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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
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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
Markelabies
25 Z Moturin
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0 .
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*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 :



704 PINANCIAL CONDITION OF THE UNITED STATES

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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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.

|
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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
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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

%

f‘i"' i"’l f-izg"! .-—iai—.

e ¢ e e o 00 Sy



720 FINANCIAL CONDITION OF THE UNITED STATES

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——

}’ \
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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, ,



SR AT

Oorporate {ssuce of bonde, notes, and dodenturos o

FINANOIAL CONDITION OF THE UNITED STATES

781

310,000,000 or more whiok

See footnotes at end of table.

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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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?



786 FINANCIAL CONDITION OF THBE UNITED STATES

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"
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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.
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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,



744 FINANCIAL QONDITION OF THE UNITED STATES

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
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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.



760 FINANOCIAL CONDITION OF THE UNITED STATES

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



FINANCIAL CONDITION OF THEY UNITED STATES 765

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"
!
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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.
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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

¥



FINANCIAL CONDITION OF THE UNITED STATES 781

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,
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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.

¥
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. You were the chief representative of the American Bankers Asso-
ciation representing them in negotiating modifications of the Bret-
ton Woods proposals?

Mr. 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
