
of the New York Stock Exchange, spoke before that organization last
December, and he said that America had to build up its gross national
product and expand substantially, then said:

Like all things of value, this feature has a price tag. It reads $860 billion.
This is the amount of capital American corporations will have to raise, the
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financing they must generate, to provide just the plant capacity needed to meet
1985 gals

Do you not believe every dollar's worth of that $360 billion that
American industry is going to have to raise, will be tougher to raise
because of these very high interest rates I

Mr. BtmoRms. They will, certainly. I do not know where he got
that figure. That sounds on the high side. But whatever it i, it
costs more.

Senator ANDERSON. I only say that Keith Funston, president of the
New York Stock Exchange, before the 65th Congress of American
Industry at the Waldorf Astoria, Thursday, December 6, 1956--

Mr. BuRoss. Yes.
Senator ANDERON. I do not know where he got the figures, either,

and I do not think I would go back to t to findit for him but he has
taken what the national product is. He quoted Arthur [urns Dr.
Arthur Burns, who I am sure you feel is a reputable witness, at least
he sets the national product by 1965 as $600 billion, Dr. Burns did.
Is he not an adviser in-

Mr. BuRGss. He was.
Senator ANDERSON (continuing). In the Government?
Mr. BuRom. Yes.
Senator ANDERSON. Then Mr. Funston took the fact that we had to

absorb this additional amount of goods, and he figured out that we
would need $860 billion of financing by 1965, if we are going to have
the plant ready by 1965.

And as I read the speech at that time, I said if the Government
cannot finance except hand to mouth on 90-day bills or 1- to 8-year
bills, what chance does industry have? I wrote that down i
December.

But do you not still think if the United States Government has
trouble getting any long-range flnancing, that industry is going to
have trouble putting this $860 billion it is going to need on any
long-range basis ?

Mr. Bunous. Yes.
Of course, the problem is whether we are saving enough money to

provide those funds.
Senator ANDMSON. The estimate of Mr. Funston-now, as I say, I

am trying to keep this from being my own estimate, and therefore
quote the President of the New Yorlf Stock Exchange-he said of
this $860 billion that industry is going to need, some $60 billion
should be raised through the sale of new stock.

Do we save money th at fast, to take care of that easily?
Mr. BuRoEs. We~have not been.
Senator A DERsON. So there will be competition, will there no, be-

tween that money for expansion and the regular programs of savings?
Mr. BuRGoss. If he is right, there will, yes.
Senator ANDmEoR. If he is right.
I am wiling to start on that hypothesis, because r agree with you, we

do not know whether it will work out that way. But if American in-
dustry is going to meet its obligations for expansion so we will not
have artificial scarcities or actual scarcities, we are going to have to
get something like $860 billion; and $60 billion of Viat is going to
have to be raid through the sale of new stock.
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When I can walk out and buy a 4-year bond of the United States
Government which gives me 4 percentN and a third of that on a capital
gains basis, do you not believe it is going to be hard to sell me a stock
unless it looks extremely attractive r

Mr. BuRGess. I think that is right.
Of course, it somewhat depends on your presumption about infla-

tion. If you think inflation is going on at the present rate you might
say, well, no matter what interest rate I get, I am better ofR to buy the
equity. I do not agree with that) but one could say that.

Senator AznDmsoW. Well, I will just read you Mr. Funston's last
remarks. I am sorry I do not have an extra copy so you could follow
it. I will be glad to hand it to you if you wish. He said:

Where will this kind of money come from? Well, institutional investors can
be expected to supply about half of It, but the remaining $30 billion, year by
year, should come directly from us, the American people, and this represents a
hitherto unknown scale of direct individual investments in equity securities, that
IS, In common stocks. It Is fully three times the rate of recent years.

I am asking you if this high-money policy is not going to make still
more difficult the raising of Zihis venture capital I

Mr. BuRoss. Of course, you are talking Bill Martin's business.
We do not have a high-money policy. That is in his field. And the
question is how long it lasts. If it lasts long, there is no doubt about It,It Is a handicap...

Senator ANxDEXor. I am going to come back to whether you do have
that policy, or not, in another minute.

Mr. Bumoss. All right.
Senator AKDmwwsO.. 1Let me go on now to a question that I raised

with the Secretary that I wouTd like to have your comments on. I
asked him a good deal about intermediaries, and whether or not !nter-
mediaries do not have a very substantial influence on this general
situation. And I asked this question of him:

Do you control the amount of lending done by the financial Intermediaries, in.
eluding savings banks, insurance companies, Government credit agencies, pension
funds, and the like ?

In previous testimony before this committee, you admitted that the
Increase of assets of commercial banks--this was in this April hear-
ing6.-froia 1952 to 1956 was only 18 percent as compared to So percent
for life-insurance companies, 27 percent for mutual-savings banks, and
90 percent for savings and loan associations.

Mr. Btniouss. That is about right.
Senator ANDersoN. Until the monetary stem or the monetaryauthorities, it seems to me start to deal with these financial intermedi-

aries, the restraining influence of the commercial banks is not goingto be very great, is itN
Mr. Buanzss. Well, they are a little different kind of animal. Their

money revolves more slowly.
Usually, it has been believed, and I think with agood deal of support

by the facts, that if the money supply, that is, demand deposits and
currency, is under restraint, that that permeates throughout these
intermediaries.

Senator ADzmSoN. Yes; that is the theory. But I am just showing
you, by the facts, it did not work out that way at all.
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While you were having this restraint between 1992 and 1956, the
assets of these commercial banks only creased 18 percent; but the
savings and loan associations' assets increased 90 percent.

Mr. Bu zss. Of course, that is all to, the good, because they are
dealing with savings money, that is they are taking the money from
the saver and putting it to work. Now, there is nothing inflationary
about that.

That is the dollar they put to work is paralleled by the dollar they
take away from the man who saves it. That is what we want. That
is the way America is going to grow. By one man saving a dollar
and lending it to another man to work with, one man postpones his use
of that money. He waits.

Senator ANkDESON. I wonder if it meant that, or if it meant that
people were changing from other savings programs that they had, such
as the purchase ofsavings bonds.

Mr. BuRozss. Well over this period we have been in, they have
increased their E and f savings bonds by $6 billion.

Now, savings bonds have increased less than these other forms of
savings, and that is something we cannot feel badly about. It is in
accordance with private enterprise that the great increases should be
in the channels that are apart from Government.

But I think this process of rapid increase of savings is very encour-
aging, Senator, for the future of the country.

Senator ANDEsmON. Well, when, in these years from 1958 through
1956, while I think both the Treasury and the Federal Reserve, but
you think probably just the Federal Reserve, was trying to force this
somewhat tight money policy on us--

Mr. BURG ss. Yes.
Senator AmDERwSO. These credit agencies were increasing the total

suply of credit, were they not?
fr. BuRaGEs. I would not say they were increasing the credit. They

were increasing the amount of savings.
Senator ANDRSON. I said they were increasing the total supply of

credit.
Mr. BuRES. It is credit in a certain sense, but if the credit is

derived from savings, it has an entirely different effect than if you
created it out of the air.

Senator AND sON. It is not just all savings, is it ? Has there not
been a steady rise in the total amount of cieit by these agencies
through their guaranties I

In fiscal year 1956, the loans and investments--this is in the 1958
budget, par 1106, if you want to refer to it there--what is the $17 bil-
lion fiure that is in there for fiscal year 1956 under "loans and invest-
ments" ? Is that not these various credit agencies I

The figure for fiscal 1956 is $17.1 billion. For 1957, it is $18.4 billion.
For 195E it is $19.6 billion.

Mr. Bmozas. Yes.
Senator ANDERSoN. An average of a 15-percent rise in the amoant

of loans and investments in these Government credit a encies.
Mr. Buozess. I am a little off the beam, Senator. I did not realize

you were talking about Government agencies. I thought you were
talking about insurance companies and savings banks and so on.Senator ANDsRsoN. I am trying to get to that by a piecemeal method.

Mr. Bwaos, Yes.
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Senator AxDusoN. So far as the Government is concerned, that is
correct 0 they only grew 15 percent ?

Mr. Icmozsa. Yes.
Senator Aiwmnsox. But their guaranties and insurance were $51 bil.

lion in 1956, $57 billion in 1957, $85 billion in 1958--an increase of 26
percent.

Mr. Bmosa. But that did not increase credit. FHA mortgages
are purchased by people out of savings, they are purchased by life-
Insurance companies and savings banks out of that. So to that ex-
tent, It is savings, it is not new credit.

The Government, under this plan, gives its guaranty, and that has
worked very well.

Senator xnzsx. Is there any effort to coordinate the policies of
these 20 or so Government agencies

Mr. BUrGzss. Well, that is a very important question, and I am
glad you have asked it, and it is one we are concerned about, have
been concerned about right along. 0

Senator ANDERSON. The answer is "No"; is it not?
Mr. Buaozas. No, I would not answer it that way, Senator. T

would like to take a minute to spell that out.
Senator ANDEaoxR. Go right ahead, because I want an answer to it.

The answer is "Almost no" V
Mr. BvUorss. We are concerned about it, and I am glad you are,

and I think it Is something which ought to be very carefully looked
Into.

But in the first place, the legislation does give the Treasury a cer-
tain measure of control about ghe new security issues of these organ.
izations which sell their own obligations to the public.

The Government Corporation Control Act of December 6, 1946,
provides about these Government corporations (a) the budget pro.
grams are submitted to the Bureau of the Budget for review and
[nclusion in the President's budget for transmission to the Congress
(b) the financial transactions are subject to audit by GAO General
Accounting Office, and a report of each audit is made to the 6ongTs.

(e) Checking accounts have to be kept with the Treasury or, with
the approval of the Treasury, with the Federal Reserve bank or with
a designated depositary.

Now, 1jd, and most important, when they issue securities for sale
to the public I quote here, they-
shall be in such forms and denominations, shall have such maturities, shall bear
such rates of interest, shall be subject to such terms and conditions, shall be
Issued in such manner and at such times and sold at such prices as have been
or as may be approved by the Secretary of the Treasury.

So that all of these agenciPe, when they sell their obligations in the
market, the housing organizations, FNMA, and so forth,have to come
to us and get our approval. So that one of our jobs is to follow that
along and space that, hold them back if they are going too fast, and
so on.

That is not applicable to the Federal intermediate credit banks the
roduction credit-corporations, banks for cooperatives, or Feeral

Lnd banks. I
One of the reasons, of course, is that those are now privately owned

in whole or in part. The Government stock is either completely or
partially paid of.
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Senator ANxDEoR. Do I understand the Treasury has ever stopped

FNMA from the issuance of mortgages under that section you read
there

Mr. Bunous. Well, FNMA buys mortgages. Do you mean FHA
or FNMAI

Senator ANDzRsoN. FHA.
Mr. Buos. No. It would only be if FHA--they do not have

any borrowing authority, so we have no direct control of the amount
of their issuing of guaranties.

Now let me go on to another step. This is the matter of these
corporations operations, and their borrowing, and so forth. Even
that there is only a limited control, because a great deal of them-
many of them do not have to go Into the market to borrow. They
borrow money from us.

Then you get into the whole question of the use-the question that
was raised here yesterday by Senator Williams--the whole question
of the use of the public debt operations instead of an appropriation
by the Congress.

And so, you get the problem of how these people operate, the terms
they operate under, and so on.

We have faced that. There is no legislation, other than what I have
cited, which gives you control.

we pickedit upparticularly with housing in 1955, where we saw
that the various Governmnent agencies dealing with housing were
running a little at cross-purposes, where there was an inflationary
tendency, and they were usingbank credit.

We found, for example, that the Federal home-loan banks were bor-
rowing heavily in the market, and relending to their member asso-
ciations, so that these people were not just lending mortgage money
that came in from savings, from their shareholders, but they were in
effect lending bank money by selling their debentures in the market.

We had a look at that. We saw it was going too fast.
Similarly, we found that there was a lot o-f warehousing of mort-

gages by insurance companies and savings banks. By "warehousing,"
I mean they were borrowing against their mortgages from commercil
banks. And we saw that with that inflationary push, the amount of
mortgages was increasing at an annual rate of about $15 billion, the
amount of housing starts was 1.8 million, and the prices were rising.

So we got together-I say "we"-Arthur Bums, of the Council o
Economic Advisers and what we call ABEGS, the Advisory Board on
Economic Growth and Stability, where we had a representative of the
Federal Reserve Board, the Budget Bureau Agriculture, Commerce-
we got these housing agencies together and worked out programs for
keeping this thing in check.
I am sorry I have taken so much time to describe that, but what it

indicates to you is that we are conscious of the problem of coordinating
the efforts of these agencies, and we are using machinery which is at
our hands.

I agree with you that it is not wholly adequate. The difficulty is
that the legislation which governs the operation of these agencies
gives them obligations under the law to fulfill, which in many cases
may run at cross-purposes with the credit policies of the Federal Re-
serve System$
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Senator Ammzuo. I asked the Secretary what he thought about
the possibility of having some sort of a national eoonomio council-

Mr. BuSm. Yes
Senator AxnzssoN (continuing). Which might function somewhat

as the National Security Council does in respect to defense.
Mr. Buass. Yes.
Senator ANxRsox. Do you think thereis any advantage in having

some sort of organization which takes a look at the monetary prob-
len the same way as the National Security Council does with respect
to defenm 

Mr. Buioss. I think this Council of Economic Advisers, with this
Board they have set up, this ABEGS, is a pretty good mechanism for
the purpose. Whether it is going to be necessary to give that more
vigorous legal status, I think remains to be seen. I am not ready to
make, and the Treasury is not ready to make, any specific recom-
mendations on it.

The one thing that I would ask your thought about is the problem
that arises in all these laws, going through with these different agen-
cies, which in many cases do not iave any regard for this problem of
coordinating it.

We havejust had a bill before the Congress on the TVA which
would give them the power to go out in the market and borrow, what
was it, 750 million, and we made recommendations on that legisla-
tion which would tend to keep that thing in line with other policies.

The present bill does uot embody fuill the recommendations we
made, and we feel that the present bill, in its present form, would
run exactly the risk which you point out, of having an agency run-
ning off by itself and doing thinks without coordination with the other
agencies of the Govennent and-with the general credit policy.

Senator ANDMsoM. Mr. Secretary, in your testimony you referred-
and I was just trying to find the word now-to "inherited deficit."

Mr. Bt ozss. Yes.
,Senator ANoDIUoM. What do you mean by "inherited deficit" in

1b21
Mr. Bumzss. I mean these budgetary appropriations and authori-

zations run over a period of time. It is not something that you can
deal with just all of a sudden. You have to start planning now, for
example--well we started long ago planning on the 1959 budget. And
if you do not d these things well ahead of time, you cannot just rush
in and change it.

This Government's operation is a delicate mechanism. It involves
a great many people, people with rights to their positions. You can.
not suddenly change it.

So that when we came in and found the Government operating with
a very large deficit, it was only over a period of months, some months,
that you could do anything about it.
As. you know, we did cut the expenditures, beginning in 1953 but

running into 1954, by a substantial amount. But you could not, com-
ing in in January 1958 do very much about what turned out to be a $9
bill ion deficit in 1958, fiscal 1958.

Senator AxDmzsoN. You also explained this "inherited deficit" by
the heavy defense expenditures, but is that rise in debt really justi-
fled in view of the fact that expenditures of a military nature dropped
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from $10 billion to 15 billion when we had a rise in the gross national
product of $46 billion, and ought we not have been able to take care
of it, do you not think ?

Mr. BURFos. Of course, we did go at it, and it is true that a part of
this increased expenditure is nondefense, that is, defense is still below
what is was in fiscal 1953. But there have been other increases, part.
ly due to recommendations by the administration, partly due to con-
gressional action.

Senator ANDERSON. In the chart you have on page 8 of your state.
mont, you make clear that the per capita debt has been falling.

Mr. Bunous. Yes,
Senator ANDERSON. Is not the record a little better from 1946 to

1952 than it is from 1952 to 1956 ?
Mr. BuRozss. That is true, and there you have to take into account

the inherited deficit. That is, we cannot be held responsible for all of
the expenditures in fiscal 1958 and 1954. We have it in balance now.

The surplus there was in 1948, partly due to cashing in on surplus
material, partly due to some vigorous cuts, vigorous cuts in the de.
fense budget, perhaps too much it did give us a surplus which ac-
counts partly for the change in tle debt between 1946 and 1952.

Senator ANDERSON. The chart shows that the decline was $142, or 8
percent, from 1946 to 1952; and was only $61, or less than 4 percent,
from 1952 to 1956.

Mr. Bu-oEss. That is rifht.
Senator ANDERSON. In t e chart on page 5,you point out that the

interest charge has fallen in relation to national income.
Should it not be pointed out that this fall was from 2.8 percent in

1946 to 2.1 percent in 1952, and that there was no further improve.
ment by 196

Mr. BuGFos. That is quite right.
Senator ANDRSON. Well then, does the administration realize there

is an important relationship between Government charges and the
national income ?

Mr. BuRGoms. Oh, certainly.
Senator ANDERSON. I am glad to have that statement, because it

did not seem to be clear to some Members on the Republican side in
the Congress between 1946 and 1952.

Some of us there felt that was true, even in the Democratic
administration.

Mr. BwmoEss. Well, Senator I have been on the professional side
of this more than I have on the political side, and there were some
Democrats who did some vcry good jobs in between there, and there
were some very good cooperative jobs done by the Democrats and
Republicans.

Senator ANDERsoN. Thank you.
Mr. BuRoss. The sun did not rise in December 1952 for any of us.
Senator ANDERSON. On page 6, at the top of that page, Mr. Secre-

tary, you make much of the point that these debt payments are trans-
ferred and, therefore, are not burdensome.

If they are not such a burden then why does not the administra
tion apply this argument as to al payments under the social-security
programs, which many parts of the people in that administration
opposed steadily since 1985?
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Mr. Bumaos. I did not oppose it.
Senator ANozssoN. I did not say you did. I am glad you did not.
Mr. BURGoES. I think it has been a very good thing-or the AmericanPeople.
Senator ADEmON. On page 6, and we will take the fourthparagraph-
Mr., 9 uwxs. Yes#
Senator AxwEssoy (continuing). You comment that a computed

rate of Interest of 2.8 percent results; but is a computed rate of interest
so important if the current rate of borrowing is 4 percent?

Mr. BuRonss. Well, of course, there again there is a problem of
lags. What you pay now reflects what happened in your funding and
in your refunding in the period of the past. And, of course, if you
refund at current rates it is going to go up.

Senator ANnx.RsoN. The sentence reads this way:
The rate as of June 1957 was 2.7 percent, and even after the current refunding

operation is completed the rate will be 2.8 percent.
Mr. BuRozss. Yes.
Senator ANDasox. It will look as if people will say, "Well, nothing

really happened. It managed to go up only a tenth of 1 percent.
But you try to go to the bank and borrow money and pay a tenth

of I percent more than you paid a short while ago, and see what hap.
pens to you.

Mr. BunoEss. Those are statistics.
Senator ANDnRsoN. From 4 to 41h today is a pretty good-sizedjump
Mr. BmoRGss. That is right. We are not trying to make an ar"'u-

ment, Senator; just trying to record it.

Senator ANDPRSoN. I was afraid it wits going to be heralded that
interest rates have gone up only one-tenth of 1 percent as a result of
all this recent financing.

Mr. BuRors. What we were trying to illustrate was that on this
mass of debt, issued at different times and carrying different rates, the
effect of a change in the market takes some time to become effective.

Senator ANDRSON. Again, this goes into a question that Senator
Long was raising. Maybe we ought to try to compute in actual dollars
what this apparent 4 percent rate is goinX to mean. That is a plateau
we are now on, and indications are we arelikely to stay there, or higher.

And did I not understand the Secretary to say he could not get
these marketed at 41,4, or whatever the maximum is; that he would
have to ask the Congress to increase that ?

Mr. BURGESs. I think Senator Kerr asked me as to what you could
sell a long bond.

Senator KEnR. Would the Senator yield at that point?
Senator ANDEnsoN. Yes, I would 1e hap y to yield.
Senator KJniR. At that time, which fielieve was on Friday or

Saturday, the Secretary told us he thought it would require a minimum
of 4% percent to enable him to sell a long-term bond.

Mr. BuRoEss. I think I said 41A, 41/, and you said I could not sell it
at 4 because of the law, which is quite right.

Senator K=RR. Since that time, the prime rate has been increased
to 4 .
Mr, BvRoEs. Yes.
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Senator Kzn. I wonder what the Secretary would think would be
the long-term rate he would have to pay now if he sold long-term
bonds, or if intervening events since last week would mean that they
would have to be offered at a higher rate than they would have been
even last week.

Mr. BURaas. I would wait around and see what the effect of these
things was going to be. So for, it appears to be true that the rates in
the Government market had already anticipated some of these things,
the discount, in advance; that is, the securities we put out 2 weeks
ago are still selling at a slight premium.

Senator KzRR. They were not selling as much at a premium yester-
day as they were tle day before.

Mr. BtmoEss. They dropped an eighth of a point.
That was not very much change. It held pretty well.
Senator ANDERSON. Way back when they pegged this rate in 1942,

at 21 ercent, you recommended then a higher rate, or felt there
shoti d a higher rate.

Mr. BltRoEss. Yes- I thought it would have been better for two
reasons: One is I thought you got better distribution of the debt
among the people. In a war, you want to have as little increase in
bank credit as you can. You want to raise just as much of your money
as you can from taxes and from the savings of the people.

Now, I thought a rate a little higher than 21/2 would have drawn
more of the savings of the people into Government securities.

The other question is the stability of the rate. A 2 -percent rate
was low relative to what insurance companies, and so forth, have to
earn, and it is an unstable bond. That is, you sell pole a bond
at less than what they think they have to earn for their business,
and they are going to dump at the first opportunity, and they did.

Senator ANDERsor. I just want to say to you that in 1941 or 1942,
I think probably in 1942, I came up with an amendment to a revenue
bill, trying to increase very substantially the level of taxes, on the
theory that would help to take care of more costs on a current basis,
and also thereby siphon off dollars that were going to be inflationary
dollars. I want to tell you that was not the most popular thing I
ever recommended.

Mr. BuRoEss. Senator, none of those things are very popular.
Senator ADnsowN. It took a long time to live that down amongthe people.Mr. t orss. We even find that high money rates are not popular.

It is hard to believe, but it is true. But you were right.
Senator AvERsoN;. I thought so. But I had many people point out

to me what they regarded as the error of my ways in the next few
elections. You have agreed the rate of interest is not very high now
if you go back to the early part of the 20th century.

Mr. Buao ss. Yes.
Senator AmttswON. But do you not leave out the long-time trends

toward lower rates of interest which are the result partly of new
institutions and increased amounts of savings ?

Is not the relevant thing the comparison, in more recent years,
these rates have gotten down as a result of these savings?

Mr. Buaoss. r do not think the rates from 1930-they did not an
down much until 193--the rates of the last 20 years I do not thizik
are quite a fair guider 088-If--pt. -- 41
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Senator Axr n o. The language, Mr. Secretary, that I take excep-
tion to, or question, is this:

Looking back, we note that the current average Interest charge--

this is from page 6, toward the bottom of the page-
Looking back, we note that the current average Interest charge on the debt Is
not much higher than it was In 1916, just prior to our entry Into World War 1;
It Is well below the average rates in the twenties; and It i very close to what It
was in 1939 at the outbreak of World War II, despite the fact that the earlier
rates were partially tax exempt.

