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INVESTIGATION OF THE FINANCIAL CONDITION
OF THE UNITED STATES

MONDAY, JULY 89, 10087

Unrreo StaTes SeNaTs,
Coxurrrzs ON FINAN
- Washington,
The committes met, pursuant to call, at 10:10 . m., in room 819
Senmlom« Building, Senstor Harry Flood Byrd (chairman)
res
P Pment Senators Byrd (chairman), Kerr, Fmr, Andouon, Gore,

Martin, Willi Flande Malon ar an
ymgAiearpe Dlwer o Freg A'x’nlg smr Debt Divi-

sion, ce of the Secretary of the Treasu Springor,
chief clerk ; and Samuel D. McIlwain, speci \

The CuARMAN, The committee will come to order

We ho.ve the pleasure and honor today of having the Under Secre-
tary of thonsu Mr. W.Ran olph Burgees, who will be the wit~
ness this mornin dn account of important engagements of members
of the committee and Mr, Burgess, the committee will recess at 11 45
until 10 o’slock tomorrow morn ‘

Mr. Burgess, you may proceed, sir.

STATEMENT OF HON. W. RANDOLPH BURGESS, UNDER SECRETARY
OF THE TREASURY

Mr, Boroess. Thank you, sir.

Senator Marons. Mr. Chairman, before we sm't, may we have some
idea of the schedule! I have a meeting now going on of the Semto
Interior and Insular Affairs Committes.

I just wanted to say for the record, I suppose there is a record here
someplace, that they are oonsxdenng this long-range mineral plan
down there and other things of grea ;{:rtanee, and I would jnst
like to have some idea of what the schedule ‘

The CHAIRMAN, It ia the demre of the Chair that the committee meet

arly as it di umphrey wasthethmu and go
ah with the hearmgs as exg:dntioualy as
aaya e w the same length as was

Mr, Hum
MrBugeuo.M[ Chsirmm,lwillnotbemultedi!youukohu

time.
The CHAIRMAN. Weahslltxytomeetthomquimmmtaoftheﬂma-

tor from Nevada.

Senator Marons. I take it he will have no trouble gw proper
examination, but what time do outhmkyonwillgw—- you use
the same program you did with Mr. Humphrey ¢

a9
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The Cuamman, Yes. As far a:vpouible‘,lthe committee will meet
every day to hear the witnesses, We have Mr, Martin following Mr,
Burgess. Thore may be some days we cannot meet. It may be neces-
sary to have an executive session for other matters,

ator Marons, We will start around the table, and each Senator
will finish his investigation!

The Cuuammuan. There is no change in the interrogation procedure,

Senator Marons, The chances are you will not get to me today, and
I am going to ask permission to attend the other meeting, of the
Senate Committes on Interior and Insular Affairs, if I may be

excused, '
The Cuamman, Do you mean you will he unable to attend the

meeting
Senator Mavons, I will not be able to attend both of them.
The Cuaimrman, We will miss you a great deal, Senator, and I

you will return as early as possible.

ho
%u may proceed, Mr, Burgess.
Mr. Buraess, Mr, Chaivman and ﬁn&lemnn, I am vory glad to

appear before your committee today iscuss the probloms of the
mmmgvment of our public debt in more dotail than was included in
Secretary Humphrey’s presentation, and this, I realizo, is a very tech-
nical subject, We will try to make it as clear a8 we can with tho use
of charts and slides. But we appreciate greatly the chance to tell the
committee our story,

Lot mo review flrst some of the more important changes in the debt
in recent years, with partioular emphasis on the period of 414 years
since we have besn at the Treasury,

1. Trends in the size of the debt: The history of our national debt
is, of goureei.a direct refloction of wars and depressions and chan ‘nﬁ
financial policies over the Kenrs. In the first of several charts wg’io
illustrate some of our problems is a_comparison of the debt over the
past 40 years, and we have large copies of these charts so that you can
seo 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
b¥ the end of that war the Tmasm‘;y was faced with the management
of a then unprecedented debt of $26 billion. There was $10 billion of
debt reduction out of bu(éﬁet surpluses during the prosperity of the
twenties, but then came the depression and the debt trebled~—from
$16 billion to $4714 billion. That was just before World War II.

During World War 1I, the debt rose to new heights and reached
a peak of $280 billion in February 1046, Part of that debt, how-
ever, represented a large amount of borrowing during the Victory
loan in ber 1945, which, as it turned out, was not needed be-
cause of a more mpi(i 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 1046,
The figure of $28914 billion in December 1946 is & more representa-
tive figure of the public debt at the end of the war, so we have shown

that on the chart,
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(Chart No. 1 follows:)
Omanr 1

THE PUBLIC DEBT

$BIl.
300

¥
~

200

100

............
e O

“Euclvding Victory Loon procesds used /o repay debt in /946 .

Mr. Buroess. Post-World War II debt reduction out of budget
sug)luses in 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 82675, billion in December 1952,

Inherited deficits, which could only gradually be eliwina
brought the debt to an all-time seasonal of $281 billion, in roun
figures, by the end of 1955, This past ml or the debt was back
down to $277 billion, reflecting budget surpluses and a better balanced
seasonal pattern of corporation tax pa%ments.

Our debt of $27014 billion on June 80, 1057, the seasonal low point,
was $2 billion below a year ago. Of course, to get the figure you have
to 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 checked 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

ven amount of public debt without too great a strain on the economy.

us the sound economio growth of our Nation in recent years has
made the Federal debt somewhat less burdensome. That is shown

on the chart No. 2.
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(Chart No. 2 follows:) Omane 3

RELATIVE SIZE OF THE PUBLIC DEBT

$ %
Debt as % of

Per Gapita “ National income

1600

0

- g ¢ & e -1

Mr. Burcess. 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
X:n ito 8 high point of 81,882 for every man, woman, and child in

erica.

By December 1956, it had shrunk by about $200 per capita, by rea-
son of the (fmwth of the population, By June 80, 1957, 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. Ten
years ago the $25014 billion public debt was one-third larger than
our national income of about $190 billion.

National income has now grown to more than $350 billion, so that
our $277 billion national debt in December 1956 was equal to only 79
fercent of national income. As of June 30, 1957, the ratio had fallen

urther—to 75 percent. .

Unfortunately, however, a part of this reduced ratio of debt to
income—particularly prior to the Federal Reserve-Treasury accord
in 1981——was a reflection of the inflation of the earlier postwar years
&hic&h lll)rough('. about a significant decline in the purchasing power of

e dollar.

In sgite of inflation, however, a large share of the reduction repre-
sents the growing productivity of our Nation in rea] 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 past 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 graduallg growing ulp to the debt, so that even .
though the dollar amount of debt 18 not declining as much as we might
wish, the debt still becomes somewhat less burdensome,

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

b Aéwther way of looking at the public debt is in terms of ite interest
urden,

The left-hand side of chart 8 shows the computed interest charge on
the debt, which has been rising during the lpast decade, partly because
of the increased size of the debt and partly because of the increased
interest rates associated with the strong demand for money in our

record prosperity.
By December 1956, the interest charge on the debt had risen to
$7.8 billion a year, an increase of $1.1 billion in 4 years as against an

increase of go.i).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:)
ORrarr 8

INTEREST BURDEN OF THE PUBLIC DEBT'
Computed interest

Bl

1916 19 30 '39 56 OTa 10 50 50 s 5 ¢
e D@ COMD Y / . December ———eert
Yexcioding guorontoed securitios. “Lass thon 850 miliion. “Lass then.05%.

O & T Ly @ B Doy

Senator Kerr. I did not understand that last statement. Would

you repeat it{
Mr. Buroess. We are looking at the left-hand side of this chart.

Senator Kera, No.
Mr. Buroess, What I said outside my statement?

Senator Kzre, Yes.

e
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Mr, Burozss, This inorease in interest rates is not something that
just started. It has been going on for a decade, since the end of the
war,

Senator MarTIN. You mean World War II!

Mr, Buroess. Yes, Since 1046,

Senator AnoersoN, Do Ylou have any figures showing that!

Mr. Burorss, Yes. I will be %l:,;i to provide that. We will show
that in some of these later charts, Senator,

Senator Anperson. Yes,
Mr. Bunozss. It should be remembered that these 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, and the money is paid out again partly to the same people
and fmttly 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 budglet, the Federal Treasury gets back Afrromptl 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 3 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 AnpersoN, I cannot follow that 0.6 compared to 7.8. Did

something jump from 0.6 to 7.31
Mr, Buroess., Well, the interest charge was at 2.1 percent in the

upper right-hand part of that chart.
ator Anperson. I am talkinf about the Jxenk ﬁgures over there,
do not understand the 0.6 in 1930

That is what had me confused.
to the 7.3 in 1056. I do not know where they come from.

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

Senator Kzrr. Yes.

Senator AnpersoN. Yes, Thank you.

Mr. Bunaess. This last, the reference to the upper part of the chart
which showed that in 1046, after the war, the average interest ra
the overall interest rate, on the debt was 2.1 percent, then it rose a
the end of 1052 to 2.4, and it is now 2.7, or was at the end of Decem-
ber. It i., in round figures, not much higher than that now, in spite
of the riso in rates,

The upper right-hand side of chart 8 shows that the computed in-
terest rate on the public debt has risen bg about three-tenths of 1
percent in the 4 years ending December 1056, 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 completed, 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 1016, just ﬁt’ior 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 1039 at the outbreak of World
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War Ig, dospite the fact that the earlier rates were partially tax-
exem

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

Of course d’uring World War II, interest rates were held at arti-
ficially low levels, and that carried over into the postwar era, The
current rates are high only in comparison with the abnormally low
rates during periods of depression, war, and ratepegging. In terms
of history, these are not very high interest rates.

Relatmg these interest rates to national income we find that now,
as in 1862, 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 to
reduce 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 readiness
for a% contmgenag.

8. The 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:)
OnazT 4

PUBLIC AND PRIVATE DEBT'

Wit & B Wiy ¥ S Wenny

Mr. Buroess. The chart starts in 1989, just before the war, when

B asmeiiy i, 2d, private dobt o the Nation was 0714 billon.
& War ov wasg inc endo v

almost all of the ch in the Federal sector as the Fed% debt

rose from $4714 billion to $26914 billion.
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During the war, when olvilian activities were keft under wraps,
private debt increased very little, Financial as well as physical re-
sources were diverted to tho war offort, State and local government
debt actually doocronsed because maturities were guid olf and new
projects were limited. The corporation and individual debt in.
oreased only alightly during those 7 ycars.

'The change dur “f the past decade is shown 33 the bars in the
middle and on the right side of chart 4. The Federal debt has in-
oreased $1714 billion since 1046, In terms of percentage of the total
debt struotumbhowever it hus declined from B8 percent of the total
to 36 porcent, but it st}lf exceeds the prewar percentage of 23 percent
by a substantial margin,

The total debt at the end of 1056 was $78314 billion, which is \;5
about 78 percent over the pnst decade. During that same peri
our national income has nearly doubled, u{;nin partly by inflation
and partly by real growth, Thus, our total debt today, of all sorts,
is & smaller percontage of our national income than it was 10 years

8go.

State and local government debt increased as the States and local-
itics went ahead with new highways, schools hoslpitala, public build-
inﬁs and utility sorvices on an unprecedented scale—programs which
had boen held back during the war, The total State and local debt
is now about $50 billion,

That has been increasing at the rate of §8 billion a year for the
past 3 years, which is a rate never before equaled, and I think before
grou gontlomen get through your inquiry, it would be very interesting
o analyze that dobt a 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 pressure on the security markets of these huge demands for
money 18 the major source of present problems in Treasury financing.
The individual debt more than tripled during the last 10 yea
from $60%4 billion to $20714 billion, mostly in the form of inoreaa:g

home mortﬁges and consumer debt.
As Secretary Humphrey has already mentioned to you, the total

of all debt has increased $14614 billion during the past 4 years, with
all but $10%4 billion of the increase accounted for by nonbank sources
rather than by increases in the money supl;;ly.

It thus rests 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%een

i &pm of their funds by selling Government securities.

Of the record of the past ¢ years, it might well be said that almost
everybody except the Kedera vaarnment has been incrensing his
debt. Nevertheless, the Federal debt is still the largest single sector
of debt, and has a great impact on the country,

The effect of the huge public debt on the countx?r’n economic growth
and stability depends a great deal on how the debt 18 distributed amon
the citizens and financial institutions and the types and maturities o
the securities which make it up. So I ask your indulgence in pre-
senting the facts on these points.
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4. Who holds the debt! Chart 5, which Mr, Mnfyo will show in
large form, presents the picture on the ownership of the public debt

from 1046 to date.
During the 4 years, looking at the left-hand side of the chart, dur-
he f years ending in December 1056, the debt has risen—as shown

ingt
uglien—-b*wté billlon, 8 deficits and 8 surpluses,

(Chart follows:)
Onanr §
PUBLIC DEBT OWNERSHIP TRENDS
$BILL " rotal Debt WL privete Nonbonk lavestors

Pl ¢ W touny ¢ 0 s

Mr. Buroess. About 32 billion of that is accounted for by an increase
in the ownership of (Government securities by Government invest-
ment accounts, shown by the top part of the charb-la:fely “r:?mnt-
ing savings by or for individuals in the form of social sec ty, vet-
erans’ life insurance, retirement reserves, and so forth.

Senator Keas. I do not understand, Mr. Burgess. I do not want
to question you ; I am just tti‘ying to follow you,

r. Boroess. That is right. .

Senator Kerr. How can_you tell by this what the Government
investment accounts owned mber 31, 19521

Mr. Burarss, $46 billion. You see, it is shown right on the chart
in the left-hand——

Senator Kzre, Oh, gee.

Mr, Burozss. ?6 illion, and that has grown to $54 billion.

Senator Kzrn, I see,

Mr. Bunoess., So that practically all of our increase in the total
Government debt has heen absorbed in that wné.o

With Federal Resorve bank holdings of Governments—which is
the next strip down & the chart—showing no net change during these
4 years—it went up $2314 billion to $25 billion in 1958, and it ia



Pt

668  FINANCIAL OONDITION OF THE UNITED ATATES

still $25 billion, they have not changed their holdings—this left only
about $114 billion to be absorbed prxvnt.eli.

Asshown on the right-hand side of the chart, at the end of December
1956, commercial banks held $5914 billion of the debt. That was
#4 billion less than in December 1952. There had been no expansion
of b?t:}k credit due to an increase 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 1966 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 durin
this period without adding to bank holdings of United States securi-
ties has kept down one inflationary potential. .

We had not had a credit expansion due to deficit financing.

The upper right-hand part of chart 8, which is the private, non-
bank investors, shows an increase of $514 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-saver bonds.

Pension funds—State 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 nef, sale by
insurance companies and savings banks as they also have responded to
the trc(sin_'xtendous demands on them for money for mortgages and capital
expenditures.

. 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 chea 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 Treas-
ury to tap, particularly today when lenders of mouei are trying to
keep liquid. The present weekly rollover of $1.8 billion u;jw
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 bank 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 a8 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 extent that the anticipation, the announcement, the
offering, and the digestion of new ’lg-easury issues spreads over
large part of a year, the time available for the Federal Reserve to

4
% _ -
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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 the
holders, but by the same taken makes them less responsive to ¢ :
in monetary policy. They can get cash readily by selling their short-
term Government securities, , L
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
rrowing. \
Itis imgportant, therefors, that this source of fundls not be depleted
unnecessarily nhead of time. In that way any minor emergency
which arises may be handled by selling short-term securities to the
?rivate market rather than having to use the Treasury’s authority
0 borrow directly from the Federal Reserve System,
That is & question somebody has asked about, and I will pick it np

ater,

Of course, when short-term borrowing means increasing bank
credit; namely, the volume of money, that is directly inflationary.
It is for these reasons that ani 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.

5 a. War and postwar program through 1962: Xn the Treas
war-loan drives, which all of us had some part in, I an sure, of Worl
War II, the tg;pical packago of securities Included savings bonds and
notes, a long-term 214 percent bond, not eligible for purchase by com-
mercial bmﬁm, & 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 wero being written, and neither business nor 1
government units were heavy borrowers, as we saw in the chart on
public and private debt.

The postwar period brought different problems. All ¢ of
borrowers began clamorinﬁ for money. (lovernment bonds were
relatively unattractive at their low %ed 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 1846 to 1952 in fundin
the debt, though there were several issues of notes and two sh
bonds prior to 1953,

The refunding in 1951 and 1952 of a large bleck of 214-percent
bonds into 234-percent nonmarketable series B investment bonds with
an optional exchange into 3-year notes had actually the effect of
shortening the average length of the marketable debt. It was, how-
ever, the price of getting through the accord between the
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 40 gement in the 6 yeurs ending in 1058,
laxgely thromx he passage of time, :

ne is reminded of the quotation from Alice in Wonderland where
the Red Queen said, “You have to run very fast to stand still,” and

93088 Tumpt, Suwee
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that is true of the debt. Because every month that elapses, the ma-
turity gets shorter if you do not do any in# about it.

6 b. Program of the past 414 years. When the new administration
came in, we set a goal of selling longer-term securities and giving the
debt & wider distribtuion whenever the market made is possible.

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

We began to shut down on the sale of other debt payable on demand

at the option of the holders.
romptly the sale of long-term bonds to the market in

We
the spring ofpwbs at the interest rates necessary to sell them. I will
review that 1058 issue in more detail a little later on.

In 1964 and 1056, we made substantial pro toward our ob-
zgctxve by selling a large volume of intermediate-term securities,

gether ‘with $23; billion of 3 percent 40-year bonds, the longest
bonds 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 measurir;g 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 comprehensive—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 414 years, es-
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 amcunt outstanding of each
seourity makinﬁ 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-

flect_changes in other types of debt like savings notes and savin
bonds, it 18 still useful as a yardstick since it encompasses nearly
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 214 percent long-term bonds sold in 1944 and
1045 which were exchanged for nonmarketable investment bonds in
1951 and 1052,

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 1958 when Treasury debt extension was most active, at the end
of 1056 it was back down to 8 years and 9 months—1 month shorter
than 4 years earlier,

BZ une 1957, the average had fallen by 2 more months.

This record indicates a loss in average length of 8 months during a
zmnod of the past 414 years, as against a loss of 20 months during

he 6 preceding 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 lpreaenz policy.

The average length, exclusive of Federal Reserve, was 4 years and
1 month in June 1957, as compared with 4 years and 2 months in De-
cember 1952, In other words, by running very hard, we have man-
a%d to stand still on that. ‘

urthermore, this measure of average maturity takes no sccount
of nonmarketable demand debt, which has proved an awkward inheri-

tance,

7. The “floating debt”: A more accurate measure of ch in
the structure of the public debt from the point of view of the job of
the debt manager is & 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 includin% 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 as follows:) |
Btruoture of the pudlio debt

{In bitlions of dollars}
December 81
June 30,
108
108 1083 1086
Held by Foderal Roserve banks Government (nvestment
um’:'ttl......‘..,...............‘:‘.’ ........................... 70.6 7.3 "0 0
B tho publie:
K iasing eb:
or J-yonr marketables........ccvvevemrennicacananns 2.9 8.8 4.9 80.6
v :ﬁhel’.‘..-.;....‘..h. ............................ 58 2%8 ..... ii.'é ....... i
lscsilaneous deenang dobti ol R WE| '8
Total Boating debt......covvveernemvneeenaninrrrnenes ne 80.3 63.9 60.7
In odiate and longer term lssuees:
and -vsl:\'-‘“ B eevrenrresnsonsevenincnassuscuncnns t&l 87 41.4 4.8
ngam by bo&?o ................................. 1 8.6 (N 1.3
dyem.' .................................. 33, M0 4.3 )}0
.............................................. 19. ;&5 1.1 11.3
VP JO FORIS.cnesunnionnernnorensvnsansvnasnsnevmnonse o ] 8.4 20.8
Total, beld by the publio....c.cceeeververenrrarennnce 12.3 nLy 133.8 123.9
Tolal debb.ueccovineerenneecnreerncnncceasannoranneen 207.4 782 278, 7 0.6
L I
Peroont floating debt 10 4o8a)..c.ceveereensennvrencaversnensnonns " 8.4 281 %4

! Inoludes Investment A bonds, d bonds, matured debt on which interest has censed
and Geby bearing no Mot » depostiary bonds, matured do '

Mr, Burazss. The floating debt, there are the under-1-year market-

ables, which have gone from—-

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

Mr. Burozss. I am sorry, :

Senator XXerr. 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?

Mr. Burarss, 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 CuaIrMAN. Do you have a brenkdown of that? Do you know
how much is held by the Federal Reserve banks?

Mr. Burorss. The Federal Reserve is $25 billion.

Senator Kerr. $25 billion, you said a while ago.

Mr. Buraess. It carries on right through.,

The Cuxammazan. Have you a breakdown of the Government. invest-

ment accounts ! .
Mr. Buroess, The investment accounts are $564 billion, approxi-

mately.
T}my Cuairaan. You have so much in the accounts, is that it{
Mr. Bunoess. Wa can give you the breakdown.

The CrarrMAN. Is that in here?

Mr. Bunoess. No, it is not, but we will give it to you.

The Cuammuan, 1 wish you would furnish that.

Mr, Burozss. I think we put that in the record before when we
were before the comumittes, We will have a chart on this before we
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are through. (Seechart7 in the hearings for Tuesday, July 80,p. 704.)

So the amount held by Federal Reserve and Government investment
accounts has increased from $70.8 billion to $78.6 billion, and that is
largelyés if not altogether, an increase in the Government investment
accounts,

The amount held by the public. Floating debt: The under-1-year
maturities at the end of 1952 were $42.9 billion. That rose in 1953,
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 $45.8 billion in 1956, and is now $50.6
billion, which is higher than it was at the end of 1052, but it is lower
than it was in 1953 when you trke into account the maturities that
slapped us in the face in 1953 and 1954,

avings notes, those are the 3-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, & 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 $100,000, which were sold, some to
the banks, some to the trusts, some to individuals. But that agam

roved 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-

an turning the stuff in, so that has gone from $22.6 billion down to
513.1 billion. We were hit with $8 billion of that in the past year
and we had to dig ay the cash to take care of it, so that was part o
lt'l;:, floating debt. We paid that down by $9 billion in 4 years, or a
ittle more,

Miscellansous 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 not——

Senator Kerr, Which item are you talking about

Mr. Bongess. I am talking about the miscellaneous demand debt.
It is defined in the footnote.

Senator Kerr, Yes,

Mr. Burozss. But the aggregate of the total floating debt at the
end of 1952 was $74.6 billion,

Senator Kern. That is of the floating debt held by the publicf

Mr. Buroess, That is right;yes. That rose in 1953—

Senator Kerr. In order just to get the information before me so
I may understand it, does this breakdown indicate——

Mr. Bunarss, Yes,

Senator Kerr (continuing). The maturity date of the bonds held
by the Federal Reserve and Government investment accounts?

Mr. Buroess, No. That would be up at the top. We would be
glad to &i)ve you that.

The Government investment accounts, of course, are made up partly
of marketable bonds and partly of notes, I O in effect, that we
issue to these different cies, There are all kinds of different
terms on them under the law. One law would specify that you pay
’ mt' ; reenI d anywhere

Senator mean, does your report or statement
show what part of them mduaignotmtg:thm a year!
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Mr. Buronss, No, They are all lumped in that top ﬁ%m, on the
principle that they do hot constitute a serious current problem.

Now, in a great emergency, they might. The unemployment trust
fund, for example, in an emergenoy, you might have to pay out a

billion or $2 billion in a short time.
But normally, it doee not constitute a problem for the debt man-

ager to———
Senator Kxar, Would you put in the record the maturity date of

thoee bondst
Mr. Burorss. I would be glad to do it. We will be glad to put

in

them in.

&Seo table, p. 675.)

r. Buraess. So you see, in that total of the floating debt, we had
ractically 75 billion. It ran up on us to $89 billion by the end of
958, There was nothing we could do about it. We tried to push

some of it out, but those were the maturities that existed. That was
reduced by the end of 1956 to $68.9 billion, and it is up a little bit for
June 30, to $86.7 billion. .

But izgou will compare that with the high Jmmti the floating debt
as defined in this way, it is down more than $20 billion from what it
was in 1058 ; 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 that, 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 bey 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 234 percent bonds that are convertible into 8-year notes, so that
they can become short-term debt or relatively short-term debt, and
tahbotut a third of the $18 billion that were issued have been converted

at way. ' ‘

Thenythe marketables: Maturing in 1 to 5 years are up from 1952,
but they are down from 1056, |

The 8 to 10 years are down. »

The over 10 years are up a little. ,

" Senator Kxrn. The 5 to 10 years are down since 10521

Mr. Bunazss, That is right.

Senator Kuar, The 1 to § years are down

Mr, Burozss. Are up. .

~Senutor Kern, Yes, |

. Mr, Bunuzes. The over 10 years 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 27.0. It rose to 82.4 parcent. It is down to 24.7 percent.
So i¢ ia;a little betier than it was. - So we have made progress in our

X
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efforts to reduce the amount of floating debt, which the Treasury may
be called upon to handle each year. ) ) ,

The floating debt as defined above has two basic ingredienta: (?
.Publiﬁlly held marketable securities maturing within 1 year—includ-
ing callable bonds when they actually are taken care of; and (2) non-
marketable demand debt which is lpayo,ble practically on demand and
is in the hands of rather large holders who move freely from one in-
vestment to another in re?onsa to changing market conditions,

Senator Kere. Where do they appear on the preceding paget

Mr. Burarss. Nonmarketable——

Senator Kerr. Demand ?

Mr. Buroess, Well, there are the savings notes and the F, G, J, and
K savings bonds, those two items,

Senator Kerr. They are callable on demand ! |

Mr, Buraess. Well, the holder can present them; yes. We cannot
call them, but he can.

" ?gnutor Kenrr. I mean they are redeemable at the option of the
older,

Mr, Buraess. 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 1952 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 CHAIRMAN, M, Burgess, woulcgou i)hre%gro for the committee
a statement of the bonds that were own bg e Federal Reserve banks
in the %ast 10 years, each year for the past 10 years!

Mr. Buroxss, I will be very glad to; and the types. Very glad to.

Senator Kerr, And the trpeﬂ

Mr, Buraess. Yes. I will be very glad to,

(The information referred to is as follows:)

Pederal Reserve dbank ownerahip of U. 8. Government seourities

(In millions of doliars
Matarity distribution
End of yyaror Cartit To
o e | Wa"| o | Bt | 8- Within [ 1108 | 8010 | Over 30
igw | 1| adel iR il AN 18
31,218 A& 3 18 . g
AR LIR AR v %18
AR R AR IR
ag R E‘?
) | ﬁ 1087 L0 4
Mo e %ﬁ 13| a u & 'm ﬂi

o
L
Souros: Oftios of che Bearviary of the Treasury,
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Mr. Burorss., This type of debt, the floating debt, was reduced b
more than $10 billion between December 1952 and December 1056, an
the figure at the end of last year was more than $25 billion below the
sll-time peak in 1088, which reflected largely the inheritance of sched-
uled maturities from earlier years and financing growing out of the

1088 deficit.
While the under-1-year marketable debt held outside Federal Re-

serve banks and Government investment accounts was $214 billion
higher at the end of 1956 than in 1952, it was nevertheless $13 billion

ow its all-time peak in 1988,

In contrast, this part of the floating debt rose by more than $10 bil-
lion between 1946 and 1952, when primary reliance was glaced on the
gutﬁoedoi :hort-term securities and the passage of time kept shorten-

e deo

Chart No. 6 follows:)
CHART 8

THE FLOATING DEBT"

1] Domand Delt

Bo i -y
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0 .
. December
*Nold owtside of Foderal Reserve Banks and Gov? Mrest Accls.
Excieding Ato £ and N Sevings Bonds. .
(-}

-G i W Bews

Mr, Burarss. One of the most important ways in which the ﬂoatin%;
debt picture has changed, as you will note from the chart, is throu
the reduction of nonmarketable demand debt in the hands of large in-

vestors. It has been reduced by 18 billion since 1052, _

The elimination of the sale of short-term savings notes in the fall
of 1958, and the recent dx‘opgin of sales of the investment-type J and
K savings bonds as of April 80, 1957, represent major steps in the
reduction of the more volatile Treasury demand debt.

8. Opening up the long-term market and adding to the supply of
intermediate-term securities: In the absence of extensive debt payoffs,
the objective of reducing the floating debt can b eaccomplished only by
selling more securities outside the 1-year area.

i i
1
i

!
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Chart 7shows the historﬁv of Treasury financing over the past decade,
ey l: yeag, in terms of the relative amounts of short term and longer
erm financing.
'The chart nqso shows the seasonal borrowing which has grown dur-
ing recent years—borrowing repaid out of increasingly heavy taxpay-
ments each sprin({. up until 1956, when the return to a more even
quarterly distribution of corporate-tax payments began,
(Chart No. 7 follows:)

Omarr 7
VOLUME OF TREASURY MARKET FINANCING
i (Excluding Weekly Roll-Over of Bills) o
60}
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X
)
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. Calendar mt
“Notes originally 20 monihs or less fo meturlly.

e

o @ 1 e ¥ T e

Mr. Burarss, As chart 7 shows, there was a modest amount of inter-
mediate-term securities issued in 1040 and 1950—those are notes, $4.7
billion in 1949 and $12.2 billion in 1950—which helped to reduce the
Treasury’s financial burden in 1051,

Two short-term bonds were sold in 1052, The major efforts at debt
oxtension, however, have been made during the past 414 years.

Since 1052, the 'i‘reasury has sold $414 billion of long-term bonds.
The first of these, the 8Ys, totaling $1. ﬁillion in the spring of 1053
represented the Treasury’s first long-term market issue since the en
of World War II financing.

The Cramrman. The $41/ billion includes the 1-year securities!

Mr. Burorss. Noj that ﬁ% billion is long-term bonds, more than

25 years' maturity,

o CHAIRMAN, Yes,
Mr, Burorss. That includes the 814s and the 8s. The 31/s are

25 to 80 years, and the 3s are 40 ﬁvears.
Then 1n 1955, we sold $2.7 billion of the 8-percent bonds of 1995,
the longest Treasury bond issued since the Panama Canal bonds were

issued In 1011,
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This $434 billion of long bonds, together with the $2614 billion of
5- to 10-year bonds issued in 1953 and 1954,

Senator Kerr. What does that 8 to 10 years meant

Mr. Buroess. Bonds maturing 8§ to 10 years.

Senator Kerr, At whose optionf

Mr. Buraess. They are sxmp&v definite maturities. They would
mature 6 years, 7 years, and so forth, from now,

stem;g)'r Kerr, There may be in this group some 5, some 6, some 7,
up to

Mr. Buraess. That is right, up to 8, 9, 10,

The $2314 billion, by the way—

Senator Kerr. I wonder if we could have a breakdown of that, Mr.

Btggea&
r, Buroess. It is given at the end. I put a table in which gives
the whole business. '

This $2814 billion, I can correct that figure for the financing we
just concluded, that becomes $26 billion of 2- to B-year notes issued
since 1952, has thus made it possible for the Treasury to keep up with
the ever-sl’xortening public debt, and start reducing a little the annual
volume of Treasury market financings.

Also, the lon%iterm 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 in 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 41(3 years,
do not think we have failed to take advantage of any favorable oppor-
tunities to sell bonds successfully.

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

On July 3, we sold $3 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 $1414 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 brix’}g:ur total ﬁob for 19567 to more than $55 billion, exclu-
sive of weekly Treasury bill offerings.

Senator Kerr, And they total what!

Mr, Burorss. 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
suggested, Senator Kerr, a complete rundown of the bills, now out-

)
v 1
- \ I
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(The material referred to is as follows:)
Treasury bills outatanding as of dug. 1, 1957

Rateofinter- | Date of issue | Amount {ssued

oot (peroant)!

Treasury bills (maturity value)—series maturing:

Aug. 196;.......}.’- .................................. 000 sy ©,1057 | 1,600, 381,000
AUE 18, 1087 con e vvmereennrnonsosonsnconnnnevenvanarene % y&l”‘l .a:ou.ooo
M':z. 108 e nrennvnenomrhsansurascnnnserssaanssrmes oy 1087 N 033, 000
g. 30, 1087 ceeeeneriereacnrurovesorronorsvonnssrnmansane M8 sy 31,1057 l, 834, 000
'a. 1087 . ceenesnsnnnoscsnenavuucascovsnennsrsnanmes 3.874 { June 1087 |, 790, 573, 000
gp:. }0. {w’ .......................................... iw !m l”,}ﬁ; l.mﬂ)'l.%
Bt 0ty SB[ June Pl boov s o
A (PN .28 guli 1087 .&2&000
0, 10, §087. . o veevenrccvanrncnarerernsesastrennunaanan 3.171 | July 11,1087 l 743. 000
%‘:} T e eomvecmnanmesrmreraneresnrrasanrsennusy {.?ﬂﬁ g ;2‘.{83; L:ouo.gg.ooo
AN e b At ]
TOtA).aeeneecasrsnnscanncsavresassrosancncsnancosssane|avsasoovencone]ranncsnancansna] 35, 001, 385, 000

t Treasury bills are s0ld on s discount basis with competitive bids for issus. The average sale price
gives an Wproxtmm yield on & bank discount basis 30 tnélouug' for .‘.‘.ﬁ‘ serien,

Offce of the Secretary of the Treasury, July 31, 1957,

Senator ANDERSON. Not weekly )

Mr. Buroess. No; $1.6 billion to $1.8 billion per week, and it runs
80 days. So this thing, the total, is around $22 billion, .

If Kederal Reserve bank holdings are omitted, the total gob this year
il% :'?ly about $88 billion—that is, the total job we have had to do in

These ﬁnancinﬁs 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 savin
bonds program. The vigorous promotion of this program, aided by
an improvement in terms in May 1952—I want to give credit for a
very sound step taken in May 1952 to improve the savings bond

ro

P
Senstor Kxan. Could-that possibly have been May 10571
Mr. Buraess. No, sir. That is May 1062, before we came in, and
%o ?{gﬁW&Q improved again as soon as you gentlemen
ri . .
ut vigorous promotion of this program, aided by an improve-
ment in terms in May 1952 brought an increase of more than §6 bil-
ii&% in E. and H-bond holéings uring the 4 years ending December
The core of this thrift Frogram has been the gayroll savings plans,
under which about 8 million workers are now buying savings Bonds
regularly. We estimate that approximately 40 million Americans
now own $4134 billion of these E- and H-bon
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:)

Growth of B and H aavings bonds, averages for oalendar years

{In billions of doliars}
ash sales and rodemptious Net Amoun
onisrng [ | B | S | AL
[ ™
Balee | Redemp | Net ing per
tions

Wartime; 104145 ...veensen. 8.5 2 68 0.1 Y %.7

P 0, 3 a1 1 ¢
i eeavnnenmnsenanrens s h . I . 353
87— o s « 11 1.8 ae

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

For example, from 1941 to 1948, which was wartime, the sales aver-
aged $814 billion a year; the redemptions, $2 billion a year, because
these bonds had just been sold, and the patriotic drive was underway,
8o there is a net gain of $614 billion in that period.

‘The interest acoruals were $100 million.

The net change was $6.8 billion; and at the end of the war there
was $30.7 billion of these outatnndin%.

From 1046 to 1040, the rate kep u? pmttgowell' 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 acorue interest more rapidly, so & net change of 0.8,
Amount outatanding $§3.8 illion,
Then the years 1950 to 1952, 1050, 1051, and 1052, the sales dropped.
ion

That was partly the effect of the Korean conflict, and $3.5 b
were the average annual sales, with redemptions of $4 billion, and a
loas of $500 million a year from the sales effort.

But interest accruals were $1.1 billion, so there nctually 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 ‘grogrnm and el’mnges in promotion.

The redemftions 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 the interest rate, but even so the
sales were enough higher so there was a net gain per year instead of
o net loss, of $0.4 billion,

So actually, there was a net change in outstanding, an increase of
$1.8 billion a year. So the amount outstanding at the end of 1056
was $41.4 billion.

Senator Kzrr. Do you have the figures down to June 80, 19571

Mr, Burorss. We have them, and we will be glad to put them in.
They will show a further increase in outstandings of $100 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 B and H savings bonds, 1947-57

[In billlons of dollare)
Amount
o e e | Mg | o
yoan Net " fad

Boles Redem
uomp'

. o
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} Leas than $30 million,
Source: Offlos of the Booretary of the Treasury, July 25, 1087,

Mr. Bunarss. Of course, the heavy loss was in the 1056-87 period
until we changed the rate. It has picked up a little, but not very
mt::g, because the interest rates have gone on up, the general market
ra
The record of savings bonds sales during the 4 years 195356 has
been better on the average than during other periods since the end
of the war, Redemptions have risen somewhat in recent years—-
imrtly because of the cashing of bonds which have reached their

0-year maturity in increasing amounts. Nevertheless, the net excess
cf cash sales over redemptions of these bonds was higher in 1958-56
than in either earlier postwar period. .
bout a year ago, as Iou ‘Eontlexnen know, savings bond sales
started to slow down under the 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 814 percent the overall yield on F- and H-bonds if held to
maturity. The 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
Rnrefr inuat. feel he is getting a fair rate. The action you took was

elpful.
he savings-bond progratn is one of the best means we have of
achieving a wider distribution of the debt and of onoouragingkthe
overall volume of savings which the country so much needs to kee
pace witg thoitremendous demands of the people for all forms o
goods and services.

In summary, then, these are the ways in which the Tronur{nhu
sought to manage the debt so aas to make it less of a disrupting influ.
ence on our eoonon% We have not always been able to move as fast
as we might like toward our long- objective of achieving &
better debt distribution, but we have reduced the floating debt and
the bank-held debt and so reduced the inﬁation::{ threat which the
debt carries. In addition, we have widened the sale of savings bonds
and reopened the market for long-term bonds.
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10, Now, let me say a word about the beohni&ueu of debt manage-
ment. Before I conclude, I want to discuss with you briefly the way
in which the Treasury approaches each of its debt management de-
ciaé:ax:s vah‘:gh dau'lvolvo the issuance of new marketable ocertificates,
notes, and bon

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 deoisions about these operations,

In the course of exploring the facts relating to a new Government
issue, the Treasury consults a great many people. We get valuable
help from the Federal Reserve Board and the 12 Federal Reserve

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 Bank in New York is

&ﬂicularly helpful. They have a group of very able officers, and

eir 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 peo(fls who handle investments of
commercial banks, savings banks and insurance companies, pension
funds—State, municipal, corporate and other private urity
dealers, and trust companies which have money to invest.

I may say we did not put in this statement that we also get monthl
reports from banks and other principal holders of Government bonds
a8 to their holdings, so we have a statistical seriee that runs back
giretgyh v;all and gives us changes in the security holdings of the prin-

al holders.
e rely upon the banks and security dealers to keep their cus-
tomers informed about our offerings of securities, in addition to our
ublic announcements, After a new issue is announced the banks and
ealers do an enormous amount of writing and telephoning to their
customers to tell them about the new issue. In this way, hundreds of
thousands of investors are reached promptly.

. 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 5:’ on new issues.

erhaps the best indication of the pricing of new Treasury issuce
is tle: rgcor%h of the prioeta :ltj;v?ieh e:imx' in:uue; have sold 1113 the ma;l::t
on the day they were actu ssued, usually a week or 10 days after
the mbscriptioi books were closed, =

In 1958 the Treasury piit on the market almost h?“ billion of
oertificates, notes, and bonds—those securities on which we had to
decide on a rate of interest. These issues were quoted in the market
on the issue date at an svoraﬁprioo of par and 5 and one-half thirty-
seconds of & dollar per $100 bond. ces in the Government seouri-
ties market are quoted in dollars and thirty-seconds; a thirty-second
is equal to 814 cents. ' ' T :

. Senator Just as & matter of curiosity just at that point, how

did that system of quotation get started t
Mr.Bgam rﬂummﬂff-— e

\

' i
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Senator Kzrr. It is the only thing that is quoted !

Mr, Burosss. It is this way—

Senator Kzrr, It is not the only thing so quoted ! :

Mr. Burozss. In the security market you quote halves miﬁuamm,
then you got down to eighths, then sixteenths, and tho{ pared it even
further, down to thirty seconds, It was just a splitup of the old
English halves and so on. . )

e profit on a sale of Government securities, which usually have
been u.%ig lot, is ve?v small in terms of fractions. Sometimes they
do business on sixty-fourths. , |

Senator Bannerr. Mr. Chairman, to translate the $100 and five and
one-half thirty-seconds, we would have about $100.18.

Mr. Buroxss. That isright, yes,

In 1984 we sold $5914 billion of this tg;pe 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 was a more
favorable market.

Since then, our ricinﬁ has worked out even closer: Exactly par
on the average on 549 billion of such issues in 1955, and par and one
thirty-second on $38 billion in 1956, and exactly par axam on $16
billion of new coupon issues in the first half of 1057, ppendix B
shows these figures in detail, for each issue, what is was quoted at on
the day of issuance and the first day it was quoted. And I will give
you the figures on our latest 4-percent job in full, also, later.

These figures encompass the entire 82011/&1 billion of certificates,
notes and bonds we issued from January 1053 through June 1957, The
E:ioblego is to make each new issue attractive enough to sell without

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
fmrohmrs have available for investment, Also large issues and

onger-term issues have to have & little more margin to assure their
successful sale, That is one reason the 1954 issues show a little more
margin, because quite & number of those were bonds. .

In addition to theee coupon securities, certificates, notes, and bonds,
the Treasury sells from §1.8 billion to $1.8 billion of 91-day
bills at public auction 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 $375 billion of se-
ocurities in this way since January 1058—actually much more than we
have sold with interest rates fixed by the Treasu:?‘r.

The interest rates on these bills, together with the yields on gnr-
chases and sales of all types of seourities in the open market, build up
@ pattern of interest rates which makes it reasonably clear what rate
a new issue of securities has to oarry to be sold su ully. The differ.
anqe Bgs usually a difference of an eighth one way or the other in your

eclsion. ' - '

Thus, our discussions prior to a ﬂmm are not 8o much ooncerned
with the rates of in as with the question of what kind of security
we should sell : & bond issue, over § years to maturity; an issue of m

to 5 years; or a short-term certificate, 1 year or leas; or & bill

ust what maturity. | : S T
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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.

11, Now, let me take up the 8%4’s that have been discussed at consid-
erable length on the floor of the Senate and the House over a period,
and also this last offering, The offering of the 37 ’s in 1958, This
mral plan of B‘regaration for financing was followed when the

; 19?5?3” offered the 814 percent bonds of June 1978-83 in the spring
o .

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 knovw, the Federal Reserve used to be in there supporting the
market for a bond issue.

As you will remember, inflationary Erepsures were heavy in the last
part of 1952 and early 1958, under the impact of a then record de-
mand for money. Despite 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 81s dpresented a8 difficult & pricing problem
a8 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 214s of December
1967-72, had fallen from almost three-quarters of a point above par—
245 percent yield—to 9514—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 cams in, in the 2 years 1081 and
1052, the prices of the Victory Ql,gs had fallen 8 points, so they would
be priced at 9534 in December 1952,

ator BeNNETT: Were these the bonds that were issued in 19451

Mr. Burorss, That is ri%lﬁt. December 1045, the Victory loan.

B{hAp.ril 8, 1058, when the 814s were announced, it had fallen to
94; that is 134 points more. The big fall took place before we came
in, At 94, they yielded 2.90.

Now, somebody said the other day that we did this in a 284 percent
market. That is just nonsense, The Victory 24s were quoted when
we put out the 334s at 2.90 yield basis.

ere were nollpng-term Treasury issues outstanding which would
serve as a real guide to the interest rate such an issue should carry.
The Victory 2148 were 1014 years shorter than the new issue, and the
market curve of rates, if you plot out a curve, rose as maturities
lengthened. One-year money was worth about 214 percents as far as
Government securities were concerned, and &gear money & little more
than 21,§ percent. I am giving you the mathematics of this.

Therefore we took the market curve on outstanding Treasury issues
and extended it parallel to the curve on high-grade corporate issues,
rat&ming, of course, & proper spread between the two types of obli-

ons.
”Thst ourve 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 18,
1988, the maturity date of the new bonds.

|

X

¥
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The 814 coupon would appear to offer a rate, therefore, approxi-
mately 15 basis eomts-—lb one-hundredths of 1 percent—above the
market curve, but the srread would be much less than that if you take
into consideration the fact that we were 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 tax
purposes.

e Victory 214s at 94 were as attractive to a corporate taxpayer
in aftertax yield as a new h gothetical 3.10 percent issue at par would
be if both were held to a 1072 maturity. )

I do not know whether that is clear to you. But if you buy a dis-
count bond, you pnz; iyoux' regular income taxes on the coupon, and.
then you pay a capi m‘fains tax when it matures for the 5 points that
{}?u gain when it is redeemed at par. You pay only half the tax on

e 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 814 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 1953 the option of ex-
ohnnfm% 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,hhowever, compared to the 23-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 ga{ (1
higher yield than the outstanding seasoned bonds. Tt you are doing
an underwriting job you have to ;my a higher yield, as you all know,
and there was an average spread of 80-basis points on the 58 new high-
grade corporate bonds that had been issued since January 1, 1951 in
galqtion to the outstanding market, taking Moody’s Aaa bonds as a

asis.
Nevertheless, the !&4 &ercent rate was not sufficient to give a real
incentive—I would like to 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 8148 was par and
& on April 15, 1068, That is what the market said it was worth on

15 bond that was supposed to be so overpriced. Trading on the
new bond between that date and the issue of the bond fluctuated
between a high of par and 1145 and a low of 99893 .

On the issue date of May 1, the 814s were se ?ng in the market at
9932ﬁ,--that is at & discount—with a yield to the buyer of 8.26 per-
cent. It was mid-July before the new 818 again rose above par.

The CHAIRMAN. Mr, Secretary, did it notthgo up at one time to 1101
Mr. Burozss. Yes, in 1954, but not until after it had been out a

r.
m’l‘he CuammmaN, These bonds actually sold on the market at 110 at

one time!
Mr. Buraxss. In 1054, but not when we issued them.

9308087 —pt. $oem-B
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Senator Ksrr. How high did they sell?
Woe will give you that, In 1954 when money was

Mr, Bunozss. ﬁ
easy, they did sell at o substantial premium, but not until they had
mn out ab:ixlt » year, But whoen they were issued, they went to

Ve am —— .

The Cuiairman. Please put in the record how long tho{ sold above
par.  What ia the market quotation on these bonds, now

(The material referred to is as follows:)

Following the period when the 8% s were below par in the spring of 10568 they
re0 above par in July 1008 and stayed above par until August, 1006, with a
Leak price of 111 and %3 on August 4, 1004.

Mr. Buroxss, It is around 98 or 04.

Senator Bennerr. Mr, Chairman, I wonder if he could put into th
record & chart which shows the price variation from the day they were
issued until the present time?

Mr, Buroxss. I would be very glad to,

The chart roforred to is on {) 37 of the rocord of proceedings.)
nator Bennerr, Let us got all that,
Mr. Burarss. These figures demonstrate, I believe, that the 8Y
porcent rate was the lowest rate at which we could possibly have so 3
at 28- to 80-year bond in a free market in the spring of 1058,
18, Our current refunding: This same general pattern of financing
was also followed in our most recont refunding Krogmm which was
announced Thursday, July 18. As you know, this offering did not
involve the raising of any new cash, It was concerned solely with
the refunding of four maturing issues: $12,056 million 934-percent
notes maturing August 1, $3,708 million 2-percent notes maturing Au-
gust 15, 87 million ﬁ%-pemnt certifiontes maturing October 1,
and $824 million 114-percent notes maturing October 1, $28,048 million
total maturing issucs, of which more than $1414 billlon was held by
Federal Reserve banks and Government investment accounts,
With an unprecedented heavy demand for funds in the private
area we were convinced quite earlagn our studies that there was no
substantial demand for long-term GGovernment securities. The pack-
age offering that we decided upon included two certificates and a note,
to be issued on August 1: A 804-percent certificate maturing in 4
months (December 1, 1087), & lzeroent. certificate maturing in 12
months Aufuat 1, 1658), and a 4-percent note maturing in 4 years
(August 1, 1961), but redeemable at the option of the holder in 2
ears (August 1, 1058). The choice of all 3 issues was given to the
olders of the August maturities but the October holders were al-
lowed to choose only between the € 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, 8o we let them spread it out,
This Packagve was designed to provide a very short security for
E:lf-pora ions and other short-term investors who want their money

ore the end of the year, an attractive 4-percent 1-year security for
other ghort-term investors, and a longer 4-percent issue which would
ag?ul to 8 somewhat different groups of bugem 1) those who were
not sure that they wanted to invest funds for as long as 4 years in
case interest rates continue to rise and, therefore, liked the idea of
being able to redeem at the end of 2 years, and 12) those who felt

4
!
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that the present heavy demand for money is gorhapn close to its
ak and were anxious to get part of their portfolios invested for &
onger period than 8 yoars at u 4-percent rate on the theory that a
G-E:arcent rate might not be available again for a long time,
he pricing on these three issues was done in line with the outstand-
ing market. 'The market pattern of yields at noon on July 18, {;mt
before the announcement was made, showed rates of approximately
814 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 the

4-{9“ point,

his pricing was as close or closer to the market curve than the
average pricing that the Treasu!ix has done during the entire period
%Brinore than 6 years since tho Federal Reserve-Treasury accord in
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 first 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 issues 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 an
Wednesday morning.

The operution was successful. The cash turn-in of $1.1 billion on
this refunding—these 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 82& billion of the new 4.
year notes, aga{n 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 $1414 billion of the $24 billion maturity was
held by the Federal Reserve banks and 90 percent of their net earn-
ings are returned to us.

he remainder of approximately $100 million does not represent
a net addition to the Federal budge: since a substantial share of it
will be paid back to the Treasury in taxes,

We would prefer to do our borrowing at lower rates, Naturally
any debtor would. We fully recognize, however, that this is one o

thgcoeta to the American tu{myers of s monetary and credit policy
which is the primary bulwark against the loes of untold billions of

dollars through inflation. ,
I have presented the background of the 814 nt bond issue

and the recent financing to illustrate the lpoint that the Troasury does
not force rates up, as sometimes stated. It has always been our potxlni:f
to sell our securities at the lJowest interest rates at which the maturi-
ties offered can be sold.

