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PUBLIC DEBT ACT OF 1945

THURSDAY, MARCH 15, 1945

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met, pursuant to call, at 10:30 a. m. in the com-

mittee room, Senator Walter F. George (chairman) presiding.
Present: Senators George, Walsh, Byrd, Gerry, Johnson, Lucas,

McMahon, Butler, Millikin, Brewster, Bushfield, and Hawkes.
The CHAIRMAN. The committee will come to order, please.
Some members of the committee have other engagements but we

have more than a quorum. If any of you gentlemen wish to move
around so that you will be more directly in front of the witness,
come right around.

The committee has for consideration H. R. 2404, an act to increase
the debt limit of the United States, and for other purposes.

(H. R. 2404 is as follows:)

[H. t. 2404, 79th Cong., 1st sess.]

AN ACT To increase the debt limit of the United States, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States of
America in Congress assembled, That this Act may be cited as the "Public Debt
Act of 1945"-

SEc. 2. Section 21 of the Second Liberty Bond Act, as amended, is further
amended to read as follows:

"SEC. 21. The face amount of obligations issued under authority of this Act,
and the face amount of obligations guaranteed as to principal and interest by the
United States (except such guaranteed obligations as may be held by the Secre-
tary of the Treasury), shall not exceed in the aggregate $300,000,000,000 out-
standing at any one time."

SEc. 3. Subsections (h) and (i) of section 22 of the Second Liberty Bond Act,
as amended, as added by the Public Debt Act of 1943, are hereby amended to
read as follows:

"(h) The Secretary of the Treasury, under such regulations as he may pre-
scribe, may authorize or permit payments in connection with the redemption of
savings bonds to be made by commercial banks, trust companies, savings banks,
savings and loan, associations, building and loan associations (including coopera-
tive banks), credit unions, cash depositories, industrial banks, and similar financial
institutions. No bank or other financial institution shall act as a paying agent
until duly qualified as such under the regulations prescribed by the Secretary,
nor unless (1) it is incorporated under Federal law or under the laws of a State,
Territory, possession, the District of Columbia, or the Commonwealth of the
Philippine Islands; (2) in the usual course of business it accepts, subject to with-
drawal, funds for deposit or the purchase of shares; (3) it is under the supervision
of the banking department or equivalent authority of the jurisdiction in which
it is incorporated; and (4) it maintains a regular office for the transaction of its
business.

"(i) Any losses resulting from payments made in connection with the redemp-
tion of savings bonds shall be replaced out of the fund established by the Govern-
ment Losses in Shipment Act, as amended, under such regulations as may be
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described by the Secretary of the Treasury. The Treasurer of the United
tates, any Federal Reserve bank, or any qualified paying agent authorized or

permitted to make payments in connection with the redemption of such bonds,
shall be relieved from liability to the United States for such losses, upon a deter-
mination by the Secretary of the Treasury that such losses resulted from no fault
or negligence on the part of the Treasurer, the Federal Reserve bank, or the
qualified paying agent. The Post Office Department or the Postal Service
shall be relieved from such liability upoh a joint determination by the Postmaster
General and the Secretary of the Treasury that such losses resulted from no
fault or negligence on the part of the Post Office Department or the Postal
Service. The provisions of section 3 of the Government Losses in Shipment
Act, as amended, with respect to the finality of decisions by the Secretary of the
Treasury shall apply to the determinations made pursuant to this subsection.
All recoveries and repayments on account of such losses, as to which replacement
shall have been made out of the fund, shall be credited to it and shall be available
for the purposes thereof. The Secretary of the Treasury shall include in his
annual report to the Congress a statement of all payments made from the fund
pursuant to this subsection."

SEc. 4. The Second Liberty Bond Act, as amended, is further amended by
adding at the end thereof the following sections:

"SEc. 23. A finding of death made by any official or agency of the United
States authorized by section 5 of the Act of March 7, 1942, as amended (U. S. C.,
Supp. III, title 50, Appendix, sec. 1005), or by any other law to make such a
finding, or by the Secretary of War or the Secretary of the Navy, shall be a
sufficient proof of death to support the allowance of credit in the accounts of
any Federal Reserve bank or accountable officer of the Treasury Department in
any case involving the transfer, exchange, reissue, redemption, or payment of
bonds and other obligations of the United States, including those obligations
guaranteed by the United States for which the Treasury Department acts as
transfer agent.

"Sac. 24. Whenever any direct obligation of the United States, bearing in-
terest or sold on a discount basis, is donated to the United States, is bequeathed
by will to the United States, becomes the property of the United States under
the terms of a trust, or is by its terms payable upon the death of the owner to
the United States or any officer thereof in his official capacity, the Treasurer of
the United States upon receipt of such obligation shall effect redemption thereof.
If under applicable law such gift, bequest, or other transfer to the United States
is subject to a gift or inheritance tax, the Treasurer shall pay such tax out of the
proceeds of redemption and shall deposit the balance in the Treasury as mis-
cellaneous receipts or as otherwise authorized by law. If no tax is payable the
entire proceeds shall be so deposited."

SEC. 5. (a) Notwithstanding the provisions of section 3749 of the Revised
Statutes, as amended, the Secretary of the Treasury is authorized to sell, exchange,
or otherwise dispose of any bonds, notes, or other securities, acquired by him on
behalf of the United States under judicial process or otherwise, or delivered to him
by an executive department or agency of the United States for disposal, or to
enter into arrangements for the extension of the maturity thereof, in such manner,
in such amounts, at such prices, for cash, securities, or other property, or any
combination thereof, and upon such terms and conditions as he may deem ad-
visable and in the public interest. No such bonds, notes, or other securities of
any single issuer having at the date of disposal an aggregate face or par value,
or in the case of no-par stock an aggregate stated or book value, in excess of
$1,000,000, which may be held by the Secretary of the Treasury at any one time,
shall be sold or otherwise disposed of under the authority of this section.

(b) Nothing contained in this section shall be construed to supersede or impair
any authority otherwise granted to any officer or executive department or agency
of the United States to sell, exchange, or otherwise dispose of any bonds, notes, or
other securities, acquired by the United States under judicial process or otherwise.

Passed the House of Representatives March 8, 1945.
Attest:

SOUTH TRIMBLE, Clerk.

The CHAIRMAN. Mr. Bell will speak for the Treasury Department.
Tell us, if you will, Mr. Bell, the facts that require a favorable

consideration of this proposal.
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STATEMENT OF DWNIEL W. BELL, UNDER SECRETARY,
DEPARTMENT OF THE TREASURY

Mr. BELL. The House bill before you, Mr. Chairman, would,
among other things, increase the borrowing authority of the Treasury,
as provided under the Second Liberty Bond Act, from $260,000,000,000
to $300,000,000,000.