Mr. Btmoss. Yes.
Senator ANDzmoJN. A lot of things happened between 1916 and

1956. We did not know what a national debt was in 1916, did wet
Mr. Braines. We thought we did; but we did not.
Senator ANwrnsoz;. I was in the House of Representatives in 1941

when a New York banker of some stature came down and assured the
Congress solemnly that if the national debt ever went above $50 billion,
there would not be a bank or life-insurance company stay open, they
would go broke. We could not stand $50 billion, and he knew it to be
a fact. I am not trying to point out he was wrong, because a great
many of us were wrong.

The first time before the Hoiise Appropriations Committee that I
got a budget calling for $109 billion in 1 year, I thought everybody
was crazy. But we learned that we had a change in circumstances
and I am just asking you if the change in circumstances has not had
something to do with this lower interest rate that we acquired, and we
ought to compare our current interest rates against the level that we
got down to in the thirties and forties as against what happened in
1916.

Mr. Bunoss. Well, Senator, that is something which gets into the
area of economic prediction. I am inclined to think that the com-
parison with the rates of the twenties is a better more meaningful
comparison than with the rates of the thirties. in the thirties, we
still had tremendous unemployment. You did not have a big demand
for money.

We are back now to where we are doing what we ought to do in this
country: We are doing a tremendous amount of building for the
future, our business concerns are going ahead and using money, and
the demand for money is larger t an t e savings. Well, that is the
kind of thing that happened in the twenties. In the meantime, we are
a bigger country. We are a richer country.

One might say that rates ought to be lower, but it is the supply and
demand equation that is a factor, and if you compare our rates with
the rates abroad, we are the lowest money-rate country in the world
except for Switzerland.

Senator AN;DssoN. If you do not like the thirties, how about the
forties I

Mr. Buaons. No; I think the forties, we were still working up from
the wartime low rates. There was a pegged rate there.

Senator AvitnmsoN. The table in chart 18 that you submitted, of
interest rates on long-term Governments, shows that the United
States bonds were about 2.2 average interest in 1946, and stayed that
way until, I judge, 1947, 1948,1949, then moved up a little bit, and then
made a very sharp turn after 192 to a very high level i 1958, and
now u to .4. So that-.
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Mr. Braous. I think the Canadian and United Kingdom rates are
interesting there.

Senator ANDRsoN. Yes, they are very interesting, but if you think
they are interesting, you would be surprised the part of them that
interests me

If you look at that chart, the part which interests me i, if I take
1952 and 1958, then toward 1954, that little pocket in there, at a time
when the American rates were moving up, the Canadian and the United
Kingdom rates were moving down.

Mr. Buaows. That was in about 1955. We began-
Senator ANDERSON. No; 1954. In 1955 the United Kingdom rates

started moving up again, the Canadian and United Kingdom rates
were moving up.

Mr. Bunozes. I do not think our rates started moving up much
before 1955.

Senator ANDERsoN. You do not have actual lines there, but if you
drew them through the line at about 1952%, or June of 1053 would
hit the point where our rates started up, would it not? Would not
June of 1958 be about the upturn there in rates on the chart, No. 18,
in the first column ?

Mr. Bunous. No. I think that June 1954 was the low point.
Senator ANDzwSoN. Now, Mr. Secretary, is not the big line that

goes on up, December of 1952 maybe or was it January of 1952?
Mr. Buaoms. That is December of 152.
Senator ANDmsoN. December 1952.
Mr. Butoes. December 1952 is the point of the line where the 2.7

is interrupted.
Senator ANDFsmoN. It was going up since June of 1958.
Mr. BuRoes. June 1953 is the up point.
Senator ADo SoN. That is when it started up.
Mr. BuRoss. No. That is the up point, that is the high point.
Mr. MaYo. Each little spur is 6 months
Senator ANDERSON. We must not be looking at the same chart.
Mr. Btnowss. Each little nick is 6 months.
Senator AND woSN. You are right. June of 1954 is the low. But

that is the point at least where you said it was interesting because
the Canadian rate moves downward.

Mr. BURozEs. Yes.
Senator ANDMSON. For a solid year, as our rate moves upward,

the United Kingdom rate moved upward as our rate moved downward.
How do you explain that ?
Mr. BURoss. I think our business recovery got started a little

quicker than theirs, probably.
Senator ANDERSON. Could that have been the rather high rate of

interest on those 1953 bonds?
Mr. BuRonzs. Oh, no. That was all washed out. That was finished.
I mean the effect of that was immediately, in 1953, and they were

selling at a premium in 1954.
Senator ANDERON. Now we go to pap 7, Mr. Secretary.
Mr. Btraos. Yes.
Senator ANoERwso. You have a comment with reference to the

national debt:
We should, of course, continue vigorously our policy of seekin to reduce the

debt. Debt reduction helps to combat inflation; It releases funds for the use-
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Would you reduce debt regardless of economic conditions ?
Mr. BuRozes. No, I would not, Senator.
Senator A.NDzRo. You would not reduce debt in a period of de-

clining demand and rising unemployment.
Mr.-BuRa s. If we were in a period of depression or recession I

think I would not advocate certainly a large debt reduction. We
would not have much--I do not think we would have very much choice

Senator Awmxsox. Would you reduce it in time of rising unem-
ployment#

3r. Buvozis. Not of serious rising unemployment, no, I think. You
would not have very much choice probably because at such a time your
revenues would be declining faster than your expenses, so you would
be trapped anyway. y

Senator ANDERSON. Would you flan to reduce it even if it meant
a reduction in the supply of money?

Mr. BuRozss. Well, it might be a time when it was desirable to have
some pressure on it. Of course, it would not be a big factor on the
supply of money. There are other things that affect that more.

Senator ANDERSoN. How significant is the increase in the supply
of money as to this rise of debt Is the rise of debt in the last 4 years
without a large increase in the supply of money, the significant factor i
You comment on the rise of money about $10 billion and the rise of
all debt of $146 billion.

Mr. ButioEss. Yes.
Senator AxwpsoN. Why not take into account the rise in total

amount of spending, which means greater activity of money and also
the increased tendency of the financial intermediaries to increase their
lendings I

Mr. 'Buotss. That is just why you cannot just look at that supply
of money and take that as your complete guide to what is going on,
You have to take the whole picture into account.

Senator ANDERSON. Has the Treasury ever made a recommendation
to deal with this problem of intermediaries ?

Mr. BuiRors. No. I do not think we have in general. We have
made specific recommendations like the one on TVA. Every bill that
comes up, we have our recommendation to deal with that specific thing.

Senator ANwDrsox. Well, the TVA got mixed up a little bit wit
this public versus private power question.

Mr. BumoFss. That is right.
Senator ANmDIsox. The financing proposal at first was a slow form

of suicide.
Mr. Bumoess. All these corporations have a political as well as an

economic side.
Senator Aiqnn~soN. Yes.
Mr. BumoGs. That is the problem.
Senator ANwunsow The effort was not made to control TVA be-

cause of the intermediary problem.
Mr. BmoRss. Yes.
Senator Am oc. It was made because the private power com-

panies wanted its expansion stopped. I am asking you, completely
outside of the public and private power problem, which we are not
going to get inoI have got my hands full with the atomic energy
matters on that.

Mr. Bvtm Ye&
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Senator Awnsor. But completely outside of TVA and public
versus private power, Secretary Humphrey said, in response to my
question on that:

To Isa subject that has bothered me ax t deal over An I was on the
admvitstrative side of the Ooverment.
He said he thought it was a crucial problem. You igree it certainly
is a problem. Why does not the Treasury recommend something
about it ?

Mr. Buzmwss. Well, maybe we should. We simply have not had a
conviction of a method of legislation that would-help it. We have
tried up to now to be, to deal-with it through administrative means,
through conferences within the administration.

Senator ANDzzSON. But that does not get the job done, does it,
Mr. Secretary ?

Mr. Ba oms, I do not think it does all together. And the other
problem really is the basic legislation in each agency.

You know the agriculturaI agencies and you kfiow that under the
law they have to do a specific job, like Commodity Credit Corpora-
tion, and it is pretty hard to pass a general control law for inter-
mediaries that would take care of that situation.

Senator ANDErsoN. You said they have to follow the law. I just
want you to know that we got into the cotton business when the war
ended in the Department of Agriculture, and we had 7 million bales
of surplus cotton rag tag, very poor cotton.

Mr. BuRozss. Y8es,
Senator ANDERsoN. And I had been taught that part of your job

in this world was to try to make a dollar once in a while, so I tried
to market that cotton and the Department of AgricultuTe made $2
million. I got a terrible bawling out because people said that under
the agricultural law the Secretary of Agrioulture-is supposed to losemoney at the right time for the benefit of the right pe.pie. He is
not supposed to make money. And I think that ma be some part
of the farm problem. You are not supposed to make money.

Mr. BuRoxss. That is right.
Senator ADrfisoN. Do you not think there might be-I am only in-

terested because I think there ought to be some effort to try to hold
the whole line, if you are going to try to hold the line and you raise
interest rates in an attempt to slow down things and then another
agency turns money loose through another spigot, doesn't that neu-
tralize everything you do and only succeed in raising interest rates?
I am worried if that is not going on now.

Mr. Buanss. Well, I certainly agree with you in principle. Some
of that goes on and it breaks your heart when you are trying to deal
with this whole situation in a sensible way and one thing after another
comes where you have a specific piece oflegnislation in a Government
agency; and to fulfill the purposes of the legislation, you find yourself
pouring money out at one bunghole where you are trying to stop it
at the other,

Senator ADmEoSN. I say to you again I read you what the president
of the New York Stock Exchange said about the fact we were going to
need $380 billion in 8 years to expand our plant.

Mr. Bunozu. Yes.
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Senator A .zRSox, Now, If we should get that whole $880 billion
in a 8-year period, to expand our plant somewhere, even though the
interest rates were going up and the Treasury was saying take it easy,
we would experience something approximating inflation; would we
not I We could not do it otherwise ?

Mr. Bumozas. I think those figures are too big to handle with the
savings the country is generating.

Senator ANDRSOi. It is three times the rate at least to which it is
going on; I am saying that to you.

Mr. Bmuoxs. Ye&
Senator AxDzRsoN. Here is the president of the New York Stock

Exchange advising inflation while the Federal Reserve Bank is ad-
vising something else. How does the average small-business man out
in the country decide what to do I

Mr. Buitozss. Well, he has got a difficult problem. I think we
ought to have a talk with him.

Senator ANDERSON. Do you not think in that period of neither
light nor darkness that mayl, ' -.mebody might give him some help out
of the Treasury I

Mr. BURGESS. We have tried to talk about this thing, this balance
between investment and savings. We have certainly publicized our
views at some risk.

But you know, we have a tradition in this country, and it is a fine
thing that we have in many ways, that we hove to have tremendous
growth. Investment, we encourage investment. Every boy who goes
into business is encouraged to make his business bigger and better;
and that is an invaluable tradition. But it tends to make us a little bit
blind to going ahead too fast sometimes, and that has proved itself.
It has proveditself on a good many occasions. It proved itself in
1029. We thought we had found the new era, everything was all
right because it was going up. Well, that is not necessarily so, and it
has been the hardest thing in dealing with a lot of these other countries
in the world when we deal with them through our various agencies,
technical assistance, and the monetary fund. They say they have a
development program that is dear to their hearts. It is wonderful,
but in many cases it is a bigger development program than they can
finance. It is just like a flow who has a business corporation and
he just overexpands it and then gets into trouble. And nations are
doing that.

Senator A;D.RsoN. I will just go one more step in this speech
which I read over and over very carefully at the time I got it. .One of
his headings is: "Enough people have enough dollars to supply needed
equity funds. They require a healthy investment climate that en-
courages them to venture."

Do you think we have a healthy investment climate now I
Mr. Bito xs. Well, compared with every other country in the

world, we do.
Senator AvDERSON. But compared with our own history. This is

what we have got to do, we have got to exceed our own previous record.
Do you think we have got it nowI

Mr. BuRome. Yes. -Well, I think on the whole we have.
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Senator AxDz.oxr. One of the final interesting recommendations in
his speech was his illustration of free Germany. He said that West
Germany was in a great industrial boom today; and he said:

It Is more than a coincidence, I think, that the visitor to Germany now finds a
maximum Income tax at 55 percent compared to a maximum surtax of 91 percent
in America; the capital-gains tax has been abolished for all practical purposes.
and the double tax on dividends has been eased so that corporations are encour-
aged to pay out a greater share of their earnings.

What would be the Treasury's position, do you think, on those three
suggestions that we drop the maximum income tax down to something
in the neighborhood of dO percent; that we abolish the capital-gains tax
for all pictical purposes; and ismove completely the double tax on
dividends

Mr. Buaorsm. Well, I think that is a little one-sided as a tax recom.
mendation. I think we have got to deal with all the people and not
just single out these specific kinds of people. I think our taxes-

Senator ANDmESoN. £he thing that attracted my attention was that
I wrote down a memorandum ifanybody on the committee ever asked
me what I thought about on taxes, which I do not expect anybody will
ever do, sitting where I sit on the committee, that I might have some-
thing to suggest along that very line. I think if we could drop the
upper bracket from 91 percent to 70 percent--6 percent maybe the first
year, 8 percent for 3 years-we would not lose any taxes by it and we
might hei p to create this healthful atmosphere they are talking about.
That might be one of several steps.

We do not take in any money for a 91 percent tax- ou and I do
not know anybody who pays on the 91 percent basic ou find some
way to give it away, throw it away, or conceal it, and yet we have got
it there just trying to frighten people steadily. That, however, is
not the subject of tie controversy this morning. I got it out of my
system.

Who holds the Government debt, Mr. Secretary?
Mr. BJuoFas. Well-
Senator ANDERSON. With respect to this $54 billion held by Govern-

ment investment accounts--and most of the increase in the debt since
1952 has been thus absorbed; has it not?

Mr. Buoozss. Two things. The Government investment account
and individuals. Well, lso, some nonbank people like State and
local government funds and corporations, but the Government--N

Senator ANDzmzoN. Really to get back to the question now on public
ownership debt trend, 1 do n'ot know which one of your charts shows it.

Mr. BURnEss. Well, here it is on page 10.
Senator ANDEnsoN. Page 10 of the small charts or of your-
Mr. BUROESs. I am looking at page 10 of the "bible."
Senator ANDrESox. That is the one I am talking about.
Who owns this Government debt?
Mr. ButaEsS. Well, you are quite right that the increase--
Senator ANDEpsOx. Is in Government investment accounts; is it not ?

As I look at it from 1946, the privately owned portion has gone down
a little bit; has it not?

Mr. Btmons. Since 1946, yes.
Senator Amxmo. And the Federal banks' share has gone maybe

down or up a little bit, but not enough to notice ?
Mr. Bmuso. Just up a little.
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Senator A~soxN. Yes; I u ems 28 to 25. Should we use the
actual figures Is the privately owned iebt down from $205 billion
since 1946 to $198 billion in 1961

Mr. Buvasw. That is right.
Senator ANDEsON. Anhis thelFederal banks' share up from 28

to 265/_?
Mr.-muxu. That is correct
Senator ANDUEsON. Now there was a $7 billion drop in one and $1.5

increase in the other; so $.5 billion has been taken care of some place;
has it not I

Mr. Buuss That is right.
Senator ANDRzmSo. And that $5.5 billion plus the increase in the

national debt is in the Government investment accounts; is it not I
Mr. Buxozs. That is right. Well, almost, not quite.
Senator ANvzaso]€. What are those Government investment ac-

counts? Are they the unemployment insurance funds, the old-age
insurance fund ?

Mr. Buxos. That is the biggest item. Then you have unemploy-
ment, you have the civil-servce retirement fund, you have the rail.
road retirement fund. Then you have the Government life insurance,
the two funds.

Senator ANDx.som But they are small compared with the others;
are they not ?

Mr. BmaEss. Except for NSLI, that is right.
Senator ANDzlsox. Can you give me some indication of how much

of it is in social-security agencies ?
Mr. Buaozs. Here is a chart, chart 7 of Mr. Mayo's presentation,

this little job, which gives it.
Senator ANDZRSON. From 1946 on, if you will just put a rough line

up there, there has been a little bit of lift in the railroad retirement,
Government employees, and all those. But old age is the one that
has done the growing; has it not?

Mr. BuRooss. That is the bigone
Senator ANDERsoN. YU. Now, all these funds were products of

Democratic policy-unemployment insurance, old-age, and all the
rest of them. What would the Government have done to finance this
increase in the national debt if it had not had that handy money coming
in to it?

Mr. Buaotss. Well if it had to go out and raise the money some-
where else, presumably there would have been some savings made of
the money that people have paid in on old-age insurance. But it has
boen a very useful item there is no doubt about that.

Senator A nD Sox. These are all savings, are they not, of one kind
or another; all these funds on your charts have them V

Mr. Burns. They are savings either by or for people.
Senator ANDRmoNq. Yes. I mean the (Oovernment puts money into

a railroad retirement fund, Government employees' fund, and so forth,
but they are also savnp by the individuals f

Mr. Bno~s. That is right.
Senator ANDERsoN. They put away their money I
Mr. Burma. That is right.
Senator ADmrsotr. So that these various funds have had a very

useful purpose in combating inflation; have they not?
Mr. Bumts. That is right.
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Senator ANDERsoN. They have been an anti-inflationary factor;
have they not I

Mr. Btozss. I think they have.
Senator A n RSON. Of considerable importance.
Mr. Bun=. That is right.
Senator ANDuEoN. If you will turn now to the relationship of pub-

lic securities held by the commercial banks and their earning assets.
You say in 1946 the banks held 65 percent of their earning assets in
Government securities, 45 percent in 1952, and 386 percent now. Was
it not desirable that they hold the earnings in Government securities I

Mr. BuoRPz. No. I think this period, that has been a long period
of inflationary tendencies; it also has been a period when heavy de-
mands were placed on the banks to take care of their customers, who
came out of the war with lots of things to do and needed money to
do it; so that I think it has been a very wholesome trendL It has
provided the funds for business picking up activity after the war, and
it has also tended to hold down the expansion of bank credit during
this period when bank loans were expanding very rapidly.

Senator ANDERSON. Held down some bank loans but the loans came
from other agencies, as I tried to point out a minute ago.

Mr. BuRness. Well, somewhat, although the loans from other agen-
ciea are not a very big item in this whole thing.

Senator ANDERSON. I do not want to go over the around Senator
Kerr went over so carefully the other day, but you did refer in your
statement to the reduction in the maturity of the debt.

Mr. BunoRs. Yes.
Senator ANDERSON. If reduction in the maturity of the debt was

one of the objectives, we would both concede this objective had failed,
would we not f

Mr. BuRaets. Lengthen the maturityI
Senator ANDERSON. If lengthening the maturity was the purpose.
Mr. BuRGtss. I do not think we failed, Senator.
Senator ANDERSON. We have not achieved it.
Mr. BURGs. We have not gone as far as we like.
Senator ANDEzSoN. Well, has not the maturity of the debt shor-

tened actually ?
Mr. BuRzs. No. I have insisted with Senator Kerr-we had a

quite a bitter time over it-that in the debt-
Senator ANDERSON. I do not want to have nearly as big a time as

he had, but just a little time over it. [Laughter.] Do you not think
actually that the maturity of the debt has shortened since 1952, in-
stead of lengthened ?

Mr. Bmoiss. The average maturity of the marketable debt is 2
or 8 months shorter than it was.

Senator AND.ERso. That is right. Therefore, there has been a fail-
ure in the objective, has there nor-

Mr. BuRoGs. Now, wait. Before you can make that latter state-
ment, which takes in more ground, you do have to include the de-
mand obliagtions. In 1952 we found we had outstanding $6 billion
of tax notes. You know what I mean, those 2. and 8-year notes
that business corporations could redeem on demand. We had tre.
mendous amounts of F and 0 bonds that were held by larger holders.
So if you take into account the demand debt as well as the marketable
debt, we have made some headway.
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I will say this, Senator: I think we do have to take credit that
while we have not made as rapid headway in this as we would like
we have done a lot more with it than was done between 1946 ana
1952.

Senator Amvtso.. I thought, as I listened to Secretary Hun
phrey, that he admitted failure in it. Senator Kerr pressed him

A pretty hard.
Mr. BURozEs. I think he meant--
Senator AxDmtsoN. I do not want to reopen these things, but it

seems to me, as I remember it, that Senator Kerr referred to a
statement about inheriting a mess from John Snyder and asked him
frankly would not his successor inherit a worse mess from him, and
I thought Secretary Humphrey, with pleasant frankness, said, yes,
he will.

Now What do you think about it?
Mr. Bunoms. Well, I think two things. I think first he was di-

recting those remarks on the one point th at Senator Kerr was boring
in on, which was the amount of debt maturing over 5 years, asI
remember.

Senator ANDzESON;. I admit an oil driller can bore better than the
rest of us because he is in practice.

Mr. BtmoEss. Nobody ever fond him deficient in that regard.
Smator ANDERSON. You keep sending these drills down into the

earth regularly and you understand how to bore. But, regardless of
the boring in, we were talking about the extension of the debt, and you
say it is 15 months, maturities of it are 15 months shorter now than
they were I

Mr. Btmamwss. No, no; 3 months.
Senator ANDERSON. The averageI
Mr. BunaOss. Three months.
Senator ADERnSON. Three months.
Mr. BuRoEss. Three months shorter. Three months shorter, and it

dropped 2 years while the previous administration was in. We have
leveled it off, using that measure, that particular measure.

Now, I would also say, I am making a double answer to this, your
suggestion about Mr. Humphrey-in fhe first place, lie was directing
his remarks specifically to replying to Senator Kerr's remarks about
that one measure, that he was using.

Second, I think he was too moest. I think we have done a little
better than lie wanted to claim.

Senator ANDERSON. I am happy to hear you say that because, as
I read through that campaign document of this, I do not think he was
too modest.

Mr. BtmoEss. Well, on most points I do not think he was, but on
this particular one he was.

Senator ANDErsoN. I do not mean as to his personal reaction, but
the accomplishments of the administration.

Senator Itz. Would the Senator yield I
Senator Am RoN. Yes; I would be happy to yield.
Senator KEn. You referred to the reduction of demand debt ?
Mr. Butows. Yes.
Senator Ki'.u. Have you reduced it or transferred the creditor?
Mr. Btorms. Pert of it we have reduced. A part of it we have

transferred from the F- and G-bonds to the E- and H-bonds.
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Senator Kzu. And did you not acknowledge the other day that
there were over $15 billion of I year or less maturities in the captive
accounts as of June 80 of this ear f

Mr. Buons. What was this I
Senator KRm Excess of $15 billion of securities in the captive

accounts or in the trust accounts.
Mr. Buwoss. You mean the trust accounts.
Senator KzPui. That mature in less than 12 monthsI
Mr. BuRos. Yes but I do not call that demand debt, Senator; not

in any real sense. four associate was pointing out that represents
savings. I defined my position, I think, pretty carefully. I am say-
ing from the point of view of the debt manager, what is it that is
going to hit you in the solar plexis.

Senator ANDERsoN. The mere fact you take them out of a public
investor's hand and put them in a trust fund does not change the
maturity of it, does it ?

Mr. BURGEss. I think it changes it a great deal in terms of its
demand quality. The real obligation on these funds are the payments
they must make over a long period of years to the beneficiaries. That
is the real maturity of that debt. The particular form of obligation
that we stick in there is immaterial.