Before I read the next paragraph, let me say that the appendixes
A and B will give you the complete information about the offerings.
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The first one, appendix A, going back to 1046, and showing the
amounts of each 1ssue of sccurities that was put out boyond the one-
yuar mutxlxgitywthm publio issue socurities, 3 to b years, b to 10,
and over 10.

And the other, appondix B, shows every issue of marketable securi-
ties other than ‘Lreasury bills that have been put out by this adminis-

tration.
(Appendixes A and B follow 1)
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Mr. Bugroess. Now, in conclusion, I would like to present a further

rories of buckground charts to outline the particular problems we

consider, What I hnve shown you here is just the beginning, Mr.

Chnirman, This is a sort of market analysis of our product and the

potentinl buyers. I believe these charts are one of the best means of

51\'!11 this committee an understanding of the basis for our financing
ccisions,

Mr. Mayo, who in the hend of our Debt Analysis Bection will pre-
sont these charts, with your permission, and will no longer be an
anonymous member of our team.

The Criiamman, Mr. Secretary, we have 10 minutes.

nn you make an effective presentation of part of them in that timef

Mr. Bunerss, 1 do not believe it will be long enough for him to
finish, but he can start and be interrupted, Mr, Chairman,

The Ciamnsman, The committes will recess until 10 o’clock tomor-
row morning.

gWhoreupon, nt 11:85 n, m,, the committce recessed, to reconvene
nt 10 a. m., Tuesday, July 30, 1057.)
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PUBLIC AND PRIVATE DEBT-

e ¢ 0 L

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

The Federal Government, however, is the largest single borrower
g}f funds uc‘)f any group of debtors—much less any single borrower ia

e country.

Therefore, the J;ud ents 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 flace 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 fiscal
i'ean from fiscal 1948 through fiscal 1957, showing debt pa off by the

ederal Government in fiscal 1948 as a result of a sizable budget
surplus, showing some debt increnses as a result of the Korean war
period and getting down again to the balanced budgets of the last 2

when we have had debt reduction of approxxmat%lgt $2 billion in

each of the last & {l::rs. Debt reduction has been a little more this
than last as the Treasury paid some debt out of cash balances

a well as out of budget surplus. -
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' Chart ¢
—ANNUAL CHANGES IN PUBLIC AND PRIVATE DEBT .
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This is a ’gictum, then, of Federal debt reduction in the last 2 years
as contrasted to increases in the other sellgmenta of the debt outstand-
'ru;ﬁ. In other words, in the overall, the Federal Government has been

ucing the supply of securities that are available during these years,
whereas the sup&}g of other types of securities and loans and other
investments has been increasing.

State and local debt went up $4 billion in 1956, as against $5 billion
in 1954 and 1955, which were all-time records. So, as Mr, Burgess
mentioned yester&ay, during the last 3 years State and local govern-
3:338. have added approximately $16 billion to their total debt out-

Fo:no%rpomtions, there has been a more violent movement from
period to period here in the changes in the debt outstanding. These
corporation fzgures, as we will see on succeeding charts, include both
long and short obligations, but in the aggregate we find that the $16
billion of debt increase in 1956 was somewhat lower than the increase
in 1055. Both years were a little lower than the 2 peak years around
the time of the Korean attack. .

For individual debt‘jagam the 1956 increase was somewhat lower
than in 1955. All of these changes from 1955 to 1956 represent some
effect, in one way or another, of the tightening of credit conditions
a8 they st?ﬁqu to the various borrowings, and yet, credit conditions
wl:'igxd eave a substantial volume of new indebtedness being in-
ou

Going to the next chart (chart 8) we have the bmnk&ow_n, first, of
00 debt; and, second, of indivi_duo.l debt. L o
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On the left-hand side, up here we have the long-term debt owed by
corporations, mum{ eiv sourities that they float in the open
market—the net of new issuances over retirements.

Chort 3

ANNUAL CHANGES IN PRIVATE DEBT

Corporate individual
| Morigoge

X

Golender Yeors

MO T80 s e w6 0 % 52 84 6

We find that as far as these long-term securities are concerned,
1036 was an all-time high. It was a bit higher than in 1058,

As far as short-term debt is concerned, however, the increases in
1056 were quite a bit less than they were in 1955, largely because of the
ilimgl{lotx; expansion of bank loans in 1956, and some reduction of tax

abilities.

Tax liabilities enter into the short-term liability picture, of course,
of the corporations, and are part of their outstanding debt.

As far as individuals are concerned, there are thres main compo-
nents of the debt: Mortgugo debt of individuals, mostly nonfarm
residential mortgages but including some farm and unincorporated
gmnu mortgages, inoreased somewhat less, again, in 1086 than in
- Senator Kerr. How can you tell by that what the increase wasf{

Mr. Maxo. Well, I believe you have in front of you, Senator, a little
booklet which has —— ) A

Senator Kxae, I am looking st it, and getting more confused by
the minute. o

Mr. Mavo. You are! Sorry.

Well, the increase in mo debt for individuals during the
calendar year 1956 is shown on the last digit on the upper righﬁand

gide of the chart. A L
Senator Kxxz. Does that mean it was $14 billion inoreaset”

/
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Mr. Mayo, Yes, sir. That is exactly what it means. ‘
Senator Kzrr. In other words, in each one of these blocks here,
it ﬁpments the amount of increase for that calendar yeart - -
r. Maxo., That is exaotl¥ right. ’

Senator Kerr, Very \
Mr, Mavo. The other two oom?onenu of individual debt are con-

sumer debt and miscellaneous deb
Consumer debt hit an all-time , a8 far as the annual increases
agein are concerned, during the calendar year 1955,

Senator Bennerr, May I ask a question, Mr. Chairman!

The Cuairman, Yes.
Senator BunnerT. Is that consumer installment debt, or does that

include some consumer monthly ocredita?

Mr. Mayo. That would include charge accounts and all other types
of consumer debt; as well as installment debt; that is correct.

Senator Kerr Do you have a chart later which shows the current
total of all of thess, but which would also reflect on the one hand
zge incre'ase for the year, and on the other hand the retirements for

© year

r. Mavo. These are the net changes, Senator Kerr, and the
amounts outstanding are on the very first chart, which show the totsl
amount outstanding. These are the same figures that the Secretary

used in his statement.
Senator Kear. In other words‘ then, this means that for individ;:‘l

mortgage debt, the overall total was $14 billion greater at the
of the yearf “ '

Mr. Mavo. Yes; that is correct.

Senator Kzar, But I would have to go back to chart 1 to find out
what that overall total is?

Mr. Mavo. Yes; that is right.

Senator Kerr. All right.

Senator MarTIN, Mr. Chairman.

In response to Senator Bennett’s tﬁgstion as to charge accounts,
does that mean charge accounts of all kinds, grocery stores and furni-

ture stores!
Mr. Mayo. Yes, sir; the milk bill or anything like that, as well as
an

g that you owe on a specific interest-bearing sort of account.

nator MarTIN, Very well.
Mr. Burcess. Which is somewhat estimated, Senator. You do

not h:zo very precise figures. You make an intelligent guess at it,
in pa » ‘
nator MArTIN. Yes.
Mr. Mavo, I mi%ht. say parenthetically here that all of these figures

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

now. Some of them we never know y what the totals do amount

to.

But we do see that on the mo debt and on the consumer debt
and on the miscellaneous debt, in all three categories, you have less of
an expansion in 1956 than in 1958, : e ’ :

‘We have looked at the principal types of indebtedness now, the
public and private debt 1It)em : 1% om what m migl’xt mﬂmth.:
competing types of availableinvutmon@in omarket, o
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Now let us look for a moment at the principal nonbank lenders, who
acvount for a large share of the funds, as intermediaries: which are in-
vested in these mortgages, these corporate securities, and these munici-
pal seourities, as they come on the market.

We have set u& here in chart 4, then, the insurance companics the

e savings and loan associations, and the pension

savin
funda?‘ which are the four biggest institutional investor groups in the
nonbank area.

Chart 4

PRINCIPAL. NONBANK LENDERS
Annual increases in Selected Investments

By Type of Lender By Class of investment

T

e ¥ 0 v & B ews

We find that in the calendar ?'ear 1056, these investors, largely
as a result of the reinvestment of individual savings, put about $17
billion into mortgages, into corporate securities, and into State and
local securities.

In addition to these amounts, there were investments, 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 Kerr. An explanatory question there,

Mr. Maxo. Yes, sir. ' '

Senator Kkrr, boes that mean in 1956, neither of these groups in-
vested any moneg in governments{ . .

Mr. Maxo. This is the total that they invested: sir, in these three
particular types of securities or investments. Some of the mone
which has gone into these types of investments was actually provid
by their selling some governments, i

Senator Karr, As I understand it this is the increase in selected in-
vestmenta{ )

Mr. Mavo. Yes, sir,

\,

! ¢
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Senator Kerr, I take it, then, that this does not mean that they did
not buy any governments.
Mr, Mavo. That is correct: sir.

Senator Kerr. 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 runnix]lg|é »

Senator Kerr, Their shifts in position.

Mr. Mavo, Yes, |

Senator Kerr, All right, then. )

Mr. Mavo. This, then, is the pnmar{ source of what you might
vall financial intermediary buying of all types of investments in this
country, outside of the commercial banking system.

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

Chort 8
-.COMMERCIAL BANK LENDING AND THE MONEY SUPPLY
Bil.] [T
Annualincrease in Loans®
I8t

10

Colendor Yeors
“laciving inwesiments o/der 1han Soveramenls

o e, [

We have on the left-hand side of this chart the annual increase in
commercial bank lending by calendar years, starting with the avera
iggsthe 59;‘;(;:2 period, and then showing each year from 1953, 19&

an L]

Nineteen hundred and fifty-five was the big year in terms of in-
creases in bank loans, as we came out of, as Secretary Humphrey has
called it, & rolling readjustment period in 1954, In 1955 there was
quite an pxg:nsive force in the economy which led to a tremendous
increase in bank loans.

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

93083-8T—pt, Jreemedt
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governments and some of it was provided through, in effect, an in-
orease in the money suppli.

You h”ec:l then, a much emaller increase in the calendar year 1956
than you did in 1955 on bank loans. This is an inorease which is not
far different from the dollar amount of increase in the 1047-52 aver-
age.

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

The changes in the money supply in the 1047-82 period, on the
average wero $314 billion a year.  In 1053 the money aup&l went up
by on ‘y o billion and a half; in 1054, it wont ugnbly billion;
in 1958, when it went up by $334 billion again; and in 1056, t went up
by $114 billion, the same as in 1053,

So you had a bigger incroase in 1054 and 1054-—partly during
a poriod when money conditions were easier—in the money supply,
thereby making it less nwessar{ to incrense the money supply during
the calendar year 1056 than otherwise would have been true.

The 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 bean growing more rapidly in com-
rlxgir:_iga bm};:l during recent years than they did during, say, the

riod.

This, then, is the supply of mon?{y.
We have in the lower right side of chart 5 fizures on the rate of

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

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

n 1956, the dollar passed from one hand to another approximatel

24 tlzmes &urin the year. In other words, it turned over every
weeks, 80 to speak,

To the extent, then, that you have an increase in the rate of turnover
of your demand deposits, 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 sense, of all of the
different t{pee of inve..ments. I would like to shift now specifically
to the publio debt ownership picture.

This is the picture on chart 6. Just to take two dates to keep it
relatively simple, we have taken the end of 1952 and the end of 1056,
‘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
reached & peak about 2 years ago.
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We see, first of all, that of that $9.8 billion, $8.2 billion of the in-
crease was accounted for by the social-securit d, and I will have
a chart, Mr, Chairman, in & moment which will 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 savings banks, and so forth,
decreased their holdings by $1.7 billion during this period.

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

Mr. Mavxo. Yes,sir. That will be on a chart which will be up in just
& couple of minutes,

Senator Kxrr. All right. . :

Mr, Maxo. As far as the rest of what you might call longer term in-
vestors are concerned, we see that individuals added about $1.5 billion
to their direct holdings of the debt, just about offsetting, then, this

decline in the savings institutional group.
Moving, then, to the shorter term investors, there has been a shift

there among the types of investors.
Commercial bank holdings of the debt have gone down by $4 billion

duri;\f this period of 4

Federal Reserve bank holdings were up nominally, $0.2 billion.
Nonbank investors in the short-term area, like corporations and so

forth, have (Yrovxded a primary source of funds for short-term Federal

borrowing during this period, and they have added $5 billion to their

holdings of Governments duﬁng these 4 years, .o :
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For the detail on these particular investors we turn, first of all, on
Government investment accounts, Here on chart 7 is the story as to
how the Government accounts investment in Government securitios—
and practically everything they have in the w&v of assets is in Gov-
ernment securities—has grown over a period of the last 20 years.

Chrt 7

GOVERNMENT INVESTMENT ACCOUNTS
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We had, of course, ljust. the beginnings of the social-security fund,
and even of the civil service retirement fund, back in the middle
thirties, The Treasury now has a total of about $84 billion in these

ds, the largest single share of which is in the old-age and survivors
insurance trust fund—social security,

There is $3.6 billion in the railroad retitement account. We have
an amount shown here of $7.3 billion in the Government employees’
retiremetn 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
II fund—the national service life insurance fund,

Then we have the nnemployment trust fund, where the money that
the States have accumulated for unemployment benefits that they may -
have to pay someday are pilin ((1& reserves and are invested in
Federal securities by the Fede vernment,

‘We also have various other trust accounts and Government agencies,
like the Federal Deposit Insurance Corporation, Postal Sav Fed-
eral Savings and Loan Insurance Corporation, and so forth, that are
aleo invested in Qovernment securities, - :

. 8o you have this basic breakdown, then, of the Government invest-
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Senator MarTin, Mr, Chairman.
1 think it would be mighty interesting if you could give us the break-

down of all others,
Mr. Mayo. Yes, sir,
Senator MArTIN. I mean it is very interesting to me,
Mr. Mayo. I do not have the exact detail right with me, but we can

put it in the record.
Senator MarmiN, I understand you can supply it. That is all right.

Mr. Mavo. Right.
(The information referred to is as follows:)

Holdings of U. 8. Government seouritics other Government nvesiment go-
oounts, Deo, 81, 1006

(In thousande of dollare)

Office of Alien Property, Department of Justice
Bmployees life insurance fund
Individual Indlan trust funds
FHA {usurance funds
gpoclnl trust account for payment of pre-1084 Philippine bonds...eewe
anal Zone postal savings
Federal Deposit Insurance Corporation
Federal Savings and Loan Insurance Corporation

United States postal savings system...
Alnsworth library tund, Walter Reed General Hoapltal..earevnnncnes

Sl
-

r

E58aafz.8
2888388asE

]
Dmmotnwumbt“ ol Redevel t Land Agency 803
evelopment program, evelopmen n S
Sanitary sewage works fund 2 083
Teachers' retirement and annuity fund... 20, 036
Reliet and rehabilitation of District of Columbisa workmen...... 110
General fund 89,701
Highway fund 9,078
Motor vehicle parking fund 1,487
Miscellanevus trust fund 180
Total 68,002
Food and Agriculture Organisation of United Nations. 1, 200
General Post fund, Veterans' Administration 2,010
Hospital fund, U. 8. Army, Ofice of Burgeon General 2218
Relief and rehabilitation of longshoremen and harbor workers........ 72
Natlonal Institute of Health gift fund 81
Pershing Hall memorial fu 190
Preservation of birthplace of A. Lin National Park Bervice..ccee 3
Merchant marine memorial chapel )
National park trust fund 20
U. 8. Naval Academy museum fund. 1
Comptroller of the Currency 8,640
Office of Naval Records and Library fund 44
mbrag of Congress fund 40
U. 8. Naval Academy general gift fund 102
Banks for cooperatives 43, 463
Federal home-loan banks 1,037, 810
Federal Housing Administration 14,108
Federal intermediate credit banks. 080, 524
Federal National Mortgage Asociation a1, 87
Panama Canal Co. ‘ 15
Production Uredit Oorporation... 80, 808
' -
Total G, 588, 308

‘Th Cramuax. Could ve al this point the interest rates
i (e g orcan oot asspuntag " ts pola the Intares rates pald
Mr, Mavo, Yes; we would be glad to. - :
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As you know, on the old age and a number of the more important

ones, they are fixed right in the statute as enacted by the Con

On others, the actuarial basis of the fund as determined by the Con-
becomes the base for investment.

The CHAmMAN, You do not have that information now?

Mr. Mavo, Not exactly. We will be glad to putitin.

gtl!xe information referred to is inserted facing this page.) .

ator Franpers, Mr. Chairman, there is an asterisk here, which .
rhaps Senator Martin has seen, which says “All other” is principally -
DIC and postal savings, *

Senator . I see,

Senator Franpzrs. That gives a clue as to what it consists of.

Senator MarTIN, I did not see it.

Mr. Mavo. 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 migllllt. %articularly be interested in
(chart 8) with reference to what has happened to the longer term
investors over the gast decade.

Senator Kerr., Yes.

Chort 8

FEDERAL SECURITIES HELD BY
LONGER-TERM INVESTORS’

P @ Oe owan ¢ Bu e

Mr. Mayo. We have shown 8 bars here, with the wavy lines between,
to show for these 5 types of investors what has happended to the
longer term investors in their holdings of Government securities since
the end of 1046.

As we will remember from the earlier discussions we have had,
during the war most of these institutions investors really had no other
place to put their funds except in Federal securities, and so there was

” I
£
h ;
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quite a pileup of Federal securities, somewhat of a demand character,
as far as the institution was concerned, by the end of the war.

We find, then, that this ogf held close to $45 billion of Govern-
ment securities at the end of 1946, consisting of $3 billion, starting at
the bottom of the chart, by fire, casualty and marine insurance com-
panies; $21.8 billion by life-insurance companies; $11.8 billion by
mutua? savings banks; pension funds of $8 billion; and $5.1 billion
for miscellaneous investors, which includes savings and loan associa-
tions, a small amount held by dealers and by eleemosynary institu-
tions of one kind or another—nonprofit institutions. :

tfen:}tfztl'(nn.mmoommemidbmkholdmplhownonnm
other cha

Mr, Mayo. Yes. This just shows longr term investors, and we
will have on the commercial banks in 8 moment.

Senator Yes.
Mr. Mayo. Between 1946 and 1952, there was a decline of $9 billion,
the holdings of Government securities by theee

in the agg%uw,
iovestors. That decline wag concentrated in life-insurance companies,
which went down by over 50 percent during that period of time.
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 ind , and in building
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 sa deposits, and so forth.
You had then, in combination with that, the fact that during much
of this period, these investors could sell their Government securities
without any t fear of loss, at least a loss under Par because up
until 1951, of course, there was a suﬁportod market for Government
maouritmaf su t1z)omd b{hthe Federal e at levels of par or above,
From 1952 to 1056, there has been a continued liquidation of Goy-
ernment securities by these longer term investors, but it has been
much more moderate. They have gone down $1.7 billion in the last
ears, They actually went ug a little bit in mat partly as ey ha

unds available temporarily to put into the new ury 834's when

they were offered. S

n net balance, however, the holdings are somewhat lower now
than they were 4 years

lifo-insurano:m:ompaniea account for the bulk—in fact,
e DAk o e o b s pericd. fands have
a 0 ve in ) on 3,
incrossnd L ahoold g on et eeion fomon funds bavs
this has been an important source of ong;temmoue to be invested
in Governments dmgxg the last 10 years in terms of the rapid growth
of both oo:gorate and State and local pension funds. Bothosr:hcm :
are included here. . L
The Federal pension funds, of course, were already included on the
P S v to the other blg £1 em inveetors,
now other up of longer term investors, we
hare gmgindividml holdings of Government securities shows, oo
” . Ly IR N BT LA

R R
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Cht 9
e INDIVIDUALS' HOLDINGS OF GOVERNMENTS o
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b B 1 R RN R YRSt [ (g
200 :3:1:1:1:1:&5:3:3:3:3:1:1:3:3:1:1:1:¢:?3:5:3:3:5:1:?:1:i.f:fziziz "
1 :t:".'-. . : T Y iz ¢ o ;‘;‘.%
i * { ! A8
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303 1, /
0 . ‘
1948 i 1952 1956
AN W Ry ¢ 0 ey
We aeo the part pl here, gra hionlly by tho Eand H uvin
bond p ‘Ki g , yesterday, showin tg:t

at tho en World War II we had about. $80 billion of E- und H-

ds ouutmding. Most of the people who wore looking at that at
the end of the war, including many of us in the Treasury, were con-
vinoed that t.ha total would go down in the rl postwar period as

soo :Kont r money to catch up on the things that wero short
‘“ﬁg War,

some people did cash their bonds, it is tru but on balanco
they bought oven more. So that by 19 savmgs nda noreased
by another $5 billion, and another $6 ilfion was add ed up to De-
cember of 1056,
This increase has permitted, therefore, the total holdings of Govern-
ment securities by individuals to remain fairly stable over this entire
decade, because what individunla were do: was to decrease their
holdmgs of marketable securities, during rst half of this pem
and to decrease their holdings of F- and G bonds as they mat
during the second half of this period.
* So when you balance them all out with this genml increase in E-
and H- bongs, you find that total holdings at the end of 1956, of
$66.6 billion, are fairly close to an alltime hi %
Senator ay I ask & question there

Mr. Mavo. Y
. Senator xn:’m #$414 bilon of E. and Fbonds is figured, 1

pmm on the bms of their redoamable value at the end of 10561
Mr., includes the acorued inter-

dumlluthaouhpeoplepn inintheﬁntpaeo.

|



FINANCIAL CONDITION OF THE UNITED STATES 709

One of the objectives that the Treasury stresses in connection wi‘til:

the mving-bon l’Fmgmm 18 that it is not just selling E- and H-bon
in order to divert savings from other forms of investment. Rather,

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
muclz to finance the capital expansion that we are witnessing in this
country.

E-b?;nda and H-bonds have grown gradually during this %oriod,
a8 we saw in the preceding chart. They went up from $3414 billion
at the time of the Korean attack, to $41.4 billion at the end of
December, 1066 (chart 10).

Chert 10

L

TRENDS IN INDIVIDUALS' SAVINGS
Amounts Outstanding, 1950-'58

“MM

ORn ¢ v0 oy @ & Yoy

Now, commercial bank savings accounts also stood at about
billion on that same date, in June 1950, but they have gone up muc
more rapidly than savings bonds. They have gone up to $47.3 billion
at the end of 1056, and are somewhat above that now.

Mutual savings b , to go around the circle here on the chart, shows
also a fairly rapid increase in their savings accounts outstanding—
up about 50 t; but the most dramatic increase of all, of course,
a8 we all well know, has been in the savings and loan industry, where
their savings accounts outstanding were only $18.4 billion in June of
1050, gro to $387.8 billion by ber of 1956.

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 during the , during 1956 and into early 1057,
This chart (chart 11) shows the monthly excess of cash sales over
cash redemptions when it is a positive on the chart, or the
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monthly excoss of net redomptions over males whon it In & negative
re on the ohart, month by month, starting with January 1008,

:to\g'goh\g on through that year, going through 1050 and on to June

Chaet 1}
NET SALES OF E AND H SAVINGS BONDS

M b iw ke mere e e g sethem et b e e g e ks o teeweies e Rear o e e
“,,‘. - . e v et -

Ne! Seles
‘..001* RO PN N P

::ISM .
0000060 “”.‘fw' 090000q0000000
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e

o R o MRS IR I e S5t N s W £ R
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The 1057 trend has, in effoct, boon reversed now in terms of its
relationship to the 1985 and the 1056, which were gradunally moving

on downward,
The increase in rate which took place in the spring of this year.

effective February 1, has stabilized the relationship of snles an
redemptions, so that net sales are no longer going downhill,
On the basis of the figures through June, at least, the ismﬁfnm has

not really started to go uphill zgain, but we are hoping that soon
thess figures will bcﬂin to fet. back up to the point where the E- and
H cash sales will be at least equal to the cash redemptions,

Now we have covered the long-term investors and the kind of mar-
kets we have there. For the Institutional investors, these markets
B e R o B Ints. Mmorigages and Gorporsts

ut mone mo and corpora
seourities. There 15 lt:llpa mnkot,yhowsm, in some magnitude for
pension trusts and, more importantly, for individuals,

As far as the short-term investors are concerned—this chart (chart
18) aguin is outside of the banks—we have seen & £vwmg market
during the last decade for Federal securities on art of non-
financial ons like the automobileé compani e steel com

penies, the oll companies, and, in fact, some even in"’mwl and wholo:
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sale trade. There has been & plckup of Government securities by
these corporations largely to cover thelir tax liabilitios as they tend
to fund them in advance of payment to the Treasury,

Ot 12

FEDERAL SECURITIES HELD BY
SHORT-TERM INVESTORS"

R e

- Sy iy € B0 Mot

They build up some funds, also, for other short-term needs in an-
ticipation of dividends or construction payments, or if they sell &
new corporate issue and do not need the money right away, it may
be invested in Government securities,

We have, then, this growth in the top bars of the chart that has
been 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 umk in 1955, are a reflection of corporations them-
selves, They had about $23 billion of Governments as of December
1956, They had, under the im of s ter money situation,
they had about &4 billion lees in the way of Government securities at
the end of 1056 than they did a year earlier,

Going down the scale, we find that State and local governments also
have piled up some holdings of Government securities. Thess are
apart from their pension funds, as they, too, float their securities—
as, forinmnoo‘,ub turnpike issue—in the market and then will
ixguu:isoma of it in (overnment securities until it ip needed for con-
struction p . "

"We have had an increase in the Government securities held
international accounts, like the Monetary Fund, the World Bank,
so forth. More immrtpn y the holdings by foreign central banks
and commercial in Government securities have 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-interest-bearing notes going
down scme as the fund paid out some of its money during the las

y?&w we are getting to commercial banks on chart 13. We have cov-
ered all of the other investors.

ically, the Treasury has tried to consider the commercial bank
inv ent hh Governments as somewhat of a residual proposition.

It is not always dpoaaible, of course, but traditionally the

has preferred to do its borrowing out of uvinga of individuals either
directly or indirectly, or savings of corporations, rather than bor-
rowing from the commercial banks, which would tend to create addi-

tional monoi. “
We have here a comparison from 1952 to 1956, on the governments

held by commercial banks. As we noted earlier, they went down by
about $4 billion during those 4 calendar years.

, Chort 13
—.GOVERNMENTS HELD BY COMMERCIAL BANKS
‘ 1952-1936
O,
‘ By Type of Security ‘ By Closs of Bank

Wakws 401 erigineily 16 menths o lss N aOturily.

s o S Newwsy @ v ooy L
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 figures have
quite an importance to the Treasury as scllers of Government securities.
We find on the left-hand side 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 1052
1956 commercial banks held about $14.5 billion of their holdings

I
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of governments in terms of securities maturing in 5§ years or more.
mmercial banks traditionally, though, have invested more in the

intermediate and shorter term area. It is only the outlying b

really, with a high proportion of time deposits, that tend to hol

more of the longer term securities,
You had some movement upward in the notes and bonds under &§

years held by the commercial banks since 1952, There was s move-
ment downward, however, in the volume of very short-term oblig-
tions held by the banks during these 4 years, well, both from the
standpoint of the certificates which run a year to maturity, and your
ghorter term bills, mostly the 90-day bills.

As far as the class of bank is concerned, we find that the central
Reserve city banks in New York and Chicago, and the other Reserve
city banks throughout the Federal Reserve districts, are the banks
which have accounted for the change in holdings.

Senator Kesr, May I inquire there?

Mr. Maxo. Yes, sir. .

Senator Kerr, Are these central Reserve city banks, Federal Re-

serve banks{
“ir. Mavo. No, sir, These are commercial banks, they are private

banks,

Senator Kzrr. What d?}{ou‘meaxg by “central Reserve"”

Mr. Mavo. This is a classification by the Federal Reserve Baard
according to the three classes of member bank reserve requirements.
Central rve cities have the highest proportion of reserves re-
quired against deposits, That is New York and Chicago.

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

Mr. Mavo, No, They are still higher.

Senator Kerr. They are still higher{

Mr. Maxo. They are still higher. They have been reduced, you are
correct, but not quite as far as the others yet.

Then the second group— :

Senator Kear, These, instead of being elements of the Reserve
System, are members of the Reserve System ¢

Mr. Mavo. Yes, sir; that is exactly right.

Senator Kerr. All right. ,

Mr, Maxo. You have then what we call country banks, the banks
outside of the cities in which the 12 Federal Reserve 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 ea
assets of the banking system, here are some aﬁitional figures whic
we thought might be interesting to you.
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Chart 14

__RELATIVE SIZE OF COMMERCIAL BANK HOLDINGS___.
OF GOVERNMENTS

%
¢ Holdings as % of Total Public Deb? | Holdings as % of Eamning Assets

it ¢ e vy ¥ B vy -0

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, 20 percent
of the public debt was held by the commercial banks. That went
up to 83 percent by 1939, down to 20 percent again at the end of the
war, down to 24 t at the end of 1952, and 21 percent in
December 1956. Although it is not on the chart the 21 percent is
also true for June 1957. ,

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

the Treasury.

On the rirgyht-hapd side of the chart, here again looking at the same
set of ﬂfures from the standpoint of the banker’s asset position, we
find that back in 1029, only 10 percent of bank earning assets, were
in Governments, o

That rose to 65 percent in 1946, It was actually as high as 70 per-

ocent in early 1946, .
It has now declined to about 86 percent in Decewber of 1056, and

it was 84 percent at theend of June 1057.

We have examined in some detail the various investor classes and
the prol&ems that we have in competition with other types of in-
vestments.

In the last analysis, this competition with other ¢, of invest-
ment, ooggetition for available funds in the mar reflected in
the market place in terms of interest rates—and prices, of course,
which are just the other side of interest rates—on Government seouri-

ties and on other types of investments.

s
’4
1
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Chart 15 is designed to show, first of all, the Tmasur{ long-term
bond averages, over the od since early 1951 when the Federal
Reserve-Treasury accord freed the market. | SRR

Chert 15

MARKET YIELD TRENDS
OF SHORT AND LONG-TERM SECURITIES
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There was 8 movement upward to the peak in 1953.in terms of
a movement downward—I am talking now about this solid

{ields' .
lack iine, the second from the to movement downward in 1954,

with a movement upward again to the present time. ,
You can see also on this chart the similar movement again reflect-

the same basic factors in the market lw.soi of corporate bonds
during the same periods, gowg‘up toa in 1958, down aqam the
following year, and on up to the present levels of the Moody's AAA
oo3>:rate average on which this is based. |
the short-term end of the market, the chart shows

bills, which, in & is the purest interest rate in the market. It
is the product of & AT'W phenomenon where market bidding
provi.tga the actual rate that the Treasury has to pay.on those
securities, | o

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 are going on every
day in other short-term issues, and we come up with & market cprve
for 1-year money on chart 16. - ; R

I
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Chort 8

~ INTEREST COST ON NEW TREASURY ONE-YEAR ISSUES —
And Comparable Market Rates ,

i
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hThe 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 intcrest
coupon rates on each of the new Treasury certificates that have been
put out since 1051, just to make the comparison between each new
certificate—say it is I%‘h 14 _percent or 814 percent, or what-
ever it ha pons tobe. That is charted against the market curve at that
we find that the average spread is in the neighborhood of
one ei hth of 1 percent.
That is true for most of the individual issues along the way, too
They were a little higher at the feak in 1958. They were a little under

the market in the sprmg of 105
Our moet reoant nt offering, over to the right on the chart

represented om the market curve of about 10 basis points;
in other words, one-tenth of 1 {hmnt. That is just about the same
as—in fact actually a litle less than—the average fot the issues over

this entire period.
Itis not possible to do this same sort of comparison for longar term
issues, because the M};htwe been too in uent and there reall
is not a market curve, as Burgess explained yesterday, that will

give you 8 preclaa comparison.
have, owever made a comparison in chart 17—on the basis

of M 's Aaa bond averages on the corg:)nrate bonds over the last
6 years, by charting here a8 & solid black line market yields on the

outstanding oorporm issues, the seasoned issues,
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Chart 17

r..INTERES'I'COS’T ON NEW CORPORATE LONG-TERM BON
And Comparable Market Yieids

%
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We have compared each one of the 58—although we have about 45
of them on here—Aaa new issues put out by corporations for $10
millxon .or more, during this same 692 d we come up with the
conolusion that there has been average spread of about 80 basis points
over the eé»emod of the last 6 Lgears, as far as new corporate issues are
concerned, in comparison to the curve,

Senator FraNDERs. Mr. Chairman, I would like to get clearly in my
mind what this word “spread” means,

Does this mean that those corporate bonds were offered at a higher
price than the ing rate?

oy were iasued at s higher yield—

ator Fuxmns.

Mr. Mayo (contin Than the going rate, in order to sell them.
In other wo! tlutﬂnga)rt of the ro%:asgf pt:h.lng a security on the

mrk the un erwritin ohsec
r Franoess, 1 d‘{ were offered at & hnﬁxer yield than the

ﬁm%rate be%fn yxeld would ey yield a premium in the market after

. Mavyo. Thay mx ht for a short period of time, It will vary
with the g'l‘yp cally, & new issue has to yield aomethmg

ofa remmmtostartm to make it go, so to speak.
Segator FraNDERS. Y?: &%

Senator Bennerr. Mr. Chairman. ‘
Am I to understand from the comparison of theee last two churts,

then, that the Treasury is euﬁestmgthatithubeenubletohitthe
m&et onthenoee f a spread than those who have
issued corporate stocks
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Mr. Mavo. Yes, I think that is a correct conclusion.
Senator Kzrr, That is the purpose of the charts..

Mr. Mayo. Yes. S{Jaughber.lo
As Mr, Burgess indicated yesterday, on the 814’s which the Treas-

ule issued in 1063 the spread was approximately 15 basis points,
which is about half the average spread for this entire group of cor-
porate securities,

I might add that on the 8's the Treasury put out in 1085, the spread
was even less than that—perhaps a shade under 10 bagis 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 comtﬁamox} of
interest rates in the United Stat::ldin Canads, and in the United
Kingdom during the last decade, taking those countries as being the
closest that you can pick in terms of the nearness to our own economio
situation. Xlao these are typically three of the very lowest interest
rate countries in the world,

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

Chort 18

e INTEREST RATES ON LONG-TERM GOVERNMENTS
United States. Qoncdo. and United Kingdom

. s 1 o e —————————. 4 8
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W to 1046, the United States lo¥-term rate was 2.2 per-
cent. is the rate in the market. The Canadian long-term rate
was 3.8 goment. The British rate was 2.6 percent.
By 1852, all of the rates——
Senator Kxzrr. Was that not just the other wayf
Mr. Mavo. P sir?
Senator Kxzr. Was that not just the other way!
Mr. Mayo. You mean on the Canadian=—— -
!
§

¥
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Senator Kxrr. The United Kingdom was 2.5, and Canada was 3.6,
Mr. Maxo. I am sorry. You can read my chart better than I can,

sir,
Senator Kzrr, That is right, is it notf

Mr. Maxo. That is right, sir. .
By 1952, however, there were increases in all three nations, The

largzst increase took place in the United Kin?dom; the smallest Sta
which during most of this period was still in a period of sup
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
inorease than was the case in Canada, and just about the same as was
the case in the United Kingdom.

So if you add u{) the 2 periods and take the decade as a whole—
thosg arlestho 8 bo%’ oin; bagla on thrg]:’hgob—-ygg fégdsgut the ratohwe&xz
up by 1L other wo m 2. 4 peroen

itad States,

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,

Wo have a similar chart on Treasury bills (chart 19). Here the

ioture is a little different in terms of the two periods of time, but

e net conclusion is about the same. All of the rates were quite low
ti?i 1946, around three-eighths to one-half of 1 percent for all 8 coun-

es,

Chert 9

INTEREST RATES ON TREASURY BILLS
United States, Gonada, and United Kingdom

ROV L ———— ——

" RATES, 1946 TO 1956 GHANGES IN RATES
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The rate on bills was freed a little earlier in the United States than
in either Canamr in the United Kingdom, so that the bill rate started
to move up in this country earlier than in the other two countries. .

For the 1946 to 1952 period as a whole, however, you have an in-
crease of 1.7 percent in the United States bill rate, 1 dperoent in the
Canadian bill rate, and 1.9 percent in the United Kingdom rate. The
Unigoad Kingdom rate jumped fairly quickly toward the end of that

n *
peme 1952 to 1056, 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 2.8 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
ithe lowest of the 8 countries, as well as showing the smallest of the 3
ncreases,

The final chart—chart 20—shows the interest rate patterns of
Treasury long-term issues of high grade oor{mrate long-term issues,
and of hifh-grade municipal securities, over the period from 1920 to

June 195
Chent 20

e LONG-TERM INTEREST RATES SINCE 1920

Yields on High-Grade Bonds

QMA L%..L%II,|:;L..ig..l§...ﬁ...
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All of them show essentially a reflection of the same market condi-

tions, They tend to move together.
There is & jump in the Treasury curve of course, a8 Treasury issues

became taxable in the early 1940’s. But basically, this movement is
a single movement—downward for many years, from the early twen-

\,
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ties down through World War II, and then a broad movement up-
ward from 1046 up to the present time, but with current rates sti
well below the average levels for these interest rates during the 1920’s,

Wo 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.

ank you for your patience.
The CramMAN, You have made a very informative statement.

Thank you very much.
Mr. gurgesg
STATEMENT OF HON. W. RANDOLPH BURGESS, UNDER SECRETARY
OF THE TREASURY—Resumed

Mr. Burgess. Thank gou for your patience.

The CrammmaN. That was a very good statement.

Mr. Burgess, I first want to ask some questions in regard to the
recent offering of government bonds, because I think interest rates
attsching to the sale of those refunding bonds is ﬁ;nn 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 $23.9 billion and sold $22.8 billion.

Mr. Burorss. Yes, that is in round res. We will have the
precise figures, within a narrow margin, “Z; :

.The Cuaruan. Of this $22.8 billion sold to previous owners, $8.1
billion was owned by the public.

Senator Kxrr. Were taken by the public.

The CrHAmrMAN, Were taken by the public,

Mr. Buroess., Yes, taken by the public.

The CmarMaN. In other words, approximately 84 percent of the
issue was taken by the public; and the balance was taken by the

Federal Reserve System.
ﬁt is right.

Mr. Bororess. T
Senator Kxrr. And Government accounts,

Mr, Burazss. And Government accounts.
The CramMAN. You say in your prepared statement that the Fed-

eral Reserve System took it. 1 thought that was a mistake,
Mr. Burozss, Well, it is mostly Federal Reserve. There is a little

held by Government accounts,
The CuamuaN, How much was taken by the Federal Reserve!

Mr. Burazss. Almost all was Federal Reserve.
The CramuMAN. Now, when the Federal Reserve takes an offer

made to them, they accept it without question, as I understand it.
Mr. Burazss, Yes. We, of course, have conferred with them in

advance about the terms of every issue. We never put out an issue

without consulting them.
th’l;hs Cnmaxbe' . They never refuse to take their share, whatever
at ma :

Mr. Bunoess, They nqvelf have, 80 far.

N LIEnt, o had been offered to the public. what
ow, su an -] 0
would hvgpl:eontheru\ﬂtl pu lio,w’
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Mr. Bunaess, Well, of course, we only offered the public bonds for
replacement of what t.he(( al had.
CramumaN. I understand.

Mr, Burazss. This was a refunding. .
The CrAlRMAN. It was not taken in full; it was 12 percent short.

It was not oversubscribed ; it was 12 percent short.
Mr. Bunaess, That is right, but there is always some cash holdout
on a refunding. .
The Cramman. For the sake of argument and an understanding
of what you think of the situation, su?pose the entire issue had been

offered to the public at the same rates
Do you mean, suppose we asked the public to buy

Mr. Burarss.
$24 billion of Government securities at one crack?

The CARMAN. Yes,
Mr. Buraess. Well, the only way you could sell that is by selling

a very large amount to the banks and having the Federal Reserve
ve them the reserves to do it, and you would have to pay a good rate

gind work it out ahead of time.
The Cuamman. Would the public have bought the issue without

any pressure

. Burarss, 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
sscurities at one time, you have to organize it, you have to have pub-
licity, you have to have conferences ahead of time, you have to offer

types of securities adapted to each investor.
%o actually did it in the war loan drives, but it is a very large
amount of money to absorb into our economy at once. Fered
ou offe

The CramuaN, My question is: At the interest rates
in this proposal, would the public have taken all of the K% billion,

or would it have taken $20 billion? As it was, the public did not take

the $9 billion available D&ublicly'; it was 12 percent short.
Mr, Bunozss. Well, Mr. Chairman, of course those holders of $9
billion of our securities included a good many c&eople who bought
e cash when they

those securities with the idea that they would \
matured; that is, they had some sort of a need for cash the 1st of

A or the m%ddlo of Au go they planned, when they bought
thgg,mbts take the cash when eyt’matureﬁ.p Th:gg were & go{)d mgny

of those poo&le.

Many of them sold what we called their rights; that is, sold their
maturing issue to somebody else in the 8 days that the books were
open. that, while there may have been 2 or 8 billion dollars of
holders who wanted to take s large part of them moved their
securities on to somebody else who was ingrested in buying the issue. -

The CzammuaN. Would iou venture a ﬁneea a8 to what would have
happened if this amount of bonds were offered to the publiof

. Burazss. I could not imagine anything more stupid than

making an offer of $24 billion worth of bonds to the public at one

The CrAmMAN. You would have to offer them if they matured and

you had to refund them.
Mr. Burozss, 1f the public held $24 billion.
CramrMAN, Y

The . Yea,
Mr, Burazses. And then you offered all of themn——

}’ \



FINANCIAL CONDITION OF THE UNITED STATES 723

The CHamRMAN, What I am getting at is, if the public had held the
$14 billion that the Federal Reserve held in this instance, what would
you have done! You had to refund them. It is not a matter of
voluntar{ action on your part. They come due August 1, August 15,
October 1.

Mr. Buraess. That is right.

The CaamrMaN. So if the Federal Reserve had not happened to own
that $14 billion, what would you have done!

nMr.' Bunraess, You mean if the Federal Reserve had turned them
allin

The CrarMAN. 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 publi%hwhat. would have happened?

Mr, Buroess. 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, Is this & net increase in the public debt
(1) G

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

Mr. Burgess, Yes.

The CuamrMaN. And the Federal Reserve owns $25 billion; is that
correct !

Mr. Buroess. Yes, .

The Cramuan, That is not quite 10 percent.

Mr. Borgess. That is right. .

The CHARMAN, You cannot assume that, in refunding all of these
g«;.nds, the Federal Reserve will own 60 percent each time, as it did in

is case,

Mr. Buraess. They do not in most of the issues, of course.

The Cuamman. The point I am trying to get clear in my mind
is, what would have hap})ened if you had not had the Federal Re-
serve to take 60 percent of these bonds at this time?

Mr. Buroess, I am trying to get at what we have to assume for our

problem, Senator.
The CHAmMAN. Assume the Federal Reserve was not in the picture;

what would you have donet
Mr. Buroess, All right. Let us assume all of the $24 billion was

held outside of the Federal Reserve, maturing—
The CrarmaN. Yes.
Mr. Buraess. In that you would have had to offer something

you felt was attractive to the holders of the $24 billion,
The Cramuan. Would the rates you offered have been attractive!

Mr. Burarss. I have some doubt whether you could have moved

that large an amount su 7 at these rates. I think you might
have had to sweeten them up a little. But I think with these rates
you would have gotten—-

The CHAmMAN. In other words, if the Federal Reserve had not
bought 60 percent, you, would have had to offer these bonds at inter-

est rates higher than 4 percent!
Mr. Buraess. Ve%xhkely. I would not want to—
The Cuamman. That indicates, then, that it will be necessary to

continue increasing interest rateaf
Mr. Burazrss. No, I would not take that leap, Senator. I do not

think that follows from the preceding premises,



724 FINANCIAL CONDITION OF THE UNITED STATES

The CaamrMAN. But you have a vast amount of bonds coming due
in the future, have you not?

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

smaller amounts, and—
The CramrMaN, You think, thoughl that the interest rates would

have been higher in the present case if all of them had been going to

the publiof
r. Buraess. Yes. I think that is a very remote contingency, be-

cause I do not conceive of our being stupid enough to have a $24 bil-

lion maturity at one time in the hands of the public.
The Cuamman, I cannot understand your statement about stu-

ai‘dity. These bonds are coming due, It is not your choice to issue

em. They come due. The people can demand them. .
Mr. Buraess. 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 with

impossible jobs.
he CuamrMaN, But, without the Federal Reserve System buying

the bonds, you would be in a bad fix{
Mr. Buraess. The Federal Reserve System is an essential part of

our whole mechanism.
The CaamuMaN. The Federal Reserve only owns less than 10 per-

cent of the debt.
Mr. Buraess. Yes. This is more than half of the Federal Reserve

securities that were turned over in this one operation.
Th'e CramrMaN. How much refunding will you have to do next
ear
y Mr. Burgess, It is somewhere around $50 billion,

Have you the figures there, Mr, Mayo?
The CammanN, The Federal Reserve may be in there.

Mr. Boraess. This is for calendar 19581
The Cramrman. Yes.
Mr. Buraess. Would you like me to put that in the record, Sena-

tor!
The CHARMAN. 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 oual:t to know it now,
Sem;:.o Burazes. We are dependent upon the Federal Reserve System,
nator.
The CramrmaN. But they own less than 10 percent of the bonds.
Mr. Buroess. Yes. But they own the short-term maturities that
keep turning around. : .

) N. 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?

. Buroess, Qver the maturing issuet -

The Cramaan. Yes.
Mr. Buroess. I think we can find occasions. I do not recall one

offhand.
The Caamman. Those notes that matured August 18, you offered

a 100 percent increase in interest rates.
Mr. Bunazss. That is right.

i

1
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The CmarrmaN. And those maturing October 1, which were 114

peroan%you offered more than 100 percent.
Mr. Boraess, That is right. But we offered the market rate.

The CammMmaN, Market rate!
Mr. Buroess. That is what they are selling at in the market,

The Cuamrman, You made the market rate.
Mr. Buroess. No. We took the market rate, and we put them right

on the market,
The Crammawn, But you did not sell them on the market, You

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

only one that wag—
'The CuAaIrMAN, In other words, I am trying to get your judgment

on-——
Mr, Buroess. Yes,
The CuammMAN (continuing). And it is generally agreed that

you are an expert.
Mr. Buraess, Thank you, sir.
The Cuarrman. 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. Buraess. 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 Cuamuman. Will you get and present tomorrow morning, for

o

tho record, angoother instance in our history where we had to offer
more than a 100 percent increase in the interest rate to refund Gov-

ernment bonds?
Mr. Burokess. Be very glad to, yes.
(The material referred to follows:)

InTEREST RATES ON MATURING I88UES AND NEW Issuxs

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 dis-
count now in the market. For example, the 4 issues which we are now in the
process of refunding bore coupons o 114, 2, 2, and 814 percent, and at the
end of June 1857 had market ylelds of 4.02, 3,78, 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
ength to maturity between the maturing issue and the nmew issue may make
a material Aiff between the coupon rates on the two issues even though
interest rates remain unchanged.

There have been 8 instances in the last 2 years where the Treasury has

t out new issues at double or more than double the rate on the mntnrtll?
ﬂ?m In December 1035, 1 of the 2 maturing issues was a 13§ percent certifi-
cate. One of the two new issues was a 2 reent certificate, and the other
a4 2% percent note. Again in May 1007, a percent note was replaced by 2
new issues. One of them a 814 percent certificate; the other a 834 percent note.
In our current refunding, as you have pointed out, 1 of the ma issues was
& 2 percent note, and 1 of the new issues is a 4 percent note. (All of these
figures excluded the maturing exchange notes which were originally issued at
; ggmdi:a)l 134 percent coupon rate in exchange for 3% percent investment series

n

Examples also can be cited where a maturing issue was replaced by a new
issue ‘il'oldlnz only one-half as much—-or even less. In May 1954, for example,
8 of 4 maturing issues bore interest rates of 3% percent, 3% percent, and
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2% percent coupons, and 1 of the § new issues was a 1}4 percent certificate. In
A’:gu-t 19564, bo% of the 2 maturing issues bore 25 percent coupons, and 1 of

the 2 new lusues 7“ & 134 percent certificato,
As a matter of fact, from the standpoint of the success of the various offer-

fngs cited above in terms of cash pald out by the Treasury, we find that the re-
fundings in which there were issues where the new coupon was half or loss
of the old coupon were more successful thap tboss where the new {ssue coupon

had doubled.
There have also beon occasions when the interest rate on a& new lssue of

Treasury bills hns beep more than double the rate of the issue it replaced—
n issue which was put out only 8 months earller. There were four occasions,
'or example, in Beptember and October 1947 where this was true.

The Ciiairman, Have you determined how much of the debt comes

due next year!
Mr, Burarss. Over the coming year we have about $50 billion of

securities maturing,

The Crratraan, What is the average interest rate!

Mr. Burarss. That is exclusive of the turnover of Treasury bills.
35%‘3% ‘(l;‘i!Ai?MAN' I say, what is the interest rate at present on the

.8 billion

Mr, Burarss, The December 1 maturities, 855, The Februgry 14
maturities are 834. March 18, 2445, March 24 are tax anticipation
bills. They were sold at 8.48,

The Cuairman. Well now, what percent of those bonds does the
Federal Reserve ownt

Mr. Burarss. Those tax anticipation billst

The CrA1RMAN. I mean of this $52 billion you just mentioned.

Mr. Burcess. They have $21.1 billion, including a little in Govern-
ment investment accounts, It is mostly in Federal Reserve,

The Criairman. They have $21 billion coming due next yen:]; the
have just taken $14 billion of the present issue; they have only SQK
billion in allf That needs some explanation.

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

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

Well, as I cstimate it, if this Federal debt should be financed on a
4 percent basis, as the years go on, the interest would cost $11 billion
& year a8 compared to $7.8 billion now.

Mr. Buroess. That is about right, Senator. i

The Crarmax, In other words, increasing the interest rate of the
Federal debt would cost taxpayers $4 billion a Iyear' am I correct!

