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NOMINATIONS OF DAVID M. KENNEDY, OF ILLINOIS,
TO BE SECRETARY OF THE TREASURY, AND ROBERT
H. FINCH, OF CALIFORNIA, TO BE SECRETARY OF
HEALTH. EDUCATION, AND WELFARE

TUESDAY, JANUARY 14, 1969

U.S. SeNnate,
JoMM1TTEE ON FINANCE,
Washington, D.C.

The committer met, pursuant to cally at 10:05 a.an,, in room 2221,
New Senate Ofice Building, Senator Russell B. Long. chairman,
presiding. ,

Present : Senators Long, Anderson, Gore, Talmadge, TTartke, Ful-
bright, Ribicoff, Williams, Bennett, Curtis, and Dirksen,

The Crisnearan, The committee will come to order.,

At this point, without objection, a copy of the committee’s an-
nonncement of this hearing Wih be included in the record.

{ The announcement referred to follows:)

PrEsS RELEASE

For immecediate rcleasc

U.S. SENATE,
COMMITTEE ON FINANCE,
January 8, 1969.
JIEARING BET ON CONFIRMATION OF NOMINEES FOR SECRETARY OF TREASURY AND
SECRETARY OF HEALTH, EDUCATION, AND WELFARE

Senator Russell B. Long, (Democrat, Louisiana), chairman of the Senate
Committee on Finance, announced today that on Tuesday, January 14, 1969, the
committee would hold public hearings with reference to the nominations by
President-elect Richard M. Nixon of David M. Kennedy of 1llinois to be Sceretary
of the Treasury, and Robert H. Finch of California to be Secretary of the De-
partment of Health, Bducation, and Welfare. The chairman stated that while
the nomination of these individuals to be members of the Cabinet cannot he
formally reccived until after the inauguration of President Nixon, the Com-
mittee on Finance was following a procedure it had established in the past to
provide for an orderly and expcditious transition to the incoming administra-
tion. IHe stressed that no formal action on the nominations could be tanken by
the committee until they had been officially recelved by the Senate and referred
to the committee.

The hearing will be held in the Finanee Committee Hearing Room, 2221 New
Senate Office Building, on Tuesday, January 14, beginning at 10 a.m.

The Ciraraan. This committee meeting is to inquire into the qualifi-
cations of David M. Kennedy of Illinois to be Secretary of the Treas-
ury, and Robert H. Finch, of California, to be Secretary of the Depart-
ment of Health, Education, and Welfare. Both of these gentlemen are
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well-suited for the service they are to perform in the President-elect’s
Cabinet.

Mr. Kennedy’s success as a banker is well known, His long years of
employment by the Federal Reserve Board and his later work as man-
ager of the Public Debt in the Treasury Department attest to the
knowledge of public finance he brings to his new office. His role as
Chairman of President Johnson’s Commission on Budget Concepts
reflects a willingness to labor in the public interest. Tt is a mark of rare
achievement that virtually every recommendation of that Commission
was adopted by President Johmson and incorporated into the budget
he submitted to Congress in 1968.

Mr. Kennedy will assume his new post at a time when interest rates
are at their highest point since the Civil War, This, together with con-
tinued deficits in our international balance of payments—and an un-
wanted reversal of our favorable balance of trade—mirror the chal-
lenge that faces him as he becomes the principal financial officer of our
Government.

We are pleased to welcome you before the committee, Mr. Kennedy.

Before we begin let me point out there are a number of statutes gen-
erally referred to as the conflict of interest laws which govern some-
what your conduct as Federal officers. I assume that you have consulted
these statutes to the extent necessary and have brought yourselves into
compliance with them.

In addition, let me say that this committee is rather interested in pre-
serving the indeKendence of the Internal Revenue Service and of the
Social Security Administration in the day-to-day operation of the tax
collection function and the benefit program. The principal officer of
each of these agencies like yourselves 1s nominated by the President
with the advice and consent of the Senate. We will examine into their
gua]iﬁcations for office just as carefully as we do those of Cabinet of-

cers, and it is important that they be allowed to administer the law
without undue influences or pressures from those above them.

If you will, Mr. Kennedy, we would be pleased to hear any s’ate-
ment that you might have at this time.

STATEMENT OF DAVID M. KENNEDY, OF ILLINOIS, NOMINEE T0 BE
SECRETARY OF THE TREASURY

Mr. Kexnepy. Thank you very much, Senator Long. I appreciate
your comments, I have furnished to each of you a biographical sketch.
There has also been submitted to you a confidential statement of my
employment and financial interests.

The Criamrman. I will ask that the biographical sketch be put in the
recordlat this point, Mr. Kennedy. That is a summary of your back-
ground.

° (The biographical sketch referred to follows:)

BIOGRAPHICAL SKETCH OF DAvip M. KENNEDY, OF ILLINOIS

Kennedy, David M., Chairman of the Board of Directors, Continental Illinois
National Bank and Trust Company of Chichago; res. 33 Meadowview Drive,
Northfleld, 11l ; b. Randolph, Utah, July 21, 1905 ; s. George and Katherine John-
son Kennedy; ed. graduated from Weber College, Ogden, Utah, 1928; George
Washington University, Washington, D.C., 1937; Stonier Graduate School of
Banking, Rutgers University, New Brunswick, N.J., 1939 ; holds A.B,, M.A., LL.B,,
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and lonorary Doctor of Laws degrees; m. Lenora Bingham, children Marilyn
(Mrs. Verl I, Taylor) b. Jan 4, 1929; Barbara (Mrs, Carl Law) b, Jan, 14, 1931 ;
Carol Joyce (Mrs. Jack Whittle) b, Nov. 14, 1936; and Patricia Lenore (Mrs.
Lewis Campbell) b. Nov., 13, 1043,

Employed by the Board of Governors of the Federal Reserve System, Wash-
ington, 1D.C. (technical assistant in the Division of Bank Operations, and econo-
mist in the Division of Research and Statistics, assistant chief, Government Se-
curities Section, and assistant to the Chairman of the Board, 1930-46. During
World War II, Kennedy played a key role in Treasury finance,

Joined Continental Illinois National Bank and Trust Company of Chicago,
Bond Department, Oct.,, 1946; elected second vice president, Jan, 9, 1948 vice
president, Jan. 12, 1951, Reslgned as vice president and served as special as-
sistant to the Secretary of the Treasury in Washington, D.C., from Oct. 13, 1953,
to Dec. 9, 1954,

During his Treasury service, Kennedy was responsible for management of the
Federal debt and worked on a number of related Treasury problems.

Returned to Continental Bank and was elected vice president Dec. 10, 1954,
Placed in charge of the Bond Department Jan. 1, 1955. Elected director and
president Nov, 26, 19536, Elected Chairman of the Board of Directors and Chief
Executive Officer Jan. 9, 1959.

During the past 10 years, the bank has grown from $3.1 billion in resources to
more than $6.5 billion. Continental is the'largest bank in Chicago and the Mid-
west, eighth largest in the nation, and fifteenth largest in the world,

Kennedy has expanded the bank’s international banking department in antici-
pation of the great upsurge in Midwestern world trade. T'he bank has more ex-
tensive international banking facilities than any other U.S. bank between the
Atlantie and Pacific coasts. In addition to a large Chicago-based international
banking staft, it has two Edge Act subsidiaries: Continental Bank International
in New York, which has one of the nation’s largest foreign exchange trading op-
erations as well as serving customers using East Coast ports; and Chicago-based
Continental International Finance Corporation, which meets unique overseas
financing problems through loans and equity investments.

The bank has six full-service branches (two in London, and one each in Tokyo,
Osaka, Frankfurt, and Parls) as well as representative offices in Geneva, Madrid,
Brussels, Milan, Caracas, Mexico City, and Manila. Still more overseas branches
and offices are in planning stages. Continental has acquired equity positions in
niore than 20 overseas financial institutions.

During the Kennedy years, the bank has expanded into major money market
operations and is a prime dealer in U.8. securities,

Continental, as a commereial lender, is the largest in Chicago and maintains a
vast correspondent banking network with more than 3,000 other banks. During
the decade, bank staff has expanded from 4,600 to more than 6,600,

Public service activitics: As chairman under Mayor Richard J. Daley of the
highly-successful Mayor's Committee for the Economie and Cultural Development
of Chicago, Kennedy has worked closely with others in the city in Chicago’s
rebuilding. A leader in the business community, Kennedy has been instrumental
in the enlistment of other businessmen in the city’s renaissance. Kennedy has
served since May 11, 1961 as chairman of the executive board of this city-wide
committee. He hay also served as chairman of the New Chicago Foundation,
publisher of “Chicago” magazine ; and as director of the Chicago Foundation for
Cultural Development.

Chicago Central Area Committee, director since Dec., 1957. Civic Federation,
advisory committee, since Jan., 195). Chicago Council on Foreign Relations,
divector since June, 1964. Chicago Community Trust, trustees committee, since
Jan,, 1939, Leadership Council for Metropolitan Opera Communities, councit
since August 19G6; treasurer, appointed Jan. 16, 1967. Chicago Civil Defense
Corps, staff service division, appointed April 1960. Business Committee for the
Arts, founding member, November 1967.

In addition, Kennedy has served ag director of many Chicago charity drives.
He was exccutive committee chairman from Nov. 19, 1965 to Aug. 1, 1066, of the
Citizens Bond Committee for Greater Chicago. He is a former trustee of Presby-
terian-St. Lukes Hospital, elected April 17, 1957, and serving until November 1968.

At the State level, Kennedy has been a member of Governor Kerner's Committee
for Distinguished Forefgn Guests, which was organized in September 1962,

Nationally, Kennedy has rendered valuable service to both Republicans and
Democratic administrations, He is a registered Republican.
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In addition, Kennedy has served as director of many Chicago charity drives.

He was appointed Jan. 1, 1968, to the Federal Advisory Council of the Federal
Reserve System. Committee for Economic Development, trustee, elected May 1964 ;
National Advisory Committee on Government Practices and Policies, appointed
Oct. 4, 1965, by the Comptroller of the Currency; National Public Advisory
Committee on Regional Economice Developient, business subcommittee, appointed
by the Secretary of Commerce, August 1007, for 2-year term; American Foreign
Service Association, associate member, since August 1967 National Committee
for Adlai E. Stevenson Memorial Fund, March 1966 ; Navy League of the United
States, life member, April 1962; Robert A, Taft Institute of Government, ad-
visory committee for formation of memorial fund, February 1960 ; United Settle-
ment Appeal, sponsoring hoard.

'n 1966 Kennedy served 6 months by Treasury appointment on the Federal Ad-
visory Committee on Financial Assets,

In 1967 President Johnson appointed Kennedy chairman of the Commission
on Budgetary Concepts. The commisison’s recommendations weve completely
accepted and have been incorporated totally in (he budgel to be submitted to
Congrexs carly in 1969, Thix “Kennedy Budget” mavks a revolutionary break
with past methods and hopefully will case problems of administration and
finance,

Kennedy has accepted specinl assignments in velaying the U.S. Government's
policiex to flnancial leaders of other nations, e s a member of the Rritish-
American Chamber of Commervee dating back {o December 1901,

Counefl for Latin America: German-Amertean Chamber of Commerce, advisory
council, May 22, 1963 ; Iuternational Enterprise Wellowships, advisory commit-
tee, May 1063; Radio Free Furope Fund, Inc., Dee 2, 1964 Radio New York
Worldwlde, director, Septemboer 1962, e ix a past member of the Frauneo-Ameri-
can Industrial Linison Committee, sinee November 1959,

Kennedy has played an active role in educational affairs. e has been par-
ticularly interested in the growth of the University of Chicago, serving (1063-
66) as chairman of the council on the Graduate School of Business, Ile remains
a trustee of the university, having been elected June 13, 1937, Brigham Young
University, chairman of executive committee, development courcil (established
Jan. 19, 1966) ; DePaul University, board of associates, Oct. 26, 1964 : University
of Illinoly, citizens committee ; George Washington University, trustee, appointed
June 4, 1966.

Kennedy bolds several corporate dircctorships: Abbott Laboratories, April 11,
1957; Adela Investment Co., S.A., Sept. 30, 1904, n member of the executlve com-
mittee and one of the original members of this international flrm for investments
among the developing nations; Commonwealth Edison Company, elected May 19,
1959 Communications Satellite Corporation, Sept, 17, 1064, a director since its
original incorporation and an incorporate (since October 1962) by appoiutment
from President John F. Kennedy; Equitable of Iowa, trustee, elected Jan, 23,
19568 ; International Harvester Company, Nov. 20, 1958: the Pullman Company,
Jan. 22, 1961; Swift and Company, Jan, 25, 1002; United States Gypsum Com-
pany, May 9, 1962,

Long active in banking association work, Kennedy s a leading member of the
American Bankers Association. He was formerly a member and chairman of that
body’s government borrowing committee. This key committee meets regularly in
Washington to advise Federal officlals on financing operations. American Insti-
tute of Banking, trustee of endowment fund of Chicago chapter, May 7. 1962
Association of Reserve City Bankers, elected member, 1957; Chieago Clearing
House Assoclation, chairman, elected Jan. 17, 1907, for a 2-year term,

Brookings Institution, trustee, 1961; Chamber of Commerce of the United
States: Chleago Association of Commerce and Industry. committee on full em-
ployment ; National Industrial Conference Board, Dec. 14, 1961 the Newcomen
Society of North Awerica: the Savings and Profit Shaving Pension Fund of
Sears, Rocbuck & Co. Employees, trustee, elected Sept, 22, 1958 Savings Bonds
programs of Treasury Department, Illinois State advisory committee of U.S.
savings honds division, June 1903: Chicago area industrial savings bonds com-
nmittee, February 1966 : chairnan of the banking industry enmpaign for 1908,

In the past, Kennedy has served many banking committees. Ameriean Bankers
Assoelation, executive counceil, 1960-1965, committee on government lending policy,
subcommittee on debt management of government horrowing committee, commit-
tee on legal reserve requirements, resolutions committee, committee on commercial
bank monograph: Association of Reserve City Bankers, director and treasurer,
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1961-6+4, committee on international banking (1963) : chairman of committee on
investment policies (formerly committee on municipal bond underwriting) (1962-
63), chairman of specinl committee on revenue bonds (1965-66), chairmun of
committee on federal relationships (1958-62) ; American Institute of Banking,
chairman of committee for preparing new textbook on central banking, 1962;
Investment Bankers Association, governmental securities committee, 195557 ;
1linois Bankers Assoclation, council of administration, 1958-80; Federal Reserve
Bank of Chicago, class A director group 1, 1961-63 ; Export-Import Bank of Wash-
ington, advisory committee, 1962-64; Chicago Clearing Iouse Association, vice
<hairman, 1965-67,

Long active in the Mormon Church, Kennedy was until 1960 the I'irst Councilor
in the Chleago Stake Presideney of his church. For several years he also served as
a bishop in Washington, D.C.

IIe is member of Nauvoo Restoration, Ine., and served a two-year mission in
Great Britain before he graduated from college.

Kennedy has said that “it is hard to evaluate the part religion has played in
my business life. Belief in God makes one more interested in others and their
problems, To help others, to learn, to grow in life—these are the important
things.”

Social memberships: Illinois St. Andrews Soclety, life member, since 1063 ;
Union League Club; University Club; Old Elm Club; Glen View Club; Chicago
Cluby; Attie Club; Mid-America Club; Executive Club; Commerclal Club, presi-
dent, May 1966 to May 1967 ; Bankers Club ; Economice Club,

Honors: Honorary degrees: Brighmum Young University, honorary doctor of

lnws degree, June 3, 1960 ; Roosevelt University, honorary doctor of laws degree,
June 13, 1904; George Washington University, honorary doctor of laws degree,
June ¢, 1965 ; TLinke Forest College, honorary degree in humane letters, June 10,
1067,
Other awards from educational groups : George Washington University Alumui
Assoclation, 1963 Alumni Achievement Award, June 5, 1903 ; Ilarvard Business
School Assoclation of Chicago, 1965 Business Statesmanship Award, May 10,
1965 Loyola University of (‘hieago, Founders Day Award, Oct. 31, 1066 ; Univer-
sity of Utah College of Business, Meritorious Achievement in the Ficld of Busi-
ness Award, May 19, 1907; Brigham Young University, Ernest L. Wilkinson
Medal for extraordinary service to BYU, May 20, 1967.