Senator ANjRsowN. Let me go to page 17, on the structure of the
public debt.

Mr. Btmosss. Yes.
Senator ANEP.RSON. I have some doubts about that table. You de-

fined floating debt as-do you think your definition is the one that is
usually used or is not used by economists as the floating debt I

Mr. BtmoEss. I do not think there is any common agreement among
economists. This is the definition from the point of view of the
fellow who has to manage it and what is going to hit him.

Senator AND ESoN. Well, you reclassify it in such a fashion that
it gives the impression of a reduction in floating debt. Let us take
a look at it.

The most crucial issues in size of 1 year or less marketable debt
which rose from $42.9 billion in 1952 to $50.6 billion in 1956. That is
real floating debt is it not?

Mr. BUwodss. That is floating debt.
Senator ANDERsoN. And only by including these G, J, and K sav-

ings bonds in the floating debt, which you have down a little lower,
can you make out a case for a decline in the floating debt; can you
not?

Mr. BtRoEsS. We think we are entirely justified in including them.
Senator ANDERSON. Well, you say they are sensitive to market con-

ditions?
Mr. Buyerss. Very.
Senator ANDERSoN. Are not long-term bonds sensitive to market

conditions?
Mr. Bunoss. Yes; but we do not have to redeem them.
Senator ANDERsoN. Well, all securities held by financial institutions

should be classified as floating debt under that classification, should
they not; they all are subject to market conditions ?

Mr. Buwoiss. No, no no. They are not subject to redemption.
Senator ANDmoEso. he only reason you put G, J, and K bonds in

was that they are sensitive to market conditions ?
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Mr. Buxom. Well the only reason I put them in is that we have
been plastered with them, we have been -hit with them because they
have the right to come to us for redemption and are very sensitive.
It is two things together, and they have proved themselves to be
floating debt. The proof of the pudding is in the eating.

Senator ANDERSON. Then you included the E and H savings bonds
with the longer term debt?

Mr. Buxo~ss. Because they have acted that way. They have be-
haved that way. They have been very stable.

Senator ANDERSON. Is one of the reasons the fact there has been an
increase in them in an amount of about $6 billion I

Mr. BuRnoia. That is right. But if you take----
Senator ANDERSON. If the amount of bonds declines, they become

floating and if they build up they become long-term ?
Mr. Buxom. Well, no. The behavior-actually they have not de-

clined. The total outstanding have not declined of the E's and H's
if you include the accumulation of interest.

Senator ANvzasow. Are they not just as redeemable as the G, J, and
K bonds?

Mr. BuxoEss. Legally yes; actually-
Senator AwDzR8SON. Then why should they be differently classified ?
Mr. BuRnoss. Because that is the way they behave, Senator. I

think you are entitled to do this on the basis of actual fact as to how
things occur.

Senator ANDERsoN. Now, actually the E and H savings bonds have
not kept pace with redemption I It is only the accumulated interest
that makes them look larger; is it not I

Mr. BuRoGss. That is right.
Senator ANDRSsoN. Then they do not behave any differently than

the others; do they
Mr. BuRozss. Yes, they do. We have had to actually pay out in

the past $8 billion on the F's and G's.
Senator ANDERSON. Well, the fact you do not pay out interest on the

E and H bonds does not really change the character of them, if you
are not selling as many of them as you are redeeming ?

Mr. BuRoEss. As far as the cash position of the Treasury, these are
interest payments you do not have to pay out. It just accumulates.
You can take any measure you want to, Senator. I am just taking
the thinr from the operating point of view; as a matter of fact, it be-
haves this way, that is al.

Senator ANDzReoN. On page 20, you have volume of Treasury mar-
ket financing.

Mr. BuRoEss. Yes.
Senator ANDEusoN. And some indication of the rise of long-term

bonds that are outstanding. Has the rise in long-term bonds been
significant at all? 1

Mr. Buozs. Well, it is significant in the sense we made a start.
Here you see we had all the years since the war up through the end
of 1952 when nobody made a start at refunding this debt, getting it out
Into long terms, and we made a beginning. -Now, it is not very big
but when you sell long bonds, you have a very much more limited
market than you have when you sell short stuff to the banks and to the
corporations.
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Look at it this way: The total amount of securities, of new securities
that are sold in the market in this country is in the neighborhood
of $15 billion a year. If you sell long-term government bonds of $1.5
billion, you are getting 10 percent of that market. So that the $1.5
billion of long bonds means a lot more than the bigger amount of short
stuff, where the market is very much bigger.

Senator ANDEsox. What percentage of the debt have they got I
Mr. Buaos. It is a very small percentage of the debt. That con-

stitutes our problem: to gradually move over to issuing long bonds is
a real job.

Senator ANDESON. Do you not think it is surprising that out of
$200 billion of issues from 1952 through 1956, only $4 billion were in
long-term Government securities?

Mr. BuRons. Well, I think it is disappointing, but I do not think it
is surprising in view of the circumstances.
Senator ._r ox. Could it have been that the high money policy

resulted in that?
Mr. BuaEss. Well, let's take that apart just a minute. It is not

just the high money policy, Senator. It is that there has been a de-
mand and supply. Iris a tight money situation resulting from supply
and demand, and also resulting from a Federal Reserve policy of re-
strgining the growth of credit. We did not do it, Senator.

Senator AwzonoN. Now, on page 22, down at the bottom of the
page you have some comments on encoura in thrift by selling more
securities to individuals, and you mention e E and H bond holding
a rise of $6 billion since 1952. Should not that be considered alon i e
the rise of personal savings from $80 billion in the last 4 years ofthe
adminstraion of President Truman to $50 billion for the first Eisen-
hower Administration I

Mr. BuRGos. Yes.
Senator ANDzRso. Did you get your share of the market?
Mr. BuRozss. No, I do not think we have. We got more of our

share of the market than was true in the p receding 6 years. We have
not always got as much as I would like. But let me recall what I said
a few minutes auo: That I think all of us would like to see our economy
develop on a self-sustainin basis and with private enterprise doing as
large a share as possible. Tis has been a period when you have iad
a very substantial growth of savings through savings and loan asso-
ciations and the savings banks and life insurance i anda there are limits
to the extent we want to go out and compete with them. We want
something that would be part of a package of saving. But I think
if we went out and moved our rates wal, up and tried to shove our
way in and get a larger proportion of it than these other agencies
representing private enterprise, that we would be going a bit against
the grain in this country.

Senator Amnusom. I am going over to page 25 now where you corn-
ment on the rates of interest. I

Mr. BURGEss. Yes.
.Senator ANmsoN, And I tried to .question Secretary Humphrey

about this. I had the feeling that he did agree the Treasury does help
to determine rates. Is it not pretty obvious that the Treasury accounfs
for one-third of all debt--At has to have some interest in rates I

Mr..Bvuws. Well, it does in this way Senator: I would like to
comment on that, You commented yourself in a very helpful way op
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this 4-percent rate as to why we could not sell these bonds, these securi.
ties at a rate any less than that because we are competing with a yield
in the market which was right there. We did not go out and lift the
rate. We sold our securities at the lowest yieldyou could sell them on.

Senator AxDsON. Well, you see, I have looked at it from a differ.
ent angle and I admit probably incorrectly but it would seem to me
that as soon as you put a new .3overnmentbond on the market for 4
years at 4 percent, then the price of the other Government bonds in
the market dropped down to meet it. You have turned it around the
other way.

Mr. Bunois. No; that bargain that you made was available before
weput out these 4-percent bonds

Senator A~rjmsoN. Not to that extent, because I took a good look at
it. It was not quite that good because I was considering-

Mr. BUoss. No; it made very little change in these bonds.
Senator KrXw. Did the increase in interest rate on FHA bonds and

increase in the prime rate precede or succeed the 4-percent break by
the Treasury I

Mr. Bviniss. In the first place as we explained before you got
hero, Senator, the change in the FA bond rate is not a real change in
what the holder of the mortgage has to pay because he can get his
mortgag now on a smaller discount than he could before. That is,
5% is simply the rate that represents a smaller discount on the
mortgage.

Now, I have sat in on all those discussions. That whole program
was worked up before they knew at all what our financing was. There
was absolutely no connection with it.

Senator Kin. But in the time element, that announcement fol-
lowed yours I

Mr. Buitr. The announcement followed our announcement.
Senator Knm. Did the raise in the rediscount rate, was it offset bya reduction in the other discount required by the commercial banks?
Mr. Bumous. The rediscount rate has not been raised.
Senator Kin. No.
Mr. Bmwoes. The prime rate?
Senator Km. You aid in the field of PHA where he paid a higher

rate of interest, his discount was reduced ?
Mr. Butous. That is right.
Senator Kan. I asked yon, was there a corresponding factor in the

commercial borrower in the commercial bank, that when his prime
rate was raised to 4W percent, did he get a reduction in his

Mr. Bmoims. No.
Senator Knt. Discount.
Mr. Bmmo. No,
Senator Km. Did that-
Mr. Bunoxs. That prime rate was under consideration, the market

was talking about it, it was in the air; plenty of people were expecting
it at the time we put out our securities.

Senator Kum. Did you make your Increase to 4 percent in antici-
pation or in preparation for that ?

Mr. Bmos. We anticipated that it would-might happen.
Senator Kin. They wafted until you did that before they hit the

1 p1 with it ? They kind of let you break the ground for them;ddtey not f
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Mr. Buaoxs. No; I do not think that is a fair statement, Senator.
I think they would have done this in any event.

Senator KrzR But they had not; had they I
Mr. BuRazs. When we indicated we were going to finance on a

given date, I think they held back and did not crack the people on
the nose the same day we went into the market.

Senator KR. They let you soften them up ?
Mr. Buaozes. Well, I would not imply those motives to them,

Senator.
Senator ANDSO. I do not know, I am dependent on memory now,

but it did seem to me that these particular 1981 Treasury Issues which
have interested me-.

Mr. Buozss. Yes.
Senator ADzRsoN (continuing). Were not yielding quite that much

until you came out with a 4-percent. I thought they were more nearly
a 8%-percent yield. Do you have some figures there

Mr. Bimozss. Well, here are the quotations on the 2 s of 1961.
On July 16, which was-

Senator AxwEasozr. I know what it was then because that is when
I was home, or just about when I was home.

Mr. BURGES. That is 94.6-10. One is the bid price and one Is the
sale price. They went down-we announced on the 18th, they went
down from 9.4-

Senator ANDERSON. Got below I
Mr. Buaozss. (continuing). To 98.80, 98.20, 98.24; then they came

back.
Senator AxDzmoN. Now, 98.20, they had a yield of about 4.08, did

they not ?
Mr. Bummoss. That is about right, yes; but they have come back

now so they are actually selling a a higher price than they were the
middle of July. So we have not knocked them out. If you were
smart enough to wade in, in just those few days after we made our an-
nouncement, the immediate effect of our announcement was the soft-
ening of that market and then it came back again.

Senator ANDERw. I would have to answer your comment off the
record.

(Discussion off the record.)
Senator Amumsoz. It did ha pen, as you yourself have pointed

out, that many of these issues dropped down to meet the Traury
price, the yield of these particular ones was not 4 percent. It was
more nearly 8.6.

Mr. Buoza. Oh, no no.
Senator ADvsxou Vell it.-
Mr. Buzoxs. Before the Issue back there
Senator ANDzEoR. You go back to about the middle of June and

see what the 2%s and 2's i 1981 were.
Mr. BmGoes. The 2%F4 but I assure you we were right on the

market with that 4 percent. We could not have sold those for less.
Senator AuNmsox. That I would not argue with you, Mr. Secretary.
Mr. Buozs. Yes. And I think the proof of the puddmin there

is in the eating; it showed $1 billion there that these fellow did not
take.up. So we did not push the rate at all. We just put it, did it right
on th make and the same was true of the 81.
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Sentor Awnzsso,. I go to page 28 of your statement Mr Secretary,
You refer to the rise in late 1952 and early 1958. Apparently you
believe this rise was a market phenomenon and made necessary the
issuance of these 31/4 bonds in 1953 that were, as you have recognized,
somewhat criticized.

Mr. Bvaous. Yes
Senator ANDIUsom. You recall these bonds went down to about 00.
My question is this: In view of the fact of the very sharp rise of

rates in the first half of 1953, and the large fall of raies in the latter
part of 1953 and early 1954, would you not agree that these were
largely the result of Treasury, and to some extent Federal Reserve,
po icy?

Mr. Bu oss. I do not think mainly. I do not think mainly.
I would like to try to make clear what I think was the effect of

that Treasury financing.
I say, in the firut place, that we did not go in and deliberately shove

up those rates. We sold that bond at tlie lowest interest rate that
I lieieve we could have sold that bond for. So that we did not shove
up the rate. The market made the rate for us.

Now, I will say this, Senator: that we had the choice, as I pointed
out in my talk with Senator Kerr, of selling a bond or of selling a
note or certificates, and so on. And the fact that we did sell a long-
terin bond was a factor in the market, and we sold it at that rate
which was the rate you had to sell it at to sell it. It was a factor in
the market.

It goes back to what I was saying a little while ago, that a billion
dollars in Treasury bills or in certificates is not a major operation;
but a billion dollars of bonds is.

So it was an operation which had its effect in the market. But it
was the fact of our selling a bond at the market rate rather than the
fact that we priced it above the market, which we did not do.

Now, where we right in selling a bond ? Should we have sold short
stuff and waited for rates to go down in the autumn before we sold a
bond?

Well, you can pass your own judgment on that. Our belief was
we were under very strong compulsion to get started in dealing with
this debt.

Senator AND eSo. I am trying to find a chart, and I seem to haveost it, but it pointed out thatthe rate on Government bonds rose in
a pretty dramatic fashion, you are undoubtedly familiar with this
fact in the last part of 1952.

Mr. BuvoEss. That is right.
Senator ADEaSoN. And early 1958. And then declined pretty

drastically thereafter.
Mr. Buetaos. Yes.
Senator ANDuns;o, Did not the Treasury have something to do

with that by its own operations I
Mr. Biotse. We Had something to do with it, Senator, by the fact

that we put out a long-term bond. That undoubtedly had an effect
on the market.

Senator ANDERSON. Did not the market seem to anticipate your
policy of higher rates I
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Mr. Bvnaoss. Well, the rates were going up.during a major part
of 1952. They started well on back in the spring before they knew
Mr. Eisenhower was going to be elected.

If you take from November on, the rate rise was not very sharp
until, well, when we came in, the rate rise went up more sharply.

I think the market anticipated that when the President said, in
conipaigi speeches and in his State of the Union message, that we
wore going to try to finance more with long-term, that he meant it.
And i had'an effect on the market.

Senator ANiaisox. Do you think that the decline that followed
late in 1953, indicated in any way the policy had been wrong?

Mr. Buitoss. Not at all. No, no. 'I hat was a turn in the business
situation.

Senator ANDEXSON. It would not indicate that the policy was right,
would it?

Mr. Bvioi~ss. I do not think it indicated either. I think it was due
to completely different causes. It was due to a turn in the business
situation. Early in 1053, you had an inflationary situation. You
had businessmen increasing their inventories too fast. You had
people borrowing on consumer credit very heavily.

If you look over the whole range of the economic indicators, as we
did at the time, it was a strong situation that was with a good deal of
pressure on it.

That thing turned. It turned in June.
Now, was the Treasury financing a factor in the turn I I do not

know. It may have been. There were a good many factors in it.
But people began reducing their inventories instead of increasing

them.
I think one factor was that the new administration went to work

on Government expenditures, and by the following year it had out
them by $10 billion, and it began to be obvious that it was going to be
cut, and people began to stop increasing their inventories, and people
did not borrow money quite so fast. It was a complex series of events.

The probability is that our issuance of a long-term bond into that
capital market slowed it down somewhat. It was probably a very
good thing that it did, because the sooner you get these things, the
adjustments, started, the less damage they do.

Senator ANDERisO. I will leave your statement and take some of
the testimony which has been delivered here.

When you replied to Senator Byrd on this question of the Treasury
influence on the market, you seemed to think the Treasury followed the
market and did not make it.

Mr. Btnozss. That is right.
Senator ANIEasoN. Then in reply to Senator Kerr, you did admit

that the Treasury issues did influence the market.
Mr. BURGosS.Oh, there is no doubt about that.
Senator ANDSON. Is there any need for clarification there?
Mr. BuRoeS. The inference is what maturity we choose and what

amounts we have. As has been brought out here, we have a Treasury
debt which is something like a third of the total outstanding. What
you do with it has an influence.

But I am-even if I overstate it sometimes, the point I am trying
to make clear, Senator, is that we have at no time deliberately tried
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to puslh 11o1ey rates u1) with our issues. We have tried to price our
issues right on the market, at the rates that you need to sell them, and
I do not believe you can cite it case where we have put a rate on it
that was bigger than necessary to sell that maturity.

There is a chart hero, chart 15, this little job---
Swnator ANyxasON. No; I am referring to the hearings. here

was a chart Mr. Mayo, put in there, show ing higi rates abroad. I
do not need to have it, but you will recognize what I an talking about,.

Mr. Jlvwioms. It is the last charts; 18, 19, and 20.
Senator ADwmori. You have material in here on page 1537, and

commenting on these charts, they show higher rates of interest abroad.
Mr. 1ltaiss. Yes,
Senator ANIOVIBSON. But could not the occasion for those rises be

dollar shiortages I
Mr. JiulnFS4. Partly.
Senator ANIxiusoN. And wo do not have it dollar shortage here, so

they ire not really comlparable.
Mr. Bvioss. Not so. In Canada, they have a dollar suirplus.
Senator ANDwitsON. I say they are not really comparable in many

of the instances; tire they?
Mr. llHTnotss. Of course, each country has it different situatioll.

Tie British have inore of it shortage of capital than we have.
Bit I think it is very significant our rate ts just alrmmt the lowest of

the whole works. We'lhave, or we had a chart here the other day that
we put in, showing that money rates in this country evon iow are the
lowest in the world. Switzerland is about the same. In no other
place can money be gotten any cheaper.

So it must be that we are all arbitrary so-and-so's, all over the
world.

Senator ANvEIMoN. Why has not the rise in interest rates cut in-
vestmentt

Mr. Bu, r s. Excuse met
Senator ANDnRsON. Why has not the rise in interest rates cut in.

vestment? You admit investment is at a record level after a year
and a half of relatively dear money.

Is part of the explanation that other policies of the Government
encourage investment even as other policies try to discourage it ?

Mr. Bitoas. I think that may be true. We were commenting
yesterday on the depreciation laws. That tends to encourage invest.
ment, and it is a good thing.

I make a distinction between money rates and credit availability.
I do not admit that the present less ease in credit availability has
not affected investment. I think it has postponed some investment
and put other investment forward into the future, so I think it has
had an effect.

I think you would have more of that if money were more readily
available, so it has effected some restraints.

Of course, one reason that higher rates do not affect the corporation
is our tax laws. That is a case of where the Government with one
hand makes money easier. The coloration only has to pay half ofthe interest rate, in effect, because of the Federal taxes.

But, there again, it is not the rate; it is the availability of the
money that count&
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Senator ANtwm:oN. Well of course, as Senator Long tried to point
out the other day, we were havili sort of a dear-money policy on one
hand, and at the siame time we haJFaccelerated amortization.

Mr. BuRGrSS. And the tax law; a tax law which is 0
Senator ANzOiIsox. Rushed many right into expansion of plants.
Mr. Buuoims. That means you get half of it back when you pay

your interest rate. But I do not think that means that you ought
to rush in and change the tax law or change the depreciation law.
They are good long-term provisions, Senator.

Senator ANtmerSO. Well, the accelerated depreciation-
Mr. BuRos. We are talking about two different things. The

5-year---
Senator ANjRnsosr. I am referring to the fact Senator Long made

some comments about this accelerated depreciation being an infla-
tionary factor. It persuaded many people to rush out and invest in
a great many things.

Mr. Bu doss. . thought we were talking about the new depreoi-
ation curve. The accelerated depreciation, as you know, tile Treas-
ury has for a long time tried to got that curbed, and now it is done
pretty well.

Senator ANnorisoN. Have you any feeling about this rather wide-
spread dumping of Government issues since the tight-money policy
or dear-money policy or new-nioney policy, whatever you with to
Call it, came il- 1iats it not somewhat sacrificed the Government to
private borrowers who come in?

Mr. Buurn-ss. That is a very interesting question. Of course, you
are thinking about the insurance companis-

Senator ANDERSON. Yes.
Mr. Bvomss (continuing). And the savings banks. Of course

that goes way back. That has been happening ever since the end ol
the war.

The insurance companies during the war bought a lot of these 2%
percent bonds, low yield; 2 percent is le than they need, as you
know. You have been in touch with insurance. The average company
needs about 2.00 to break even, to fulfill its contracts.

You cannot blame them very much if they get rid of 21A percent
bonds as fast as they can find other ways to use the money.

The other ways they have used their money have been very useful
in the economy.

As loniz as the Government could absorb those bonds without in-
flation, Without increasing bank credit, why, I think the net result
is all to tle good.

As you say, we have been able to get absorption of the Government
securities partly due to the existence of these trust funds, which are
a good thing.

Now, the time will come when we are going to have to look to in-
surance companies and some of these other savings agencies to take
their share ofGovernment bonds.

Senator ANDuItON. It has resulted, Mr. Secretary, in all sorts of
strange things.

Mr. BuRoua. That is right.
Senator ANrzmsoN. States that have had very strongly guarded

provisions in their constitution about the investment of public/unds--
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Mr. BWsOW Yes
Senator Ammsow (continuing)., And certaintype of very high

'grade _bonds; an now paying laws providing Ite Investment of
the funds in common stocks.

Mr. B =M. That has been going on for some time has it not,Senator?
Senator Amnaor. It just happened that the legislature of my

home State, which is apublic-lanis State which has etmnsv e publfe
lUnds, puse4 & resolution saying that there should be set up an In.
vestment counsel, and he should buy common stoel, and so forth
where at the time when I was the trmasurer of that Stat. we tried
to make sure tht everything we bought was of the most rigidly examo
ined tYP of security, witi the very highest rating, beeeu thi wa
the whoolchildren's money we were investing.

Mr. BuaorAs Ye s
Senator AYnsox. Now they do not think they can invest the

schoolchildren's money unless they put it in a speculative stock which
has some growth possibilities

I am not trying to say what right, but I do believe that itistwist.
ing around our investment principles little bit.

I think Mr. Chairman.-that probably Mr. Burgess would like to
have A little rest at this point.

Senator Kzma Have you completed f.
Senator A xsoN. I think I am going to call it complete.
Senator Kim Unlees the Secretary has some obervafton-.
Mr. Bumns. No.
Senator Kxm (continuing)# Hewould like to make, in view of the

very evident fact that he has not been called on by action from the
Senator to extnd his remarks, if either through habit or desire he
wishes to say i further, we will happily permit it. -

Mr. Btmo.ss. I observed your words with very great interest when
you said "habit. .

Senator K .. Then the committee will recess until 10 o'clock In

(Whereupon, at 12:15 pt i , the committee reqeed, to reconvene.
at 10 a. mn, Friday, August 967.)



INVESTIGATION OF THE FINANCIAL CONDITION Of
THE VIRTED STATES

CoxxDz ON FINANM

The committee met, pursuant to Mee, at 10 a. .Nm $1,
Senate Office Building, Harry Flood Byrd (clMUrmau) pro-
siding.

Present: Senators Byrd chairmann), Anderson, Mrtin, Flanders,
Carlson, Bennett, and Jenner.