Mr. Boroess. May I make the qualification I made yesterdsy, and

int out that to the extent this interest is paid to the Federal Reserve
bys{etxg, their net earnings, 90 percent of their net earnings come

ack to us,

The Cuamuman. That is less than 10 percent,

- Mr, Buraess. We also collect in taxes a very substantial amount
from the earnings on Government securities.
The Cuarman. Mr. }Burﬁt\m, I cannot agree with a contention that
we are gustiﬁed in raising interest rates because interest is taxable,

Mr. Burozss. Senator, please do not misunderstand me,

The Cuamman. 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 profit in taxes.
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Mr, Buroess, Senator, I am not trying to justify high rates, please,
we are not trying to jus’tify low or hig ratis. %e agre not wgrking

for either one.
The Cuamuan, 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
no{iustiﬁed because part of it paid back in taxee,

r. Bunozss, That is not a &,ood reason for it; no, sir.

The Cuameman, One of the things I disapproved of in your state-
ment yesterday, was what appeared to be an effort to justify these
hxgh interest rates on that ground; and to Lustify the high Federal
debt because everybody 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 dangeroun, We have increased our

total debt in 4 years from $600 billion to $800 billion.
ition that it is

Instead of the Federal Government taking the 1po«
trying to do what the people are doing, if ible, it should be an
example to the rest of us, That would be the sound position.

Mr. Bunozss, Well, sir, I was not tx?ving to paint a moral judgment
and tryinilt:) qustig‘}t. T was simﬁ) y trying to paint the economio
sncture. d I certainly agree with you, we ought to pay down the

ebt, and pay it down faster, .
The Cramman, I will not attempt to read what you said yester-

dug but it seemed to me that mwers trying to justify the Federal
debt on the grounds that everybody else was going into debt.

Mr. Boraess. No, sir; I had no such intention.

The Crammuax. 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. Buraess, That goes just a little further than I admitted, Sen-
ator. I approved your mathematics, but the probability, I would

not quite agree to.
e CuamuaN, Well, I imagine that a year ago you did not think

you would double the interest rates on these refunding bonds.
Mr. Burozss, No, sir. I was very mu ppointed.

bo’l‘he CramuaN, You did not think when you issued 814, 95-year
nds—
Mr. Boroess, Twenty-five to thirty year bonds.

' The CBAIRMAN. Just 8 years aggid at you would then have to pay

4 percent on a l-ilear bond today, did you?

. Mr, Burazss. No; I did not. ‘
The CHAIRMAN. & our judgment in the future———

e,
Mr. Burczss. Mnkesn’amt 14 look pretty good, does it not, Sen-

ator?
The CrARMAN. I do not think so. But you canuot 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. Humphre:" testified a number of times that it was impossible to
sell long-term bonds. Will you explain why it is im le to sell
long-term bonds {
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Mr. Burarss. Well, ho snid, at the moment, .
The CHAIRMAN, Why is it at the moment impossible to sell more

than 1-yoar or 2-year bondsf

I have not yo;lgotten, incidentally, the breakdown of these differ-
ont purchases, How much were the f-yeur, 4 percent, and how much
were the 2-year? What nre the amounts!

Mr. Burarss. Two billion dollars went into the 4-month issue at 384
porcent—other than Foderal Reserve, ,

The CriairmaN. Where i8 that in your statement!

Mr. Buraxss. That is on the last table, appendix B.

The Ciairman, Two billion went into the short-term.

Mr. Buragss, In all $0,060 million went into the December cer-

tificates; §2 billion of that was taken by the public.
Of the 4 percent, 1-year cortificate, $10,662 million was taken, of

which the public took $3.7 billion,
And the 4-year, 4-percent note was taken altogether by the publie,
The Caamuan, You had better call that a 8-year note. It can be
cashed in in 2 years.
Mr. Buroxss, $2,581 million by the public on that.
The Cramman. $2,581 milliont

Mr. Buragss, $2,681 million; yes.
Woell, sir, the ifﬂoulty of sell ng long-term Government bonds is

simply that the londers 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 mortgnges offered to them more than they can absorb; savin
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 Qovernment were to try to sell long-term bonds, you
would have to offer 8 competitive rate that would be very high. -

You could not Iustify offering Governments at a rate so competitive
thb:g gxm people would take it instead of the things they are
absorbing,

So that they simply do not want long.-mm 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 responmbih:g.

The Crammuman, What is your definition of a long-term bond and
a short-term bond?! How many years?

Mr. Burazss, Well, that is anybody’s taste. I think certainly the
8K4 and the 3's are long-term bonds, 25 or 80 years, or 40 years, A
ée yeg bémd, one could debate. 'The 5-year bond is certainly a short-

A : ,

The dividing line may be somewhere around 10 years.

The Crammman. What would you say was the definition of your

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

day, were they not!
r. Buraess. They were not bonds, Senator., Technically, they

were certificates and notes.

‘%
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The CizamrmaN, It does not make any difference what you call them.,

Mr. Bunaess. They were short term; yes, sir,

The CuairMan, Short term. And actually, 2 years, because they
could be redeemed.

In your teatimony yesterday, you said:

When short-term borrowing means increasing bank credit ® ¢ ¢ that is di-
rectly inflationary. It is for these reasons that any country in tlme 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. Buraess. That is right. ‘

The Cramman. I am one who thinks inflation—I think Federal
Reserve Chairman Martin made & 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. Buragss. 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 CaAIRMAN, Banks can buy these short-term bonds, can they

not!
Mr. Buraess. 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 ut).
The CrarsanN, What you said, then, yesterday is not exactly ao-

curate, ig itf
Mr. Buraess, I said there is a tendency. .
The CaairmaN. No. You made the statement it was directly in-

flationary. You did not say it was a tendency. .
m?h' Igunow. I 8aid when you increase bank credit. What page was
8 on
The CuairMaN. Page 13 of your prepared statement. [Reading:]
¢ ¢ ¢ when short-term borrowing means increasing bank credit ¢ ¢ ¢

The ) ¢ can buy these bonds on the market, can they

not, no matter whether it is a refunding operation or nott
r. Bunoxss. I do not see just which reference you have.

The Cramuman, It is in the middle of page 18,

Mr. Burazss, Oh,yes. Isay:
when short-term borrowing means increasing bank credit * ¢ ¢ that is directly
inflationary.

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

N. If you issue short-term notes or certificates, can

The Crarua
the banks not buy them if they choose!
Mr. Burozss. rl'hey can, yes; they can. We to keep s pmgy

careful survey of the owners, and try to avoid an issue which will in-

orease bank credit.
And, so far as the figures show, bank investments in United States

Government securities have not increased.
The Cuammax. I want to ask you some questions about inflation

a little later. Meanwhile, I want to ask you this: What effect do zou
think this 4 percent minimum rate that you have now i is
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gging et&a' have on the $628 billion of private debt when that is re-
ano

In other words, the corporations and individuals, as I understand
it from your statement yestorday, owe $5208 billion.

Mr. Buraxss. That is right.

The Cuamman, In ourrent refunding operation you have made a
very substantial inorense 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. Buraxss. Well, in the first place, Senator——
The CriamaaN, Which in many instances must be refunded!
Mr. Buroxss. Yes. I want to make it very clear that we have not

pushed this intorest rate u*:. We have aimplﬁ recognized an existin
rate which is determined in the market by the supply and demand.
Now, the fact that the Treusm"y Rublioly has to put that rate on its
seourities undoubtedly has some influence on mtes& I concede that, of
oourse. 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 rates,
HAIRMAN, In other words, you had to meet a condition that

(]
you think existed,
Mr. Buragss. That is right, to meet a condition.
The Cramaan, I am not arguing about that part of it. I want

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

furnish information conceminqi intorest rates on corporate issues of

$10 million or more during the first half of 1057,
Tllie inft;rmut:on referred to was subsequently received and appears
a8 follows:
SrOURITIXS AND ExoRANGE COMMISAION,
Division or TRADING AND BXORANGRS,
Washington, D, 0., Auguet 8, 1957,
Hon. Hamry F, Bym,
Ohairman, Commitice on Nnanoe,
United States Senate, Waahingion, D, O,

Dzan SenaToR BYnd: In reply to your letter of July 81, 1657, I am enclosing
tables showing a chronological list of corporate bond issues reglatered with the
Commission since January 1, 1057, in excess of $10 milllon. We understand
from Mr. Bell that this list will serve your purposes, The data shown include
maturity dates, issue dates and interest rates. In additlon, since your interest
a re to be along the line of cost to the issuer, we are including data on the

offering price.
We do not have any information on the extent to which these issues were

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

Sincerely yours,
Paixe A, LooMes, Jr., Direotor,
Enclosure, ,
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become effcotive undor the Beouritica Aot during the Iat Aaif of 1957
1] { Interes Date of lasue
tive date] e P&&‘W nu' Prios ot ”‘c'-'u?{y""
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ERL 2 1) l.llll.-.' aee 'O. , 1] il
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8 | New ing d Telophotte & Tele-
mtr bamuzo «| 34,000,000 veeedl0. ooeus.] Jats  1,1006
(] Power & Light, ist ,
ol el gond“x ..... e g 13, 000, 000 envee0uoeneao] Ja0,  1,1007
DONMULNS. . eenveravenensrene ««] 80,000, 000 veessllOcucnees] Fob, 1,107
10 | Niagars Mohawk i’own. 000
" nm;lr?o’l‘dd;m Siking ..& 4, 3, 200 Feb. 1,1087 Do,
o R i et e
1] o:&m. g & Ricotrio, 10t 2,000,000 ‘“ ! 'm
" mw%m .-‘-.iiuvui. ua soses CX XY ITY
mortgage tln .............. 10, 000, 000 cornc80. caneen Do,
] fio Gas & Potroleum, istand
. Pacmo ommbog‘ o 85, 000, 000 Deo. 1,1000 | Dea. 11908
“{'u .....  eeeeses 18,000, 000 Jan. 1,1687 | Jan. 1,177
» blomwd‘gxo“f:dm
........................ 19, 725, 800 [ Yob. 1,1087 | Peb. 11977
] Mhnucony Kleoirie, ist mort. ~
).f“ o eesensesi 10,000,000 4 5 Jan, 11,1087 | Jan. 11,1087
» ntain su ‘Nopimot
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y Pmuwht dot:‘mm...% 7, 900, 000 4| 10000 do... Fob. 1,197
subordina abanmm 171,790, 900 43¢[1100.00 | Fob. 33,1087 | Feb, 14,1087
8| R. H, Maoy & Co., convertible’
» | '.“."5 ...... 19, 981, 100 8 |1100.00 | Feb. 13,1087 | Feb. 1, 1077
13 e ....h....m.'...'.h..'.“.. %0, 000, 000 mﬁ 100,63 | Pob. 15,1067 | Fob. 18 1088
" ﬁn mmm- 0,6,%0] 860] 100.00 |Jan. 13,1067 Jan. 13,1087
.................. 10, 000, 000 ﬁq 102,00 | Peb. 1,1087 | Feb. L1907
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ortnn 27, 800, 000 4l 10000 | Peb. 14 1057 | Fed. 18,1008
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g tad &'&‘a‘“m ori’?m‘ 000 103.990 |.....do........ .
" ofk. & .| 54,827,500 1300.00 | Peb, 15,1067 | Fob, 18,1978
o, nmaé&&i ..... 6&]53']'“ 94, 000, 000 90.08 | Mar. 11087 | Mar. 12,2077
. trio, supm nds. 14, 000, 000 101, 409 |.....d0..c.cc0.] Mar. 1,1007
"m""mq'opapex e ‘. .| 40,000,000 0900 |.ucendo..o.on.] Mar, 3,207
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' Jesue Principsl [Interest] Price | Date of issue | Date 3tmv
undm amount | rate turity
9 { Appalachian maezm Power, 1st Percent
:o m’:;m mz ""“&".i"" 29,000,000 101.33 | Mar, 1,107 | Mar, 1,1087
% Amortem"l‘o l........ «e«s) 80,000,000 101.873 do Mar, 1,10M
or. 1 ,ﬁ:ﬂ et "M...ﬁ;m.m,mooo 101914 | Apr. 1,1087 [ Apr." 1,108
PP . mbow guren...| 10,000,000 100.00 |.....do0........| Apr. 13,1082
veyoqens] 1 101,498 |..vc.d0..cc0uu.| ADE 1,1087
o| rn 'oﬁ.uﬂﬁum&a % 006,000 pr b
................. veens] 10,000,000 101,00 |.....do........] Apr. 1,10M
o Alumlnum Company of Canada,
sinking fund debentures.......}125, 000, 000 102.00 |.....d0...cc...] ADP 1,1080
o | sears Rosbuok Acceptance, sub.
ordinate debentiires............| 95,000,000 90,00 |.....do..c.ce..| May 31,1077
16 | Transcontinental Gas Pipe Line,
1st mortgage pipeline......... -« 50,000,000 100.63 |.....do........] Apr, 1, 1077
3 Nor‘hwuum %oll Mpm%
" doSt:r .....t....m..... 30, 000, 000 10100 | May 11,1087 | May 11,1000
" Unlt«tluArt"""""mﬁo”"ﬁ- 30, 000, 000 101.00 | Apr. 18,1057 | Apr. 18,1083
rdinate debentures........... 10, 000, 000 100.00 | May 13,1057 | May 11,1000
) Northom Nmml ¢, sinking
fund deben woencngecacse] 30,000,000 9.8 |.....do........] Nov. lolm
May 1 lode O, “‘2"%‘” nds.| 10, 000, 000 101817 |.0 2 do........] May 1,1083
! ‘x’x’.%'r“”" { O 25, 000, 000 ®.38 |.....d0 May 1,108
s u‘(id -l...f.ﬁ;o-r'-n- - 3 vewse@0ieriennn ’
....................... ® 14, 000, 000 L7186 |.....do........ Do,
9| Ala ma Power, 1st morigage
and eolluhml trust bonds...... 14, 500, 000 10,80 |..... 40..ceuu.. Do.
18 | Contral Maine Power, 1st and
general mortgage honds......... 18, 000, 000 102799 |.....do........ Do.
14 | New York 8ta lecmo& Cas,
1xt mortgage weecneenrea-] 38,000,000 101.88 |.....do ...... Do.
1 !lotldal’o\m-& M. ist mort.
BARO BONAR. .. cveeenememenorans 18, 000, 000 102.046 |.....do........ Do,
17 | General Telephone, convertible
debentures.. .. .....coceesoeen. 44, 520, 000 1100.00 | June 1,1087 | June 11,1977
20 | Publio Servioe Company of Coloe
" Arudo. 18t mormuta’bo‘l‘!%ad - 80, 000, 000 100.00 | May 1,1057 | May 1,1087
l m
MAIPES. . .o eccecaeanconesanes 99,00 June 1,107
2 New\::)rk'l‘elo hone, refunding 2,000, 000 June 1,1067 '
cessvescanwe] 70,000,000 101,788 | May 18,1957 | May 15,1901
] !ntmxu Power, ist mor 00 10000 | May 11067 | May 11087
| e | U u mor [ e 1
ol a5 dpa"' 'ﬁf&&' u.mono 101. 968 do. June n.m
Suze 4 um m'%. Gk Sericis 000, 308 [.eea@0..ereenn '
ro ............... 23, 000, 000 101.88 |.....do........] June 1}, 1087
4 thmxsg,a Power, 1st morts
mbonm&olnoomln ...... .| 10,000,000 100.00 |.....do........| Do.
8 O mertents b, ssrics K. 30,000,000 10000 |.....do Do,
o | ot mort d”bgymm. s K- 3
ires, sor eearsanenvencaces 20, 000, 000 101.368 |.....do........ June 13,1083
(] gls Power, lst morigage
NAS. . .oneereararnicocsrennans 18, 500, 000 10829 |.....do........ June 13,1087
10 Metropollmn Edlson, 18t mort- 19, 000, 000 101,80 do Do
1 mmeremd#ai:hfé(&,..ﬁii. 75, 000, 000 10000 [.-2-2do....co2if June §,10m
11 nsolidated Natural Gas, des
" Md""’”ﬁiﬁé&ﬁiﬁ‘ﬁ“"m‘ﬁ" 25, 000, 000 101,088 |.....d0... ....] June 11,1088
15t mortgage pipeline nd‘..'. 20,000,000 | 6} 102.8% | June 18,1067 | June 18,107
17 | Falrbanks Morse, oconvertible
" M'gb ct:':l” T “%ur&o”'m 18, 000, 000 83¢] 100.00 | June 1,1087 | June 1,1073
1 T.ﬂ!l:; D e oee 80, 000, 000 6)¢| 105.216 | Joly - 1,1087 | July 13,1088
" Sout Bcll'!‘.e'ﬁi) ...... & e 18, 000, 000 0 98.50 | June 13,1087 | June 11,1077
0 l\(n&npbmu Vit a6 0, 000, 000 6 | 1023 [.....do........] June 1,1008
vertible)case.....! 10,000, 000 44 101.00 |.....do........| Jume 1,107
Soofoptnotu at cnd of tadble,
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Oorporate {ssues of donds, notes, and dedentures of $10,000,000 or more whioh
beoome effeotive under t'ho Boeourities Aot during the 1st half of 1957—~Con.

Issu Principal [Interest| Prics | Dateof lssue | Date of ma-
uf."&fu y nnmmp:l nate mrolt!
9 | Delaware W & Light, Ist Pereent
nds ... mmﬂ'&m 18, 000, 000 8 | 100,878 | July 13,1087 | July 13,1087
94 | Household Finanos, sinking fund
P e A 40, 000, 000 6| %00 |.... do........ July 1,1083
| liatid Wi Gomre
| po t%ﬁﬁa’iﬁi‘o}'sﬁiﬁmﬁ' 18, 500, 000 8¢l 100.00 |..... d0..covnes July 107
- B“';m ohonds ot moonom | o] 10000 .....do. July 1,187
» so?:'z'ﬁ'm d%e“w; T 10, 000, 000 84| 100.00 | June 15,1987 | June 15,1000
Toetgage bonds, series O ... v, 33, 000, 000 84| 101.807 | July 1,1067 | July 11,1083
! Price to seoyrity holders,
'rmunmptgy.

Bource: Securities and Exchange Commission, Division of Trading and Exchanges, Aug, 3, 1057,

Mr, Buncess, I think these thin, is 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

tendency——
The CHAmMAN, Mr. Burgess, I cannot reconcile that statement

with what you eaid on page 13 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 $30 billion to
refinance—

Mr. Burorss, It is a constant Eoroblem to w to kee;: the debt
shoved along and avoid short-term borrowing. 'We have at least held
our own on it, and I think we have improved the situation over these

ears now,
y The CrAmMAN, By what line of reasoning do you argue that high

interest rates are deflationary
Mr. Burcess. Well{ sir, there is a great deal of history on that point,

All over the world, it has been recognized that credit restraint, of
allowing the rate to have its natural influence, does tend to restrain

inflation.
It certainly has happend in this country before, and it has happenec}

- in manf cases abroad. It is ilust admitting that nature has a way o
ually compensating for these things, :
graduall f hi

The CaamMaN, Take a corgoration whichisin a comtﬁetitive posi-
tion whereby it can pass the high interest rates on to the consumer,

does that not increase the cost of the consumer’s purchases from that

ooxhngaxgl |
. Buraess, There are two ifs there, Senator, and cne is, can it
ass it on to the consumer! And anybody in competitive business

ows that is quite a problem. , \
The other is how Iarge a factor the interest rate is; and I think

Mr. Humphrey’s figures showed pre'ty conclusively that interest rates
ares verypmnﬁ element in the cogf, of 5oing buaineg. : '
93683—57—pt. $—8
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The CHAIRMAN, Wh&is it such a large element, then, in the Federal
Government? The interest rate in the Federal Government would
be increased nearly 60 percent if you put it up to 4 percent, which
apparently now is the minimum with these new issues.

r. Bunrgess. Yes, X
The CHAmMAN. The increase in Federal costs would be an increase

of $¢ billion, from §7 billion to $11 billion, and that certainly is a

very substantial increase.
r. Bunaess, That is assuming, over a period of years, that this rate

does go through the whole fabric.
The CramMaN. You thinkl, then, that increasing interest rates is

& way to combat inflation ; is that the idea !
Mr. Borarss, Well, I think there are two things: One is ease in
Hetting money, and another is interest rates. When there is a terrific
emand 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 of

money.

Thg Caamman. Will you not be forced, though, next year and the

ear following—certainly in that period—to continue to issue short-
rm certificates or notes, whatever they may bef

Mr. Burarss. Well, sir, I hope not.
The CrARMAN. Because if you issued a long-term one, at 4 or &

or 6 percent, or whatover the costs may be, then there would be
no way to obtain this readjustment which you say may come when
money becomes cheaper.

Mr. Buroess., Yes.
The CrAmrMAN. Is that not the way things are shaping up; you

are going to short-term financing almost exclusively in the few years

ahead! -
Mr. Borcess. I do not think so, sir, There isa uging about mar-

kets that even great trees seldom reach the sky. I do not think we

can assume the present trend is what is going to continue over the

next few years, Nobody knows what it will be, Senator,
The CrammaN. Then to make it clear what X:u think of today—

these trees may or may not reach the sky. of today, in your
1ud§ment., you could not have sold these bonds at 4 percent of the en-
ire issue had gone to the Rublio!
Mr. Burorss, I think it is very doubtful.

The CrammaN. All right.
I want to talk a little about inflation. I hope you are disturbed

about it asmuch as I am.
Inflation began, as s});:m know, in 1041, It was stabilized in 1051 or
1952, and remained stable until the early part of 1956, We lost 48
cents in that first J)eri:idoaand we have lost more than 2 cents of the

value in the secon
Library of Con which collates this information and puts

The
it in Jmper orm, advises me that in the month of June the inflation
was 8 times as much, or rather, the dollar declined 8 times as much,
wise, a8 it did in the month of May; in other words, it de-

clined m-wnthn of 1 cent in 1 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 18 & very alarming situatlon, eepeciaily 48 no one, to date has

\‘ :
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said what caused this new inflation, and no one has presented & pro-

gram to stop it.

Mr. Humphrey, as able as he is, said he oould 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 waﬁfﬁ’ and we had a shorta
of goods. Together these made for this inflation which reduced the
value of the dollar 48 cents 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 drﬁpred 2 cents. That was a
great loss, It was 4 percent of a 50-cent dollar.

The drop is continuing, if these ﬂ%m are correct, and I think
they are correct—they come from the Bureau of Labor Statistics as
interpreted by the ibrar¥ of Congress. The value of the dollar
went down, and the cost of living went up again in May and sgain
in June, Ishall insert the figures, as follows:

Oonsumor Price Indea und purohasing power of the dollar

{1639 oquals 100}
Conmuuer prices Purchming power of doliar
Calendar year N
in Perosnt In cents Ol

(1630= 1 (1639« 100) (lnmn)
1009, .ce v emmerenssssrenesensnssmnsssssnnrsenser 106.0 fereernnerngess 3000 foennneeneomses
1 SRS 100.8 ﬂc f -¢=
Lo . ! .y
et u +1 & —té
17 IS Y 1 n9 -1
e 1%. 3 -k
e }u; R 4 g s
1 e —————— ;5;{" +§§ 3 =
1080, o 178 1. 8 -
1 186.9 vy
T A T 3 -1,
OB L 138 I 8 =4
}ggg.ZIIZIZZZIIIIZIIIIZZIZZIIZZIIZIIZZIZII:IIIZZ 19,8 -33 8.0 +3
VOIBRO.00 osucscnccrnasnscsensnssovonaness 108.0 +1.8 1 -8
muur.y" }%3 .............. ’ 3: ..............
N RO 3] — ) 2; """"""" :
8y... . mi 3:2 -
n}n ................ b 1. -, §
AT }n'g ) i
&um'b'ii.'.. 107 -
ber 108.1 -,
Doy 4 . =
. -,

1087 (.onmon : 198, 4 .
zabnm.. m§ % gf -,
2 : .3
ay . % | i ’ -y
ﬁ.qrc . ) “u B "o‘

I think that is & very alarming situation. I would like to ask you

what is your judgment as to why this new inflation has started, an
what you thick shionid be done i’gmp it, if it ia posaible to do it?
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I think you will agree with me, Mr. Burgess, when I say if this
goes on for 8 or 10 years and we lose 2 cents in the value of the dollar
each year and get down to a 26-cent dollar, this country would be

in serious condition, would it not?
f,. Mr. Buraess, I agree with you, And, like you, I am disturbed by

i
The CaarMaN. What is your opinion as to what has caused this

new inflation?

Mr. Buroess, Well, Mr. Humphrey put & memorandum in, but
everybglgg thinks of it in his own words.

I think this movement is & continuation of what has happened
gince the war. -

The CrAIRMAN, Let me interrupt you there, Mr. Burgess. It is
not & continuation, because there was a period there of 8 years when
it was practically stable, ‘

Mr. Buroess, A continuation of some of the forces, let me sag. :

The CmamMaN, Mr, Hum%l;r“ey thought loss of the purchasing
power of the dollar was the definition of inflation; is that not

right! .
r. Buroess. Ithinkso. The other definition runs back to the pres-

sures and the causes of inflation,
The Caamuman. I know, but I am talking about the results, whether

or not we have inflation.

Mr, Buroess. The results are in the yrico level, !

The Cramman, It was statjonarI n 1958, 1954, 1958, and part of
1058. So it is not & continuation of the conditions that existed.

Mr. Buraess. I was about to point out what I meant there.

Some of these elements in the index that are now rising are evidently
a reflection of past causes. It is not ?ust what happens immediately.

You take rents. Rents are controlled during a period of war, and
ﬂeoi)le are very slow to take off the controls, and rents have been rising

tely—not for something that has happened this year, but because
of tgxsg:?g lag that they have in reflecting things which have hap-

ore,

Pe'll“heso ast influences include the building boom in 1958, which in-

creased the price of houses, )

You take medical care. Nothing has happened in the past few
‘months to make that increase, and yet it ha:aﬂone up, aimpsliy because
that is one of those lag&:rd indexes that reflects rather slowly the
basic inflationary causes that grew out of the war.

Personal care 18 another one of those things,

So you have got a certain element of lag,
O£ course, in this last index for June, you have an increase in food

rices, which is a reflection of a little comeback after a long decline in

ood prices.
So I say this is partly a question of lag. I think it is gartly 8 ques-
tion of the costs, rising costs, 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 years, we have had a veritable
capital boom in this country, not a boom 1n bmz individual com-
modities that you go out in the market for, but a boom in ‘!‘milding

utility plants and roads and schools. ;
Th?&nmm When did that boom start?

\ :

i /
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Mr. Buroess. I think it began after the war, with the fact that you
had 5 years of war when these norma] things were not done, and there
was 8 shortage, and we started catching up. And we have done it in

8 series of waves,

It has happened all over the world, and in certain respects it is a
very fine th eﬂf" because it is a rebuilding of the industrial plant, mak-

it more eficient. |
o CrammMaN, You say this new inflation was not reflected in the

purchasing power of the dollar until 12 years after the war{ .

Mr. Buraess. I think it was partxalg reflected in the years immedi-
ately following the war. Of course, then came Korea in 1950, which
launched us on a large new military J:ro which involved h
capital expenditures, and that was added to this desire to remake the

oountry.
All of these thi ut together—-
The cmmummg;m country !

Mr. Buraess, This country.

The CHamMAN. Remake it how! ,

Mr. Puroess. Rebuilding it.

The Caamman. We are tryu;i to remake foreign countries. I did
not know we were trying to remake this country.

Mr. Buraess. We are trying to rebuild them, too, Senator.

The Cramuan. But those conditions you mentioned existed long
befort? this new inflation started. I am talking -about the new

on.

Mr, Buroess. Yes. But I think this is of & piece. I do not think
this is just something segarate that happened because somebody did
som _in 1954 or 1956, Theee are underlying causes that have
been working and have broken out again. '

And it is the fact that this capital boom is more accentuated in the
past few years, The amount of new issues offered on the security
markets is running this year $2 billion ahead of last year. a

Now, that represents a t deal of construction; building con-
struction, as a whole, is higher than in any previous year in our his-

tory, if my figures are correct. »
xnd :é;ztm i:h not a aht;  of xixetg, or gf val::tl;‘ or anydofftl}oeo
things, but a shortage of utility plants, and o and of fac-
tories, and of office buildings, tl?utpwe are trying to rebuild all at once
in & tremendous mass. , :
The CmamMaN. You mean investment in business enterprises is
ter now than it was in the past several years? .
" Mr. Burazss, Yes, sir. The figures, that the De ent of Com-
merce works out, the amount of ditures, capi ditures—
The CrAmMAN. You might get those for the reccrd, but I believe
you will ind they are about the same as they have been. - - .
Mr. Bunazss, Well} it is $88 billion for this year, and $8 billion
0

or $4 billion ahead of last year, and it is higher than they were be-
fore, Senator. -
The Cramuax. Let us get them., 8 .
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(The information referred to is as follows:)
Boonomio indioators, June 1957: Bopenditures for new plant and equipment

{Billions of dollars)
Manufacturing Transportation
Perlod Total ! e Mtotag ':s:’b'? 2“'"3;1"
Total | oamr| Nable Bl | otmer other
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1 Excludes agriculture,
8 Comm and other includes trade, servics, finance, communioations and oconatruction,
e O O loipated capital oxpenditures as reported by busiriess in late Aaﬂi’ and May 1957,

Norr.~Annual total is the sum of seasonall usted expenditures; 1t does not necossarily coincide

with {04 svaragvof ssonally adjusied 0Ly o] « s ustmeats, when necessary, for systamtie

% th the totals included in the gross national product estimates of the Depart-
agrioul investment and

Those figures do not agroe wi
ment of Commerce, prinoipally because the latter cover also oertain equipment
ok Baosazaiy ot totass bocause :
: Seouritiss aud Exchange Commission snd Department of Commeros.

Mr. Burezss, So all these booms come in separate p . We
all remember them. 1920 was a commodity inflation. 1620 was &
security inflation. And I think this one, i’ you can characterize it,
was & capital goods inflation, underlying which is an enormous arma-
ment expenditure in this co.intry which has used & great deal of the
same kind of labor-and materials and ingenuity and money that is
used in a capital boom.

So you impose a capital boom on & 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 CrARMAN. You agree, of conrse, that when inflation starts, it
is difficult to stop ! ) : : .

Mr. Buroess. That isright. ‘ -

The Caarrman. In 1043, we lost 9 cents of the purchasing power of
the dollar. _ : '

The CramrMAN. In 1946, we lost 6 cents. In 1947, we lost 9 cents,
and so forth. L

Mr. Burazss, That is right.

2

|
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The CrzatrmaN, What would be your remedy or your proposal—we
all recognize we have got inflation; there is no question about that, is

there?
Mr. Buraess, That is right,

Well, sir—- . .
The Cramman, The question now is what to do to stop it. What

would be your planf .
onsibility is to

Mr. Burgess. I think the Government’s first resi
follow fiscal and monetary policies which have worked in the past.
That means giving the Federal Reserve the responsibility of watch-
ini monetary policy, and letting nature work there,

think in the ares of fiscal policy, we have a great responsibilit
for keeping our budget in balance, and better than balance, I th
& larger surplus than we have todnly would be extremely helpful.

The Government cannot do it alone. Proper fiscal and monetaz

rolicgy are guides, they are the largest single factors in dealing wi
his, l;)ii:lx y but I think our people through the country have a re-
sponsi .

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 CrARMAN., Would & Part of your program be an increase in

interest rates to combat inflation?
Mr. Bunoess., I do not think the Treasury or the Federal Reserve

needs to or should deliberately go out and increase rates, but I think
th%y ought to let the forces of nature work in the money markets.
he CuairMan. Do you believe that increasing interest rates, no

matter how, is inflationary or deflationary !

Mr. Burgess. I think it is deflationary, clearly. I think history
gives ample demonstration of that.

The CramrMAN. Then you believe that increasing interest rates is o
means of combating inflation? =~

Mr, Burozss. I believe that rising interest rates which are caused
by natural forces, the force of supply 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 the lender,
makes the lender more selective, makes the borrower a little more

OQNM. "

The CramMaN. Do you not believe one of the best ways to combat
inflation would be to pay something on the public debt #

Mr, Burozss. Yes, sir,

The CaAmuan. Then you would not have the interest rate to pay.

Mr, Buraess, That is right.

The » I cannot exactly follow your reasoning as 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 l{:ol--
icy restricts the availability of funds for small business without hav-

ing much impact on large businees ?
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Mr, Bunazes. 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 haa made an extended study of those

ures, to present the data to you,

recognize, Senator, that poople are hurt, that some people are hurt

by tight money, there is no question about it, and the man who is hurt

most s the marginal person whose oredit is least good. And there
are many of the amaller people who are hurt.

rated, sir, I think that our

I think that has been greatly ex
evidence of it is found in the operation of our Small Business Ad-

ministration.
Wo have set up a program there to make loans to small busineases
that found themselves in difficulty and unable to get credit. That
oy has made a substantial amount of loans, But the interesting
th g 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 there has been a very conscious and successful attempt

by the banks of the country to take care of emall business and give

em the credit they need.
I know the institution I was connected with in New York, with

over 70 branches throufhouc New York, has given instructions to its
branches to take care of the small-business soople. The branch busi-
ness is 8 small-business operation. If they do not make loans to small
business, they do not make loans,

The average bank through tle country is a amall bank making loans
tul: ?mlall business, and their loans are up. They have not decreased

eir loans, X '

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 ﬁ time like this than at o%llxer tlmﬁs.b , # Amerioa is dof

ut generally speaking, the small business o erica is doing ve
well, asg:xl‘\gwn by the fgot. there is continued increase in the ngmb?;
of firms doing business.

The CuAmrMAN, You mentioned a few moments that the in-
creased ditures in capital outlays were a cause of inflation. Do
you 8 hiﬁh interest rate }mlicy a8 & fair way to reduce private

axﬁm itures and ourb inflationf
r. Buroess. Yes, sir. I think it is one of the ways.

I am thinking not 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 o
the rate, and keep a constant pressure on the situation.

They are selective, and the person who borrows has to justify his
loan a little more carefully. '

Now, it does not happen right off, unless you carry it to a point
where you break the markets. Then it hap very quickly., You

can have a panic and drop this thing off. But over a period, these

pressures do work, sir.
The Cramuax, And you think the oa{pital outlays have been too
m& '10; would have been better if we did not have as many

e 8
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Mr, Bunaxss. I think it would be better if we had a little less, m
sir. 'We have gone at it a little harder than we had the savings

the funds to manage with.
The CuaeMaN. Do {ou think we have the market for the products

of these new industries .

Mr. Buraoess. Well, I suspect that some pooﬁlo are overo%t&nmxo

about their markets, That is a very hard thing for anybody to

analyze, but it almost always happens when you have a é)eriod m;)é
u

very rapid growth of business and plants, and so forth, that yo
A g‘mave gone ahead too };at, and it does not, do ax%r harm

some goople h
to hold back at times like that a bit, and be selective and make people
prove their case.

The Cmammawn, Secretary Humphrey said that “creeping infla-
tion" is a very difficult thing to stop, 1 assume you agree with that.

Mr, Burazss, I certainly do; yes, sir.
The CuAmRMAN, Is it not true that if the prices of farm products

had not fallen between 1952 and 1058, that we might have had con-
siderable inflation in those yearst The average of farm and non-
farm prices would have been héﬁher 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 pricest

Mr, Buroess, Yes, sir, I think that is so. The decline in food

prices partly offset increases in some other items, ,
The Cuamruan. 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 causesf

Mr. Burozss, Well, sir, I think it was both, I think our fiscal and
moneta licies helped. I think the fact we cut Government spend-
inﬂ‘by ?J 0 billion was a restraint on this inflation.

he CramrMAN. 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 3 years Federal expenditures have been increased $10 billion.

Mr. Burarss. Not that——

The Crmamuax. I remember that previously you made some re-

~mark about that before the Senate Finance Committee,

Mr. Burapss, I think it would have been better if our expenditures
had not increased quite so fast.
ml;hu%CW' I think you gave a specific figure that day, if I

Mr. Bunozes. That was a little rash, _[Laughter.]
The Cramman. Secretary Wilson, I believe, said that inflation
added %6 billion to the cost of the defense program since 1955.

Mr. Bunozss. I think he might equally have said that the defense
added over §8 billion to inflation. 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-

flationary. .
The &Amux ‘We have inflation, nobody questions it, and ap-

. thing is being done about it.
e budget at higher levels. I think the

0 oxg:nditurea are being budget €
Co cutting appropriations probably $5 billion or $8 billion,
Yet the Bugﬁ%t Director apparently intends to only reduce expendi-
tures by $1 billion.



742 FINANCIAL CONDITION OF THE UNITED STATES

What is the thinking in the administration! You are a higher

ﬁoi&l m’ that area. Are administration officials concerned about the
ation '

Mr, Burazss. Yes, sir, they are. ,

The Cuamuan. What are they doing about it, or what do they
have in mind {

Mr. Buroress. They are, if I may judge by how they treat our De-
partment, they are trying to keep us down just as low as they can,

The CrairMaxN, But they are not aucceedu'l‘g. The record I quoted
showed that in June, we had the largest inflation in recent montl.s,

Just a few more questions,

Should the Federal Reserve Board be independent of the adminis-
tration in its determination of monetar,;polioy, in all circumstances?

My, Buraess, 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

naibility for consultation with it, which we have tried to follow.
e CramMmaN, I can confer with each one of my 95 colleagues

in the Senate, but that does not mean we agree. That does not mean
I can tell them what to do or they can tell me what to do.

Mr. Buroess. That is correct.

The CrarMAN, What is your idea about itf :

Mr, Burorss. I think the final decision should be with somebody,
and it should be with an independent body.

The CramMAN, You think the Federal Reserve System should be
independent of the administration?

Mr. Burerss. Yes, sir, I think they should have that decision.

The CrAmrMAN, Does a democratic government have any recourse
against mistakes in policy which might be committed by a Federal
R%aorve Board

Mr. Buraess. Well, yes,sir. The Conﬁress always has control, The
Congress can walk in and change the Reserve System if they wish.
The rve System, under the law, reports to the Congress, so the
responsibility is there.

16 CrramrMaN. You mean Congress can do it by legislation

Mr. Bunaesa, They can always do that. .
ftor some of our previous difficulties, there have been inquiries, as

A
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 reductionf Would that be a
certain amount of surplus, or a certain amount of \xnemplo¥ment, or
to surplus after payment on the public debt! What would be the

measure! |
Mr, Buraess, Well, sir, that is a pretty wide question. I have my

own ideas. :
The CrArMAN. There are three parts to it. Take them one at a

time,

Mr. Boroess. 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,

et o o
—
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The amount of surplus you would want depends a little on the
situation. At a time like this, an inﬂatloxga:g 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 bi‘f reduction in taxes just at a time when
you had a big inflationary bulge on.

Similarly, you would not stage 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 the surplus,
The CHAmRMAN. Do you think taxes can be increased without risk-

ing diminishing returnst
r. Buraess, No, sir. I think you always run that risk whenever

you increase taxes. .
The CHAIRMAN, Do you think this economy of ours can continue to
paﬁsl 10 billion out in all taxes—Federal, State, and local—each year{
r. Buraess, Well, it is a very strong economy, and is vey ruit-
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 Cuarman, 1 qointed out to Mr. Humphrey that if we went
back to 1955 (the level of prosperity of that year) would we lose $13
billion in tax revenue. IHe said that would be approximately the loss.

Do you agree with that?
r. Buraess. I would not attempt to answer that, Senator, because

I simpl& have not studied that carefully enough,
The Citarrman. He said that was correct.
Now, would you regard business conditions of 1955 as a serious

recession {

Mr. Buroess. Yes, sir, I would.

The Cuamyan. In 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 f

Mr. Buraess. Well, these things get built in. That is the trouble,

The Citamrman. 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. Buraess. There have always been dips and valleys.

The Crarmaan, What will hai)gen 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. Burgrss, Well, it would be very hard to estimate. It would

not be comfortable.

The CuairMAN. I am sure it would not.

What ig the best economic index for indicating the effect of busi.
ness conditions upon Federal revenuef That has been in dispute.
&Vpuld 1it. ?e the gross national product, or national income, or some-

hing else :

Mg. Buraess, I think the national income rather than gross na-
tional product, but that is not a very well-informed answer,

The Cuarrman. That ig not in your linef

Mr. Buraess. I do not do that estimating,
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The Cramman. 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
nots of Congress, Are you familiar with that?

Mr. Burgess. Yes, I am,

I agree with you, I think we ought to keep those to & minimum.,

The Camuman. Those expenditures are not appropriated.

Mr. Bureess. That is right.

The CrammaN, Today we have $8 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 it out of the Treasury direct without the necessity
of ht?zpropri».tiom;. )
r. Burgess, That is right.
The CrammaN. And if you have to borrow the money, you have to

borrow it whether it is for exg)enditure against appropriations or
authorig to spend out of the debt; is that correct? ‘

Mr. Buraess, That is correct. The Export-Import Bank is an
example; FDIC is another. ]

The Cramrmay, Commodity Credit?

Mr. Bureess, Commodit, &edit Corporation,

The CralrMaAN, FNMA

Mr. Buroess. FNMA.

The CrARMAN. These expenditures which may increase the debt
are made without requirement for appropriation

Mr. Buraess, No. ' :

The CrarMaN, I wanted you to s:gi)ly for the record, a complete

" list of the Federal programs authorized to spend from debt receipts,
showing in each case the accumulated gross authority, and so forth.

Mr, Burozss. Yes,

(The information referred to is as follows:)
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The CrammmaN, Of what effect is the existence of this authority.
which is beyond the a{)pro riation control of both Congress an
the Expenditure Control of the Budget Director?

Mr. Burarss, Well, it is in the budget, budgeted each year.

For example, the Export-lmport ank reports to the Director of
the Budget, and if it shows too big a figure, he will get them on the
carpet and review the thing with them,

he CrAIRMAN. But he cannot do much about the Commeodity
Jredit or FNMA.,

Mr. Buraess. It is a very difficult one, FNMA—-

The Cramman. It is disturbing to orderly planning by the Treas-
ury for financing and debt management— :

r. Burarss, That is correct.

The CHAIRMAN (continuing). If that is the case, because, as I have

zust stated—and these are the latest figures—these yayments out of
he public debt amount to, could amount to, $18 billion, $5 billion
having been obligated and $18 billion having been unobligated.

Mr. Burarss. I will be glad to make a tabulation,

The Crmammuan. You will agree with me that is a matter which
should be corrected, if it is possible to do it ¥

Mr. Buroess. There are two ways of ﬁ(‘)il\g at it. One way is to
change the legislative position; and the other, which we are trying to
do, is to try to bring those operations under careful scrutiny within the
adgxinistratioln. s matier of F . " i

or example, on the matter of FNMA, where you have an option
of borrowin% {n the market or coming to the ’lyroasury, we age in
very close touch with them at all times, and work out with them a pro-
q:‘am by which they will borrow in the market instead of drawing on
the Treasury., They have been very cooperative in that matter,

And we are trying to watch other programs of that sort.

The Cuarman. In your opinion, would better flscal policies be
-served if Congress, through its appropriation procedure, would fix
annual limitations on authorizations to spend ¢ ,

Mr. Buraess, In these partioular—you are thinking of these parti-
cular debt operations?

The CaARMAN. Yes,
Mr. Burazss. 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, C
The Cuamrman. Do you re%ard authorizations to expend from

ublic debt receipts, uncontrolled, as apparently it is now, as a

actor which may be contributing to inflation
Mr. Burozss. 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 doing

it.
Mr. Bororss. Yes. They could make trouble. We try to watch

them administrativelgy.
The CmairMan. For instance, they have this unobligated fund.

Do they confer with the Treasury or Budget Director before making

commitmentsf

Mr, Buraess, Oh, yes.
Take, for exampf the Export-Import Bank, The operations of

the Export-Import %ank are subject to the general supervision, in
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terms of relationship with othur 1o and so forth, of the Na.
tional Advluory Oogno of whi oY\ f have boeen acting &3 & member
and Chairman for the Efeo m'g £ the Treasury.

They do not make any, theg 0 not carry on any, series of opera-
tions without coming to us and having it discussed very carefully and

taking our advice on it.
And I have mentioned FNMA. Thelr operations are very carefully

coordinated with others,

The Crairxan. How about the Commodity Credit!

Mr. Bunraxss, Woll, that is a tough one, Mr, Chairman, because the

Ap ons in the law uu so clear about their abcorbing the loans
ma by farmm at thelr banks, and then taking over the commodi.
ties evnncus ly. We have vorimlttlo oontrol over that,

The Cramxan. M . d’:'x ted, in mponue to my question,
that there are $500 billion of oon ¢ linbilities, Has a survey been
mngg‘ggo iudlifm'; what posaible lom might ocour in future years in

A on

Mr, Burazss, Well, we have boen over that very often. As you
saw from the figures we turned in, it is & very miscellaneous and di-
veree sort of obligations,

Somo of thooo fi tha.t you inolude in that 8500 billion
would question whe or it is really a oontingont liability, I tfdnk
that included the deposits of the banks, all de imlta.

The CaAmMAN, Technically, it is a liabil ty.

r, Burores, But there is a limitation, a le%al limitation, on our

nability there. And you have all degrees of li ility in these figures,

to put one’s name on the back of a note. There are

aevml proposals that have come before the Congress this seesion
which we have been resisting, -

The Cramuman. Yes.
I will not go into detail with you about them, but I have two lists

of questions whxch I shall hand you.
e of the lists is under the heading “The Authority to Borrow

Direotly From the Public,” and so forth. I would like to include de-
I ehall appreciate if you will answer the questions for the record.
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(The information is as follows:)

Tas OMAIRMAN'S QUESTIONS ON A%nmw To Nomxow Dmporry Fsou ™e

1, Would you rogard {4 as proper to inolude authority to (saue debentures under
tho heading of authority to borrow from the pudiio, insofor as Federal agen-
olos are conoerned?

All authority to issue debentures does not fall within the category of authority
to borrow from the publlic, Bome ageucles, such as the Bxport-Import Bank of
Washington, have authority to issue debentures only for purchase by the Bec-
retary of the Treasury (se0 12 U, 8. 0., sec. 685 (d) ) ; other agencies, such as the
Federal intermediate credit banks, have authority to issue debentures which
may be sold to the fubllc but which mu{ not be purchased by the Secretary of
the Tronsury (see 12 U. B, O, sec. 1041), Other agencios, such as the Federal
Natlonal Mortgage Association, have authority to issue debentures which may
be sold to the Becretary of the Treasury or sold to the public (ses 13 U, 8. C.,
800, 1710 (b) and (¢)).

8 Wi supply for the record a complete Uat of Federal programs author-
mJ to borrow direotly from the pudlo, and m'uoh oase show the owmu-
lated gross authority, the oumulated tolal borrowings, the oumulated total
repayments, the tota‘ ourrent authorisaition, the ourrent unused balanoe,
and the intercst rate poid by the agonov Jor the use of the momey? Mean
while, will you list now as many Federal programs ae yos ocan romember
swhioh are authorized to dorrow directly from the pudlio, and Ly that 1 mean
to inolude authorisation $0 {saue debentures?

The foliowing Federal agencies have obligations outstanding issued to the
ublic, obligations which in no case are guaranteed as to principal and interest
y the United States Government:

Federal intermediate credit banks
Federal land banks

Banka for cooperatives

Fedoral 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
Junoe 80 for each year from 1088 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 Btates Government and are issued under the statutory public debt

Hmit,

 93088-BTwpt, St ‘ 3

e
e
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TasLE 1.—Marketable securities issued by Uniled Siales agencies during fiscal year 1957

{In miilions of doliars]
Federal intermedi- | Federal National | Federsl bome loan Central Bank for | Banks for coopers-
ste credit banks | Mortgage Associs- Federal land benks
tion ‘Total
amount
Amount| Rate |Amount| Rate jAmount| Rate | Amount| Rste |Amount{ Rste { Amount| Rate

40 330 134 335 PO SR -3

o 20 |- —---. —
7% 32 100 335 i 32 |.. - - P %7
(1 3625 197 3.80 135 b Nr: J SUUHURRR N 5 35 555
1o 3878 R FSUN F emm——
L3 b X+ T DO n2 3.7 locoee — ceena b ;]
-3 3.7 100 3.9 123 37 | 285
07 275 _ - —- 107
1957—Jsnuary. 128 3.875 200 4125 © 166 3.878 484
140 3.875 40 3875 L ] 185 2
2 4125 -
125 30 25 400 16 30 55 380 528
108 380 200 410 138 370 5 7% “»
[ 3.90 200 4.05 108 395 73 3.875 P o
5 3.80 125 4.00 -
45 3.90 100 4.2 183 4128 % 41285 40

3 4.00

1,196 L1500 1,481 600 M1 4,78
467 80 L] L34 | ...} 9 o 3583
«°s 1,60 38 1614 N 188 5083
4458 4950 -9 420 +3 +1, 500

094
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TasLe 2.—Dedt of Federal agenoies not gugranteed as to prinoipal and interced
by the U, 8. Government,! June 30, 198357

(Tn milllons of dollars)

Banks ﬁ%mm Fedoral | Federal Joing
June 30 Total coo'&'n- otxa hmoma "‘m '1’&’5"‘ 5&“‘0 1‘&'3‘
tivee banks | eredit | banks? | A ] banks
Authority banks t
2008, 7 | eeieei e ", 490,
i.: § .......... 192 o1
| 3w | et I 0
£56.2 |- gol 1.0
| bm e &3
1 mwol @5 0] b
,190.6 1.0 zg.g BT e
o neselo 8.0 388:1 r.a
g ﬁg .0 84
183&' o o7 g
3.3 - ol
522, - %‘o &4
461, 0 10| s
034, .0 urs( s
, 038, 9l 263.4 %
’ 002, 4 1 #Lo|
Wee| 1o #o 8] 1 a7 Y]
gty el fa Ly natel  emd
0 014, 1818 [ oo ol mso| oms| 18508 1,6204/[.520000

1 Interest-bearing debt only, :
: i‘m&mﬁry ogo?usc bon{h held by lasuing agenoy and thus differ from figures in tuble 1.

3. Are any of these borrowings inoluded in the ocomputation of the Federal
debt, and does the statutory dedt lHmit apply 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
Governiment are not included in the computation of the outstanding public debt.
The statutory debt limit is provided for in section 21 of the Becond o‘d’ Bond
Act, as amended, and provides that the face amount of obligations issued under
that act and the face amount of obligations gua.anteed as to principal and
interest by the United States (except such guaranteed obligations as may be
held by the SBecretary of the Treasury) shall not exceed in the aggregate $270
billton. The only agency obligations outstanding at the present time which
come under the statutory debt limit are the debentures issued by the Federal
Hom Authority amounting to $100,484,150 as of June 80, 1987, and certain
ma obligations and matured interest issued by a member of other agencies

many years ago amounting to only $386,817.87 as of June 80, 1967,
4. Theoretically, why {s suoh authority granted to Federal agenotes outside of
the Treasury!?