Miscellaneous honors: Illinels Society of Certified Public Accountants, 1963
Public Information Award, June 11, 19063 : Junior Chamber of Commerce, Man
of the Year Award, March 26, 1963 ; Chicago Chapter of the Iublic Relations So-
clety of Amerien, Community Service Award, Nov. 30, 1964; American Market-
ing Associntion, Marketing Man of the Year Award, Jan. 15, 1965 ; Junior Asso-
ciation of Commerce and Industry, nominated for Man of the Year Award in the
fleld of commerce and industry, April 27, 1965: Banking Division of Greater
Chicago Committee for State of Isracl Bonds, testimonial banquet, Sept. 21, 1960;
Illinois St. Andrews Society, Distinguished Citizens Award, Dce. 3, 1066: Amer-
ican Statistical Association, Decision Maker of the Year, March 29, 1068 ; Del’aul
University, 8t, Vincent Del’aul Medal, April 26, 1068,

Mr. Kexwrepy. Thank you very much,

I have indicated to you that 1f T am appointed, I shall resign from

all the boards of directors and business afliliations that T have. I shall
also resign from the Continental Bank and all of its subsidiavies as
well as disassociate myself from my various nonbusiness relationships
that might consume time, at least, so that I could devote my entire time
and energy to the task at hand.
. Thave, as you have indicated, looked into the statutes on conflict of
interest and had my counsel take a look to see if T would be in com-
pliance. I have been told by counsel, Mayer, Friedlich, Spiess, Tierney,
Brown and Platt of Chicago, that the proposed arrangements that we
are J.m\kmg will comply with not only the letter of the law but with the
spirit of it.

The Cuamaran, That’s fine. At this point in the record let us publish
o memorandum prepared by the stafl’ desevibing and citing the basic

23-602-- 60-~—2
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conilic;s of interest statutes. :\lso, let us publish the letter from your
counsel,
(The letter and staff memorandum follow:)

MAYER, FRIEDLICIH, SPIESS, TIERNEY, BROWN & Pr.ATT,
Chicago, I, Januury 10, 1969,
My, Davio M. KENNEDY,
Northficld, Il

DEeEAR Mir. KENNEDY : You have furnished us with a copy of a letter dated Janu-
ary 10, 1969, and the “Confidential Statement of Employment and Financial
Interests”, as of December 31, 1968, which you intend to furnish to Senator
Russell B, Long, Chairman of the Senate Finance Committee, in conneetion with
the contemplated hearings on the question of your contirmation as Secrotary of
the Treasury.

You have requested our opinion whether, in the light of facts set out in that
letter and Confidential Statement, your assumption of the office of Secreury of
the Treasury (upon being duly appointed to the office by the President of the
United States and such appointment being confirmed by the Senate) will result
in a violation of any of the provisions of Section 1003 of Title 31, Section 208
of Mitle 18, or Section 7214(h) of Title 26, of the United States Code.

On the basis of the facts set forth In the above-mentioned letter to Senator
Long and such Confidentinal Statement, we are of opinion that, upon your as-
sumption of the oflice of Seeretary of the Treasury, you will be in compliance
with the letter and spirit of Section 209 of Title 18 and Section 1003 of Title
31 of the Code. Although Section 7214(b) of Title 26 of the Code does not, in our
opinion, apply to the Secretary of the Treasury, even if it were applicable to
him, we helieve that the section is, nevertheless, not applieable to a person whose
only interest in the manufacture of tobacco, snuff or clgarettes, or the production
rectification or redistillation of distilled spirity, is through the holding of a
comparatively small common stock interest in a corporation which might be
engaged in such manufacture, production, rectification or distillation. See 36
Opinions of the Attorney General 12,18 (April 18, 1929).

We call your attention to the fact that, after your assumption of the oftice of
Secretary of the 1'reasury, you will remain subject to the provisions of Section
209 of Title 18 and Section 1003 of Title 31 of the Code. So long as the facts, set
forth in your letter to Senator Long, are unchanged, however, you will, in our
opinion, continue to be in compliance with the provisions of the two last men-
tioned statiuites, In addition to these statutes, you will, upon assumption of office,
also ¢ subject to Sections 208, 205, 208, 211 and 219 of Title 18 of the Code,
among other statutes.

In the day-to-day administration of the office of Secretary of the Treasury,
Section 208 of Title 18 will be the statute which will be principally applicable to
you. In substance, Section 208(a) provides that the Secretary of the Treasury
(as an officer or employee of the Executive Branch of the United States Govern-
ment) may not participate, personally and substantially as a government officer
or employee, through decision, approval, disapproval, recommendation, the ren-
dering of advice, investigation or otherwise, in a judicial or other proceeding,
application, request for a ruling or other determination, contract, claim, contro-
versy, charge, acquisition, arrest or other public matter in which, to your
knowledge, you, your wife or any minor child, or any organization with which
you may be negotiating for any arrangement concerning prospective employment,
has a financial interest, Section 208 (b), however, provides that the foregoing pro-
hibitions will not apply (1) if you first advise the President of the nature and
circumstances of the matter in question and make full disclosure of any financial
interest you may have, and receive in advance a written determination by the
President that that interest is not so substantial as to be deemed likely to affect
the integrity of the services which the Government may expect from you, or (ii)
if, by federal rule or regulation published in the Federal Register, the financial
interest in question has been exempted from the requirements of Section 208
as being too remote or too inconsequential to affect the integrity of your services.

We also call your attention to Executive Order No, 11222, published on May 8,
1965, in 30 Federal Register 6469 and entitled “Standards of Ethical Conduct for
Government Officlals and Employees”, Although the reporting requirements of
that Executive Order, apparently, do not apply to any member of the Cabinet,
tl;g standards of conduct set out in the Order are applicable to any Government
oiicer.

Very truly yours,
HERBERT A, FRIEDLICH,



7
CONFLICES OF INTEREST

[Prepared by the staff of the Committee on Finance]

The general conflicts of intevest statutes govern'ng the conduct of federal of-
ficials and employees are coditied in Title 18 of the United States Code at Chup-
ter 11, These provisions reflect the law as it was amended by Publie Law 87—
849, 76 Stat 1119, approved October 23, 1962, In addition to these general pro-
visions there are several more specifie statutes directed at the oflice of Secretary
of the Treasury.

Summary of General Conflicts of Intcrest Statutes.—The following is an ex-
cerpt from a legal memorandum prepared January 28, 1903, by the Atiorney
General explaining the conflicts of interest statute:

“SUMMARY OF THE MAIN CONFLICT OF INTEREST PROVISIONS OF PUBLIC LAW 7344

“A regular offcer or employce of the Government—that ig, one appointed or
employed to xerve morve than 130 days in any period of 363 days-—is in general
subject to the following major prohihitions (the citations are to the new sections
of Title 18) :

“1. He may not, except in the discharge of his official duties, represent any-
one else before a court or Government agency in a manner in which the United
States is a party or has an interest. This prohibition applies both to pald and
unpaid representation of another (18 U.8.C. 203 and 203).

“2, He wmay not participate in his governmental capacity in any matter in which
he, his spouse, minor child, outside business associate or person with whom he
is negotinting for employment has a financlal interest (18 U.N.C. 208).

“3. IIe may not, after his Government employment has ended, represent any-
one other thau the United States in connection with a matter in which the United
States is a party or has an interest and in which he participated personally and
substantially for the Government (18 U.8.C. 207(a) ).

“4, Ile may not, for 1 year after his Government employment has ended,
represent anyone other than the United States in connection with a matter in
which the United States is a party or has an interest and which was within
the boundaries of his official responsibilities during the last year of his Govern-
ment service (18 U.S.C. 207 (b)). This temporary restraint of course gives way
to the permanent restraint described in paragraph 3 if the matter is one in
which he participated personally and substantially.

“5. 1le may not recelive any salary, or supplementation of his Government
salary, from a private source as compensation for his services to the Government
(18 U.S.C. 209).”

Title 18 U.S8.C., Sec. 219.—Subsequent to the enactment of the foregoing pro-
visions, a new Scc. 219 was added to the conflict of interest statutes, This new
section makes it unlawful for any officer or employee of the United States (or
of the District of Columbia) to act as an agent of a foreign principal required
to register under the Forelgn Agents Registration Act of 1938 as amended.

Summary of Conflicts of Interests Statutes Dirccted to Officers and Employers
of the Treasury Dcpartment

Title 6 U.8.0., Sec. 243; Title $1 U.8.C., Bec. 1603.—These provisions are iden-
tical. They make it unlawful for the Secretary of the Treasury to—
(@) carry on the business of trade or commerce;
(b) beowner in whole or in part of any sea vessel ;
(0) purchase by himself (or by another in trust for him) any public lands
or ?;)y {))ublic propeé-ty;
e concerned at the purchase or disposal of any public securities of
any State or of the United States; and P vr 80
(e) take any emolument or gain for negotiating or transacting any busi-
ness in the Treasury Department, other than what shall be allowed by law.

Title 18 U.8.C., Seo. 1901 —This provision makes it unlawful for an officer of
the United States concerned in the collection or dispersement of the revenues
thereof to carry on any trade or business in the funds or debts of the United
States, or of any State, or in any public property of efther.

Title 26 U.8.0., Sec. 1214 (b).~This provision requires the dismissal from
office and the imposition of a fine on. any Internal Revenue officer or employee
interested, directly or indirectly, in the manufacture of tobacco, snuff, or ciga-
rettes, or in the production, rectification, or redistillation of distilled spirits.
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Text of Gencral Conflicts of Intcrest Statutes.—'The following text refleets the
principal substance of the statute involved. Subsequent portions of these statutes
may make the offense inapplicable in certain specifically deseribed xituations,

SEc. 203. “COMPENSATION TO MEMBERS OF CONGRESS, OFFICERS, AND OTHERS IN
MATTERS AFFECTING THE GOVERNMENT.

“(a) Whoever, otherwise than as provided by law for the proper discharge
0f ofticinl dutles, directly or indirectly recelves or agrees to recelve, or asks, de-
mands, solicits, or secks, any compensation for any services rendered or to be
rendered either by himself or another—

L L ] L ] * ] : » »

“(2) at a time when he Is an oficer or employee of the United States in
the executive, legislative, or judicial branch of the Government, or in any
agency of the United States, including the Dlstrict of Columbia, in relation
to any proceeding, application, request for a ruling or other determination,
contract, claim, controversy, charge accusation, arrest, or other particular
matter in which the United States is a party or has a direet and substantial
interest, before any department, ageney, court-martinl, officer, or any ecivil,
military, or naval commission, or

“(b) Whoever, knowingly, otherwixe than ax provided by law for the proper
discharge of offfefal duties, directly or lndirectly gives, promises, or offers any
compensation for any such services rendered or to be rendered at a time when the
person to whom the compensation is given, promised, or offered, is or was such
a Member, Commissioner, officer, or employee—

#Shall be fined not more than $10,000 or imprisoned for not more than two
years, or both: and shall be inecapable of holding any office of honor, trust, or
profit under the United States.”

SEC. 203, “ACTIVITIES OF OQFFICERS AND IIMPLOYEES IN (LATMS AGAINST AND
OTHER MATTERS AFFECTING THIE GOVERNMENT,

“Whoever, being an officer or employee of the United States in the exceutive,
legislative, or judicial branch of the Government or in any ageney of the United
States, including the District of Columbla, otherwise than in the proper dis-
charge of his official duties—

“(1)' acts as agent or attorney for prosccuting any claim against the
Inlted States, or recelves any gratuity, or any sharve of or interest in any
steh elaim in consideration of assistance in the prosecution of such claim, or

“(2) acts as agent or attorney for anyone hefore any department, ageney,
court, court-martial, officer, or any civil, military, or naval commission in
connection with any proceeding, application, request for a ruling or other
determination, contract, claim, controversy, charge, accusation, arrest, or
other particular matter in which the United States Is a party or has a direct
and substantial interest-—

“Shall be fined not more than $10,000 or imprisoned for not more than two years,
or both.”

SEC. 208, “AcT8 AFFECTING A PERSONAL FINANCIAL INTEREST.

“(a) Except as permlitted by subsection (b) hereof, whoever, being an officer
or employee of the executive branch of the United States Government, or any
independent agency of the United States, or of the District of Colmmbia, includ-
ing a special Government employee, participates personally and substantially
as a Government officer or cmployee through decision, approval, disapproval,
recommendation, the rendering of advice, investigation, or otherwise, in a judicial
or other proceeding, application, request for a ruling or other determination,
contract, claim, controversy, charge, accusation, arrest, or other particular
matter in which, to his knowledge, he, his spouse, minor child, partner, orga-
pization in which he is serving as officer, director, trustee, partner or employee,
or any person or organization with whom he is negotiating or has any arrange-
ment concerning prospectlve employment, has a financial interest—

“Shall be fined not more than $10,000, or imprisoned not more than two years,
or both.”

(Subsection (b) makes the preceding provision inapplicable if the officer
involved has received in advance a written determination made by the Govern-
ment official responsible for the appointment to his position that the interest is
not so substantial as to be determined likely to affect the integrity of the services
which the Government may expect from such officer or employee.)

SEC. 209. SALARY OF GOVERNMENT OFFICIALS AND FIMPLOYELS IPAYABLE ONLY BY
UNITED STATES.
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“(a) Whoever receives any salary, or any contribution to or supplementatjon
of salary, as compensation for his services as an officer or employee of the
executive branch of the United States Government, of any independent agency
of the United States, or of the District of Columbia, from any source other than
the Government of the United States, except as may be contributed out of the
treasury of uny State, county, or municipality ; or

“Whoever, whether an individual, partnership, assoclation, corporation, or
other orgnnization pays, or makes any contribution to, or in any way supplements
the salary of, any such officer or employee under circumstances which would make
its receipt a violation of this subsection—

“Shall be fined ot more than $5,000 or imprisoned not more than one year, or
both.”

SEC. 211, “ACCEPTANCE OR ROLICITATION TO ORTAIN APPOINTIVE PUBLIC OFFICE.

“Whoever solicits or receives, either as a politieal contribution, or for personal
cmolument, any money or thing of value, in consideration of the promise of
support or use of Influence in obtaining for any person any appointive oflice or
place under the United States, xhall be fined not more than $1,000 or imprisoned
not more than one year, or both,

“Whoover solicits or reeelves any thing of value in consideration of alding a
person to obtain employment under the United States elther hy referring his
name to an executive department or agency of the United States or by rvequiring
the payment of a fee because such person has seeured such employment shall be
tined not more than $1,000, or imprisoned not more than one year, or hoth, Thix
section shall not apply to such services rendered by an employment ageuey
pursuant to the written request of an executive department or ageney of the
United States,” . .

Sec. 219, “OFFICERS AND IEMPLOYEES ACTING A8 AGENTS OF FOREIGN PRINCIPALS,

“Whooever, heing an ofiicer or employee of the United States in the exceutive,
legislative, or judicial branch of the Government or in any agency of the
United States, including the Distriet of Columbin, 18 or acts ax an agent of a
foreign principal vequired to register under the Foreign Agents Registration
Act of 1938, as amended, shall be tined not more than $10,000 or mprisoned
for not more than two years, or hoth,"”

Tert of Conflicts of Interests Statutes Divected to Officers and Employcrs of
the T'reasury Departinent

Title 5 UN.C., Sec. 243y Title 31 U.8.0., Sce. 1003.~-No person appointed
to the office of Secretary of the Treasury, or Treasurer shall directly or indirectly
be concerned or interested in carrying on the business of trade or commerce,
or be owner in whole or In part of any sca vessel, or purchase by himself or
another in trust for him, any public lands or other public property, or he con-
cerned in the purchase or disposal of any publie securities of any State, or of
the Unlted States, or take or apply to his own use any emolument or gain for
negotinting or transacting any business in the T'reasury Department, other
than what shall be allowed by law; and every person who offends against any
of the prohibitions of this section shall be deemed guilty of a high misdemeanor
and forfeit to the United States the penalty of three thousand dollars, and
shall upon conviction be removed from office, and forever thereafter be incapable
of holding any office under the United States; and if any other person than a
public prosecutor shall give information of any such offense, upon which a
prosecution and conviction shall be had, one-half the aforesaid penalty of three
thousand dollars, when recovered, shall be for the use of the person giving
such information.”

Title 18 U.8.C., Sce. 1901.—Collecting or Disbursing Officer Trading in Public
Property.

“Whoever, being an officer of the United States concerned in the collection or
the disbursement of the revenues thereof, carries on any trade or business in the
funds or debts of the United States, or of any State, or in any public property of
cither, shall be fined not more than $3,000 or imprisoned not more than one year,
or hoth; and shall be removed from office, and be incapable of holding any office
under the United States.”

Title 26 U.8.C., Sce. 7214(b) —"Interest of Internal Revenue Officer or Em-
ployee in Tobacco or Liquor Production,.-—

“Any internal revenue officer or employee interested, directly or indirectly,
in the manufacture of tobacco, snuff, or cigarettes, or in the production,
rectification, or redistillation of distilleq spirits, shall be dismissed from
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office; and each such officer or employee so interested in any such manufac-
ture or production, rectification, or redistillation or production of fermented
liquors shall be fined not more than $5,000.”

The Cnarrman. Mr. Kennedy, you have provided us with a rather
extensive statement of your assets, in addition to what you propose to
do about them as advised by counsel.

Now, while this is confidential, it will be available to each member
of the committee, although it is not for public distribution. I would
think that perhaps it might be well for you to state generally, because
the press will be interested in this and so will the Nation generally, how
you propose to handle any potential conflict of interest that might
appear based on the statutes that exist on the books today ?

Mr. Kexneoy. Each of the members of this committee are entitled
to and, I think, now have this information. I would expect and hope
that it would be confidential. But in general, as you have indicated, I
own stock, not a large amount in any company in relation to its capital
resources. That stock, together with Continental Bank stock that I
own, will be placed in a trust over which I will have no say during my
tenure in government. The investment of the funds as well as my
income tax return, and so on, will be prepared by the trust, and they
will report to me only the net income that they make on the trust.