Also present:. Robert P. Mayo Chief, A al sis Staff Debt Division
Offle of the Secretary of the Treasur; , T. 1lfinger, FiscaAssistant Secretary of the - .ren, Asn.nt to th,
Secretary of the Treasury;

Elizabeth B. Spring ef clerk; and Samuel D. lwjin, spe-cil counsel. I;!

The CuAmAx. e committee will me to order
Senator Frear 1 requested tkrt q4"-

tions. The first e 18;
Who handles invwe ts of t civa -srv r ent fu]

8T&TEK~NT ON. W

Mr. Bto , The Ti n es m Mr i'rma underprovisions ofthe l aw,.!hi~i ).h in e instru,
usof eorom ear to
The Ct& An.$. ad: to of t c

service reti ant fund
M.BThey a I in Go t uritegl y a1141 notes w c we issue to them tmone com

The CAIRMA Why was I in1 et id te I1956 less than the rpvlous y even th incipal was
higher each year I

9r.. Bumiss. Duri the Truman administration. re was a
committee appointed, cad the Kaplan committee, amine that
whole fund, and the payme to it and the ad and the actu.
hey recommended reducing the Interest rate from 4 percent to 8

percent, because the'4 percent was obviously way above the current
market. .hat was done, and then the matter came before Congre,;
AndIthe Congres leiated anie ts which is "pmputed ok the same
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formula as social security, and it relates itself to the coupon on the
longer bonds

That has actually resulted in a rate still lower than 3 percent. It
is about 2 .

The CUAinuAN. The next question is:
Secretary Humphrey stated before this committee, when ques-

tioned by tIe junior Senator front Delaware on Government appro-
priations into the civil-service retirement fund, that the Budget
Bureau did not request in 1954 and 1965 Government appropriations
sufficient on an actuarial basis because of the Kaplan report.

Mr. Bumnos. That is correct.
The CnI^AIxA. Will you state for the record briefly why the sums

appropriated by the Government were so low?
You answered that.
Mr. B3rozes. They were awaiting the results of that report.
The CHRATrAw. These are questions, Senator Anderson, which I

am asking for Senator Frear.
The next question:
Also, why did the Budget Bureau not request in 1050 a sufficient

appropriation to make up for the deficits in 1964, 1958 and 1956?
Mr. Butor-ss. Well, it would be on a sliding scale. They would

make it up over a period. It would be a pretty big wad to make up
all at once.

Senator ANDESON. How long a period .
Mr. Btrozss. We haven't that information, Senator. We will be

glad to put in a little statement about it.
Senator ANDmRSON. Mr. Chairman, do you not think that is import

tant, about how long the period is
The CAIRMAN. You furnish that for the record.
Mr. Buros. Yes.
(The information referred to is as follows:)

The civil-service retirement system is at present on a Government matching
basis, O percent of salary from the employee and the same amount from his
agency. This total of 13 percent approximately pays the "normal" or "current
service" cost. The actuarial valuation of the fund shows that in addition there
is a further Government liability of considerable sixe. The problem of whether
to fund the deficiency or operate on a pay-as-you-go basis is still under study so
that a decision on making payments above current service cost has not been
made.

The CUAnIMAN. The last quest ion is:
Had sufficient funds been appropriated to the fund by the Gov-

ernment, would not the deficit have been greater in those years, and
by what amount ?

Mr. Bmtnss. That, of course, is correct. That relates to what are
sufficient funds.

As you gentlemen know, there is always a question about actuarial
figures, and whether they are correct or not. Iremember when we put
lia pension plan In a bank I was connected with, they said we had
a $17 million deficit to start with and we did not make it up, and it
ran along for a few years and we lound out we did not have that much
deficit. So that it is very hard to determine exactly.

The CmAnt Ax. You might go over those questions, Mr. Secretary,
and if you want to elaborate more than you have this morning, you
may, for the record.
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Mr. Byossow. I would be very happy to do so, Senator, if it seems
indicated,

The CHAIIRMAN. Senator Green has asked me to ask you a fewquestions.
Mr. Buwiru . I think I have a list of those.
The CIIaRMA X. What is the market price for silver ?
Mr. Butowss. About 91 cents, plus or minus.
The Cu Ai, .. What values do the silver purchase laws require

the Treasury to put on its monetized silver?
Mr. Buiontas. $1.29, except for subsidiary coinage, which is $1.88.
'rhe CInAIxaA. Does the Treasury guarantee this silver to be worth

$1.29 or $1.88 an ounce?
Mr. Bmiws. Well, in a sense, yes; because all of these silver

certificates and silver dollars which are issued against the silver are
interchangeable with other forms of money.

The C[AIRMAN. Can Tou get $1.29 or $1.88 an ounce for this
Treasury silver anywhere in the world ?

Mr. B tu- s. I do not think you can unless you can find some re-
mote mountain in Tibet, or something of that sort, where they do not
know what it is worth. Probably they know better there than we
do.

The CUAIRMA?. But the silver purchase laws require the Treasury
to value the silver as an asset worth $1.29 an ounce and $1.88 an
ounce, do they not ?

Mr. BuRoGY. That is right.
The CHAIRMAN. In other words, the Treasury shows about 2 billion

ounces of silver to be worth about $9.5 billion, when actually the
market price, its only real value, is about $1.8 billion ?

Mr. BHaozs. That is substantially correct.
The CUAIRMAN. What do you think the Treasury could get an

ounce for this silver if it had to realize it as an asset?
Mr. Buozs. Well1 it would be very much less than the current

price, if they dumped it on the market and that would depend on howgradually they did it. The market ior silver Is very much reduced
because so many countries have gone off the silver bases, so it would
be something substantially under ie current market price.

The CHAMUr. Senator Anderson suggests this: Do you think this
bookkeeping arrangement should be terminated, or not ?

Mr. Bunoss. Well, that is apolitical question, Senator.
Senator ANDza No. I was thinking, Mr. Secretary, completely out.

side of the political question.
Mr. Btyaoes. Yes.
Senator ANDMasow. What do you think of it ? I am not trying to

commityou.
May I Just explain that the mining interests are always after those

of us who come from Western States-,-
Mr. Buitoss. Yes.
Senator Apnaso (continuing). As to the importance of this.
Frankly, I have not been able to understnd the importance of it,

and if it has some economic drawbacks, I think we ought to know
those.

Mr. Bunoms. Of course, on the other side, the silver manufacturers
all want a lower price on silver, so you have two powerful political
groups lined up against each other.
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Our answer in the Treasury is simply that the present system is
working pretty well. It does not cause us any great inconvenience.
The market price, of silver has adjusted itself to our buying price; they
are both around 91 cents.

We do not think that the slight amount of inflation involved In
printing paper against silver which is not quite worth the money is
serious enough as it is absorbed in our growing demand for money,
so we are perfectly content to rock along as we are.

senatorr MAWrN. Mr. Chairnian, off the record.
(Discussion off the record,)
The CUAIRMAN. In connection with the other quest iom you answered,

which was: "What do you think the Treasury could get an ounce for
the silver if it had to be realized as an assets" there is another question
which follows:

It would not get its market value, let alone its monetary value,
would it?

Mr. Bvto s. No. That is right.
The CRAIRMAN. The next question is:
A former I)emocratic Secretary of the Treasury (Morgentlhau)

referred to the silver purchase laws as infainous. The last Democratic
Secretary of the lreasury was in favor of their repeal. Can you tell
me why the Treasury under a Rlepublican administration has not
favored repeal of these obviously unsound laws ?

Mr. BUsoWse. Well, I think I just answered that. They are not
doing an great harm. We can live with them, We can live without
them. We are going along comfortably, and we do not see any great
value in disturbing the situation.

The CHAIRMAN. This last question is repetitious, but I will ask it:
You would favor repeal of these laws; would you not ?
Mr. Breos. We would not object to it if the Congress wants to

repeal them. But, on the other hand, we do not see there is any
pressing requirement for doing so.

The CUAMMAN. Thank you very much, sir. We will send that
record to Senator Green.

Senator Carlson, you are next in line.
Senator CALSOx. Mr. Secretary, first I want to state that I had the

privilege of serving on the Ways and Means Committee in the House
Ior 8 years and also on the Joint Committee on the Economic Policy
for 2 years, and then, of course, the privilege of being on this com-
mittee a few years, and I believe I can honestly state you have been
a most frank most helpful witness. In fact, you have given us more
constructive information than any witness I believe I have heard in
all those years, and I want to compliment you for it.

Mr. Buioxss. Thank you, sir.
Senator CAUN,. To me it has been most helpful.
I note the big news this morning, of course, is the increase in the

discount rate and I have been trying to get a little education on this
as we went along. And coming from the Middle West, I am going
to ask this question: Why did ey increase the discount rates only in
banks in the Middle West--Kansas City, Chicago, Minneapolis, and I
believe one more, I have forotten

Mr. Bumms. Philadelphia.
Senator Car . I got out of that area. The three big banks in

the Midwest, how did they select them I
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Mr. Buouss. It was self-selective Senator. Those happened to be
the banks which met yesterday and which voted an increase. The
directors of those banks voted that way. The other banks were not
meeting I think, or else their directors did not vote. It was not
arrange1 by anybody in Washington. It was simply that the direc-
tors o those banks were the ones who acted yesterday.

Senator CALSvOx. In other words, these banks ae authorized to do
that on their own ? Any one bank can do it, do I understand that is
correct?

Mr. Bumtos. The law is that they fix the discount rate subject to
review and determination by the Federal Reserve Board; so the
Board has a veto power.

Senator CAntON. Of course, that action was taken, I assume, to
tighten the credit in those areas.

Mr. Bunozes. Well, I do not think so much to tighten the credit.
It was a recognition of a rate structure. The commercial banks had
raised their prime rates from 4 to 41 . They followed the market,
rather than preceded it. If they had left their rates at 3, there would
have been a very strong temptation on the part of the banks to borrow
money and relend it with a iy percent differential on prime credits;
and they are simply catching up to the market a little.

I do not think, as a matter of fact, it really affects the situation very
much.

I would like to comment just a little more on that. I have com-
mented here repeatedly that this situation seems to me a situation of
supply and demand relationship, and particularly in the capital mar-
ket That showed itself very vigorously earlier this year. The
amount of new security offerings was $2 billion more than lst year.
N4ow, that movement rather came to a head in May and early June,
and you had a kind of money crisis of a minor sort. There were a
good many issues that were put out that did not go well. The under-
writers took some losses. Others had to be postponed, and the market
went through a minor crisis.

As a resulti they found they had to price their wares better more
cheaply-that is, at a higher rate-in order to sell them. So that in
the first half of June in reality, we went through a money market
change to a higher level of rates.

Now, the banks and the Federal Reserve had not yet adjusted their
rates to the facts of the market. That was the case when we had to do
our financing, it was one of the things that complicated our situation,
because we knew everybody was Just waiting around to readjust their
rates to this market condition. That was one of the reasons we had
to price it at 4 percent. That was the market. The market was
saying the prime rate is going up. the discount rate will go up.

So l look at this action as a followthrough and an adjustment to
what had already been demonstrated by supply and demand in the
market,

Senator CAis N. Then may I assume that in these areas--take, for
instance, the Kansas City bank which handles our discounts and is
our central bank-

Mr. Buono. Yes.
Senator CAULSOx (continuing). When a local institution sends in

bonds or some of their securities for discount, it will now be 8yg
- t!

1173



1174 FINANCIL CONDMON OF THE UNITED STATE

Mr. Buious. That is right.
Senator CAuusox. Does this mean, then, that the adjustments have

already taken place as to increase in interest rates, or can they expect
an increase in interest in that district I

Mr. Bui.oes. I do not think you will find very much change, Sena-
tor. I think credit will be as freely available. I think the price may
be a shade higher, but I think if you take an area like that in Kansas
City, the prime rate will be a little higher, but you get back outside
of the cities, into the farm banks, I do not think you will find any
change in rate. The bank rate is 6 percent or 7 or what have yoti
in season and out of season in most of them.

Senator CAU-SON. I can assure you that those folks who live out in
the Midwest think that credit is difficult enough to secure and thut
rates are high enough at the present time. I sincerely hope that in
the agricultural sections they will keep in mind that credit needs to be
not only available but to be at rates that they can use it.

Mr. URoiEss. Yes.
Senator CA^T8soN. Afford to use it.
Mr. Buaoxss. I am sure they have that very keenly in mid, Sena-

tor.
Senator CAPOoN. We have been talking about and hearing much

about the ineffectiveness of interest rates to curb this inflationary
. boom. I am wondering, as I heard all this testimony, if we have

really an abundance or an unlimited supply of money at the present
time. Is that the reason that so far it has not been effective?

Mr. BuRors. I think that has been one difficulty, that this is a very
rich country, and the volume of credit was expanded during the war,
it was expanded very heavily after the war, partly as a result of what
seemed to me mistaken policies about easy money and supporting the
market, and a lot of that money is still around. So that you have to
more or less eat into that before these policies become as effective
as they might be.

Senator CAausox. As I understand it, the velocity and the amount
of money at the present time is such that you could not say that there
is a shortage of money I

Mr. BJuoEss. No. You can see that anywhere you go in the United
States, can you not, Senator ? People are spending money at a terrific
rate.

Senator CAMsON. I think that is one thing that has got to be made
abundantly clear, because there is an impression out in the country
that they like to call it a tight money policy; and when they use those
words, the inference is that we do not have sufficient money and that
the Federal Reserve ought to, through discount rates and other
methods, increase the supply of it.

But I think your test iony proves conclusively there is sufficient
money through volume and amount.

Mr. BURo . I am sure of that, Senator, that there is plenty of
money for every sound and legitimate operation in this country.

Senator CAmwo. That being the case then, evidently the interest.
rates which have been increasing have not prevented this inflation
maybe as rapidly as we had hope; but it is your thought I assume
that eventually there is going to be a reaction here that will take care
of the situation?
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Mr. Btmoxes. I have great faith in monetary and fiscal policy in the
long run. They do not work like a thumbscrew you can turn on and off.
You have to let the thing have its effect gradually. All these things
work through the minds of men who make their decisions. The deci-
sion in the market whether you are going to buy bonds or you are going
to buy stocks is affected by the relative yie d. The plan a builder
makes for his building next spring is affected by what he thinks the
mortgage rate is going to be and the availability of mortgage money.

The business corporation plans a year or two ahead. oto have
money tightened up and say, "It hasn't worked very much," simply
means that this long cycle of plans has not yet reflected it. It is a
long cycle.
Senator CARLSON. Of course, tlat gets to the point of whether our

people will become impatient.
Mr. BuRoxas. Yes; that is right.
Senator CARwiSO. And result in changing some of these things

through congressional action or some other way.
Now that is one of our problems, and I think if we can convince the

country there is a sufficient amount of money and that this policy has
worked-and it is your belief that it will work if we give it an oppor-
tunity to work-to prevent this continuing rise in inflationary costs.

Mr. Bmtorss. I think that is one of the advantages of these hear-
ings, and I think that is one of the fine things about the way they are
being covered by the press. I think we are getting a lot of worth-
while information put through the country as a result of this.
Senator CARLBO. Senator Kerr has mentioned on occasions that,

and he quoted he paraphrased a verse of Scripture from the Book
of #Job that, "6h, I would that mine enemy had written a book."

Well, you have written books; have you not I
Mr. Bu yrnss. I am afraid I have.
Senator Aixumsoz. You do not mind, do you, the official reporter

correcting that?
Senator CALSON. You correct it.
Senator Ar;Dr.sox. To, "Oh, that mine enemy would write a book."
Senator CARLSON. You have written many and one I enjoyed read-

ing is a book entitled, "Our National Debt-Y-ts History and Its Mean.
in( Today." That is a book you wrote and one I ead over the week-
ell.

Mr. BuRozss. I did not exactly write it, Senator. I was the chair-
man of a committee that produced it. I wrote one of the chapters
with the help of one of my people, and I helped to edit the book.
It was a committee appointed at the request of the Falk Founda-
tion. The directors of that foundation wanted a study made of the
public debt, and I was the chairman and we assembled a group of
people, and the chapters were written by different people and were
edited and discussed by the committee, and the conclusions represented
the unanimous agreement 0f the members of that committee.

Senator CAR;LO. In checking the men who had written and com-
piled papers, I find that they really, the list includes outstanding men
who have been important in the financial affairs and monetary pro-
grams and economic policies of this Nation for many years.

I notice that you were chairman, and I am not going to go through
the entire list.
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I would like to ask, Mr. Chairman, that this list and those who
advised with him be made a part of the record.

The CIWRMAN. Without objection, that will be done.
(The list headed "Committee on Public Debt Policy" is as fol.

lows:)
OouMru ox Pusuo Da Pooior

Chairman: W. Randolph Burgess, chairman of the executive committee, Na-
tional City Bank of New York

Vice chairman: John 8. Sinclair, president, National Industrial Conference
Board

Daniel W. Bell, president, American Security & Trust Co., Washington, D. O.
E. N. Brown, president, First National Bank of Chicago
Marion B. Folsom, treasurer, Eastman Kodak Co.
Wesley 0. Mitchell, professor emeritus of economics, Columbia University
Benjamin U. Ratchford, professor of economics, Duke University
Earl B. 8chwulst, executive vice president, Bowery Savings Bank
George Willard Smith, president, New England Mutual Life Insurance Co.

Levi P. Smith, president, the Burlington Savings Bank, Burlington, Vt.
H. B. Wells, president, Indiana University
Secretary to the committee: Donald B. Woodward, second vice president, the

Mutual Life Insurance Company of New York.

Aevtsers to the ommtl#ee
Charles O. Abbott, professor of business economics, Harvard School of Business

Administration
Sherwin C. Badger, second vice president and financial secretary, New England

Mutual Life Insurance Co.
B. H. Beckhart, professor of banking, Columbia University and director of

research, the Chase National Bank
Stephen Nt. Foster, economic adviser, New York Life Insurance Co.
John W. Love, business editor, the Cleveland Press
Marcus Nadler, professor of finance, New York University
Roy L. Ih*lerson, assistant vice president, Bankers Trust Co., New York City

J. It. Riddle, vice president, Bankers Trust Co., New York City.
George B. Roberts, vice president, National City Bank of New York
Murray Shields, vice president, Bank of the Manhattan Co., New York City

Director of research: James J. O'Leary, director of research, Life Insurance

Investment Research Committee

Senator CALSON. I notice such names as Daniel W. Bell, president
of the American Security & Trust Co. I think those of us who have
served in Washington for many years remember when he was with
the Treasury, and-he is one of the outstanding men of the Nation.

Then there is John S. Sinclair, president of the National Indus.
trial Conference Board. The National Industrial Conference Board
has done outstanding work in this field. And there is Mr. E. E.
Brown, president of the First National Bank of Chicago.

Some of these people I know personally. I noticed H. B. Wells,
president of Indiana, University, who I think the President has just
recently nominated to serve on the NATO Organization. And Lewis
Douglas, for instance, worked with you on this; did he not I

Mr. Bunoasw. He worked with us until he was appointed Ambassa.
dor to Great Britain, so that he had to resip from the committee to
do that.

Senator CAULO. He was Director of the budget I
Mr. I3tuowse. I may say his company, the iiitual Life, was very

cooperative and lent us Donald Woodward, who was a very able fellow
who worked with the committee as rt secetary..

Senator CAmsox. And Lee Wiggins, I believe he also contributed?
Mr. Bumiss. Well, Lee, as you know had to resign also because
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he was appointed Under Secretary of the Treasury under John
Snyder.

Senator CA ot i. In other words, these are men who contributed ill
writing or preparing this information and the papers which resulted
in this volume--were men who have served during various political
administrations and men who have been very prominent in this field I

Mr. Bu os. That is correct.
Senator CAsLOi. I wanted to pick out I or 2 thin here that I

thought were interesting. I am going to read a few of these extracts
from this book into the record, I think it ought to be made a part
of the record. I think it is that important.

I notice the first statement In your introduction:
A public debt which reached a high point of close to $279 billion has posed a

new and bafdling problem to the people of the United States. Public opinion about
it is not yet clarilied or confident. There are indeed some who have persuaded
themselves that the debt does not matter. Others, through thoughtlessness pay
no heed to the debt and go on advocating and voting for huge Government spend-
Ing programs without restraint.

I take it from your testimony, Mr. Secretary, that that statement is
as sound today as it was when it was written in 19401

Mr. Buaorm. I think it is.
Senator CAreN. I notice here, too, in the final report of the com-

mittee you set out five points that you thought were essential to the
successful management of the debt.

First, The control of the budget; second to reduce the debt; third,
to distribute the debt more widely; fourth, restore flexible interest
rates, and fifth, nourish a dynamic economy.

How do you think we have fared on each or any of those ?
Mr. Bumoss. Well I think we have made progress on the first

and second. We have not made as much progress as I would have
wished. I think at this time of great prosperity it would have been
better from the economic point of view-if we could have had a larger
surplus and reduced the debt a little more rapidly, made a little more
nick in it.

On the other points-the distribution of the debt-we have made
progress. The last one on nourishing a dynamic economy, 1 think we
have done extremely well on that. We have been very fortunate in
this country. We have had a tremendous dynamism in our growth,
and that helps us to carry the debt. As to flexible interest rates, we
have restored that. I think in general we are making progress. It
is a big job. It can not be done all at once.

Senator CAauJos. While you are talking about flexible interest
rates I assume that we can be sure that the Federal Reserve System
and I know this is really not your direct field-would be flexible in
its policies In other words, it is not to be a continuous process of
trying to increase discount rates and tighten credit, but, if necessary,
they could operate in reverse; is that right?tMr. B.Row Well, Senator, I think they have demonstrated that.
That as money was tight, their influence was toward the side of firm.
ness, through 1951 and 1052, and the first part of 1958. When the
situation changed, they changed very quickly and vigorously, They
were on the easy-money side of it for the second hal-of 58 and thWe
first half of 1954, so that money rates again were low.
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You can look at all these charts; they show it went down. They
reduced their discount rates, they lowere reserve requirements, and
then it was only when things began picking up and there began to be
some of the elements leading to inflation, that they stiffened up again.
So they have been flexible.

Senator CAWAoN. I noticed the contents of this book are in about
seven chapters. The first one deals with our national debt after great
wars. Second is the debt and the budget. The third is the debtfand
the banks. The fourth is the debt and Interest rates. The fifth Is the
debt and our savings. And the sixth is the debt and life insurance.
The seventh is what to do about it.

Those are all very worthwhile studies in these fields. But I am not
going to, Mr. Chairman, devote myself but to just one of them.

I want to take up the one on the "debt and interest rates." And I
want to read a few quotes from this book.

Interest on the national debt has become an e*eedingly large Item In the
Federal budget. Every taxpayer, Congressman, and administrative official
wishes that charge to be as low an possible. In 1941, it was about $1 billion.
In 1948, at about the lowest rates the world has ever seen, it was $5 billion.
The man who came to dinner remains as a permanent guest.

The problem is bigger than balancing the budget The influence of interet
rates is woven into the Nation's economic fabric. The rates affect the amount
of taxes we must pay to carry the public debt They influence the cost of build.
ing and maintaining a home, the amounts businessmef and farmers pay for
money they borrow, and what savings banks pay their depositors. Changes in
interest rates alter the prices of bonds, stocks and real estate and play a part
in the ups and downs of American business. They determine a man's ability to
provide for his old age, for they affect the earnings of life insurance companies
and the cost of insurance to millions of policyholders.