Some of the conaiderations which have led the Co; to authorize Federal
agencies 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-
liquidating, (2) programs in which private lenders are wmn:f 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 tha’ Congress to operate on & self-supporting basis with little or no Federal

8. Does the Treasury Depariment regard a nonguaranteed odligation of o oon-
stituted Federal agenoy as o moral odligation of the Federal Government!
Whether a nonguaranteed obligation of a Federal agency is & moral obligation
of the Federal Government is A matter for determination by the Congress, In
the absence of any specific directive by the Congress the Treasury conld not rec
ognise any obligation on nonguaranteed obligations of Federal agencies.
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6. There é» now W‘”K @ proposcl to awthorise TVA to {ssue rovenue bonds.

Does the Troaaury Depariment approve of thés polioy? VA

The Treasury's view on the pending legislative proposal to authorize to

issue rovenu:rl{ondn is contained in the following letter dated April 80, 1957 ad-

dressed to Hon, Dennis Chaves, chairman, Committee on Public Works, United

ftates Benate, ontors' 1869, to amend the Tennessee Valley Authority Act of 1088,
o

ther purposes,
ssam ' Arruy 80, 1967,

Dexnis ORAvEs,
ORaérman, Oommitteo on Pudlic Workas,
United Biates Sonate, Washington, D. 0.
MY Dear MR. OHAIRMAN ¢ Reference is made to your uest for the views of
this Department on 8. 1860, to amend the Tennessee Valley Authority Act of

1083, as amended, and for other purposes.
The 'l‘reasur;d' Department rueon the objectives of the bill, i, e., to authorize

the Tennessee Valley Authority to issue revenue bonds and sell them in the
?en market for the purpose of obtaining additional capital to finance its opera-
ons, However, the Department believes that 8. 1860 should be revised in the

fonowl%g'parﬂcnhrs:
(1) issuance of obligations by the TVA should be subject to the approval
of the Becretary of the Treasury. ,
(am limit should be placed on the total amount of obligations that TVA
may issue. . '
(8) Funds of the Corporation should be kept in the Treasury, or, with the

approval of the Secretary of the Treasury, in Federal Reserve banks or banks
ted as depositaries or fiscal agents of the United States.

(4) TVA should be required to submit a capital budget program for advance

:lpprom by the President and the Congress and its operations should be in-

uded in the budget. »
(5) TVA should be required to pay interecst to the Treasury on the Govern-

ment’s appropriation investment in power facllities at a rate based on the
avernge rate on marketable public debt obligations having a maturity of 18
OF mOre years. .

(6) Depreciation accruals on the Government's appropriation investment in
f:vm- facilities should be returned to the Treasury, rather than reinvested

or assets. . ;
e Department has been advised by the Bureau of the Budget that there is

1o objection to the submission of this report to your committee.
Very truly yours, Busasss,

W. Ranvoren
Aoting Beoretary of the Treasury.

7. Do you regard authorisstion for Federal agenoies, unoontrolled, to dorrosw dé-
reotly from the pudblioc ar a factor whioh may be contriduting to inflation?

Abuse of any authority to borrow directly from the public can be a factor
which contributes to inflation. Federal agencies engaged in borrowing directly
from the public, however, are not uncontrolled. There is a basic responsibility
both from the standpoint of the Congress and the administration for the efi- .
clent conduct of each of these programs. Even in those cases such as the home-
loan banks and the Federal land banks—where the Government's capital has

been completely repaid. ‘
' THS ORAIRMAN'S QUESTIONS ON “CONTINGENT LIARILITIES"

1. Ie there any presens requirement that these contingent NHabilities Be reviewed,
~ ond “th:;r impact on the finanolal condition of the Federal Government ap-
. profsed? C o ’
" As you know, the Treasury has obtained from Government agencies, through
its reporting requirements, information on long-range commitments and contin-
gencles since 1648 for its own Information and to furnish congressional com-
mittees. 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 and contingent Liabilities of each agency ixi ¢on-
nection with the annual budget. Also, the Oongress has the opportunity to review
the programs of the Wu that result in contingent liabilities when reviewing
the yearly appropriation estimates for administrative expenses of the agenties.

L

f
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2. Would you state your views as to the long-range effect of these contingenoies
on management of the pudlio debt, and the rate of interest thereon, and the
eatent to which ¢ should e taken into oonsideration in connection with
proposals to reduce taxeat

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 'l‘reanug
has always been careful to include an explanatory statement of the nature of su
commitments in order to have it understood that the ultimate Habllity 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 (1) some are not legal obligations of the Treasury; (ii) only a national dis-

aster would ro(iulre the Government to pay any substantial part of the balance;
and (ii1) 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 imé)ortance in the management of the pui)uc
debt. e amounts Involved in recent years have been small. Circumstances

could arise which would make them a more serious factor.
3. What {8 your view with respeot to the effect of these contingencies on inflation?
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 insuficient 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. Wosld you recommend that the Treasury Depariment, under the Budget and
Aocoounting Aot of 1950, inolude in its annual report a complete statement
on all contingent liadilities of the Federal Government along with an evalua-
tion of their impaot on the finanoial 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

f ration of reports under the Budget and Accounting Procedures Act of 1850,

nc?ude 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 1943,

The CramrMAN. Mr. Burgess, we thank you, sir. Senator Kerr will
take you on tomorrow morning at 10. '

Mr. Burakess. Yes, sir.

Senator Kxre. It may be just the other way, Mr. Chairman
[Laughter].

Mr, Buroess. Not at all,

The Caamman. Thank you for your frankness and your patience

before the committee,
sWhereuwn at 12: 05 uY m., the committee recessed, to reconvene
at 10 a. m,, e&needay, July 81, 1957.)
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UN11ED STATES SENATE,
CoMMITTEE ON FINANCE
Washington, D. C.

The committee met, pursuant to recess, at 10 a, 1., in room 812,
Senate Office Building, Senator Harry Flood Byrd (chairman) pre-

siding.
Present: Senators Byrd, Kerr, Frear, Long, Anderson, Gore, Mar-
tin, Williams, Flanders, Carlson, Bennett, and Jenner.
so present: Robert P, Mayo, chief, analysis staff, Debt Divisionf
Office of the Secretary of the-T1¥na Blizabeth B. Springer, chie

clerk; and Samuel D, McIlwain, specm’l counsd
The CaarRMAN. The committee will come to ordé

The Chair recognizes Senator Ke '
STATEMENTAOF HON. W, RAN Ll? 58S, UNDER SEORETARY

v
o}

Senatoy Kerr, M , pthat I Nave the
highest negard and respect [ dor of Dy. Bur-
to ﬂx‘;s examindtion is

, and the physical effo

in no wige meant ean ay . [Leughter.] |
I sométimes wondei~if, irf ok » wndle fiscal policies,
we get the two in‘an undi B, ip)tp/each other

sterday. you kind of gpun a .
irman. It reminded

B%&. it seemed
few fairy tales her : e Thal
me of when my kids were ‘ 8 trying to ({(et. thefm to go
to sleep at night, and the; woui got dolit. I would sit déwn and
tell them &\ couple of cow%wﬁhd dian storiy/zol get théir minds
settled so they would go (osleep. 4 . i

One suchefvn'\r tale, as'F-interpretad it, wad when yoy/&aid that in
your udfment, igh interest rates wis the cure for ovepeXpansion, and
that the justification for high interest rates was the edpital expansion
BT e Zorcectly in th rogerd '

id I unde you tly in that ‘

Mr. Boreess. I think that wqgm‘!‘m;' short-circuit it, Senator.

Senator Kxrs, I was just trying to get it down——

Mr, Buroxss. I do not think there is any single cure for what ails
us. Iam a great believer in natural causes. . ‘

Senator Nature’s remedies,

You talked about that a lot yesterday, and I got to wondering if

maybe an overdose of them had not more or less not only loosened the
but brought about s little fiscal disrrhes.” [Laughter.]

= 788



756 FINANCIAL CONDITION OF THE UNITRD BTATES

Mr. Buraess. I do not think we had any overdose of natural rem-
edies, I think we interfere with it too often.

Senator Kenrr, Well, if I was mistaken in my impression of what
you said, I would like to hav:ﬁiou olarify it; but I understood Zl?“i
under the pressing cross-examination of the chairman, to say tha
these higher interest rates were calculated to discourage and deter
overexpansion, '

Mr. Burares. Well, I would obgect to the word “caloulated,” be-
cause we are not caloulating these things. We are not creating these
high interest rates. These are what halp{:m when the law of supply
and demand works, so they are not calculated.

Senator Kerr, We wi into that law of supply and demand
later. But, caloulated or otherwise——

Mr. Burorss. I think that—--

Senator Krrr (continuing). I understood you to offer that expla-
nation as a justification for them, or as one of the beneflcial results
that they produce.

Mr. Burozss. No. I never just referred to high interest rates
alone, I say that when you have a situation in the aup%ly and de-
mand of credit where people are competin% for it, so there is not
enough for everybody, that the reflection of that is found in high
interest rates, but that interest rates are the reflection of a condition
rather than the thing itself. . .

Senator Kerr, 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
disoussing 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. Buraess. Well, I do not think I was ever talking just about in-
terest rates. I was talking about the availability.

Senator Kerr. I did not sa{ that you described it as the exclusive
fwt{:r’fb"é.t you did describe it as I understood you, as one of the as-
pectsof i .

Mr. Buroess. That is right. We like to use the phrase, Senator,
the cost and availability of money.

Senator Kerr, That is a nice phrase.

Mr. Buroess, Isn't thata phrasef
Senator Kerr. And among you economists, it is all right for you
to use it.

Mr. Borarss. Yes,
Senator Kerr. But in these hearings if it is all riggt with you(xi %

would just like to get it down to language which both you an
understand.. .

Mr. Buraess. I just think the availability of money is just as im-
portant as the question of rate. In fact it is more important.

lngé;cor Kerr. Even I am aware that the two things are not un-
related. |

Mr. Buraess, They are related, but they are a little different, too.

Senator Kera. But did you or did you not indicate yesterday that
high interest rates were a deterrent to the capital boom now in prog-
ress and which has been in pro for some timef o

Mr. Buraess. I think that the rates and the availability act as some

restraint on the boom; yes.

1

E
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Senator Kzrr. Either or both of them{
Mr, Buraess. Both of them, ‘
t‘esdeno,tox' Kzre. Or either of them? That is what you told us yes-
rday.
Mx'.y}}vnom. Yes; either of them, They both operate, and either
one separately operates.

Senator Kesr, 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. Burgess, Well, it is an interesting source. I would not say it
was authoritative. The chap who runs it is a very able person—an

able statistician. . .
Senator Kerr, Would you think that his statements were sinceref

Mr. Buroxss., I would think they would be sincere.

Senator Kzrr. And may be accurate?

Mr. Buroess. And useful. I would not take them as gospel,

Senator Kerr. I would not want you to endorse them in blank,

Mr. Buroess, Thank you.

Senator Kerr. But you would regard him as one who has some
knowledge on the matter, and speaks with sincerity f

Mr. Buraess. That is right.

Senator Kerr, This is what the report says:

NEW FINANOING

New corporate security offerings in the first half of 1057 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. Buragess, That is just a fact, yes.

Senator Kerr (continuing) :

The first quarter annual rate was $14.4 billion and the second quarter annual
rate about 312.5 billion, Levels of corporate liquidity and continued expendi-
tures for large capital é:roceedlnzs 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 ca
other words, the rate of spending during this so-called capita
at the highest rate in history this year.

Mr. Boroess. I think so.

Senator Kerr. Is that what you told the chairman?

Mr. Buncess, Yes; I think so.

Senator Kern, I tfﬁr)k you told him that, in your judgment, it was
about_$38 billion, which wag¢ $2 billion above the yesr Lefore, or
something of that kind.

Mr. Buraess, Well, here are the estimates, These are, of course.
estimates, by the Department of Commerce. With the third quarter
oifm1957, they estimate a seasonal adjusted annual rate of $37.89

on.

Senator Kerr. That is pretty close to that $38 billion.

Mr. Burorss, That is gar:tty close. That compares with $38 bil-
lion in 1958, If you go back to 1058, it was $28 billion. In 1058, it

was $28.7 billion.

smcity, in
boom, is
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Sonator Xxnn, Now, thon, it is n faot that intorest rntes us of this
momm\tb or the lust fow dugs, nre the highest that thoy have beon in
nearly 20 yonrs; aro thoy nott

Mr. Bunarss, You; that is vight.

Sonator Kxnn, Iow do you explain that{

Mr. Buiarss, You moan that the people—e-
Soenator Kemi, How do you oxplain tho fact, i high intorost rates

aro & dotorrent to capital exponditures, that we have the alltime record

of both for the last 28 yonrs simultancously
Mr, Bunuras, I would just say if we had easy monoy lying around,

it would bo more yot,

Sonator Kenn. I wondor if that is the explanation, or if Secrotury
Humphrey migl\t have given it in an interview that was published
Fobruary 8, 1057, in the U, 8. Nows & World Report :

Queation. Does that monn that you don't foul that the monoy has been madeo

too tight and intoroat rutes huve beon allowed to go up too faut?
Answor. Not now. 1 thought at tho thue that we woere moving a little too
fast whon we atarted moving. [ thought wo movead in o little too oarly.

Thon ho sanid:

It you want to sturt a run on tomato cataup, all you havo to do in to publish
in the newspapor that some official of the Govornment Is golng to Hit the
amount of tomato catsup you can have, beginning on Friday, and there will

be a rush to got tomato cataup,
What we did, I think, war perhapa to movo a Httle too fast on higher money,

and people went into the market to got monoy on the ground that, as thoy say,
“Wo had bettor got it quick.”

Mpr. Borarss, I think thore is some anticipation borrowing here, I
think if the people who borrow these funds onco got the feoling they
could borrow cheaper next year or tho yenr following and build
cheaper, or not pay move, 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 anticipate, and there are
two eloments to that: One is just the one he suggoested, that they sce
money growing tiﬁhtor, so they say, “I am going to get mine before
it gets any tighter.

d the other is, they say, “Inflation is in the air. If I build my
plant now, it will cost me a fittlo loss than if T waited.”

Once people become convineed that by waiting they would be better
off instead of worse off, why, this thing would level off.

Senator Kerr, Do you know anybody in a more anthoritative posi-
tion to make a pronouncement that would give them the right to have
that kind of a feeling than the Secretary of the ‘L'reasury of the
United Statest

Mr. Boraess. Well, the Secretary of the Treasury does not go in for
predicting the future,

Senator Kerr, He does not f
Well, now, you have been predicting higher interest rates for 16

‘yeam. .
Mr. Buraess, No, sir; I have not. Excuse me; I have not.

Senator Kerr. 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 yon here from u widely circuluted Washington letter:

Now thore are some additionul Government plans to keep money tight, coming
nlong, not yer annouticed, to be put into effect without fanfare,

Mr, Bunarss, Wonld you like me to comment on that{
Senntor Kenn, What

Mrv, Burarss, Would you like me to comment on thatf
Sonator Kenn, 1 would be glad for you to,

Mr, Bunapss, ‘That is pure mythology,
Senntor Kewe, 1 want to suy this: 1t may be pure mythology, but

they have thus far anticipated and foreenst’ your actions and the re-
snlts thereof with such a degros of anccurncy that I want to tell you
right now, if it is mythology, it has kind of made a half-way be-

liover out. of me. . .
Mr. Bunokss, Woll, you ean bolieve ity but T am not going to, I can

tell you, as fur as the Treasury——- '
Sonntor Kenw, Then the difference botween yol and me is that I

belivve what you preach, and you do not. [lmughwr.l'j
Mr, Bunarss, I{H fur aw the Treasury is concorned, Mr, Senator,
ou ean be very sure that we have no plans whatever to tighten or
ooson monay, ‘I'hat is not our business, We arve trying to manage
the debt, and we nre going to sell our securities on the market as we

find it,
Sonator Krun, We are going to talk about that, Mr, Secretary,

On July 20, this Washington newsletter said

Iuterest raten tre practically certain to go up still further. KFirst signs are
nlready showing up.  Qenernlly recognizable by Reptember, It represents addl-
tional tightening in offect If not In wmotive, and It will be shocking to those who
have been dreaming of easler money.  What it means concretely in added costs
to borrowers, rediscount rate probably will be rafsed from 8 to 84, 314, Business
loans will go up & quarter or a half. Mortgage loans will rise a quarter or a
half,  Installment credit will be tightened up In one way or another. Personal
lonns which many Individuals have at banks will Ko up. The financial costs

of doing bhusfness will be generally ralsed.

1 want to say to irou that if you have not intended to create that
impression, you had better have somebody revaluate the situation
for you and correct it, because you huve got a run started on ketchup
just like Secremr( Humphrey said was possible. ‘

Mr, Buroess. Well, of course, the phrase there, Senator, that I
objoct to is when you say, “You have got a run started.” We have not

done this. This 18— o )
Mr. Burorss, Well, you can believe it, but I am not going to. I can

tell you, as far as the reasur,rw
Senator Kerr. Has somebody else been fixing this rate?
Mr. Luraess. You have done it just as much as we have, Senator.

Senator Kere. I fixed the rates on your offerings
Mr. Burcess. 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
frovr‘;xl thext 0 le’s savin
1ien that happens, the rates are going to go up—
Senator Kerr, g.?nlem the Federaﬁg-- g

Mr. Buraess (continuing). Just like ketchu]gm .-
Senator Kear. Unless the Federal Reserve operates for the

purpose for which it was created.
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Mr, Burozes. Would you, Senator, advise the Federal Reserve
Board to print some more money to keep these rates from ‘ﬁoingi upf
Senator Kerr. Well, I would feel this way about it: I would neither
operate the Federal Reserve Bonrd go as to creats a drought or a
ood. Does it have to be one or the other{
Mr. Bungess, I do not—-
Senator Kzrr. Isthere no middle ground, Doctor?
Mﬁ' o&mm I do not think they are either creating a drought
ora
Senator Kerr, Well, there is a drought of credit.
Mr, Buraess, Well, that is nature,
Senator Kerr, You, yourself, have so testified here.
Mr. Buraess, 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 8~— ) . ' )
Senator Kerr, You think, then, this credit situation has been sent

by God upon usf '

Mr. Buraess. Well, it is a result of a %rent 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,
& great many able businessmen, people in States and municipalities,
are going ahead and rebuilding America on a better pattern,

'(Il‘mt process has got a little bit ahead of the supply of money,
and—

Senator Kear, You said a while ago it got ahend of the supply of
money made available from savings.

Mr. Buroess, Yes, sir.

Senator Xerr, That is what you said.

Mr. Bureess. That is right.
Senator Kenrr, Do you think that our rate of production and the

expansion of this economy should be limited to that made possible
by increased savinfa? )

Mr. Buroess, If it does not, you are going to have inflation.

Senator Kerr. Do you believe that{ )

Mr. Buraess. Substantially. Now you have got a little addition of
credit that you can add to that without causing inflation.

Senator Kerr. You made the statement now, and I want to know
if you stand on it——

r. Bunoess, Yes. o )
Senator Kerr (continuing). That the situation is what it is because

th_eudemaixd for money is increasing faster than additions to savings
will supply.

Mr. Buroess. I would stand by that stalewent ; yes. '

Senator Kerr. What was the Federal Reserve Board created forf

. Mr. Buraess. It was created to try to give stability to our money
situation, and to txiy to keep the dollar . )

, Senator Kern, 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. o )

Mr, Bororss. Well, I think that is a fair statement. You can con-
ceive perfectly fairly some addition to the supply of savings from
credit. If you get much ahead of that—

¥
|
1
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Senator Kerr. In other words, then, you are saying that a little
printing prees is all right{

Mr. Bunoess. No. I am saying a little credit— .

Senator Kerr, Well, you said a while ago if they issued aredit over
and above that provided by savings, it was printing press money, did
you not! Isitor is it nott .

Mr. Burazss, Well, I think it gets-—when you talk about printing
press, you are getting beyond— )

Senator Kesr, I was not talking about it. You were the one who
brought it up. What were you talking about?

Mr, Bureess, All right, I am talking about printing press mone
wl;gx}t.it goes in excess of the savings plus a normal supply of ban
credi

Senator Kerr. Now, what is that normal supply, Doctorf

Mr. Buroess, Well, about 2 or 8 percent a year. It is one that keeps
pace with the normal growth of the country.

Senator Kear. Do you think that the men who have the authority
and the J)ower to determine the amount of that increase in bank credit
over and above that sum)hed through the accumulation of saving\:i
should reco%nize the problems of the entire economy or the wishes an
financial welfare of a very limited few of the economy

Mr, Buroess, I think your first statement, they ought to take into
consideration the whole economy and the price level, the state of em-
plgment, the whole picture.

nator Kerr, Then you do not stand on your statement a while
ago that the growth should be limited to that possible through the

accumulated savings? .
Mr, Buragss, “Fesll, all of these things require some qualification,

Senator.

Senator Kerr. 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. Buraess. I say it should be qualified by some recognition of a
place of credit in addition to the savings.

Senator Kerr. Then you do not stand on the statement that expan-
sion should be limited to that made possible by accumulated pavinﬁs?

Mr, Buroess. 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 Kerr. 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! 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 the realily of
things ns they are rather than in the light of their desire for things?

Mg.s Buraorss, Well, now, you have asked 2 questions; one is
whether you should have 15 or 20 mplﬁ or 19 or 20 people make

thess declsions, and the other is what should motivate those people.
Senator Kzra. Yes.
Mr. Buraess. The first question is & question of what you do
about~——

?:mtor Kxer. The decigions are made by 16 or 20 people, are they
no!
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Mr. B No, I do not think so, Senator.
Sanltong’z‘a. V%'ho :):lgea the decision as to how much credit the

ederal Reserve Board makos nvailable above that provided by ac-

F
ulated savings !
cuﬂr. ‘Bmm.ia would say the whole Federal Reserve System -is

ed in that,
oogomn?tor Kerr. How many constitute the Board of Governors here

in Washington?
Mr. Burozss. There are seven,

Senator Kxrr, Seven,
Mpr. Bunoxss. Seven.
haSex'ubor Kxrr. Now, how many member Reserve banks do we
ve
Mpr. Burozss. There are 12 Reserve banks.
Senator Kxrr. T'welve Reserve banks.

Mr. Burarss, Each of them ig—
Senator Kzrr. What is the position of the president of each of

those bankst
Mr. Burarss, Well, he is apﬂointod by the directors of the bank,

of the local Federal Reserve ban
Senator Kxrr. What does he do, other than serve—
Mr. Buroess, Subject to the approval of the Reserve Board.
Senator Kerr. What does he do other than serve as a member of

that bank?
Mr. Burozss. He is a member of the Open Market Committee.

Senator Kerr, Not all of them, are they

Mr. Bungess. No, but they are all consulted on these policies.

Senator Kere, W , those 12 men are,

Mr. Burgess. Yes.

Senator Kerr. All right.

Mr. Burerss. And their directors are also consulted.

Senator Kzar. Who makes the decisions?

Mr, Buraess. 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 Kerr. Who makes the final decision f

Mr. Boraess. The decision is shared by those two authorities.

Senator Kxrr. Can any member bank make a rediscount rate with-

out appBroval from Washington{
Mr. Boreess. No.
B o Yo makes the declsion! o without the indi
r. Boroess, ungton does not act without the .
vidual banks, ’
Senator Kuur. I understand, but who has the final decision?
Mr. Borgrss. I think both of them have.
Senator Kzrn. Well, {ou said that the member bank could not

make it without approval here.
SeMrt. vamsss. say member bank, you mean Federal Reserve bank,
nator
Senator Kxrr, Yes, ,
Mr. Burcess, Thatisright. But that does not——
Senator Kesr. They do not have the power to make it, do they f

Mr. Burerss, They only act—
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Senator Kear, They can only recommend.
Mr, Buraess, On the action of the Federal Reserve bank.,

Senator Kznr. Here in Washington, the seven Governorg—

Mr. Burgees, Seven Governors, have the final yes or no.

Senator Kenr, Then, they have final decision, do they not, Doctor?

Mr. Buraess., No,I would not admit that. I would say——

Senator Kerz. Woell, gou have said it, whether you admit it or not.

Mr. Bugozss, The individual banks initiate the action and that is
a very— :

Sex?ator Kzzr. They initiate the suggestion, do they not{

Mr. Buroess. Well, it is more than a suggestion. Itisaction,

Senator Kere. What is it? Do they just announce that they have

raised the rediscount rates?
Mr. Burcess. They vote that subject to approval by the Federal

Reserve Board.
B Ser:!abor Keun, Subject to the approval by the Jfederal Reserve
oard.
Mr. Buraess. That is right.
Senator Kera, Of seven men{
Mr. Burcess, That is right.,
Senator Keri, How many directors are there on the Federal Re-
serve bank in New York?
My, Buraess. Nine,
Senator Kzrr, Nine,
How many are there on each Federal Reserve bank {
Mr. Burorss Nine on each.
Senator Kesr. Nine.

Mr. Burorss, That is right, 12 and 9.
Senator Kerr. Nine times twelve equals one hundred and eight

gire]::tgrs. Do those nine include the presidents of the Federal Reserve
anks

Mr. Burcess. No, he is not a member of the board.

Senator KEerr. Not & member of the board.

Then, including the directors and the Reserve Bank presidents
before you get to Washington, there are 120 men ¢ ‘

Mr. Buroxss. That is right.

Scnator Kerr. That discuss it ?

Mr. Buroess, That is right.

Senator Kerr. And make recommendations.

Mr. Buroras. That is right.
Senator Kerr. But the decision on rediscount rates in the final

nnalysis is either approved or disapproved by a board of seven mera-
bers, is it not ¢

M. Buroves, That is right.
Senator Kxrr. And the Open Market Committee is limited to 12

men, is it not?
r. Burarss, That is right, yes.
Senator Krrr. Twelve.

Mr. Buroess, Yes.
Senator Kxrr. And that committee decides how much is spent for

bills or bonds in the open market.
Mr, Buroess. That is right,
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Si:;mtor Kenr, How much support is given to Government se-
ocurities.

Mr, Buroess., That is right.

Senator Kerr, Or how much is sold out of the Reserve’s portfoliof

Mr. Boroess, That is right.

Senator Kern, Well, then, I repeat that decisions with reference to
the amount of additional credit are made by approximately 20 men.

_Mr. Buraess, 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 Kerr. They may or may not be influenced by them.

Mr. Burgres, That is right. But-—-

Senator Kerr, They are not bound by it, are they

Mr. Burorss. They are employed by these people so that they pay
some attention to what they say.

Senator Kerr, Employed by them for a definite fixed term, or are
they removablef

Mr. Boroess, Fixed term.

Senator Kerr. Are they removable at will?

M{.t Burarss. No, a fixed term, but they can remove them if they
want to,

Senator Kerr, 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
thelr duties, require bonds for them, and fix the penalty thereof, and to dismiss
at pleasure such officers or employees ¢ ¢ *.”

Mr, Buroess. They, I think they have the power of removal.

Senntor Kerr, Suppose you just ask one of your counsel here to
advise you and me how they do it.

Mr. Burarss, They would vote to ask a man to retire. )

Senator Kerr. 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,
;tpd that is remove him before the end of the term to which they elect
um,
Mr. Burarss. 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 besn removed f

Mr. Buroess, Yes, sir,

Senator Kerr. By action of the board of directorst

Mr. Bugarss, Yes, gir.

Senator Kene, When'

Mr. Buroess. In the early days of the System.

Senator Kerr. Well, how fong has it been since that happened {

Mr. Burorss. That has been some time,

Senator Kxrr. Well, how longt

Mr. Burgess. Thirty years, Kgrhaps. I do not know of a recent
removal. There have been shifts, there have been early retirements,
there have been various ways of doing it.

Senator Kxrr. But ordinarily, when that man is elected, he is

elected for a term of how long#t
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Mr. Buroess, Five years,

Senator Kxrr, Five years.

Mr, Buroess. I think so.

Senator Kerr. And heis the president of that bank for five yearst

Mr., Burazss. That is right.

Senator Kesr, And if he is the president of the New York Reserve
Bank, he sits on the Open Market Committee all the time; does he

notf ‘
Mr. Buraess. That is right. .

Senator Kerr. And the other 11 rotate on it{

Mr. Buraess, That is right.

Senator Kerr. Four more. How long do they serve, a year at a

timef
Mr. Buraess. I think it is a year at a time, _
Senator Kerr. Mr, Secretary, who fixes the reserve requirements{
Mr. Buroess, That is the Federal Reserve Board.
Senator Kerr, How many men did you say that was?
Mr. Buraess, Seven,

Senator Kerr. Seven,
Well, now, when you say that more than those seven Governors of

the Federal 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 elec Members
of the United States Senate and we come here and vote on matters;

is that not it?
Mr. Buraess. Well, thero is a certain parallel there and I think

a very real one.
Senator Kenr, Yes.

Mr. Boroess. I may say, Senator—
Senator Kern. If we do not live up to their desires and expecta-

tions, they evidence that by electin somebody else to succeed us.

Mr, Bureess. 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 established

Senator Kerr. Yes,

Mr. Buroess, And Senator Carter Glass, a ver? distinguished
predecessor of Senator Byrd, and President Wilson were ve
strongly in favor of a regionai system, as compared with a centr
bank that would concentrate the power, and they had their way., And
I think very wisely.

. I think that the 12 banks, with directors elected by local %eople,
18 & very important influence on that credit policy, because it brings
information from all these district businessmen that predominate
on the Board, and they bring to it a wide range of information, and
thgy are able people.

t is just ag important in its way, as you say, as your constituency
tl?hack home. It is & way of assuring a measure of democratization of

e system.

Senator Kxrr, But we now have a central bank; do we not$

Mr. Buroess. No, I do not think so, Senator.

Senator Kzre. You do notf 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.

93038 —8Tmmpt, $ounn§
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Mr. Burozss, Well, of course, legislation which jyou pass has to
be signed by the President. He has the final “yes” or “no.” That
does not mean that he does it.

Senator Kerr. No, he does not have the final “yes” or “no.”

Mr. Burorss. Weli, you can pass it over the veto; yes.

Senator Kerr. That is right.

Who can pass it over their veto!

Mr. Buromss. That parallel does not go that far.,

Senator Kerr. It does not go quite that far?

Mr. Buraess. It does not go quite that far. [Laughter.]

Senator Kerr. While we are talking about the Federal Ruserve
Board you indulged yesterday in what 1 thought was an exaggeration
of technicalities when you said they are answerable to the Congress.

In what appropriation bill does Congress provide for the operating
expenses of the Federal Reservef

r. Buroess. Not any.

Senator Kerr, Not any.

Mr. Buraess. Not any.

Senator Kerr. Who does that? :

Mr. Buroess. Well, the Board is financed by the earnings of the
Federal Reserve banks,

Senator Kerr. You said they turned over 80 percent of what they
made to the Treasury. Is that a fixed amount, or do they turn over
WhM;i ghoy have got left after they take care of what they need to
spen

peMr. Buraess. Well, this is of their net earnings after they have
taken care of their operating expenditures,

Senator Kerr, But the law does not say they will turn over 90 per-
cent of their gross; does it{ )

Mr, Buroess. No. The law is rather complicated, and not ve
clear on that point. It says you can have a tax on issues of Federa
Reserve 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 passed required—- )

Senator Kure. I am asking 1f it is not a fact that they run their own
business, appropriate their own money—

Mr. Burorss, That is right.

Senator Kear (continuing). Determine how much they spend, and
then turn over a certain percent of what is left to the 'I‘reasury‘

Mr. Burorss., That is a fair statement.

Senator Kern, Do you know who the second highest salaried man
on the Federal payroll in the United States is?

Mr. Burorss. Well, I was tryir;g to—I suﬁpoee the president of
the Federal Reserve Bank of New Yorl is the ighest paid.

Senator Kerr. Do you know what the Vice President’s salary isf

Mr. Buraress. What his salary is?

Senator Kxrr. Yes.

Mr. Bungzss. I really do not. It is $50,000 or $60,000.

Senator Kerr, I do not believe it is.

Do you know what the salary of the president of the New York
Federal Reserve Bank ist® | ,

Mr. Burozss. Excuse me, you asked first what the salary of the

Governor of the Board was?
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Senator Kerr. No; I asked first what the salary of the Vice Presi-
dent of the United States is. .

Mr. Buroess. I am sorry. I was thinking of—frankly, I do not
know what the salary of the vice president is.

Senator Kerr, You know what the salary of the president of the
Federal Reserve Bank of New York is. It is $60,000 a year.

Mr. Burgess. It is either $50,000 or $60,000. I guess it is $60,000.

Senator Kerr. Do you know the action taken by the Federal Re-
serve Board just a little while back where they set eside several mil-
lion dollars to increase the retirement benefits of the Reserve bank
officers and employees{

Mr. Buraess. No; I did not know about that. I know they have
made changes from time to time.

h Stenato:d ¢ You know they are the sole judge of what is done in
at re

Mr. Burarss. I think that is fair to say. Of course, Congress can
always intervene.

Senator Kerr. Oh, yes, .

Mr. Burcess. And make any laws they want to about it.

Senator Kerr. They are technically responsible to Congress.

Mr. Buroess. That is right.

Senator Kerr, But I am describing it as a matter of practical
operation,

Mr, Burgess. Yes.

Senator Kerr. Is it not a fact that they are the only autonomous

Government department including the Congress, insofar as their prac-
tical operations are concerned f _

Mr. Burgess. That takes in a lot of territory, Senator,

Senator Kerr. Do you know of any other that has the degree of
antonomous control and power that they dof

Mr. t,I.Br.mumss. Well, I would not be able to think of any at the
momen

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, Burgess. I will be very happy to, Senator.

Senator Kerr. Did you ever hear of them comin%to Congress and
telling them they were thinking about raising the rediscount rate, and
asking some committes what they thought about it {

Mr. Burorss. No, sir, I never did. They have come and reported
their operations ve fuily to the Congress.

Senator Kerr. O ,{es?

Mr. Boroess. Why they do it.

Senator Kerr. Yes
Mr. Burorss. What their motives are, and so on, They make a

very—-—
genator Kerr, When do they do that?

Mr. Buroess, Well, they make an annual report which gives a very
full account of their o’hanges in policy.

Senator Kerr. Yes, they do, and I want to tell you, the annual re-
port of the Federal Reserve Board is worth stugiing for anybody
who wants to find out how to become a creature of the Congress, be
technically responsible to it, but practicall indelpendent of it.

Mr. Buraess. Well, I think the whole Federal Reserve System was

a very ingenious plan, and—
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Senator Kerr. And has become more so all the time. [Laughter.]

Mr, Bunoess. I think it has developed over the years into a very use-
ful and fine institution, Senator.

Senator Kerr. Now T will go back and ask gou the same question I
did a while ago: Is it not a fact that about 15 or 20 men-.in the final
ang}ysia determine the rate at which this economy expands?

r. Buraess. No, sir, I am not willing to concede your 16 or 20, I
think it is a much larger number, :

Senator Kerr, Well, how larget How far down would you go

theref
Mr. Burcess. I would take in the directors of the Federal Reserve

b& . "
Senator Kern. If iou do that, then you limit it to 127, do you not?
Mr. Bureess, That is about right; yes, sir.

Senator Kerr, Do you know any one of them that the people elected
to that office!

Mr, Buraess. No, sir.

Senator Kerr. Do you know any one of them that ever published a
platform as to what he would do if elected {

_Mr. Buroess. 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 Kerr, 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!

Mr. Buraess. I can come pretty close to it.

Senator Kere. Sufpose you just offhand do that.

Mr. Bureess, Well, there is, starting in Boston, Lief Erickson.

d then there is— -

Senator Kerr, Let me 5:(‘, them down here as you go along.

Mr. Buraess. Lief Erickson. Al Hayes——

Senator Kxrr, Wait & minute, now,

Mr. Buroess. New York, Alfred Hayes.

Senator Kerr, All mﬁht’ : )

Mr. Burgzss. Philadelphia, Alfred Williams.

Senator Kzrr, All right.

Mr. Burgess. I will not use that.

Senator Kzna. I was not going to—

Mr, Buroxss. Youcan checkmeonit. o

Senator Kxrr. I was not going to use it. I rather think you can

name them, : o
Mr. Buraess. Richmond, Hugh Leach. ~ |
Atlanta, Malcolm Bryan,

Senator Kxrr. Just a minute, now. Bryan.

Mr, Bungzss, Cleveland, Wilbur Fulton.

Senator Kerr. All right. ,

Mr. Burogss, Chioa%oi, Carl Allen,

Senator Kzrr, What is Allen's salary, do ;zvou lia&j%eu to know
Mr. Burazss, I do not know whether that is $50,000 or $60,000. It
is in that neighborhood. | ‘ '

Senator Kerir. In the neighborhood of $50,0001
Mr. Burozss. Iielfete almost as much as New York,
Senator Kxrr, All right. Goahead.

" .
L
‘
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Mr. Burarss. 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 Kzrr. He has a few fringe benefits in this job, does he not,

though{

Mug Burarss. Rather modest, The retirement system is much less

generous than the systems of the banks that are members of the
mm' ' '
ySenawr Kzer. Is that sof

Mr, Buroess. Yes, .

Senator Kerr, Are you familiar with this recent increase they pro-
vided for them? : :

Mr. Buroess. I do not know exactly what it does, But even with
that, I undestand it is still modest. ) .

Senator Kerr. I think they almost made it competitive.

Mzi. gvmzsa. EVell, the ﬂl}:d b'f‘iter,hb%cabm as {my, these

e have responsibility. They ha r got men.
"o, AU ongh
right, now, go ahead. We got throug cago.

Mr. B%‘aomsa. Sﬁ Louis is Delos C. Johns.

Minneapolis was Oliver Powell. I think he has been replaced by
:hnother man. I misg on this one, Oliver Powell, as being the man

ere,

A man named Leedy is in Kansas C%tvv. N
selS'em;:;or Kerr, Wait 8 minute. We are both enlightening our-

ves here,

Mr. Buraess, We have got them here. We will check when we
get through. This is too good & game, The man in Minneapolis now
18 Deming, )

Senator Kerr. Deming. ,

Senator Franpers. Mr. Chairman, I would almost think he was
being examined for Ambassador to Ceylon. [Laughter.]

Senator Kerr, If that were the case, the differences between him
and the man who was being examined, which would be readily ap-
parent, among others are these: N '

In the ﬁrst‘. lace, Dr, Burgess is conscious. In the second place,
heisa freat authority on the subject he is discussing.

In the next place, he is articulate, and can com{)ose and deliver a
sentence with reasonable grammatical and intellectual continuity.

- Mr. Burgess. Thank you very much, ‘ L

Senator Kxrr. Yes, sir. : ,

Mr. Burcess. You are a great help. .o o

Senator Kerr, You know, I want to tell you, when I read about
this Ambassador to Ceylon, I remembered another sa inghof my
father, that where there is no brain there is no pain. [Ii ter.]

Mr. Buraxss. Irons in Dallas, but I miss on lfinnaapolis; t is now

In San Franocisco, you have a new man, who is Mangels; Herman

Mangels. o . :

Senator Kzrr. That is fine, Doctor. That illustrates what I wanted
to illustrate by this question. I was not trying to expose the feot
that you might not be able to remember the name of every one of
the pregidents of these Reserve banks, - I was just trying to {llustrate
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that probably the best informed man in Amerioa on the subject that
I am disoussing could not name all of these men, and to indicate the
aiﬂxiﬁcanoa of the fact that there probably is not one person in a
m lign in Amerioa who knows either who these men are or the power

ave, .

ould you agree that that is probably true.

Mr. szam.g?:hink that mr¥ be true,

Senator Kzra, Now, then, with your ‘mrminaion, I will go to an-
other one of the fairy stories you were telling the chairman yesterday.
Mr, Buroess. I do not quite see where that ties into a fairy story,

Senator. Would you enlighten me? :
Senator Xrnn, %’el!‘ I used that for want of a better term. I do

not think that the chairman was impressed by it, and 1 was not im-
ror:uud by it, and I gathered, as you left here, that you had not been
much impressed by it yourself.
Mr. Burgess, Well, I do not—by what{
Senator Kznr, For instance, by the statement that high interest

rates are a deterrent on the capital boom, )
SMt:}n Burazss. I had lost track of that in this disoussion of the
stem,
ySenator Kznra. I tell you, let us kesp our eye on the ball. If I get
off t.lgo ntkmck, you get me back; and if you wander, I will try to bring
ou back.
Y Mr. Burozss. I am wnal glad to have you raise the questions of the
?;stem, bevause I think that is exactly the function of the Congress.
ou ought to look at that carefully.

This System was devised by a great Senator who did a great deal
of work, and by a fmut President. '

Senator Kzra. I want to tell you now that Senator Robert L. Owen
was & éomt author of this bill. When it was written, Carter Glass
was not even a Senator,

Mr. Bungxss. He had a lot to do with the revision.

Senator Kxrr. He had a lot to do with the writing of it.

Mr. Buroxss. But he had & hand in it.

Senator Kzre. He did.

Mr. Bunomss. And if the Congress can think of modifications of
it that can improve it, I believe that is your duty.

GlTho Crammax. He was in Congress part of the time; Senator

AS3 WaS,

Mr, Buronss. He was chairman of the Banking and Currency Com-
mittee in the House. . ' '

The Craamman. He was in the House, and then in the Senate.

Mr. Borozss. That is right. Owen was in the Senate. Of course,
Carter Glass got 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 .
tha'Btnkutxg Act of 1085, which were passed after a very thorough
review of the System's operation in the twenties, and which left the
“?hm’??“ﬂ"pmmny et ih trated th tite

, Senator, they concentra e power & little
“‘M‘é&"x“é‘im " ’ri: ‘and that th l;o been

r i at is right; and that theory has car-

ried forward, as time has gone on, by practice, 0 o

Mr. Bonozss. Well, I do not think it has changed very much since

the Banking Act of 10385,

x"
!



FINANCIAL CONDITION OF THE UNITED STATES 771

Senator Kerr. You were trying to get me back to what I referred
to as & “fairy tale.” The first one was the statement you made yes-
terday that i%}: interest rates was a cure, and which today you say
is one of the deterrents, for the capital boom. )

Mr, Bunozss. Well, I constantly bracketed, as I think—

Senator Kenr, That is hardly consistent with the situation that we
have today, wherein we lave a record rate of investment and the
hiﬁwst interest rates in 25 years.

r, Bunaess. I think, Senator, that I always bracketed monetary
and fiscal policy, and I think while we are do nf swetty well on our
monetary policy, that our fiscal policy leaves a little something to be
desired. We have got these enormous ex}:enditum for the war ef-
fort, which have been reflectad in some of this eapital building, and
these Government expenditures are a big:gotor here,

Senator Kenr, Now, Dr. Burgess, Secretary Humphrey himself
said in June of 1953, “We have a stable dollar.”

The Federal Reserve Board, in its report for 1952, said, “We have
a stabilized price level.”

And they set out in that report, which I read into this record durin&
my examination of Secretary Humphreg', that prices had leveled o
early in 1051, and that actually in 1052 there had been some declines.

r. Bunaess, That is right.

Senator Kerr. And Secretary Humphrey told this committee that
that stability was maintained through 1053, 1954, and 1955,

Mr. Buroess, That is right. .

Senator Kxrr. I would say that it takes a rather elastic imagina-
tion to maintain that causes existing grior to those 4 years of relative

rice stability would be responsible for what I believe has been the
argest peacetime increase in the price level, aside from the recon-
version years of 1046, 1047, and 1048, 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. Bunoxss, Well, that is just where we differ, that is all.

Senator Kurr, Well, that is all right.

Let me ask you this: What is it that is in short supply today?

Mr. Buraxss. Well, I think I said yesterday the tﬁfngs tha{ we
are spending heavily on, that we think are in short supply, are thin
like tankers, utility plants, these office buildings. ose are the

Wo——
Senator Krze. Mr. Humphrey, after some days of cogitation—
Mr. Buraess, He was taKnn % about sho of commodities.

Senator Kxar (continuing). e up with line pipe and railroad

cars.

Secator Kams. And could t figu hat percentage either
ator could no re out what

of them was in the budget of the average consumer. e ¢ e
Mr. Burozss. Well, if I may say so, on the record at page 192 of

this wonderful record, the shortages are listed ; and right up until the
Sefx?tro ;nonths, t'}my wsn; ci;n:x}:lexiably f:arger in number,

Kzrr. Yes. Bu e last
reduced, he said, to four items, " months, they bad been
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Mr. Burorss, Well, that is specific items,
That is one interesting part of this thing, that it is not a shortage

of individual commodities.
Senator Kenr. Are there shortages in other things than specifio

itemst

Mr. Burorss, I just enumerated them, We seem to think we are
short of utility plants and short of tankers and office buildings, be-
cause we are spending enormous sums to build them.

Senator Kegr. There is no shortage of materials out of which they
are building them, Mr, Secretarr

Mr, Bonrorss. I did not say they were short, There are shortages
of otgané.s of workers in the technical skills required for the finished

roduc
P Senator Kerr. You said yesterday that we were suffering a capital
ﬁoods inflation, which means too much building of new plants, schools,

iihways, building, and so forth,

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 hi% ways and hospitals, and things of that kind

Mr. Burcess, 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 Kern. Is it too many for our needs?

Mr. Buroess. No, it is not too many for the wants,

; tSea?tor' Kerr, Are we short any of the materials that are going
nto them

Mr. Burorss. No, but we are short the finished product. We need
more schools. There is & shortage. We needs lots of other—

Senator Kerr, You said we were building too many, Mr. Secretary.

Mr, Burazess, No. Isaid we are building them faster than we have
got the money and available supplies of men and skills to do it.

Senator Kerr. Mr. Secretary, we have more unemgloyed today
than we have had in some years. Did you not know that

Mr. Burorss. Well—

Senator Kzrr., Did you not know we not only have the largest
labor force, but the largest percentage of unemployment we have
had? Have you looked at your Economic Indicator la

Mr. Burarss, It is not a very high unemployment, and the short-
ages are for certain——

Senator Krxrr. How high is “high unemployment”{ How high
would you have 1]%1 . i of Hioh

r. Burgess. Employment is, of course, ve '

Senator Kerg, ngty;:xge is that onr?:' thgy Ecognomio Indicatort

Mr. Buraess, This is page 11,

Senator Kerr. I wish I had that man you have there sitting by
you, to show all these things to me. Then he would help both of us.

r. Buroess. He is very %ood.
Senator Kerr. If that is all right with you.
Senator Kana, What dosestiat show 18 to th percentage of
nator at does that show as e of the
civilian labor force unemployed in Junef —

Mr. Burgess. That shows 4.8,

Senator Kzrr. But seasonally adjusted there, I believe.

Mr. Burarss, Seasonally adjusted, 4.5,

3
{
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Senator Kzrr, How far back do %ou go there to find where it was
4.5, seasonally adjusted, unemploged .

r. Buroess, Well, we do not have the seasonal adjustment back
there. It was b, unadfusted, in 1984,

Senator Kerr, In 1054,

Mr. Burorss. Yes. * . .
e Sex;ator Kerr, Well then, how many unemployed does this show in

une

Mr. Bungess. 8,337,000,

Senator Kerr., How far back do you have to go to find that many
unemployed ) )

Mr. Burorss. Well, on the figures shown in Economic Indicators
you would have to go’bwck on these figures to 1939. They do not give
all the yearly or the monthly figures.

Senator Kerr, You have to go back before 1950, do you not{

Mr., Buraess., 1049,

Senator Kxrn. This goes back each year to 1050, does it not !

Mr. Burcess, This skips, you see, from 1939 to 1950.

Senator Kerr. But I mean—

Mr. Buroess, So that doesnot help.

Senator Kerr, Here is what I am asking: Has there been a time
since and includivrzﬂ 1950 when we had that many unemployed before{

Mr. Burarss. Well, we do not have the monthly figures.

Senator KErr. We’ll, you have got the year g; gures, You have
the yearly figure. Do you want me to read them to yout

r. Burarss, Well, thei‘jum}) from 1039——

Senator Kerr. I am talking from 1950 to todu{.

Mr. Buroess. In March of 1954, it was about the same, and again
in January and February of 1958.

Senator Kerr, How many!

Mr. Buraess, Three million seven.

Senator Kerr. That is 8,700,000 1

Mr. Burorss. Yes. '

Senator Krrr. But for the ,ear of 1954, which was a recession
year, it was 8,230,000, was it not

Mr. Burozss. That is ri ht, for the year as a whole.

Senator Kera. And for this last month, for June, it was 8,837,000,

Mr. Buroess, That is right.

Senator Kzrr, Well, then, you cannot be serious in saying that we
have a shortage of labor.

Mr. Burozes. I did not say general shortage of labor. I say the
skilled teams, of the skilled teams that build some of these things. I
think it is more a matter of managerial crews, and so on. But cer-
tainly money——

Senator I&nn. Money is scarce, is it nott

Mr. Burarss. Money is not very readily available, no, sir.

Senator Kxrr, Is it not a fact, Dr. Burgess, that money is the only
commodity that today is in critically short suléglyl “

Mr. Burarss. No, I would not quite concede that. ‘

Senator Kzrr, Suppose you me some other that is in as short
supply as money. ’ ‘

r. Buroras. Well, I would say that the large tankers——

Senator Kxrr. Large tankers. |
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Mr, Bungzss (continuing). Arei supply.
ator Kmt( Iflxow mtfc}\ of th:tahog th':pll){ldm of the average

oonsumer {

Mr. Buroess, Well, it does not get into the budget except for the
coet of oil. If we had more of these big ones, they might reduce the
oost of oil. I donot know.