1 have insurance which will continue after retirement from the bank
on which I will pay the normal amount. It is according to the plan
that the bank has set up for officers and employees, and I would expect
to continue to carry that insurance for coverage of my family.

I also have profit sharing in the Continental Bank, some of which is
in C'ontinental Bank stock, I think about 26 percent of it, and that will
he paid out to me and go into the trust. I believe that the date the
amount. will be paid will be the middle of March, although the termi-
nation is now, and I have no say over it. So I think that will take care
of the profit sharing. And the hoard of directors gave a separation
allowance to me which will not be paid to me during my tenure in the
Giovernment but will vest after termination from service in the
(Giovernment.

The Cuamrman. I was somewhat dismayed to discover that you felt
that it would be necessary to reduce the retirement benefits that you
would otherwise earn in your present employment in order to take this
job. Do I understand that to be the case?

Mr. Kexxepy. That is the case, Senator. But that is according to
our pension plan, and T will be taking my retirement early so there
will be an actuarial cutback in my retirement allowance, That T am
prepared to accept.

The Ciiamrmax, Thanks very much.

T would suggest that members limit themselves to 10 minutes on
their first questions of the Secretary so each member might have a
chance to participate in the beginning. Thereafter each member may
speak as long as he cares to.

Senator Dirksen. Mr. Chairman, first Secretary Kennedy, since he
comes from Chicago, and I have to go to Judiciary, I wish the com-
mittee would indulge me for a few minutes. -

The Caairvman., Without objection, we will be happy to do that,

Senator.
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Senator Dirksen. We regard him as one of our most distinguished
citizens. But I was surprised, and I haven’t known this in all the time
I knew him, that with that name Kennedy he was a member of the
Mormon Church, and he is a devout and active Mormon. It bothered
me a little, because here is a Mormon named Wallace Bennett on this
committee, who does a powerful job, I must say, and here is Willard
Marriott running the downtown inaugural show, and here is George
Romney, who pops into the Cabinet and he is an active Mormon, and
it gave me some concern as to when the Mormons would want to take
over. [Laughter.]

Mr. Kennedy, I am delighted, and I am delighted at that one para-
graph in your statement which reads as follows: “Long active in the
Mormon Church, Kennedy was until 1966 the first councilor in the
Chicago stake presidency of his church. For several years he also
served as a bishop in Washington, D.C.

“He is a member of Nauvou Restoration, Inc.,” and I think that is a
great undertaking that the church is doing down in Nauvou, Ill, in
restoring some of those old buildings because of their historic value,
and because of what happened in that area that occasioned the long
trek to the Salt Lake City area.

He served a 2-year mission in Great Britain and before he graduated
from college and that, I guess, is in conformity with what the church
1'e<}uires of its young people. )

{ennedy has said that “it is hard to evaluate the part religion has
played in my business life. Belief in God makes one more interested
1n others and their problems. To help others, to learn, to grow in life—
these are the important things.”

I am very happy about that. I have carried on a tour de force with
the Supreme Court for a long time and, God willing and if I have
got energy, and I amn alive, sometime early this session that amend-
ment to permit prayer in the public schoofs of this country is going
back before the Senate for a vote, and I am glad to see you down in the
Treasury Department because I regard you as a valued ally against
the Court. That isall T have to say.

[Applause.]

My, Kennepy. Thank you very much, Senator Dirksen.

The Cratraan. Senator Anderson?

Senator ANpERsON. There has been quite a little discussion about in-
terest rates recently. We are now paying 7 percent, I understand. Is
that the highest it has ever been down at the Treasury or the highest
since the Civil War?

Mr. Kenvepy. As Senator Long indicated, they are at a historic
high level. They have risen sharply. We have had an inflationary situ-
ation, as you know, and a rather tight money situation, and the demand
]for lcredit has outbid the supply, so interest rates have gone to a high
evel. :

Senator ANpersoN. Do you regard this 7 percent as a final figure or
is it on its way to still higher levels?

Mr. Kennepy. Senator, I think it all depends on the supply and de-
mand factors in the money market and also the control that is effected
on the economy to bring inflation under control.

As a borrower of large money, if I am confirmed, rather than a
lender, I would welcome the time when we could go into a market where
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it would be a little easier to float Treasury securities and get a little

better rate. . .
Senator AnpErsoN. Do you feel there is any danger in the 7-percent

rate?

Mr. Kennepy. In the present climate I see none.

Senator ANpErsoN. I don’t think T have any further questions.

The CHAIRMAN. Senator Bennett ¢

Senator BEnNErT. Mr, Chairman, Mr. Kennedy is another example
of Utah’s chief and most valuable exports, We have a very high birth
rate and a rapid population growth in those young years. We partially
educate them and then we send them east and west to finish their edu-
cation and establish their carcers. Qccasionally some of them come
back. But I think we have no more brilliant example of the value of
such exports as David Kennedy who is here today.

He was born in a little town about as far off the railroad as you can
get, it is in Randolph, Utah, Rich County, but the county is named for
a man and not its financial status. It is cattle country, still is, pioncer
country, and when a man like David Kennedy comes out of it and
achieves the position he has on the basis of his ability, we are very
proud of him,

I am grateful to Senator Dirksen for pointing out his Mormon an-
cestry, and I think David and I would be very happy to remind the
Senator that the doors are open, and we will welcome him any time.

[Laughter.]

I am delighted that a man with the characteristics and the ability
of David Kennedy has been given this great responsibility in this time
of great need, and I am sure the people of the United States will be
just as proud of him as he carries out his functions, as we are in Utah.

Mr. Kennepy. Thank you, Senator Bennett,

Senator BENNETT. Mr, Chairman, I would like to offer for the record,
my rather formal statement on Mr, Kennedy’s nomination.

The Cramrman, We will be happy to include that.

(Senator Bennett’s statement follows:)

STATEMENT BY SENATOR WALLACE F. BENNETT AT THE NOMINATION OF
Davip M. Kennepy To Br Secrerary oF THE TREASURY

David M. Kennedy was born in Randolph, Utah, of rugged pioneer
ancestry. He was educated in Utah public schools and achieved his col-
lege degrees—A.B., LL. B. and M.A.—at George Washington Univer-
sity. His rigorous training and background have served him well in
both banking and Government circles, He is, in my opinion, the most
qualified man in the country to undertake the arduous task of Secretary
of the Treasury.

Mr. Kennedy has made the $6.6 billion Continental Illinois National
Bank & Trust Co., the country’s eighth largest bank, one of the most
dynamic financial institutions in the country. Continental was the first
Midwest bank to enter the international markets on a major scale,
with the establishment of several overseas branches. Mr. Kennedy has
taken personal interest in this international development. He under-
stands international economics and can be counted on to make an ag-
gressive effort to bring our chronic balance-of-payments situation un-
der control. To illustrate his interest in the matter, he made the fol-
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lowing comment in a speech a year ago: “Failure to get the balance
of payments into better shape will sharply increase the likelithood of a
much greater sacrifice: a breakdown of the international monetary
mechanism, the decline of the dollar as the world’s major reserve cur-
rency, and possibly prolonged stagnation in world trade and economic
growth.” OQbviously, we can rely on Mr. David Kennedy to take a firm
hand in correcting this chronic, gnawing problem,

I suppose that Mr. Kennedy’s most outstanding recent accomplish-
ment was his work as Chairman of President Johnson’s Commission
on Budget Concepts. In this capacity, he led a top-level committee in
the development of a series of strong and virtually unanimous recom-
mendations for simplification and unification of the budget. Most of
the recommendations of this Commission, which made its report on
‘October 10, 1967, were adopted in the 1969 Federal budget, issued in
January 1968,

The most significant recommendation was for a unified budget in-
stead of the three different forms that had been used in times past. In
completing this study, Mr. Kennedy worked closely with members of
both political parties and I think I can say without contradiction that
the Democrats serving on the Commission were just as impressed with
his performance as were the Republicans. :

Mr. Kennedy began his professional career with the Board of Gov-
ernors of the Federal Reserve System in Washington in 1930 where he
served first as an economist, later as an assistant chief of the Govern-
ment Securities Section, and finally as assistant to the Chairman of
the Board. After 16 years of distinguished serviee at the Federal
Reserve, Mr. Kennedy joined the Continental Illinois Bank in 1946,
where he advanced steadily through the ranks to the position of chief
-executive officer and chairman of the board in 1959. During a year’s
leave from the bank in 1953-54, Mr. Kennedy served as Assistant to
the Secretary of the Treasury.

Mr. Kennedy has served on several key blue-ribbon committees of
the American Bankers Association and in these capacities has per-
formed vital services to banking and to the Government. As a member
:and former chairman of the ABA. Government Borrowing Committee,
for example, he has advised the U.S. Treasury Department on general
«conditions in the Government securities market and related markets,
and has offered advice, when requested by the Secretary of the Treas-
ur%, on other matters with respect to prospective Treasury financing.

avid Kennedy is extremely active in civic and public affairs, serv-
ing as a member of several key councils and committees, including the
Federal Advisory Council of the Federal Reserve System, the Commit-
tee for Economic Development, the National Advisory Committee on
‘Government Practices and Policies, the National P}:nblic Advisory
‘Committee on Regional Economic Development, the American Foreign
Service Association, the U.S. Chamber of Commerce and several for-
-eign chambers of commerce, a trustee of the Brookings Institution, and
on the board of directors of several American industrial corporations,

Mr. Kennedy’s bank, under his ieadership, is in the forefront in his
community in participation in urban affairs and the problems of our
«cities. That participation includes both financing and management
talent. Mr. Kennedy would undoubtedly bring to the Treasury the
same receptive attitude to community needs as he had at the Continen-
tal Illinois Bank.
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Mr, Kennedy’s mild outward manner, and his kindness and respect
for others and their views, should not be taken to mean that he is by
any means a pushover or a softy. He is clear thinking and hardheaded,
yet aman who is cooperative and a good team worker.,

His international activities and contucts have gained him high re-
gard and respect by foreign financial and business leaders, This will be
a vital asset to the United States, After all, confidence in the leadership
of the American Government is probably one of the key factors in
preserving the soundness of the dollar. Mr. Kennedy, like his dis-
tinguished predecessor 1lenry Fowler, will be able to work with other
nations, to command their respect, as well as the respect of government
leaders at all levels here at home. I have no doubt but what Mr, David
Kennedy will go down in history as one of the greatest Secretaries of
the Treasury this country has ever had.

1 count him as one of my best friends, but. my recommendation to
this committee is not based on personal friendship. It is based on high
intelligence, an outstanding e«\ucution, practical business experience,
distinguished Government service, and, most important, a loftiness of
character which will make David Keunedy one of our most valuable
Government assets,

The CitamrMan, Senator Talmmadge.

Senator TauMapge. Thank you, Mr. Chairman.

Mr, Kennedy, I didn’t know whether to congratulate you or sym-
pathize with you in your new assignment. I regard the Secretary of
Treasury position particularly in the critical time that you face as
the second most important assignment in our Nation, second only to
the Presidency itself. .

Do you have any views or recommendations or suggestions as to
how we can stop this inflationary spiral which I believe was 4.7 percent
last year?

Mr. Kennepy. Yes, Senator, I think it is important that we have
suggestions and a program, and I think that it is a first order of
business.

We had, as you well know, a very substantial deficit a year ago
Fortunately this year the deficit hopefully will disappear and hope-
fully next year as well. ,

We must maintain a very tight budget situation, and I think a.
very restrictive monetary policy in this climate otherwise our balance
of puyments and our whole domestic economy will be in serious trouble.

enator Tarmapae. That was the second question I wanted to ask
you. If my memory serves me correctly we have had a deficit on our
balance of payments now every year except one in the last 12 or 13
years, and ‘that was in the Suvez crisis of 1956, What are your recom-
mendations and what are your views about correcting this deficit on
our balance of payments?

Mr. Kennepy. As you have indicated, we have had & chronic im-
balance in our payments, Sometimes it has been very large. We have
had to ask our friends abroad to carry funds over here in various
ways.

On paper, at least now, the balance of pnyments looks better, but
basically our trade figures are not good. There has been a gradual
and continuous deterioration which again is a reflection of the infla-
tionary conditions, in part, here. T think that we must increase our
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favorable trade balance. At the same time we will be working on other
facets of the balance-of-payments problem. . .

Senator Taraapee. I think some $3 or $4 billion have come into
the stock market primarily from Europe in 1968, Of course, that was
during a rising market. Now, we have a falling market. That money
can flee as fast as it came over here, and that. would malke the balance-
of-payments situation far more serious than it is if this money is
withdrawn from the market. )

Mr. KennEepy. You are precisely right, Senator. The improvement
we have had has been in the investment money that has come into this
country in part because of troubles abroad, the Czechoslovakian in-
cident, the Ifrench problem. If it comes in, it can go back.

Senator TarLmapee. You mentioned a moment ago we will have to
increase our exports, and 1 heartily agree with that, It looks as if
every time we meet with the foreigners to make a deal on trade we
come out second best. They always come up with some gimmick like
variable taxes and quotas which forestall our exports, As a matter of
fact, it has reached the point where I think our imports, including
subsidized imports, are actually greater than our exports. I think our
foreign trade policy needs some review. Imports of steels and textiles
particularly are unfavorable to this country. I believe the deficit on
textiles alone now is about 1 billion a year. We are supposed to have
agreements but apparenty they haven’t been enforced very well. Do
you think those laws should be enforced, that we should look at that
more critically ?

Mr, Kenngevy. In that field, Senator, we must take a look at every
item in every category. I have already been in conversation with the
earlier groups that have been working on it, getting background in-
formation. At an early date I will be talking to Secretary Stans of the
Commerce Department to see what we can do shortly in that field.

Senator TaLymance. Do you have any views that you are ready to
announce or does the new administration have any views as to whether
they will recommend the extension of the surtax$

Mr. KenNepy. As I understand, the President is coming out with
his budget this evening in his state of the Union message. I had no
hand in the preparation of that budget, and I haven’t seen the detailed
figures, When it is out, we will examine it very carefully. I think it is
important that we have a very tight budget on the expenditure side,
and we have enough revenues to produce a reasonable surplus in the
present economic climate. R

. Now, I feel that the surtax should be ended at the earliest possible
time consistent with budgetary conditions, the economic situation,
and, of course, the end of the war in Vietnam, which we all hope for
and pray for. This would give us, I think, what we nced. So it 1s. tied
to all of those considerations in my own opinion. ,

Senator Tarmanar. If the surtax is not extended or if it is reduced
what are we going to do about the debt limit ¢
. Mr. Kennepy. T suspect that we can get by on the statutory debt
limit until about the fall of this year. We will be knocking on the door
of Congress, as I look at the figure, sometime September, October. We
may have a tight squeeze at the Treasury near tj\e end of June. But I
am not prepaved at this time to say whether we have to come up in June
or in the fall,

Senator Tarmavar. Thank you, Mr. Secretary.
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as big as its advance in the past year, “Things are slowing down,” says an execu-
tive, although he ndds that flare-ups of the Hong Kong flu have made the con*
sumer temperature unusually hard to take lately.

TO0 MANY NEW OCARS

The auto industry’s record 1,435,000-unit stock of unsold cars looks “a little
high” in relation to the sales potential, concedes a generally optimistic auto
executive. “There are a lot of people who don’t really need a new car now,” he
says, fretting that the spreading increase in instalment finance charges will dis-
courage some of them from buying during the peak spring sales season.,

At least a few bankers, too, are starting to echo the reserve boards concern.
The first wasg Tilford G. Gaines, vice president and economist of Manufacturers
Hanover Trust Co., who cautioned that “business behavior and consumer behavior
are on a collision course” that could result in a recession. “Iet’s hope,” says a
Washington planner, “that a lot more bankers will tell thelr customers the same
thing when they come in for lonns.”

Even among the most bullish of Johnson Administration officials, there’s some
apprehension about business investment plans, While it is “much too early for
alarm,” says Asgistant Commerce Secretary William . Chartener, he calls the
riso in business capital outlays “seemingly premature” and cautions that there's
“sporadic evidence of too rapid a buildup of inventory.” If retail sales “should
begin to flag at a time when business expectations are beginning to soar,” he says,
“the result could be a guite unwelcome letdown.”

PASSING THE PEAK

Indeed, some analysts in the capital contend that consumer demand has already
passed its peak for a while, One says “retail sales really haven't done anything
since August,” when they reached a record $29.04 billion on a seasonally adjusted
baxis. The Cominerce Department initially billed November's total as a new
record, but this was scaled down to a subrecord level when more data came
along. December's decline of 29 may herald more extended sluggishness.

Even allowing for the likelihood that the sales-damping effects of the flu will
fade, most ofticials still figure on a marked moderation of consumer spending in
these early months of 1969. Paychecks have already been pinched by the Jan, 1
increase in the Social Security tax rate to 4.89, from 4.4%, estimated as slicing
oftf some $1.5 billion at an annual rate from private purchasing power. And
since the 109 surtax was retronctive to last April 1 and withholding started only
in mid-July, officials are figuring that many families will have to make large
lump-sum tax settlements by April 15.