The mechanism of banking operations which raise or lower the money supply
and influence interest rates is one of the most complicated in the whole realm of
economics * * 0. If banks were perfectly free to expand or contract the supply
of bank money, the country would be unduly exposed to dangers of runaway
prices, up or down. However, control of this matter is not with the banks, but
under the country's central banking systeni.

C 5 5 5 5 5 5

Subject as our economy is to booms and depressions, Federal Reserve policy
has aimed at stabilizing prices, national income and employment at high level&
During boom times, the Federal Reserve has taken steps to tighten up the avail-
ability of bank money, mild though they may have been since the war. At such
times, its action has encouraged higher Interest rates. When prices have fallen
and workers have lost their Jobs, Federal Reserve policy has favored increased
availability of bank money and thereby has been an influence for declining
interest rates.

As I read that statement, I begin to ask myself, in our present pro-
gram and policy of interest rates, which are higher than they lave
been for some time, if it is healthy for the economy to carry these type
of interest rates in view of an expansion that is necessary for produc-
tion and for the maintenance of our Federal debt, and the carrying of
the obligations of State governmentsI What can we do about itl

Mr. 1ruous. Do y u want me to take a shot at that, Senator ?
Senator CAnisox. We need some help on it, because that is one of

our problems. We, I assume, at the present time are living with, if
I may use that expression, interest rates that are higher than they
have been for some time.

Mr. BuRozas. That is right.
Senator Cinsox. And the question is: If we are to continue it, if

it is to be a policy that must continue in order to carry out the-
Mr. B=48s. That is right
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Senator CAmmor (continuing). The increased codt of Government,
the obi gations that other States must bear which increase eventually
taxes, it gets to be a tax Item.

Mr. BUREoS. It is a burden there is no question about it. But on
the other hand, it Is a reward for the people who save. There are
two sides to it. We were paying savers all together too little. So
there are two sides to it. And -present rate are getting high.
Thely are getting to be a burden particularly to States and munoi.
palities, and so on.

I think the answer is that the sooner we can settle this inflation
business and get that leveled off the sooner we can look to level interest
rates. The Interest rates and the money condition that they indicate
are tied directly to our inflation. Aid if we can deal with that
properly, then the interest matter will settle itself.

And the interest rates are one of the methods, along with the more
important influence of the availability of credit, f6r dealing with
inflation. But they are only one aspect. As we have said, the budget
is one Government expenditures, which are very high, the defense
expenditures which we are burdened with, and then also the matter of
our whole attitude as a people, has a great deal to do with this inflation.

We are an ebullient people in this country, and when we are given
an opportunity, we get optimistic and we like to spend and we move
ahead, and it is a wonderful quality. But it sometimes g a bit too
far and we need occasionally to get a little New England restrahit.
And when we have got this thing in hand, then the interest rates will
take care of themselves.

Senator FLANDzss. I think of a case of Virginia restraint as well.
But we do not have congressional restraint. [Laughter.]

Senator CARLsON. I think the Senator from Vermont has just made a
very pertinent comment on that. I, together with the chairman, was
really concerned about the Senator from Vermont when he began to
talk about the great benefits of debt, so I think we probably cleared
that up.

We talk about our present interest rates and, of course our memories
go back to times when we had lower interest rates. I Ao not want to
t back to the 1980's, but why did we have such low interest rates inIe 1980s I

Mr. BURoGS. Well, those were depression rates. There was not the
demand for money because this ebullient spirit of ours was under a
cloud and under a damper. It did not operate, so that people did not
want to build buildings, and States and municipalities did not want
togo ahead. They were in bad financial situations, so they could not.

But money was not-the British have an expression, money is usable
or money is not usable. Money was not usable at that time so the
rate was low.

Als we had a policy of keeping the rates down.
Senator FtANDEu. Will the Senator yield for a moment I
Senator C~amaoN. Yes.
Senator FLADES. I was very much impressed-I forget just what

year it would be, it was prior to 1986 1 know and subsequent to 1988-
happened to be in the city of Columbus and I-needed some new shirt&

I went in to a haberdasher's and he did not have a shirt of mT, collar
size or my sleeve length, that is, the combination of collar Am and
sleeve length His stock was depleted down to practically nothing,
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and he either could not borrow the money or did not dare to replenish
his stock.

Now is that not an example of the state of mind of the time I
Mr. ilusoess. Well, let me give another one, Senator.
In 1989 and 1983 we had that dreadful depression and we had a

committee organized in Now York around the Federal Reserve bank
to see what we could get started that would employ people. And I got
Alfred Sloan to land us a man, and he worked with me. We explored
all kinds of activities that we might get going on. And one of the
suggestions was that we might get started on building the Lincoln
Thfel, you know, that went under the Hudson River at 42d Street.
The Holland Tunnel had been in existence for a long time, was paying
very well, it was supporting itself very nicely; the Port of New or
Authority had that income. We just tried our best to get people
organized to start digging the Lincoln Tunnel, but we just could not
gerthem to dig it*

.Now, it seemed perfectly obvious from any study of history that
it was going to be needed and needed very badly, but you just could
not get them off dead center. The ebullience was kons.

Senator CAULSoN. Mr. Secretary, I do not believe that this Nation
can afford a depression. But your statement indicates if we had one,
there would be no problem of high interest rates, and Government
bonds would probably go to par very rapidly; is that a correct state-
cent I

Mr. BUROsm. That is certainly true; yes.
Senator CAiuozs. I notice this man Livingston, who is a financial

writer, J. A. Livingston, has been quoted many times in this hearing,
and right on that line he made this statement in an article written
on June 16, and I read it with great interest because many, people
complain about the bonds dropping below par, and he says this:

A depression would end the Jam In qui.k style. Corporations wouldn't want
to borrow. They would pay oft debt. Uhe Federal Peserve Board would try
to prime the business pump by buying Treasury securities to Increase bank
reserves. Banks would then put these reserves to work by making loans. If
borrowers could be found-
that is what you just said-
or by buying Government securities, bonds would go up In price, Interest rates
would drop. It would be easier and cheaper to finance, but businessmen would
be less anxious to do so.

This just confirms, I think, what you have stated; and it is a problem
that I ihink we, in the committee, really see. That is the reason I
asked you about the flexibility of the operation.

Now the flexibility is in the Federal Reserve, and I hope they
use it, but I hope they use it before it is too late, and I am sure that
those very able men are watching that very phase of it.

While we are talking about this, let me read another quote from
your book. I was proud of the statement you made in this book
several years ago, because you certainly have not changed your views,
you have been ver, consistent. He. is a quote from the book in
that particular section, and you are talking about the period of Interest
rates and values of bonds:

If I remmber the pesiod orc)-
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this is a quote-
and the financing of World War JI--It was determined by the Treasury and the
Federal Reserve that the Interest rates should be held at a very low level, which
I believe was opposite the financing of World War I.

What about our World War I financing V
Mr. Buou. That is right. We started financing it at, I think,

81% percent; and the rate went up until the last financing was done at,
the last long bond was put out at 4Y, the Liberty Bond. And then
the Victory notes in the spring of 1919 were put out at 4%, so that
we financed it on a rising interest rate.

Now that has its difilcuties, because the man who bought the earlier
bonds hinds his bonds selling below par, and they had-to have a big
mechanism for buying up those bonds and supporting the prices, and
giving the privilege of exchange into later issues and it operated
against succeeding-financing.

So that I think the determination in World War II to try to keep
the rate level for the whole war aided in the financing. But as I have
said before here, I think they would have been more successful if they
had picked a rate to do it that was a more livable rate and that would
appeal more to the people who are the buyers, so that you would get
more individuals buying the bonds. That is, I think we would have
had a little less inflation if those bonds had been more widely dis-
tributed than they were. They were distributed under patriotism
and pressure and all that, but not quite enough self-interest.

A little higher rate would have appealed to people and there would
have been some more buyers and they would lave hung on to them a
little better which would have helped.

Senator m somr. I have noticed that members of the committee
have not hesitated to gIve personal experiences, and your mentioning
the interest rates and the effect on bonds gets very personal with me.

In 1917 1 thought it was my patriotic duty to go into the service,
which I did. I had been farming and had accumulated some livestock
and some other things, and I thought a fine way to do it was to sell it
and put it all in Government bon&s.

I came back in 1919 and bought a farm, and if I ever had a father
who was sound in his business sense it was this way, that lie was
violently opposed to debt. He insisted i sell those bonds at $85 which I
did, so I have had some effects of that, and I realize some of tIe prob.
lems. But it is one of the problems that we have at the present time
for those who do cash them out.

And I want to ask you a question on that point. Supposing a bank
in my State holds these bonds, and they take them to the -Federal
Reserve for a discount. Do they get full value, a hundred cents on
the dollar f

Mr. Buzouss. They get full value. They get par; yes.
Senator C mwor. Mr. Chairman, there are some of these other

items here that I would like to have made a part of the record, because
they are all good.

The C JaIUw. Senator, you may insert any material you dor
in the record. I
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(The quote referred to follows:)

TU CAS YOU LOWU VATUS

IFor several years, a policy of lower Interest rates was strongly advocated In
government anti academic circles, both here and abroad. This sentiment, how.
ever, waned considerably as the inflationary spiral wound higher and higher,
But slnce the policy had many adherents any downturn In business is likely to
see It urged again.

The argument for a government policy of lower interest rates has two chtef
points. One Is that the obvious way to reduce the huge interest charge on our
national debt is to drlv rotes still lower. For example, at an average rate of
2 percent, the annual Interest charge on a public debt of $250 billion would be
A billions. But at an average rate of 1% present, Interest on the same debt
would be 8.75 billions.

As second claim Is that falling rates would stimulate business activity and high
employment. This assumes that the Interest rate Is a major consideration in
decisions to borrow. The lower the rates, it ls reasoned, the greater the en.
couragement for businessmen to undertake now ventures and expand old ones,
to borrow for new factory buildings and tisjulpinnt and fresh stocks of goods-
all of which would provide more Jobs.

OTH"M ADVICKM1 VflOTB

Lower Interest rates penalize the American people In more ways than one.
They reduce the Investment earnings of savings banks and thus cut the Interest
paid to millions of savings depositors. In the past 16 or 20 years, interest paid
to savings depositors has dropped from 8% and 4 percent to 1 and 2 percent.
lncotmcs of beneficiaries of trust funds have likewise been affected.

Falling Interest rates increase the cost of pension plans which business con-
corns have set up for millions of employees. They also effect the retirement
funds of teachers, policemen, other municipal employees and clergymen. Thirty
annual payments of $,500 or $15,000 in all, create at 4% percent Interest a pen-
sion reserve of $31,870. To create a pension reserve of the same size at a 27
percnt rate would rteluire annual contributions of $679, or 30 percent more.
Moreover, In 1I O, when a pension reserve of $31,870 could be built from annual
payments of $00, a man reaching 14 could expect from It monthly payments of
$73. In 104T, his pension would have been $104 a month.

Senator CARLSoN. Here is another quote, and I am going to put the
rest in the record in order to savo time, but here is one I thought-you
ask a question in this Wok, "Is some other policy better?" That is, a
policy better, some better policy than we have been discussing.

It seems clear-
this is a quote now--
that still lower Interest rates would be unwise both now and In the future.

This was written in 1049.
If applied now, there is the danger that they would restimulate inflationary
pressure& As a long-range policy, further reduction of interest rates would
neither promote business exmnalon and housing construction nor afford a real
saving to the American people. Consideration of any future policy, however,
must rest on the realistic asumption that the Government will continue to have
a regulatiUng effect on Interest rates.

Well, the reulating effect, I assume you have in mind, Is the Federal

Reserve and its monetary policies.
Mr. Buxotxes. That is right; yes.
Senator CARLsOx. And you think that is working effectively and

you hopefully assume that will prevent this inflationary trend?
Mr. Bunoxss. Well, I think it is, on the whole.
Of cours% this represents the judgment of men about a very diicult

problem, but I think on the whole they have done pretty well.
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There were mistakes in the history of the system, I think, mistakes
in 1911), 1920, and mistakes in 192T and 192 and 1929. I think we
have learned a good deal. I think the systn is now being operated
with a good deal of wisdom.

(The additional quotes referred to follow:)

AN M5A0TIO POUQT

1. Interest rates should be flexible enough to enable credit control to have a
part in curbing inflation or resiating deflation. When inflationary force are
strong, the public welfare may be nerved best by taking up slack in the money
market. Tighter credit means inevitably higher Interest rates. But when
prices fall and unemployment spreads, an easier credit policy and lower rates
at least can help to relieve tension *0 *.

2. Government control over interest rates should be In full awareness that
interest is both a cost to society and a part of its Incone. Almost all discus.
sions of interest put too much emphasis on the tax cost of charges on our na.
tional debt; the income aspect Is usually neglected, * * 0

8. Interest ratt should have smi, frtdom of movement. Without it, they can.
tiot perform their economic function of snaintainilig a balance between the supply
of savings and demand for investment funds at a high and increasing level of
national income. A popular theory has been that the American people "over-
save"-that they choke off prosperity by withholding too much money from con-
suner purchases. The great demand for investment funds which now exists

iand is likely to continue for many years compels readjustment of attitude
towards savings. Our Nation has enjoyed a rising standard of living largely
be-auve abundant savings built up a great Industrial system and enabled us to
produce more and more goods and services. If living standards are to con-
tinue to improve, we must have adequate savings; and this is partly a ques-
tion of the right level of Interest rates. No one knows what the right rates
are going to be, but the beat chance of getting them will be when rates are
flexible enough to reflect the market forces of demand for savings and their
supply. * *

These sire 4ssetitals In manugeiient of our national debt:
1. We must exercise careful watch over the budget.
2. We must plan a debt reduction policy which Is related to the state of business

activity of the comtry.
3, We must distribute the debt as widely an possible among nonbank investors

aind so reduce the inflationary money supply that accompanies a national debt
heavily concentrated in the hands of the banking system.

4. We must restore flexibility to interest rates so as to give monetary author.
ties more freedom Itl determining crildit policies.

1$. We must take every possible step to preserve and to Increase the dynamic
energy of our economic life, for It will make the burden of debt easier to bear
and will help to maintain our American tradition of freedom.

S S S S S S

With a program embodying these essentials, the Committee on Public Debt
i'oliey Is confident this country can carry its heavy load of debt and still maintain
the free and vigorous economy that has been our glory and strength over the
years. The task is not easy. It needs courage and wisdom, a high order of
statesmanship on the part ot our leaders, and understanding and unity among
the people.

Though debt management may seem abstract and remote to the average person,
it is actually a job in which everyone can-indeed must inevitably-play a part.
It involves decisions in such matters as interest rates taxes, the amounts and
purposes of Government spending-which affect all of Indirectly and most of us
directly. Bach question Is a test of how clearly we see the Issues, whether we
act as citizens rather than think primarily of selfish interests. The sum-total
of such reactions determines public opinion and shapes public policy.

Happily, the country Is endowed with rich gifts-an intelligent citizenry, great
wealth In natural resources, boundless opportunities for development, and a
tradition of venturing and energetic enterprise which has constantly pressed
forward the frontiers of accomplishment. If we have wisdom to cherish these
priceless advantages, which have brought us so far already, we should meet and
surmount this challenge as we have met and surmounted greater crises In
tm pUL
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Senator CAz .oN. Senator Kerr is not present, but I am sure he
will not object if a I take a statement out of the record that he made.
And it is during his interrogation Senator Kerr's interrogation, with
the SecretaxT regarding farm credit. He stated present policies were
making it difficult for -farmets and others to secure needed credit. I
can attest to that myself. There are some problems in the agricul-
tural area. But in the hearing held on Wednesday, July 31, he stated:

But I go back home and tell the farmers that they can get credit from the Farm
Housing Administration, the law says they can; and they can, If they have Gov.
eminent bonds for collateral.

But If they have not, I want to tell you right now, there are not many of them
In Oklahoma getting It.

I amiatly interested in farm credit, Mr. Chairman, and for that
reason I checked, and he says here he had the Farm Housing Adminis-
tration. I am sure he meant the Farmers' Home Administration.
And I find that they are making several types of loans, and I want to
make that a part of the record too.

For instance, they make what they call operating loans. That is
for the purchase of farm and home equipment and productive live-
stock and to pay operating and living ex senses.

Now, the interest rate on this, set by the Government, is 5 percent.
And they give here some of the requirements for the credit. In fact,
these loans, I think, are not too difficult to secure. They have a first
lien obtainable on productive livestock or equipment purchased or
refinanced. That is the operating loan.

Then they make what they call farm-ownership loans. These are
made to farmers from funds that are furnished by private lenders and
insured by the Farmers Home Administration, or from funds bor-
rowed from the United States Treasury. These are to buy an ade-
quate family-type farm or buy land. You can actually purcliase land
under this program. On these insured loans, the interest rate is 3
percent, plus the 1 percent loan insurance, which makes these 41
percent loans. And they are amortized over a period up to 40 years.

Then this same agency has what they call soil and water conserva-
tion loans. These are also 4% percent loans.

I give only these details because I do not want to take the time of
the committee.

They make farm housing loans. These are over a long period of
time-in fact, 88 years-and the interest is 4 percent. And they make
emergency loans at the rate of 8 percent.

Now, I realize that these emergency loans are given to farmers who
are unable to secure local credit, but these other loans are loans that
can be secured by making application and furnishing the required
collateral. And Iknow that they are being made because here I have
a list from the Farmers Home Administration giving the United
States total the total of all these loans in the United States in 1957,
which was 85695,000. That is 1957 so far to date, this year.

And in the Midwest when I asked for Colorado, Kansas, Oklahoma,
Texas---Oklahoma has over $14 million of these loans already made
in 1957; and in 1958 they only had $8 million of them.

Our own State of-no, that was Kansas. Oklahoma had $10 mil-
lion in 1958, 10-plus, and $12 million plus in 1907. Texas had $56
million of these loans. Colorado had $10 million.
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I would like to make this table a part of the record, Mr. Chairman.
The CHAM.AX. Without objection.(The material headed, "Types of Loans Made by the Farmers' Home

Adnuinistration," and table are as follows:)

Tyrs or LoArs MADo sy Tns FAsvm Hout A inisrtaAvo'

OrIATivQ LOANS

These loans are used primarily to obtain resources needed to become success
fully established in farming. They are made from funds appropriated b
Congress.

Loan funds may be used to-
1. Purchase essential farm and home equipment and productive livestock.
2. Pay necessary farm operating and family living expenses.
3. Make minor real-estate Improvements.
4. Refinance debts on livestock, farm equipment and harvested feed, when

such action is necessary to assure a sound farming operation.
Terms and repayment policies are:
1. Interest rate is 6 percent on unpaid principal.
Y. Total indebtedness for operating loans may not exceed $20,000 principal.

Usually credit needs of borrowers can be served with much smaller amount.
8. Amount borrowed for operating expenses to be repaid, from the year's

income.
4. Amount borrowed for capital goods scheduled for repayment in annual

Installments not to exceed I years.
5. Amount and time of repayment determined by availability of income for

debt payment.
0. Generally no additional operating loans may be made after I years con-

tinuous indebtedness. However, in hardship cases additional loans may be
made for 8 more years.

Security requirements are:
1. A first lien obtainable on productive livestock and equipment purchased or

refinanced.
2. The best lien obtainable on productive livestock and farm equipment owned.
3. A first lien on crops and assignments on some items of income.
4. A subordination agreement by landlord when needed.

YARM OwNERaNP LOANS

These loans assist farm families to become successfully established on adequate
family-type farms. Farm-ownership loans are made either from funds furnished
by private lenders and insured by the Farmers Home Administration or from
funds borrowed from the United States Treasury as authorized by Congrew.

Loan funds may be used to-
1. Buy an adequate family-type farm or buy land to enlarge an undersized

farm.
2, Provide necessary water, and water facilities.
8. Provide basic land and soil improvements.
4. Construct, and improve buildings necessary for successful operation of a

family-type farm.
5. Refinance existing debts If the applicant's total debts do not exceed the

value of his real estate and chattels and If the applicant will be able to place
his operations on a srund basis if his debts are refinanced on more favorable
terms and conditions.

& Pay authorized fees.
Loan terms and repayment policies are:
1. On Insured loans, 8% percent interest and 1 percent loan insurance charge

on the unpaid principal.
2. On direct loans, 4% percent interest on the unpaid principal.
8. Payments are due on January 1 each year. Borrowers are encourage to

build reserve by paying ahead of schedule.
4. Loans are amortized over periods up to 40 years.
Security requirements are:
1. A first or second real-estate mortgage.
2 Buildni insured against loss by fire or other caualties
8. Real-estate taxes must be pald.
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soil AND WATKM Oo40SvATION LOAN*

Theso loans are made to carry out soil-conservatiou measures and to develop
irrigation and farmstead water supply systems. They are made as insured or
direct lmons.

Loan funds may be used to-
1, Carry out approved soll-conervatIon practices.
2, Develop irrigation systems.
8. Develop drainage systems.
4. Pay authorized fees.
Lean terms and repayment policies are--
1. 1"or Insured loans, 3% percent Interest and I percent mortgige Insurance

charge oi the unpaid principal balance,
2. I'r dirW't loans, 41Aj perenIt Interest on the unpaid principal balance.
3. LoUns are repayable In 1 to 20 years, depending on ability to pay and seu-ritl given.Repayments are scheduled in equal annual installments except that, when

necessary, the first or first two installments way be scheduled for interest only.
5. An lndividuals total indebtedness for an iW lon cannot exceed $25,000.

An assoeiatItMO'u total Indebtedness cannot exceed $2)0,000.
Security requirements are-
1. A short-term loan Is secured by either a real-estate mortgage, chate mort-

tage, or both,
2. A long-term foun is secured by real-estate mortgage.
Norr.-Nonproflt organittlons, such as inorporated water usrs niochtons,

are eligible for a loan when they are unable to obtain credlt elsewhere and meet
certain other conditions.

VARM HOUSINO LOANS

Th,,e loans tire used to build and repair farmhouses and other essential farm
bullaings. They are made from funds appropriated by Congress.

Loan funds may be used to-.
1. Construct or repair farmhouses and other essential farm buildings.
2. Provide water supply and related facilities for dwellings and other farm

buildings.
8. Pay authorized fees.
Loan terms and repayment policies are--
1. Interest rate Is 4 percent on unpaid prlnlpal.
2. Payments amortized over periods up to 33 years.
Security requirements are--
1. Adequate real-estate security on the farm being Improved and on other

real estate when necessary.
MUICtINOY LOANS

These loans are used to assist farmers In emergency areas to continue farming.
They are made front a revolving fund established by Congress.

Loan funds may be used In designated areas to--
1. Purchase feed, fuel, seed, fertilizer, and farm and home supplies.
2. Replace livestock lost in the disaster.
& Replace or repair farm and home equipment.
4. Replace or repair farm buildings, fences, drainage or irrigation systems

damaged as a result of the emergency.
5. Level land and remove debris resulting from the emergency.
(. Pay current taxes on real property when necessary.
7. Pay water charges necessary to the operation.
& Make minor repairs or Improvements to farm water supplies.
9. Pay labor, machinery hire, and other essential expenses.
Loans may not be made to-
1. Refinance existing debts.
2. Pay cash rent.
& unable borrowers to expand their normal operations.
Loan terms and repayment plans are-
1. Interest rate 8 percent on unpaid balance.
2. Loans for production of crops repaid as crops are sold.
& Loans for feed repaid as livestock or livestock products are sold.
4. Loans for replacement of equipment, building repairs, or similar purposes,

may be scheduled over a longer period.
BeeUrliy requirements are.-
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1. A first lien on crops produced with loan funds.
2I A first lien on livestock and equipment purchased with loan funds.
8, The best lien obtainable on all other crops.
4. When necessary, the beat lien obtainable on livestock and equipment owned

when loan was made.
0, When necesuary, the beat lien obtainable on real estate.
6. Agreement for division of Income when livestock io subject to a prior lion.