Senator Kerr. Did you know that when they build these big tank-
arg{the do not haul it any cheaper 8\9: barrel !

., Boraxss. Than they do when they go through Suez with the
xutller ones—just about even. I am not going to debate with you on
at; no, sir.

Senator Kxne. All right. [Laughter.]

Now, then, besides large tankers, what other commodity that you
can name is in as short suppl ay as money!

Mr. Bunrorss, I think schoolhouses.

Senator Kusr, Correot.
Do you know why the governors down at Williamsbur% said they

were having to slow down on the building of schoolhouses

Mr. Burarss, No f I did not get that.

Senator Kxar, Did you see that resolution they passed down theref

Mr. Bunrgess, No.

Senator Kxrr, Which they unanimously passed?

Mr. Burozss, Yes.

Senator Kerr. Twenty-six Demoocrats and nineteen Republicans.

Mr. Burgrss, Yes.

Senator Kzrr. They said it was because the interest rate was so
ﬁgh that it was incmasixgg the taxes on the local citizens, and they

ed the Congress and the President to do something to alleviate
the excessive interest rates they were having to pay to build the

school buildings they need.

Mr. Burozss, Yes, I saw that.

Senator Kerr. I thought you were going to mention railroad cars,
You know the Secretary mentioned railroad cars,

Mr, Bunaess. Well, I am not so sure about railroad cars.

Senator Kzre. Do you know what the railroads say about their
sho of railroad carsf

Mr. Buncrss, Well, they say they cannot afford them, they cannot
get the money to build them.

Senator They say theg cannot pay the interest rates.

Are they not down here asking the (overnment to figure out a
program to lease them because they say building them is too expensive!

r. Bunaess, They also have got a problem of building in their

own budgets, the fro lem of what they can afford to handle.

Senator Kxan. In the way of interest costs.

Mr. Burorss. Not in the way of interest costs.

Senator Kxrr. That is part of it, is it not!

Mr. Burazss. Yes, that is part of it.

Senator Kxrr. I have one additional question as to the directors of
the Federal Reserve banks. Who elect a majority of those directorst

Mr. Burcess, The member banks of the area,

Senator Kxar. That means the commercial banks in the areaf

Mr. Buraess. That is right, yes, They elect 6 of them, of whom 3
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.
enator Kxre, In Washington,

So that the directors of those banks, which constitute part of this
127 men that control the—-

Mr. Burozss. That is right.

Senator Kern (contmuing). The credit and interest policies of this
Nation are either elected by the commercial banks themselves, or
:pminted by this Board of seven Governors in Washing?u'

. Buraess, That is right, whom the President appoin

Senator Kerr. Yes.

It makes a pretty tight deal, does it not!

Mr. Buraess. 1 would not characterize it just that wa;y. I would
sayi:.hat it covered a lot of territory, and brought a lot of opinions in
on

Senator Kerr. Well—
Mr. Buroess. The majority of the directors of each Federal Reserve

bank cannot be bankers. They have to be businessmen and others.

Senator Kerr, You and I agreed a while ago, after we thoroufzhly
understood each other, that they should make some credit available
over and above that provided by accumulated savin%v.

Mr. Buroess. That is right. And, of course, they have, Senator.

Senator Kerr. I understand that.

Mr. Burcess. Of course, they have.

Senator Xerr. But thx are the sole and exclusive group that de-
termine how much more they make available, are they not? .

Mr. Burarss, Well, like all these things, you caught me once on
'xig:; p&xtting én some qualifications, there are always these qualifications,

e demand—

Senator Kerr, Well, subject to minor qualifications, is that correct!

Mr. Burozss, Well, the demand for credit, for example, has a great
deal to do with it. You have had periods in this country when the
volume of credit went down—

Senator Kerr. I did not ask you if they determined the demand. I
asked {;)u if they did not determine the supaly.

Mr. Burorss. Yes. 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. e

There have been times, let me say——

Senator Kzrr, Can a bank get credit from the Federal Reserve in
an&;nanner other than that Breocmbed by the Federal Reserve?!

. Burarss., Oh, yes. But that is prescribed in the law., The

Federal Reserve does not have a perfectly arbitrary that.
Senator Kerr. Did the law them 1’;1 1958 to m%(:xvz:rtga:aurve

uirements? \
5 éBtmous. No. It gave %ahou: 311“ right. the Fedaral

ut you were asking me about the borro from
yo wing o Feodera

(1 .
Senator Kxrr. No, I did not. ’
Mr. Burozss. That is what I thought you asked. I am sorry.
Senator Kzra, I asked you if a member bank could borrow a

Federal l;alte:;rvo bank except in the manner specified by the Federal

) s
. Buraxss. In & manner specified by the law. The law is very
explicit on the powers of thebu&e v v
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Sonator Knuw, What dove it sy
Mr.,humm. Woill, it ennblon the-thay have the vedissount privi.

Iwg“n voning to thy Fedoral Reserve bunk and borrowing num?.
‘ nator Kuun, All vighty then, under the wuthovlty granted by
“W!WM%%

M Hunopsn, Yow

Nowator Kuun (continuing), ‘To fix the spectloations,

Mu umasns, Youg that (e vlr:ht.

Senator m‘m The Federnl Reseve bank fxen the speciiieations
whwnhy w wieibor baik can horiow,

\}
My Duarsn, That {e eight.
Nenator Kweun, Woll, an.' dows that not Just got bnek to what 1

wald, that thay wre the ones that detormine the smount of ceadit?

Mr, Bunanen, Noo Dany that the demand for ovedit iv paet of the
dotevinination, T am teving to got so you do not entoh me agaln,

Sanator Kxnwe Duoctory i i not w question of me o you calohlng
each other, | law hwr.{

Rither the Fwdoral Reworve oporaten the Syntom or they do not,
Now, do thay, or do they not

My, Buowawen, Nu, you cannot aiewor that “elther/or” no, sy, you
vant do it You ennnot make these brond economie stutomonts
and pin it down to a tine and thon may, “Now, there In no qualifion
tton on that”

Thove ave alwaya qualittontions,

Sonator Kevk, Suppose you sny, wall, generally no, and then glve
;;m the qualifieationay or aeuorally yos, and thon give me the quall-

cations,

Mr. Bukansa, Thore ae two gquatifications on this one,  ‘They are
acting undor a taw whioh has bovn on the books of the Congress for
st It hax boon ropeatedly rovisad, \\vmntmlly cotnsidored,

Nonator Kewr, Whon war it last rovissd

'hl(&wl‘hmm The Ilast big rovision was in 1085, the Banking Aot
0

Sonator Kenr. What minor revision has boen made ainco thent

Mre Buwawss, Well, you askod me, for example, in the quesatior:s
about the power to borrow diveotly, the ‘T'rensury’s power to borrow
divectly from the Fedoral Reserve, That was changed in 1044,

Senator Kukr. I was not talking about that, I waa talking about
providing credit to the member banks,

Mr. Bunansa, Well, that is a part of the oredit situation.

I would have to’loo‘c that over to see if there was any major change
in the discount privilege.

Senator Kxarr. I do not reinember any, do yout

Mr. Burarss, No, I do not.

Senator Kerr. No.
Hr.BumIdonotthinkthmhuhmumaorchang:dno&
9y

Senator Kzrr. I am of the opinion that, generally speaking, and
mpjec:‘ to qualifications with reference to questions that I do not now

HrB;;ns. Yea

Senator Kxsz (continuing). They determine the amount of éﬁdit
available in this economy, over and above that provided by savings.

¥
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Mr, Busokss, Well, I think--1 will any, let us just follow your
formula l thay have a great denl of power In thin, subject to limita-
tHouw i the law and In the detsand for oredit, and so on,

Nonntor Kunn, ‘Fhat. In the situstiont

Mr. Busamsw, ‘That In right,

You &mva me the right to way 1 have some qualifiontions on that,

mator Kenn, Yen, ~

nd subjoct to that right, that is the situstion
Mr. Busumss, 'I'hey have very gront power, Lot un put it that way,
Nonntor Kunne And sibjoot to the minor qualifications, that is the

stuntion?

Mr, Bunons, Yow, ;

Nenntor Kei, And they hive opersted 1t In such 8 way that the
nvallnble mipply in very tighty In it notd

Mu, Bunarss, At the moment, the syailable su ?nl in tight.

Honntor Kriun, In a tight situation of that kind, what group of
boveowers in in bost position to securve its requirements!

Mr, Bunaess, Borrowoers who have good eredit,

Nonntor Knun, Well, who hins the bost oredit!

Mr, Bunassw, Companlios which hinve been well run and have had
nthrlmw in the fleld,

onntor Keun, 1 supposs that the Government. would,

Mr, Busaxsn, Well, the Government has the best credit in the world.

Sonntor Keun, ‘I'hen, in that cmnlmt.uitm for the available amount
of orodit, would you say that Federal, Hl.nu( and local governments are

onvmup that will gt their requirements
1 Buraxss, Yes,

Senator Kxru, After they have heen taken care of, who is taken
caro of in this m'aﬂlo for the available supply of creditt

Mr. Bunaxss, Well, tho people who have s their good credit-

worthiness,
Senator Kxun, The borrowers with the highest credit rating; are

theﬁ not!
. Buranss, That is rirht.

Senator Kzar, They call them Aas; do they notf
Mr. Bunanss, That is just borrowers whose bonds are on the market.

There are millions of small borrowers that stand just as well with
their bank as even a wonderful company like yours, Senator.

Senator Kera. Oh, they are a wonderful company, and they finslly
got up to where they are Bas, which means that after every|
above them is taken care of, they can get their nose under

if they are willing to pay the tarifl and give enough incentive.
r. Burorss, That shows some of the Baa’s do pretty well, Senator.

Senator Kxnx, Yes. Butthoyhuntodotluz “

Mr. Bunoxss. That is right. :
Senator Kxan, Let us say that after the highest order of borrowers,

and then after the second-raters like mi com y 8ince you have
chosen to refer to it, get theirs, then it av;ng:lx:f'atoborromn
53” 0 gtw'n the scale of determination of their status as credit risks;

u go d
not!
éﬁ‘ﬁmm. 'l%ivg‘tui'snotthomyitworh
Mr. Burazss. I will not even concede generally,
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_Senator Kz, You mean a bank would loan money to a poor credit
risk that was not a customer, if a good oredit risk that was a customer

wanted the money {
Mr. Burorss. ell&thnt is not the wa%it is usually dished out.

Hero is a small bank in a small town, They take care of the people,
the business and the individuals, in their area. They feel a responsi-
bility to do it.

Senator Kerr. As they see fit.
Mr. Burorss, Well, no; I would not——

thSeusmt.m' Kzrr. The people do not determine who gets credit; do
0
ﬁr. Burarss. No. The banker has that responsibility, Senator.
Senator Kerr, And exeroises it.
Mr. Burarss, Ho exercises it. But, generally speaking, he feels a

great responsibility for his neighbors.
Senator Kerr, Now, Mr, Burgess, yesterday you said yourself, and

I do not suppose that I would have to remind you of it to get this
point over, that in the American way, the—

Mr. Burorss. That is right.
Senator Kerr (continuing). The marginal borrower was the

follow that did not get it. Is that not what you said here yesterday{

Mr. Buroess., That is right.
Senator Kerg, Isthat not a fact?

Mr. Burarss, Yes.
Senator Kxar. So that actually, when this credit is tight like it is

now, Government gets what it requires, the best borrowers get what
they 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, is that not right ‘

Mr. Burazss, Wo again we have got to qualify that.

Senator Kxrr., Sub}octto certain qualifications; is that right !

Mr. Burarss. 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,
regardless of where money is.

ow, when—

Senator Kxar. Is one of those standards loaning it where it is the
safest or where the marginal—

Mr. Borozss, Hehasa gneral rule of safety that he carries through
at this time, just as he did before.

Senator Yes.
Mr. Bumaxss. The record shows the total volume of bank loans is

lar,
wgnato?l(m. Yeas.
Mr. Burozss. It has increased this year, not quite as much as last

r.
y‘aS«axmtm- Kzar. The tota] population it larger; is it not 1 :
Mr. Burazss. Thousands, hundreds of thousands of borrowers are

t their credit just as they always did.
xesteiu:ftor Kxrz, Bujt there arg hundyr:ds of thousands of them that

are not; are there not!

|
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Mr, Burozss. I would not say hundreds of thousands of them ; no.

Senator Kerr. Well, large groups.

Mr. Burozss. There are some people who have difficulty in getting
oredit. We have got a facility for them in Washington,

Senator Kerr, What is it!

Mr. Burozss. They come to the Small Business Administration, and
& good maxig of them are getting credit there,

%enntor . Doctori ow mung) of them have gotten credit there!

Mr, Burorss, We would be glad to put the figrures in the record,

(Mr. Burgess later submitted the following for the record:)

In the fiscal {ear 1057, the Small Business Administration received 6,804 ap-
(v

lications for loans, approved 8,536 loans, and had 609 still pending as of
une 80, 1957, In terms of dollars loans of $160 million were made during the

year,
Senator Kerr. I know the number has more than doubled in the
laa;fvear; I know that,

. Burorss. Well, the interesting thing to me is that the increase
is not larger, with all the talk about ti ht credit, because the door is
open there, and the fact that they do not come in in laﬁfr numbers is
an indication that most of them are being taken care of back home,

Senator Kerr, 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 fiacal
year 1957 over 1056, .

Mr. Burorss. Which figure is thatf

Senator Kerr. The Small Business Administration,

Mr. Burarss, This is the loans by the Small Business Adminis-

trationt
Senator Kerr, Yes.
Of course, the small businesses were crowded out of the money

nimﬁl:gt because of high interest rates and tight credit, is that not
r

r. Buroess. The loans of the Small Business Administration went
up very much, but they had been very small before,

Senator Kerr. 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
thg can, if they have got Government bonds for collateral

ut if they have not, I want to tell you right now, there are not
many of them in Oklahoma getting it,

ould you say that the young fellow starting in business might be
one of those marginal borrowers

Mr. Buroess. Well, I think a good many of them are getting credit.
" Now, I have not any survey of that, I have not any inside informa-

on,

Senator Kerr. But erallf saeaking!
Mr. Burasss, I think it is & little more difficult for him than it was,

o8,
y Senator Kerr. 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 statement, did you not
Mr. Borazss, No, I did not make it quite that broadly, Senator.



780 FINANCIAL CONDITION OF THE UNITED BTATES

Senator Kerr. You said the higher the interest rates are, the more

the Government collects in taxes, ) :
Mr. Buraess. I said that part of the increase in interest rates we

get back in taxes, . .

Senator Kerr. Did you not try to assuage the chairman’s feelings
yesterday about the high interest rates when you said, why, the more
we Ips& in interest, the more we get in taxes?

8 that not what you said 1 .

Mr. Burcess. I said that was some return that we got from it, so
it was not a complete additional burden.

Senator KErR, Have;gou lessened your ideas about the returns we
got from it, from 1‘}reste ayf

Mr. Burazess. No.
te%«smv.tor Kerr. That is the way I understood your statement yes-

rday,

Mr. Buraess. No. V
Senator Kerr, I wonder if you would turn to one of your charts

which shows who owns these Government bonds.

Mr. Burcess. This is in the little book.

Senator Kerr, Which one of these charts is it f

{'believe chart 4 shows the principal nonbank lenders, does it
no

Mr. Burgess., That is right; yes.

_Senator Kerr. You told us yesterday or the day before, the largest
single holder of Government securities, did you nott
r. Buroess. The Government investment funds.

Senator Kerr. Yes. How much is that?

Mr. Burgess. $84 billion,

Senator Kerr, How much?

Mr. Buraess, $54 billion.

Senator Kerr. How much taxes do theipay f

Mr. Burazss. They do not pay a nickel, but all their interest in-
come, of course, is accumulated in those Government funds.

Senatt:)r Kerr. But I am talking about the tax income of the Gov-
ernmen

How much taxes does the Government collect on those $54 billion
worth of bonds ,

Mr. Buroess, Not mythm%Odimtlly, but as money is paid out, some
of it is taxed. Of course, as to the old-age and survivors insurance—
that is not a case, They do not get it back on that.

A certain amount of the payments go to people who pay taxes, like
Government life insurance.

Senator Kzrr. You mean the holders of old-age and survivors life
insurance pay taxes on pensions?

Mr. Burcess. No; they do not.

Senator Kzrr. I do not think you can make a qualification to the
statement that the interest paid on bonds in the captive accounts is
no&taxﬁble. Well, it i little of it,

r. Burarss, Well, it is very little o way.

Senator Kxrr. Very little 3 it, ey
s Ngwg'then, the largest nonbank lender, other than the trust funds,

wha '

Mr. Burorss. Well, the individuals.

Senator Kxar. I am talking about your chart on page 4.

X

¥
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Mr. Buraess. Yes.

MK assistant says page 6 will give us the picture a little better. I
think he is right.

Senator Kerr. All right. )

Mr. Buraess, Of course, commercial banks are larger holders, ac-
tually, than the Government investment accounts, Senator.

Senator Kerr, That is true, but my question was as to the largest
nonbank holders,

Mr. Burgess. That is individuals, $66.6 billion,

genatct)}x; Kerr, t$66 billion,

ow, they pay taxes.

Mr. ﬁvaczls)s.yYes.

Senator Kern. That is correct.

Mr. Burcess, That is right.

Senator Kerr. What is the next largest group {

Mr. Buraess. The commercial banks.

Senator Kerr, Now, they ;tmy taxes,

Mr. Burgess. That 1s right,

Senator Kerr, That is §66.6 billion and $59.4 billion, which makes
a total of $126 billion; does it not{

Mr. Bureess. That is right.

Senator Kerr. What is the next largest group

Mr. Buraess. The nonbank, which 1s a miscellaneous assortment.

Senator Kerr. That is what I tried to get you to go to there on

page 4. Isthat notit?
r. Burgess. Yes,

Let us break that down on page 4. That is right.

Corporations are a very large item there,

Senator Kerr. On page 41

Mr. Buroess. We have got to go to page 12 for t.hut1 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. Buraess, All right.

Corporations owned $19 billion, '

Senator Kerr., Corporations owned $19 billion?

Mr, Buraess. Yes.

Senator Kerr. They pay taxes, do they notf

Mr. Buraess, That is right.
b.l.?»‘enator Kere. That is $126 billion and $19 billion; that is $145

illion,

Mr. Buroess. Yes. That isright.

Senator Kerr. While you are on Page 12 there, you get a group
that has got $10.8 billion, State and local governments.

Mr. Burcess. That is right.

Senator Kerr. How much in Federal taxes do they payt

Mr. Buraess. Practically none,

Senator Kerr. Well, “practically none.” How near to none! Do
{:u'know of any State or local government that pays Federal income

x

Mr. Burcess. Noj they do not.

Senator Kerr, I donot believe they do.
Now, there is foreign and international with $7.7 billion. How

much of that do we get back in taxes?
Mr. Buraess, Well, some of it, not all of it.

98068887t e one
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Senator K. Very little of it!

Mr. Burgess. I would say a minor part of it.

Senator Kerr. A minor part of it.

Mr. Burorss. Yes, To the extent those are—-

Senator Kexr. Do we go back to page 4, or do you want to detour

we againf
Mrg.aBumm. Well, page 8 is suggested as a %oood page, Senator.
Senator Kerr. Page 8, All right, I will go to page B with you,
Mr. Buroess, Yes,
Senator Kere, Which——
Mr. Buraess., The biggest is mutual savings banks, who do not pay

much in taxes.

Senator Kerr, The mutual savings banks, They do not pay any-
thiﬁg; do they! .

r. Buraess, No; very little.

Senator Kerr. And the next biggest!

Mr. Burgess. And, of course, mutual savings banks, as they pay
interest to individuals, you get 1t there indirectly.
thSe;mt;m' Kerr. But the mutual savings banks pay no taxes, do

ey

Mr. Buroess. Very little themselves; no,

Senator Kerr. The next biggesb group there is what!

Mr. Buraess., Pension funds.

Senator Kerr. How much taxes do they pay

Mr. Buraess. No; they do not pay taxes directly.

Senator Kerr. They do not pay.

The next largest groupt?

Mr. Buroess. Except, there again, as they make payments to

individuals.
Senator Kerr. I understand.

Mr. Burgess. On the individuals, they catch it.

Senator Kerr. I am talking about pension funds,

Mr, Burgess. I am talking about indirectly and directly, Senator,
so some of it you catch,

Senator Kerr, What is the next largest group?

Mr. Buraess. Life-insurance companies,

Senator Kerr. How much taxes do they pay?
Mr. Buraess. Well, they have a formula, and they pay something,

not very big.
Senator Kerr. How much{
Mr., Burerss. I cannot give you that figure. I can look it up and

put it in the record. It is not very big. '

ﬂ’l’h& information referred to was later received for the record as
follows:) ‘

It is estimated that life-insurance companies will recelve about §200 million
of interest on their holdln,u of Federal securities during the flscal year 1058,
with an estimated Federal income tax lability of approximately $16 million on
those earnings.

Senator Kzrr. It is practically nonexistent.
¢ Mr. Burarss. ](Ti vé:m d not say gmt. qu{ _agre:d to a lf)ti)rxgulv, a8

ew years ago, and they pay some taxes, and it is not a very gure.

Senator ﬁ:’m We could not balance the budget very welf on the
tax:o they pay on the interest they get on Government bonds; could
w. .

¥
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Mr. Buroess. No; that is right.

Senator Kerr. Nextf

Mr. Burorss. Fire, casualty, and marine do %ay taxes,

Senator Kerr. Fire, casualty, and marine, I think they do; yes.

Mr, Burgess, “QOther,” I do not know.

Senator Kerr. 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. Buraess. 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 Kerr. Well-——

Mr. Burorss (continuing). With your qualification.

Senator Kerr, With a qualification,

Mr. Burcess, Yes; with your qualification. [Laughter.]

Senator Kerr. On the tax-exempt bonds that are in existence, there
are large quantities of them; are there not 1

Mr. Buroess., That is rigfxt.

Senator Kerr. And the interest on them has been going up, too;
has it not?

Mr. Burcgess. It certainly has.

Senator Kerr. We do not collect any taxes on them; do we!

Mr. Buraess. No. :

Senator Kerr. Do you know the amount of the tax-exempt bondst

Mr. Buraess. We showed it in the chart, $50 billion.

Senator Krrr. 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
Senator BENNETT. 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 Kerr. No; but interest is paid on them.

Senator BENNETT. 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 BENNETT. No; but I wanted the record tc 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 BENNETT. That was not clear to the Senator from Utah,

Senator Kerr. It was clear to the Secretary; was it not?

Mr. Buraess. I think I followed you; yes.

Senator Kerr. Yes. [Laughter.f )

Let us go back just one moment to X:ge 8 there. The distinguished
Senator from New Mexico has reminded me of the fact, that I believe
you and I should both recognize at this point, that the fire, casualty,
and marine insurance companies that own the $50.3 billion are on
a different tax formula than commercial banks and the individuals
and corporations; are they not? .

Mr. Burazss. Well, there you have me. I am a little rusty. They

pay a good, substantial tax.
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Senator Krrr. Would the Senator from New Mexico, who is famil-
iar with that, make a statement us to what the policy there is!
Senator Axorrson, 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 reflected in total

operations, I think that is correct.
Mr. Burarss. Well, your income from investment is part of your

income, and that includes your interest on Government bonds,

Senator ANpErsoN, Yes,

Mr. Borazss, I used to be = director of one,

Senator ANpersoN, I do not object to the situation. I only pointed
out that it is a small portion of the earnings you px, a percentage
of the net operations, which do not veflect directly the earnings on
Government bonds, 1 take it buck.

Senator Kxesr, I want to thank the Senator from New Mexico.

It just carries further a demonstration of the basis of my statement
that your observation that the more the intercst, the more the taxes
is, a least with some qualifications, what I would call a fairy tale,

Mr. Buraess. I do not believe it is a fairy tale the way I used it,
Senator. I simply said that we get bnck Emrt of the intorest we ‘Ka
out. That certainly is true. I would not go any further than that.

Senator Kenr. That is true, ‘

If 2 trains started out, 1 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?  [Laughter.]

Mr. Bourorss. It would take it a long time, Senator.

Senator Kerr. 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?

r. Burarss, The interest paymenta this year §

Senator Kerr. Yes.
Mr. Burarss. No; we have not attempted to make it, Senator.

Senator Kerr. Is there someone in your Department that you could
have look in that{
Mr. Burorss. Well, we will take a shot at most anything. We can

make a very rough estimate,

Senator ;ﬁm . If you can make what you regard as a reasonably
acourate estimate, we would like to have it.

‘Mr, Buranss, All right. We will take a shot at it.

Y
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(The information referred to is as follows:)
Hatimated taw liabdility arising from intercat paymenta on the pudlio deds, flacul
year 1958

{Tu millions of doliars)
Budget ex- | Less non. |Kquals cash] Tax ra 'hqlbbﬂ'
nditures | onsh inter ?Mmu ! (ptmn‘ﬁ !
K:'mumt ot '
Publioly held debt:
}“‘Ym zbogds:
....................... 100 i b}
T — womoBom B
Othor soourition. . .oevver cevvenne. 400 foenernnionn
TOAL .. ca.rievucrrareronseavares 0 N
CoMMErctal DADKS. ..ov.vvve oo vonrons: k% ............ !:% ) 2 %
utual ol::oux‘a" k.l ................. 1 1 200 1
............................... W0 [acvenrvenen 00 1. 16
L1 NP 100 {.conecrenens % 80. 80
Nme.ax‘)nngom roor tho el B 5.0 300
local governinonts.......eoe.f W00 |ceirvinne] 0 M0 foerireirviecfosencaninns
llanoous investors. . cu.eeeevn.... & % ........................
Tota] publicly held debt............. 100 300 6800 |........c... 1,4%
ebt held 'y’"m ol esorve banks. .. "m ............ 600 (1) 140
Debt held by Government investment ae-
OOUDLE. oo marnrcnnncessnnarssecananens 1,600 1,000 |.cvnevnnenns vevnurasorasfocvanseonnnae
Total...cvinreceranseenesncersencnas 7,300 1,900 8,400 |.evivnennnns 1,89

1 90 peroent of net earnings are returned to the 'l‘nmrr

? Direct taz liabllity only: Kxciudes tax liability of individuals on interest and div income recsived
from savings inatitu and corporations which grows out of interest payments on t bt.,

Bource: OMos of the Becrelary of the Treasury, Aug. 8, 1087,

Senator Kerr. There is another, one more, fairy story that you told
us {esberday, 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 great fiscal expert, not with any diare-
srect or anything other than the highest respect, but in order that
the 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.

Inpﬁovember 1052 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 he will got the best banking brains to tell him what is
best. He is not going to make any decisions himself,

After that, he picked you as his Deputy in charge of debt manage-
ment and monetary affairs, and you have had that job since January
1053, part of that time with benefit of portfolio, and part of that time
without benefit of portfolio.

Mr. Burgrss. That is right.
Senator Kerr. 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. Burarss, I am greatly complimented, Senator,



780 PFINANCIAL CONDITION OF THE UNITED STATES

Senator Kerr éoontinuin{;). In looking this up, and I want to tell
0

you I was amazed at what 1 found.
In 1020 you joined the New 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. Burarss. All right. .

Senator Kerr, In 1923 you became Assistant Fodernl Reserve ::f;ent
and manager of the reports dopartment of the New York Federal -
Reserve. In this capacity you were the Chairman’s assistant,

In 1930 you were elevated to the post of Deputy Governor of the
New York Federal Resorve Bank.

In 1986, following the passage of the amendments to the Banking
Act, formalizing the Reserve's Open Market Committee, you became
the first manager of the Federal open market account, a position which,
o8 I understand it, under the law, is always held by the vice president
of the Fedoeral Reserve Bank of New York; is that correct!

Mr. Buroress, That is right, . )

Senator Krrn. You served in this position until 1038, when you left
::) j;)(i!n the National City Bank of Now York as vice chairman of the

a *

In September 1930 when, ns 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 advicef

My, Burarss. They were not all bankers. There was Walter Stew-
art, who was a college professor.

Senator Kerr. I understood he had a group, including six bankers
and some others. That is not correct ?

Mr. Burarss. No; there were 3 bankers and 3 others,

Senator Kerr, Three bankers and three nonbankers?

Mr. Burarss, That is right.

Senator Kerr. But you were one of the group !

Mr. Buroess, That is right.

Senator Kerr. In 1940 you were elected chairman of the economic

policy commission of the American Bankers Association?

Mr, Burarss, That is right,

Senator Kerr, In 1940 and 1041 you were president of the New
York State Bankers Assoociation?

Mr. Buraess, That is right,
Senator KErr, In 19042 you were a member of a bankers advisory

group called to Washington by Secretary Morgenthau to make reo-
ommgndations as to m%pe %f issues lgxe Trg:aury 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 werse elected president of the American Bankers As-

sociation, and served through 10485,

Mr. Burgess, There is, perhaps, a miss there or a skip, that in the
third and fourth war loan, I was chairman of the finance committee
for New York State handling the third and fourth war loan financing.

Senator Kerr. But that was in addition to these others?

Mr. Burozss. That is right.

Senator Kxar. Yes.

¥




FINANCIAL CONDITION OF THE UNITED STATES 787

. You were the chief representative of the American Bankers Asso-
ciation representing them in negotiating modifications of the Bret-
ton Woods proposals?

Mr. Bungess. That is right. )

Senator Kerr. In 1946 you were renamed chairman of the Ameri-
can Bankers Association economio policy commission,

In that same year you helped establish the Committee on Public
Debt Policy and me its chairman?

Mr. Bororss., That is right.

Senator Kerr, 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 & member of the Federal Advisory Council to
the Federal Reserve Board, representing the Second Federal Resorve
District, and at a later 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 ap-
pointed by the Board of Governors here, the Federal Reserve Board
also has a Federal Advisory Council—- .

Mr. Burcoess. That is right, except that the six who visited Ger-
many were not just bankers; they were mostly businessmen.

Senator Kerr (continuing). Consisting of representatives of com-
mercial banks,

Mr. Buroxrss, That is right.

Senator Kerr. During 1046, 1947, and 1948 you also supervised the

ublication and distribution of a series of seven pamphlets by the

ommittee on Public Debt Policy dealing with the management of
the public debt
r. Buroess, That is right. :

Senator Kerr, In November 1952, following the presidential elec-
tions and the selection of Secretary of the Treasury Humphrey, he
n&mied you as his Deputy in charge of debt management and monetary
affairs,

T 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 onle' a banker, but also a banker’s banker; and I say that with
the utmost respect for {(;ur personal honesty and frankness and
ability, but also because I believe 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 ﬁ'ou a few questions. .

%o you remember the disasirous collapse of farm prices in 1920
and 10211

Mr. Burozss, I do.

Senator Kerr, 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, Buraess. I did not go with the bank until December 1920,
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 Kerr, Those of us who believe that the dm{y in farm prices
was related to the inorease in that rediscount rate might differ with

you,

Mr. Burarss, Of courso; certainly,

Senator Kern. And you would recognize our privilege in doing so.

Mr, Buranss, Yes; certainl{.

May I add, of course, in that case also the discount rate increnso was
wproved by the Federal Reserve Board, which wns chaired by the

1n Seoretary of the Treasury.

Senator Krerr, Yes,

- Mr, Burares. And so, as you sn‘y they had the ultimate—-

Senator Kxan, They had the ultimato decision.

Mvr. Burorss, Yes; decision,

Senator Krar, But that one was initinted by the Federn! Reserve
bank in New York,

Mr. Burarss, That one, I am not sure whether thoy started it or
whether the System as a whole—the System as a whole, of course, Lind
disoussed it for a long time,

Senator Kenr, But they were tho bellwether.

Mr. Burarss, It was a Systom action,

Senator Krrr. They were the ones who started it.

Mr. Burarss, Yes—well, I am not quite sure of that.

Senator Kerr, Well, somebody nlways has to start it. It was not
started by the Fedoral Reserve bank in Kansas City; was itf

Mr. Buroxss, It may have been. AsIsay,I wasnot with the System
at that time. .

Senator Kerr, My ir{\}masion is that it was started with the Foderal
Reserve Bank of New York.

Mr. Buraress, I cannot say, ‘

Senator Kerr. Would you check and see if that is inaccurate!

Mr. Buraess, I do not know whether there is any way of checking
that. We will take a look at the record and sae if there 18 any indica-

tion.
(Mr. Burgess later submitted the following:)

(The Federal Reserve banks of New York, Obicago, and Minneapolis raised
thejdlaco:x;t rate from: 6 percent to 7 percent on June 1, 1920, followed by Boston
on June

Senator Kerr. All right. We will both do that.

Mr. Buraess, All right; good.

Senator Kxrr. You are aware that subsequent to the 1920-21 reces-
sion we had the very severe depression of 1929, 1030, and 19811

Mr. Buraess, That is right.

Senator Kerr, What share of responsibility do you think that the
New York banks and the Federal Resorve Bank of New York had in
connection with the speculative excesses in the securities market in
the late 20's whic‘l;vpreceded the 1920 collapsef

Mr, Burarss, Well, all I can gay is that the New York Federal Re-
saorg:cfﬁk thv::‘a conscious of the problem and did its utmost to bring
. ‘

Senator Kear, What did they do? | k
Mr. Burarss. Well, theg'ra,ised the discount rate, for one thing.

. Senator Kzaz. To wha ‘ |
Mr. Burorss. The discount rate finally went to 6 percent in the

summer of 1929,

%
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Sonator Kxxi. Now, I looked that up quite carefully, and I would
bo glud to know that it wont to 6 porcent. T'he best I could find was
5.10.

Mvr. Burazss, We will check that.

Senator Kerr. Please do,

Mr, Bunaess, My recollection is it was 6. They ropeatodly tried to
raise the rate earlior than that, and wero repeatedly denied by the
Foderal Roserve Bonrd in Washington,

Senator Kerr. Well, now, what rate of intorest were the banks
charging for domand loans in 10201

Mr. Bunarss, Well, it got up as high as 20 percent nnd more, It
runged all the way from 6, 8, 10 percent. The rate was high.

onator Krnn, It got a8 ’q h us 25 percent, did it not{

Mr. Buroess, 1 think it did; yos, sir,

Senator Kern. Although the rediscount rate by the New York Fed-
eral Resorve Bank was never above 6 percont

Mr, Buroess, ‘That is right,

Senator Kenr, And I think it was never above 5.16, but you are
going to check that for e,

Mr. Buraess, Yes,

(Mr. Burgoss later submitted the following:)

(The Now York Federal Resorve Bank discount rate was 68 percent from
August 0 to November 1, 1020.) ‘

Senator Kenr. Do you think the governor of the New York Federal
Resorve Bank was unduly influenced by President Mitchell of the
National City Bank of New York in failing to move more vigorously
to stem that stock market swir}g?

Mr. Bunaess. I do not. Ile was in complete opposition to Mr.
Mitchell’s position.

Sonator Kerr, But Mr. Mitchell’s position prevailed

Mr. Bunaess. No. On the contrary, the opinion of the bank pre-
vailed in their repeated efforts to get control of this thing.

Senator Kerr, My understanding was, based on some knowl-

r. Burarss, Yes, ' )

Senator Kerr. That had it not been for Mr. Mitchell that redis-
count rate would have been much more drastically increased.

I Mr., gvmm. Well, I am sorry, Senator, but on that you are wrong.
was there,

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 knew he had it, he said he was there when he
gotit. [Laughter.]

Now that you say that you were there—

Mr. Burakss. t is right. . ‘

Senator Kzrr. It is a fact that the boom went until it busted ; did
it not? . ,

Mr. Burazss. That is right, It went too far.

Senator Kerr. During the latter half of the 1920’s, you were the
titular assistant to the president of the Federal Reserve Bank of New

York?
Mr. Burcrss. 19201
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Senator Kenn, Your title was assistant to the president of the Fed-
oral Reserve Bank of New York.
Mr. Bunuss, No. I never had that title,
Senator Kenn, 1 thmnﬁht you wete the vice president of the bank!
Mit:i B&rmm. I thought you said my title was assistant to the
residen
b I was doputy governor of the bank in 1030, I was made deputy

governhor in charge of open market operations,
Senator Kerr, But were you not——
Mv. Bokaras, Before that I was assistant Federal Resorve agent,

which was a technical job concerning the handling of a great many
different banking details that came through,

Senator Keri, I see,
Mr. Burarss. 1 was assistant to the Fedoral Reserve agent who also

‘\‘vu the chairman of the board, but I never was assistant to the presi-
ont.
Senator Kxrr. You never were assistant to the president?

Mr, Buraess, Of course, whon you become deputy governor you
become{ in effect, ruch,

Senator Kerr, You becameo sucht
Mr. Burarss. It was in 1030 that I shifted over from the chairman's

office to the president’s office.
Senator Kerr, In 1027 you did write a book—

Mr. Burorss, Yes, sir,
Senator Kxrr. Entitled “I'he Reserve Banks and the Money

Market,” and it was published by Hurper Bros, a publishing firm in
New York!

Mr. Burosss. That s correct. QGuilty in the first degree.
[Laughter.l(

Senator Kerr, Prof, H. Parker Willis of Columbia, do you re-
member him?

Mr. Burasss. I remember him very well,
Senator Kerr. As I recall, he was an adviser to Carter Glass and

others here at the time the Federal Resorve Act was drafted

Mr. Burorss., That is right,
Senator Krrr. He wrote a review of your book in the Political

Science Quarterly of December 1028, Do you remember thatt?
Mr. Burerss, No, I do not. I have no doubt he did, though.
Senator Kerr. I want to quote something that he said:

The book might well be called The Federal Resorve Bank of New York and

the Local Money Market.
Nm %he title you gave it was “The Reserve Banks and the Money

ar
Further, he said:

It is not in any true sense an account of the Reserve banks, as the title
Indicates, It is a defense and explanation of the conduct of the Federal Reserve

Bank of New York, especially within recent years.

I am not putting my stamp of official approval on the accuracy of
this statement. I am just reading what this gentleman said.

Mr. Boaczss. Right.
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Senator Krrr (continuing) :

Of the many points at which serlous question must be ralsed with Mr, Burgess
as to fact or inference, space permnits no account, Suffice it to suy—

[Laughter)
that the book is an advocate's brief In defense of policles which should have
utblased examination,

As I waid & while ago, 1 am not in position to say whether Professor
Willls was justified in what he said or not,

However, one aapect of his criticim of your position did interest
me because, it seoms to me, that we ure moving in pretty much the
same direction toda¥.

For example, Professor Willls stressed the point that the dominance
of the New York Federal Reserve Bank and the New York money
market, in channeling the spare funds of the country, was not contem-
plated under the original Federal Reserve Act, but that this had de-
veloped during the twenties, lnrgely by reason of the aggressive
policies of the governor of the New York Federal Reserve Bank,

Now, the professor also complained that, having arrogated to itself
this power, the New York Federal Reserve Bank disclaimed un‘y re-
sponsibility for the manner in which the New York banks employed
the Nation’s spare funds, And certainly you know that a large part
of those funds helped to feed the unhealthy or uncontroll sfook
market boom, which culminated in the collapse of 1920,

Is it not o fact that the policy of the Federal Reserve in the twenties
of quantitative rather than qualitative controls made it im‘%uible to
prevent the misuse of credit, which led to the collapse of 19201

I would like for you to think about that and comment on it.

Mr, Bunorss. Were you quoting Mr, Willis at that point?

Senator Kenii. No; Iam askinf you a question about it.

Mr, Burcess, That is an old, old question,

Sonator Krnr, Then it should not take you by surprise,

Mr. Burorss, 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 result of the experience of that
time, certain tyges of q}t:alitatwo control, not very much, but a little.

The Reserve System has one type of qualitative om}troi, and that is
the control of margin requirements on security operations,

That. was a thoroughly desirable change, and if we had had that in
effect in 1029, the story mi¥ht have been better.

Senator Kzrs. I think it would, but that would not have c
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 rinci&zlly used,

Even had there been margin requirements, with the situation exist-
ing where the New York b were getting as high as 25 percent
interest on demand loans with stock as collateral, thoz could not have
financed them if it had not been for the fact that such a larﬂ part of
the available credit flowed to that outlet, and there found that high
interest rate and that h{gh profit for its use.

margin

Mr. Burozss, Well, I think if we had had the i m:uumm ts
32&11“ time, that ftn’would have restricted that use of credit a great
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Senator Kura. It would have restricted itt
Mr. Buroxss. Yoa.
Senator Kxrr. But it would not have pmthed the flow of a large
portion of it to that outlet.
v, Buroxss. I think it would, Senator; I think it would have.
Sonator Kzrn. The margin requirementat
Mr, Buraxss. I think it woul hava been very effectiye——
Senator Xunn. The onl{v "y it would have been restricted, it would
uced the

have been by the amount uantity,
» Bonanes. It would have reduced the qumtity flow into that

Sonator Kerr. Yes. But it would not have controlled the outlet

that it was to be channeled into,
Mr. Burazss. I do not quite see your diatinotion there. I think it

would have,

Senator Krar, The only reason that would have caused any of
it to flow anywhere else would be bocause there was not enough
domand ﬂmtx: on the basis of borrowors being able to meet the mar,

uiremen
r. vam. Wall, that is a very important restriction, For ex-

le, mar uirements now are 70 percent.
ator ﬁmmi is & very important restriotion, but it does not go

box{ond the effect of its own specifloations.
Bunazss, Of course, there was not, at that time; that was the

main abuse,

Senator Kxrr, 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 stook purchases!

Mr. Bunazss. Honestly, I cannot answer that, There had been
rates as high as that.

Sonator Kzrr. But at that timef
Mr. Bururss, At that time we were I think about the highest,

Senator Kzrr., And it borrowm had had the margin require-
mentg~——— ‘

Mr. Bourorss. But they did not.

Senator Kznr. Isaid had they had——

Mr. Bunoress. Yes.
Senator Kzxr, And still would have paid that interest rate on it,
the wg it was handled without restriction as to where it would be
at magnet would still have drawn it there, would it not!
fht(;‘ Bumazss. No. I think this would have restricted that flow
of funds.
I may say we tried to get some restrictions on that in 1998,
I made personally a very big tx to get the New York Clearing-
house to put & fee on the funds that out-of-town corporations lnd

others were putting into themnrlgm
__ Senator 92? fessor Willis here, the theme of
:iho tmokt ylou wrote in 1 yos o defense of the policy of quant.it»
ve control,
Mr. Bonosss, Weﬂ, oi &KImM!‘ 'gst:ator that Mr Willis. did

‘not like us and we did u onp—-—-—
* Senator Kenz. And I do like you, and wé d byloiko owg

Mr. Bunazss, That is right.

1

1
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Senator Kmxn. But that does not keep me from asking you whether
or not that is the theme of your book.

Mr. Bunoxss. I just wanted to say that was a thoroughly biased
review, written by a biased man,

Senator Kzar. And that the book was entirely unbiased?

Mr. Bunaxss. I think the book was written very objectively, and
you can read it yourself if You want to any time,

Senator Kxar. Now, is it not a fact that the reliance in the twen-
ties was primarily on the Federal Iteserve and general monetary con-
trols for economio stability !

Mr. Bunoras. Well, we had also flscal policy that was retirin
:l&li)ch ia billion dollars of debt every year, which was a help tow

Senator Kxnr, Yes, That was a fiscal policy of the Government,
but insofar as %enoral monetary controls and credit controls, we were
ml{‘ing I}n’imur! on the Federal Reserve System, in the twentiee.

r. Buaurss. Yes. I think thatis fair to say.

Senator Kxnr, And is it not a fact that during that period prices
remained relatively stablef

Mr. Buromss, Commodity prices, as such, were fairly stable,
Prices of real estate were rising.

Senator Kerr. Yes. ’

Mr. Bororss. Prices of securities—

Senator Kzra. Yes.

Mr. Buraess, Wo computed that at the bank at that time—

Senator Kera. Yes. o

Mr. Burarss. An index of the goneral price level, taking into ac-
count all kinds of prices, and that was gnin'z u[];.

Senator Krrn. But the general price level, aside from those ex-
ceptions you have named, remained relatively stable?

" r. Ilinyom. No. I say the general price level, as we computed

, Was rising.

Senator Kerr. But in order to get the rise you had to put into it
the increase in stock prices and real estate,

Mr. Buroess. Of course, because that is part of the price level.

Senator Kear. I am talking about the purchase of things that
consumers bought.

Mr. Buraess. If you are thinking of the price level as a guide to
credit policy, we believed there was an inflation at that time, although
commodity prices were not showing an increase, and the policies of
the System were directed toward fighting inflation,

Senator Kerr. 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, gen

speakirllf. '
Mr. Buroess, No, I think we have got more weapons, more arrows -
to shoot from our bow now. - * ' ' |

Senator Kere. But insofar as the available amount of credit, you
told me the Federal Reserve Board determines itt e

Mr. Burozss. Noj I never said that, Mr. Senator. I never said

that. ' L R .
Senator Kxrr, Let us go back now. I thought we had crossed

R 4
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We did not agree on how magy (f)eoYle participated in the control.

Mr. Buraess. But you said Federal Reserve Board. You meant
Federal Reserve System.

Senator Kerr., System.

Mr. Bunoess, All right.

I put my qualification about demand on that, too.

Senator Kerr, Yes.

But in the main, they control it now just like they did in 1620
and in 19201

Mr. Bungess. Well, I Liope they are a little smarter,
t‘hSanmtm"li‘lsmi. But the difference would be in the policy, not in

8 power

r. Buroess. The main structure of the System has remained as it
passed the Congress in 1018,

Senator Kerr. Yes.

Mr. Burgess. 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 tﬁose
same policies todw?

L%r. B'nmnss. ell, Senator, just what else are you going to de-

end on
P Senator Kenr. That i not what I asked you.

I think I have POt the answer to that, but then I am asking you.

Mr. Buraess. I think they are one of the elements on which 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 Kerr. You have conclusively froved 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. Buraess. I have not proved anything 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.
t'i:l;eyg is no doubt about it, in 1920 the commodity price inflation was

rific,

Senator Kerr. When was that{

Mr. Burgess. In 1920,

Senator Kxrr. Yes.

Mr. Burorss. 1920,

Senator Kerr. Yes,

Mr. Buroess. 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 Kxrr. I did not say that was the only weapon we had to
deal with it.

Mr. Burozss. It was late.

Senator Kzre, 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 prices. ‘

Mr. Burozss. It finally checked the upward rise. If it had been
checked sooner you would have had less collapae.

§
H
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Senator Kerr. Then, am I to infer from your statement, that you
think we should depend on monetary policies, and that thei are to
operate it in such a way that when they cannot check it any other way
t. g%rwﬂl bring about a collapse?

. Buraess. No. I very distinctly indicated I do not think you

should rely onlﬁ' on monetary policies. You have got to have fiscal

licies, and the people have got to exercise a little commonsense
hemselves in order to make these things work.

Senator Kerr. 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 sharﬁg prior to 1029, just as they have risen
sharply in the last 18 mon :

Then, when thﬂ;put the brakes on, the car turned over; did it not{

Mr. Buroess, ey were too late in both cases, too late. They had
fone go far by the time the brakes were put on that there was a col-

a o4

gnator Kerr. You came to Washington in 1039 to advise the Sec-
retary of the Treasury in connection with the problems of debt man-
agement during the defense emergoncy

Myr. Burorss. That is right.

Senator Kerr, What recommendations did you make to him?

Mr. Bureess. Well, I would have to think about that a little bit,

We were only here about 8 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 tyges of securities that the
Treasury should issue with respect to the war

Mr. Buraess. Let us clear up this record Eust a little bit, Mr.
iS&n(;xtor. I began advising the Treasury on the security issues in
I was the officer in the New York Federal Reserve Bank whose
responsibilit% 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 ogerations for a period of 8 years. I was inti-
mately connected with i

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 1942 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 fmtty con-
sistent through that period. It is very much the same as I have out-
lined in the statement to you. )

Senator Kxrr. Well, I did not know that in your statement to us
you said that you had advised those boys back in the 80s.
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Mr. Burazss, No; I did not. I say the kind of policies we tried

M

Senator Keas. What was your position with xegud to the so-called
nonmarketable tap securities, as I understand it, the Federal Reserve
Board recommended at that timef :

Mr. Buraess. I was opposed to that.

Senator Kezr. You were opposed to that?

Mr. Buroess, What was that!

Senator Kere. You were opposed to that{

Mr. Burazss, I was not opposed to the amount that was put out,
but I was o?posed to changing the national debt into a demand debt.

You see, in effect, that tap obliiation would have changed a large
mass of our debt into a demand deb "

Senator Kerr. Well, now, only the short-term securities issued
under it, the long-term par& of it would not have been a demand
obligation, would it? ‘ :

r. Burozss, That was one of the proposals, Senator.

Senator Kerr. I say that was their recommendation.

Mr. Buroess, Yes; that was their recommendation.

Senator Keas, And you opposed it{

Mr, Bunoess. Yes, sir,

Senator Kerr. And it was not adopted

Mr. Buraess. It was not adopted ; whether for that reason or not,
I do not know. -

. . Senator Kzrr. And the commercial banks would not have been
cligible as buyers of that, as I recall
r. Boroess. They did not want it.
l'Sgal;\‘amr Kzrr. I understand that, but they would not have been
eligible,
. Bunazss, It was a long-term bond. There were plenty for
them to bui. There were plenty of bonds eligible.

Senator . Let me ask you this: Did tgvou make any proposals for
the financing of the war, management of the debt during the war——

Mr. Bunoess. Yes. . |

Senator Kerr (continuing). Different from what they actually did t

Mr. Bunorss. Yes. I thought they would have done better to have
financed the war at a somewhat higher interest rate. I think they
were right in pelgging the rate at the beginning of the war and carry-
ing through with a constant rate. But they would have done better
to have a higher rate, because the 214 percent rate was so low that the
buyers of the bonds were all ready to shuffle them off at the earliest
opportunity. ) .

nator f(m But aside from the interest rate, did you make rec-
owamendations different from the policies followed §

Mr. Buroess. Well, not in the broad policies. I sat in on the de-
cisions as to the broad group of securities that would be offered, and we
were always in complete a ent.. We. were all united in trying
to finance the war in the best way. . :

_Senator Kerg. I think that is right. I am just trying to get into
this record— X ‘ ' . i e

Mr, Burorss, Yes, all right, g T T

Senator Kxer icontinuing).‘Your contributiontoit. .. - . -~
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Senator Kear. But you did recommend that they issue them at a
hi&her interest rate am{ &eg them at a higher interest rate ! o

r. Buraess. Yes. We had to during the war. Once the decision
was made about rates, we all went along, because we had to, )

Senator Kerr. You were not a&ainst the Federal Reserve pegging
the bonds; you were just against them pegging them at that low rate,

Mr. Buraess. I was—in a war you have to peg them. In a war you
have no choice.