In the next few months, officials say, many families will also be well past the
point at which they can handily support their gpending habits by taking on new
installment debt and dipping into savings accounts. Thus, they figure, much of the
consumer buying restraint they originally expected to show up last summer, soon
after passage of the surtax, will only begin to be felt now. Moreover, they note,
some private surveys show that consumers are beginning to balk at rapidly rising
prices,

Senator Harrke. I wonder if you would care to comment on that
situation? . )

Mr, Kennepy. I think there has been very strong pressure by baild-
ing of plant and equipment with modernization in keeping up the costs
of our major corporations, I don'’t believe that the small business or
the smaller concern is denied credit. I think they do get credit, and in
many cases they get the prime rate. But I would disagree with you,
Senator, on the assertion that the small businessman is not able to get
credit in today’s circumstances.

It seems to me that the inflationary pressures we have had have
caused corporations to look ahead and modernize very fast. There will
have to be some slowdown in that if we are to bring this into balance.

Senator Hartke. But the anticipated doubling of the plant, expendi-
tures’ rate indicates that business corporations are betting on inflation,
isn't that true?
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Mr, Kennepy, I think when we have had a period of 2 or 3 years
olf1 ingreasing prices, they tend to bet on future inflation, and they go
ahead. :

Senator Harrke. In your opinion will this factor as well as the
other factors in the money market cause interest rates to go even higher
than they are today ? In other words, do you think we have reached a
peak in interest rates?

Mr. Kennepy. I don’t believe I am prepared to say that we have or
we have not. I would hope that we have. I think it is more a question of
availability of credit than interest rates. I know of the problem of the
banks in getting funds for their lending activities. They have gone u
very shargly, and normally they don’t continue to go ulp. They reac]
a peak and then level there. I would hope that they would level at this
point and not go higher. ‘ .

Senator HarTke. Another question, Mr. Kennedy. During the cam-
aign, Mr. Nixon called for an end to the mandatory restrictions on
oreign investments which were igposed throu%]h Executive order by

President Johnson last January. You yourself have been reported to
have called these investment restrictions disruptive. You also have said
you consider them necessary and justified. Would you care to describe
to our committee what your position on these investment restrictions is
at this time, and can you tell us if we can expect these restrictions to be
rescinded under the Nixon administration and if so, when would you
expect recision of these restrictions to occur ?

r. Kennepy. Senator Hartke, my previous position is clear and
has been stated as you gave it, That was in the light of the then exist-
ing conditions. I never like the restrictions, as my statements earlier
had indicated, and yet I realize the importance of keeping our balance
of X&yments in sonie semblance of order.

t the present time I would like to see the restrictions removed
just as quickly as we can, but they cannot be removed unless we can

ve sure that our domestic economy is in some reasonable and sustain-
able position, and that we have control over our balance-of-payments
geﬁcit. If we can do those things, I think we can immediately eliminate
em,

Seniwtor Hartke. Mr. Kennedy, don’t we find ourselves sort of
chasing our own tail on this proposition? You yourself have stated that
you believe these investment restrictions are one of the factors which
are creating the necessary protectionist approaches most of the Euro-
pean nations are following at this time. Isn’t that a correct assessment
of your statement ¢

r. Kennepy. I think that is right. They tend to bring further
restrictions,

Senator Harrke. Yes.

Mr. Kennepy. You build one dam and then have to build another one
and another one. I think that just as soon as we can move to freer mar-
kets everywhere, the better off we are. I doubt that you can do that
with one full sweep. I think we have to analyze each case. We have
to see what the interest equalization can do or will do at the present
time: and ‘what will happen if the restraint on banks is removed or
changed. Those are the considerations high on the priority list.

Senator Hartkr, Yon relate this back to the stability of the domestic
economy. Do you feel it is necessary that we have, as Mr. Brimmer
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has indicated, at least. in the immediate future some sharp increase in
unemployment in order to bring a cooling off’ of the economy ¢

Me. Kenneoy, T wouldn't know what you mean by a really sharp
increase in unemployment. I think that the effort would be to take
the inflationary steam out of the economy, with a minimum effect on
unemployment, Now, that is not easy. o

Senator Harrkr, What would you consider the minimum per-
centage?

Mr. Ken~epy., Well, surely somewhat higher than the present per-
centage, and 1 wouldn't want to pinpoint a figure,

Senator IIarrke. Do you mean 1 percent higher or one-tenth of 1
percent ¢

Mr. Kennepny, Well, one-tenth would sound better at the moment
but I think if it would go up to 1 percent it would not be too much.

Senator Harrke. You mean l-percent increase in unemployment
would not—-—

Mr. Kenneoy, I don't like to get into a percentage figure because
we are dealing with human beings, not a percentage.

Senator Harrke. Exactly. You are dealing with the question of the
money economy against the people economy.

Mr. Kennepy, That is right.

. At the same time we have unemployment among some people that
is not caused by the economic situation. It is the l%act that in a way
they are unemployable in our present technological society. So we
have got a training program. We have a large group of people that
could come in and ﬁo d down on the inflationary pressures if we could
train them. We also have overemployment in many of the trade
areas, and we must somehow add people in that aren or otherwise
wages go up and up.

Senator Harrke. Mr. Kennedy, shortly you will assume one of the
favored positions as a member of the Quadriad. Do you think that
the Government is capable of such fine tuning of the economy so
as to be able to determine just which people are going to be put out
of work and which ones are not? Or do you think it is going to follow
the time honored pattern that the people who will be out of work
will be the people who suffer the most now—that is; the black people
and the teenage dropouts and the young people, these are the groups
with the highest rates of unemployment. gim’e they ave the last to ge
hired won't they be the first to be fired ?

Mr. Kenveoy. T am not sure how this will all work out. T will be
a member of the Quadriad, and T think its job is the overall determi-
nation of credit and monetary policy rather than trying to fine tune
the unemployment rate among certain groups. Other areas in the
(Government will be considering the urban problem and rural prob-
lem and how to take care of those groups. I will be watching the
budgetary impact of that kind of activity.

Senator Hartxr. Let me just ask you one final question in line with
what Senator Talmadge has asked you about the surtax. We all
know during the campaign Mr. Nixon did specifically say accord-
ing to repeated reporting, for example, on October 27, 1968, “I will
allow the 10 percent surtax to expire as scheduled on June 80 or at
least will reduce it significantly.” Do you think this was so much
volitical puffing or was it a commitment to the American people?
Do you think this is a commitment that should be kept ¢
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Mr. Xenneoy., I think Mr. Nixons position, if you take it all
through the campaign and at the present time, will be to eliminate
or reduce the surtax at the earliest. possible time consistent, as I have
indicated, with cconomic conditions and the Vietnam war,

Senator Harrike, But he did say specifically that he would permit
it-to expire on June 30,

My, Kenneoy., Welly T think his intention vight through is to get
out of the system as soon as possible and that is what I would like
to reo,

Senator Hawrie. Al right, thank you.

Myr. Ken~eoy, Thank you.

The Caoiviratan. Senator Curtis,

Senator Curris, Mre, Chaivman, I feel we are fortunate that individ-
uals of the ealiber of Mr. Kennedy are willing to give their time to
public serviee, and 1 shall be hnppy to vote for his confirmation,

Mr, Ken~eoy. Thank you, Senator,

Senator Conwris, 1 will be brief. T have just one question. In the
absence of o grave national emergency, do von regard a balaneed
budget and a movement toward some orderly retivement of the na-
tional debt as both desirable and necessary ?

Mr. Kenneoy, Yes, Senator Curtis, T think that particularly in
times of prosperity, in tinmes like now, we should have a surplus in our
accounts, In other times, oven with sustainable growth, there should
at times be o surplus there or a reasonably marageable deficit, T don't
think whether it is up or down a billion or two 1s the key factor. But
when you have a $25 billion deficit or a very large or continuous deficit
i)yol' long periods of times it builds into the economy an inflationary
Nas,

Senator Corrs. It is not o good thing to have it established in the
public mind here at home or around the world that the only way a bond
1sever paid is by issuing a new bond ; is that correct?

Mvr. Kennepy. 1 think that is genevally true. In Government, finance
the record everywhere has been a repayment by a new security and an
increase in debt. As long as our GNI” and our ability to pay is suffi-
cient, so that the burden on the public and on the economy 15 not too
large, it seems to me that e ave in control of our own financial affaivs,
It 1s when we have these large movements that I hecome worried.

Senator Curris, That is all, My, Chaivman.

The Cirairaran, Senator Fulbright ?

Senator Forerieirr, Thank you, Mr, Chairman,

Mr, Kennedy, I think like Senator Dirksen, I am interested in your
biography here. T notice that you were on the board of governors of
the Federal Reserve System. In what capacity were you?

Mr. Kennepy. Senator, I was in many capacities, T started in the
Division of Bank Operations as a technieal assistant. I went. into the
research department as an economist in the Division of Research.

Senator Fursrranr. What years were these ¢

Mr. Kennepy, 1930 through 1946. I left after the war in 1946 to go
to Chicago,

Senator Fuinriaur. Was Marriner Feeles on the board during that
period ¢

Mr. Kenneoy, Very much so, he was,

Senator Forerrorrr. When did he come on the board ?

23 002--G0 —d
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hMr. Kennepy. He came on in the depression of the 1930’s, 1933, I
think.

Senator Fursrigirr. 1933. So much of that time you were a friend
of his, I take it, from Utah?

Mr. Kun~epy. Although he didn’t know me for a good many years.
I was in a meeting of the Reserve Board Club, that 1s the employees’
organization, presiding and he said to me “David, where are you
from?” I said, “I am from Utah.” He said “I know that,” He said
“When did you come on the board?” and I said “In 1930.” “Well,” he
said, “I can’t be blamed for bringing you to the board, can I#” T «aid
“No, but T have been blamed for bringing you.” We laughed this off.
But I knew his family. He was from my hometown, as a matter of fact,
Ogden before we moved to Randolph. He was a good friend and 1
became at the end his assistant.

Senator Fursricur. Is there something in the Mormon faith that
gives one a special advantage of being able to make money or manage
1t 2 e certainly did a good job of it. {Laughter.]

Mr. Kex~NeDY. Senator, there is sometTling in the Mormon religion
that teaches us to be on our own and wo work and to get an education
and to make a public service. I think that that weighed very heavil
in my decision to come back into the Government at this period in life
when I would like to have gone fishing.

Senator Furerient. I suspected that. Mr. Eccles stayed here a long
time when he had many other things to do, didn’t he ?

Myr. Ken~epy. e surely did.

Senator Fursrienr. I mean he had very great industrial interests
which he could have been tied with and yet Tie stayed 15 or 20 years,
maybe longer.

Mr. Kennepy. e was here until the late 1950,

Senator Fursricirr. ITe was a very able man, 1 may say. My first
relations with the Federal Reserve Board were through him. T mean
1 got to krow him when I was on the Banking and Currency Com-
mittee and I had the very highest regard for his judgment. I remember
after the war his views about proper policy to follow after World
War II, I think in the light of history, proved far more valid than
that which was actually followed in many respects.

Mr. Ken~epy. Senator, I treasure very much the experience I had
working for Marriner Eccles. He was a very hard worker.

Senator FuLsriear. Yes, sir,

Mr. Kennepy. He had ideas all over the board sometimes outside
his related field and when you worked for him he had an idea a minute
coming from him.

Senator Fursricrrr. Yes.

Mr. Kennepy. And he was a great teacher for me.

Senator Frrsricrr, Well, I was interested. When I spoke to you the
other day T didn’t realize you had had this experience. It is a very
veassuring experience.

I notice you also went to George Washington University ?

Mr. KenNepy. That is right.

Senator Furericut. Some time after I did. I didn’t realize that
you are almost as old as I am, although you don’t look it.

Mr. KennEDY. My gray hair should show it.
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Senator Fursrieirr. I was at George Washington just shortly be-
fore you were. I didn’t realize that either,

I was very interested in your biographical statement. It is a ve
favorable one, I must say, and your associations with the board an
with Mr. Eccles in particular, are very reassuring.

I don’t wish to try to force you on any of these questions, I would
like to raise them. I want to put in the record, Mr. Chairman, if 1
may, an article from this morning’s Washington Post entitled “Irade
Surplus Slump Is Laid To Inflation, Imports Jump.”

(The article follows:)

{From the Washington Post]

TRADE SURPLUS SLunP Is LA TOo INFLATION, IMPORTS JUMP

(By Richard Halloran)

Witnesses and Congressmen at a Hill hearing yesterday put the finger on
price inflation as the single biggest contributor to a 22 per cent jump in im-
ports during 1968.

The import rise caused a drop in the U.S. trade surplus from $4.1-billion
in 1967 to about $1-billion last year and nearly wiped out other gains in efforts
to overcome the deficit in the U.S. balance of payments.

Assistant Secretary of Commerce Lawrence C. McQuade, appearing before
the Joint Economic Subcommittee on International Exchange and Payments,
brought up inflation in both his prepared statement and in answers to questions,

Subcommittee Chairman Henry Reuss (I)-Wis.) did not fully agree with
McQuade, He said he thought it “a little loose to blame inflation” for the high
level of imports.

OTHER FACTORS SBEEN

Reuss said that while inflation accounted for some of the import rise, other
factors might be¢ full employment and the consequent increase in consumer pur-
chasing power or a high level of production and domestic demand that made
for a slowing of deliveries of domestically-made produects.

Rep. William E. Brock (R-Tenn.) comwended that not enough attention has
been paid to long-term, fundamental factors affecting the balance of trade,
particularly inflation.

He maintained that a basic cause of rising imports and the resident narrow-
ing trade surplus is the loss of American competitive power in both domestic and
foreign markets.

McQuade expressed his sympathy with Brock’s point. In earlier testimony,
he said the U.S. “should rethink our approach to labor-management relations
with the objective of removing impediments to greater economic productivity.”

URGES SENSIBLE MEANS

McQuade said that “the economic security of the worker should be attain-
able by a more sensible means than featherbedding and artificially impeding
the introduction of containerization and other steps toward greater productivity.”

Reuss agreed that American industry can do something to make itself more
competitive. He said the automobile industry did it 10 years ago to fight off
incursions by small foreign cars,

“This brought Mr. Romney to the cabinet,” he quipped. Former American
Motors President George Romney, who pioneered in production of a small U.S.
car, is President-elect Nixon’s Secretary of Housing and Urban Development.

Reuss contended that too few are worrying about competing with foreign prod-
uct rather than looking for government protection against imports. “Who's run-
ning the grocery store on import substitution ? he asked.

OPPOSES TRAVEI, CURBS

In other testimony, Acting Director of the U.S. Travel Service Will Arey
warned against restrictions on American travel abroad as a measure to cloge
the “travel gap,” the difference between what Americans spend abroad and for-
eigners spend here.
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“We cannot say that we shall have continued rapid growth in our receipts
from foreign visitors if we take steps to limit the freedom of Americans to travel
abroad,” he said.

Assistant Sccretary of the Tre: =ury Stanley S. Surrey warned against using
domestic U.S. tax policy for bala:ze of payments purposes. He said it would
disrupt patterns of trade and possibly lead to international repercussions.

Surrey was cautious in responding to Reuss’ suggestion that a tax rebate be
granted to American exporters as an Incentive. He argued that the proper way
to handle export incentives is to divorce it from the tax system and have the
Congress, by legislation, authorize flat incentive payments to exporters.

Senator FuLsriairr. You have covered this slightly, except for this
factor. I read the first paragraph:

Witnesses and Congressmen at a Hill hearing yesterday put the finger on
price inflation as the single biggest contributor to a 22 percent jump in imports
duriug 1968.

Do you subseribe to that in general ?

Mr. Kennvepy, When you have a booming economy the business
people are looking for materials at prices and imports tend to increase,
Prices do have aneffect on reducing exports and on increasing imports.

Senator Fursricirr, 1t relates to what you have said, which is noth-
ing new, except that I think it may be a little more concise. It says:

The import rise caused u drop in the U.S. trade surplus from §4.1 billion in
1967 to about $1 billion last year and nearly wiped out other gains in efforts
to overcome the deficit in the U.S. balance of payments.

Thisis a very serious matter.

Mr. KenNEDY. Very serious.

Senator Funsriarrr, Extremely serious, and it again comes back to
our domestic and foreign commitments.

I was wondering, in that connection, are you familiar with Mr.
Teeles views about our military adventures abroad?

Mr. Kennepy. He sends me all his papers and I read them and
they are very interesting. -

Senator Fursriarr. T wouldn’t ask you to comment on whether you
agree or not, although I hope you do.

M. Kennepy. He has become quite an expert in this field.

Senator Fursrieirr. I think he is, too, and I subseribe to his views
on it. He is part of a very large organization of some of the leading
businessmen 1n this country, is he not ?

Mr. KenNEDY. Yes, hefis,

Senator Fursrigat. And you are familiar with that organization?

Mr, KenNepy. I am,

Senator Fursrienr. And they are responsible businessmen, most
of them at least?

Mr. Kenxepy, T think a good many, most of them.

Senator Frrsriaier. Well, it is well known, T don’t wish to take your
time on that.