UNrZao 8TAns DohAaMuXT or Aoawourtu

coomparlson of total amount of loans made by/ the Farmers' Home Adminastratlot,
fiscal years 1903-47# United States total and seleoted States

Y ownsbip 8oll and waion.slats rod rm Iamc$si Farm rtown11wA Ioe awe. V

jar opmitg ... Ia.....4 . Se.
Dbred Insumd Drect Imured

.8. totals:l1953..: $129. l41,55 $11,993g. 1916 $10, 710,11ft011, 294,5€1? $50, sg, 3 ...... $44, 124,520 *2|0,115, 705
10 4 7. IY,+13.19 l9,&13l,111 9,510,7 18,017,9114 8.499.206 ' 9,,489,71 2902,140

t95.1... 4 %l,3 M I 0.,l M03, 399 4I1l 0674 ... 54 , 027, OM
IOU5... 1W27 W .1 8,11111) 100,13 41294) , n132. 12 9 , 477,1!105 .... 147, , 11 Il , 777 W .1% 1 ..... M 1i, 2 4 0-,, 5,491) 4,232 , 1%O f ,X16 4,7n6

19 5.. 3,013, OAO 70,334 299,.5 7,7%; 13,412 2,4,11 8,,9 ) 60 482,811190 . 4,53,731 4, M1 .3 494, 11,2 46 44,340 I 207R 4,209,994 10, I, 50
Kanw:

19,I ... 1,04A, 8 1 31,55 2K1, 410 2I, 4601 217, , .. 3,77 "a .1,3 an
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Senator CARLSON. Then I called the Farm Credit Administration.
This is another agency that deals with farm credit through Federal
land banks and production credit associations and banks of coopera-
tives, and probably some others. And they direct them, and they
assist in securing some of their funds. But some of them are con-
trolled and operated directly by the organizations themselves, and no
Federal money is in them.

But I just want to quote one paragraph from Mr. R. B. Tootell,
who in the Governor of the Farm Credit Administration. He writes
me and encloses some charts that I would like to have made a part of
the record, which shows that the interest rates on farm loan bonds
that they sell are in line with triple-A bonds, the United States Gov-
ernment bonds, and other bonds.

In other words, while farm interest rates are high. the rate has been
consistent with other bonds; and this one paragraph is Mr. Tootell's
own statement:

My basic philosophy on the cost of credit to farmers and stockmen Is that the
founders of our cooperative farm credit system contemplated that through It
agriculture would have access to the money markets of the Nation on terms
comparable with those available to other high-grade borrower, and not at pre.
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ferentlal or subsidized rates. In other words, the rates to agriculture would
ebb and flow with the general current trends. The rates enjoyed for the past
20 years or so have led some people erroneously to associate agricultural financing
with cheap money. A glance at the record, however, shows that the entire
level of interest rates was relatively low during that time; also that interest
costs to farmers through the cooperative credit system compare favorably
with the cost of money In industry and commerce.

I would like to submit for the record two tables here, or charts,
rather, not tables, with graphs showing what has happened to yields
on corporate United States Treasury and consolidated Federal farm
loan bonds in those two various periods.

The CHAIRMAN. Without objection it will be inserted.
(The letter from the Farm Credit Administration dated June 14,

1057, follows. The two enclosed graphs face this page.)
WAaM Cwnt ADMIXSTMATION,

W~eingo^n, D. 0., Jute 14, 1957.
Bon. FwNZ CAULSON,

United state Senate.
DuAx SvtAToa CALSOun: As mentioned in our telephone conversation yesterday

afternoon, my comments before the group in Wichita which included George
Fredrickson were based largely on the material in a report of our money market
committee. This committee consists of several members of my staff here in
Washington who meeet periodically to discuss the current bond and money
market situation and to formulate a report which relates the general picture
to the particular financing problems of our farm credit banks.

A copy of the report which I used is enclosed. You will note that it Is almost
a year old and that on the cover page the committee states that there may be
occasion for a revision of judgment as new information becomes available or if
conditions change. You know, of course, that conditions did change in the past
11 months; as a result, Interest rates advanced to a range beyond that anticipated
when the report was written. The reasoning In the report, however, is funda-
mental and holds true today.

My basic philosophy on the cost of credit to farmers and stockmen is that the
founders of our cooperative farm credit system contemplated that through It
agriculture would have access to the money markets of the Nation on terms
comparable with those available to other high-grade borrowers, and not at pref-
erential or subsidized rates. In other words, the rates to agriculture would
ebb and flow with the general current trends. The rates enjoyed for the past
20 years or so have led some people erroneously to associate agricultural financing
with cheap money. A glance at the record, however, shows that the entire level
of interest rates was relatively low during that time; also that Interest costs to
farmers through the cooperative credit system compare favorably with the cost
of money In industry add commerce.

The rapid transition from relatively low- to relatively high-cost money is not
easy, especially when accompanied by the cost-price squeeze In which the farmer
finds himself between Inflationary price increases for the things he buys and
the relatively low prices on the commodities he sells.

A viewpoint from private industry was expressed by Mr. Ray D. Murphy,
chairman of the board of the Equitable Life Assurance Society, in an address
before a group of bankers in New York last December. A page of excerpts from
his speech entitled, "How Long liht' Money?" is enclosed.

I hope this material may be of some service to you. It there is any further
information which we might supply, please do not hesitate to call upon us.

sincerely roum
It. B. TOOrw, GovrnWor

Senator CRoi. Mr. Burgess, thank you for your kindness.
The Cma Am x. Senator Bennett?
Senator Baxnr. Mr. Chairman, I will move around closer to you.
Mr. Chairman, I find myself always at the end of the tail on this

kite, and by the time the process gets to me, I think every question
has been aed, not once but many times. I am yielding again to
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the same temptation to which I yielded at the end of Mr. Humphrey's
appearance before the committee, to attempt to summarize the situa-
tion as I see it developing, rather than to go back over the questions.

I have a statement which will take about 20 minutes to read. The
Secretary, Mr. Burgess, has had a copy of it, and I am going to give
hun opportunities to break in and disagree with me, if Ie wishes.

I want to begin by complimenting Mr.Burgess on the fine presen-
tation which he has made and the manner in which lie has clearly and
directly answered the many questions which have been asked of him.

Also, I wish to express my regret over the fact that the Treasury
is losing the services of such a distinguished individual and a superb
technician in this field. I extend to him, as I am sure all members
of the committee do, my sincere best wishes as he undertakes his new
asinment

%ese hearings began June 18, and in the 51 days that have passed
there have been hundreds of points of contention developed, but most
of them are minor. By a thorough review of the transcript, I have
noted 16 that I consider worth recording here, 10 in the field of
monetary policy, 8 touching debt management policies, and 3 of gen-
eral economic significance.

But before I -discuss them separately, I should like to make some
general observations.

Behind these conflicts lie some more fundamental disagreement. in
basic economic philosophy. On the one side-the Treasury's-is a
general acceptance of the validity of what might be called classic
economics.

On the other is a variet of unorthordox economic theories. Some
of these are hangovers from the economic experimentation of the
thirties. Some are calculated to give special benefits to certain groups.
Some indicate a preoccupation with depression-and the past-by a
general program of making all economic comparisons within the past
years. Some indicate an unwillingness to trust free markets to
produce prosperity.

In one way or another, and from many angles, the time-proven prin-
ciples of economics are under attack.

Thus far our chief concern has been with inflation-its cause
and cure. We know it exists in the form of a worldwide epidemic.
We have not yet completed our study of its cause or causes.

Whether it is a flareup of a form of the disease that has been dor-
mant at times, or whether it is a new and different form of the disease,
we have yet -to learn fully. It is being treated as though it is of the
usual type.

The orthodox monetary doctors say we are trying to use more energy
than we . nd taking the narcotic of inflation to keep us going.
They are trying to slow us down to a rate that can be sustained by
our natural increase in streng h, even though it means postponing
some things we would like to enjoy now.

Resentment of this program of slowing us down has developed in a
number of forms. ome apparently believe that inflation isn't a
disease after all, but a desirable way to increase our rate of growth.

Some sy the cure is worse than the disease. Others say that the
cost in higher interest rates is too high. A few have sug that
this is all a plot between the doctors and the druggist-he bank-
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to make extra profits out of our illness, and that we can be cured at
less cost.

There are those who want the doctor fired, or at least they want to
dictate the treatment, They say that the treatment has been going on
for some months now, and has not cured the disease.

They also point to the times when the doctors permitted a little
stimulation and the disease did not immediately show up, and there-
fore assume that there is no relationship between the disease and the
cure. On the basis of this argument they call for more stimulant
saying that by this means we may be able to take more exercise and
thus develop more muscle.

They are not concerned about the effect on our economic heart-the
essential and healthy stability of the dollar.

Mr. Secretary, as I have listened to the questions during our many
sessions, both with you and with Secretary Humphrey, have been
impressed by the fact that both of you have had to deal with what
amounts to a series of charges, carefully organized and buttressed with
data, tabular material, relevant quotations, and all the rest of it.

The time and effort which must surely have gone into the prepara-
tion of the charges is impressive--but I have been even more impressedwith the answers that you and Secretary Humphrey have provided.

At this point I would just like to digress to call attention to the
fact that this is a case where one side is prepared and he other side
has to operate on a catch-as-catch-can basis, which makes their opera-
tion even more impressive.

It is clear to me that some are seeking nothing less than complete
overturn of the sound principles which iave been developed over the
course of long and hard experience.

My colleagues have been so thorough in their questioning that I
feel 1t wouldT be repetitious for me to cover again, by means of still
more questions, the ground which has already been traveled.

However, it does seem to me to be particularly important that the
issues developed out of the charges and the answers be clearly defined.

Again to digress, some day this committee is going to have to write
a report, and that report will reflect our judgment on the issues as they
developed, and I think my definition of the issues here might be of
some use in setting the pattern of that report.

Accordingly, rather than to question you, I should like to list briefly
the issues as Ihave understood them, by studying the transcript, and
I will give you an opp rtunity to comment at any point at which
you feel my understanding is inadequate or faulty.

In this way, I know that you can be the most help to me, personally,
in understanding the basic issues which have been develop, and per-
hapi also it will be of assistance to other members of thie committee
and to the public.

There are 10 of these issues that I found in the field of monetary
poluy and they are numbered as wedgo on.

1.With respect to the issues in the field of monetary policy or mone-
tary theo thethe first concerns the nature of the current inflation.

It is charged tat these price increase have behind them none of
the elements of a classic inflation but, instead, are caused by tight
money and manipulated prices in semimonopolistic industries.

The answer the Treasury has given to this is that current price in-
creases are basically caused by the same factors which must operate
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during every inflation: increased demand pressing against a limited
supply of gods and services with demand in thi case, particularly
strong in the capital goods fRid.

la. There are two correlative issues here. It is claimed that re-
strictive monetary policy has not been successful in preventing price
rises during the last year and a half. This has been answered-by the
fact that we now have relatively full utilization of some basic re-
sources, particularly labor; and if these policies had not been adopted,
there would have been considerably more inflation.

Mr. Burgess, is that a fair restatement of your point of view I
Mr. BuRbEss. Yes; I think so. Very good.
Senator BPNN=rr. lb. The other correlative issue-one which is

particularly difficult for me to take seriously-arises out of the claim
hat correctpolicy In combating inflation is to provide for more rapid

increases in the money supply than are currently permitted in order
to secure substantial increases in output-for example, in housing
and that these output increases would depress prices.

The response is fhat there is little possibility of output increasing at
a faster rate than is already the case, regardless of excess capacity,
because there is virtually no unemployment today above the friction
level.

It was a temptation at this point to stop and put in figures, but I
realize if I start to get into the field of argument, I destroy the unity
of my attempt to develop an analysis of the issues, so I refrained.

Furthermore, although it is possible to conceive of substantial in-
creases in output in some individual sector of the economy, like hous-
ing, it is an increase in the entire economy which must be considered
in a situation of this sort.

I said earlier that I find it difficult to take the issue seriously because
I cannot comprehend how anyone can honestly advocate increasing
the money supply to combat inflation. Are we then to believe-as we
must, following this logic-that the way to halt a severe decline in
prices is to contract the money supply .

2. The second major issue in the field of monetary policy arises out
of the claim that the Federal Reserve System can support prices of
Government bonds thereby reducing the interest burden on the
national debt and interest rates generally, without the necessity of
making large purchases of Government ionds, and, therefore, with-
out being inflationary. I

On the other hand, the Treasury has made it clear to me that the
Federal Reserve cannot start a policy of pegging bond prices without,
at the same time, effectively relinquishing its control over monetary
policies.

The data which purport to show that the Federal Reserve can
support bond prices without adding considerably to bank reserves
through necessary purchases of Government securities are taken from
carefully selected years with conditions not comparable to the present.

3. The next two issues relate to the effectiveness of higher interest
rates in combating inflation. It is claimed that higher interest can-
not be a deterrent to capital investment since the volume of such in-
vestment is now at a peak. #

But it can certainly be said that with lower interest rates the
volume would undoubtedly be much larger and inflationary pressures
that much more severe
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4. It is also suggested that higher interest is inflationary because it
entem into costs and stimulates demand for higher wages.

The other side of the issue is that the deflationary effect of higher
interest is far more important than its inflationary effect, particu.
larly when it is remembered that higher rates reflect tightness in the
availability of money.

Interest is, after all, a very small part of most costs, and the dif-
ference in rates that has developed is even loss significant.

5. The next issue arises out of the charge that current monetary
policy is hurting only small business; that it does not hurt large busi-
ness. Although it can safely be said that such a policy will adversly
affect all marginal businesses, there is no reason to assume that all
marginal businesses are small business.

as Secretary Humphrey admitted, that many small
businese ayeel the pinch; but the da a which were submitted, par.
ticularly after analysis, did not prove that small busi- ess was hurt
nny more seriously than large business.

In fact, Mr. Chairman some of the data I have seen would indicate
that noney is not as tight in the rural areas served by small banks
who have a limited potential anyway, as it is in the large financial
Centers.

Would you have a comment on that, Mr, Secretary ?
Mr. Buitons. I think that is true. A great many of these banks

have not felt the squeeze as much as theity banks. Some of them
have, but generally speaking-

Senator BzwNrrr. I have become conscious recently that large bor-
rowers, such as finance companies, have begun to turn to smallbanks
to augment what they can borrow from their usual sources in New
York and other centers, picking up $10,000 here and $50000 there,
or trying to pick them up, which would indicate there is actually
more money available to be loaned in these areas than in some of the
financial centers.

Mr. Bmowzm I think that is ri ht.
Senator Bvirwrr. 6. The sixthlsue has developed out of the charge

that current-off the record,
(Discussion off the record.)
Senator Bwamr. Back on the record.
6. The sixth issue has developed out of the charge that current

monetary policy which is allegedly providing insufficient growth in
the money supply and is characterized by higher interest rates, will
cause a depression, just as similar policies during the 1920's resulted
in the depresion of 1929-88. I think that may be a non sequitur.

On the other aide of this issue we find the wise judgmen--which
I believe was expremd in your testimony-that the primary value of
current monetary policy is in preventing excesses of the type which
eventually can lead to depremon; and that the greater excess, the
dser the depression.

lso, you have noted that the money supply is not growing at too
slow a rate when increases in velocity are uken into consideration;
and finally, that monetary policy during the 1920's was not so much
incorect as poorly timed.

Is that tat ient I
Mr. Buieme Yes;Ithink it was too slow.
Senator Bmm. Too slow.
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I. The next two issues in my informal tabulation relate to the
causes of higher interest. It has been stated that rates are higher
because the Federal Reserve has increased its rediscount rate on a
number of occasions since 193, including yesterday.

On the other hand, if I interpret the data correctly, change in the
rediscount rate have followed, not led, changes in the interest rate,
and that includes yesterday.

Looking at the chart, Mr. Burgess it seems to me that that change
in the rate might have been indicated as early as the first of May.

Mr. Busowe. It could well have been done at that time; that this,
instead of hurrying this thing, they have delayed it rather than
hurried it. They followed the market.

Senator BaNNamr. Further, Federal Reserve influence over interest
rates is exercised primarily through its control over the volume of
money rather than the rediscount rate.

Mr. Bvaozas. That is right. ,
Senator BzNN'r. 8. A change which, in my opinion, is entirely

unsupported, has created my eighth issue. This begins with the claim
that the Treasury has the power to set the general level of interest rates
through the rates it selects for its own securities; and follows with the
charge that it has deliberately used that power to increase interest
rates.

I believe that both Secretary Humphrey and you have emphasized
over and over again that the Treasury has never attempted to in-
crease interest rates through its operations, but has accepted the mar-
ket rate.

Treasury operations, if I understand you correctly, are a factor
in the market but there are, in addition, many other factors and
influences.

9. The 9th and 10th issues as I have tabulated them relate directly
to the Federal Reserve. If I understood your testimony of several
days ago-ypage 1604 df the transcript--the primary function of the
Federal ARp ve is to maintain a volume of money which will assure
price stability and sound economic growth.

But this has been callenged with the claim that the primary func-
tion is to provide all of the funds demanded by a growing economy,
presumably Ywithout regard to the effect on the price level.

I realize Mr. Martin will be up here next week, and that question
will be put plainly to him.

10. The 10th issue is developed out of the claim that the Federal
Reserve has almost unlimited power in its field and is controlled by
only a few men who are, in effect, independent of any supervision.

The other side of the issue--with whiich I am in agreement-is that
although the Federal Reserve has great power, that power is not un-
limited; its policies are directed by a larger number of men from all
ares and representing diverse economic mackpounds.

In the final analysis, the Federal Reserve is an agent of the Con.
gris, which can and should exercise its authority whenever appro-
priate.

I might observe that the whole question of the independence of the
fer Reserve System seems to be developing rpufly in thee

There have been indications that some members of the committee
are cosidering, ldgislotion which would have the effect of dtroying
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the independence of the Federal Reserve by requiring that it center
its activities on supporting the prices of United States Government
obli nations.

Tis would place the Federal Reserve in a subordinate position to
thetTreasury; therefore, subject to the political presure which must
ncemsarily bI reset.

That conclues my observations in the field of monetary manage.
Inent.
Do you have any comment I
Mr. Jlumos. No. I ain in very close agreement, Senator. I think

it is a good statement.
Senator lisiwrr. Thank youa.
1. Now turning to the field of debt nimaigeinent, it sniis to te there

are three basic issues that have been developed here.
The first relates to the maturity distribution of the public debt, and

is based on the claim that because sale of longer term securities are
deflationary, such sales should be attempted now, even though Federal
Reserve policy has made this more difficult than it need be.

The answer given is that the time is not appropriate for the flotation
of longer tern securities, since the Treasury would now have to pay
exesmive rates.

And, parenthetically, the Treasury has tested the market on that
basis, so it is not simply al empirical decision.

Air. lua uss. That is right.
Senator Bhritvr. There is simply no market for lona-term bonds

in large amounts at rates which the Treasury is permitted by lawto AY,
SThe second issue arises out of the charge that the Treasury has

deliberately put itself at the mercy of the market in floating its secu-
rities. But the alternative, as I understand it, to acceptance of the
competitive rate by the Treasury, is to maintain artificially low rates
through rigid price supports on bonds by the Federal Reserve.

As indicated earlier, this policy wourd mean the acceptance of con-
siderable inflation in return for lower interest rates.

8. The third issue relates to the Treasury policy of consulting with
market representatives. It has been suggested that this consultation
before the issue of securities may cause the market to anticipate new
rates and make upward adjustments beforehand.

It is stated that tie Treasury should make its own determination of
appropriate rates and volume, presumably in secret.

On the other side of this issue, it has been shown that it is neew
sary to consult with a large number of people representing many
different types of lenders in view of the large volume of financing
which the Treasury must undertake.

This policy which has been followed for a considerable period of
time, even before this administration came into power, is correct, in
my opinion, so long as discretion is maintained and it is understood
that the Treasury does not commit itself in advance to the acceptance
of any particular suggestion.

Do you have any comments on this category?
Mr. BmmmLI think one might perhaps add-I am not sure I

made it clear in the earlier testimony--that these consultations not
only inform s but they do-educate the market in the eneal ob-
jectives of the Trssury, and they prepare the way for an issue.
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I have always thought of them as partly a sales instrument; by
consulting the market and getting it ready for an issue, tile issue goes
very much more smoothly. This is too big a job to be done suddenly
and spring on a market without any advancepreparation.

Of course, It is just what is done in any issue of securities. Mor-
gan Stanley or any of the other issue houses never just suddenly bid
on an issue. They take several weeks beforehand to explore the buyers,
to see who m ght buy this issue or that, so that when it comes out the
ground is wellprepared.

Senator MIsNNeTT. They go through the same J)iOCe through
which you go IMr. ftnomes. Exactly.

Senator BANNMT. Y0s,
Now the other issues:
1. Finally, I note three other issues which I have put in a miscel-

laneous category, even though, on closer examination, they might be
fitted into either of the two major categories I have just described.

The first relates to housing and arises from the claim that a reduc-
tion in housing starts has been a goal of this administration.

I must say that I was greatly impressed with the answer of Secre-
tary Hlumphrqy to this charge when lie clearly defined the issue by
pointing out that the reduction in housing starts is a response to the
influence of the free market; and was not deliberately planned by
anybody. As demand shifts, and interest rates on mortgages become
competitive, funds will agai move into the housing market.

As a member of the Banking Committee, I havebeen interested in
following the reord of housing starts, and impressed by the fact that
in tlhat part of the home mortgage market which is free, in other
words, that part which does not depend on Government guaranties,
and therefore the sale of mortgags with interest rates fted or lim-
ited.by tile Government there hais been no effective diminution.

The private sector, the completely private sector of the housing
industry, has gone forward at its usual rate because it has been able
to ad ust itself to the changing pattern in the interest picture.

2. The second of my miscellaneous issues relates to the claim that
corporations are somehow immoral if they set prices sufficient to
secure a return which will provide funds to finance expansion.

It seems to me that it should be self-evident that some portion of its
income must be put aside by every corporation for expansion and
renewal. All funds used for expansion--other than those secured
from equity financing, the sale of new stock-must come out of in-
come, wheti er it be from current income or from future income to
repay borrowing.

8.y third and final issue in this category relates to the claim
that since the Federal Reserve took a substantial portion of the latest
Treasury refunding, and since that refunding was at the rate of 4
percent, this must be taken to indicate that a constant increase in in-
terest rates can be assumed for the foreseeable future.

However, it is impossible to see how this conclusion can be drawn
from those facts. Interest rates have always fluctuated considerably,
even during the past few years, and in the short range with relation
to Treasury bills, even within the past few weeks. There is no w-
surance that during the next few months they will be either higher
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or lower than they are today. This concludes my summary of the
issues, Mr. Secretary.