The public debt on February 28, 1945, was $235,000,000,000, and
that includes the guaranteed debt outstanding in the hands of the
public, which will be brought under the limitation by the bill before
you.

According to the Budget estimates which were submitted to you
in January in the President's budget message, the public debt will
be $251,800,000,000 on June 30, 1945, and on June 30, 1946, it will
be $292,300,000,000.. After making provision for the future accruals on savings bonds,
which we must do in view of the wording of the limitation, we had on
February 28, under existing law, about seventeen and a half billion
dollars of borrowing authority left. We estimate that on March 31,
on the basis provided in the pending bill, we will have about sixteen
and a half; on April 30, fourteen and a half; and on June 1 it would
be down to less than $10,000,000,000.

We are now in the process of making rather extensive preparations
for the Seventh War Loan, the first part of which begins on April 9,
when we start out with an intensive campaign to sell series E bonds
under the pay-roll savings plan. The over-all individual drive will
begin on May 14, and the corporation drive will begin on June 18.
We would like to have the increase in borrowing authority before we
start the drive on April 9, and we certainly would need it before we
finish the drive, because we will no doubt exhaust the balance under
the present limitation before the drive is ended. That is the urgency
of the matter.

Now, there are a number of provisions of the bill. If you would
like for me to go over each section I will be glad to, or I will stop at
this point and try to answer any questions.

The CHAIRMAN. Does any member of the committee desire to ques-
tion Mr. Bell?

Senator BYRD. I would like to ask a question.
The CHAIRMAN. Senator Byrd.
Senator BYRD. Mr. Bell, assuming that the European war lasts for

90 days longer and the Japanese war for a year, what would you esti-
mate the debt would be at the end of that time after liquidating the
obligations of the Government?

Mr. BELL. You mean, Senator, at the end of the fiscal year 1946?
Senator BYRD. Of course, there will be commitments maybe after

that.
Mr. BELL. That is rather difficult to estimate at this time. We

would have very large expenditures even after the war in Europe
ends because of the backlog of outstanding obligations, and it is
difficult to say just how fast they would be liquidated.

It was estimated last fall that there would be cut-backs equivalent
to about 40 percent if the European war should end by December •
31, 1944, but that has been changed.
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Senator BYRD. You mean cut-backs at the end of the European
war?

Mr. BELL. Yes. They were anticipating that the war might end
at the end of last year, and it was estimated that there would be a
40-percent cut-back in commitments.

Senator BYRD. You are speaking of cut-backs in war expenditures?
Mr. BELL. Yes; and contracts, which is the same thing. But you

have got the Japanese war now as a major war; it is consuming as
much equipment, almost, if not more than, the European war, and
there is some feeling that the expenditures for the Japanese war
alone might stay on a very high level.

Senator BYRD. We are spending on the basis of about seven or
eight billions a month' aren't we?

Mr. BELL. It is running about seven to seven and a half billion
dollars at the present time, for war expenditures alone.

Senator BYRD. Yes. In January we spent eight billion two hun-
dred and two million.

Mr. BELL. That is right. That is the total over-all expenditures.
Our total expenditures, including outlays for corporations, for the
fiscal year 1945 are estimated at $99,700,000,000, and that is a little
over $8,000,000,000 a month as an average.

The CHAIRMAN. That is the fiscal year?
Mr. BELL. Yes, sir; the fiscal year, ending June 30, 1945; and for

the fiscal year 1946, which is the year beginning next July, it is esti-
mated by the Budget that we will spend $83,100,000,000; $70,000,-
000,000 of that is for war activity alone.

Senator BYRD. We will have very large unexpended balances if the
war ended. Would the Treasury recommend that these balances be
canceled? For instance, as of October 1, 1944, there were unex-
pended balances then of $151,000,000,000; I mean, appropriated,
that hadn't been spent. Then you have your Budget bill, this time
about $87,000,000,000.

Mr. BELL. $83,000,000,000 are the total estimated expenditures
for 1946.

Senator BYRD. When that is passed, you will have large balances
on hand. I assume that when the war ends those balances ought to
be canceled by Congress, should they not?

Mr. BELL. They could be. They don't need to be canceled by
Congress. You have already passed an act setting up an organiza-
tion to handle contract cancelation, and as soon as the contracts are
canceled the appropriation credits will eventually be written off in
to the surplus fund.

Senator BYRD. Could not be written off at the end of each fiscal
year?

Mr. BELL. An appropriation available for a fiscal year cannot be
obligated after the end of such year, but it remains available for
2 full additional fiscal years to liquidate obligations incurred in the
fiscal year for which the funds are appropriated. After that time the
balance is written off to the surplus fund.

Senator BYRD. They revert to the General Treasury then?
Mr. BELL. Yes, sir.
Senator BYRD. The end of the year following that fiscal year?
Mr. BELL. It is the end of the second fiscal year.
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Senator BYRD. What would be your estimate, Mr. Bell-you
estimate $292,000,000,000 debt on July 1, 1946-it is not conceivable
that it will be less than $300,000,000,000 before the Budget is again
balanced?

Mr. BELL. You mean eventually?
Senator BYRD. Yes; the total debt.
Mr. BELL. We have no figures beyond the end of the fiscal year

1946. We can't tell you what will happen after the war ends-what
size the Army and the Navy will be or what our obligations in other
directions will be. So we can't tell whether we will have a large
deficit in the year following the war or not. We assume it will take
at least a year to liquidate the obligations we have.

Senator BYRD. How large a debt do you think this country can
economically stand?

Mr. BELL. I don't, think I can answer that question. I think the
interest obligation at the present time is running about 2 percent of
the net national product-that is the gross national product less
depreciation and depletion-and I wouldn't say that that was unbear-
able. I couldn't tell you where the debt could go. Somebody
estimated a few years ago that we could stand $75,000,000,000, and
we have long since passed that.

Senator ]3YRD. Do you expect an increase in the future in the
interest rate?

Mr. BELL. I hope not, and I think all the machinery of the Govern-
ment ought to be used to keep it from increasing.

Senator BYRD. Of course, when you keep the interest rate down
you keep the rate down on everything else.

Mr. BELL. There is a relationship between the rate the Government
pays and outside business.

Senator BREWSTER. The chief economist of the Foreign Economic
Administration stated that the national debt might go to four thousand
billion dollars without seriously upsetting things.

Have you ever entertained any stratospheric estimate such as that?
Mr. BELL. No, sir. I have not.
Senator BREWSTER. He contemplates such a possibility.
You would think that was serious, would you not?
Mr. BELL. I would hate to see it.
Senator BYRD. Who was it that made that estimate?
Senator BREWSTER. The chief economist of the Foreign Economic

Administration.
Senator BYRD. Who is he?
Senator BREWSTER. I can't give you his name.
Senator BYRD. He is not collaborating with your Department,

Mr. Bell?
Mr. BELL. I don't know him. This is the first time I ever heard

the estimate.
Senator BREWSTER. They apparently consider him an authority,

to some extent at least.
Mr. BELL. 1 am sorry; I don't know him at all.
Senator LucAs. The question of the increasing of the national debt

Will not make much difference as long as the war continues; it will be
increased and increased and increased, depending on how long the
war continues; isn't that right?