I am interested in this question of imports. In the interest of my
State, I, personally, have traditionally been a believer in free trade.
Now there is a very great tendency in this country to seek import
quotas, As you know, I think some 20 odd quotas were asked for and
come imposed, is that not corrvect, during the last year? There is a
great movement, T will say, toward the imposition of quotas. Ts that
correct?

Mr. KennEpy. There has been a great movement.
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Senator Fursrigirr., And this brings about, of course, a retaliatory
action abroad, is that not right ¢ »

Mr. KennEepy. Precisely.

Senator FuLsricar., My State, for example, is deeply concerned
at the moment about the recently announced program in Western
Europe, the Common Market, to consider imposing internal taxes
on products of soybeans. Arkansas is a very larﬁe producer of soybeans.
The proposal is not a tariff in form, but it has the same effect. By
putting taxes upon soibea.n meal and soybean oil, we believe it
might greatly curtail the sale of soybeans. I think this would be
disastrous to our country. Do you?

Mr. Kennepy. We worked for many years to get freedom of action
both in trade, currencies and so on. When we don’t have our own
financial and our own economic situation in hand, then we move to
these controls of various kinds and they tend to breed more controls.
So we must find ways and means with not only ourselves but with other
nations of going back to freer markets.

Senator FuLerienT. My time is up, Mr. Secretary. I only wish to
say that I think that you can do a great service in this connection, if 1
understand your views, and I think I do. Your predecessor in the
Treasury, with whom I talked very often, gave me the impression that
his counsel about the deficit—about the spending on such wild pro-
grams as going to the moon and other things, going to Asia with 500,000
men—his counsel was not heeded. He had insufficient influence in
shaping the Federal budget. I certainly hope you have. I hope that you
will be able to assert greater influence and control because we all know
that with 90 odd billion dollars in military affairs it is pretty hopeless
to try to bring the budget under control. So I hope you do have greater
inﬂu}?nce in the higheset councils of the Government. Thank you very
much. :

Mr. Kennepy. Thank you, Senator.

Senator FovLsrieHT, It is a great pleasure tosupport you.

The CHATRMAN, Mr. Ribicoff.

Scnator Risicorr. I too believe you are very well qualified for this
posi.ion, Mr. Kennedy. : :

The international monetary erisis of last fall is still hanging over
the Western World. France, tlis spring, might be faced with devalu-
ation again. I understand there is a strong prospect of a steel strike
in ljltx‘lg and which would raise hob with their balance-of-payments
position. : o Lo

'The impact of devaluation on the United States wonld come as a
result of the chain reaction. v C

What lead do you think the United States should take in trying to
anticipate or forestall an international monetary crisis?

Mr. Kenneoy. Senator, in that field, as you know, they have had a
Group of Ten and the central bankers cooperating and discussing the
various problems to which you allude. o _

I have not had discussions abroad since this appointment has come
to me, and I have not finished discussions with the Treasury and our
central bank here on the problems to which you are referring.

I think that the first order of business will be to take a look at the

facts. i



24

“We cannot say that we shall have continued rapid growth in our receipts
from foreign vigitors if we take steps to limit the freedom of Americans to travel
abroad,” he saia.

Assistant Secretary of the Treasury Stanley S. Surrey warned against using
domestic U.S. tax policy for balance of payments purposes. He said it would
disrupt patterns of trade and possibly lead to international repercussions.

Surrey was cautious in responding to Reuss’ suggestion that a tax rebate be
granted to American exporters as an incentive. He argued that the proper way
to handle export incentives is to divorce it from the tax system and have the
Congress, by legislation, authorize flat incentive payments to exporters.

Senator Furerreirr. You have covered this slightly, except for this
factor. I read the first paragraph:

Witnesses and Congressmen at a Hill hearing yesterday put the finger on
price inflation as the single biggest contributor to a 22 percent jump in imports
during 1968.

Do you subseribe to that in general ?

Mr. Kexwevy. When you have a_booming economy the business
people are looking for materials at prices and imports tend to increase.
Prices do have an effect on reducing exports and on increasing imports.
. Senator Fosrieirr. It relates to what you have said, which is noth-
ing new, except that I think it may be a little more concise. It says:

The import rise caused a drop in the U.S. trade surplus from $4.1 billion in
1967 to about $1 billion last year and nearly wiped out other gains in efforts
to overcome the deficit in the U.S, balaice of payments.

Thisis a very serious matter.

Mr. Kennepy. Very serious.

Senator Furnerierrr. Extremely serious, and it again comes back to
our domestic and foreign commitments.

I was wondering, in that connection, are you familiar with Mr.
Ticeles views about our military adventures abroad?

Mr. Kennepy. He sends me all his papers and I read them and
they ave very interesting.

Senator Fursrient. T wouldn’t ask you to comment on whether you
agree or not, although I hope you do.

Mr. Kexnepy. He has become quite an expert in this field.

Senator Foursricirr. I think he is, too, and I subscribe to his views
on it. He is part of a very large organization of some of the leading
businessmen 1n this country, is he not ?

Mr. Kennepy. Yes, he is,

Senator Fursrieat. And you are familiar with that organization?

Mr. Kennepy. Tam,

Senator FuLsricar. And they are responsible businessmen, most
of them at least?

Myr. Kenxeoy. 1 think a good many, most of them.

Senator Frrsricrer. Well, it is well known, I don’t wish to take your
time on that.

T am interested in this question of imports. In the interest of my
State, I, personally, have traditionally been a believer in free trade.
Now there is a very great tendency in this country to seek import
quotas. As you know, I think some 20 odd quotas were asked for and
some imposed, is that not correct, during the last year? There is a
great movement, T will say, toward the imposition of quotas. Is that
correct?

Mr. Kennepy, There has been a great movement.
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Senator FuLsrigiir. And this brings about, of course, a retaliatory
action abroad, is that not right ¢ :

Mr. KennEDY, Precisely.

Senator FursrieuT. My State, for example, is deeply concerned
at the moment about the recentiy announced program in Western
Europe, the Common Market, to consider imposing internal taxes
on products of soybeans. Arkansas is a very larﬁe producer of soybeans.
The proposal is not a tariff in form, but it has the same effect. B
putting taxes upon soybean meal and soybean oil, we believe it
might greatly curtail the sale of soybeans. I think this would be
disastrous to our country. Do you?

Mr. Kennepy, We worked for many years to get freedom of action
both in trade, currencies and so on. V%;hen we don’t have our own
financial and our own economic situation in hand, then we move te,
these controls of various kinds and they tend to breed more controls.
So we must find ways and means with not only ourselves but with other
nations of %ging back to freer markets,

Senator FoLsrieunT. My time is up, Mr. Secretary. I only wish to
say that I think that you can do a great service in this connection, if 1
understand your views, and I think I do. Your predecessor in the
Treasury, with whom I talked very often, gave me the imnpression that
his counsel about the deficit—about the spending on such wild pro-
grams as going to the moon and other things, going to Asia with 500,000
men—his counsel was not heeded. He had insufficient influence in
shaping the Federal budget. I certainly hope you have. I hope that you
will be able to assert greater influence and control because we all know
that with 90 odd billion dollars in military affairs it is (E)retty hopeless
to try to brinﬁ the budget under control. So I hope you do have greater
inﬂulfnce in the higheset councils of the Government. Thank you very
much. C

Mr. Kennepy. Thank you, Senator.

Senator FutsrieHr. It is a great pleasure to support you.

+ The CHARMAN, Mr. Ribicoff. v : ‘

Senator Rieicorr. I too believe you are very well qualified for this
position, Mr. Kennedy. - ‘ N

The international monetary crisis of ldast fall is still hanging over
the Western World. France, this spring, might be faced with devalu-
ation again, I qnderstand'tixere is a strong prospect of a steel strike
in ‘.F%pg and which would raise hob ‘with their balance-of-payments
position, - _ S e
**The impact of devaluation on the United States would come as a
result of the chain reaction, et e

‘What lead do you think the United States should take in trying to
anticipate or forestall an international monetary crisis?. =~ - -
' Mr. Kennepy. Senator, in that field, as you know, they have had a
Group of Ten and the central bankers cooperating and discussing the
various problems to which you allude. o , _

I have not had discussions abroad since this a;;lpointment has'come
to me, and I have not finished discussions with the Treasury and our
central bank here ‘on the problems to which you are referring,

I think that the first order of business will be to take a look at the

facts: -
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I know France is in a difticult position. Great Britain, as you have
indicated, has devalued. They have now had a period of time but the
problems basically are still very serious, and there are chain reactions
as you have indicated.

ow, as to the course of action, I don’t think at this point that
I could really enlighten you on it,

Senator Risrcorr. 1 understand that and I don’t expect specific

Eollcxes. But do you think the position of the United States should
e an activist one in trying to exercise leadership?

Mr. Kennepy. I do. '

Senator Risrcorr. In working. out the problem. with all nations?

Mr. Kennepy. We must, We are in o position  of economic and
political leadership in the world, and our economy, and our whole
position, is such that the world looks to us. We must show the kind
of leadership that will help show them the way and that means
discipline here at home instead of just telling them how to run their
business affairs. I'don’t think it is a question of laying down the law
to the Furopeans, They have been in this position for generations
and they know it, many perhaps even better than we do. But we
must exercise the kind of leadership that will make the dollar not only
the soundest currency on earth but one in which transactions can be
based on and trade can expand and grow under that condition,

Senator Risicorr. Your last few predecessors in office were ada-
mant against using the tax system for social and. economic purposes
involving national objectives. What is your philosophy in the use of
the tax system for social and economic objectives involving the Na-
tion’s interest ¢ :

Let me give you some examples, like various tax credits for private
enterprise in the great problems facing our cities, the use of tax
credits in the field of education, the use of fast tax writeoffs to en-
courage the obi'ect.ives of air and water pollution.

Do you go along with your predecessors that these cannot be con-
sidered or do you think there is a place in the tax system for these
national objectives? . oo

Mr. Kennepy. That, Senator, presents a real question, one that
should be given very careful consideration, because we do have many
problems and we need some answers to the urban:question.

When you start to give tax incentives, you have to take a look at
what it does to Federal revenues, whether it will bring an economic
base and so on. You also have to see what it does in other areas,
because if you give an economic advantage in one ares you may have
to give it elsewhere. : .

ou must also think about the control of Congress in the education
area so it doesn’t go out of the budgetary control. I am not a ‘tax
expert. but this is one that is bein{; given very careful consideration
by the incoming administration. I am just not sure in my areas to
what extent it can be done, but we have got to find a_way of getting
private business and private people working to build our cities and
to strengthen our position in the cities. ) Lo )

Senator Ribicorr. I happen to agree with Mr. Nixon in his policy
statements on the use of private enterprise in the rebuilding of our
cities and the use of the tax system and I would hope that the incoming
President would not give up his thoughts and ideas because he may
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have some confressional opposition from the Democratic side. I think
these are worthwhile objectives, and one of the great alternatives for
some of the failures of the Federal Government to solve many of our
social and economic problems and there is a great opportunity for
education even though Members of Congress in powerful positions
may not agree. There are objectives that will be faced by Secretary
Finch in the social field and I do believe that private enterprise has
a fairly constructive role to play. Since we are spending money,
whether you do it through the appropriation process or whether you (f’o
it through-the tax system, the question comes down can the private
sector do a better jo{ than Government and, even though it is true,
it is costing the same amount of money, by using thé tax system are
we getting more for the people, and nre we solving the problems better
by using private enterprise. And I do hope you won’t go along with
the bureaucratic thinkmg that has been established in the Treasury
Department that you can’t use the tax system for social and economic
objectives. ‘

r. Kenneby. Senator, I must say I will keep the door open on that
one, too.

Senator Rinrcorr. Another question: We have found in this com-
mittee, whether it was a problem of GATT or the problem of trade
policies, especially when I think back to the Canadian-American auto
agresment, that the Treasury Department consistently abdicated its
responsibility to the State Department. I think in matters of trade
usually the State Department took these problems and looked at them
from the political objectives that they had facing them in interna-
tional affairs, and not always took imnto account the impact upon
American industry and our balance-of-trade problems.

Now, Secretary Fowler in a recent report made the statement:

The keystone of the sound international financial position of the United States
and the dollar is a trade surplus.

Do you agree with thatf
. Mr. Kennepy. Ithink we must have a trade surplus, yes; an increas-
ing one. :

Senator Risicorr. Would you consider having a Special Assistant
Secretary for Trade in the Treasury? I don’t think you have a slot
like that in the Treasury Department. ' ‘

Mr. KenNepy. Not specifically and fully in that field. I think it has
been assigned to the Under Secretary for. Monetary Affairs and to an
Assistant Secretary under him. I think we will have to work very
closely with State and with the Commerce Department in this, and
I think the Treasury ought to have a very strong voice in this field.

Senator Risrcorr. Is there any question in your mind that in the
world as it is now constituted the problems of trade, and the problems
of money are substantial indicators of national power, as much as
foreign policy or defense, and if we are going to use the money system
or trade to indicate American power and American influence, don’t
you think the Secretary of the Treasury should have an equal voice,
at least, with the Secretary of State in making decisions that have
to do with the trade and money { ‘

Mr. Kenneny. Yes: I should think so, Senator, and T will follow
through and discass this with Seeretary Rogers, T think it is an im-
portant point that you brought out and I would like to consider it.
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Senator Rieicorr. I think as Senator Talmadge and Senator Hartke,
especially with myself ran into this on numerous occasions when trade
po‘l)icy and money Policy was being made b']‘{ the Secretary of State.
when basically we felt that the Secretary of Treasury should have had
a substantial voice in making those policies,

Mr. KenNEDY. Ishall look into that. : ,

. Senator Tarmapee. If the Senator yields, I think the Canadian
auto agreement was a %ood example, '

Senator Riercorr. That is right. And we were forced in committee
to have a resolution passed indicating that we felt that the Finance
Committee was being bypassed time and time again on monetary
goli'cies and trade policies lgr executive agreements dominated by the

Secretary of State and the State Department, whereas our objectives,
as zlz) lNation, had to take into account trade problems and money
problems.

It would be my hope that the Treasury would address itself to this
very involved problem because you are going to have to wrestle with
this and come back to this committee time and time again involving
problems just such as that.

Mr. Kennepy. I would like, Senator, with your permission to discuss
this in some detail with yoy at some time.

Senator Ripicorr. I would be delighted.

Thank you very much, Mr. Chairman.

The Crrarman. Mr. éecretary, the point raised by Senator Ribicoff
I think, is one that the Secretary of the Treasury should very well
keep very much in mind. Not onfy did we have quite a bit of protest
by being confronted with one of these fait accomplis by the executive
branch but at the close of this last Congress we found the administra-
tion had agreed to an executive agreement which we felt violated the
law. We had informed the executive that if they did that we did not
gropose to agree with it. They did it anyway and Congress resgzonded

y actually amending one of the administration’s top priority bills
with a provision that said the executive agreement would not stand
in the absence of an act of Congress to implement it. We made the
President sign that bill. So we pretty well indicated that as far as this
committee is concerned, and as far as the Senate is concerned, and,
for that matter, even the Congress, that we do not think that this
thing of bringing an executive agreement in here on trade or anything
of that sort contrary to the law should be attempted, and we do not
propose to cooperate with it if it is attempted. We indicated that is
what we are going to do when we acted in that fashion last year.

Now, Mr. Secretary, this balance of payments is a very serious
problem. I havé here a chart which I think indicates how someone in
the trade field keeps trying to put.out figures indicating that we have
a favorable balance of trade when actually’ we have a very, very
unfavorable balance. . . - 7. . o

Here is just an example: One looks at s0-called balance of trade and
there would appear to bé a $1 billion surplus. ‘But look at what the
figures actually show. Out of total exports of $33 billion and com-
mercial exports of $30 billion there is a difference of $2.9 billion of
Government-financed exports, mainly giveaway programs, where the
Government is paying for-it and simply giving it away. That does not
help with our balance of trade at all, does it? ‘
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Mr. Kennepy. Well, the help is in the overall totals as it is reported,
but basically it is a problem.

The Cuamman, Well, the point is Mr. Secretary, if we are giving
away a billion dollars of wheat to India, for example, that does not
help one bit in our balance of trade does it? It might help them with
food, but it does not help us with our balance of trade, does it ¢

Mr. Kennepy. No, I think that would be right.

The CuarMAN. In other words, it is just a gift. If they were paying
us for it, it would help, but if they are not going to pay for it, it does
nothing for us. So there is $2.9 billion that is erroneously included in
their favorable balance-of-trade statistics. ]

Then, if you look at the difference between f.o.b. and c.i.f. value—
which means that when you are trading about 10 percent of your costs
is the cost of shipping and the cost of insuring it when you are
shipping. You have to make a further adjustment against our national
interest for this factor and you come up with a commercial balance
of a minus $4.6 billion in balance of trade as of 1968. Now, that is not
counting the tourist trade. What is your impression ¢

Mr. Kenneoy., It is very much against us, of course, more traveling
abroad than coming here.

The Cramman. It is extremely adverse, so much that your prede-
cessor fought very hard to have some sort of restraint on tourist money
moving abroad.