Before asking for any comments you might care to make, I should
lilp, again to express my congratulations on your more than quarter
century of direct and indirect service to the Treasury-a* service
which has spanned four administrations, under both political par.
ties, and I am sure all of the members of the committee are wishing
you everv .psible success and satisfaction in the new service of equal
responsibility that you have accepted.

r. Bmmes. Thank you, sir. Thank you for those very gracious
words, and I think, Senator, that is a very fine statement. do not
think I would want to make any exceptions to it or that I need to
add to it.

There are two small points occurred to me as you Were reading.
One relates to the discussion we had a few moments ago about the
availability of credit in the rural areas as compared witi money oen-
ter&

One measure of that is found in the free reserves which banks
have, whether they are net in debt to the Federal Reserve or whether
they have actually free money. And these figures taken from page
"7T of the Federal Reserve Bulletin for July of this year show that

during the putyear, from May of 1956 to May 1957, the New York
City bankt the Chicago banks, and the Reserve cit banks, which ar
the other large city banks, all of these groups, show a minus posi-
tion on their free reserve. That is, they are borrowing more than
they have in the way of free money.

On the other hand, during that entire period the country banks,
month by month, had free reserves; that is, they had more free
money than they were borrowing, which is a very interesting indica-
tion that this squeeze has come much more in the money centers than
it has in the country banks.

Senator Bzxawrr. Have their free reserves increased in total over
that year I

Mr. Boumss. No. Here is the way it went: In May 1956, they had
free reserves of $205 million. Now that Is a result of excess reserves
of $ 40 million and borrowings oi $201 million, so there wasa net
of $206 million.

The net ran between $900 million and $400 million all during 1956.
The net this year, $869 million, $299 million, $280 million, $269 mil-

lion. In May it was $192 million, compared with $205 million in May
of last year. This is a seasonal swing here So their free reserves are
almost as large as they were a year ago. .. .. .

Senator Bmx=r. And have been much lrg uing the season.
Mr. Bvmas. Yes.
One other point: It has frequently been suggested that this mone-

tary and fiscal policy was not working, and we have been challenged
to atr to show place where it has been working.

.I kow it has been working, because I have been in touch enough
with the banks of the country to know that they have been selective in
their lending and have beef trying to push off borrowers who were
borrowing. fr unneessary causes are tuduly speculative. They have
been watering that.
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Just in the past few hours, we called up a few of the more important
banks to get a few of these postponements, and here are some of the
typical ones.

At least one large railroad has postponed the purchase of equip.
ment. Now I am sure that many more have, because they have been
coming out Just recently with an appeal for the Government to guar-
antee loans to them or to make loans to them.

The gas pipeline companies have deferred some of their extensive
and expensive plans for expansion.

Several finance companies have postponed financing, and have cut
down on some of their loans which were pretty excessive and were
part of this installment finance business Of course, there is still
an adequate amount of funds for most use, but that has. tightened
up somewhat. Several utility companies have curtailed their budgets
and cut down on their bank borrowings. Many banks have adopted
policies siLilar to those that they adopted back in 1948 and 1950,
when we had among the banks the voluntary credit restraint pro.
gram that I referred to some time ago. They use the same rules.

Under those rules, for example, they would hold a bank on credit
for one company to buy another, which was not a necessary operation.
It was not ust regular process of business. It was an excess demand.
So I think there is pretty good evidence that these policies are gradu.
lly workin.
senator rNmwr. That is all, Mr. Chairman. Thank you.
The CHAtmmAx. I think Senator Jenner desires to ask some ques-

tions. We will be in temporary recess until he gets back.
(Shortrecess.)
The C-Aawr. Senator Jenner, you may proceed#
Senator JmNER. Mr. Chairman, I really am not quits ready be.

cause I did not expect the hearings to wind up until tomorrow..I But let me say this: Mr. Burgs has given us an excellent descrip-
tion of the problems of our national debt. The book that the Trmu"
prepared f6r us broke the debt down into (1) forms of debt outstand-
ing; (2) types of issues; (8) composition of debt; (4) interest rits

Mr. Burgess ex p laed the problems involved in tL management
and operation of the debt, and the factors which change.

The major problem in manipng the debt, it seems to m% from an
interested layman's point of view, is how to refinance it; in other
words, how to get the money to pay maturing issues which fall due

This problem is unrelated to the question of how large the debt
should be. The question of the size of the debt involves basic philos-
ophy. It involves questions on the proper functions of Government
and the relationshlp of Government to hidividuals.

What size the debt should be and whether we should retire it, keep
it constant, or increase it, is a matter ofpublic political philosophy.
That philosophy is, of course, reflected in the man tof the
Refinancing asa question of operation within that policy. '

From Mr. Humphrey's statement, I understand that the major
problem in this country today in a renewed threat of inflation. The

resasury, in the way it manages the debt, has to consider the problem
of inflation and the impact of debt management on the other factor
in our economy.
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One of the major aspects of the inflationary problem is that the
demand for capital exceeds the supply. And competitive bidding for
the short supply has resulted in an Increase in the cost of borrowing.

Government borrowing is competing for the limited supply of capi-
and is in a favored position in some ways. For example, the trust

ftds right there, Mr. Burgess, what is the situation with the trust
funds in the last fiscal year I

Mr. Bumps. Well, they grew by a billion dollars or somethig
over. The situation is changing there, because up until this year the
old-age and survivors insurance was taking in considerably more
money than it paid out. This year for the first time they are pain
out more than hey take in, although there is enough interest on her
investments so they are still in the black and still Increasing.

Senator Jxznx. In other words, you had to pay the interest and
transfer it over to keep the fund in the black ?

Mr. Bnosas. Yes' that is right.
Senator Jxn . What if tiat continuesI Do you anticipate that

situation I And what effect is that going to have ?
Mr. Bumxss. No. The rate of collection increases, a couple of

years from now, 1964, and the projections indicate that it will about
balance itself over the next few years.

Senator JzxNu. I have read someplace where this spurt of ex-
tended coverage, for example of the farmers, brought about this im-
balance this last year. Now, do you anticipate that will correct itself,
or will it get further out of balance as more people come in ?

Mr. Bunoa. This early retirement of women and disability---
Senator Jxmn. This age drop from 05 to 62.
Mr. Bunoms. Those have proved very expensive. I really cannot

answer that, Senator.
The actuaries would have to have a look at that on the basis of this

experience. But certainly it is something we have to watch pretty
carefully, because it is awfull ey to liberalize this thing to the
point where we are going to ind we have a net liability and have
to jack these rates up.

FWMator JNBm Congress habitually, it seems, in the last few years
has done it. But they never make any provision for increasing the
rate at the same time.

Can we go on indefinitely with that type of procedure ?
Mr. Bums. We cannot.
Senator Jvuiru. We cannot.
The CiMwi N. We did increase the rate las year.
Mr. Buso.s Yes, we did.
Senator JzxNx. Perhaps instead of our asking Mr. Burgess some

question he ought to ask usm question .
When the supply of capital is united, it can be iMcreased by stimu-

lating increased savings or by artificially stimulating W credit.
This would tend to eventually level off the competition for funds
and the cost of borrowing, namely, the interest rate.

We let the market for6e work, and then some potential borrowers
must do without, until theincreaed interest rate stimulate enough
savings and defer enough potential borrowing to stabilize it at the new
market rate.

If the supply is artificially increased by issuing bank credit, the
InceaeA supply of money will tend to iacrem-Inlationary prn.
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sure and the upward wage and price spiral, that is the symptom of
inflation.

This is inevitable, because of the lag of production capacity to meet
the increased demand the additional volume of money will generate.

In other words, this problem of inflation is going on alJ over tbe
world.

Mr. Buio . That is right.
Senator JizNti. I see a recent statement from England that they

are in a very tight squeeze in England.,
Can we go on continually increasing wages and not getting any

more production and not expect more inflation I
Mr. BuRoss. I thought somebody quoted the statement by Thorny.

croft-
Senator JxNxm That is the statement I am referring to.
Mr. BURosS. I think it was Senator Martin who quoted that, a very

good statement. The Nation cannot pay itself more than it earns.
Senator Jumwm. That will adversely affect consumers and all the

people with fixed incomes. When the cost of living increases, or-
ganized labor usually demands and gets a wage increase.

Management, then tries to pan the cost on to the consumer, and
increase the prices. The consumer with fixed income, and annuitants
or pensioners, most white-collar workers, are the ones who are badly
hurt by inflationary pressures.

The Federal Reserve Board and the Treasury decided against arti-
ficial credit expansion as a way to refinance bonds. That meant sell-
ing Government bonds in a competitive market for loan funds, a
market in which the interest rates am going up.

The interest the Government paid for loan funds had to go up or
the Government could not attract enough lenders to meet its refi-
nancing needs. The Treasury tried to sell its long-term savings bonds
to the public. "Coigrem raised the interest ite it could pay on e
and H1bonds. But still private loans paid a higher 'rte." ThatiW
correct, is it not I

Mr. Bmws& That is corrct.
Senator JvNma Lender prefer short-term loans during a period

of increasing rates so they can move their capital into the best paying
issues. Tne-T ry had to go into the short-term loan market and
offered the highest rates in recent history, 4 percent.

But we, of ooure have paid as high as 7and8 present back in the
twenties-

Mr. Bunitss. That is right.
Senator JaNm (continuing). On short-term sscuritie,Now it is faced with the prospect of more frequent refinancing and

possibly an ever-inc iterest r until the supply of available
capital cawthe up with the demand for it or the increased cost Of
borrowing decreases the demand enough so the market stabilizea

This committee hasundertaken an ifquiry into the fiscal and flnan-
clal condition of this country. 'We heard Mr. Humphrey's description
of the problem and what his policy is.

Now Mr. Burgess has told;; i but the problems of managing
publdebt incroatpolicy...
Soe mmbe"ticommitt disagree with the policy.' 71y

think the iovernment has created, the i6-all d tight money, tight
credit situation, and point out that it hurts veterans, mall business,
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prevents business expansion, makes it difficult to get long-term con-
sumers' loans, to get mortgage loans, and the like. They advocate
more bank credit.

Other members, and I am one,.agree with the policy, and think the
shortage of available loan funds is a market condition and not a Gov.
ernment creation.

The role of the Reserve banks in the inflation picture we will dis-
cuss with Mr. Martin of the Reserve bank when he appears before us.

Since Mr. Burgess undoubtedly knows more than anyone in the coun-
try about the gross public debt, I will ask most of my questions on
the impact of the gross public debt on the other inflationary pressures
in the economy today.

The arguments in Mr. Burgess' initial statement were that p entup
war demand for funds and services resulted in an overwhelming
demand on tie part of business for postwar conversion and expansion
of plants; of States and municipalities to build new schools, roads,
and hofpit:As, and the like; of individuals to buy the shiny new cars
and the houses and furniture not available during the war.

We recall that Government demand for additional capital funds
decreased after the war except for the major exception of financing the
Korean war.

The nonproductive element in military goods for defense are essen-
tially inflationary; are they not, Mr. Burgess I

Mr. Bmtozas. That is right.
Senator JwzimR. The buck is being passed from management to

labor, and labor to management, on who is to blame for the upward
wage spiral-management says wages are rising faster than increases
in productivity per man-hour. Labor claims productivity equal to
or exceeding wage increases in a disproportionate relationship to in*
creases in profits.

Farmers are not sharing in the general prosperity, but the cost-of.
living index is increasing.

Major transportation industries, the airlines, for instane, claim
they must raise rates because of the tight goflt squeeze.

Management claims that capital depreciation and replacement funds,
because of inflationary price increases, are inadequate to buy newequipment necessary for expansion of production which is necessary
for employment, while the increased cost of borrowing for such cap.
ital expanion squeezes their profit margin so much they have to in-
crease prices.

Some economists say modern inflation is the price of full employ-
mont. Others say inflation carries in itself the seeds of Its own
reesson,

The claims and counterclaims are many, and I would like us in our
discusson to try to separate and analyze how the debt affects these
groups.

W. Burgess, would you say that the kind of government, the
principles it stands for, its relationship to individuals in it, can be
quickly evaluate by looking at the combination of its budg, its

its tax structure, and monetary and fiscal policiesI
Mr. Buoms. Well, they ar a pretty good Index. If you were

ae to give the character of country XI they did not give you the
name of ths country but they gave you its budget and its tax struo-
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ture, and it. monetary position, you would know what kind of coun-
try it was. So what you sa Is right t

Senator J C2sER. Well, then, tkingthe OY that has ben set
and, under the testimony of Secretary Hum prey, looking at all these
factors, I believe he made this statement, Mr. Chairman, or in sub.
stance this statement:

Unless we stop and reverse this trend that we are in, we are headed
for serious trouble.

Do you agree with that I
Mr, Iuaos. I think so, yes. I think we have slowed It down.

We have made some progress. But it is a dangerous trend.
Senator JwRNzN. Wouldyou say that an important factor in do-

termining the volume of investment, particularly new investment,
investment for plant expansion and investment to replace obsolete
or depreciated capital equipment, all of which have an -important re-.
lationship to the volume of employment, the wage level, and the price
level, is the expectation of selling a product at a profit I

Mr. BuoR zw. Yes certainly.
Senator JrNX. What is the relationship, first, between debt op.

ration and anticipated businew sese Would you say it varied In
Individual industries?

Mr. Bunwess. Oh, yes; widely, widely.
Senator Jzvxs. Could you quickly point out-I do not want to

take too much time, Mr. Chairman. Mr. Burgess has been very
patient-could you point out an example of thatI

Mr. Bunoiss. For example, public utilities have a ratio of debt to
their total assets that is much higher than, for example, manufactur-
ing. They will run up to 50 percent in terms of debt, whereas the
average business, manufacturing concern, that had that much debt
you would be pretty suspicious of.

Senator Jvaim. What is the effect of the Government budget on
the expectation of profits I

Mr. Buxoms. Well, the budget, of course, If it has a heavy deficit
and deficit financing, and you expect infation, and you tbink the
prices of your product are going up, that leads to a great urge for
expansion.
On the other hand, a budget which is balanced or a little over-

balanced, that give stability, gives businessmen a chance to concen--
trate on what should be th.real bases of decision, which are the-
market and the long-term expectation.

Senator JUNvnw. Do you not think we have had a little too much of
just what you have said?

Mr. Buaos. I think sotye. I think so.
Senator Jwnam. And that is definitely industry's fault; Is It not V
Mr. Bvnorm. Well industry and Government, yes.
Senator JvrzaN . df course the Government.
Mr. Buxous. Yes.
Senator Jvxxz. What Is the effect of, what about the effect on the

tax policies, now ? You have told us about the expectation of profit.
How will it affect the tax policies I

Mr. Buxoms. Of course, Senator, everby does business these days
with his tax lawyer at his elbow, and he does not dare to undertake
any business decision without consulting his lawyer, because he wants
to know what all the effects are of depreciation, of the tax, on his

0805-4T--pt.as
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product, where he can take capital gains, where he can take losses,
where lie goes into a merger.

The whole thing is all mixed up with taxes and what that means
In my book, is that for long-term growth o1 this country, we will
do better, make more rapid progress over a period when we can get
our tax structure down to lower rates.

Senator JXNNE. What is the effect on money control I
Air. lRunoF . Well, of course, there, too, it is very difficult to give

you just an example. We are having policies designed to restrain in.
fiation. A part of that is the interest rate that a business concern pays
when It borrows money, but the fact that 52 percent of the interest
rate that they pay is a tax deduction means that to interpret these
rates In terms of their deterrent effect or their stimulating effect on
business, you have to chop the rate in two; so they may. appear to be
paying a 6 percent rate when actually they are only paying 8 percent.

Senator ,imNmR. What Is the effect on credit controls?
Mr. liumirqAs. Well, It makes it just that much more difficult.
Senator ,JzNNoa. Would you say that the financial policic9 of a

government indicate the philosophy of government and the degree of
control over the activities of its citizens, and are un Important indi-
cator of changes In philosophy and control ?

Mr. Bluiozas. Well, sir, I think that is true In the long run.
My old teacher of history used to say that people get just the kind

of government that they really want. But there are a lot of slips be.
tween the cup and.the lip.

Some of the things we get are done in a scramble, in a political
scramble, and you sometimes get results that do not represent the
real philosophy of the country, but represent compromises of one
sort or another that are temporary.

It Is one of our difficulties.
Senator jUNNER. Mr. lurgess, how do your debt operations affect

the supply of labor, the demand for labor, the wago contract, taking
the general picture or looking at individual Industries I

Mr. Bunss. Well, of course, that Is a very broad question, and we
took a whole book, which Senator Carlson read from, to try to answer
that question.

Senator Jismzn. If it has been answered, I do not care for repetition.
Mr. Buvors. They are a big factor, let us say, and they touch on

human welfare, on the pay people receive, on their power to save for
their old age, their habits of saving. They touch everywhere there
is human life.

Senator Jzxza. How do your debt operations affect the supply of
saving the demand for savings% the interest rate on savings, and the
use of savings I use savingo" to mean pensions and insurance and
trust fjinds---

Mr. Bu ess. Yes.
Senator JzxNu (continuing). And the like, as well as savings

accounts.
Mr. Bunoess. Well I think there again it makes a lot of difference

how we handle it, what the incentive to save is. The Federal debt
rate has an effect on all money rates, and what we do does make a
difference.

Of course, we try-let me put in a plug here-the Treasury has
tried for many years, it goes back of our administration, to use the
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Federal debt to stimulate habits of saving. Our savings bond cam.
paign,I think is a great national asset, for example.

senator JZNNZR. How much is in that now I
Mr. BURGss. $41 billion in E and H bonds.
Senator JzNNzR. What percentage is that of the total I
Mr. BIuozss. It Is about a seventh of the total debt.
Senator JZNNzR. What is the effect of your debt operations on the

supply of bank credit and the demand for bank credit, the interest
rate on bank credit, and the use of bank credit I 

Mr. Brmorss. Of course, we have been trying to reduce the amount
of the debt that the banks hold so that it would be more nearly neutral
and let that operation go on as it should in response to supply and
demand.

Senator Jxmnr. I think the record shows the amount.
Mr. Busoze. Yes.
Senator JuNmo. What, then, would you say would summarize the

effect of your debt operations on the supply, demand, and interest rate
of money and credit generally, again oiitting the Federal Reserve.

Mr. Buozs. Yes.
Well, properly conducted, I think we are able to hold It reasonably

neutral, but if we run off the track and make mistakes, why, we affect
the situation considerably.

Senator JNNzER. What would you say is the impact of debt oper*-
tion on Federal Reserve policies and functions I

Mr. Bmuwzss. One thing is that te Federal Reserve is limited in
its credit policies by our debt operations, that is, they always have
to remember that they have a double responsibility:

One Is to the credit situation of the country; and the other Is to A.
nancing the Government.

The Ilnancing of the Government Is such a big item they cannot
neglect if. So, for one thing, they have to do their big credit moves at
a time when we are not In the market.

For example, they would not have done this discount rate Job in
the week that we had this big refunding. They would recognize it
would have made it too uncertain for the people who were going to
buy the bonds.

Also of course, their operations are in our securities. That is the
method they use to carry out their credit operation, which is largely
buying and selling Federal Government securities.

And for that reason we have to, and we do, consult with them con-
stantly so that we see that our policies harmonize with each other.

Senator ATNNz. What would you say is the impact of the Federal
Reserve policies and actions on debt operationsI

Mr. BrRoxss. Ah, ha. That is the big one, Senator.
Of course, the capaci of the market to buy and hold our securf-

ties depends a great dea on the money supply, so when they pursa
tight money policies, our marketing problem becomes very much moredifficult.

On the other hand, when they make money easier, we can sell our
securities very easily.

So the debt manager just loves easy money. But he has to con-
stantly remember what is good for the country.

I think that is really the broad answer to tiat, Senator.
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Senator JytNxR. What would you say is the impact of Federal
Reserve policies--well, I asked jou that.

How would you describe the division of responsibility I
Mr. Bvitass. Well, they are both parts of the Government. The

activities of both of hmn have an enormous effect on the welfare of
the people, and yet they have to keep their spheres somewhat sap.
arat.

They ought to exchange information back and forth, and we do
that, and we toll each other our opinions frankly. But if you are
going to have a Federal Reserve System that is going to operate for
tNegood of the country, Its final decisions have got to be made inde.
pendently of the Treasury, and vice versa.

Senator JENNER. Woutd you say, then, that the Federal Reserve pol-
icies and actions are on the same plane with the Treasury policy I

Mr. Buitorm. That is right.
Senator JuNwiti. That tme policy merely guides the direction of

debt operation, you refinance the debt as well as you can, and your
opemttions are such that they do not add to bank credit expansion.
is that right I

Mr. Bflmos. We have tried to do that, and we have had some suc-
Ce-0,

Senator JRNNat. Mr. Burgess, what philosophy of Government
debt do you hold I Do you believe the size should vary with the na.
tional income I

Mr. BDuRmws. No, sir, No, sir. I think the history of debt in this
country is the history of great wars, and I believe that when we have
acquiredagreat debt, as we have, we ought to make provision to start
to reduce it regularly and systematically

Senator JNaNN. Right t~Tere, Mr. Burge, If we cannot reduce
debt now, with supposedly grat prosperity when in God's world are
we ever going to be able to do it, anda how I

Mr. Buxes. You are quite right. There is no better time than
Znow,

With this, we always ought to put in this qualification, Senator:
That this debt was acquire In war, and we are fighting a cold war
today, so it i not quite the same as a normal peacetime.

But I think, nevertheless, at a time of great prosperity like this,
we should be retiring debt, and retiring it in somewhat larger amounts
than we are now doing.

Senator Jz4NrR. For example, on that very point-i will come to
that in just a moment

Do you really believe that as income goes up, debt becomes less of a
burden

Mr. Bfrlozss. Yes; I think so, Senator. I think it does. You have
more--just as with an individual, with which to pay debt and interest.
You and I probably, bought houses in our youth. 2s your saargoe
up your a1ity to handle the carrying charges on the house is beter,
and I think the same is true to a e-e for the Nation.

But I do not think you want to foo yourself on that, because fluctua-
tions in income are fluctuations; they are not necessarily permanent.
And I think we ought to be reducing this debt in spite of all con-
siderationb about our increased income and our greater ease in
handling the debt.
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Senator Jrmxm.n. The individual debt in this country now is what,
about $217 billion; $213 billion or $217 billion, which is itt

Mr. IvRowu. We have it in this little charL book.
Senator J.NNZR. let us figure it this way: What percent is it to

individual income for the year I
Mr. Bunorass. Well, individual debt is $207.5 billion as against

income of three-hundred-and-flfty-odd billion dollars. go It Is more
than half; I would say 00 percent, something like that.

Senator JINiNNIC. What would you say about the idea that respon.
sible governments, like responsible people, pay their debts?

Mr. Buoeos. I agree. They may not extinguish them altogether.
We have had in this country a national debt for a very long time.
But you reduce it when possible. You have a policy of reducing it.

Senator JzEWxa. Of course, as you say, this has been brought on pri.
marily by wars. But our national debt began when, we only had
about a billion dollars national debt, when was that?

Mr. Bmtos. Before World W ar 1; 11 14, yes.
SenatorJXNNER. Yes.
What about the burdens we pass on to our children ?
Mr. Bunoes. Well, Washington had something to say about that in

his Farewell Address, not passing on to posterity the burdens that
we ourselves should carry, or words to that effect.

Senator JRNNRR. How would that apply to the interest rate in the
budget the interest side of the budget ?

Mr. bunoss. Of .course, the interest is a factor of two thing: It
is a factor of the size of the debt, and if you reduce the debt you
reduce the interest rate. It is also connected, of course, with bsiW.
ness movements and policies, and so on. That is another question.