70632-45-----2
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Mr. BELL. That is right. We have to finance the war, an4 there
are only two ways of doing it-taxes and borrowing.

Senator BYRD. I think it is one of the greatest menaces our economic
system is confronted with in the after-the-war years.

Senator BREWSTER. In the figures given in the House report, what
is the distinction between bonds, Treasury notes, and certificates of
indebtedness? Does that indicate the part that is of a rather short-
term character?

Mr. BELL. Yes. Treasury bills and certificates have a maturity of
1 year and less; Treasury notes are from I year to 5 years; and
Treasury bonds can be any term, but through long custom we have
made them 5 years and longer.

Senator BREWSTER. That means that about 100 billion of our debt
is short-term, under 5 years?

Mr. BELL. I think that is about the figure, including special issues
to Government accounts.

Senator BREWSTER. That is what the figures show---$95,800,000,000.
Mr. BELL. That is right.
Senator BREWSTER. Now, is that a part of the Treasury plan or

are you forced to that? What is the theory on which that propor-
tion is determined?

Mr. BELL. That ispart of the Treasury plan, because a large part
of that debt is in the banking system, and that ought to lhe of a more
or less short-term character. We keep it in the short-term area for
banking reasons. We don't want the banks to buy the long bonds, so
we keep it of a short character. And, of course, the bills and the
certificates, to some extent, are considered by the banks to be more
or less in the nature of liquid reserves.

Senator BREWSTER. That is approximately 40 percent of your total
debt in short term, which means that the Government is faced with a
recurring problem every year or two to renew and extend?

Mr. BELL. We are faced with it almost every month. We have a
refunding of some issue every month.

Senator BREWSTER. You would prefer to have the long-term, if you
could, in hands other than banks?

Mr. BELL. Well, we would prefer to sell as much of our debt as
possible outside of the banking system; but we are, of course, forced to
sell a certain amount of it to the banks.

Senator BYRD. What percent does the banking system own now of
the debt?

Mr. BELL. About ninety-seven billion, including the Federal
Reserve banks.

Senator BREWSTER. About 40 percent. That is assuming all
short term is in the hands of the banks?

Mr. BELL. Seventy-seven and a half billion dollars of the debt is in
the hands of commercial banks and $19,000,000,000 in the hands of
Reserve banks.

Senator BREWSTER. The Treasury sells to individuals and institu-
tions all long-term bonds that they can; that is your plan, is it?

Mr. BELL. They are the ones who generally get the long-term bonds,
but they can also buy the short-term debt, but the rrreasury objective
is to sell as much of the debt as possible outside the banking system. -

Senator BREWSTER. And your running balances you can't dispose.
of on a long-term basis?
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Mr. BELL. The amount we sell directly to the banks and the amount
that drifts into the banks through the market and is later refunded we
put into short-term debt. We have a survey which shows how much
of the, debt is in the hands of the banks as we come to refund it, so
we know the type of security which should be used in refunding.

Senator BREWSTER. What do you estimate would be the situation
if-a year from today-if the debt increases to around three hundred
billion-would you expect the same proportions to hold?

Mr. BELL. I don't know. That depends, of course, on our war
loan drives, how successful they are in selling outside of the banking
system. Between twenty and twenty-five billion may go into the
banking system if past trends are maintained.

Senator BREWSTER. If that happens, in the next year you will have
something like a hundred and twenty-five billion in the hands of the
banks, including the Federal Reserve?

Mr. BELL. That is difficult to tell; but, based on past experience,
it is a reasonable estimate.

Senator LUCAS. How much is the Government requesting in this
next war loan drive?

Mr. BELL. $14,000,000,000. Seven billion from individuals and
seven billion from corporations other than banks.

Senator BUSHFIELD. How much from the banks?
Mr. BELL. Nothing. We gave the banks the privilege of subscribe

ing to the shorter securities for their savings accounts, and in tbe. last
drive, under the same formula, they got a billion dollars. and that is
about the potential amount that will be available to them

Senator BUSHFIELD. Is part of this $14,000,000,000 youomentioned
in that shorter security?

Mr. BELL. The basket of securities that we will offer in the Seventh
War Loan is composed of the series E, F, and G savings bonds, series
C savings notes, a 2%-percent long bond, and A 2 -percent long bond,
none of which can be purchased by banks. The 21Ws and the 2's
can't be purchased by banks until within 10 years of their respective
maturity dates. We have a 1-percent bond which is available only
to individuals. But after the drive they can be sold on the market.
The same is true of the %-percent certificate. But the banks cannot
subscribe for any of the 1.-percent bonds and the certificates in the
drive except for their savings accounts; they can subscribe to 10
percent or $500,000, whichever is lower. That is not a part of the
$14,000,000,000. The banking subscription will be outside of the
$14,000,000,000 drive.

Senator BUSHFIELD. Have you any estimate, Mr. Bell, of the
saturation point in the short-term securities the banks can hold?
Are they near the saturation point? Perhaps that isn't the correct
term, but there is a certain limitation they can or should carry.

Mr. BELL. I don't believe there is a saturation point. It is about
the same as making money.

Senator BREWSTER. That is what it amounts to.
Mr. BELL. Yes. There is really no saturation point. They credit

our account, and we spend it, and it goes back to the banks in the
form of private deposits.

Senator BYRD. I notice today, from a number of statements, that
the banks have uniformly about 60 percent of their deposits invested
in Government bonds. Is that about right?

Mr. BELL. That is about right; 58%o percent on June 30.
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Senator BYRD. You will soon reach the saturation point, will, you
not?

Mr. BELL. The deposits go up along with the purchase of Gov-
ernment securities.

Senator BYRD. But suppose there is a recession. Suppose there is
not as much money in circulation. Suppose that we have a depres-
sion.

Mr. BELL. There wouldn't be any change in the bank deposits
except as the loans are paid off and the public debt is paid off. They
merely shift between Fanks.

Senator BYRD. You think there is no limit then to the extent
that the banks can safely invest in Government bonds?

Mr. BELL. I wouldn't say there is a limit beyond which we should
go or shouldn't go. I just don't know what it is. We create the
money as we borrow from the banks and the deposits are increased
at the same time so it can really go on for some time.

Senator BREWSTER. It is really no different from the printing
press?