Mr. Kenneoy. Right.

The Cuamman. I would like to put this table in the record at this
point just to show what the problem is.

(The table referred to follows:)

BALANCE OF TRADE, 1956-68
{1h biftions of dollars)

Less
Govérnment. Totsl  Estimated
Total financed - import Oversil Commercial

‘Commeroial m, mports
exports exporls experts ,0.b. clf. balance balance

(0] @  @O=(-@ “ 1 E=W~¢4) D=H-06)
33.0 2.9 0.1 2.0 4.7 1.0 —4.6
33. 9 2.8 281 zg. ] 20 0 In. 1 -9
2.4 27 %7 25.6 27.7 +3.8 -.0
2.7 2.6 2.1 21.4 23.2 +5.3 +.
25.7 28 2.9 187 20.3 +1.0 +2.6
2.% 4 .6 19.8 17.= 18, } +5.3 +1.3
2.0 2.1 18.8 16, 17, +4.6 +1.2
20.2 L 18,5 14,5 15.5 +6.7 +3.0
}z § . 18,0 {; é 15 z iﬁ! . 23
16.3 8 8 13, 141 +33 . 8

1 Imports including the cost of fnsurance and freight; derived by adding factor of 8.3 percent to f.0.b. (freight-on-board)

figures.
2 Estimate bassd on data for first 3 quarters,
8 Not available.

Source: Survey of Curtent Buslmy. .

Mr. Kenneny. I would like to study those figures.

The CaaryaN, But the point is, Mr. Secretary, we are looking at a
minus $4.6 billion balance of trade when you take into account two
very obvious factors: One, shipping and insurance costs, and two, how
much of our exports are giveaways. . -
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As far as our balance of trade is concerned, it would be just as good
as take that $2.9 billion and dump it out in the middle of the Atlantic
Ocean than to give it to some foreign nation. In fact it would cost us
less because you will not have to ship it as far,

Now, Mr. Secretary, I am sure that another Cabinet member is go-
ing to be grilled very extensively about this proposal for a major
oil refinery and petrochemical complex at Mac&xiusport, Maine,

As I seoit, there is no one who is particularly concerned about a free
zone at Machiasport. What many o} us are concerned about is the over-
all national interest and the defense amendment that was initiated
here in this committee to say that when an industry was vital to na-
tional defense you wounld not permit that industry to be put completely
out of business or to be so badly hampered or iniurecl that it could
not provide its function in the event of a great defense emergency.

O1l was found to be vital. As n matter of fact, the Secretary of the
Interior, Mr, Udall, sat where you are sitting and explained to us why
he thought that fuel to power our defense organization was absolutely
essential in wartime. Fstimates that I have seen indicate, for example,
in the event of atomic war, not only would we be unable to get off-
shore oil into this country, but also we would not even have any re-
fineries left along the constline. We would have to rely almost entirely
upon small inland refineries, 3 and 4 to 600 miles away from the sea,
to do what refining that could be done, and that is one reason why the
oil quota for these inland refineries was initiated by President Eisen-
hower—to try to keep them in business as a defense proposition.

Now, in looking at the overall national interests there is also the bal-
ance-of-payments problem. From the point of view of most people in
the oil business that refinery would amount to about $46 million a
year subsidy for that particular refinery, if that is to be located at
Machiasport, Maine, and they use 100,000 barrels, of foreign oil a day
for that refinery.

If the argument is to be made that the oil industry is not essential to
national defense, it can just as well be argued that the shipbuilding
industry is not essential to national defense.

For whatever jobs can be picked up at Machiasport, Maine, or that
are, let us say perhaps a total of 3,000 jobs—my guess is that the jobs
that will be lost in the Boston shipyard alone if wo take the same
attitude toward the merchant marine would exceed that five times
over. The jobs lost at Philadelphia and Baltimore and elsewhere where
ships are being built, including New Orleans and Gulfport and the
shipbuilding yards along the west. coast, would exceed manifold any-
thing that could be gained by putting additional jobs into Machias-
port. '

Wouldn’t it be well to consider what would be the most logical
location for something of that sort in the gvent that you want to do
something along that line? In your capacity as Sccretary of the
Treasury, do you expect to insist that we look at all aspects of that
proposal rather than just the isolated effect in that one point in
northern New England? '

Mr. KrnnEpy. Senator, I have not looked into this matter at all.
But I think that it should be looked into. The question of other areas
would be involved, and many of them would want some of the same
thing. I shall look into it. I have not.
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The CaARMAN. Are you aware of the fact that that one item would
appear to make our unfavorable balance of trade another $150 million
a year adverse in just that one thing in and of itself ¢

Mr. Kenneny. It does have balance-of-payments implications, yes,

The Ciamman. T hope, Mr. Secretary, that you would look at the
doefense amendment which was put in the law with that in mind, and
I would hope also that you would take another look to see what the
situation is with regard to our free trade zone laws. That was put on
the statute books back during depression times when tariffs were
extraordinarily high, when we had tremendous unemployment and
when the United States did not have any balance-of-payments prob-
lems, Thosoe situations have now changed, have they not ?

Mr. KennEny. They have, and that shall be looked into.

The Crramaman. Thank you very much, Mr. Secretary.

Senator Anprrson. I have been hoping somebody would raise this
uestion of conflict of interest. Do you regard it as a conflict of interest
or & Cabinet oflicer to own Government bonds ¢

Mr, Kennepy. To have what ¢

Senator ANprrsoN. To own Government bonds.

Mr, Kennepy. Yes. According to the statutes, I cannot hold Govern-
ment bonds, .

" Senator Anprrson. Well, the Senato is going to have to file some
financial statements very shortly, and I shall have to report some
bonds. I think it is unfortunate that is what might be called a question
of conflict, of interest. But do you or do you not regard it a conflict of
interest in this bank stock situation ¢

Mr. Kennepny. No, becnuse I will have no control over it.

Senator ANpErsON. That is all,

The Criairman, Mr. Secretary, if I may just comment on that, T
know that is the law, that you are not permitted to own Government
bonds. It does scem to me to be somewhat ridiculous, frankly. Your
boss is the President of the United States. In the last analysis, you
work.for him, and you serve at his pleasure. If ho wants your resigna-
tion, he is entitled to have it even though you ave confirmed by the
Senate. I have been somewhat amused to see that the Inw required
that the Secretary of the Treasury hold no Government bonds while
President Kennedy, when he was President, felt the only thing he
could invest his money in was Government bonds to avoid any poten-
tial conflict of interest. So it seems to me that there is a case of saying
that it is unlawful for the servant to do what the master finds him-
self required to do.

Mr. Kennepy, Senator, I have always felt that I should own some
stock in any company that I was working for either as a director or
directly, and now I will not own any stock in the Federal Government.

The Craman. If the law snys 1t, you have to comply with it, but
it does remind me of that phrase in Dickens, “If the law says that,
then the law, sir, is an ass.”
+- Senator Talmadge? .

Senator Hartke

Thank you very much, Mr. Secretary.

Mr. Kenneoy. Thank you.

The CHAIRMAN, Mr. Secretary, before you leave the room, I would
like to say to you that I have many times made the statement that I
felt that there was more competence in the Treasury Department




32

than in any department of this Government. It is appropriate that it
should be, because the United States is the leader of the capitalist
world. T hope very much in the selection of your assistants you will
see to it that this department continues to have the greatest com-
petence of any department of the U.S. Cabinet.

Mr. Kennepy. I shall try. Thank you very much.

NOMINATION OF ROBERT H. FINCH, OF CALIFORNIA, TO BE SECRE-
TARY OF THE DEPARTMENT OF HEALTH, EDUCATION, AND
WELFARE

The Cuamaran, Next we will hear from Mr, Robert H. Finch, who
has been nominated to be Secretary of the Department of Iealth, Td-
ucation, and Welfare.

Mr. Finch is well known to many of us on the Hill by virtue of his
work as an aide to former Vice President Nixon several years ago.
Now serving as Lieutenant Governor of the State of California, Mr.
Finch has acquired knowledge and experience that will serve him well
in his new capacity as Secretary of the Department of Health, Edu-
cation, and Welfare. As chairman of the job training and placement
council in California, he has been exposed to the sort of problems he
will encounter as one of the Federal officials responsible for the ad-
ministration of the work incentive program enacted by Congress in
1967 in an effort to lessen reliance of many recipients on public welfare
for their livelihood. His membership on the Board of Regents of the
University of California aind the stature he gained in that post have
P'epared him for the tasks that await him as overseer of the many

Federal education programs under his Department’s jurisdiction.

The challenges he must face in his early days in office concern the
welfare programs, including the maddening rise in the Federal costs
of medicare; and the ever-climbing costs of health care which threaten
the solvency of the medicare program as we know it today.

We would be pleased to hear from your colleague from California,
who is here to introduce you, Mr. Finch, after which we will hear your
statement.

Mr. Fincs, Thank you, Mr, Chairman.

The CitairmaN. We are happy to have you with us here today,
Senator Cranston. ‘

STATEMENT OF HON. ALAN CRANSTON, A. U.S. SENATOR FROM
THE STATE OF CALIFORNIA

Senator CranstoN. Thank you, Mr. Chairman.

Mr. Chairman and members of the committee, I wonld like to say
at the outset these are the first words I have dared to utter around the
Senate since I arrived as a freshman. .

It is a great pleasure and privilege to introduce to you a friend of
mine, a fellow (R,alifornian—l wish I could say fellow Democrat, but
if I could he probably would not be here. All of Bob’s deepest interests
in private and public life have been in education and in job training
and equal job opportunities for all Americans. I think this qualifies
him particularly ?or the responsibilities that he will have in the post
to which he has been nominated by the President-elect. Everything
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in his record indicates that his approach to the financial aspects of
that assignment, which are of particular interest of course to this
committee, will be wise and prudent.

I believe that ho will be an exceptionally fine Secretary of Health,
Education, and Welfare, and I recommend him to you without reser-
vation as a man who can do a great job in that position.

The Cuamyan. Thank you very much, Senator Cranston.

At this point I would like to insert in the record a letter dated Jan-
uary 13, 1969, received from Senator Murphy of California, endors-
ing Mr. Finch,

(The letter referred to follows:)

Hon. RusseL, B, LoNg,
Chairman, Senate Finance Commitlec,
Ncw Senate Office Building, Washington D.C. .

DEAR MR, CHAIRMAN : I regret very much that engagements in California pre-
vent my being present at your Comittec meeting on January 14 to introduce
before the Committee the Honorable Robert Fineh, nominee for Secretary of
Health, Xducation and Welfare.

Having known Bob Fineh for years as a treasured friend, and as an invaluable
leader in the Los Angeles community. and most recently as the highly respected
Liecutenant Governor of Californiu, I would have personally enjoyed the oppor-
tunity to express before your Committee my assurance that Mr, Finch is a man
in whom you can have the greatest confidence and who will unquestionably serve
the Nation with high distinction in the important post to which he has been
named.

Bob Finch ix a man of tremendous intellectual ability, unusual energy and devo-
tion to his affairs, sincere and deep compassion and intevest in the Hves and wel-
fare of his fellow eitizens, attributes which have earned for him universal
respeet and admiration from all whose lives he has touched.

I commend him to you as one with whom 1 know you will tind it both productive
and pleasant to work.

Sincerely,

Jaxvanry 13, 1909.

Grorar Mureny.

The Cunamstan. In addition, let me insert a telegram from the Cali-
fornia Senate praising your nomination,

(The telegram follows:)

SACRAMENTO, CALIF., January 13, 1968.

Senator RusseLn B, Loxg,
Chairman, Senate Finance Committee,
New Scnate Office Building, Washington, D.C. )

The text of SCR 2, adopted by the California Legislature, may prove relevant
to your hearings on the background of Lt, Gov, Robert . Finch in connection
with his appointment as Secretary of Health, Education, and Welfare:

Wherens it was indeed with the most sincere sense of pleasure and pride that
the members of the Legislature of the State of California learned of the selec-
tion by the President-Elect of the United States of the Honorable Robert II.
I'incl, the Lieutenant Governor of California, to become the Secretary of Health,
Education, and Welfare of the United States; and

Whereas, one of the most popular and able men to ever hold the oftice, the Hon-
orable Robert H. Finch has compiled a distinguished record of achievement as
California’s 88th Lieutenant Governor in serving as the president of the Senate;
as o regent of the University of California and a trustee of the California State
colleges; as chairman of Californis's Job training and placement council, the
Cominission of the Californians, the interagency council for ocean resources, the
Californin Bicentennial Celebration Commission, and of the electronic data
processing policy committee ; and as a member of the executive committee of the
intergovernmental council on urban growth, the State lands commission, the
Governor's council, the Californin State Disaster Council, the toll bridge author-
ity, the commission on interstate cooperation, and the governor’s cabinet; and

Whereas he has a thorough understanding of the role of Government in today’s
complex society and the wisdom and vision to find practical solutions to the
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knotty problems facing the Nation in the fields of health, education, and welfare;

and
Whereas a graduate of Occidental College and the University of Southern

California Law. School, he is a member of the State bar of California, and has
been an instructor, courisel, and trustee of Palos Verdes College, and an in-
structor and member of the advisory board of Marymount College; and
Whereas during World War II and the Korean war he served his Nation as an
enlisted man and officer of the U.S. Marine Corps; and
Whereas, a devoted husband and father, he and his wife, the former (‘arol
Crothers, are the proud parents of four children, Maureen, 18: Kevin, 14:

Priscilla, 12; and Cathleen, 10; and .
Whereas Hon. Robert H, Finch is a man eminently qualified to serve the
people of this Nation in the high office which he has been selected by the

President-elect to hold : Now, therefore, be it

Resolved by the Senate of the State of California (the Assembly thereof con-
curring), That the members do hereby extend their heartiest congratulations to
Hon. Robert H, Finch upon his selection to become the Secretary of Health,
Education, and Welfare of the United States and their best wishes for his

success in that position ; and be it further
Resolved, That the secretary of the senate transmit a suitably prepared copy

of this resolution to Hon. Robert H. Finch.
Huon M. Burns,
President Pro Tempore, California Senate.

The Crairaran. Mr. Secretary, you may proceed.

STATEMENT OF ROBERT H. FINCH, NOMINEE TO BE SECRETARY OF
HEALTH, EDUCATION, AND WELFARE

Mr. Fincu. Thank you Senator Cranston, Mr. Chairman, and Sen-
ators, I think in the interest of time, I wiil simply refer you to the
information you have before you; my biographical sketch, my general
statement with regard to the magnitude of this job that I undertake,
the general statement with respect to my financial interests, the dis-
solution of my law firm—and while I resigned from the firm formally,
I should make it clear that I have not yet resigned as Lieutenant Gov-
ernor. I have my fallback position, gentlemen [laughter], just in case.
But I would like to say that I hope that the cutting edge of this Depart-
ment in its obvious areas of health, education, and welfare can be
brought together in a kind of totality of approach which we have not
heen able to do up to now. I think perhaps my predecessor, Senator
Ribicoff, will agree that because of the way the Department was put
together at the outset, it was sort of like pre-Bismarck Germany, and
this tended to be a set of feudal kingdoms that were difficult to inte-
grate, We obviously need an interdisciplinary approach to these prob-
lems and that will be pretty much part of my assignment as I see it.

The other thing, as I have said many times, as T work my way into
this, I think we now have a great deal of legislation on the books. My
concern and my hope is that we can rationalize this legislation and
make it workable. The obvious areas are medicaid and medicare, but I
see my problems in the delivery systems in all of these sectors. I would
like to ask that this material be put into the record Mr. Chairman, and
the statements with respect to my financial interests and dissolution
of my law firm be accepted for the committee’s files and I will be happy
to answer questions.

The Cramrman. Without objection, that material will be put into
the record and files of the committee.



35

(Mr. Finch’s statement and biographical sketch follow :)

RogerT H, Fixci, A.B., LL.B., J.D., LIEUTENANT GOVERNOR OF CALIFORNIA

Born.—Tempe, Arizona ; October 9, 1923, resided in California since 1933.
Married—Carol Crothers ; February 14, 1946.
.Children—~Maureen, 18; Kevin, 15; Priscilla, 13; Cathleen, 10.

Religious affiliation.—Presbyterian.

Education and degrees.—Inglewood High School; Occidental College A.B.,
Political Science; University of Southern California Law School, LL.B,,
J.D.: Honorary Doctor of Laws, Occidental: College, Lincoln College.

Military service.—U.S. Marines, World War II, 194345 ; recalled, 1951, during
Korean War—Enlisted man and officer.

Profession.—Attorney ; formerly: senior partner, Finch, Bell, Duitsman &
Margulis (partnership dissolved December 1968) ; president, chairman of
board, Marina Federal Savings and Loan Association, ) L

Academic.—Member, Board of Regents, University of California; Board of
Trustees, California State Colleges and Occidental College; formerly:
Instructor, Counsel, and Trustee, Palos Verdes College; Instructor and
Member, Advisory Board, Marymouunt College; Member, Advisory Board,
the CORO Foundation.