Senator Ker. Then you were not against it

Mr. Boroess. The mistake was in carrying that forward too long
after the war. , :

Senator Kezn. As of that time— \ '

Mr, Buroess. I was not against it. L

Senator Kerr (continuing). You were not against it.

Mr. Burgess. I was not against it. S

Senator Kerr. As I pointed 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 but
the first manager of the Federal open market account, responsible for
carrying on the policf of the Federal Open Market Committee.

r. Bunoess, Well, I was the first one holding that title;' The
operation had been going on, of courss, ever since the System was
started. There had to be somebody who ran the account.

Now, when they started off, at first each Federal Reserve bank ran
its own account, talking with each other. - ;o

About the middle twenties they developed a single System account,
In 1928, as & matter of fact, they began working on ity and they had
an informal committes. But the change was formalized in 1980, and
then in the Banking Act of 1085 it set tho thing up in still more formal

sha : : |
Sg:awr Kzre. But did not it in princigle a great dealf
Mr, Burazss, No, no; except that the important ch there was
that the System acted as a system instead of each Federal Reserve
Bank actinﬁ:z];aratoly, and that was a very important change.
Senator . You, for all intents and purposes, had been doin
that beginning at the time you took the position as manager of it

Mr. Burgess. That is right. : . ,

Senator Kxar, Tell the committee the nature of that job.
Mr. Burames. Well, the job was to—one of the parts of the job was
ust exactly what I have been domg lately, was to try to recommend
the 'I‘reaaura;hat and what rates of securities you would have
to issue from time to time to refund your debt or to raise cash, ..

- Senator Kzar, -Well, now, that was one of your responsibilitieg——
Mr. Buroxss. That was one. ; : o
Senator Kxzr (cox;tinuinﬁz. As & stafl member down here. . But

insofar as the operation of that fund was concerned, did you engage

inbuyintmd selling securities ! oL Sl
Mr. Burazss. Exactly; yes. -I.saw the dealers every day, and
) htt:)n ‘}cﬁi?muﬁrod«um o o
-, Spnator _For the. accoun : S
;. M. Bunases, That ig right; and for the Treasury account, - ...
* Benator Kzaz. And l1?%{::;'I‘remnu'ywommt. S
Mr. Buraxss. That is right,
08633—87—pt. 810
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Senator Kexr. Did then and do now the actions of that committee

affect the Government securities market !
, Burorss, ly.

Senator Kxar, How!

Mr. Bunoxss. Well, if they are buyers it tends to make the market
go up. If they are sellers—

Senator Kzrr. You mean, the value of the securities!

Mr, Burorss, That is right; the prices,

Senator Kerr. Yes, And if they decide to sell?

Mr, Bunoess. If they are sellers, the market tends to go down.
Now, those are tendencies,

Senator Kerr, How do those actions affect interest ratest

Mr, Buraess. Well, they tend to push interest rates up or down,
but the%hm only one factor in the market. I want to make that
olear, The demand for money from other sources is a major factor
in this whole thing, of course.

Senator Kenr, Well, now, the Federal Reserve Board does not have
to depend on anybody else to furnish it the money it wants to buy
bonds with, does itf
ore%?f:. Burorss. Well, no, They can use their own power of creating

i

Senator Kerr, Yes,

Mr. Buraess. But they do that on their peril because it is an enor-
mous influence on the situation.

Senator Kerr. An enormous influence.

Mr. Burarss. That is right; I agree. )
Senator Kerr. What is the relationship between that trading desk

and the dealers, generally, in Government securities

Mr. Buroess, Well, you are in constant touch with them. You
are buying and selling from them. You are gettin

Senator Kerr. Buying from them or selling to them

Mr. Burozss. You are getting information from them. They are
your principal source of information. They have their wires through-
out the country.

Sonator Kerr, Does it hal??en that they ever get information from

the fellow operating the des . .
Mr. Buraess, That, of course, is where you have to exercise very

great discretion, That is the sensitive nature of that job.
Senator Kerr. Very sensitivet

Mr. Buroess. Yes. )
Senator Kernr, Is it not a fact that the operation of that com-

mittee, together with the operationa of the Federal Reserve Board,
and decisions of the Federal Reserve Board, with reference to re-
serve requirements and the rediscount rate, have practically unlim-
ited power over the Nation’s financial markets!

Mr. Burazrss. I would not say unlimited.

Now, allow me my qualification there, They have great power,
Senator, but it is not un . )

Senator Kerr, But it is tremendous, is it not? .

Mr. Buroess. Of course, their whole attitude from the beglhmmg
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 Kerr. Mr, Burgess, you have made that statement here

and—

Mr. Buroess. Yes. .

Senator Kxrr (continuing). And I just cannot believe, I just can-
not believe that you are serious——

Mr, Buraess. Iam. ’

Senator Kerr (continuing). In a conviction that a creature which
provides and fixes the supply——

Mr. Burgess. No.
Senator Kerr (continuing). Is subject to the law of supply when

thg{ are charged under the law with determining the supply.
. Buraess, 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. Boraess. The credit is this additional amount, the marginal
amount.

Senator Krrr. Did you not say they had the power to buy Gov-
ernment bonds and issue credit for them{

Mr. Burarss, 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
pegple to use,

enator Kerr, Let us talk about that a minute,

Mr, Bunaess. That is the major job.

Senator Kerr. What is money {

Mr. Burgess. It is a medium of exchange. What it represents is
the human labor and ingenuity of—

Senator Kerr. I am not talking about what it represents, What is
money {

Mr. Buraess. It is the medium of exchange we use,

Senator Kerr. What is the medium of exchange?

Mr. Burarss. Dollars.

Senator Kxrr. Have you got one!

Mr. Burazss. I have not got o silver dollar, If I had one I would
not take a chance on producing it.

Senator Kerr. I will take a chance,

Mr. Buragess. Have you got a quarterf

Senator Kerr, All right. What is money{ Let us just get that into
the record. What is money !

Mr, Buroess, Well, it is—-what !

Senator Kerr. What does it consist of §

Mr. Burorss. It is a mechanism of exchange.

Senator Kzrr, What does it consist of, pencils, peanuts, cotton,
corn, wheat, or is it coined metal and currency

Mr. Burozss. Well, of course it could be commodities. It could be

shells.

Senator Kxrr, But isit!
Mr. Buraess. It is something created by the Government to furnish

a medium of exchange among the people.
Senator Kerr. Well, has this Government created it?

Mr. Buraess. Yes.
Senator Kear, What is it it has created f
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Mr. Buronss. It has omud paper money and silver currency, In

the old days it used to be
Senator Kzrr, Yes. Rper money and silver oomu and copper

ocoins,
Mr. Bunoxss. That is roight, yes, and nickels,

Senator Kear. And ni

N ow technioall t.hut. is our money supply is it not 1

Mr. Bungrss, That is r oﬁht—-as far nn ourrency is ooncerned,

Senator Kxrs, How much is there of it?

Mr, Burozss. Qutstanding in this country, about $28 billion.

Senator Krer. How much of demand deposits in couuuercml banks,
building and loan associations, mutual savmfs banks?

Mr. Burames. The demand deposits are $108 billion, 'The currency
outside the banks is $28 billion; time depomts are $80 billion, That

is a little different animal.
We do not usually count that as money, because it doecs not move

as rapidly.

Senator Kerr. 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 Government?!

Mr. Burazss, Well, of course, the insurance or guaranty only re-
lates to a part of the deposita.

Senator Kxrr. I know it onl¥l represents up to a certain amount,

Mr, Burorss, But you want the whole business

Senator Kxrr., I want the whole amount,

Mr. Burozas, The wholo businoess, the deposits, and the currency,

amount to $218 billion.
Senator Kear, $218 billion,
Mr. Buraess. That does not include the savings and loan, which are
another $50 billion,
Senator Kerr. $50 billion.
Mr. Bunorss. Excuse mo; $37 billion, I was thinkinﬁ.of next year
Senator Kxrr, Does that include mutual savings ban
Mr. Bonronss. Yes, That includes pootul savmsa, a8 woll—the $218

B or Knan, And postal savings!
RR. Al savin
Mr.&Br zss, Yes. e

Senator Kenr, That is $265 billion,
Mr. Burazss, That is right.

Senator Kzar, Is that money! |
Mr. Burazss. No, I would say that psrt of that ismoney. I would

restrict the monexvto the demand ‘goei the currenpy.
Senator Kenr. Well, how much is the d :
Mr., Bunarss, Well, that is a figure I gave you,g“ .8 billicn.

Senator Kura, $104 bill ionl
Mr. Bunornss. $100 billion _
Senator Kzar, Yousay that is money!

Mr. Bunazss. Yes.
Senator Kxas, Suppose people weat in and uked for it, whqt wonld

thﬁrg"ttmauu. The& would get currency.

Senator Ksax, I thought ouuidweonl had
S et Hhey ooutd not aak: fop df:: 1@ and

get it.

j
t
}
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Senator Kxrr. Why could they not if it is a demand deposit?

Mr, Burorss, Well the would have to print some more.

Senator Kxrn. I8 it nof. a faot, Dr. Burgess, that aside from the $28
billion or $29 billion in currency and coin, that we have a supply of
;“im:‘déum of exchange consisting of time deposits and domwd de-

Mr. Bunozss. Yes.

Senator Kzrr, And loans, And is it not a fact that overy bit of

that is based upon the creation of a credit by the bankin yltom of
thia'country undor the overall operation of the Federal ve Sys-
tem

Mr. Bunoess. No; I do not define it that way.

Senator Kxrr. Then tell me how else it is created !

Mr. Bunozss. Well, some of it is created not by credit extension,

but by savin
Senator Kerr, What are the savings? How much is there? What

are the savings accountsf
Mr. Burgess. Well, the mutual savings banks have $31 billion.
Senator Kxrr. All right.
Mr. Burorss. And the savings and loan have $37 billion.
N Sol'mtor Kerr, All right. How much do the commercial banks
ave
Mr. Burarss. In savings accounts they have $34 billion,
Senator Kzrr, And the Post Office
Mr. Bunaess, Excuse me; ?M billion for commercial banks.
Senator Kexe, 4 billion
Mr. Burazsas,
Senator Krx. 'l‘lmt is $31 billion in the mutual savings banks——
Mr. Burorss, That is right.
, Senator Karr (continuing). $87 billion in the building and
oang~—

Mr. Boroxss. That is right.
Sek;x'abor Kzrr (continuing), And $54 billion in the commercial

Mr. Buroxss, Yes.

Senator Kxrr. How much in tho Post Office?

Mr. Buroxss, A billion and a

gienator Kzarz. A billion and a lmlf How much does chu add up

.. Mr, Buramse, $122 billion,

~ Senator Kzse. 129 billiont

Mr. Borozss.

Senator Kz, Well, you tell me there are only @8 billion of our
rency.

r. Buromss. Y that is rif

Senator Kxaxz. It we have $122 billion in savings aocounts and on
$28 bilhon of cumnc does that not indicate that our “u

sctual ﬁoonmt of c it in one form or another!

oll, a great deal of it is.
SenatorKnan. Allt}mum&n hugothtuvinguwﬁﬁuu,iaic

nott
Mr. Be That, is right.
Sonuwmm I:thnt not an evidence of indabhdnell by an insti-

tutiont
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Mr. Buraess, 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 oredit,
or whether it grows by savings. .

Senator Kerr, I am talking about what it is, and unless I am wrong,
and if I am wrong I would like to have somebody put me right, that
aside from the currency and the coin that we have got, which is about

$28 billion—

Mr. Buroess, That is right. .

Senator Kurr (continuing). The rest of it, in fact—how much of
that $28 billion, or $29 billion is owned by the banks?

Mr. Buraess, Very little. This is outside the banks. The banks
on}y carry 1 or 2 billion dollars actual money.

think I know what you are getting at. I.et me tell you—
Senntor Kenn. Then the rest of it has to be the result of credit

Mr. Bunorss., Yes.
May I put it another way {

Senator Kxrr, Yes,
Mr. Buraess. 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.
enator Kern, Is that not a form of credit{

Mr. Buroess. That, I think, is a way of looking at credit; yes,

Senator Kerr, That is a form of credit!

Mr. Buraess. You are trusting somebody

Senator Kern, Yes,

Mr. Burarss, Now we agree. .

Senator Kerr, And that 18 a form of credit !

Mr. Burarss, That is right; yes.

Senator Kerr. And that is made available by the banking structure,
the dominant part of which is the Federal Reserve System, is it nott

Mr. Buroess, 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 the Federal Reserve banks.

Senator Kerr. I did not say it did. I eaid it is made possible by a
bankmg system-——

Mr. Buraess, That is right,

Senator Kerr (continuing). The dominant part of which is the

Federal Reserve System,
Mr. Boraess, I do not know what you mean by “dominant part of

which,”
Senator Kerr, Well, can any other bank——
Mr. Burgess. Well, this whole thing went along—
Senator Kerr. Can any other bank create credit

Mr. Burarss, Yes,
Senator Krrr. Only to the extent that it has credit with the Federal

Reserve.
Mr. Buroess, Where it has reserves in gold or money, or something

of the sort,
Senator Kxar. How much gold do the banks own !
Mr. Burarss, They donot own a nickel of it. But here is what I am

getting at; let me illustrate it this way, Senator.
Senator Kear, All right.

?




FINANCIAL CONDITION OF THE UNITED BTATES 803

Mr. Buraess, Before there was a Federal Reserve System, there
was this whole structure, practically all of it, ﬁoing on, 80—
thSex'mtor Kerr. Why did we create the Federal Reserve System,

en

| gtxi'ciltimm Because you wanted to add an additional element of
) "

Senat{r Kerr, All right. But it was a similar elasticity.

Mr. Burgess. Similart

Senator Kerr. Yes. Under the old system, the banks could issue
their own currency, could they not? :

Mr. Bunoess. Well, some of them. But that was tied down. That
was not elastic. The old national bank system was not elastio.

Senator Kerr. I used to have a piece of currency once and it said,

“The First National Bank of Ada promises to &x‘va”—---
rinted up and glaced in
c'

Mr, Buraess, That is rigfxt. But the{ p
circulation all they had authority to do, but it was not elas

Senator Kxrg. Could they print—they could print up to a certain
anﬁunt on the basis of bonds and other things they owned, could they
no
Mr. Buroess. That is right. United States Government bonds.

Senator Kerr. Yes. ’

Mr. Burgess, But when tha had done a certain amount—-

Senator Kerr. That is all they could do.

Mr, Burgess, There was not any more,

Senator Kerr. But they did not have to issue all they could.

Mr. Buraess. No, thatisright. But they usually did, I believe.

Senator Kegr. I understand. '

But what I am talkxn&bout is that there was a system then of the
creation of credit by banks,

Mr. Boraess, That is right, yes.

Senator Kerr. Now we have got a bank structure to which has been
added the Federal Reserve System.

Mr. Buraorss, What we said was we do not want to leave this all to
{»rivata banks, We are going to have a Government agency in here
hat will furnish this elastic element.

Senator Kerr. And they do have the authority, and that is what it
was created for, to furnish that elastic element, Is it not?

Mr. Buraess. That is right, for the best good of the country’s econ-

omy as one can get at it.
ator Kxrr, Well’ then, do they not have practically unlimited
power over the Nation's financial markets?
Mr. Burgess. No; I do not concede that.
Senator Kxrr. Credit sni)glly!
Mr. Burarss. Not unlimited. They have control of this additional
we really do not need to battle. This is enor-

n u;l i : rtant,al t it what yi dI with it.
mo m a at you are saying, and I agree
: y r];‘(’ R y &)

All right.
Then, let us go from ﬁxero.
Mr. Burorss, Yes.
Senator Kzrr, Who fixes its policies!
Mr. Burazss, Well, you gentlemen in Congress determined the rules

that it operates under,
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Senator Kzrr, I want to tell you now that not & 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. Buroess. I am not so sure but what you would find somebody in

Congrees that would own up to it. <
Senator Kerr, Well, I will tell you right now he would be & brave

mn! H
The only ones I know who will do it are those who are occupying a
sanctuary of anonymity and insulation from accountability from any

group of people.

Mr. Buroxss. Well, gir, we have a central bank, or a bank of issue in
every country now of importance. 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 commercmf' abuse on the other, why, God bless you, I think
that is one reason we wanted to have a monetary commission, But you

tlemen have got the ball, and if you can think of ways of changing

is thing so it will work better, why, God bless you. ,

Senator Keri. I wantto 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 doin;{ what they have authority to do, but that
is the difference in viewpoint that you and I have,

Mr. Bunoess. 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 ﬁna.] I never saw a less sympathetic audience in my lhife.

[Laughter.

Mr, Burazss. That is not so, Senator, .

Senator Kxrr, Let us go back now, to your position after the war.,

We brought you up to the end of the war, and the predominant and
influential position you ocoupied. .

At the end of the war, did you help to establish the Committee
on Public Debt Policy, and did you become its chairman

Mr, Borozss. I did, sir. '

Senator Kzar. Who were the members of that committee{

Mr. Burazss, 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.

ggm list referred to was later received for the record ; see ;; 818.)

ator Kerr, What type of business were they en in

Mr. Bunaess, Well, there were some people in insurance; there were

several economists, There were— -
ator Kzrr, I am talking on the committee iteelf, I am not

Sen
talking about their adviso D) , '
Mr%um Well, Benryﬂmord was on the committee; Wealey
Mitchell was on the committee. ‘
Senator Kxrz. Was it not composed primarily of bankers and life
insurance executivesf , . ' .
Mr. Burazss. There were several life insurance executives. .

Senator Kxrg. There were not any farmerson it!
Mr. Bunazss. Well, there was & savings banker from Buyrlington,
Vt, who was preily close to the farmers if he was not & farmer

|
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Senator Kerr. AsI recall, they were primarily bankers, and savings
men, savings banks and insurance officers.

M’r.. Bunoess. Marion Folsom was a member of the committee slm
Wiggins, who was Under Secretary of the Treasury under John
Snyger was a member of the committes, He is 4 farmer, He raises
seed and what not,

Senator Kerr. Was he not a banker?

Mr. Boraess. He was connected with a bank, but he was also an
editor and farmer, and 2 or 8 other things.

b ﬁﬁna%or Kenr, Was he on that as a farmer and editor, or as a
anker

Mr. Burozss. He was on that as Lee Wiggins.

Senator Kerr. Among his occupations or activities, was that of
banking alsof )

Mr. Buroess, That is right.

i?&x;a'tor Krer, What were the aims and objectives of that com-
m

Mr. Buroess. To try to anal{xe the problem of our debt, and to
make suggestions for dealing with it. .

Senator Kenr. Was cne of them to restore flexible interest ratost

Mr. Buroess. That is right.
Senator Kxrr. Was one of them to make the Federal Reserve in-

dependent of the executive?
r. Buroess. That is right with qualifications.

Senator Kerr, What was that?
Mr. Buroess. Yes, more independent than it had been, I would say.

Senator Kerr. I wonder if you could recall, and tell the committee
the number of positions that you occupied about that timef

Mr. Burorss, 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 Kerr. Y’ou were 8 member of the Federal Advisory Council §

Mr. Burozss. I was a member of the Federal Advisory Council.
Senator Kznr. You were chairman of the Economic Policy Com-

mission of the American Bankers Association{

Mr. Burozss. Yes, that was not a very exhausting task.
Senator Kzrr. You were chairman of the Committee on Publio

Debt Policy{
Mr. Bongess, That is right.
I was a director of & number of business and insurance companies,

and colleges.
Senator Kerr. You were chairman of the Committee on Monetary

Relations of the International Chamber of Commerce, were you !
Mr. Buraess. I think that was pretty much finished at that time.
Senator Kxre. You were immediate past president of the American

Bankers Association !
Mr, Burcrss. Yes; I was “Paat.
Se;xéato:'l(nu. Immediately past. I think that was through 1945;
was it no ‘ -
Mr. Burazss. That was through 1044, 1046. |

. Senator Kxar. Yes. :.
Mr. Buraess. Then I was director of the Union Pacific Railroad—

no; not at thattime, I guess. That wasa littlelateron.

.
.
vl e
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Senator Kxar, Were you a member of the Federal Reserve Board

in New York?

Mr. Buraess. No.

Senator Kxr, You were not a member of the Board of Directors of
the Federal Reserve! !

Mr. Burazss. No.

Senator Kerr. Was each one of those positions 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. Buroess. No. I would not say that most of them had any par-
ticular drive on that.

Senator Kerr, Well, what was the position of the Federal Advisory
Council? Were they in favor of it

Mr, Burorzss, Yes; I think a majority were. .

Senator Kxrr, Was the Economic Policy Commission of the Amer-
jcan Bankers Association in favor of itf )

Mr. Borgess, That isright. That was not our main—-

Senator Krrr. 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, Buoroess, I think we had very few dissenters from that point

of view?
Senator Kerr. On any of them
Mr. Buraess. Well, now, wait. What do you mean, of anything I

was connected witht
Senator Kerr. On any of these boards or committees that you are

a member or chairman of,
Mr. Bunazss. 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 Kerr. Now, was that so they could go up or down {

Mr. Burgess. That 18 8o they could “c’)oboth ways.
Senator Kxra. You are not serious about that, are yout

Mr. Burozss. I am.
Senator Kxrr, Well, you said a while ago that the only serious ob-

zgction you had to the program for financing the war was the fact

at the interest rates were too low.
Mr. Burazss. I said they started at a low level, what I thought was

too low, yes.
Senafor Kxrr. And you wanted them made flexible so they oould

go still lower.
Mr. Buroxss. Well, so they could go lower and higher, depending

on circumstances; 8o they could reflect the movements of the coun-

’s economy.
trySonator %ﬂ. But primarily so that they could move upward !

'Mr. Burazss. No. b i8 not so, Senator,
Senator Kxrr. Well, if I have to, 1 will prove it by your own decla-

rations.
Even in 1958, when you were speaking to the National Association
Baik&-— ¢ (

of Mutual Sa
a former New York bank executive—
{931;“ reading from the Journal of Commerce, Wedneeday, May 13,

told a meeting of the National Association of Mutual Sa Banks here that
th.mmmutud_twocho;mbomwmmm:nomy t needed from the

|

! /
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banks at falrly low rites, or trylng to borrow from uonbank investors. The
Treasury chose the latter course and offered a 80-year 8% -percent bond.

You stated that bank borrowing would have increased the money
su? ly, run the risk of further inflation, further cheagenmg of the
dollar, with all of us paying more for the things we buy.

The article then refers to the fact that, Treasury debt management policies

were attacked by a group of 10 Democratic Benators und Congressmen over the
weekend. They demanded that the Government bring Interest rates down by

mﬂwmm{ the pricea of Government sccurities at par,
r. Burgess made it emphatically clear to the mutual savings bankers l:;h?:

the Department has no intention of ylelding to this pressure, and that it
fact, fully committed to a policy of letting market forces determine the prices

of Government securities and interest rates.

Mr. Buraess. It sounds familiar, does it not?

Senator Kenrr, Yes, it does. You could have borrowed it cheaper
bymgoing to the banks, but you chose the route of the higher interest
rate,

Mr. Burorss. Because we were under inflationary pressures then
and borrowing from the banks would have increased the volume of

credit, and increased the pressures,
Senator Kzerr, But aside from why you did it, Mr. Burgess——

Mr. Buraess, All right.
Senator Kerr. According to your statement at the time, you delib-

erately took the &athway of the higher interest rates.

Mr. Bugazss. We took the pathway that was least inflationary.

Senator Kerr, But it was the pathway of higher interest rates.

Mr. Burgrss. Well, when you borrow, on long term, from nonbank
investors, the interest rates naturally are higher. That was not the
purpose. The pu wag—

Senator Kerr, Iegardless of the purpose, that was the policy

Mr. Buraess. Well, now, you are drawing a line there,

The purpose, the very strong purposs, was to try to avoid inflation-
ary pressures and get the debt distributed.

ator Kerr, Mr, Burgess—

made it emphatically clear to the mutual savings bankers that the Department
has no intention of ylelding to this pressure, and that it is, In fact, fully com-
mitted to & policy of letting market forces determine the prices of ernment

securities and interest rates.
Mr. Borozss, That is right.
Senator Kerr. Continuing the quotation:

The first rule of the Treasury policy today, he said, is that the Federal Re-
sorve Bystem shall be free to exercise its p‘oucy without interference. This

means, of course—

and I am still quoting—
that
B L T T 0% BRIt
g N&g,'l take it you meant an artificially low rate supported by the
y8
Mr. Burarss. Well, a supported rate is usually a low rate.
Senator Kxzz, Ané you have repeatedly said that the rates were
ko&trtoo low artificially; have you not?
., Bunaxss. I think sometimes they were too high, I think in,
for example—
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Senator Kerr. I wonder if you would gez me one of your public
utterances since you have been in office that said interest rates are too

high.
i!r. Burazss. I will tell you a time that I worked very strongly

for—

Senator Kzrr. No; I am talking about one of your speeches.

Mr. Buncrss. Yes; I am talking about the other. .

Senator Kerr. I have examined them very carefully, looking for
?tn& and I have not found it, and if it is there, I want you to show

me,

Mr. Burazss. I can tell you of an instance I worked trying to get
it down, That was in 1982,

Senator Kear. I am talking about the last 4 years.

Mr. Buroess. But you talked about the whole record.

Senator Kenr, If you can think of any since 1082, I will be glad to
have you tell us that,

Mr. Buraess. Early in 1982 I came down here and helped Mr. Glass
in drafting a bill that would give the Federal Reserve greater freedom
to purchagse Government securities, and I supported a program to buy
a billion dollars of Government securities to eass the money situation
at that time, which was done.

Senator . I want to s:,g, 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. Burgess. Thank you, sir.

Senator Kerr. I wish to the Great Heavenly Father that you were
of the same mind today.

Mr. Buraess, I may say I said 2 days ago that we would prefer to
do our borrowing at lower rates, the Treasury. )

Senator Kern. I must say I was like the chairman of this commit-
toe in that regard, I took that with a little %am of salt.

Mr. Borozes. 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 Izmm. Yes; I know thati,obecause 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 ave in existence today.

Who provided the fund to distribute the series of pamphlets that
the committee published{ ) )

Mr. Burarss. Tha Falk Foundation of Pittsburgh.

Senator ANpErsoN, Who!

Mr. Burozss. F-a-1-k. He was a Pittsburgh businessman who had
a foundation. :

Senator Kxar. How many pamphlets were distributed §

Mr. Bunaess. There were about 68,000 or 70,000 of each one of the

amphlets. I say, some of those were paid for by agencies that
ught a quantity and sent them to their friends and customers,

Senator I have a little book here entitled “Our National

Debt, The Committes on Public Debt Polioy.” ;
‘Was that one of them! A

PR
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Mr. Buraess. That was the final—that is the final volume, I

lieve,
Senator Kern. I believe it is.
Mr. Burazss, 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 Kerr. I notice in the foreword you say that—
ml t:‘zil&;t‘lned. rather than the full committee, takes responaidbility for the

Mr. Burgess. That is right.

Senator Kerr, It is signed, “W, Randolph Burgess.” .

Mr, Buroess, But there was no dissent from any of those points.
Somebody had to go through and finally dot the i’s, and we made
no changes in the ﬁrinciplea set forth.

Senator Kerr. Now, one of the purposes of that effort was to re-
store flexibility of interest rates!

Mr, Bunrcess, So the Federal Reserve System, as designed by the
Congress, could operate as intended. :

Senator Kerr. On the basis of absolute independence of the Treas-
urﬁ:nd the Executive and a policy of flexibility of interest rates?

. Burcgss. If you will take out the word “absolute’——

Senator Kerr. Is that correct?

Mr, Burces: (continuing). I will go along with you.

Senator Kerr, Well, substantially absolute

Mr. Bungrss. Yes [laughter] omitting absolute. .

Senator Kerr. Have you got the record there of what the interest
rate on the Federal debt was in 1046, what the rate was?

Mr, Burarss. Yes. That was in my original testimony.

Senator Kerr. I know it was.

Mr, Bongess. It was 5.8 billion, That is, that wag——

Senator Kxrr. I did not say the amount; I said the rate.

Mr. Burozss. All right. rate was 2.6—wait & minute.

Senator Kxrr. That was 1939, In 1046 what wasit!
mlgz Buzorss. In 1046 it was 2.1, By the end of 1952 it had risen

Senator Kxar, Don't anticipate me, now, Mr. Burgess.

What was it in 1946 ¢

Mr. Buragss. In 1946 it was 2.1 percent.

Senator Kxrr. That was the overall average!

Mr. Burarss., That is right.

Senator Kxrk. What was it in 190481

Mr. Bunosss. In 1048—this goes way back to 1916.

Senator Kxre, Mr, Bur, I just asked you about 1048,

Mr. Burgess. That was gjls.

Senator Kexe. 2.181

Mr, Burgnss, Yes.

Senator Kear., That was in 10481

Mr. Burarss. That is right._

Senator Kxrr. What was it in 10501

Mr. Buroxss. In 1950 it was 2.9

.Senator Kzxz, 881 .

Mr. Burazss. 9.2.
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- Senator Kxng. In 1952¢
Mr. Burarss, In 1052, this was June, 2.27—wait a minute. I am

giving you 1951,
It was 2.38. In December it was 2.35.
Senator Kxra. 2.33 in Junef

Mr. Bungese. Yes,
Senator Keae. 2.88 on June 80; and December 81, 19521

Mr. Burorss, It was 2.37; no, 2.35.

Senator Kxnn, 2.87.
What percent of increase was that from 10461

Mr. Burguss. About 15 percent.
nator Kzrr. You think that increase was in part the result of

Se
the efforts of the Committee on Public Debt Policy?

Mr. Bunazss, No; we did not publish our—we started publishing
about 1948, I 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
been restrained from borrowing during the war—those figures I
showed indicate the very great increase.

t more respect for your

Senator Kers, I know you did. I have go
efforts than you have, I think your efforts on that Committee were

partly responsible for that.
r. Bunoess, I will tell you what I think was more responsible

M
still. I think it was the Douglas Subcommittee on the Economio

Report.
ator Kerr. I want to tell you right now, ;io {ou reckon he will

ever outlive the credit you boys are f“;i:f him? [Laughter,
Mr. Burarss, Well, it is deserved credit, Senator. He did a fine

ob,
j Senator Kenrr. He worked on that job how long?
Mr. Bugraess. Oh, about a year,
Senator Kerr. About a yeart

Mr. Buroess. Yes.
Senator Kzrr. And you have been working for 10 years in oif least

& 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. Buncess. Well, Senator, that is the Congress of the United

States and its great power,
Senator Kerr, I want to tell you right now that what he says is

not binding on the Congress.
Mr, Burozss. But the report that comes out from the Congress has

tremendous influence,
ator Kerg. Even with the Federal Reserve Board$

Sen
Mr. Bugoess. Even with the Federal Reserve Board.
Senator Kerr. Do you suppose they used that as an inspirstion

or a crutch?t
Mr. Burcess. I think it was a little of both.
Senator Kerr. I think so, too. I think it was a little of one and

a lot of the other.
Mr. Burogss, As a matter of fact, the Federal Reserve Board was

restlees in 1946 and 1047, and was very unhappy about the rates

v
oﬁm:'est.
Senator Kean. Bgt there had been some elasticity and flexibility in

rates, had there not
§
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Mr, Burorss. You mean 1046-521

Senator Kxrr. Yes,

Mr, Buraess, That is right. There had been—

Senator Kmar. Is it not a fact that bills had gone up from
about—-

Mr. Burorss., Three-eighths.

Senator Kxrr (continuing). Three-eighths of 1 percent——

Mr. Bunaess. To 2 percent.

Senator Kerr (continuing). To nearly 2 percentf

Mr. Burass. t is correct,

Senator Kzna. Actually a little over 2 percent.

Mr. Bungess, That is right; yes.

Senato Kxrr, Now, that was quite an increase, was it nott

Mr. Buroess. That is right.

Senator Kzan. 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 younotf

Mr. Bunaxss. 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.
tor Kerr, You told one of the committees of the Con

after you came in, that you eliminated some of the restrictive features
that were even in the accord. .

Mr, Burozss. Well, that is true. Well, it survived after the accord.

Senator Kerr. Yes,

Mr. Bograzss. The Federal Reserve was still doing an amount of
support of the Treasury financing; that, we thought, was somewhat

excessive,
Senator Kerr. And you told them to back away from it, as far as
you were concerned {
Mr. Buronss. We did not tell them to back away from it, no. It
gu tl?“lr policy to leave them free to exercise their powers, as intended
e law.
ySenator Kerr. 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
Fetg:fml Reserve System should be free to exercise its policies without
interference.
. Mr. Burorzss. Well, the President said something like that in his
inaugural address, )
Senator Kerr, 1 am not talking about the President. I am not
going to hold you responsible for what he said.
Mr. Burazss. Thank you. I am willing to support anything he

says, practically.
ator Kxar, Well, I want to tell you right now that as between
you and the President, there is a wide gulf, in m jnW&, and I
can find a lot more of your thinking in what the President says than
I can find of his thinking in what you say. [Laughter.]
Did the life-insurance companies innlitguudo selling of
Government bonds through 1046, 1947, and 194814
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Mr. Burozss, Yes, They had used during the war their surglus
money to buy Governments. There was nothing else for them to buy.

Home building was checked; business wag not borro for new
capital projects. So they put their money in more than they could
easily assemble. i .

Senator Kerr. Did giou approve of their sale of their bonds?

Mr. Buroess. They did not ask me.

Senator Kerr. I understand; but, generally {

Mr. Burarss, I think, Senator, that after the war we had to go at
the job of rebuilding this country, and the money had to be supplied.

Senator Kere, Are you trying {o detour me now, or would you an-

swer my question ! i
Mr. Buronss. No; I am trying to give you a straight answer. I

think it is rfecq; all right.
Senator ou it was all right?

Mr. Buroxss, Yes.
Senator Kxrr. Who bought those bonds? Who supported the op-

erationsf
Mr. Burorzss. Well, the charts that we had showed that pretty well.
The on funds were large buyers. The Government—for-
tunately, we had these Government trust funds which were absorbin%
a large amount of the Government securities, so the problem was no

too ult,

Then, individuals increased their holdings, so that the bank hold-
h ge{&?dnoed not just while we were in, but before that, from

The bank hol were substantially reduced—

Senator Kzar. From 1046 to 10521

Mr, Buroess (continuing). 1946-52; yes,
hSt::‘atoz Kenr. We will get into that gzm tly when we get into your
(] en

At the end of the war, one of your jobs was as chairman of the
committee on monetary relations of the International Chamber of
Commerce,

Mr, Borozss. That is right. ,

Senator Kere. And you wrote & report aettingiiforth your recom-
mendations for international Eostwar monetary policy ¢

Mr. Buroess. That is r;glllx

Senator Kxar. The Washington Evening Star, on March 18, 1047,
quoted your coauthor, Dr. Jacobsson.

Do you remember him

Mr. Buroess. Jacobsson.

Senator Kerr. Jacobsson. Thank you.

Who is now the head of the International Monetary Fund, as
saying your recommendation—— '
drew little support at the time, but the Korean war caused more countries to
adopt them later.

Was one of those recommendations flexiltle monetary policies and
interest rates{ ) |

Mr. Burorss. Well, I imagine it was. o

Senator Kxrr, Well, are you not sure it wast ‘

Mr. Bunorss. I have not had that “r;}:ort out for some time, Per
Jacobsson wrote that report, & very dble person. I sat in with him
whilehedidit. We exchanged views.

¥
¥
]
5
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m}&’ :ms a very firm believer in the power of central banks to effect
Sena{ér Kerr. By flexible monetary policies and interest rates!
Mr. Boroess. That is right.

Senator Kezr, Would you say the widespread adoption of monetary
cies since 1950 has helped to achieve greater economio stability in
he countries which adopted them f
Mr. Burazss. I would say very emphatically, yes.
S::ator Kenr. Would you agree with these statements, and now I
quote: ‘
As a matter of correcting economic disequilibriym by influencing the level of

bo & considerable dsappoiniment. 1+ o o) DeoTed, geaarally mpesking, o
Mr. Burorss. Wait. There is directed at that one point, toward

increasing the volume of savings. They are talking just about that

one thing. Of course, that is only one of the ways that monetary

policy works,

Senator Kerr (reading) : «
w?:“;&u&%aﬂ”otwmﬂiummmamuﬂuum
Would you agree with that? -
Mr. Buraxss. No, I do not think I do. I think it is not just the

L]
[ ]

raising——
Senator Kerr, I am going to quote the author of this statement in

a minute,
Mr, Burarss. It is not just the raising of the bank rate; it is the
whole money situation. |
Senator Iznn. And quoting further: \

It is evident from the experiences of many countries that apart from its
peychological effect as a danger signal, the raising of interest rates has in
modern conditions relatively little effect on the volume of investment activity.

Would you agree or disagree with that statement ! :
Burorss. Relatively little is a difficult thing to define. It

M,
takes a long time. I admit that when this thh‘lig is goin% on you are
fiim disappointed that the results are slow and not what you would

e,
Senator Kerr (continuing) : '

In the matter of damping down business activity as a means of
internal economic equilibrium, flexible monetary policies have done considerably

Mr. Burozes. I do not like that way of mﬂg it very well.
Senator Kzrr. That is what, about what Secretary Humphrey said
oA

to us.

Mr. Burerss. No, I do not think he said quite that. |

Senator Ker. Did he not say that this adjustment and lull was a
very wholesome thing? .

. Buroess, Well,gI think he thought there were some overactivi-
ties that a damping down of them would be good, but it is not an
overall business result. - ‘

Senator Kerr. This report says: o .
In the matter of dam, down business activity as a means of resto in.
ternal economic oqumbrll’:l";n, flexible monetary p&dnunmmmw

.

086888 T—pt. §oi
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Now, these are the ooncluaiom of un inv gation oarried out’ by
the International Institute of the results
achieved by flexible monetary polici tho leading commercial
oountries since 1060,

Mr, Bunonss. 1 do not know who they are.

Senator Kynn, I just had a report on that from the Iibrary
nfOongmu.mdif uwoul like to 900 itemew

tuto of Banking Studies?
Senator Kxnr did you uyl

Mr. Buranss. What was the name of it, again!

Senator Knuna, ’l‘ho Intornationnl Institute of Banklni Studies,

I want to tell mﬁt now, I looked at the na.mepP and it
lookod almost as impressive to me as the Committes on Public Debt

Mr. Buranes. N’l?f\ that is inoonoeivable, Senator. [Laughter.

Som\tor Kzrr. This is from the Library of Congrees, and it states:
{ n&uut, the following information on the International
!utmm ot nnnk st u is submitted, which was obtained from the Inter

Bational Bank for on and Development.

Mr, Bunaxss, 'I‘hat is & pretty good outfit,

Senator Kxan, Yes, it il o pretty good outfit,

The International Institute of Banking Btudies wu founded in 10561, Ar
ticle 1 of the statutes providing for the establishment of this organization states

that it was set up “to atimulate, encourage, and develop banking studies in its
varying upceu and in order to favor the development of international banking

m?mmh in of promlmnt bank reprossntatives from various
European countries. namber of mprounuﬁm from each country is an

i) G s B DI T R R
m. : : l‘wcdcn.?: uid Switserland, urs, 1
Mr. Bunoxss. It did not say who appoints tham did it? |
Senator Km W it 'i:ykind ogpo this Committes on Public
Debt Polioy ey were f-n
m!x;tutd I wunt w hll you right now, I found an amazing similarity of
174 [ T—, .
Mr., Bmua. Didyou?t
hSenb:to: (oontmuing) Between the ones we have been talk-
abou
ould it be correct to say that by 1952, when you were asked to
baoome the Deputy to the Se{mtary g ’i‘mw 4 in charge of debt
anagement and monemg poho that your vxem on interest rates
und monetary polic rmly ed |
MermW d‘Iho notinﬂ&ix&ylyﬁlxed | dovoti
Senator Kaan, I did n
to Sexibliy._ [Laug aghtany " 128 Focognise your devotion
Butwo dit oomttosu thutthey wmﬁrmlyﬁxod!
Burozss. I do not think I could deny that. ,
Sanator Kzzn. And that they were widely knownt
Mr. Bunoess, Ithinkthutiuqually tmo,yes. ‘
Senator Kxzz. If I were a reasonably well-informed and experi-
enoced investor, I could expect a certain trend in the Government se-
curities market, Treasury interest rates, and Federal monetary polioy,

‘utmltofym sppointment

'\ /
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Mr. Bunaxss. Well, I think that would be altogether too compli-

mentary to an wor I might exercise, Senator,
?6 ypo ogr modui:;' would prevent your agreeing

wi me in that, wouldv it not !
r. Buraxss, No, 1 was workin with & businessman who had

borrowod more money than he had lent, whose mind was open, an

he was the one who was going to make the final decisions on the

licies of the
poﬂomtor Kurr, thl).y was thatf

Mr. Burarss, That was Mr. Humphrey.
Senator Kxxr., Well, now, I qu what an associate of his said

when I first starwd here——
Mr. Bunuxss. Yes,
Senator Kzar (continuin ) In the Wull Street Journal,
Mr. Burazas, But Idon nk anybody wag—-

Senator Kern. He said:

On the natlonal d that he will get the best bauking brains to tell him what
is best, He is not going to make any decisions himself,

Mr, Burazss. Well, is that his statement

Senator Kzar., That is the ?uoution thatee——

, Burazss, Oh, well, tha
Senator Kxax. That is the quotation an associate of Mr, Humphrey

gave, according to the Wall Street Journal,
Mr, Bunazss. They did not get Mr. Humphrey very well analyzed

n that.
° Senator Kxnz. I will tell you what he said. Where is the beginning
of Mr, Humphrey’s mmnmt here to the committee! I thought he

paid you quito s oompliment. '
Senator Axoxrson. 1 a) ﬁing to have to do like Frank
put h

Lloyd Wri hmou will bnvo under oath, so that he will
ve to admit truth.
Mr Burazss, All I wu coming to was that Mr. Humphrey makes
his own decisions.

Senator Km I want to tell you what he ssid in his statement to
this committee. He said:

;oué.“m%' '"{h.tnhjoct. I(r.mu'ul-. hg me%ub
Mr. Burazes, The only point I wanted to make is that Mr. Hum-
pil:my had the final decision on these matters, and makes his own de-
cisions. .
Senator Kzna, I think that is right, But I think that you probab
were even more influential mthfihgm in that ﬁun’y vg
thoFedeaneaembanhamwiththoBoa otGovomonhouin
ashington on the rediscount rate,

Tharo was discussion off the record. |
) Cmuuux. The committee will recess until 10 o’cloek to-

omw morning
son, at1:05 p. m., an udjoumment was taken to ’I‘hmday,
Augultl,l 57, at 10 a. m.)
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Senator Kerr, Mr. Chairman, I wanted to insert in the record, the
names of the members of the Committee on Public Debt Polio;y at the

time Mr. Burgess was the Chairman
The Caamman, Without ob ectxon, the insertion will be made.

(The list referred to is as follows:)
Oouumu ox Pusrio Desr PoLioy

Chairman, W. Randolph B mg:u. vice chairman, National City Bank of New York

Vice Ohuéoman, John 8. 8 ir, executive vice president, New York Life Insur-
ance

Leonard P. ! vice dent, the Oleveland Trust Co.

Danijel W, , president, American Security & Trust Oo.

E. B. Brown, president, First National Bank of Chicago

Lewis W, Douglas, president, the Mutual Life Insurance Company of New York

Marion B. Folsom, treasurer, Eastman Kodak Co.

Robert 1. Garner, financial vice president, General Foods Corp.

Harold M, Groves, professor of economics, the University of Wueonlm

Wesley O. Mitchell, professor emeritus of economics, Columbia University

Benjamin U. Ratchford, professor of economics, Duke Univoutt.y

Barl B, 8chwulst, executive vice mlden Bowery Sav

George Willard Smith, president, nd llntual Imnm Co,

Levi P. 8Smith, president, the Burlln:ton Savings

H. B. Wells, president, Indiana University

A. L. M. Wiggins, & dent, the Bank of Hartsville

Secretary to the Committee, Donald B. Woodward, 24 vice president, the Mutual

Life Insurance Company of New York
ADVISKRS TO THE OOMMITTER
Charles 0. Abbott, professor of business oconom.lcn. Harvard Bchool of Business

Administration

Sherwln C. Badger, financial secretary, New England Mutual Life Insurance Oo,

Om r of banking, Columbia University, and director of re-

nemh the National Bank

Stephen M. Foater, economic advisor, New York Life Insurance Co.

John W. Love, bmfneu editor, the Cleveland Pross

Marcus Nadler, professor of finance, New York University

Roy L. Relerson, mbmtvleopruidant. Bankers Trust Oo.

J. H. Riddle, vice president, Bankers Trust Co.

Goom B. Roberts, vice president, National City Bank of New York

Murray Shieldn. vice president, Bank of the Manhattan Co gny

Arthur P, 'I'urner Jr., economist, Bankers Life Co., Des Moines, Ia.

Director Rmrch. James J. 0'Leary, associate proimor of economics, Duke

University
Mr, Buroxss, May I inquire, l{(m have the names of those who
were members of the oommnttee at the start, but who retired by reason

of one thing or anothert
For example, Lee nggms was 8 member of the commxttee until he

became Under the .
pocame Lnder Se tary of the Treasury. Leonard Ayres was a mem
Senator Km The list is from one of the pamphlets. I think it

was the No. 2 of mr own series,

l he prcl»bab i ‘ber til h booame Amb #
for example, was a member un
dor to Gm“gﬁ.:itsm. Pie ® m :
‘Senator Kxnr, Yes. '

Mr. Bumms. That is all right. Yes, thatxscom lete,
Senator Kxnr. I wish to put into the record at point, also, the
statement made by Mr. Burgess before the House Government Oporu-

2 Deconsed,
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tions Committee on J une 7, 1086, with reference to the accord bot.ween

the Federa] Resarve and the
- The Omamuan. Without objection ‘it will be inserted.

(The statement referred to is as follows:)

Mr. Bunoxss. I appeared before the subcommittee, 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 pegging iu Govern-
ment socurities that had been true in wartime.

Thoruuuwuthntlntholprmotwbl,tho'rmummmmm
Reserve got together and agreed that they would discontinue that pncdoo of

pegging the prices of Government securities.
Now, thoummanthndnlotofcodlcluudmmmnntoitmt

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 Federa! Reserve support.

The Treasury contin Ithlnk.totrytoputontmmrmnatarﬂﬂdwy
low rates. But it was a great forward.

When we came in at the end of 1052 and the beginning of 1958, we recognized
those principles. We felt we carried them to their logical conclusion in giving
the Federal Reserve System the freedom it needed to fulfill its lawful function
of influencing the credit situation in the public interest.

Senator Kerr, Also the full statement by Professor Willis,
The Cuamuan. Without objection, it will be inserted.
(The review of a book by W. Randolph Burgess entitled “The Re-

serve Banks and the Monoy Murkot,” by H. Parker Willis, from Po-
litical Science Quarterly 1928, p. 608, is as follows ;)
[Politieal Sclence Quarterly, Vol. XLIII)
Tre Rrseave Banxs AND THE MoNxY MAnxEr

By W. Randolph Burgess
Here is a ly-written and readable monograph, pruented. it would seem,
in a semi-off) chg\ny. The author is titular assistant to chairman of &
Reserve bank, and his book is endorsed by the governor ot that bank who
vouches for lu accuracy and instructiveness, adding that it “constitutes an im-
~ portant contribution to economic science.” Tbhe volume, moreover, is not an
individual production, but “bad its earliest beginnings in s seriea of brief articles
¢ * ¢ prepared jointly by Plem Ju, shepard Morgan” and the writer, so that it
represented a composite j en. too, the publishers, following the
prevalent American custom o the reader against errors of judgmen
have secured a series of expmdou trom tnthormu who describe it in terms
strongest approval. Professor O. M, W. 8 n%m says it is “Indispensable,”
ex-Secretary Baker thinks it should be rea l.d{m“«m'ybody” and President
Traylor nnda it “lucid” enough for even the “o ry high-achool boy” to “fol-
low intelligently”. Such a work plainly calls for more than ordinary, or casual,

llrﬂngurgeu divides the book into sixteen chapters. Of thewe, I-vi inclusive
semi Reserve system. Chapters

the other half of the volume that cannot be found to advantage in various
acceasible places. These chapters deal essantially with conditions in the New
York money market and factors anclllary thereto. '.l‘be book indeed might
well be called “The Nederal Reserve Bank of New York and the Looal Money
Market", This limitation is recognised by the Introduction, where is found
the statement that lnmtmnt and modey-market operations “must” be von.
ucted “harmoniously”, and that “‘necessarily” the largest volume of these
tunncﬂonlucxecnudlnNow York, hence the choice of the volume “in de-
voting iteelf so 1a to money market relationships”, though these are deemed
“central to any ding of the influence of the reserve aystem upon credit

and currency”.
This, then, is the scope of Mr. Burgess’s work. Itunot,tn true sense,
an account of the “Reserve Banks”, as the title indicates. It h‘:'wem and

-
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elally within recent years—an apologia pro vite sua. It is based fundamentally
upon the thought that there has been need for the development of & special
technique not thought of when the act itself was framed, not capable of prac-
tice elsewhere by other Reserve banks, but esentially a New York philosophy
buiit upon realities. The writer of the Introduction frankly finds that the “ear

oontroversies” are into history”, while instead “there has arisen”
discussion as to the “effects of Foderal Reserve action upon credit conditions”,
Such discussion, however, is the main staple of the publications of the Reserve
Board since their beginning in 1915, and of every serious writer on American

Pa over the introductory account of Reserve organisation contained In
the first few chapters of the volume, already referred to, the reader's attention is
first strongly drawn to chapter vil on “The New York Money Market”, Thore
it appears that that market {s “the center toward which the idle money of all

ons gravitates to ind employment”. Such “employment” is of three kinds—
“deposit with banks”, investment in “short-term securities”, and loans “in the
stock exchange money market”. Later Mr, Bur, 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 money market, how-
ever, although funds have come from “all over the country”, the importance
does not lle in its size”, but rather in the “liquidity” it shows. Loans can be
called, and “money” obtalned 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 noeds of the market iun 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 s just the
reverse of safe banking or of the situation for which the Reserve Act intended to
provide and is widely different from that which exists abroad. Bngland, for
example, as Mr. Burgess himself admits, has no “market” bullt up about the
Bank of England with margin loans play!n{ the chief part and affording the
chief “employment” for the “spare funds” of the country, nor is there any cen-
tral country (except our own) where such is the case. The money
market (stock market) cannot, contrary to Mr. Burgess's statement, be relied
upon to ish cash at a few hours' notice if there happens to be pressure for
funds here. Mr. Bu in short, uncritically accogu the present variant
of the old viclous “central-reserve city"” syrtem which has been developed in
New York since the war, treats it as if it were normal or new, and proceeds to
analyze 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 stabilising influence of the Reserve bank. Actual
discussion of central ban\lerobleml viewed from the money-market standpoint
must ron 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 conditlons,

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 funds into proper channels, "Itis . .. impos-
sible”, says Mr. Burgess in chapter xi, “for a rve bank to dictate how its
credit shall be put to employment”, It cannot, for exam?le, 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, ete, It is made in apparent ignorance of the careful scrutiny
of the loans of discounting and accepting banks maintained by most central (and
&agy,ndem) Reserve banks, in their effort to select the best names in which

8. L3 A ’

What duty, it , then, have Reserve banks? Mr, Burgess remarks that thefr
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. Ome such
¢riterion is furnished by the rate currently cha 'or money, another by the
“way” in which credit is being used, a third by the movement of prices-for

|
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“asconomic theory for many years has recognized & close relationship between
the gold sumﬂy and commodity prices”. And yet, Mr. Burgess finds a “paradox”,
which troubles him In this connection. Sometlues, as after 1022, prices do not
move in this “way”! BSometimes it looks as if the "excess” credit “tended” to
got clogged in one branch of the price system as in “wages, or securities, or real
estate”, Bometimes there are singular distortions of money rates-—-sometimes,
in short, the chosen criteria fail to “work"” at all. What then?