Mr. BELL. It is all a part of the money supply.
Senator BREWSTER. Has there ever been so high a percentage of

temporary loans heretofore in the Government's history?
Mr. BELL. Talking about the short-term loans?
Senator BREWSTER. Yes.
Mr. BELL. Not comparing volume.
Senator JOHNSON. Can a bank take their Federal notes to the

Federal Reserve System and cash them in any time?
Mr. BELL. You mean their Government securities?
Senator JOHNSON. Yes.
Mr. BELL. No; but they can sell them on the market, and the

market is supported by the Government.
Senator JOHNSON. They can borrow 100 percent, can't they?
Mr. BELL. That is rikht, they can borrow 100 percent.
Senator JOHNSON. It isn't 99 percent, it is 100 percent?
Mr. BELL. Yes, sir.
Senator BREWSTER. How do you assure equitable distribution

among the banks?
, Mr. BELL. It is entirely up to the banks. The banks, whenever
we have a direct offering, can subscribe for the securities in whatever
amount they want to. In recent years there has usually been a
formula, a certain percentage of their deposits or capital. We
haven't had any direct bank offerings in the last 2 years, except
Treasury bills, and they are sold on a bid basis.

Senator JOHNSON. I am speaking of what the bank holds. Do
they get a note saying, "On the basis of your deposits and capital
you are expected to take" so much?

Mr. BELL. NO; if we were having a public offering we would offer it
to the people of the United States and anyone could subscribe, in-
cluding the banks. We might say to the banks, "You can't subscribe
for more than 10 percent of your deposits" or "a certain percentage of
your capital." And then the Treasury would allot those securities to
the various people on a percentage basis. If we asked for
$4,000,000,000 and got $8,000,000,000 in subscriptions, then we
would allot it on the basis of 50 percent of the subscriptions received.
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Senator BYRD, Sixty percent of the deposits of the banks are
invested in Government bonds.

Mr. BELL. That is right.
Senator BYRD. There must have been some direction whereby the

bank was told it ought to invest 60 percent in Government bonds,
because I have noticed a number of statements and that same ratio
apparently prevails, especially the large banks.

Mr. BELL. We certainly have not so indicated and I have not heard
of any such indication from anyone else. The banks invest in Govern-
ment securities because they are about the only thing available.

Senator BYRD. It must be a policy that they have adopted among
themselves because they have all about the same percentage.

Mr. BELL. As far as I know there is no such policy.
Senator BYRD. It is correct, is it not, that it is approximately

60 percent in all the large banks?
Mr. BELL. I am not familiar with the individual banks. It is

about 60 percent on an over-all total.
Senator BYRD. When the time comes that many of these individuals

holding Government bonds will want to sell them to buy the things
which they have been denied, does the Treasury have any plan
whereby the value of those bonds will be maintained?

Mr. BELL. Those people who own savings bonds can come directly
to the Treasury and get their cash.

Senator BYRD. And then the Treasury has to borrow again.
Mr. BELL. That is right. But we think we are in better position

to do that refunding than the individual.
Senator BYRD. Suppose the bonds couldn't be sold on the market

at par value, would the Treasury step in and buy them?
Mr. BELL. The Federal Reserve System would step in and support

the market.
Senator BYRD. In other words, you are buying your own bonds?
Mr. BELL. Yes, sir.
Senator BYRD. Can you do that indefinitely?
Mr. BELL. The Federal Reserve supports the market. Not the

Treasury.
Senator BYRD. Suppose there were $100,000,000,000 of bonds on

the market and there was no market at par value. Could the Federal
Reserve step in and buy that $100,000,000,000 without very disastrous
results?

Mr. BELL. If offered all at once I suppose there would be some
difficulty.

Senator BYRD. Say $10,000,000,000. Do you think they could con-
tinue that policy indefinitely?

Mr. BELL. I think, Senator Byrd, we have to get in and support
the market after this war is over and keep these securities from
depreciating to the point where the present interest rate pattern is
thrown out of line.

Senator BREWSTER. What happened after the last war?
Mr. BELL. We didn't do it and the people lost money by being forced-

to sell their Liberty bonds in the market. They went down to 82.
That is one reason we have issued the savings bonds, because the little
fellow buying Government securities is not familiar with the market,
and we want him to get back every cent he puts into the bonds.
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We have told them that after they hold the savings bonds 60 days,
they can come in and get their money.

Senator BYRD. What percent of the total is in savings bonds?
Mr. BELL. Fifty billion maturity value. That is shown in the

report.
Senator BYRD. Does your limit of 292,000,000,000 on July 1, 1946,

include the unearned discount on savings bonds?
Mr. BELL. No. We would have to add something to that in

order to get within the limitation; and, if the estimates are correct,
we would need a limitation on June 30, 1946, of about 304,000,000,000
to cover the public debt plus the future accruals on savings bonds,
but we are doing here what we have done in the past, asked for a
limitation in round figures just slightly above the estimated public
debt, knowing that we will have to come back to the Congress before
the end of the fiscal year.

Senator BYRD. The Federal Reserve System, how much, how many
bonds'do they own now?

Mr. BELL. About $19,000,000,000.
Senator BYRD. Is there any limitation upon any future purchases

that the Federal Reserve System could make?
Mr. BELL. The ratio of gold to their deposits.
Senator BYRD. How much would it be?
Mr. BELL. They must have not less than 40 percent in gold certifi-

cates against their outstanding Federal Reserve notes and not less
than 35 percent in gold certificates or lawful money against their
deposits.
b Senator BYRD. What is it?

Mr. BELL. The ratio is now about 48 percent. We would have to
figure out how much the system can buy. It is in the neighborhood
of twenty-five to thirty billion under the present limitation.

Senator BYRD. They own how much now?
Mr. BELL. Nineteen billion.
Senator BYRD. They only have a margin of six billion.
Mr. BEJL. At least that.
Senator BYRD. You said the Federal Reserve System could buy an

unlimited amount of Government bonds. That wasn't correct then?
Mr. BELL. They would have to come back to you and get the ratio

lowered.
Senator BYRD. When you change that ratio there may be harmful

results, will there not?
Mr. BELL. I don't see why it should be disastrous.
Senator BYRD. What I think is going to happen is that a lot of

these bonds are going to be put on the market.
Senator BREWSTER. Have you made an estimate of what you

anticipate in the way of depletion of savings bonds in, say the 5 years
after the end of the war?

Mr. BELL. No; we have not, but we would have to meet whatever
is presented for redemption, and we will have to put on a campaign
to try to get people to hold them.

Senator BREWSTER. You are proposing to cut that 40 percent to
25 percent gold reserve?

Mr. BELL. Yes, sir. There is a bill before the Senate.
Senator BREWSTER. How much would that increase your deposits?
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Mr. BELL. I don't know. We would have to figure that out. We
will try and do that and put it in the record. Of course, if that isn't
enough we would have to come back and ask for a further reduction.