Community Service.—Board of Directors, Centinela Valley YMCA (1954-58) ;
Statewide Committee of YMCA Youth and Government (1967) ; Los Angeles
County Committee on Long-Term Building Needs (1953-54) ; Los Angeles
((Ji)‘%zty District Attorney’s Advisory Committee; Little League Manager

2-65). )

Memberships—Kappa Sigma, Phi.Alpha Delta, Legion Lex, Los Angeles Ath-
tetic Club, California Club, Commonwealth Club; Jonathan Club, Town Hall.

Political.—~Campaign Director, Richard Nixon Presidential Campaign (1960) ;
Campaign Director, George Murphy Senatorial Campaign (1964); Elzcted
Lieutenant Governor by plurality of 1,256,000 votes (1966) with a vote for
Mr. Finch of 8,835,000, out of a total vote cast of 6,414,000,

Lieutenant Governor.—President, State Senate; Chairman, Commission of the
Californias; Chairman, Job Training and Placement Council; Chairman,
Bicentennial Commission; Chairman, Interagency Council for Ocean Res-
ources; Chairman, Electronic Data Processing Policy Committee; Member,
National Republican Coordinating Committee Task Force on Job Oppor-
tunities and Welfare; Member, executive committee, Intergovernmental
Council on Urban Growth; Member: State Lands Commission, California
State Disaster Council, Commission on Interstate Cooperation, Governor’s
Council, Governor's Cabinet, California Toll Bridge Authority, Advisory
Panel, Teaching of the Bill of Rights; Member, executive committee, Na-
tional Conference of Lieutenant Governors.

STATEMENT BY ROBERT H. FiNcH, SECRETARY-DESIGNATE oF HEALTH, EpbtcaTioN,
AND WELFARE

Before stating some of my broad views of the office for which the President-
clect has designated me, and then inviting the specific questions that must be in
your minds, may I simply pay deserved tribute to the Congress and the officers of
the prseent administration for smnothing the way for all us novices. Congress
has provided the generous funds and Secretary Cohen and his entire staff have
provided the spirit of cooperation that are making possible an orderly transition—
and all of you have served the public interest well. For my own part, I can only
say “well done” and “many thanks.”

One thing I have been learning these past weeks is that in the areas of health,
cducation, and welfare there are no sure-fire answers. Certainly there are no easy
anes,

But I have been developing a checklist of priorities for my own gunidance. And
today I want to outline for you some basic approaches and intentions in whose
light I propose to tackle the job of Secretary of Health, Education, and Welfare,
t?f come to grips with its duties and make creative use of the opportunities it
offers ;

(1) Measured by budget figures or by personnel levels or by national agreement
about basle purposes—by all these measures, the Department is very much a
going concern. And clearly my first responsibility is to keep it going, in the direc-
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tions set by the President and established in law by the Congress, It will be my
job, as it is the job of every executive officer, to carry out the will of my bosses;
and that means the President, the Congress, and the people. Formally and in-
f(i)rmally. and constantly, I will be seeking your guidance and counsel—begin-
ning now.

(2) A second priority follows directly from the first. It will be my job to digest
the mass of legislative mandates placed by the Congress on the Secretary and the
Department of Health, Education, and Welfare—over many years but especially
since 1963—and to organize the resources available to the Department so as to
carry out these mandates with all possible efficiency. And this is not just a matter
of funds and personnel. Mostly and above all, it is a matter of harnessing ra-
tional administration (which will be my responsibility) to clearly defined pur-
poses (which is the President’s and yours). Indeed, it will be ' more than just my
job. Boundaries in the areas of HEW'’s principal concerns are often vague.
Many executive departments and agencies are or ought to be involved—and it is
the President-elect’s strong wish that effective lines of communication and co-
ordination be set up throughout the executive establishinent to implement your
will and the Nation’s,

To cite just one example, take the area of Environmental Ilealth—concern
with the total physical context within which people live and work, This involves
everything from roadbuilding to clean water, from fresh air to neighborhood
parks. And so any program that provides total public service in this arvea has
to cut across both inter- and iutra-governmental lines. Working with my col-
leagues in the executive branch, and with State and loeal officialy, T know we
can come up with new administrative approaches for the President’s considera-
tion and yours.

(3) I would not want to leave with you the impression that *“eflicieney™ and
“rational administration” are ends in themselves, As T understand the purposes
of the Department—and grasp its enormous potential for meeting human needs—
an all-purpose rule-of-action has to he maximum effective service for every tax
dollar spent. Increasingly, it seems to me, the passionate debates about bhroad
national purposes are over. I'ederal involvement in the areas of health, educa-
tion, and welfare ix an established fact—and rightly so. The Federal role in <up-
port of local, State, and private effort (supplementary, too, where common in-
terest dietates) ix pretty generally assumed. But it is also an established fact
that too much of what is now being done, with all the best of good intentions,
and too many of the dollars.being speut are simply not hitting their targets,

There is a growing degree of slippage and of sheer waste that growing num-
bers of citizens just will not forever tolerate. There is growing alienation. shared
by those who receive services and those who provide the wherewithal, from
the very purposes of essential human-resource programs, ITeve, in the develop-
ment of practical and workable techniques, is where we need fresh ideax and
bold experimentation; genuine partnership with States and localities, the real
workshops of our TFederal system: and a two-way. give-and-take relationship
with private innovators. I intend to call on all these resourcex and combine all
these talents in order to get the job done,

(4) A fourth and last item on my priority list, and then T will welcome your
questions, The term “national interest” is used and overused—probably because
it can mean almost anything that anyone wants it to, In the HEEW area. T hope
a true meaning can be salvaged. The natural tendeney is to eut up the whole
population into so many special interests with special needs—and for purposes
of defining urgent human problems and devising effective programs, this ix doubt-
less inevitable. Yet I deeply feel that treating the American people as a col-
lection of client groups has to be self-defeating in the end. All my energics as
Secretary, in formulating programs and in advocating and administering them,
will be motivated by the yardstick of the interest of all, And I urge that you
judge me accordingly.

Federal efforts in health, education, and welfare—caring for the helpless, caring
about those who are losing hope, opening opportunities that all may shave in—
these efforts must be supported by a national constituency that sees in them
essential elements of national strength and progress. Without such willing sup-
port from the overwhelming majority of our people, we will surely waste the re-
sources we commit to the fight to relieve unmet needs, But with it--with a gonu-
ine national will in support of shared national interests—the mandates you
place on the Department of Health, Education, and Welfare can just as surely
be translated into tangible human advances.

And it is in that spirit, with a firm intention both to mobilize and to serve
the interest of all, that I am eager to get on with the job.
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"The Crratraran. Mr. Fineh, as you perhaps know, we on this commit-
tee have been dismayed from tine to time to see estimates so far astray
from what the actual costs of some of the programs have been. For
example, when the Departinent came up in 1965 recommending the
present, medicaid Taw, they estimated that the first-year costs would be
about $238 million more than the existing level of payments for medi-
cal cave. That estimate was understated by hundreds of millions of
dollars, During this fiseal year costs of medicaid are exceeding the
December 1967 estimate for fiseal 1969 by $1 billion. ITISW’s esti-
mates just get further and further out of line, .

Now, I would hope that under your leadership the Department
would give us realistic and intelligent estimates that take into account
some of the various predictable things which happen when Congress
modifies the law. The fact that States are likely to change their laws
{o secure the maximum possible Federal matehing is certainly one pre-
dictable event.

Mr. Finen. T would agree, Senator. T think there are two problems,
The first is that there is an uneven performance from the States in
terms of the data they supply us, and, second, it is ohvious, as the
record shows, that we hiave not had good actuarial projections, and we
hope to strengthen this side of it. 4

We in California were among the first to come in under medicaid,
or medi-eal as we call it there, and we have had some very traumatic,
diflicult experiences in controlling the program.

The Cuamyan. Mr. Seevetary, I would hope that you would explore
the various efforts we have made on this committee and perhaps initiate
some ideas yourself in ways that our welfare programs can be better
tailored to make outstanding citizens and proud citizens—both those
who have a right to be proud of themselves and those in whom the Na-
tion can take pride—of welfare clients that we have.

T recall that during my college days at Louisiana State University,
we had what was more or less the forerunner of the NYA program to
provide opportunities for poor boys and poor girls to go to school.
Many of them would come with a little more than one change of clothes
to start out with but they would work their way through school.

Great numbers of young people who came that way when I was a
freshman at Louisiana State and a sophomore or junior are today the
banking and commercial business leaders of their State. I know a great
number that were very poor when I was a youngster, who have matured
and become leaders of their communities, and in business, industry, and
commerce. Compared to that we see a sad record in many instances
where we have second and third generations of the same family on
welfare. Money is simply being put out without us ever getting the
results.

Now, I, for one, would be willing to pay more money now provided
that we make better citizens of those people when they grow up—
rather than to continue to keep them on a dole with the result that
poverty feeds on poverty and the dole feeds on the dole.

We have tried to do some things along that line, and I hope very
much you will be working in that direction as Secretary.

Mr. Fincir. Well, T think it is obvious from a great part of the
rhetoric in the last election that nobody is happy with the welfare pro-
grams. That is the charge we have had, and we have been working with
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John Gardoer's Urban Coalition to demonstrate the success we have
had in California working with the private sector. The labor unions
as well have an enormous responsibility in this area. The effort must be
to pull people out of this cycle, and I think some of the early indica-
tions under the National Alliance of Businessmen (NAB) show that
we can do a much better job, but it is obvious that Government alone
just cannot do this. We have to mobilize all our resources.

The Cuammman. California had a very, very extensive welfare pro-
gram. As the first State of the Union in population and as the largest
in size, are you familiar with the workings of the California welfare
system ¢

Mr. Fixocir. Yes, sir.

The Cuamrman. It seems to me that the experience that you would
gain there would give you a good running start with the problems
that you will have as Secretary of HEW.

Mr. Frxcrr. I think it might be helpful, sir.

The Crairaan. Senator Anderson?

Senaior AxpersoN. I would have to say T am prejudiced because ot
the fine work you did in Los Alamos for the University of California
project there. We know quite a little bit about you.

T do not have very many things to talk to you about it, but we ave
all highly pleased with what vou have done. I strongly recommend
him for what work he has done.

Just a few questions: Do you think the current level of social security
benefits is adequate? If not, what do you think might be desirable?

Mr. Finci. Senator. this is something that I think the Congress and
the administration have to work together on. We have to make a
fundamental decision. and we have to work with the States on this, as
to whether you want to give the Federal Government total responsi-
bility in determining whether there is to be an additional $15. $20,
or $30 increase. We must also consider whether the State governments
will divert these {unds in a way—the funds that we might release to
them—that really meets the problems of their areas.

The President-elect has committed himself to a Federal floor, but
I am not prepared at this time. sir, to say what that should be.

Senator AxpersoN. Do you feel that general revenues should be used
to cover part of the costs of future social security benefits?

Mr. Fincu. Because of rising costs, this alternative will have to be
seriously considered.

Senator Anpersox. Can you give us your views now on expanding
medicare to cover the disabled ?

Mr. Fixcu. Well, there again, I want to talk to the heads of the
appropriate departments in each State, because we have 50 different
sets of systems here, and one of the problems and one of the diffi-
culties is trying to implement and coordinate these earlier programs.
This is true in the OEQO as well. We have not taken our State govern-
ments sufficiently into consultation as to the implementation of these

rograms. I want to sit down and talk with these State administrators
in each of these areas as to how best we can implement each one of
them. For me to say nationally, “This is what we are going to do,” I
think is wrong until I have had a chance to rationalize an approach
with the State administrators.

B
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Senator Axpersox. There was a story—in the Washington Star
interview you are quoted as having some opinions as to how health
services should be organized in this country. Specifically you say that
hospitals without certain afliliations with other forms of health care
“get locked into the same old costly and expensive system of gaps in
some areas and need less duplication in others.”

How would you proceed to deal with the matter ¢ )

Mr, Fixcn. I think, as we found from our experience in California,
sir, that much of the expense of medicaid and medicare is on the
hospital side rather than doctors" fees, and 70 percent of that is labor.
I would hope we can, if we get away from the total hospital orientation,
move more to the use of extended-care facilities which can be a little
more reasonable in cost. Simply by cutting 1 or 2 days off the post-
operative period, literally millions of dollars can be saved nationwide
while still maintaining the quality of care that is required.

Senator Axpersonx. Mr, Chairman, I do want to say I am going to
vote very happily for Mr. Finch. I think he would make a fine
executive.

The CrairyaN. Senator Bennett ?

Senator Bexnerr. Mr. Chairman, I am very happy that Mr. Finch
is coming back to the service of the country in Washington. I think he
comes back with the experience of his administrative responsibility in
California, and, as he has pointed out, many of the problems that he
will face are rooted in or at least involved in Federal-State relation-
ships. Happily he brings to his job the experience from the State
point of view to help him decide how these relationships should be
looked at from the Federal point of view.

I am also happy to have another westerner in the Cabinet. I cannot
claim him with as much vigor as I did Dave Kennedy.

_Mr. Finca. I am considering the Mormon religion, Senator.
[Laughter. ]

Senator Bexxerr. I am glad to see I have got him scared, and I
would make the comment that the city in Arizona in which he was
born, Tempe, is essentially a Mormon town.

Mr, Fincu. That is right, it sure is.

Senator Bennerr. Thank you.

The CHaIrRMAN. Senator Gore?

Senator Gore. Welcome. No questions.

The CHARMAN. Senator Talmadge?

Senator Tarmapee. Mr. Finch, I think all of us are quite sympathetic
with trying to aid people who cannot help themselves. Certainly my
backcrroung has been in that direction, and when I was Governor we
doubled old age assistance. Since I have been a Member of the Senate,
I think I have voted for every increase in welfare benefits. I have
offered some myself.

But I think the welfare situation in this country has gotten com-
pletely out of hand, particularly with reference to aid to dependent
children. I do not know whether you read the article that appeared in
the Wall Street Journal the other day. Occasionally the Journal does
an article in substantial depth about situations in New York State. It
named names and dates and places. It pointed out an individual woman
who had a few children ang she was drawing something in excess of
$4,000 a year in welfare benefits because of the Aid to Dependent Chil-
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dren program. The Journal pointed out. further that if she worked at
the minimum wage she would reduce her income something like $1,000
a year. This puts a premium on not working instead of working. I
think this sitnation warrants a thorough investigation.

There were other instances there where a father of children, who
may have been legitimate or illegitimate, decided the way to in-
crease the family income was to move out from his wife and children
and rent 2 room somewhere, ‘Then the wife and children went on wel-
fz;re, the father received his earnings, and they pooled the sum total
of'two.

Have you given any thought to making it a Federal crime for a man
to abondon his children? I think we are going to have to come to that.

Mr. Finow. I think I would be very skeptical about such an ap-
proach I think that is a matter of State law. I can only agree with
you about the many examples of abuse in the system. But I think again
we have to redirect our thoughts as to how these people can be moti-
vated to more constructively do what they can for themselves,

For example, just to go back to something we talked about earlier,
if we can get people out of the hospital in post-operative situations and
back into their homes in a given area we could have a greatly improved
situation. A woman on welfare could, for example, make a round of
eight or 10 homes where people would be recovering and take care of
simple wants, give them a wash or some attention. This would be
through the private system. You would be making better use of the
needy and they would feel they were doing something productive. In
turn, we would be getting them off the welfare rolls. I think there are

ossibilities in this direction, sir, that we can pursue. But I happen to
elieve, fundamentally, we have to look at the independent sector to
provide these kinds of jobs to take them off the welfare rolls.

We can do a certain amount of better monitoring on the Federal side,
and we can urge the States to do a better job of monitoring, but I
would certainly be included to leave it to State law with respect to
enforcement penalties. You in the Congress must make a fundamental
decision whether you want a Federal floor on welfare, and if that
happens, then you are going to have to tie Federal enforcement to
such standards. But until that does happen, I would be inclined to
leave it to the States.

Senator TaLaance. As long as it is more profitable not to work than
it is to work, these people are not going to work. We are going to make
it more profitable to work than it is not to work.

Mr. Fincu. That is correct, sir.

Senator TaLMapce. You agree with that.

Mr. Fincn, Yes, sir, I surley do.

Senator Tavyapce. Do you not also agree that it is high time we
did something to prevent men abandoning their children, from moving
off across town, and then have their children and their wife go on wel-
fare while their fathers continue to work and earn a productive income ?

Mr. FincH, Yes, sir.

Senator Tarnmancr. I think that is one of the reasons, the main
reason, that ADC has increased so phenomenally. :

Mr. Fincu. I think that is true. :

Senator Tarmapce. It is more attractive financially for some men to
abandon their homes than it is to stay there, Those without morals and
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scruples and character are likely to abandon their home. What is your
recommendation for this problem?

Mr. Fincu. Well, T have no simple panacea—as long as we have the
mobility we have in our society. We see it very, very clearly in Cali-
fornia where people move from the northern to the southern part of
the State.

Senator TaLmapce. Sometimes out of the State.

Mr. Fixci. Sometimes out of the State and also within the State.

Senator Taraaper. Do you not think it is high time we looked into
the possibility of having a Federal law, making it a Federal crime
for one to abandon his children in order to draw these benefits? ITe is
drawing Federal money.