Senator JZ NEis. I think I can finish here in about 5 or 10 minutes,
but I want to refer to this chart, the monthly statement of receipts
and expenditures of the United States Government for July 1, 1956,
to June 30,1957.

In your statement you refer to the cheapest and easiest way to
borrow money is usually short term.

Do you honestly mean you realy believe you can say the cheap.*
eat way is short-term borrowing? Is not one of the reasons why our
interest costs are rising because we have to borrow in the short-run
market, and is not the rate we are paying now the highest it has ever
been?

Mr. Bunoes. The rate is not the highest it has ever been, but it is
the highest for a good many years.

Senator Jwwsu. Twenty-four, twenty-five years.
Mr. Bntus. But actually, the rate on short-term securities is a

little lower than the rate on longer ones. That is, we are borrowing
on Treasury bills on a 8.80 basis, whereas we borrowed on 4-year notes
on a 4-percent basis.
.o it actually costs a little more to extend your d*bt at longer term,

but it is worth it.
Senator Jxxiw. Then you still stand by the statement the Oheap.

eat and easiest way to borrow is usually the short term ?
Mr. Buno . It is the cheapest, but it is not the wisest.
Senator Jaimma. I see.
Mr. Burgess mi our statement, you said if the Treasury ever found

itself in a inancia emergency, it would resort to short-term borrow.
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ing from the private market. I believe these are your words, and I
will quote-.-.-

Mr. Bmnm. That is right.
Senator JxNxn (reading):
If at any time In the future the Treasury i faced with a financing emergency,

it will probably have to fall back on short-term borrowing. It Is Iwlmrtant
therefore, that this source of funds not be depleted unnecessarily ahead or
tiwe. In that way any minor emergency which arlsee may be handled by sell-
Ing short-term securities to the private market rather than having to use the
Treasury's authority to borrow directly from the Federal Reserve System.

Mr. Burgas, do not these figures indicate that the Treasury is now
refinancing its debt by borrowing from the short-term private market I

Mr. Buomas. Well, it is to an extent, but as my statement showed
with respect to the floating debt, Senator, we have made some prog-
ress in reducing our short-term obligations, not as much as we would
have wished, but we have made some progress.

Let me illustrate.--
Senator JzNNrE. According to your statement then you mean we

are now facing a financial emergency ?
Mr. BURoES. No.
Senator JviNzR. What do you mean I
Mr. BuRnes. Elsewhere in the statement I aid that it is perfectly

all right and part of the picture to have some of the debt at short-term.
They are used for the operations of the Federal Reserve System, to
give the banks liquidity. The market wants a large supply of short-

rm stuff, Treasury bills and so on. And I think it is a perfectly
proper function for the Treasury to have part of its debt there. t
would be very hard to stretch it all out further.

Let me illustrate what I meant by an emergency where the Treasury
has to borrow short term. I was thinking, for example, of
the banking holiday in March 1988. I was on the Treasury desk at
the Federal Reserve System then. And the Treasury had maturi-
ties-I have forgotten what the amount was-500 or 000 million dollars,
and we had to refund them as the banks were just opening their doors
and nobody knew what the market rates were-it was a pure guess.
So what we did was to put out 2 certificates-I of 5 months andl of 9
months, as I remember--at 4 and 41 percent. And then we sat
there with our fingers crossed to see whether the market would take
them.

But you could not have sold a long bond under circumstances of that
sort. So it is just as well to have some of your short-term market, not
all congested, and available for emergencies of that sort.

Senator JINNa. Then you say we are not in an emergency right
now ?

Mr. Buaos. No.
Senator JanNIX. What Is the current picture and what can we ex-

pectin the future?
Mr. Busses.. Well, the current picture is that you have a market

that does not give you very free choice of where you finance. You
have to finance where you can get the money where the buyers will be.

Senator JzNNr. And that is short-term I
Mr. BumGss. That is short-term, relatively short-term.
Now, we also try, on every one of our financings where we can,

we give the holders of maturing issues a choice between a short issue
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and a longer one. We gave them a choice of 6 months, of a year, and
of 4 years this lat time.

Senator JzNNaC. With the right to convert at the end of two ?
Mr. Buoes. Yes, and we always try to attract people out further

so we are always trying to pull them out.
But sometimes it goes against the grain; you have to work hard at it.
Senator JawmN. If we are not in an emergency now and we are

using short-term, and we are in the peak of prosperity, what do you
see for the future I

Mr. Bmozrs. Well, I think there will-let's see. Mr. Morgan was
asked about what was going to happen to stock prices, and 'he said,
"They will fluctuate." -I think that is equally true of this situation.
It will change. There will be periods when you can finance at long.
term, and there will be periods when you cannot.

Now, we financed at long or intermediate term In 1958 in 1954
and 1055 as some of these charts in my testimony show. We moved
out over 4O billion of debt from short into long or intermediate.

In 1956, the gates of the prison house began to close on us, and we
could no longer finance long very easily. So we do the very best we
can. We finance as long as we can, and we wait for a time when the
market opens up. But it will, I guarantee.

Senator Jmmw. What is the relationship between debt operation.
and tax structure, Federal, State, and local ?

Mr. Bioss. Well, of course, it touches it at a great many points.
It is pretty hard to summarize it, Senator. There are many relation.-
ships, because it is taxes that you pay debt out of. It is from taxes
that you pay the interest on the debt. The smaller the debt, the smaller
your taxes have to be.

Senator Jzwwmu And what is the relationship between debt opera.
tion and the budget structure and operation I

Mr. Bimozs. Well, that is the same general problem. You always
have to take care of your debt as a part of your budget.

Senator JzNNra. Turn to table 8 of the Treasury statement.
Mr. Btmons. What statement have you got there, Senator? I am

not sure I am following the same.
Senator JziqN . LeT me see I think I grabbed the wrong one.
Mr. Bvnozs. Monthly statement receiptsI
Senator Jvuima. Yes, table 8; it is on page 19 of the monthly state.

ment of receipts and expenditures.
Mr. Bunoss. Yes.
Senator Jrxmm. I would like to know how to interpret the changes

from 1956 to 1957, and ask how the different debt operations affect
one another and the total debt for both years?

Mr. Bunous. Yes. Well, that is pretty hard to make much sen
out of because---

Senator Jrmm. It is pretty hard for me, I know that.
Mr. Bunouss (continuing ).The Treasury certificates of hIdebted.

ness, we have increased by ,billion as against $2.6 billion of the cor.
ponding period of the fiscal year la. year. That is a not result

of some certificates that mature--me of these maturities in August
were certificates and some were notes-and of the new certificates
that we issued.
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The Treasury bills are ul because we put out $11 billion of Sep.
tember tax bills the latter rt of May, and we had not done that last
year. We also added over $1 billion to our regular bills.

The Treasury bonds are down because we had-1 think it was a
maturity of a lond last September. That is, these are each the result
of a miscellaneous group or operations.

Senator JuNznY. Well, are there some major trends we should no.
ticeparticularly in this ?

M r. Buuoms. No; I do not think there is anything hor particu-
larly.

Senator JzNxa. The budget surplus or deficit is a major variable
factor in the debt picture, is it not ?

Mr. Buuoas. That Is right.
Senator JBNNXRJ. For example, in line 1 there you show a budget

surplus of $1, 644,549,8671Mr. Bunorm. Yea

Senator kJzNNzR. Then down in line 10-I had these numbers by
lins-you have got Increase or decrease in the public debt, minus

9r. Bmms. That is right.
Senator JrENNEa. What[ cannot understand is how can you retire,

how can you decrease the public debt $2,223,041,752 when in line 1 you
only had a surplus of $1,644,5493067. Where is that $579 million?

Mr. Bvitones. That is a variation in your cash balance.
Senator JiNxNR. Variation in cash balance?
Mr. B ouasa. Yes and a few other items.
Senator JNwPJ. Then it does not really mean too much on a pie.

ture showing the trend does it f
Mr. Btmorss. No. It does not correspond exactly. Your cash bal.

ance fluctuates, you see, from time to time.
Senator JzixaR. Is a budget surplus the only way we can effect

debt decrease, or are there other ways to reduce the debt of the Gov-
emnment?

Mr. Bummes. No. A budget surplus is the only real way you can
do It.

Senator J3: qt. The only way you can do it ?
Mr. BuRGmS. Yes.
Senator JzNmm. You said in your statement, and I quote:
Atso much ot the interest goes to Government trust accounts--
Mr. Bumwz. Yes.
Senator JaxuR (continues reading):

or to the Federal Reserve System which returns 90 percent ot Its net earuins to
the Government.

Is the budget item requested for interest each year simply a ficti.
tious bookkeeping transaction ? If that is the case, why do we ap-
propriate new funds from revenue we have to raise each year ?

Mr. Bunozs. No. It is not fictitious; it is only in part a bookkeep-
mir operation.

For example, the interest on the public debt includes the accumula-
tion of interest on savings bonds, whether they are cashed or not; and
it includes the payment of interest to trust funds, but that is an obli-
gation of the Government just as much as though we took it out of
our pocket and handed it to them.
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Senator JzxxxRs. Do you actually pay the trust funds the interest
they accrue, or just as an IO U I

Mr. Bunmwss. Well, in a sense it is an i 0 U, but the trust-fund
books are kept just like any other books, and they show that the Fed-
eral Government has paid them so much money. They have that
much more of our obligations, just as you would if you were operating
a pension fund for a bank or business concern. You would have a
large part of it In Government bonds, and the interest would accumu-
late and you would reinvest it and so on.

The CAJIIMAN. Do you actually turn the bonds over to these differ.
ent trust funds ?

Mr. Bumow. Oh les.
The CAIRMAN. Vou physically turn them over I
Mr. Buoms. Yes.
Senator BrNzrr. May I make a comment, Senator Jenner I
Senator JiENNUs. e &s.
Senator frl a wr. They do not pay it, as it eventually works out;

the do not give the trust fund cash which the trust fund then puts
in the bank. They give the trust fund additional bonds on which the
trust funds continue to-

Senator JzNNi.R. Wait a minute. This year we had to pay interest
to the trust funds to keep them in balance because we spent out more
than we took in.

Senator BwNwr. You did not have to pay interest for that purpose.
Senator JxNmrr. Yes, you did; to keep it in the black.
Senator BlNwmm. They would have had to pay interest whether

they went into the red or black. But it was the amount of interest
they received which kept them in the black. We pay interest every
year whether they are on the verge or not.

Senator .JrINIs.. You know, Mr. Chairman, I have listened here to
Secretary Humphrey and Mr. Burgess, and so forth, but these trust
funds are a complete mystery to me.

Mr. Busomss. Come down sometime to the Treasury and we will
show you the books and we will show you the notes we have put in the
vault.

Senator JNXRR. And we keep expanding the field and so forth and
so on, and yet we talk about our economy slips back, if it makes a
slight readjustment to 1965 we are going.to have a $13 billion deficit
and so forth and so on. Are we committing a, fraud on the people of
this country I

Mr. Bunoass. I do not think so, Senator.
SenatorJsNymu. Help me out a little on that.
Mr. BuRos. I think we are doing the only thing we can with it.

We are handling it just the way an insurance company would be han-
dng It. We are putting in this trust-fund money which is paid in by
employers and employees; we are putting it into the best investment in
the world.

Senator Jamm. Government bonds?
Mr. Buozss& Government bonds.
Senator Jammu. That is an I 0 U ?
Mr. Bunans. Just as an insurance company would operate it. They

put it in investments and we put it away similarly. And when they
want it, we do as an insurance company would, we sell the bond,
and have the money to pay out.
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Senator Jzxxxx Then we have got to control this inflation in order
to keep our Government bonds sound, or otherwise we are In an awful
fix; are we not? 1

Mr. Buxoza. I think we had better control it for t great many

Senator Jxxmm On this one speciflo trust fund Idea I am men.
tionini now ?

Mr. B mas. Yes. If, when then people come to got their money
from the trust fund they find. that prices have gne up 10 percent
why, the value of their fund Is reduced just that much.

Senator Jtnum. That more or less happened this year. In other
words, from the standpoint of the basis it bi 6perated--

Mr. Bmw s. Yes. 't I
Senator Jmwu. More of them came to et money and the money

was not there, so the Government had to pay Intereftback of the fund
In order to keep it ?

Mr. Tmru. No.
senator Bawiru. No.
Mr. unouas. No, Interest was all there, the intres had already

been paid before they came to get it.
Senator JZNxU. Do You understand this?
The CnAMMAN. The interest is paid every year.
Mr. Bumzss That is right, paid every month, aid right lon.
Senator Bzsxw r. It took the combination of the new money that

the people paid into the trust fund, plus-
Senator Juwmm. The interest I
Senator Bawwrr. The Interest to match this year's demand. The

trust fund had been increasing In previous years both by new pay.
ments and by interest; but this year it did not increase on that bsis;.
it took the Interest to balance it off.

The CHArMXAN. Just this one question: All the interest now of
the trust fund, of course, that is fixed by law, Is it not ?

Mr. Bmou& Yes.
The CIAmaA. And do they compare to the average interest rates

that are paid outside?
Mr. Thmoum. No, as a matter of fact, they do not. The Cong

has fixed that by law, the method of computing the interest on the
trust fund, and they take as a basis the coupon rate on outstanding
governments of over a 6-year maturity; and that 11 res out now to
only arent. That Is following just the law vngresw passed.So we are nt--

Senator Jwcpm That Is a little out of line under present oondi-
tions; is It not?

Mr. Bumms. That is riht.
The CRAAw. Does X: Treasury recommend the trs fund be

increased?
Mr. BDitmss This follows a recommendation which Marion Fol.

soms agency made to the Congress. That was a couple of years
ago; and on that formula at that time, they got a little better rate
than they would have if they had taken the market rate.

Senator Jzwmm. I again say, Mr. Chairman, maybe Mr. Burgee
had better ask this committee sme questions.

Mr. Bvmos But at thepreeuttimnthey would do much bet
oa the market r.
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The CnAJmAn. Now, you have got the social security-that is the
biggest one I

Xr. BURiSs. That is the biggest one.
The ChAxmN. That is about what, $28 billion f
Senator JzNxza $28 billion, I think.
The CHnMAU 4. You have unemployment Insurance, and you have

the bank deposits.
Mr. BuiaRs. That is FDIC;yea.
The CHAmuIC. And railroad retirement fund.
Mr. BUIGar. Government employees.
The CIAULV4I_. Government eMploySeS.
Mr. BvUoes. Then the two veterans' life-insurance funds: World

War I and II.
Senator Bx~xmr. What chart I that?
Mr. Buiovaass. That Is chart No. 7, In the little book which gives

that breakdown.
The CHAIRMAN. Is there any difference in the Interest rates in the

various funds?
Mr. BUozs. They are all different, except the old-age retirement

and the civil service Government employee, are now the same. Vet-
erans, the first funl is 8%, and the other is 8. Unemployment, is
that now about the same ?

Senator JzNznJ. Two and a half.
Mr. BURoz . That is the same as old-age and employment-no,

that is a little different, too.
The CHAIR iAN. What is that?
Mr. BuRaEss. Two and five-eighths is the unemployment.
The CHARmAx. What is the rail road retirement?
Mr. BRzoss. Two and five-eighths on unemployment?
The CHAnuur. The total of the trust funds i 8
Mr. BUozess. $54 billion.
The CHAIRAN. $54 billion. Then the Federal Reserve is $25

billion?
Mr. Bunoua. That is right.
Senator JzNuu. Yes.
The CHAxm1ar. Excuse me. Do they get the same rates?
Mr. BuioEss. The Federal Reserve gets the market rate. They buy

in the market.
The CfHIMA. Yes.
Mr. Bumous. They have mostly short-term stuff, so it is running

around-
The CHAmmxN. It is whatever the market rate is?
Mr. Bntozes. Whatever is the market rate.
Senator Jz.NN. Thank you, Mr. Burgess. I asked you to explain

the ramifications of debt operation on tFe other important vanables
so we would have a clear picture of the role of debt policy and the way
It affects other elements in the inflationary picture.

When we have to decide, after this study and these hearings are over,
we will have to weigh the alternatives of different policies. A elear
idea of the positive and negative effects of oli makes It easier to
determine its relative importance as compared with another poliy.

When Mr. Martin comes before this committee, I will ask him to
explain the role of the Federal Reserve System in the economy and
the way In which its policies and operations affect the rest ot the
economy.
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I want to thank you for your patience.
Mr. B3uEoss. Thank you.
Senator JZNNY.. I believe I would have been shorter if I had had

a little more notice. There have been so many questions asked, being
the last on the committee, I had to keep changing.

The CAITRMAN. Mr. Burgess, do you have a statement you would
like to make ?

Mr. Bunrosm. Senator, I would very much like the privilege of
making a very brief statement which represents certain of my own
broad conclusions as the result of this very interesting period of some
hours that I have had the pleasure of sitting before your committee
and listening to your questioning and trying to examine my own inner
thoughts.

The CHAIRMAN. We will be very glad to have you state them.
Mr. Dunoa@. Thank you, sir.
Mr. Chairman, It hubeen a privilege to have had the opportunity

to appear before this committee.
I have been glad to participate because I believe that it is imperative

that we have an enlarged public understanding of current monetary
and fiscal policies and their influence on the levels of living of every
American family. Your committee. in these hearings, and the study of
other groups in parallel investigations, aid in developing increased
public-interest and knowledge.

I would like to summarize what appear to me to be the most impor.
tant facts which have been developed fn these hearings up to this point.

1. The economy is, and for some time has been, operating at a veryhigh level.Empoyment is at an all-time peak, We are producing more goods

and services than every before. Personal income is at a high level and
is widely shared throughout the population. This has encouraged
a large volume of purchases with resort to extensive credit to aug-
ment purchases further, and without the usual resistance to price
increases.

2. After 4 or 5 years of stable prices, we have been faced with a
renewal of inflationary pressures, and it is important that this should
be curbed.

As Secretary Humphrey aid in his opening statement, "The threat
of renewed inflation is perhaps our most serious domestic economic
problem."

While some few benefit from inflation, it is a cruel injustice to the
great majority of our people and ultimately saps the economic vitality
of a nation.

It runs the risk of "boom and bust," a point that Senator Bennett
made so clearly. If these economic movements go so far that they are
badly out of balance, then the resulting crack is much more severe
than if they are checked earlier.
8. The Federal Reserve has been following monetary policies in-

tended to resist inflationary pressures,
Its.principal policy has been to limit the growth of credit and, hence,

exercise some restraint on the demand f6r goods and services, and
thereby restrain prices.

As a consequence of this policy and the heavy demand for funds,
interest rateshabeen rising.
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4. This administration has followed fiscal practices designed to re-
sist inflationary pressures.

For the past 2 years, the budget has been balanced and the surplus
has been applied to debt reduction. Some of the public debt has been
shifted from banks and into the hands of the pubic, and the floating
debt has been reduced. Governmental expenditures were reduced
through 1055 but both defense and nondefense items increased in the
1957 and 1958 budgets.

It is true that, in cutting taxes in 1954 and In helping housing, small
business and the farmer, the administration may have incr de-
mands ?or goods and services somewhat, but these measures simply
gave some relief in those areas where the impact of credit restraint

as been felt most severely.
5. To date, these monetary and fiscal practices have not fully over-

come the inflationary pressures.
Consumer prices have risen for 15 of the past 16 months. While the

amount of these monthly rise has been small, the consumer price
index is now nearly 5 percent higher than it was 16 months ago.

These is some evidence that the current inflationary pressures may
abate in the near future, though this is uncertain. Furthermore,
such abatement may prove temporary unless measures are taken
which affect the underying causes.

6. This raises the question whether these policies should be relaxeO
or whether there is some better way to deal with inflation.

The relaxation of these policies has serious dangers. It would
result in increasing the demand for goods and accentuating the in-
flation.

7. We should not underrate the effectiveness of present policies but
should have patience to allow them to work.
. These are the policies which have been effective in this country and
-in other countries over many years. They have proved historicallZ
powerful influences for economic stability. They requit time and
patience to become effective.

8. No feasible alternatives to present policies have been presented
in these hearings.

The alternatives of direct controls are not desirable.
Governmentally enforced wage or price controls or forced savings,

during peacetime, are inconsistent with our traditions of freedom.
Specifc curbs on credit for particular purposes during peacetime

are an undesirable interference with the individual's freedom and
discriminate against a particular segment of our society.

9. A more anti-inflationary governmental fiscal policy is desirable.
In the present high state of prosperity in this country, the Federal

Government shouldhavo a larger surplus and should be retiring debt
morm rapidly.

Thi is probably the most effective step which could be taken by
the Federal Government.10. Similar restraint in excessive spending should be practiced by
States and municipalities, businessmen, and consumers.

All such segments of the population have been increasing their
debts at much more rapid rates than the Federal Government.
, There needs to be greater public recognition of the dangers of over-

expansion and overconsump ion-on borrowed money-t a tune like
this.
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The citizens of the country cannot look to the Federal Goverpment
alone for the necessary restraint in meeting this situation.

11 . "u8ih restrain , should be matched byequal restraint on the
part of,, business and labor in their d ians or profit and wags in-

As was pointed ou# by one of the members of your ommi., a
principal causa of the cr t arelewal of inflationary pressure is the
iontinud
ncreasm in Prots a was" oreater than Wresa. n pNuttlvt..,

Pr dent Eisenhower, in his Eonomic, prt of 14A Januar,

BMUnMes and labor iegderhip hare tho reepouslblilty to reach ' we- t

the broad hubrl Interest In te prita ae on ll o thO rd Ot awn -,,I

IL 8UchneStwnt throughout an segments of the ecomy is new
a r, for lasting abatement of inflationary p .esure_

Temonetar and fiscal praptioes of te past several year maybe
bringng about a lesening of the current ationary pressure.
owttld6 vigilance must bemaintadngainst their' reurrence

is,, The niee economic statm P on the park of Fedirs l
State, and local governments, the consumert bue andabor, wil
arise only fromansppriation of the evis 0 ntls h,

Restraint isinevitfably unpopulfr.
It ea be achieved on, If the atentives are reoond ,,eve

left desirablet"
14. And finally, it is for these reasons that I believe that such a

hearing a your committee is conducting may prove a most uAsu

Autrument.
Stc' a hearl develops and disseminateh te information need

to make thhep pubbre aware Of the diasusftefuoth de
necessity for self-restraint to prevent it.

Thank you very much, Mr. Chairman.
-TheiAlWXX., Thank you for that statement.
Mr. Secretaryyour time is at an end. You have been here 10 d"ys.
Mr. Baos. I am a way short of the record, Senatr.m
The CwnxA. That inidicates however, the interest ofthe _om*

rttee In your testimony, because youwe1e only exceeedby Mr.
Hlumphrey with 14 doys.

I want to pewronlly thank you sir for the fine testimony youhave
vn. You have been frank. --You hve been very patlewtan you

have been very Illuminating in what you have told Us.
You have a remarkable knowledge of the fiscal and monetary condi-

tions of this country nd the police go I want to thank you and
express the, hope thatyou wil get great pleasure Sn4 Ootiattent out
of your new position

p. Bumos. Thank you, sir, for those courtsm-u words .
TeCkIIMAI It iity be n~ewy youll bm*, but I oubt It.
(Discssiooffthe record.)-

' CheRMUN. Th bestof luck to you.
. committee will, re until Tuerm rinntr at 10 o clock4

u a1t m, th, mtte es ui0 4
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