Senator MILLIKIN. The reduction is not intended to increase the
amount of outstanding currency. It results from an increase in
outstanding currency.

Senator BYRD. You have stated you will try to hold the interest
rate down. That will have a bearing on it. If the interest rates go
down too low there may be more bonds offered on the market. They
will have to be purchased or the price goes down. As I understand it
at the present time the Federal Reserve System can own $19,000,-
000,000 of bonds as they now do plus 25, is that correct?

Mr. BELL. Well, don't hold me to that figure.
Senator BYRD. No; but they can purchase up to $50,000,000,000

under the present law; is that correct, or about correct?
Mr. BELL. You mean if a reduction is made in the ratio?
Senator BYRD. No. Under the present ratio.
Mr. BELL. You mean they can hold $50,000,000,000 including the

19?
Senator BREWSTER. It is two and one-half times their gold holdings,

isn't that correct?
Mr. B ELL. There are some technical difficulties in computing it in

such a simple manner.
Senator BREWSTER. So if you have $20,000,000,000 in gold you

could have $50,000,000,000?
Mr. B ELL. That is right on that basis.
Senator BREWSTER. That is about what it is but it is not quite

that simple.
Mr. BELL. It is quite a complicated computation.
The CHAIRMAN. What is the present tendency to redeem the sav-

ings bonds, Mr. Bell? How is that curve going at the present time?
Mr. BELL. Well, the curve as based on the outstanding holdings,

is holding rather steady and even going down a little. In January
1944, the'redemptions that month were just under 1 percent of the
total outstanding, and that decreased in February to 0.85 percent,
and then increased to a little over 1% percent of the outstanding, in
October of last year, when we announced the new redemption pro-
cedure. Bear in mind the outstanding is going up all the time. And
in February 1945 it was down from the October 1944 rate of 1Y to
1.10 percent of the total outstanding.

I am just talking about E bonds. At the end of February we had
outstanding at redemption values $26,428,000,000 of those particular
bonds and there were redeemed in that month $290,000,000, which is
a little over 1 percent of the total. There is no relation between the
sales in a given month and the redemptions in the same month.
The bonds that are redeemed have to be at least 60 days old.

Senator BREWSTER. It has a direct relationship to how much ground
we are gaining.

Mr. BELL. Yes, but I think it is wrong to say that the bonds re-
Aeemed represent 30 percent of the total sales for a given month.

Senator BREWSTER. If it is a fact, why, you don't want to conceal it.
Mr. BELL. We don't conceal it. It speaks for itself. But we

think it gives the wrong impression. And the sales per month differ.
Senator BREWSPER. What do you mean by "wrong impression"?
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Mr. BELL. It gives the impression that everybody who buys a
bond is turning it in. That one out of three are turning them in,
which is not the case.

Let me explain that. In the month of February we sold $653,000,000
in series E bonds and $290,000,000 were redeemed.

Senator BREWSTER. February this year?
Mr. BELL. Yes, sir; but in December, we had a drive on, we sold

$1,855,000,000, and $334,000,000 were redeemed.
Senator BREWSTER. The interesting figure would be to take a period

covered by a drive, 4 months or so, to see what your redemptions were
as compared with your sales. That would show the trend.

Mr. BELL. I have them by months and would be glad to insert them
in the record.

Senator BREWSTER. What are your totals for the year?
Mr. BELL. Let's take the calendar year 1944. At the end of

December 1943, the total outstanding was $15,957,000,000, and at
the end of the year, December 1944, we had $25,514,000,000 out-
standing. That is an increase of nine and a half billion.

Senator BREWSTER. Meanwhile how many had you sold and re-
deemed?

Mr. BELL. That is the net amount that we sold.
Senator BREWSTER. But what was your gross?
Mr. BELL. It would be the redemptions added to it.
Senator BREWSTER. Yes. What were the redemptions during the

year?
Mr. BELL. I haven't got the total but it is about 3,000,000,000.
Senator BREWSTER. SO you sold about 12,000,000,000 worth of

bonds and redeemed about 3,000,000,000.
Senator BYRD. What is the total amount of the tax bonds, those

that you can use to pay taxes with? What is that, C?
Mr. BELL. C notes, yes. You mean the amount outstanding.
Senator BYRD. Yes.
Mr. BELL. At the end of February, $9,927,000,000 outstanding.

They are a 3-year note but can be turned in for cash or in payment of
taxes.

Senator BYRD. They will be used mostly to pay taxes, won't they?
Mr. BELL. That is right. We have put out about $26,000,000,000

of those notes, a billion of them have been turned in for cash and
15,000,000,000 for taxes.

Senator HAWKES. Mr. Chairman, I wanted to bring out the fact
that the reduction is, at the present time, when you have full employ-
ment, no evidence of what it will be after the war ceases and yoti have
got a readjustment period. Isn't that true, Mr. Bell?

Mr. BELL. That is possibly true. Our redemptions may increase
substantially after the war, and particularly if there is unemployment.

Senator H.WKES. I don't understand how the Federal Reserve will
support this market.

Mr. BELL. The redemption of the savings bonds does not affect the
market except through the Treasury borrowings.

Senator HAWKES. But it takes money out the Treasury.
Mr. BELL. If we needed funds with which to redeem the savings

bonds we would borrow directly from the market. We would go to
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the market with the Government securities best suited to the market
at the time, but if an individual holds a marketable security and wants
to get his cash he has to either borrow on it or go to the market.
Now, if a large volume of those securities are put on the market at
one time it might depress the market in which case the Federal
Reserve would step in and support it. They would take a certain
amount out of the market to ease it and bold these prices stable.
That has been the policy for the last 3 years and I can say that it
has worked very well.

Senator HAWKES. Where do they get the money to do that with?
That is the thing I am trying to get in my mind. How easy will it
be to get the money.

Mr. BELL. They create their own money.
Senator HAWKES. That is the answer.
Mr. BELL. If the bank has a security to sell, and the Federal Re-

serve bank buys it, the Federal credits the amount to reserve account
of the bank.

Senator HAWKES. Let's admit that you shouldn't have a loss of
patriotism after the war, but certainly you will have a different atti-
tude of mind among the people in buying Government securities.
Now, if you raise the interest rate to make those securities attractive
then you are going to make everybody that has the lower interest-
bearing bonds unhappy; are you not?

Mr. BELL. There would be a tendency to get into the higher coupon,
yes; no doubt about that, if we should issue higher rate securities.

Senator HAWKES. What is your plan on-supporting that thing so
that the whole thing doesn't fall? °

Mr. BELL. The Federal Reserve System supports that market and
with it the rate pattern.

Senator HAWKES. But the Federal Reserve System can only go so
far. What are you going to do to avoid the thing that happened
after the last war?

Mr. BELL. The Federal Reserve it seems to me has got to support
that market. Nothing was done to support the market after the
last war.