Mr. Fixcir. Yes, sir, but T think again we have to decide where we
want to go. You must decide in the Congress how far you want to go
in terms of a Federal floor or Federal base. A decision must be made
as to how much of these programs you waut to take out of the hands
of the States and counties and then we will have to decide what Fed-
eral enforcement legislation you think is appropriate.

Senator Tararaper. The stafl has handed me some tables here. The
cost of aid to dependent children has gone up 22 percent in 1 year
alone; 19.3 percent in the State of California alone. ITere is another
State; Wisconsin—2 pereent. Puerto Rico—42 pereent. In my own
State of Georgia the increase was 22.9 percent.

I am all in favor of helping those who cannot help themselves. But
I am not in favor of giving tax money to families that deliberately
circumvent the law when the father abandons his ehildren and prefers
to let the Government support them. And you agree with that?

Mr. Fixcmn. Yes, sir.

Senator Tararaver. There is one other thing T would like to ask you.
We have heard a good deal of talk that has been cirevlating avound
Washington and thronghout the Nation now for several yearz—about
this so-called guaranteed income, a negative income tax. Under such
a plan, everyone files a tax return at the same time, and if a family does
not earn quite as much as someone in Washington thinks it ought to
earn, then the Government sends it a cheek from the Treasury to
make up the difference.

What is your view on that ?

Mr. Finca, Well, we have asked our staff to cost this out. T have no
closed mind on it, but T have a disposition against it because I think
the first decision we and the Congress have {o make is one that goes to
whether you are going to have a Federal floor in the welfare area, and
until that is decided, I am not prepared to go along with a guaranteed
income.

Senator Tararange. Do you not think that would put a premium on
not working instead of working?

Mr. Finc. It could have that consequence, yes, sir.

Senator Tararance. I personally prefer to hunt and fish myself in-
stead of working, and if the Government would pay me for hunting
and fishing, T think I would be likely to do that.

Mr. Fincm. T agree.

Senator TALMapcE. You would not be in favor of that.

_ My, Fixer, T am disposed against it. I really have not costed it out,
sir, but my disposition is against it.
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Senator Taratanar. Thank you, sir. T would be glad to yield to my
collengue from Tennessee,

Senator Gore. 1 have had a chance to examine the table to which
Senator Talmadge referred, and it is a table which shows a shocking
disparity in increase in benefits. T see one State with six-tenths of 1
pereent increase. Another State with 1-percent inervease, And yet that
shows an inerease of 61 percent. This disparit: of benefits paid is a
problem to which 1 dare say you will wish to direct your attention,

Mr. Funcrr Yes, Senator, The greatest single problem, is the uneven
performance and the great differential of 50 different Ntate systems,
IHow we rationalize this, T think, in all these arveas, health, edueation,
and welfare, is the greatest single problem that my department will
have,

Senator Gore. Thank you,

Senator Taraaner, No further questions, My, Chaivman,

The Ciraieman., Senator ITartke.

Senator Tawrxe. Mr. Seeretary, as a former neighbor of mine I
hope yon will come back to live close to us again,

Mr. Fincn. We are looking in that avea, Senator, We arve waiting
for confirmation before we sign anything. [ Laughter.]

Senator ITarrke. I want you to know we would love to have you
back with us again.

T have listened to your philosophical diseussion previously about the
pre-Bismarck Germany era, and your feeling that we need the inter-
disciplinary approach. Is that what yousaid ?

Mr. Fincu. Yes, siv. T would hope that every employee in the Depart-
ment would feel they are not just locked into one little box, but rather
that they are trying to move on these urban problems with a sense of the
total ecology, and that they are concerned about the quality of peoples
lives—that 1s what T wanted to say.

Senator Harrke. That seared me a moment, because as T understand
Bismarcks theory of government, he extended social benefits but he
put a very severe repression upon c¢ivil and human rights,

My, Fincn. I was not advocating a Bismarckian government but
wassimply pointing to a pre-Bismarck state of affairs.

Senator Harrke. All right.

Back to some of the things that happened during the presidential
campaign, One of those——

Mr, Pinert, Which campaign is it, sir?

Senator Harrke. 1968.

Mvr, Nixon said, and I listened to him on the radio, something along
this line, “They say T am against social security. Tet me tell you some-
thing, T want you to know T think we shonld tie the cost of living index
and increase the bhenefits for social security beneficiaries as the cost
of living goes up. How do you like that,” he said.

Now, how do vou like it ? [ Langhter.]

Mr. Fixen. Well, to be perfectly honest about it, since T was on the
lane at the time, I advised against that statement. T want to look at
ow much it is going to cost before I make a response to that. I do

not, yet. know how much it is going to cost.

Senator Harrke. One of the other things in the social security fund
which is a matter of great concern to mo is excess collection. Teday in
our society we talk aﬁout the poor people, but I think in addition we
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may be faced with a new group in onr society whom T wonld eall the
afuent poor. These ave people whom T would describe as making
pretty @good money, working every day, reporting on time usually,
taking their coffee breaks and their times out for Tunch but they can-
not make ends meet.

Now one of the real serious inereases in their costs this year was the
sharp inerease in social security taxes up and above that which was
necessary to pay for the benefits. Tn our social security trust fund we
have an accumulated surplus according to the last report. T saw some-
where in the neighborhood of $28 billion over and above the require-
ments necessary for soeial security payments.

Is it your view that social security should pay the cost. of other parts
of the Government. or should we acenmulate a trust fund surplus over
and above the anticipated requirements for benefit. payments?

Mr. Fixcn, As T said, ur til we have gotten a good deal further into
this, and I have had o ehance to talk to My, Ball at greater length, and
until again you in the Congress make a fundamental decision as to how
far you want to go in this area and that of Federal floors, T would not
want. to make a commitment as to how much further vou extend socinl
security, Unfortunately, unlike some of my other potential colleagues,
T was wrapped up with the winding up of my affairs in my present.
office until very recently, so I am just not. familiar enough with all of
the proposals that were made—and now they arve in the hundreds—as
to the direetion in which you would extend social secnrity.

Senator Harrke. There is one field though in which T think you
have expressed yourself. You have said you believe there can be fur-
ther utilization of private resources——

Mr, Fixon. Yes, sir.

Scnator Harrke (continuing). By a tax credit system for industry
retraining.

Mr. Fixoir. Yes, T think that isa possibility, sir,

Senator ITarrke. I am glad to hear that that is one of the things
vouintend to do,

Senator Talmadgoe asked you abont a proposal for some restrictive
tyvpe of law against pavents who do not support. their children. I be-
lieve your answer was that this should be left to the States. Do you
think it is time in our welfare program for a study to be made concern-
ing aid to dependent children and the effect of legalized abortion in
the United States?

My, Fixcir. Well, as you know, in California we, along with Colo-
raddo, have actually acted in this avea. Tt is not just a case of liberalizing
abortion, It is a case, under very restrictive eircumstances, of making
it possible where the parent involved, a member of the church in-
volved, and the family doctor have given their consent, There was a
areat fear at the time, and our Governor almost vetoed the bill because
of it, that there wonld he a great vash or, at least, an increase in
abortions. It has not happened that way. We have had about 8
months' experience with this legislation. During that time, T think
we have had maybe 46 cases that have been officially filed and have
heen called to my attention. ‘That was the last figure T heard.

We had a very bad situation before. As an attorney who practiced
law for 16 years, I saw so many cases where young girls, particularly
unmarried women, and also married ones, wouﬁl go south of the
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border in Tijuana and get into the hands of some quack, and it resulted
in some pretty unpleasant situations. So all I am saying is that, under
the right controls and under the right mechanisms, the right laws
can be put together. It has worked in California. T am not sure there
should be a Federal law. As long as the whole complex of laws re-
lating to marrviage and divorce and to child support is locked into
State systems, then we had better talk to those State people before
we start passing IFederal laws in this avea.

Senator H.arrkEe. One other question. This deals with the question of
the enforcement of desegregation in our public schools. T believe Mr.
Finch, that you made a statement in which you said vou foresaw a
different role for the Department of TIEW as regards the sanction
of the withholding of Federal funds in order to enforce desegregation
in owr public schools. Would you care to comment on that?

Mr. Fixcr. Well, T do not know that T said a different vole. T simply
said that as far as 1 am concerned, withholding Ifederal funds is the
ultimate weapon.

Now, anybody who has been in politics, anybody who understands
particularly the makeup of this great diverse Nation of ours, knows
that each community is a different. slice of Ameriea, and each area
has a chemistry all its own. You do not come in with a meat-ax and
try to bludgeon somebody into successful compliance hecause the
minute you walk away theyv are going to rvesort to the old patterns,
There are many buttons on that panel to push, all kinds of incen-
tives, and we must keep the pressure up. There must be a constant
pressure, but it. may be a different mechanism in one community
than it is in another. Those local people know that wou always have
that nltimate weapon—the denial of those Federal fuids. But. as T
say, you know there are other buttons to push. A conciliatory approach
must be used, with a clear understanding that we are going to carry
out the intent of the Congress and the intent. of the laws on the hooks.
This is the approach I would favor.

Senator TLarrke. Thank you, Mr. Secretary. I too am delighted
to see you aboard.

Mr. Fixcu. Thank you, sir.

The CrairMan. Senator Williams?

Senator WrrLrams. Mr. Secretary, I have a couple of questions,
Itirst T would like to welecome you before this committee.

The suggestion has been made there is an excessive acenmulation
in the trust Tunds that are used to defray the normal operating exnense
of the Government, That is not true. Is it not a fact that these reust
fund receipts represent taxes on the emiployvee and the employer and
that the U8, Goverment isonly the trustee?

Mr. Fi~cut. Yes, sir.

Senator Winrrams, And that those funds are antomatieally in rivir
entirety put over into the trust fund, and that under no cirenmstances,
under no law, can the Government use those moneys {9 defray ihe
cost. of any other program other than the henefits under the social
security system ?

Mr. Fixcirn Yes, sir.

Senator ITarrxe. Will the Senator vield at that point?

Is it not true though that those funds ave loaned to the Federal
Government. in order to defray other expenses of the Government?

1
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Senator Wirrianms, The trust fund can be invested only in Govern-
ment securities.

My, Fixcn. That is correct.

Senator Wirrians, That does not mean that they are being used
to defray the cost to the Government as directly any more so than
a bank las to keep a certain amount of its funds invested in Gov-
ernment securities for it to be liquid, and we do not say we are using
a part of that. These Government securities are like the normal Gov-
ernment. bonds that we sell to the public. In the process of investing
these social security tax receipts they are invested only in Government
bonds, Now, I think it is true that this misunderstanding has developed
as u result of the last couple or 3 years where in announcing the re-
ported, projected deficit of the overall Government, the administra-
tion has been including the accumulation in the trust fund as though
they were normal receipts for the purpose of reducing the deficit, is
that not true?

Mr. Fincu, That is true.

Senator Wirriams. We are going to get, we understand, a budget
around, this year, anywhere from a $2 to $3 billion surplus, but that
is only due to the fact that they are counting about $7 billion normal
accumulation in the trust fund during this current year as though
it were normal revenue, and in reality, on that one item alone, there
is a $5 billion deficit rather than a $2 billion surplus if we use the
regular accounting systenn.

Mr. Fixci, That is my understanding, Senator.

Senator Wirnrams, I think much of this is being confused as a
result of—I will not use the word exactly, but the Wall Street Journal
referred to it I think this morning as a little “manipulation” for the
purpose of making it a good report when we are putting it out that
we are with a surplus when in reality we are still operating the Gov-
ernment at a deficit.

Senator Harrke, Will the Senator yield ?

Senator WiLLiasms, Yes; I will yield.

Senator Harrke. Just to make sure we understand the record cor-
rectly I understand this method of budget reporting was recommended
by the President’s Special Committee on Budget Changes which was
chaired by the man who was just before us and who is the Secretary
of the Treasury-designate, Mr. Kennedy. He was the Chairman of
that particular Committee which made the recommendation of which
you now complain.

Senator Wirriams. I do not care who chaired it. I am just speak-
ins of the facts. This is what the situation is. I am not getting into
a debate around the table, because we have enough of that in Paris
about who sits around the table or what table. But the point is that
the trust funds are separate money and cannot be spent to defray
the cost of any Government program except as they are invested in
Government bonds. When these éovernment bonds mature they must
be paid just the same as a bond sold to any bank or any individual,
and I think we should report that separate. This accumulation in the
trust fund, which is accumulating now, is largely due to the fact
that in the labor force an unusually or exceptionally large percentage
of the labor force are young men of the age of 20 to 40 who are work-
in%, paying into the social security fund.

Mr. FincH. Agreed.
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Senator WitLrams., And their funds ave supposed to be set aside
and accumulated and kept in order to defray the cost of their re-
tirement benefits when they reach the age of 65, is that not correct?

Mr. Fixcis. Yes,sir.

Senator WirLriams. So it is inevitable that we accumulate this sur-
plus and to do otherwise would mean that we were destroying the
security of the young workers of America by spending their money
as we go. I mcan we have no choice except to accumulate some of
that if we are going to meet the obligation of paying social security
benefits to these young workers when they reach the age of retive-
ment, is that not correct ¢

Mr. Fincu. Yes, sir.

Senator Wirrraxs. Thank you.

Senator ANpersoN. Senator Fulbright.

Senator FuLsricnrT. I yield for a comment.

Senator Risrcorr. May I say, Mr. Chairman, that I have to keep
a 12 o'clock appointment.,

I believe Governor Finch is very well qualified for this position,
and it will be a privilege for me to support him as Secretary of1 Health,
Education, and Welfare.

Thank you.

Myr. Finca. I am very grateful, Senator. Thank you.

Senator FuLsricir. Mr. Secretary, on the subject of the trust fund
and social security program, what does the very high rate of inflation
that is taking place in this country do to both the trust fund and to
social security generally ?

Mr. Fixc. It puts a horrendous burden on that whole system, and
I am troubled because, without going into a long speech, I look at that
overall pie and I see so much of it going into care for the aging. We
extend the lives of our citizens, and legitimately so, but we are at the
same time decimating many of our educational programs. In fact you
know what has happened to your own Fulbright program : it has been
markedly reduced. I hope we can work out systems for community
colleges on a incentive basis with strong emphasis on vocational train-
ing. I think that is a great gap in our continuum of education, and I
am not at all sure we have the right allocation or mix of resources at
the Federal level.
~ Senator Furerient. I am very glad to hear you say that. I also want,
to compliment you on what to me was a very perceptive comment made
to the Senator from Indiana about each community having a chemistry
of its own. Many people who have become immersed in the Washington
bureau forget that, They assume naturally that all communities are the
saime, but they are not. I hope you do not lose your views that you
expressed so well, .

Mr. Fincn, I will keep a certain amount of chauvinism. . :

. Senator FuLpricir. And it is. certainly at the root of some of our
most serious problems. Yousaid it sowell. - = : ‘

We all worry about the welfare program. You staited out with
spying that nobody is happy with it, which I took you to mean that.
you were going to review it and hope to improve it,

Just one general question, you alluded to it in & way, and that is
this question of the long term policy of the relative emphasis given
to welfare and education. You mentioned certain aspects of it, com-
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munity colleges. Of course I regard education in a very broad sense, as
including Headstart and Job Corps, all of those efforts to bring either
vocational or other education to the people.

It does seem to me on balance that we may have given greater
emphasis to the immediate problem of welfare and neglected education
over the years because, I do not see a very good solution, if there is one,
to the welfare problem except better training and education. I do not
like to leave the impression I mean PPh. D.’s. I mean capacity to do
something useful, and I would hope—1I think I detect in your views—
that you feel that way.

My, Fixci. I would hope we can do a study that will look down the
road in the educational area during that final third of this century. I
think, when we get into these qualitative and environmental areas, that
we have to take the long look ahead. And this has to apply across the
full complex of the department I hopefully will head.

Senator Frusricut. I think the difference is quite dramatic when
you consider what inflation will do to welfare in the sense of the future
payment. We all—nearly everybody these days who has a job—are
on some kind of pension plan, retirement plan, or welfare, and it can
be destroyed by mismanagement of our fiscal affairs. But, if a man has
an education, he can earn a living—he can adjust.-

Mr. Fixc. Yes, sir.

Senator Furericnr. It is a much greater insurance than any kind
of welfare.

Mr. Fincu. Absolutely.

Senator Frrericirr, Well, thank you very much, and I have great
hopes for your appointment. I know of your experience, and from
what you said, vou have made a very good impression.

Mr. Fixcm. Thank you, sir.

Senator Frrericar. Thank you, Mr. Chairman.

The Crairyan. Mr. Curtis?

Senator Curris. Mr. Chairman, I regard Mr. Finch as highly quali-
fied. and I have no questions.

The Cuairyan. Thank you very much, Mr. Finch.

Are there further questions by members of the committee?

There are none. Thank you very much, Mr. Finch.

Mr. Fixcir. I look forward to working with you.

The Crnamryan. That concludes the committee hearing. The com-
mittee will go into executive session at a time to be announced later.

(Whereupon, at 12:05 p.m., the committee recessed, to be reconvened
subject to the call of the Chair.)
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