Why, then, the whole “quantitative” matter calls for ‘t‘lj‘udgnox:nt". And that
judgment {s supplied by men of the very highest class-—~the rd of Directors
(and Governor) of the Reserve bank. BSuch authorities are often troubled be-
cause it frequently appears that “seldom do all of these guldes to policy point in
the same direction”, and so sheer “judgment” has to come in to decide—e. g,
whether the stock market is belng overfed or not. They are often worried, too,
by “international conditions”—too much gold flowing out or in—and on such
occasions must provide a “cushion” of credit to “break the impact”. Mr. Bur.
gess in positive of the efficacy of the plan for he mentions it in several places
(e f" pp. 249 and 212). How he can be sure that such a "cushion” will be used
for its intended gurpou 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
(D. 68), is far from being made clear. Nevertheless, the whole operatiou is easy
to understand. There is “nothing complex or mysterious” about the gold and
credit policy (F. 249), “nothing mysterious or remarkable” about discount rates
and reserves (p. 154). Reserve banks can do almost aythlnc they choose~—
“offset” or neutralize gold movements, aup?ly “cushions of credit” to break the
impact of movements of funds, stabilize *p rity” (p. 270) and even “re-

duce” the “swing of the business cycle” (p. 205). 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. Buffice it to say that the
book is an advocate's brief in defense of policies which should have unblased
examination. Banks in the Reserve system have from time to time circulated
hundreds of thousands of copies of similar ad coptandum pamphlets. Now
they furnish a “contribution to economic science”, 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—~as 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.

- H. Paxxxa Wrnizs

Senator Kern. Here is the statement of the Secretary about the

accord. I would like him to look at it.
Mr, Buroess. I had forgotten what I said,
Senator Kerr. 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 “friendly adversary.” '

Mr. Buraess. I think this is, I am relieved to find, a very F})‘od
statement, so I am perfectly willing to stand back of it today. That
is not true of eve I have said in the past. J‘Lsughter.] “

Senator Kzrr. As I recall the significance of the statement, Zon
indicated that under your administration the Federal Reserve had
completed its liberation from and attained its independence of the

Mr.ulgyt;mm That is correct.
Senator Kxrr. Is it not a fact, Mr. Burgess, that for some time you

have been indicating to the Federal Reserve that you felt they should
be sup%orting Treasury issues during the flotation period !

Mr. Buraess, We have discusead with them the money market con-
ditions and their operations during the period of flotation of securi-
ties. We have felt perfectly free to express our opinion about it, and
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thg{ have expressed their opinion to us. We recognized at all times

that the final decision was theirs,

Senator Kurr. But is it not @ fact that in giving them your opinion,

a:m have very frankly told them that you thought they should be in
e posture of supporting the Treasury issues during the flotation

t
period!
Mr. Buroxss. That depends on what you mean by “oupportin%’

We have s ted that tK:yn should see that there was not any mark
nddltionuluggﬁ.un of money while we were selling our issues; that
the market should have enough money so it was not partioularly

squeozed at those times,
&:‘ono ooousion——
ator Kunn, If it is going to be nquo:ud, it ought to be at times

when private businesses are floating issu
Mr.p urarss, Well [laugg:eni'nf it o:ght not to be particularly

squeesed when we have a qmat big operation to perform.
Senator Kxrr. That is kind of o back-door approach, and—

Mr. Bunoxss, All rifht.
Senator Kaxx (continu {. I want to say that I hope you will ac-
oept my questions in the spirit that I ask them1 and that is that I rec.

:glniu that you are doing what you think is best for the publio

fare,
Mr, Bunopss, That is right.
Senator Kzar, 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 the opinions I have expressed.

Mr. Bunaxss. I try to be equally frank, Senator.

Senator Kxrs, That is what 1 am trying to get you to do now.

Mr. Buroxss. Right.

Senator Kurr, 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 favorable environment and
helﬁ support Troasurtv issues during the flotation period {

r. Buraess, Well now, {ou used several words there which need
defining, but I will say that 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 job we have to do.
We have outlined our job to them. They have always recognized

in ¢ ublic statement that the flosting of a successful flotation
of m‘p issues was one of the thing‘ﬁuy had to pay attention
' tomthuroudxtpoh&v.. o

Senator Kxaz. And do something about!

Mr, Bunonss, And do about. “

Senator Kxaz. In the matter of the financial environment at the
time of the issue, and the actions they take caloulated to help make
the issue a success

Mr. Bumarss. Allright. I will go for that, yes.

Senator Kzsz. Yes. =~

Mr. Bunozss. Tlhat,ltlnnk,usporfwdypmperfuncﬁon——-

Senator Kxzz, I do, too. ‘
Mr. Buncass. (continuing) ~—Of the Federal Reserve System.

i

i
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Senator Kean. I do, too. And it beyond tho rwommends«
tions of the Douglas committes. It also the statement
y(ﬁlon made beforg the Hi:ggg Gov rnma}x‘n: bgex;a:llxona“():{?mi%o that
w ou came here about the situation where
T O e apilod. the sbtainment of e full inde oo

ence of the Trouuw

Senator Gors. Would the Senator yleld there!

Senator Kenr, Yes.

Senator Gors, Does the Senator not think it should go beyond the
immedinte timne of ﬂotatwn, also!

Senator Kxxr. Yes, I think it should go beyond the immediate

time of flotation, But I think this olesr y demonstrates that the
Secretary himself has closed a gort of the gap between hpi:sodci
tion of

when he made that statement about the Accord, and the
the Senator from Oklahoma,

Mr. Burorss. Well, I think that is partly s matter of degree. It
xu artly a matter of attitude. We have always that the

eral Reserve had an undorlying wd ajor respo bility to make

:to dooiciono wi ,,.J'“ to the gen it situation.
When we disc hese thin with them, they have always sai

“We will do what we can to help, within the rango of our gene

oredit policy,” and we recognized t. at that was right.
Now, of course, the central bankd, the Fodoul Reserve System,

whatever you have in any country, a bank of inuo cannot ust go
on igno: ring the fact the Government has a hug
hom, England, France, everywherc-—and it h pay oomo amauon

Senaeor Kxnn, It was created for that purpose, among others, was

it not?
» Burozss., It was. The Bank of England was established in
order to finance the British Government back in 1694,
Senator Kxrr. And the American Federal Reserve was created to
make it possible to finance an expanding economy and the Govern-

ment.
Mr. Bunazss. Yes. At that time, the problem of financing the

Government was not so difficult.
Senator Kerr, Correct. Although the situation shortly changed

as a result of World War L,
r. Burazss. But clearly it was in mind.
Senator Kznr. But that wasinmind!
Mr. Burorss. That was in mind.
Senator Kxxs. And that was the justification, in part, for its

creation.
Mr. Burozss. That is right. Certainly the nutwnsal bank -ymln,

which was the predecessor of the Federal Reserve System, was
tablished during the Civil War directly to see tlnt the Federal Gov

ernment was financed d the war.
So it is & major factor in the operation of the Federal Reserve

System
' Sonatoer.Mr Secretary, I appreciate the frankness of that
statement,
Senator "a contribution to_this in
lays, in my judgmeant, a premise on whi chdmms:om‘m‘i‘“wn may be had
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looking toward the closl &;)f the gap between the position of those
who are steadfast]y devoted to kaepmg it too tight, and those who

mi htthinkxtou httobema e too loose.
ne of ortunate things about thm investi atxon ia that those
who have been favorable to your attitude have o erred to the

fact that those of us who felt that there should be some oh in it

have the attitude that, while we opfoeo what we regard as a
of credit, we seek to create a flood of credit. Andthatianotourpod

tio utul

Bemw% Wao are just as much op to a flood as we have

n and are to what we regard as & dro
bil Buroess. I am v?m lad to h% you make that statement,

Senator That brin us Y l tle closer together,
Senator Kzra, 1, it demonstrates Swomy t.hat those of

us who have not approved some of the thmgs gou and umphrey
have done, have not been in the posture of trying to cmm an un-
lonx&f\od, unstemmed flood of credit.

that what I have said to you gives you ss much comfort as

what you have just said here gives me,

Burgrss. Well, it gives me some comfort, Senator, I will confess.

Mr.
Senator Kerr. You saﬁii the Federal Resorve was created to provxdo
uired amount of credit,

Mr. Borgess. That is ri ht.
Senator Krern, Yester ave an indication of what you

thought that might be, - I wxl quo from the transcript:

Senator Kxas. Now, what is that normal supply?
Mr, Buroxes. 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, 1051, 1952, and 1053, the average in-
crease was about something over 8 percen 'Mr, Sec ecretary.

Mr. Burgess. Well, I have it here by calendar years,

Senator Kzrr. Is that the Foderal Reserve Bulletm you have

there!
Mr. Burozss, Well, we pulled a computation ont of that. To be-
gin with, back in 1080~
SenatBor Kxrr. Wh?t. was 1;;0 Th i in th
vmm (continu o increase e m su
"l ms : oney pply,
Senator Km. ell , NIOW, what twas thatt
thl? Bgmmuclvg i; d?i little lesslt n 5pementa because the bua at
at point was on; very close to 5 percen
1\81"5: il A ’zzégssﬁ'n hich is about 5 percent.
URGESS, was $5.8 billion, whi t t.
Senator Kern. A little underspemen 'n, ol S
Mr. Burazss. A little more. R
Senator Kxrr, About § percent.
Mr. Burozes, About 8 percent.
Sonator Kxnn, 19521
Mr. Burozss. The base had increased at that point,

Senator Kxaz. 19521
Mr. Burazss, 1952 is $4.8 billion, which gets down to a little undar

‘mtorkmmﬁgh& |
*x

i
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Now, what wasit in 10531 :
. Buraess. $2 billion, $2.1 billion.
ator Kxer. Which was about how much in percent!
Mr. Buroess. That was about 134, something like that.
Senator Kxrr. What was it in 19 3& ‘
lg’r Burazss, In 1954 it was $2.9 billion, which is about 2.4 per-
cent, say.
Senator Kxrr. All ng ‘
. Buraess. In 1956 it was $8.5 billion.
ator Kenr. Which was how much?
Buraess. Which was about 3 percent.

Mr,
Senator Kxrp. All right.
Mr, Buraess, In 1056 it was $1.2 billion, which is undor 1 percent.

I do not have this year to date.
Senator Kurn, Have you got the ‘Federal Reeervo Bullotin for

Jul 1937 4  Yea.
Senator Kxrr, What does it show the rate of inorease wes for this
year thus far?
r. Burarss. Here is the total, seasonally adjusted. It has gone
ﬁlees thm 1 peroent, lmthanahaltofl peroent,so thisyie,,ar.

ati m
Senator Knn. I{nheve the annual rate indicated there would be
about 1.1—no, it would be less than 1 roent. C

Mr. Buroxss. It would be less than 1 ge

Senator Kear, It would be less than t, would it not! A

Mr. Burorss. That is about right.

Senator Kerr. In other words, on that bw% for the years 1968,
1954, 1085, and 1056, and thus far through 1 57, the increase has
actually been at the rate of less than 2 percent a year?

Mr, Bunorss. Well, if you take it all the years, I think you would
find it is about 2 peroent or those years,

Senator Kzri, Well, now, it was 1% &ln say, for 1958, 2.4 for

1984, 8 for 1055, el r 1956, and a i eleaathanlthusfu'
1987, which makes it 1.8 pement.

Mr. Buraess., Yes, '
There is another factor that the poople running the Federal Re-

serve have to take aooount of and I am encroaching on Mr. Martin’s
fleld here, but perha fact that I have some fsxmharity with
thepnstwo d umgthat,mdthatiowhtt ncalltherataot

turnover of monezeen in its nslt; and 510 trato of turnover,
riamg v sharply in recent years,

the activi
Senator Is that not ‘natural reault of & tight«;nmg

mmlmeua. Partly. It is partly simply the great sotivity in the

ocountry,
Senator Kxrz. I understand. If you are to have a t

and you have & smaller monz y supply “m& which to hgglao
: it, ﬁ' v '

egotto turn it over faster, have you not{ :
thp qld equation of exchange, you know, IRy

- Mr, Bmwus. It is money times its vdoca  PT, prices times
ﬂmh money umu i{u velooity, MV. yon hgvs to nllow

!;ﬁg.
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\
for the velocity. If the velocity is rapid, if there is speculation, if

le are using money very hard, and you are running the machine
orgoedin oregxt in, y):m oruyght, to feed Z little less, becanse the thing

is to blow up your prices on your price side too fast.
53}33»: Kzrz, well g it not{ faclz, Doctor, that both the Fed-
eral Reserve and the ’l‘rgasury have been supporting the Treasury
market for the last few weeks
Mr. Buroess, No. 'We have done very little, )
Senator Kxrr. Well, in May you bought $363 million yourself.
Mr. Buroses. In May—we have done that always, or almost al-

ways,

genutor Kzrr, Now, Doctor, you know there have not been 8
montiha in 8 years that you spen% a8 much as $863 million buying your
own igsues.

Mr. Burarss. That is quite right. I was talking about the prin.
oiple. In principle, we have bought for the trust funds from time to
time, or for the Federal Deposit Insurance Corporation. We used
those funds to help us in our financial picture.

Senator Kara. I asked you if it was not the fact that both the
Treasury and the Federal Reserve have been buying in the open
rt:urkot n' recent weeks in support of the Government’s opportunity

finance

Mr. Burazss. No; I would not eay that the Federal had.

Senator Kxrr. Well, is it not a fact that their purchases went up
last week, and some thia week, in the Open Market Committest

Mr, Burores. They have not bought any of our maturing issues

Or our new issues,
. Senator Kxrr. I am not talking about that. I am talking about
their buying in the market. They took 60 percent of this recent

ﬁnsmchg.
Mr. Borozss, Oh, well, they had the maturing issue, That simply

was a rollover of what they had.
Senator Kzarr. I understand. But they did not have to take it,

did they!

. Mr, ﬁmm That was not supporting the market.

: Senator Krrr. They did not have to take it, did they
Mr. Bunozss. Well, they practically did.
Senator Kxrr, Why{ |
Mr, Burgrss. They did not want the ooux‘lzy to go busted,
Senator Kxzar. Their action was caloulated to support the success

e Boromas oot Senator, that. is very difforent £ k
r. Buroess, But, Senator, that is very erent from market
support. It isnarrowingdownalittlobit.ry Proy. Srom, A
ator Krrr. It is a phase of the market support, Doctor.
Mr. Burozss, Well, thc Federal Reserve is a holder of some $28
billion of Government securities. o s
. Senator Kzar. It is a holder of a lot more than that now, Doctor, |
Senstor Toous. They aey horting more now than they held ot any
ator hey are ho more now than the at any
time that I know of tyiuring that entire period when {m | tlemm}l’
were critisising the policy of mwnm the market {0 maintain an
ficially low level of interest rates, B L
A At the end of June, they held 883 billion. And

Mhubomvoryamdy

|

f
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enator Kzrr, Well now, there was evidence here the other day, I
think is here in your stazemenb-—-whero is this chart about—
Mr. Btmom. That took it to the end of the ear. If you will take
it to the end of the year, the holdin waya up, because the
Christmas demand for credit means at the Reserve has

w~
Senator Kerr, Well, how much was it!
Burarss. At the ond of 1056, it was $24.9 billion.

Mr. |
Senator Kxrr. $24.9 billion, |
Well now, there was 1 day here in one of thess charts that ahowed

they had over $25 bmion Dootor, I believ |
r. Buraess. $24.9 billion is fractionlly$ Jnuf
Senator Kerr. I lmow, hink we h arger ﬁgure than

at, did we not, Mr. M
r. Mayo. Idonot believo 8o, sir, We will look,

Senator Kerr, Would you examine carefully theso—
Mr. Burozss. What the Federal Reaerve oes in periods of very
tight money, and that includes timeao financin o
ator . What was it in December of 19521

Mr. Burorss, $24 T billion,

Senator Kzar, Then their holdings at the end of 1956 were higher
t.han the By were att ) end of —

URGESS, %o 8900 million,

Senutor Kznr, Well, they were higher, were thoy nott

Mr. t;mom. $200 mil o

Senator Kzrr. What were they at the end of 10511

Mr., Btmom 323 8 billion,

Senator Kerr. $28.8 billion.

What were they at the end of 10501

Burarss. $20.8 billion,

M .
Senator Kxrr, All right.
Then their holdings at the end of 1956, after you boys had been in

for 4 years, were h ighesr than they had been in any one of the last
8 years ﬁ f the p% lng tﬁdm}i‘ns:timxon also, d th
r. Bunarss. ey had inoreased uri recedin
administration. In 1’9-—-—y » 100, GG Fo P &
Senator Kzrr, Is not $24.9 billion the highest figure that they have
ever owned at the end of any year in their history, that you ave &

record of ¢
r. Bmm. Well, I think that might be true.

nator Kz, Well, do you not know it is truef

Mr. Burazss. No. 'i’h ad $25.9 in December 1053, have
less now than they had in mber 1958, Thty

The reason for that is a certain amount of gold-—

__Senator Kzrr. All right, then. In 1954, you had $24.9¢

~ Mr. Bounorss. That is right. .

Senator Kzar. So that wtually, the three highut years were 1058.

1954 and 1056, ,
gfen g Kerr, qg‘:ttli: t h’ 4 th und
ator a eac one of the years er this
admimstmtion Fedeml Reurv mq: of vernmyents were higher
n they had ever been at t ) end any other year in 2
: Mr Bunozss, Well, that, of course, means that they were pu
~ ~mone credit out to snpport thn country’s whole credit structure,
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with the growth of the country they need to put mora out. That is

ot just the difference of a few hun edm lion.
nSinu erThehueandorytha uiuer.Bur-

Mr. Bunarxss, Y ’
Senator Kxnr (oontinning) Has been thtt the action of the Fed-

eral Reeerve under the Democratic administration in supporting the
market and in the aoquisition of Government bonds unountod to the
of pnnw&sm money,

URaEss. Senator, you cannot use that ﬂgure a8 & support for
jm Government seourity operations of the Treasury
bw&na&or Kxrr, Well, you eaid if they did not tlkb them, they could

@ ooun

Mr. Bmmmat is the underlying figure that providel Federal

Reserve oredit to the country without forcing the member banks to

borrow. That is the one way they have, unless they
-Senator Kxrr, The member banks have been bomwing for 8 years,

Mr. Buroxss. Yes, but they would be borrowing—

Senator Kerr. Is it not a fact that more member banks are in debt
00 the Fod today than have been for 10 yearst

Bunazss. I do not know, We can look that up. _

éan is statement is correct.)

ator Kzrr. What is your opinion about it! -
T o ot 14, That s probably

Bnt there would still be more if they had not bought those Govern-
ment securities,

Senator Kxrn. That is right. And it would be less if they had
more Government securities. That is right,is it not?

Mr. Burorss. That is right. That would be the way, it they
wanted to move in the direction you suggested, in the way of greater
eass, would be to go out and, buy $500 million more of vernment
securities, which would put tha.t oredit out into the coun

Senator Kznr. Put that much more reserve in. the Fed for the
member banks to have that much more lending power end have that
much leas necessity for coming in there for rediscount. That is

oorrect, is it not !
. Buraess, There are other ways they can do it.

Senator Kzxr. I undemtand. But that is 0o is it not?’.
Mr. Buzosss. They could. reduce the reserve requ uintho

" Senator Kxxe. And they have done that twice. i *
Mr. Bonoxss, Which is another way of doing the same t.hlnﬁ
y no

Senator Kxzn, I ey have done that twice, have the
Mr. Bunoxss. Yea,tl’my Ave, Thoeumbothwmo
* apedit to the country. .
" Senator Kxzn,

Is it not a fact thst while this licy of the Federal Reeorvo
supporting the Government bond man?l?etcﬁx the years of your pred-
. aceasor Was fonowed, they di aoq t.ion of leaa vern~

té' than they have acq
And l*: adnliitxmt at, is it not oomo‘t tltx:t twioebiln ?ﬁo pnsti
ve low @ reserv 9 the e!
to holp : r:(hd taqned W ”””
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Mr. Burozss. I do not know just what you are ur
Senator Kzra. I am not jugt crguingy uldng it tlut

is the fact.
Mr. Burazss, I am just trying to direct my answer at juat the

right point.
%enator Kzan, I will ask it again.
In spite of their holdings under the policy of supporting tho mAr-

kot
Mr. Bunaxss, All right. Theee are not aoquired holdings for that
Benutor Kzae, I understand. My position is thet the others were

* not all aoquired for that, either

. they were en

Mr. Burorss, Certainly not all for that pu Somwr.
Senator Kna. But at the time they were supporting the market,
&did so and kaft the interest rate at what you referred to as an

oi;lly ow lev

Bunozss. That is right.
Sonator Kurs (oontinuing). They stabilized the bond mrlut by
the acquisition of & amaller otal quantity of Govemmant securities
than the havo held at the end of nny one of the last 4 yea [ ‘
zes, Well, there was not such demand for oredit in the
oountry. Tho diﬂereneo is largely due to the demand.
Senator Kxrr, But regardlees of why it wu, that is trua‘bia it notf
Mr. Bunorss. Well, I will not answer it putting at form.,
Senator Kenz, Wo will you show me a year during time that
in 'what you have criticized as lxoy of sup-
rting the bond market, the end of which the d as man
vernments as they have held at the end of each of the lut 4 years
Bmmu. We Ithinkyonmarguingltrictlyanonmuitur,

Mr.
Senator, if I may be
Senator Kzrr, Well, I will bell you, I do not understand that, and

themforo Iam not oﬂendod. ughtor.]
ou vory much, |
wo m about—

You see, you gentlemen with a technical education,
and big vocabulmea, have us country boys at & great disadvantage,
You can say an you want to about us, and we do not know
o Tadses. T anologiee. Senator. ¥ the troul |

uronss. I apolo ator. You see, u
Lacen 8 rep somoct and

father was a teacher of Latin, He taught
I suppono, there is a little hangovor that Ioannot aeoapo alto-

Senabor Kure. Well, that is all right.
Merms. Iwilltrynottouse many oftbam.
“Senator fatbackwtho uemon.
Mero. Ifldo. mllinurputamm
Senator Kura. Tell me if yonoanremem whantheFod |

. Was su the bond market that as many
A govemmrt:i?g their portfolio as thoﬁ luvo hld in 8., lut 4 yoan.

: r Kanr,
oreates additional o

Mr. Buromss. Th > are enti different operations.
youuy buying o muntnosbythorod

Mr. Busozss. There m m entirely different purposes - and

methods you are dealing wi
00088 T-upt, PmimanlB
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Senator Kerr, 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. Burorss, Well, there is an awful lot of difference in how they
do it, whether they do it grudgingly or come up with a smile,

Senator Kerr, I would rather they do it grudfmgly at & Jow in-
terest rate than ha&pily at » high interest rate, [Laughter

I will put into the record, Mr, Chairman, since I cannot persuade
tho witness to answer, the following data from the Economic Igs{)ort
of the President, Janua? 1057, At the end of 1945 the Federal
Reserve banks owned $24.8 billion of Government securities.

At the end of 1046, they owned $23.8 billion,

At the end of 1047, they owned $22.6 billion,

At the end of 1048, they owned $23.3 billion,

- At the end of 1049, they owned $18.9 billion,

In 1950, they owned $20.8 billion.
In 1951, they owned $23.8 billion. That is the yoar of the Accord

whereby t‘ley were no longer required to purchase Treasury securities
in order to support the price of Government bonds,

Is that correct, Doctort

Mr. Bunoess. Your mathematics are correct,

Senator Kerr, At the end of 1052, the first full year the Accord
was in effect and the gollcy of supporting Government bonds had
ended, according to the doctor's— '

Mr. Burarss, I did not say it ended. I did not say it ended at
1052, They kept on «givh&g the market some support. The policy
was only gradually effected.

Senator Kerr. But they were gradually moving away from the
posture of support{

Mr. Burazss, That is right.

Senator Kerr. That is nght.

At the end of that year, it was $24.7 billion.

Mr. Buraess. That is right. :

Senator Krrr. 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. Burorss. There was a reduction in reserve requirements in that
period, so they could let some of their Governments go.

Senator Kzrr. 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. Burorss, So that made credit available. |

Senator Kzrr. And in that year the Federal Reserve increased its
holdings to the hgghest point in history. , L

Mr. Buraess. No; I was talking about 1054, | o

Senator Kens, I know; but they made the initial reduction in re-
serve requirements in 1958, did theﬁoﬂ | ! o

Mr. Buroess, That is right. That particular one enabled the
banks to pay off some of their debt. ' ‘ '

Senator imn Yes, and helped them to finance your deflcit,

.ri’lemnss. You see, you are dealing with a whole series of
variables, = - * : ' o

!

i i
i

3 :
/
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Senator Kzrn. In 1954, they made another reduction in member
ank reserve requirements; yet the Federal Reserve wound up the
year with $24.9 billion of Governmenta, |
Mr, Buroess, That is right.
Senator Kerr, At the end of 1955, they had $24.8 billion; at the end
of 1966 they had $24.9 billion,
URGESS, hat is right. Praotwally steady for the last 8 years,
Senator Kxrr. Yet as you know, Doctor, by holdin rdg it pract cally
steady while the economy has tried to move forwa at the normal
rate of wth of about 814 percent. a year, that has resulted in the situ-
ation ere the Treasury has to pay 4 percent for short-term money.
Buroxss, Well, there was a reduction of reserve requirements
in 1958 and 1054,
Woll, you are quite right on thie point, that those holdings are a
wag; t;:)ut,t.mg money in or not putting it in.
nator Kerr, Increasing oredit,
Mr, Buroess, That is right,
Senator Kerr. When the Federal Reserve buys a billion dollars
worth of Governments from the banks, would the bank thereby have
six times that much ]ending power' )

r. Burarss, Well
Senator Kezre, Afgroximatol
Mr. Burorss, Or they can pay back 1 billion of loans.

Senator Kear, Yes; that is, to the Federal Reserv

Mr. Buroess. If they repay it in loans, it is only 1 billion

Senator Kzrr, If they repay what they owe, But if they leave it
there as & reserve—

Mr. Boroess. That is right,

Senator Kerr (continuing), It gives them about six times that
much lending power?

Mr. Btmam. Approximatel gnthat, es,

Senator Kxrr. In your test ong i onday, you told the chairman

we are in a capxtal- oods boom, e inflation was a capital-g
inflation, undorlym which there was a huge armaments progrant.
Yesterday when I asked you whether or not gou were not repeating
the mwtakee of the twenties by relying so much on monetary policies,
ou said that today we have better policies to help us,
Mpresumo you meant. tax policies, ‘
I am talking about budget, budget und--—
Senator Kxae, Bu and tax policies?
Mr, anss. Yes; that is right,
Senator Kxzr, Thoae are the elements, princxpally, of Govemment
fiscal policy !
Mr. Bunoess, Yes.
Senator Kzzr. I would like to ask you these questxons on th pohcy,
~and jts oormectxon w:th the ca l{,
Were you in accord with the Treasury Departments 1054 tax rec-
ommendations{
Mr, Buroess. Yes, altho\;%h I laad little direct responsibility. That
ment,
ator What was the purpose of the proposal to provide
a dividend tax credit or an exempl:.xon ofa oerumpperoentago gf divi-
dends from income taxes !
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Mr. Burazss. Well, it was to try to get away, in some degree from

double taxation.
Senator Kzrr. Was the argument made by the Treasury in support

of that provision that it would increase the incentive of——

Mr. Buroess. Yes, :
Senator Krrr (continuin%). Of investors to put their money into

the development of indust

Mr. Burozss. That is right.
Senator Kzar, And nagurally that would increase the demand for

capital gooda.
g(r. raess. To the extent it was effective. It was & very small

step in the direction—
ator Kzrr. I understand, But the step taken by the Congress

was much less than that recommended by the ry.
Mr. Burgrss. That is right. ’
Senator Kerr. And the argument in favor of it was, No, 1, that it

woﬁld ll;egin to elin‘:}xgum the dotxblo taxation dt ?am n :

r. Bunazss, argument, yes; argument in equity.

Senator Knnn.Egut ythe %ig aréu}t’nent vﬂ?‘ that it ev%ouf(rl increase
the flow of equity capital and enable industry to expand more ra idly?

Mr. Burazss. It would have a tendency that way over a period of

time,
Senator Kerr, Yes. -
did the Treasury recommend amending the Internal Revenue

Cod:'w enable business to take faster depreciation on new invest-

men .

Mr. Burarss, Well, that again was a combination of an equit{
ent and an argument for encouraging people to build new p

get new machinery, and so on.
Senator Kxzar. Build new plants and increase industrial capacity!

Mr. Burorss. That is right. It is all good.

Senator Kerr. Why has the Office of Defense Mobilization con.
tinued issuing accelerated amortization certificates gince the close of
the Korean war, especially in connection with facilities that clearly

are not to be utilired exclusively for the production of defense

uipment!

r. Burozss. Well, sir, I think that has pretty well closed down
now to things that do justify themselves on the basis of direct con-
tribution to defense. ‘

Senator Kzrr, But the{hwore about 12 to 14— | |
Mr. Borozss, I think they were slow in closing it down, Senator.
I think you know the position Mr. Hum hrﬁhu hen on that. We
were very reluctant to see that continued. Mr. Humphrey was among
the first fo come out in opposition to it. -
Senator Kera. That is right. |
Mr. Burozas. And we have got it closed down now, '
~ Senator Kznr. But the administration continued issuing billions of
dollars of accelerated amortization certificates for building new plant

faoilities not directly connected with the defense effort.
Mr. Bonarss, That needs definition, that last, as to how directly

oonnected. ,
" Senator Kzrr., Not exclusively devoted to the war effort.
‘Mr. Bunanss, Yes. s L

o
Il

'

ar-
ant,
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Senator Kzng, The Korean war ended in June of 1953,
Mr. Burarss. But the cold war was still on.
Senator Kxrr. But the Korean war ended in 1958,

Mr. Buroess. That is correct.
Senator Kerr. And the Defense Production Act had been passed

to encourage the building of additional plant facilities to produce the
equipment needed during the Korean war; had it not!
. Burorss. No, no. It was much broader than that, because we

Klergo trfitx.xg to keep our place in the cold war, in the struggle with

¢ Sovle o

Senator Kurr. You know it just hapganed, Doctor. That bill was
pretty well written in this very room right here,

Mr. Burarss, I know, but you had in mind the Russian situation as
well as the Korean business.

Senator Kerr, Oh, yes, But the basis for the enactment of the
new accelerated amortization bill was the Korean war crisis.

-Mr, Burozss, Yes, But the Korean war crisis was just not it in
itself. That was a emall war, It was because that convinced us that
the Soviet threat was a grave danger, and we had to keep up in our

defense program.
Senator Is it not a fact that this capital boom we have talked

about can be traced largely to industry’s effort te get under the tent
of accelerated depreciation, either by those certificates which your

~ administration has continued to issue gince the close of the war, or

the new provision in the 1054 code?
r. Burozss. No, Senator; I think that is too strong a statement.

M
,, Senstor Kaaa. Well, would you admit they had been influenced
art—
r. Buraess. It is a contributing factor; that is right.
Senator Kxrr. They have been contributing factorst

Mr. Borozss. Yes; that is right. )
Senator Kzar, Yesterday I read you the conclusions of an inves-

tigation made by the Institute for International Banking Studiee.
’m found that flexible monetary policies worked best by dampen-
down business wtivi%ﬂg:yying that was the only way it has

i

effectively restored price sta .
I did not know whether you with that conclusion or not.

Mr. Burazss, Well, I do not like the expression “dampening down
busineses activity.” ‘We have used here from time to time the

readjustment.”
Senator Kxrr, Rolling readjustment.

Mr. Burazss. It cuts off some excesses.
Senator Kzan, You think a little recession by another name smells

a lot sweeter! hter.
You do not htw[yton‘mwe]r that question.

Mr. Burozss. Thank “fou very much. "

Senator Kmrz. I would like to read you the following excerpts,
and ask you to comment on them.

David Lawrence in the Evening Star, Monday, July 18, 1057:

There is more than meets the eye in President Elssnhower’s recent directive

- to all Government bureaus to hold down . It is plainly evident that

the adminictration has concluded it can u?oct 1o help from either big businces
by

or big unlonism in restraining the
Reserve Board can do little to check the inflation
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Only one thing is golng to stop the iuflation and sfabllise 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
contracts, because as Hving costs go down, wagos will have to drop, and that

is unpopular with the unions,
8o the outlook now I» for a readjustment sometime in 10068,

The Journal of Commerce, New York, July 18, 1057:

The evidence now points steongly to the conclusion that both the administra-
tion and the Federal Reserve authorities bolleve that a moderate recession
now would be a small price to pay for the avoldance of another boom and
bust tater on. We fully agree with this conclusion. Actually, we have feit

the same way for some time, and said so repeatedly.

Such a policy leads eompollu:gly to the all-important paychological or public
relations problem of whether the administration should take the publie into
its confidence by trying to explain its goals and methods, or whether it is better
Just to follow the course it deems necessary without attempting to make it

palatable to the public by officlal explanations.

Do you have any comment to make on those two articles§

Mr. Burarss. Well, I think they are both very ingenious and in-
teresting articles. I do not think either of them represents the ad-
ministration polio;B

Senator Keng, Then you think Mr, Humphrey was mistaken when
he said that this adjustment that is taking place is a very healthy

thihx}g?
. nli Bunoxss, I do not remember his language on that, I

——

Senator Kerr. We will get—-
Mr. Buraess. I do not know just what the reference was on this

“adjustment.”
Senator Kerr, It was the alowin% down of production, He also

said that it was hoped the higher interest rates would discourage

overexpansion, )
Mr. Buroxss, Overexpansion, yes. He did not say to bring about

a recession,

Senator Krrr, Well, he did not say “recession.” He said “rolling
readjustment.”

. Mr. Burcess, Yes.

Senator Kerr. Actually, ever{hbody that I have talked to seems
to think that the two terms are rather synonymous,

Mr. Boroess. No; I do not.

Senator Kerr. You do nott

Mr. Burorss. No; I donot.

Senator Kerr. What do you think about this statement :

Undeniably the widespread acceptance by governments of this full-employ- .
ment philosopby poses a dllemma for central banks concerned also with preserv-
ing the value of money. But the idea that the central bank is powerlees in this
situation is inadmissible. Certainly no central bank would set out to deliberately
create unemploy.aent. s

On the other haud, it is the duty of a central bank to exercise its best 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-
mupply 10 Dandle, act (0 MOderatc the erecas prosmarcs wad beine Soorand sor

ndle, a modera QXCess phessures ring de r
labor into a sustainable relationship to supply. - S

The issue is not one of deliberately creating unemplcyment but of easing

the stresses and strains of overemployment that promote and nurtuvre the

zMr.‘Bmm.*Itbinkthut‘.iuthygpodstatéxnmb.‘ e A
: { R S . ‘; R

1T eatb
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Senator Kenn. That statement is from the First Natitonal Cnty
Bank Monthly Letter of July 1057,
Mr, Burcess, 1 got the right answer,
Senator Kern, You sure Doctor.
Mr. Bunazss. Here is what Mr. Humphrey said.

Senator Kerr, What page nowf
Mr. Buraxss, On page 6‘ Maybe the question was aakod several

times,
Senator Kxnr. It was, I want to tell you it was regarded as a fruit-
ful fleld of interrogation by more than one member of this commit-

Mr. Burcrss. On pa 804 about the third paragraph down Sena-
tor Smathers askod'p g0 %% paragrap ’

Do you think we bave to have some sort of a recession in order to bring

about ltoppaﬁo to this inflationary trend?
Secretary HumpHaey, I do not belleve 80, I hope not. I think that what

we noed is & little less pressure forward, but that does not necessarily mean
& recession. It means some rea d{mc ents here and there, but it does not
nocessarily mean that we go into s it time, {

I agree with the Seoretary.
Senator Kers. Well now, we are going to find some more of his

statements,
Senator Gorn, “Necessarilfn or “not necessarily 1"
Senator Kerr, We are going 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 SymarrErs. 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 { u 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 Husmpuary. Yos; I do.

Senator SMATHRERS. I wonder i you would care to comment on that. I tonot

*  to ask you that question.

Secretary Humpuzey, I suppose that is going to be selective in varjous lndns-
tries. There are some industries where I think this adjustment is taking place,
a:;l v:‘o are ulw;yn udu‘\‘mmxdl lzondjknot: wta‘aro never muc' we are w:jllw;g;
adjusting someplace, and as umenlopen
that production will be increasing in oerta ?:3 d’mu

others, .,
Benator SMaTHERS. On page 16 of the Economice Indicators, it shows that In

December of 1058, total indusirial production was at a figure of 147; that in
January, February, March, April, May, it declined until in May it indicated
148, total mduatrm’l production, which would indicate that the trend, as far as
production and business activity, is down.

~ Becretary HumpaeEY. Bome leveling off.

' Senator SmATHERS. You feel that that trend will continae tor some time? .

Socretary Humenrzy, Well, I do not know whether it will continve. If the
adjustment just rolls on in that sort of way, 1 thlnk it probably would be a
very salutary thing. It would help us all alon:

Senator SMaraEas. If it continued to go down jult ] l!tﬂo bit?

Secretary HumpHEEY. Just a little leveling out.

Senator Smatuxns. It is your opinion that that would create unannlomt
©  and things of that nature? °
- Baecretary HumpPHaKY. Not if it is just a little. Notifltjuthmoﬂm

we have just & continuing adjustment, first hare and then there.

Senator SmaTnERS, Do&nthlnktm mtmnmmmuopmmu

plant capacity in many of the firms?
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Secretary HumpHREY. In some lines, there would be a little, and in others not.
It is again, as I say, it will be an adjustment, and that, you see, Senator, is the
happiest thing that can happen to this country, because if we let these excesses

w, if you let demand go and excesses do reach a point where the whole thing

§0 at once, that is when we haye a lot of trouble,
Now, it it can just happen a piece here and a plece there, readjust here and

readjust there, a plece at a time, that 1s when we bhave our best times in

America,
Sgnator SmaTHERS. Some ple might call this lessening of production a
recession. How far would lmn to go, do you think, before it might fall

in that ca ? .
mnrb;'ﬁrgurm. Well, we had a lot of questions about terms before, and
we had the terms “rolling readjustment,” and ‘“recessions.” ''We had some

mnla ta about a “depression.”" 80 you can go on down the scale, depend-
upon what happens, : ; A -
Senator Kxre. It would seem to me that both the statement of the
Firet National City Bank, of the David Lawrence column, of the
Journal of Commerce, and of Secretary Humphrey are all exgreaamg
the same general thought: that the best way to ease the problems o
prﬁpority is to reduce the pressures and slow down the pace a little,
r. Buroess. I think that is & fair statement. You are always up
inst that problem. . . |
ou have got an inflation which is a Eublio attitude, & pressure,
ing shead. How are you going to check the inflation without hav-
ﬁ'?g & 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 Kxrr. They let it go too far, and then acted too hard,
Mr. Burosss. Then they had, in order to stop it, they had to sct
hard, and “bang” she went.
Senator Kzrr, Lowered the boom.

Mr., Buranss. 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
s g;:d volume of business. That is what we are trying to do.

ator Kzrr. 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, Burarss. Well, now, you will discass that with Bill Martin,

T raamae: Of scoesd what their feeling is, what the Board!
. Burgess, Of course, what their wha
fosling is, T gather is that now is the time to really stop this thing
before it goes too far. And, if you stop it now instead of letting
go right on up, you can ease it off instead of having a big drop.
That is the whole ‘t}uestion. It is & question of judgment. gluybe
the readjustment is on the w? I do not know, But that is
m&dgment that is in the hands of these people we talked about
aY. Con , : " :
Senator Kxar. In your statement you said: : ‘
This December the ‘
D S TI T 87  r

Mr. Burozrss, Yes, R “ o

Senator Kxar (reading): = - o oL

Our debt of $2703% bililon on June 1087, the seasona was
Joar ago. Whuothu:g'uctlonhnothrultg'wmt' s ‘

a L84 o Lo dine expeadires 1 S0wns es of o opt s b
uge

: 1

§

!
¥
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We have ep ut them in the reccrd before, but I think it is pertinent
- at this 8 for you to tell us what defense expenditures were for the
years 1053, 1954, 1055, 1058, and 1957, and the estimate for 1958,
Mr, Buroess. We would be—- ;
Senator Kernr, He has them thare.
Mr. Burorss. Y
Total major national security-~this includes atmmo energy and the
whole——
Senator Kerr. That is the defense expendituref
Mr. Burarss, The whole works. You want me to start in 19521
. Senator Kene, Fortheﬁsoal oar 1053,
Mr. Buraess, Fiscal 1053, $50.863 billion.
‘SonatorKnnu. All right.” -
Mr. Burgess. 1084, $40.904 billion.
Senator Kern. $40, 904 billion.
Mr. Buraess. That is right.
1955, $40.626 billion.
1956 .641 billion,
1087, $40.965 billion. |
And the estimate for 1958 Mﬂ 338 btlhon.
Senator Keer. In other words, then, for the 4 years since 1958, you
have avemged spendmg about $91,§ billion a year lesg—
Mr. B . Excuse me.
Mr., Hoﬂ' calls my attention to the fact that in 1954, md it
40 when it should be $46.904 billion.
Senator Krre, 19541 ‘
Mr. Burgess. In the year 1054,
Senator Kzrr, 1954.
Mr. Buraess. The total should be 46—
Senator Kerr. Yes,
Mr. Burgess. It did not go down as fast as that.
Senator Kerr. Then in 1058, it was $50 billion. In 1054, it wus
about $47 billion.
Mr. Buroxss, Yes.
. Senator Kmuz. In 1955, it was $40 billion.
. Mr, l:oumm n bxlh
' Senator Kern, ?40 on.
Mr. Buraess.
Senator Kern. In 1956, $4014 billion.
Mr. Burorss, Yes,
Senator Krrr., 1057, $41billion.
* Mr, Bungzss. Yes.
Senator Kerr. 1058 approximutely $43 bxllion.
Mr. Burozss. Thatfs
Senator Kerr. So that actually the defense expandxturu have de-
creased nearly 20 percent, have they not! -
r. BurgEss. t is right.
ator Kzre. And yet the estimated budget for 1958, by reagon of
the increase of nondefensb expenditures, was just a.bout on 8 level with
the 1953 budget.
Mr. Bunaess, There was an increase of 2 billion in 1958 on defense

| ditures, so th are down $7 billian from 19531
axg:x:m X oy Let us tac!’k s little bit about the reduction in surplus
for fisoal 1967. |
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Mr. Burozss, Yes,

Senator Kerr, Isent you a list of questions,

Mr. Buraess. Would you like to have the answers
Senator Kern. Yes. I want to get them selectively.

Mr. Burarss, All right, sir.
Senator Kerr, No.8:

Describe each change in the method of financing any Government program
since December 81, 1052. 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., Hxamples of changes I have in mind are (1) sale of
cortificates of interest to commercial banks by the Commodity Oredit Corporation
to finance price-support loans instead of borrowing directly from Treasury as it
hnd 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. Boroess, Yes,
Senator Kerr (reading) :

Show the rates FNMA has had to ?ay on its debentures in 19056 and 1807.
' 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, 10621 '

Mr. Buraess, Yes. I have the answers to this, and I think we have
enough copies for the committee.

Senator Kerr. All right. IfImight have a copy here.

Mr. Burgess. May I read thist?

Discussion off the record.
nator Kerr. Do I read this or will you read it?

Mr. Buroess. I will do it either way you like,

Senator Kerr. I would like for you to do it. .

Mr. Bunarss. As you know, at the time the new highway prq%ram
was set up, it was provided that neither receipts nor expenditures
%Plc)lhoalbll)e dto tthv.t program would henceforth be included in the

edera .

Durin th%e fiscal year 1057, the recipts of the hifhway trust fund
amounted to $1,482 million. Expenditures out of that same fund
amounted to $066 million, If the highwa pro‘fram had been oper-
ated, therefore, as part of the Federal bu Ft uring the ear
1057, the official budget surplus figure would have been $2,161 million
instead of $1,648 million, '

It was the intention, of course, of the Congress, with the approval
of the administration, that the new highway program be self-support-
ing. It makes do diﬁ'emnoe, as far as the yubho debt outstanding is
concerned, whether the highway program is operated as part of%he
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—the Commodity Credit Corporation formed a pool of price-
support loans against which certificates of interest were sold to the
commercial banks of the countxa'.

The initial issue of $357 million was followed by a second issue,
in December 1058, of $449 million, and o third issue, in February

gt !
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1954, of $351 million. Of these certificates of interest, $940 million
was outstanding at the close of the fiscal year 1954, - )

This meant that the budget defleit for that year, of $8,117 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 Kerr, As we go along here, tell us what interest rates the
Commodity Credit paid on those certificates,

Mr. Burcess. That is over on the next to the last page.

Senator Kerr. All right.
Mr. Buroess. It was 215, 214, 214, and then on November 12, 1054

19&: Those are all,

he purpose of the certificates was to encourage greater private
participation in Commodity Credit pro and it was also of
the debt limit of $275

asgistance to the Treasury in keeping within

billion. We were pretty close in 1953,
All of these certificates of interest issued during the flscal 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.
ese were redeemed before maturity so that the total

Many of th
amounuz of Commodity Credit Corporation certificates of interest, on
June 30, 1955, was $538 million. us the fiscal 1958 deficit of $4,180
million would have been less by that amount, would have been $8,778
million had it not been for the operations in these certificates.

Senator Kerr. How do you arrive at that conclusion with $538 mil-

lion handled outside the Treasurgr?
Mr. Boraess. That was just that much less than the amount car-

ried over in the previous fiscal year,

Senator Kerr. 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. Bunaess. Yes, But when you are figuring budget results, you
aake the amount on June 80 of each year, and the amount of re-

uced— :

Senator Kerr. Is it not the fact that the amount outstanding on
June 80, 1955, had been issued during that year$ |

Mr. Burarss. Yes, that was outstanding June 80, 1955, |

Senator Kxrr, And they had been issued during that fiscal yearf

Mr. Buneess, That is right. But previously, in June, there were
more than that, nearly a billion, ,

Senator Krzrr, But that billion had been paid off; had it not?

Mr. Buneess. That is nﬁlﬁ But if you take the net figure on June
80 each time, that is the thing that affects &oaur deficit and surplus,

Senator Kxrr. How would the issuances the year before, have in-
creased the Treasury deflcit, and the following year have reduced the
Treasury deficit? '

Mr. Burarss, Because there was less issued the second year than
the first year. o |

Senator Kerr. There was not any out the first year was theref

Mr, Burarss. Oh, yes; at the beginning of the year; yes, sir.
Senator Kzrr. They never were reflected in the budget deficit; were

theyft
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Mr, Bunasss. But they reduoed. the budget defloit, If we had to -
use our own money for that, the deflait would have been larger, you

na:lt‘u first year, ,

ator l&m Would that not have been true of flscal 10881

Mr. Burazss. Yes, But there was & smaller amount ouutwdi%
Senator Kxar, Whatever amount it was, would it not have affec

the budget defloit th: same way as the outstanding certificates would

have the year before , |
Mr. Bunasss. It was that much larger, the defloit would have been

if you had paid them off, ,
g:utor ﬁm T thought you said the ones the year before had been

aid off,
er. Burozss. Well, paid off during the year, but then they were
picked up again, an equal amount, a somewhat smaller amount was

Mr. Bunazss. That is right; yes.
~Senator Kzur. But the operation for facnl 1058 was not & part of
the operaiions of fiscal 1054, L T
Mr, Buranss. But the payoff was, - ;
Senator Kxan. But the payoff came from the roceeds of the Com-
modity Oredit itself, It was not augpli by the Treasury; was it!
Mr. Burazss. Yes, the Treasury had to redeem them eventually.
_ You see, when the Commodity Crodit takes over the commoadities
from the loans, then the money comes right out of the Treasury,
Senator Kzrr. You just made a statemont here that they were re-

deemed. You mean that the Treasury redeemed them? -
Mr. Burozss. That is right; yes. 4 |
Senator Kxnr, Then what you are saying is that had the defloit in

fiacal 1954 been $040 million more——- s o

‘Mr, Burozss. Yea. | o
Senator Kznr. Then in fiscal 1085, it would have been 8588 millign

less,
Mr. Bunozss. Yesjthatisright, = o
Senator Kurr, But that was not the situation. The deficit was not

a billion more. . ‘
Mr. Burazss. You asked us for the effect on the defioit.