Senator HAWKES. You mean we have got to support the Federal
Reserve with legislation?

Mr. BELL. If necessary; yes.
Senator BREWSTER. What you reduced to 25 percent you could

reduce to 10, if necessary, and meanwhile you will hold the interest
rate down. The two things are correlative.

Mr. BELL. I think it is important that we do that.
Senator JOHNSON. Or, Senator Brewster, you can raise the price

of gold.
Senator BYRD. I would like to ask Mr. Bell to put in the record a

statement from the Treasury as to what extent the Federal Reserve
System owns bonds, the classes of bonds, and then, under the present
law, how many additional bonds the Federal Reserve System can
buy, and then how many additional they can buy if this pending
legislation is adopted by Congress. I think we ought to have a clear
statement of that from the Treasury.

70632-45-2
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(The information requested is as follows:)

Present and potential holdings of U. S. Government securities :by the Federal
Reserve System

[In billions of dollars]
1. Held on Mar. 14, 1945:

U. S. Government securities:
Bills ------------------------------------------------ $12.0
Certificates -------------------------------------------- 5.4
Notes ------------------------------------------------ 1.1
Bonds ------------------------------------------------ 1.1

Total U. S. Government securities ------------------------ 19. 6
2. Maximum under existing Federal Reserve reserve requirements ------- 30
3. Maximum under proposed reduction to 25 percent ----------------- 54

Assuming other Federal Reserve accounts such as gold reserves, discounts and
advances, are at March 14, 1945 levels and that in, the expansion of Federal
Reserve notes and deposits the ratio which prevailed on that date is retained.

Senator BREWSTER. I think the Treasury is in the position that
there isn't anything else they can do.

Senator BYRD. I don't know, but I think this country ought to
understand where it is going.

Senator BREWSTER. I agree fully.
Senator BYRD. I don't criticize the Treasury but am speaking of a

condition.
Senator BREWSTER. It is a condition. Not a theory.
Senator LUCAS. What is the total amount of money in circulation?
Mr. BELL. About $25,000,000,000.
Senator LUCAS. That is an all-time high?
Mr. BELL. Yes.
Senator LUCAS. How much farther can we go without reaching the

dangerous point?
Mr. BELL. Well, I don't think that I can answer that, Senator

Lucas. I suppose 10 years ago you would have said $25,000,000,000
was a danger point.

Senator LUCAS. Yes. I heard that.
Mr. BELL. Apparently this money is largely being used in business.

Some of it is being hoarded, on doubt, and that which is being hoarded,
certainly so long as it is hoarded it isn't doing any harm, but the
danger is in it being taken out of hoarding and spent.

Senator MILLIKIN. Following Senator Lucas' inquiry, isn't it a
fact, Mr. Bell, that we would reach the danger point very quickly,
certainly we would be at the danger point now if it were not for the
price and other controls?

Mr. B ELL. Certainly, if prices had been permitted to go up, I am
not so sure you wouldn't have had much more money in circulation.

Senator MILLIKIN. You have this enormous buying power with an
insufficiency of things to buy and that is held in line reasonably by
controls and so if you let go of your controls prior to the time of equal
purchasing power we are off; isn't that right?

Mr. B ELL. Yes, that is right.
Senator MILLIKIN. The Senator from Virginia, it seems to me, has

given the answer. I suggest another possible danger. If we go on
multiplying our currency and go on reducing our gold we might reach a
point of lost confidence among the people of the country, in which
event these controls would be broken through.
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Mr. B ELL. The confidence and cooperation of the American people
have been big factors in our controls.

Senator MILLIKIN. You have that to some extent now in the black
market and in an increasing expense in black markets.

Mr. B ELL. The black market does not, it seems to me, reflect a lack
of onfidence, but reflects the activities of certain people who want to
make money out of the war.

Senator MlILLIKIN. That would also follow from lack of confidence;
would it not?

Mr. B ELL. Yes.
Senator MILLIKIN. If you have currency in which you do not

believe, you try to get rid of the currency.
Mr. BELL. Certainly the controls have worked well because of the

public confidence and the public support.
Senator MILLIKIi. As much as I loathe the controls I am saying

that were it not for the controls we would probably be in a bad
position now and will be the moment they are taken off and your
supply of goods is not equal to your purchasing power outstanding.

Mr. BELL. That makes it important to maintain the controls
until consumer goods are available in sufficient volume to meet that
situation.

Senator BYRD. I want to ask Mr. Bell if he has made any investiga-
tion and study of the effect on inflation of these various plans. For
instance, the continued purchase of Government bonds and the print-
ing of money to purchase them. What effect is that going to have
on inflation. Have you made a study of the effect it will have on the
value of money, on increased prices and inflation? Do you think the
people are going to submit to these continued controls after the war is
over? I think the Treasury should be making a complete study as to
this policy because an inflation can lead us to disaster.

Mr. BELL. We are constantly studying the situation, Senator
Byrd, but it is difficult to gazein to a crystal ball and see what will
happen a year or two from now. But these studies resulted in our
war loan drive emphasizing the sale of bonds outside of the banking
system. That is one of the main objectives of our program.

Senator BYRD. You say that it is the policy of the Treasury to
purchase the bonds that are offered for sale in the event that no one
desires to purchase them at that time and price. If you continue to
do that and print more money with which to do this it is inflationary;
isn't it?

Mr. BELL. Potentially.
Senator BYRD. Actually.
Mr. BELL. You mean borrowing money from the banks?
Senator BYRD. Printing Federal Reserve money to purchase these

bonds. That certainly is inflationary; isn't it?
Mr. BELL. It is potentially inflationary. It increases the bank

deposits which are available to be spent by the individuals who own
them. If they don't spend them it isn't inflation.

Senator BYRD. If that is a wise procedure why didn't we just let
the Federal Reserve print the money to buy the bonds and never offer
them to the public?

Mr. BELL. I think our controls would be more difficult under such
conditions and confidence might be hard to maintain.

Senator BYRD. It is an inflationary policy we must admit, I think.
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The CHAIRMAN. Are there aigy other questions?
Senator MILLIKIN. May I ask what is the amount of our time

deposits at the present time?
Mr. BELL. The figures I have are for June 30, 1944. They were

$33,440,000,000. And the demand deposits, $95,865,000,000.
Senator MILLIKIN. That has increased substantially since then?
Mr. BELL. That has increased since June 30; yes.
Senator MILLIKIN. Our time deposits at the present time are

probably in the order 6f $50,000,000,000?
Mr. BELL. No; I wouldn't think so. ,They increased $3,000,000,000

in the 6-month period ending June 1944 and they would not increase
as much as that in the 6 months ended December 31 last.

Senator MILLIKIN. The existence of those time deposits do help to
steady your redemption line; do they not?

Mr. BELL. They are part of the savings of the country and are
less likely to be spent than demand deposits. They probably ease
pressure on the redemption, as most people would use their savings
in the bank before redeeming their bonds.

Senator MILLIKIN. And if we reach a point where people are spend-
ing their savings that will increase pressure on your savings.

Mr. BELL. But they are likely to spend their demand deposits first.
The CHAIRMAN. Mr. Bell, suppose you tell us what has been added

to existing law in the further provisions of the bill. You need not go
over it section by section, if you will simply indicate what the purpose
is. This is not a simple renewal resolution of a simple increase of the
debt limit.

Mr. BELL. There are some additional provisions.
Section 2 amends the Second Liberty Bond Act to increase the

borrowing power from $26Q,000,000,000 to $300,000,000,000, and the
House added the amendment to include the guaranteed obligations
outstanding in the hands of the public. They amount at the present
time to about a billion dollars. So that the $300,000,000,000, after
this bill becomes law, would include any guaranteed obligations out-
standing in the hands of the public.

Senator BYRD. Speaking of R. F. C., and the others?
Mr. BELL. Yes, sir; all of the governmental corporations. A billion

dollars is now outstanding in the hands of the public. The balance of
the funds furnished to corporations, out of the Treasury was $11,-
700,000,000 as of February 28 and that is a part of the public debt.

Senator BYRD. The corporations have borrowed some $11,-
000,000,000?

Mr. BELL. Yes, sir. They borrowed more than that but the amount
of their indebtedness at the present time is that figure.

The CHAIRMAN. What does section 3 do?
Mr. BELL. You recall, Mr. Chairman, that 2 years ago in the Public

Debt Act of 1943 you gave the Treasury authority to designate in-
corporated banks and trust companies to cash savings bonds. In other
words, we needed some additional paying agents and so you gave that
additional authority. We now have about 13,000 banks designated.
Last year, and I am sure every one of you got a number of letters on it,
several type of financial institutions not coming under the classifica-
tion in the present law wanted to be designated, and the only way we
could do it was to permit them to be subagents of the banks we had
designated. They are desirous of being direct agents of the Treasury.
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We have no objection and so we drafted this section to give us that
authority. We have put some limitations on it. I think that covers
the majority of those financial institutions which want to participate
in this work. They have been doing a good job selling bonds in the
past 3 years and they claim as long as they have been selling them they
ought to be a redemption agency.

The next is an amendment necessary because of additions added
by the previous section. You gave us authority to use the Govern-
ment Losses in Shipment Act for any losses. It then only applied to
incorporated banks and trust companies. Now it must be amended
to include those additional institutions we are writing in.

Section 4. We have had a number of cases where a boy has been
missing in action for say a year and the Secretary of War or the Secre-
tary of the Navy has made a determination of death, under the act of
March 7, 1942. We haven't any authority to accept that presump-
tion of death to redeem that boy's savings bonds. We think that it
would be quite proper for us to redeem any bonds that we might have
payable to a person missing in action and where the head of the depart-
ment, in most cases the Secretary of War and the Secretary of the
Navy, determines that that boy is dead. That is the purpose of that.

Senator LUcAs. What is happening at the present time?
Mr. BELL. We require a bond of indemnity to be given by the

parent or other person entitled to the estate. That is a hardship on
those people and as long as you have given authority to the heads of
the departments to determine if they are dead, and that determina-
tion is used as a basis for stopping allotments, and they pay the insur-
ance on the basis of that, I think we ought to have that same authority.

The CHAIRMAN. That is all that does?
Mr. BELL. That is all; yes sir.
Senator H AWKES. I happen to know a case, Mr. Chairman, of that

kind. I think that is a very wise provision. I happen to know a case
where there was a great hardship worked.

Mr. BELL. We hate to ask these people to put out money for a
surety bond protecting the United States Government, and it has
caused some ill will, and we think it is a good provision and will
eliminate a lot of this feeling.

Under section 4 we include another amendment. We have had a,
few cases where individuals have made the Treasury of the United
States the beneficiary under a will, have bequetbed bonds to the
United States, and we think we will have more of this as time goes
on, because we have seen quite a number of cases where people have
bought securities and made them payable to the United States upon
their death. We have a case at the present time where there is
$6,500 involved, in the case of an estate, and the State is claiming
their-inheritance taxes, or estate taxes, and we have no authority to
pay such taxes. This gives us authority to pay out of the proceeds
of any bonds redeemed in that estate or for the individual entitled
under the terms of the bond, to pay the estate tax to the State and
turn the balance of the proceeds into the Treasury.

Senator LUCAS. This merely permits you to comply with the laws
of the States?

Mr. BELL. That is right. We think the State is entitled to its
taxes but we have no authority at the present time to pay them.
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Section 5 was introduced in the House as a separate bill and the
committee thought that it would be well to make it a part of this bill,
and put it through at the same time. It gives the Treasury authority
to sell, exchange, or otherwise dispose of any bonds, notes, or other
securities, which have been acquired by the Secretary on behalf of the
United States under judicial process or otherwise, or delivered to him
by an executive department or agency of the United States for dis-
posal.

We have some odd lots of securities taken in bankruptcy cases,
compromise cases, tax tases, and the only authority we have to dis-
pose of them is under 3749 of the Revised Statutes which requires the
Secretary to advertise for a period of 3 months in the locality where
the individual giving the security, or the company, is located. Now
we have a market for most of these securities, and they could be sold
on that market rather readily. We usually sell any securities we
have through the Federal Reserve bank. Most of our securities are
sold through the Federal Reserve bank in New York.

This is somewhat similar to the authority that you gave the Secre-
tary to dispose of railroad securities that -we acquired under the
Transportation Act of 1920, and also to dispose of certain municipal
securities that the R. F. C. acquired, I think under the Relief Act of
1932 or 1933. You may recall that in that case Congress authorized
the R. F. C. to make loans to States and municipalities for relief
purposes and then provided that that repayment of the loans to the
States should be made by deducting the amount from the allocation
of road funds subsequently made by Congress. Later Congress in
passing a road bill repealed that provision for repayment as far as
the States were concerned but never repealed it so far as the cities
were concerned. You gave us authority to handle the securities of
the municipalities.

Senator BUSHFIELD. Under this provision, Mr. Bell, how is the
value of the securities determined if there does not happen to be a
ready market, like the stock exchange? Apparently, from the pro-
visions in this section, the Secretary must 'determine that matter,
and I wondered how.

Mr. BELL. In most cases there would be a market. In cases
where they are not on the exchanges we would have to get the balance
sheets and books to determine a book value of the stock, and then
we can sell it locally, people that have knowledge of the company,
but largely based on the book value.

Senator BUSHFIELD. Are they sold at public sale?
Mr. BELL. We haven't had any of that kind. We haven't sold

them except on the market.
Senator BUSHFIELD. I can readily understand how the sale would

be handled if it was on an exchange price but there might be condi-
tions where there was not such a price and I wondered if it was left
solely to the Secretary to determine the value.