Senator Kerz, Yes, And—
Mr. Burasss. And if we had not carried out this obligation which

relioved us of this amount, the deficit would have been greater in 1054,
Senator Kxrr. If you had carried all of this t.hroug Treasury,

n.,
penstar ndum?«‘i& dootor, that is whet they were supposed to be,

1 the
your overall deflcit for the 8 years would have been $538 miltion moref

Mr. Burazss.  Yes.: Srhe e

There were no further issues of Commodity Credit certificates after -

‘November 1054,  We did not like it, and we were glad to discontinue

jt. The budget gurplus of $1,626 million in the fiscal year 1056 would
have been & budget surplus of $2,164 million, if it were not for the
S st the Treasury had to redeem the remaining outstnding Com-
modity Credit certificates of interest dux‘ix;ﬁ that gaar. e

Senator Kn:asvgoll now, the overall defloit for 1954 and 1055 would
not have been million more. ‘

o

'3

i
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Mr, Burazes. For tha 8 it would not bavo been any different,

Senator XKxar. But h ;v ven off oot to t n those § years, you
would not have to m effect to it agnin in 1956

Mr. Burarss.

Senator Kxan. All right.
So what you are sa ing is that huvlnﬁglnn effect to whu it would
b again

have done to the d oit in 1054 5, then you cannot
give effect to it in the surplus of 1956,
Mr, Buross, That is right.. It comes out of you then. You have

to pay it off sometime.
m&mgtgr Kuxn. That is right. But you had paid it off the year

before.
Mr. Burazss, You are robbirg Peter to pay Paul,
Senator Kxar, Well I do not know o.bou ,robbing. Just because

to one bank and borrow h money to pay another, that is
noﬁ s ecessarily robb it, in it uﬁu ney oA '
Burarss. '

SonutorKun Iho not.
rse, you km?\: of the 2 cattlemen who woro ulking, and

Of co
1o0f tham said, “If the price of these cows don't
to have to rob s bank.”” And the other s “Byggoorgu, ] thoy?'"‘i

t better, I already ha Laughter.]
il pa e e

B%nom. The third one of these is tho FNMA.
Durin fiscal 1955 the Federal National] Mo Association
iuaued 0 mﬂ on of man ment and liquidation notes, collateral-

their m ipo os§ which at that time umounted to.
roximutely Jg lion (that is the old FNMA, (} dating
to rovi for %t:r privato puxtiolpation in the federally

market,
’I‘hil iume ofaﬁderal ationg! Mo nq age Association notes will
mature in quary 1958, and is the only i

ssue put out under the
manugement and liquidation program.
financing had no effect on the bu deficit during the fiscal
yoear 1058, But on the debt ceiling problem this $570 million came
o:ty close to o flsetting the net empt.ion of Commodity Credit
tes of nterest, as outlined avo
n other wo ed the dsbt oeiling by that operation, too,

| an now we have %b.gsy em off in January or put out 80Ie More,

Senator Kxre put out some more,

Mr. Bunazss, V f

Senator Kuzn, Very liko y ! N A

Mr. Bunraxes, Very likely. )

M % Knn.T;}lt wht:tsnto o{ intemuh ‘ ; tho"

Y. BURGESS, 1he rates are s own on fhe ve the

rates on the Commod ity Credit, FNM&W o

Senator Kxar, You know whut 1 tlunk you boys had | do'

Mr. Burorss, is that!

Senator Kxrr. You had better let FNMA and Commodity Credit
Corporation borrow your money for you. They seem to be

~ it a lot cheaper with your guaranty then you are getting it.

Buzrorss. Well now, when you compare those rates o intemt

Mr.
with what we borrowed at that tize, they did not get it any cheaper.
Senator Kuxs. Maybe they ahouﬁ’ ordow move S 1 400
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Mr. Burores, Or longer, [Laughter.]

Senator Kerr, All right.
Mr. Burorss, But th%y could not borrow longer, because the law

says the Commodity Credit has got to take over the commodities at
a cortain 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 Kxrr, These debentures you put out here on the next page,

in 1956 and 1087-—

Mr, Buraxss, This is the current FNMA operation, That is the
new FNMA, which, ns you know, was set up about 3 years ago, and
was aupposea to become n self-dependent organization, supposed to be

i
financing itself,
Senator Krri. All right. How much of those did you put out in

fisca) 1956, and how much in fiscal 19571
Mr. Burorss, Well, in fiscal 1086 there was just $100 million on

February 20.
Senator Krrr. It was $100 million, then, in fiscal 1056,
Mr. Burerss. Yes. A coupon rate of 814,

Senator Kerr, And in fiscal 1057¢
Mr. Bureess. We put out $100 million in August; $100 million

November 20; $200 million January 21; $260 million on March 11;
Aﬁril 10, $200 million; May 20, $200 million; and June 24, $100 -
m '

lion. :

That enabled FNMA to cover all of its mortgage purchase opera-
tions, which were very heavy. As you know, FNMA stood there and
took them as a way of keeping that mortﬁuipe market alive,

Senator Kerr, That is what—$1,150 million in fiscal 19571

Mr, Burgess. That is rig}‘ag

Senator Kerr, Hnd the Trensury financed that as had been the
oase prior to this program’s initiation, it would have reduced your
su;glus by that amount on June 30 10571 :

. Buraess. 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 Kerr, Well, your statement here about the surplus, and

so forth, hardly azreed, for instance, with a statement that I saw
in ;hlel U. S. News & World Report of the current issue, which reads
as follows:

{U. 8. News & World Report, August 8, 1057)

The inside story 1s that payment was delayed beyond June 80 on more than
$500 million worth of armament bflls in order to make the 1957 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. Buroess. That is just a myth. That is not so.

Senator Kerr. That is not sof
I would like to insert it in the record, with the observation that the

Secretary says it is not so.
Mr. Burazss. We gave out a statement yesterday from the Treas-

ury, saying it was not so.

13
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Senator Kenn, Well, the Defense Department sent a directive to
the Air Force in the latter part of 1056, 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 ggid rior to June 80,

Mr, Burazss., I do not know about that.

Seunator Kgrr, You do not know about thatf

Mr, Buragss. No, .

Senator Kxre, In the Wall Street Journal on July 23, there was
quite an editorial, entitled “Balancing Act.” :

Mr. Borokss, Yes,

Senator Kern, Did you read that!

Mr. Bunroxss, I think I did, {es.

Senator Kerz, You did not like that, either{

Mr, Burozss. Not éxarticularlg.

Senator Kerr. Not particularly

Mr. Burorss. No,

Senator Kzrs (reading) :

On the surface the Government's surplus for the fiscal year just ended looks
m:a&x;:. b ;: cm 'th‘: n‘% ;3 o:’x‘t:omoly shaky surplus; &u is budget balanc-
You think that was a little unkind, coming from that sourcef

Mr, Burarss. Well, sir, they have been unkind a number of times,

Senator Kerr (read’ingf :

The surplus of more than $1.6 billion is almost $100 million lower than esti-
mated, which in itselt 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
o 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,

er. Bunazss, I think it is rather a miracle when you hit it that
close,

I may say Mr. Heffelfinger’s t}wopla and the others concerned do
o wonderful job on estimating these receipts and payments.
Senator Kzar (reading) :

The lus could easily have been wiped out altogether if just a few things

had turned out somewhat different.

For ins last fiscal year's budget expected housing programs to cost
$7190 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 $31 millfon into the Government's coffers.

Mr. Burazss. Well, they did not actuall gut itin. They took care
of their own expenditures, Of course, that program was intended,
glxlxe woiy it was set up, to be a program that carried itself with its own

ancing.

Senatgr Krere, That was the pmm recently instituted!

Mr. Buroess, That was the new F .

Senator Kxre. The new FNMA {

Mr. Buroess, The old one—

Senator Kxrr. Under the old one, it would have been taken out

of the surplus.
Mr, Buromss, That is right. The old one, that $500 million job

we did wag——
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. Senator Xunn, Hm is one. I would like to get your gomment on:
. In ﬁdﬁm the mml Bank paid uoo mmion into the Treasury

't mﬁ“ﬁ%’t&‘ lm loan Wﬂ % the
Ts that correct!

My, Bunones, That la 16 §8 true they did not draw §
and {6 is true mm: h.d":or&?:‘:f“ 0. T4fa.trus they did not draw it,

M, Bmmm (oontirmlnz In oase they should,
Senator Kunr, And QK ve ninoe dm\vn it?
. Burarss, No, they have not dvawn it
?x‘“ "Bo K""‘x??“ e ¢, atill avallabls until J
r, Bunoxss, It is 0 .
Schator Kuxn. On the bu}:v [ con&t;imxo:c mudoot Uil vanuasy

Mr. Bunaxss. That i ht.
Senator Knar (reading):
l‘lnllly. mw revenues were almost $500 million hmm than tho most

g or three situations had developed the way the administra-

nct oricinu Iy thought they would, the nun{l\u would havé been micro-
o this kind of basis, the Govemmone d quite easily have wound
nd. That is o way to run a budget.

I tho ht that was quite in?matln I would like to put this edi-
toﬁdi:‘ﬂ\erwo § %e v psoonnnont

(The edd&:m referred to is as follows:)

Baranoine Aoy
{Wall Strest Journal, July 28, 1087)

On the surfuace the Government's lumul for the fiscal {.ut g"n ended looks
nt. In reality It is an extremely shaky surplus; th dget balancing

mn ueident than esign,
ua of mo 316 billion is almoat 3100 million lower than estl.
mhd. wh ch In lbelt s hardly encoura ¢ surplus could easily have
Mwlpad‘ m:g:' .ltontholi it iul‘t % few thl:;um :&l gg;ntd out uomewh:: at o?;'lité
flacal year's te sing programs
milllon. But la because of the oral National Mo Association sold
dthatum to the public instead of making heavy withdrawa m the 'l‘unnm
w"nm actually pnt $31 g:mon into the Govomment'u coffors,
tn addl paid $100 mmlon fnto the Treasu
stead of hklnz ont mn on. This was due to th ;pgonmnco tha
British Government didn't draw of its Ex.Im l ring the po
nmuy“mm revenues were almoat $800 million higher than the moat mon

estima
Thus, if Just these three situations had developed the way the administration

in fact th t they would, the surplus would have been microacoplic;
on MWo Govornment could quite easily have wound up mpﬂm

Thatisno run & budge
For one thing, it 1s a dublous mmr!or the Government to have to be bailed
out by mmn: rising income from existing tax rates. This rising income
whlh partly a reflection of inflation, is to a considerable degree the result o
oeonomlc onurpmo. It should provide the basis for tax cuts, in.
of higher Oovmment . which is the case now. Tko Government,
despite the Funnle lhy n nsmpott ndfalls, spent nearly $450 mlmon

more last fiscal year than
Wmohltmbo.mujnnpummuulpnctm. Ithlikounu
plans his on the assumption, but without any certainty, that he

auho the year is out. Few would argue that this is a sensible
The Government of the United States, far more than any individual,
lacge and safe surplus.

mwmmnnwm:

. ¢

§
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1f thore wero a war or a depression, rickety budgeting could perhaps be ex-
cused. In a condition of peace and unrivaled prosperity there is 1o excuse
whatsoever for the Government to keep on plling up its outlays year after yesr.
Now if ever is the time when Government spending can be cut sharply,

And that Is the only way the Government can get off this frayed budget tight-
:m without falling off, and balsnce its books in & way that won't look like &

Mr, Bunarss, Of ooumx the thing that was disappointing 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
loss than we thought we might, why, we would not have had much

surplus,
nator Krnn, In fact, you would have had a defleit,

Mr. Bunozss, Yees, , \

Senator Kenn. 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, E .

Mr. Burorss. Well, we would not have had much surplus, .

Senator Kxnn, On pege 8, let us look at your chart there. I want
to see if you and I understand it the same way., .

ly the ws;y, before we go to that, what was the Treasury balance
onMuno 80, 10571

r. Buraess, The Treasury cash balance, the general fund balasice,

was $5,600 million,

Senator Kenr, Sng that again,

Mr. Bunorss, $5,600 million.

Senator Kxar, What was it on Jul 1, 19561

Mr. Buraess, Of course, that is the general fund balance. That
i8 not all readily available, ‘

If you take the available funds, it is & little less than that. . On
June 80, 1056 the general fund balance was $6,546 million. So our
June 80, 1057 balance was more than half a billion lees, :

Senator Kexr, A billion less, was it not

Mr. Burogxss, No. $056 million lees.

Senator Kzrs, $056 million.

Mr, Burgzss. Yes, ’
Senator Krrr, So that if you would have had the same cash bal-

ance at the end of that fiscal year as you had at the first of the fiscal

year, you would have had & billion less surplus, would you not{

; hgr. I‘Sghmm That has nothing to do with the surplus.

ust & cash—— : ,

Senator Kenr, The surplus figure is, then, based on receipts and

disbursements? ) L
Mr. Buroess. That is right. : :
Senator Kerr, All right, S
Lot us go back to the chart on pugs 8. I want to tell you, you

have brought a little variety into this investigation bigiving us

new slants on the &ublio debt, No 1, the per capita d .
Mr. Bunarss. Well, this is my statement you are talking about!
Senator Kxre, Yes; that is right. o
At the end of 1946, it was 31&2 per capita; is that correct? .
Mr. Buroess. That is right. , Cer e
Senator Kerr. At the gn%l of 1052, it was $1,600 per capita.
Mr. Burozss. That is right. : .
Senator Kxrr, How much was that reduction?

936888 7—pt, 18



840 FINANCIAL OONDITION OF THE UNITED STATES

Mr. Buraxss, Well, it is $150 million———

Senator Kenr, No. Thisis dollars per capita.

Mr. Burorss. This is dollars; ge& $142,

Stimatpr Kerr, That was $148 reduction in 6 years prior to your
coming in.

Mr, Buragss, That is right.

Senator Kerr, How much was that & year!

Mr. Burarss, $24.

Senator Kenn, It is $23.67, really,

Mr. Burarss. Yos. All rvight.

S?n'utor Kerr, The reduction from the end of 1052 to 1056 was how
much

Mr. Buraxss, $59.

Senator Kerr. That wns$15 u year?

Mr. Burarss. That is right.

Senator Kurr, Well, then, actually the reduction per capita, in
spite of the fact the Po({mlution grew at a higher rate per year—

Mr. Burazss, Well, did it?

Senator Kerr (continuing). Was 60 percent faster——

Mr. Burarss, I do not know about that.

Senator Kxrr (continuing), Durin¥ the 6 years before you came
in than it has been for the 4 years you have been in, was it not f

Mr. Burarxss, Well, you say the population was growing faster, 1
am not sure about that.

Senator Keri. Well, nside from whatever the population was,

(The annual increase in the poFulntion nccording to the Census Bu-
reau :lvas 1,125,000 in the 1046-51 period and 1,350,000 in the 105256

riod.
peMr. %mmnss That is right. You made a reduction in the debt in
1947 and 1048 of §6 billion,

Senator Kerr. Yes.
Mr. Burorss. This includes, of course, the whole period from 1952,

We had a deficit carried over in fiscal year 1958 for which we could
hardly be held wholly responsible, of $9 billion.

Senator Kerr, 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 1953,

Mr. Burorss. It was certainly larger than we thou%? yes.

Senator Kerr, 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. Buraess. I do not think so. You are talking about 1057¢

Senator Kerr. Yes, 1057,
Mr, Burorss. You mean just—no, that is this whispering business.

We did not do that.

Senator Kerr. I think that you could have made similar orders
in 1053, had the administration so decided.

Mr. Buroess, We did not.

Senator Kerr. Now, then, the debt as a percent of the national in-
come, in 1946 was 136 nt.

Mr. Buraess. That is right.

Senator Krrr. At the end of 1982, it was 89 percent.

Mr. Burcess. That is right.

\

5. /
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Senator Kenr. That was a reduction of 47 points in 6 years, was

it not?
Mr. Buroess, That is right, :
Senator Kerr. Between 19562 and 1956, it was reduced from 89

percent to 70 percent, which was a reduction of 10 ggints in 4 years.
Mr, Burarss, And the reason for that, of course, Senator, was that
the price level was rising much faster,
Senator Kern. Yes, but you g&we us these figures to show the im-
provement in the |Imr capita debt and the percent of the national in-

come a8 betwoeoen when you came in and now.
Mr, Bororss, No. Wa pointed out, Senator, very clearly that that

wag due in part to the inflation of the enrly postwar years, which
swelled up the national income in dollars, but not in real buying
power,

Senator Krrr, Well, on page 4, you say:

By December 1040, it had risen to a high polnt of $1,882 for every man, woman,
and child in America. By December 1008, it had shrunk by about $200 per

eapita, by reason of the growth of the population,

Mr. Bunarss. That is just population, yes.

Senator Kerr, And:

When the Federal debt is related to natlonal income * ¢ ¢ the reduction in
burden is much greater.

Mr. Buraess, Well— )

Senator Kerr, Those are your words I am reading. o

Mr. Bunatss. It is o reduced burden, but the expense, the inflation
and what load that puts on people, some people are made worse o
by inflation, '

Senator Kerr. You said:

Ten years ago the $260% billlon public deht was one-third larger than our
- national income of about $100 bitlion,

Mr, Burarss., Yes.
I also want to point out, Senator—
Sonator Kenr, Now it has “gmwn to more than $350 billion, so

that our $277 billion national debt in December 1956 was equal to only
79 percent of national income.”
r. Burorss. That isright. ButIgoonandIsay:
Unfortunately, & 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 proe-
perity achieved b{; the administration.

Mr. Buroess. Yes. )
Senator Kerr, 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-
perity we imve had, you are also claiming credit for the posterity
we have got.

Mr. ngonss. I would like to, Senator,

Senator Kerr. I know. [Laughter.]
Mr. Burcess. Ithink you may, just as well asI.

-
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Senator Kerr, Well, I am doing pretty well in the realm of grand-
children

Mr. Buroess. Thave10. How many do you have
Senator Kxse. You are one ahead of me. [Laughter.]
Senator Franpers, Mr. Chairman, I have 12, I am ahead of you

th,

Senator Kerr. I want to say, sir, that I have a great respect and
regard for you generally, and especially in that realm of accomplish-
ment. SLaughtar.]

'We will recess for 10 minutes

g'l\mrt recess.) : :
ator Kerr, Mr. Secretary§ you have ¥ust acknowledged that

there is no basis for_ this administration claiming credit for this
posterity, [Laughter.]

Mr, Buraess. That I will have to admit. .

Senator Kzrgr. But ‘you call attention hero to the inflation and tX\ou
wero' making that point before the recess, Would you repeat that
now

Mr. Buraess, Well, of course, when you have figures on national
income, they are increased b inflation. “If the prices go up, why the
tigcion%et up, due partly to more production and so on, but partly

ation,

Now, that is certainly true of these figures from 1946 to 1952 and it is
true thig year compared with last year, But from 1052 to 1986, 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 in

prices during those periods.
Senator . You have told the chairman and you reiterated to

me that you think the capital building boom is the Frincipal cause
<1>§ the thsation that we are witnessing today and have had for the last
months,

Mr. Burgrss. Well, I would say. it is one of the principal causes.
I think the increase in costs is another one.

Senator Kxrr. Are not increasing costs the result of inflation just
as well as the cause of it? \

Mr. Buroess. Yes, itisboth. Itisboth thecause and the effect.

. Senator Kxrr. 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 in 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 increase in the cost of living in our his ory, outside of the 3
years immaediately after World War II. e

Mr. Buraess, 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 (ue to three causes. I think some of it i a lag, some

of it is a reswit of things that have gone before. This increase in
rents; it is not anything, we did this last year. That has been going

up, after World War ' and gradually it climbs,uﬁ. Rent contracts
are made over a geriod ofa year or two, and gradually you raise it $10
a month or what have you. ‘ | '

|
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You take this medical services, doctors’ fees; they can only bring

them up gradually.

You take—

Senator Kerr. They have done pretty well at that.

Mr, Burceess. They are doing pretty 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

brerking out,
Of course, just this last burst is partly due to food prices which had

o long decline and now are making up a little ground. Food prices
are the biggest single element in the cost-of-living index.

Senator Kerr, But they have not had anything like the overall
amount of increase like the overall average is,

Mr. Buncess. Yes; they have increased recently more than the
avera,
. Sen%?b.or Kerr, Let us look and see, If that is the case, my memory
is &laymg a little trick on me.

r. Buroess. Well, you take the figures from the—

Senator Kerr. Page what is it of the Indicators? «

Mr, Burgess, Take the past year, page 28, April. April of 1956,
the food prices were 109.6. '

Senator Kerr, April of 1056, the food prices were 109.6.

Mr. Buraess. And they are up now to 114.6.

Senator Kerr. 114,6,and that was at the end of May ¢

Mr. Burcess, Yes,
You look across at the “All itemsi’]’ and that was a smaller increase,

yousee., That was five points. Well, pretty nearly the same.

Senator Kerr, Let us bring it down to the end of June. What was
food for Junef

Mr, Burgess. June was 116.2.

Senator Kerr, Food is what? '
Mr. Buragss. 1162, That is a six and six-tenths points increase.

Senator Kxar. It went up from 114.6.
Mr. Burgess. 109.6.

Senator Kerr. In May, to 116.2 in June. .
Mr. Buraess. That is r‘iight. Yes; that was—this last index, this
a

last figure is very lar%el ected by an increase in food.
Senator Kerr. But the overall, from 114.9.
Mr. Buraess. That is 5.3 points,
Senator Krrr. Point two. .
Mr. Burcess, And food, you see, went up 6 points.

Senator Kerr, 6.6.
Mr. Boroess. 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 Kxre. 80 nt, |

Mr, Buragas. Of the whole index. ‘

Now, the other items here——

Senator Kerr. Actually, the most revealing thing about that food
price situation, to me, is that onl by holding it down were zou able
% &ive us the degree of price stability we had in 1958, 1054, 1958, and
Mr. Burazss. It certainly was part of it. : ‘
Senator Kerr. Which looks to me like the farmer was made the

goat of the whole deal,
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Mr, Buroxss, Well, of course, we ought to be very thankful to see

that food price u;i. in a way, except it costs us more,
Senator Kerr, If it were roflected in an increased price to the
farmerﬁyea, but it is not,

Mr. Burarss, Well, a little, a little.
Senator Kerr, How much of the increase has gone to the farmer?

Mr. Burerss, They have got somewhere, farm prices received by
formers. Here you are, “Wholesale prices, farm products.”

Senator Kenr, “Farm income,” there on page 7.

Mr. Bunoxss. Page 7. Of course, you have got a lot of wages in
between there, The cost of distribution, transportation, and so forth.

. Senator Krrr, ‘T'he farmers’ income in 1951 was $16.1 billion and in
the second quarter cf 1957 was $11.7 billion,

My, Burakss, Well, if you take the same figures we are looking at,
“Realized farm income"’—

Senator » Where is that now{

Mr. Buraess. This table down at the foot.

Senator Kerr. 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
getit?

Mr. Burarss, No, the net income is not up any, no. The net income
ile;’ gl g %itt.le from the low. The low point was the third quarter of

’ 4]
_Senator Kerr, 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. Burarss, That is right.
Senator Kerr, And the $11.7 billion compares with $15.1 billion for

1952,

Mr. Burgess. That is right.
Senator Kegr. So that during a period of time when farm net income

has gone down over 20 ﬁercent, food prices have gone up.
Mr. Bureess. Wait, we have got to get the same period here.
Senator Kerr, Well, take it from 1961, We took it from 1952,
Mr. Buragss, Food prices, you see, are the same in 1952 and in
.\Iny 1057,
Senator Kerr, Food prices in May 1957 were identical to what they
were for the year 10521

Mr. Buragss. That is right,
Senator Kerr, So that none of the reduced income to the farmer

has been reflected in reduced prices to the consumer?

Mr. Burcess., That is right.

Senator Kerr, All right, sir.

Mr. Buraess. Of course, his gross farm income is up.

Senator Kerr. But, his %ross 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. Buroess. That is right. Of course, if you took a per capita
basis, it would be a little different.

Senator Kerr, What '

Mr. Buraess. A per capita basis would be a little different, because

there are fewer farmers getting the income.
Senator Kzrr. Yes, but he 18 not in too good shape there, either.

\

%
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Mr, Bunorss, Well, of course, what it means is the average farmer

is gomtm 8 blg%r tract, I surpose.
nator Kerr, Well, the net income per farm.,

Mr, Burarss. Yes, but the average, what does that meun per farm1

Senator Kern. I presume that means per farmer.,

Mr. Burorss, I guess it does, Iam not sure.

Senator Kxrr. It was $2,840 per year the second quarter of this
year, and it was $2,875 in 1052, And that was a better dollar in 1952
than he is getting now.

Mr, Bunaess. Yes, in terms of cost.

Senator Krrr, In terms of purchasing power, too.

Mr. Buroess, Yes,

Senator Kerr. All right.

Now, then, back to your statement.

Mr. Burgess. Of our document?

Senator Kerr, Of your thesis.

The computed interest char,;e on the national debt, you said, went
up from $5.8 billion to $6.2 billion from 1946 to 1952.

Mr. Buraess., That is right.

Senator Kerr., Which was how much, in 6 years?

Mr. Burazss. Point 9 ?000 million.

Senator Krrr. $000 million in 6 years.

Mr, Burorss. Yes. ,

Senator Kerr. And then it went up how much in 4 years?

Mr. Burarss, It went up 1.1 billion.

Senator Kerr. 1.1 billion.
Mr. Buraess. It went up faster, there is no doubt about that.

Senator Krrr. Now, on the interest charged as a percent of the
national income-—

Mr. Burorss., Yes.
Senator Kerr. You called attention to the fact that it had been

reduced from 2.8 percent in 1046, to 2.1 percent in 1956, .
Mr. Bunoess, Yes. That, of course, is partly due to inflation,
again,
gSenmtor Kerr. What was the reduction betwee~ 1952 and 10561
Mr. Buraess. It just stayed the same,. )
- Senator KERrr, Although the national income had been consider-
ably increased ¢

Mr. Buroess. That is rifht.
Senator Kxrr. Where do 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. Buraess. I do not think so, no.

Senator Kerr. I do not either.
Mr. Bureess. It would be a pity. I think we should do something

about it.
Senator Kerr. At the bottom of page 6:

The current rates are high only in comparison with the abnormally low rates
during periods of depression, war, and rate pegging.

‘Woe are talking about interest rates?
Mr. Buraess. That is right.

Senator Kxrr (reading) :
In terms of history, these are not very high interest rates.

L
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Mr. Burgess. Yes.
Senator Kere. That is what I refer to as a kind of fairy story.

Mr. Burcess. Well, take the last chart on Mr. Mayo's presentation,
Senator, long-term interest rates since 1920,

Senator Kera, Where is that?

Mr. Burakas, That is the last page, the very last page.

Senator Kerr. What were they in 19201
Mr. Burorss, Of course, we were talking about that the other day

They were higher than a cat's back. They were—Aaa corporates
were up to 614 percent. .

Senator Kerr. Well, now, aside from the depression geurs, was not
the trend of those interest rates steadily down from 1920 to 19501

Mr. Burarss, Well—

Senator Kern. 19461

Mr. Boraess, I would not analyze it just that way, It went down
during the depression years, )

Senator Kerr, Well, it went down through the twenties.

Mr. Buraess, It went down from that very high point in 1920, but
if you take the figures through the twenties, there wns 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 1030,

Mr. Burarss. Wall, it depends at what rate you take,

Senator Kugr. I am taking the heavy black line, that is the Govern-
ment bonds.

Mr. Burorss, Of course, we were paying off a lot of Government
bonds. We decreased the debt.
| Senator Kerr. But the point is that the interest rate curve was
down,

Mr. Burorss. Well, the Governments were down more than the
general rates, but it moved generally downward.

Senator Kerr. Well, we are talking primarily about Governments,

Mr. Buraess. O. K,

Senator Kenr. In 1931, 1982, and 1983, it went up.

Mr. Buroess. That is right.
Senator Kerr. 1034, it went back down again—1933, 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. Buraess, There was a little bump in 1987, back there.

Senator Kerr. Not much, though, not much.

Mr. Buraess. No.
Senator Kerr. The difference between 2.2 and 2.3 may be.

Mr. Buraess. It started up in 1948, right after the war.

Senator Kerr. It started up in 10461

Mr. Buroess. Yes.

Senator Kerr. Let me ask you this, what period in history do you
have in mind?

Mr. Buroess, Well, this is not as high as it was in the twenties.

Senator Kxrr. Well, it is not as hi%h-—-»‘
Mr. Buroess. If you go back of that, you will find over a long

riod————

peSenator Kenr. It is higher than it.was in some of the twenties, Mr.
Burgess,
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| Mr. Bunaess. Well, for governments it is higher than it was in the
ASt——

Senator Kens. That is what we are directly addressing ourselves
to, that is what you are responsible for directly.

Mr. Buraess, I am not even directly responsible for that, Senator.,

Senator Kerg. I do not agree with you,

Mr, Bungess. The rates on governments—

Senator Kern. That is the part you are directly connected with,

Mr. Burcess, That is right.

Senator Kerr. And actually, the rates today are higher than they
were in some of the twenties,

Mr, Buroess, The rates on Governments, that is right.

Senator Kers. So that——

Mr. Buraess, 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
whotsbelieve that other interest rates eventually reconcile to govern-
ments.

Mr, Buroess. 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 Kerr, Well, a lot of them are tax exempt now.

Mr. Buraess. Not United States Government bonds.

Senator Kerr, You and I decided here Kesterday that about half
of the QGovernments are in the hands of those who do not pay any
taxes on them.

Mr. Buroess, Yes, but that is not because the bonds themselves are
tax exempt.

Senator Kerr. I understand,

Mr. Buraess. Because they do not guy taxes generally.

Senator Kerr, Well, the Senator from New Mexico and the Secre-
ggry had quite a discussion here. You will find it in the record at

1.
Mr. Burcess, I was very interested in that.

Senator Kerr. 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. Buroess. 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 Kerr. But we have reached a peak here in 1957, have we

not#
Mr. Buraess. Well, we have reached a peak compared with the

past 20 years. .

Senator Kerr, Well, is it not——yes, 25 years, isit not

Mr, Bunaess, Yes; }ust about,

Senator Kerr, The last 25 years,

Mr. Boraess. 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 1803, in the last part of the administration of
Harrison and the first part of the administration of Cleveland. Ac-
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cordingbtéo 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 7.88 in December. Now, that was under William

McKinl'ey. You are not trying to get these rates back up to his level,

are you

: 11'. Burarss. No; we are trying to keep them under Mr. Wilson’s
evel,

Senator Kerr. Of the peaks that are set forth here, except the one
in 1020, which was right after World War I, all of these peaks were
reached under Republican administrations, were they not # ~

Mr. Buroess. 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.

K .Stinator Kerr. Yes, and then they went even higher under Me-
inley.

Mr. Buroess. Well, not the rates on the public debt. Those are a
little special perh‘%)s.

Senator Kerr. Well, it is a Government obligation.

Mr. Burcess. I think it would be interesting to have a continuous
period rather than just picking out the years. '

Senator Kerr, 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-

ations in the late 1020’s, and yet you tell us that in terms of history
they are not very high.

Mr. Buroess. That is right. And, if you make a comparison with
other countries, we are not very high.

Senator Kerr. Well, we cannot do a very good job in this country
sta&m%m office on the basis of how other countries are run, can we't

[r. Buroess. Well, it is a Ii\retty 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
on}y 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 yon have the total amount
of interest paid by Government in 1052 and 1956 ¢

hMrtt;: Bureess. Yes. That is very close to what we gave here in the
cha

LS'Ie»mxxltaor Kmm.I{ thinﬁ: it is. q h

- Mr. Buroess. It is the computed interest charge, 5.3; that is as of
g W —

nator Kerr. I am talking about all governments. You see, I am
talking about Federal, State, and local, g , '

Mr. Burarss. Oh, yes.

t
H

i
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I go not have that. We can get it. I think we can get an estimate
oni

Senator Kerr. I will give it to you.

Mr. Burcess. All right, sir.

Senator Kerr. That is from the United States Department of Com-
merce.

Mr. Burcess. That is a pretty good source.

Senator Kerr, 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—$2083 billion, practically.
In 1956, business paid $15,484 million on a total debt of $249.3 bil-

lion. Thisis a 22.9-percent increase in business debt, but a 56.2-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 paid $4,259

million interest, or a 53-percent increase in their debt and a 72.7-per-
cent increase in their interest payments. The overall total of debt
in 1052 was $637 billion and the overall interest cost was $19,400 mil-
lion. The overall debt in 1956 was $78814 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. Burcess. We would be glad to.

Senator Gore. 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?
enator Kerr. It has been, and is, as was discussed by the Secretary

with me yesterday. . ' )
The thing that is in tightest suf)ply 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. o
Senator Gore. Would it not follow, then, that one of the principal

sources of inflationary pressure is spiraling interest rates? =
Senator Kerr. 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. Buraxss. No, sir—well, to this extent: Here you have got an

enormous, you say ‘;prassure” for money.
Senator Kerr, I ‘we had an interest rate pegged by the Federal

rve.
Mr. Buraess. Then, what you would have would be a t many
more people would be getting money and spending it and you would
have an increase in the inflation.
Senator Kerr, Well, not necessarily.
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Mr. Bunarzss. You have got an inflation right now, and if you pour
gutﬁ; lot more money you would simply put 1t through the roof, that
isall,

Senator Kerr, Mr, Secretary, is it not a fact that controlling the
amount of oredit is one thing, and fixing the tariff that it bears or the
cost of it, is another thing#

Mr. Buraess. They are very closely related, Senator.

Senator Kerr, You know that the Executive can control the amount
of credit, as well as the interest rate, can he not{

Mr. Buraess. Well, they can put in additional credit, and increase
ahet iinﬁat:ion if they regarded that as a proper performance of their

uties,

Senator Kerr, 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. Bunoess. No. )

Senator Kerr. I wonder if you would not look that up and see if
that is possible.

Mr. Burcess. Well, they can agpoint a new Federal Reserve Board,
The Congress can reorganize the Board, put a new Board in.

Senator Kerr. Well, then, the Federal Ressrve Board——

Mr, Buraess, Congress has given sieciﬁcully to the Federal Re-
serve System a certain power over credi

Senator Kerr. But is it not a fact that they can control the amount
of credit and the interest rate, both {

t}hlir. Buraess, Well, of course, one derives a good deal from the
other,

Senator Kerr, If permitted to have its own way.

Mr., Burarss. If you put out enough credit, the interest rate will
fall. The interest rate s a direct reflection of the volume.

Senator Gore. Not direct.

Senator Kerr. Mr, Secretary, you cannot be serious about that.

Mr. Buroess. Why, certainly. If you had a smaller demand for
credit than you had savings, the interest rate would drop.

Senator Kerr. But this 47 percent increase in interest costs is the
result of flexible policies with reference to the control of credit and
interest rates, is it not{

Mr. Buraess, I would say there is the result of a tremendous de-
mand for credit and a very (Frosperous country that wants to use
more money than is being saved.

Senator Kerr. But is it not a fact that the principle that you your-
solf 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. Buncess. Finding itsown level.

Senator Kerr. Is what has resulted in the increased interest costs;
gzmt tgas been your thesis all the way through this investigation, has
itno

Mr. Burorss. 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. Tt scems to me what you
are advocating, Senator, i8 inflation,

Senator Kerr. I am not agitating, I am questioning you.
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Mr. Burarss, I did not say agitating. I said advocating, as nearly
as I can make it out. i .. ,

Senator Kerr. 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. Buraess. Yes.

Senator Kerr, And that I was just as much opposed to a flood as
I was to a famine, ) _ _

Mr, Buncorss, 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 Kenr. 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 Treasury
control and permit flexible monetary policies and flexible interest
rates.

Mr. Burcess. That is their job, to make the decision, not ours.

Senator Kerr. And that is what you advocate. :

Mr. Burcess. I advocate that the Federal Reserve should be free to
carry out the functions given it by the Congress.

Senator Kerr. 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. Buroress, That is right.

Senator Kerr, That is correct.

Mr. Buraess, I interpret it the way I think we have agreed to
interpreting it.

Senator Kerr. 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. Buraess. That is right.

Senator Kenr. That has resulted in my judgment, in a 4714 per-
cent increased interest costs for a 23 percent larger total debt.

Mr. Buroess. Wait a minute. That is not a direct—-

Senator Kenr, On the other hand, we have got a Secretary advo-
cating flexible price supports that has resulted in the income of the
farmer being reduced about 30 percent. I want to emphasize the
fact, that the flexible principles you advocate have increased the cost
of cmditI and the flexible g)rmciples that Benson advocates have de-
creased the income of the farmer. And I just wonder if it would not
be gosgible 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. Buroess. Thatisa very good speech, Senator.

Senator Kerr. What{

Mr, Buroess. That is a very good speech.

Senator Kerr. Would you acknowledge that it is & very worthy
obﬁctive; or that it has certain elements of desirability?

r. Burorss. Of course, the implication in it is that we turned

something that puts these rates up.
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Senator Gors. Well, you do,
Mr. Burozss. We siund aside and let the natural forces of the

gg&vot operate. What is the opposite! The opposite of that is to

ene,

Senator Kerr, How can you say that you let natural forces oper-

ate when the Federal Reserve 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-
anding it now at less than 1 percent a year. You said it took from
to 8 percent a year increase in the money supply for normal ex-

on,
How you can say that natural forces—
Mr, Burarss. 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 Kerr, That is a thing about which men differ,

Mr. Burgozss. VelmitKO
: Senator Kerr. No; that it has been more than offset by the ve-

ocity.

Mx{ Bunozss. Well, the one test is that your prices are going up,
your commodity prices are going up.

Senator Kerr. Sure, they are going. The consumer prices are
going ug.

Mr. Boroxss. Yes,

Senator Kerr. Because credit has been held in such tight control
and limited supply and interest rates which are costs like any other
costs have been increased sharply. '

Mr. Boraess, That is just where we differ.

Senator Kxrr. I understand that.

Mr. Buraess. Completely.

Senator Kerr., I understand that.

Mr. Burcess. 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 Krrr. 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. Burexss. 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 Kerr. You forget there are more borrowers than there

are lenders.

Mr, Buroess. Well, I am not so sure about that, Senator. I
think there are just as many lenders as borrowers.

Senator Kxrr. I do not want you to get in the position of the
Secretary of the Treasury, who, the other day, figured up finally
there were 195 lenders in this country—-

Mr. Buragss. 195 milliont

Senator Kerr. 198 million lenders in this country.

Mr. Burcess, Well, there are an awful lot of them.

Senator Kerg. I know there are,

Mr. Buraess. Every holder of life insurance.
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Senator Kerr. Now, this intercst we talked about, in the final
analysis, Doctor, is just the wages paid for money, is it not! The
rental imid for the use of money?

Mr. Boraess. That is right.

. Senator Kern. It would not be entirely inappropriate to refer to
it na the wages earned by money.,

Mr. Burarss, I think that is a fair statement if one does not carry
too many implications,

Senator Kenn, Well, subject to the qualifications that you notified
me i'ou were going to put on all answers,

Mr, Buraess, Yes.

Senator Kerr, Yes.

. If I rend tho record correctly, you have doubled the wages of money
in 2 years,

Mr. Burarss, We have not doubled the wages of money. They
have doubled.

Senator Kerr. Well, you are paying an amount which is double
what you were paying.

Mr. Bunarss. You mean the Treasury is,

Senator Kerr. The Treasury.

Mr. Bunarss, All right; yes, )

Senator Kerr, In 1055 yon put ont an 8 months’ tax anticipation
certificate nt 174 percent.

Mr. Buraess, Yes.

Senator Kerr. Is that correct?

Mr. Boraess, I think so.

Senator Kenr. Is that correct, Mr. Mayo?

Mr. Buraorss, It sounds about right,

Senator Kerr, I do not believe we could get along without Mr.
Mayo, could wet

Mr. Buruess., I know I could not.

What year was that?

Senator Kerr., June 1955,

Mr, Burarss. That is a tax certificate )

Senator Kenr. Yes, an 8 months’ tax anticipation certificate at 1%
percent,

Mr. Burarss. That is right. ) )
Senator Kerr. That was evidently considered a fair wage for

money, because you wanted to sell $2.2 billion of those certificates and
got subscriptions for $10.6 billion.

Mr. Boraess. I think that is probably correct. .

Senator Kerr, Two years later, that was this month, you advertised
for the hire of money at nearly twice that rate, or 354, and cut the
working time from 8 months to 4 months.

Mr, Buraess. Wait. A similar certificate bid for in the snme way
was 3.48,

Senator Kerr, It is 3.48, .
Mr. Buraess. Excuse me. That was a tax certificate; that was not

bid for. So that your comparison is all right, 884, that is a reason-

ablo— .
Senator Kerr. Would you say there has been as great an increase

in the (t)roductivit 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. Burarss. In the productivity of money? Well, now, you are
getting over into the question of equity.

Senator Kerr. I am just asking a question,

Mr. Bunoess. I knew when evou used the word “wages” we were
going to get into—you were introducing a new concept that interest
rates should be fixed from the point of view of their productivity.

Senator Kern, No, I do not say that, I just asked the question, if
you think there has been that great an increase in the productivity of

money.
Mr. Boraess. No. That is not what has determined it. It is the

demand for it,

Senator Kenr, I understand, Well, now, wages have gone up for
Government workers 15 percent in 4 years,

Mr, Bungrss, Yes. _

Senator Kerr, And Congress is now considering giving them a
raise. The President however has said that he is ngainst 1t because
an increase in their wages would be inflationary.

Mr. Buraess. Yes.

Senator Kerr. That is correct f

Mr. Burorss. That is correct,

Senator Kerr, Now, the wage rate of Federal employees is fixed by
Inw; is it notf

r. Buroess., Yes; it is.

Senator Kerr. Including yours and mine.

Mr, Borgrss. That is right.

Senator Kerr. 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
ibeﬂi‘i:vced by law. They want it to be entirely free of regulation or even
nfluence.

Mr. Burcess, No, we never said that. 'We never said that.

Senator Krnn, “}ell, now, you said here that you were devoted to
tl\(lu)rinciple of having the Federal Reserve free of any-——

r. Bunorss, The Federnl Reserve is not just the complete absence

1 unY influence. The Federal Reserve is an influence on money.

They have charge under the law, with influencing the cost of money
and tho volume of money.

Senator Kern. Well, now, you said—

Mr. Burarss, So, we have an agency—— .

Senator Kerr. At one time you answered me by saying it has
reached this point by the market demand.

Mr. Burcess. That is the force, but there is an agoncy which has
some power in relation to that situation,

Senator Kerr. That is right, und you said you approved what they

have done.
' M]r. Bgnm:ss. That is right. 1 do not say I have approved every
single act.
Senator Kerr. Well, you sure have not let me know of anything you
disapproved. )
MI: Bunoess, I %ppmve in general what they have been doing.
Senator Kerr. 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 find their own level,
Mr. Burgess. I have not indicated that I was indicating any par-
ticular policy to them. I am saying that they are faced with the
roblem of a natural situation where there is this enormous demund
or money, more 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 Kerr. Well, then, you approve what they have donef
Mr. Burgess, In general, yes. "
Senator Kerr. And {ou say that you have issued your securities at
the rate that the market required ! .
Mr. Burorss, That is right. That is nght. :
Senator Kerr, Without interference by the 'Treasury and prac-
tically without influence.
Mr. Buraess, Well, the Federal Reserve has the power to influence
that if they think it is wise,

Senator Xerr, But they have not.
Mr. Borazss. In performing the duties set for them by the Con-

m‘
g Senator Kerr. They have exercised a lack of control or a lack of
influence to where the rate has doubled in 2 years.
Mr. Buraess. They have stood aside and allowed this force of sup-
pl§ and demand to push these rates up.

enator Kvrr. 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 wuﬁ}as for human beings.

r. Buraess. Well, I think you are dealing with a problem of, in
dealing with money, as to what is gomg to result in the test
for the people of this country. That is your problem. If you nllow
money to be too easy, to pour it out in the form of credit, so it lends
to an inflation, you are penalizing these very people whose wages are
lla‘eing paid; the Government worker particularly is being penalized

y it.

Senator Kerr. But yet, Doctor, you admit that here, in a period
when they have kept the increase in the money supply down to the
lowest ;l)oint 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, Sccretary Humphrey proclaimed, and the Fed-
ernl Reserve Board reported that we had price stability from 1952
through 1955. Yet here today, with interest rates up to a 25.year
peak, and the increase in the available supply of money kept down to
the lowest level in the 25 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 say they were
put into effect to achieve, but they have resulted in penalizing the users
of oredit, including the Government.

Mr. Buroxss, That is just a point where we differ. You say it has
not accomplished the objective. I'mmf they followed a contrary
policy an l;‘:oumd the money out to keep thuse rates low, that you
would penalize every person in America,

08088—87—pt, §—m14 B
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The objective here——

Senator Kerr. You yourself put into the record here this morning
the increase in the amount of money in 1950.

Mr. Buraess, That is right.

Senator Kerr. In 1951, 1952; how much was it in 1862% How
much was the increase in the available supply of money in 10521

Mbr. Burarss. We decided about 4 percent, I think.

Senator Kerr. You have got it there,

Mr. Buraess, Four percent.

Senator Kerr. Four percent,

And what did the cost of living goup in 19521

Mr. Burarss. It did not go up any, practically.

Senator Kekr. It did not go up any?

Mr. Buraess. No, not much.

Senator Kerr, How much was the increase——

Mvr. Boreess. It went up 2 percent.

Senator Kerr. Two percent?

Mr. Buroess. Two percent.

Senator Kerr. All right,

Mr. Burarss. Two percent.

Senator Kerr. Wait a minute. Isthat reflected——

Mr. Buroess. That is correct.

Senator Kerr {rcontinning). By the Economic Indicator?

Mr. Burgess. )

Senator Kerr, What 1{)age?

Mr. Buraess. Well, I have here a chart made up—

Senator Kerr, What page? Page 2819

Mr. Buroess. ITere we are. It was buried.

Senator Kerr. It is 214 points; and as applied to 111, it is nearly
2 percent, or about 2 percent.

Ir. Burgrss. That is right.

Senator Kerr. All right.

Now, then, in 1953, how much did the su{:p]y of money goup ?

Mr. Buroess. In 1953, it went up $1.8 billion, or——

Senator Kerr. No, it went up more than that, did it not ¢

Mr. Buraess. 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 Kerr. What was it for 1953 ¢

Mr. Buratss. $1.5 billion, which isa percentage of 1.2,

Senator Kerr. Where is that found in the Economic Report of the
President ?

Mréernanss. The way they got their money supply—here it is,
page 26.
! Senator Krrr. Page 26 of the Report ¢

Mr. Burorss., It does not carry it back.

Senator Kerr. Here is total——

Mr. Buraess. $1.5 billion, in the Economic Report, page 165.

Senator Kerr, Yes.

All right, $1.5 billion. How much was that{

Mr, Borogss. Well, the percentage is about 1.2 percent.

Senator Kern. 1.2 percent. And how much did the living costs

go up?
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Mr, Buroess. In 1958, they went up 0.8 percent.

Senator Kerr. It went up from 129 to 130.5¢

Mr. Buraess. That isright.

Senator Kerr, All right.

What did it go up in 1054

Mr. Buraess, It went up $3.9 billion.

Senator Kerr. Which is how much percent?

Mr. Burorss, Which would be about 8 percent.

Senator Kerr. About 8 percent.

Mr. Buraess, A little under 8 percent.

Senator Kerr. How much did the cost of living go up?

Mr. Bunaess, 0.3 percent,

Senator Kerr. 0,03, is that right ?

Mr. Buraess, No. It is 0.3—three-tenths of 1 percent.

Senator Kerr., Three-tenths of 1 percent ?

Mr. Buroess. Yes,

Senator Kerr. What did it do in 1955 ¢

Mr. Buraess. In 1055, the money supply went up $3.8 billion.

Senator Kerr, $3.8 billion.

Mr. Burcess. About 8 percent.

Senator Kerr. A little over 8 percent.

Mr. Burcess. Yes.

Senator Kerr, What was it, about 814 !

Mr., Burcess. No.

Senator Kerr. 8141

Mr. Buraess. No. Closer to 3.

Senator Kerr, Mr, Mayo can tell us. [Laughter.]

How much?

Mr. Mavo. Just about 8 percent.

Senator Kerr. Three percent. All right,

Mr. Buraess. And the cost of living went down.

Senator Kerr. How much?

Mr. Burgess. It went down 0.3.

Senator Kerr. It went down three-tenths of 1 percent?

Mr, Buraess. Yes,

Senator Kerr. There was a 4-year period in which the money sup-
ply went up an average of nearly 3 percent n year, and yet the cost
of living went up very little.

Mr. Buraess, Very little. Less than 1 percent,

Senator Kern. Less than two-thirds of 1 percent a year.

Mr, Burgess, That is right.

Senator Gore. About 16; is it not.?

Mr, Burgess. That just goes to show—-

Senator Kerr. And yet, Doctor, in the last 18 months the money
supply has gone up—Ilet’s see, what was it at the end of 1956 compared
to 1955¢ $1.4 billion, which is at the rata of just ahout 1 percent;

is it not ¢
Mr. Mavo. Yes; almost exact})y.
Senator Kerr. And this last 6 months it has gone up at a rate of

less than 1 percent. .
Mr. Buroess. Yet the cost of living keeps on going up.
Senator Kerr. And the cost of living hns gone up. It has gone
up more in the last 18 months than it did in the 4 years prior to that

time,
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Mr, Bunoess, That just goes to show you have got to take some-

thing else into consideration ; does it not?
to show that the policy

Senator Kerr. Not only that, but it t¥om
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. L .

Mr, Buroess. Senator, I do not think it means any such thing.

Senator Kerr. I am just telling you what the record shows,

Mr. Burcess, 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 thi