Mr. BELL. I find we did sell some railroad promissory notes at
public invitation for bids, small amounts.

Senator HAWKES. I think the point that Senator Bushfield raises is
quite an important point, because I don't believe book value always
has very much relativity to the sale price of stocks and securities. I
have seen securities sell fbr one-quarter of their book value. I think
the point Senator Bushfield brought up, can this be done at a private
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sale, seems to me to be very good, and that some provision ought to
be made in the bill that it has got to be a public sale, so as to avoid
even the finger of suspicion that the thing has been sold at very much
less than its real value.

Mr. BELL. As I say, I don't think we have had but one, and that
was sold at public invitation to bid.

Senator HAWKES. Of course, I am talking about stocks and secu-
rities that have no market value.

Mr. BELL. Yes. Well, we would undertake to determine the real
value of the security.

We did have a case of that kind a couple of years ago, where there
was such a security. We didn't know the value and some of the in-
dividuals involved in the company tried to purchase it from the
Treasury. We felt that the security was worth more than they were
offering so we held it, and we have still got it. In the meantime they
have gotten war contracts, and it is worth a good deal of money now.

Senator LUCAS. Where you have no market for securities, and I
take it that situation will arise from time to time, 'wouldn't the
Treasury be better off with a provision covering that situation?

Mr. BELL. I am sure that in any case like that we would ask for
public bids.

Senator LUCAS. I am sure you would, too, and you have already
demonstrated an example wherein you did it, although there is nothing
in the law, as I understand it, to that effect, at the present time.

Mr. BELL. No; there is not. This gives us authority to take any
other securities also and compromise in case there is a reorganization
of a company, in which case we want to participate.

Senator LUCAS. You might get hold of securities on the reorgani-
zation that have no value.

Mr. BELL. That might be.
Senator LucAs. That have no market value so far as the Ex-

change is concerned.
Mr. BELL. It is hard to tell what you will get in a reorganization.

It depends upon the success of the company after reorganization.
We participated in reorganization of a large railroad where we had
$14,000,000 of securities. We took the same securities that every-
body else took in that reorganization. Those securities have a sub-
stantial market value now.

Senator HAWKES. Mr. Chairman, the point that I had in mind, and
I believe Mr. Bell is sympathetic with it, is that if it were impossible
to sell the stock at something fairly related to its book value then some
system whereby that stock should be sold or held should be a part of
the law.

Mr. BELL. It is a relatively small amount involved, Senator Hawkes,
compared with the other acts on which you have always given us such
broad authority, and you notice there is a limitation of a million
dollars even on this.

Senator BREWSTER. You are not likely to be corrupted for that.
Mr. BELL. No. That's too small.
The CHAIRMAN. This only relates to bonds that are acquired under

judicial proceedings or taken over from some other agency of Govern-
ment. In other words, it doesn't relate to all securities that come into
the Treasury, and I suppose they would have some fair knowledge of
value if it had market value.
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Mr. BELL. Yes.
The CHAIRMAN. Any further questions from Mr. Bell?
Senator BREWSTER. Mr. Bell, suppose there is $25,000,000,000 of

currency in circulation. Is any proportion of that included in the
public debt?

Mr. BELL. About $190,000,000.
Senator BREWSTER. A negligible proportion.
Mr. BELL. Yes. There is more than that. I forgot the Federal

Reserve bank and national bank notes. There are $190,000,000 of
the so-called greenback notes. There are $346,000,000 outstanding,
and a gold reserve behind them of $156,000,000 leaving $190,000,000
as part of the public debt. Then there is $679,000,000 of national
bank notes and Federal Reserve bank notes for the redemption of
which funds have been deposited in the Treasury. The law provides
that whenever funds are deposited for the redemption of those notes
they become a part of the public debt.

Senator BREWSTER. So that it is a negligible proportion. Is there
any limit to the amount of currency that can be outstanding?

Mr. BELL. There is a limit under the Federal Reserve ratio. That
limits it. That is one reason for asking for the decrease in the re-
quired ratio, together with the other requirements of the Federal
Reserve System.

Senator BREWSTER. You mean that is the gold reserve?
Mr. BELL. The gold reserve. They are required to keep 40 percent

in gold certificates against Federal Reserve notes.
Senator BREWSTER. Are there any steps contemplated to curb the

improper use of these currencies?
Mr. BELL. No, sir; there are not. We have given a great deal of

thought to that and we don't think we could accomplish anything.
Senator BREWSTER. Do you feel there is quite a little of it being

used for either purposes of tax evasion or purposes of illegal
transactions?

Mr. BELL. We have no doubt about that.
Senator BREWSTER. The existence of bills larger than $100 indicates

that.
Mr. BELL. Yes; but the largest amount outstanding over the $20

denomination is in $100 bills. Four billion and a quarter outstanding
of that denomination.

Senator BRFWSTER. Those are convenient mediums for the boys
outside of the law.

Mr. BELL. Yes.
Senator BREWSTER. You did pronounce the gold notes illegal, but

you are not contemplating denouncing your $100 bills and those in
excess of that and calling them in?

Mr. BELL. No, sir. I don't think that would do away with what
you have in mind. If we called in the $100 bills, anybody that was
operating with $100 bills would merely switch to whatever is available,
tens and twenties.

Senator BREWSTER. And there is no other method by which you can
discourage the abuse of that situation, is there?

Mr. BELL. No. We would like to catch a few of them.
Senator BREWSTER. Well, you are endeavoring to do that.
Mr. BELL. We are trying to enforce the law; yes.
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Senator BREWSTER. A few examples of that would serve a salutary
purpose.

Mr. BELL. I think so.
Senator MILLIKIN. What silver have you that you could monetize,

Mr. Bell?
Mr. BELL. We have in the Treasury 1,465,000,000 ounces of silver

at a monetary value of $1,893,000,000, against which there is outstand-
ing silver certificates in the amount of $1,786,000,000; and there is in
the Treasury free silver against which we could issue certificates of
$107,000,000. Our policy is to issue silver certificates in an amount
equal to the cost of the silver purchased.

Senator MILLIKIN. You could issue silver certificates against
that?

Mr. BELL. Yes, sir; we are keeping that $107,000,000, however, as
a sort of a reserve. You -may recall that when we went into north
Africa we used the yellow-seal dollar, so-called. That was the silver
certificate with the seal made yellow instead of green. Of course,
when we issued those we had to put silver behind them. And this
reserve has been kept since then in case the Army should need the
yellow-seal dollar any other place. It was also used in Sicily.

The CHAIRMAN. Are there any further questions?
Thank you, Mr. Bell.
There is no other witness that wishes to appear for the Treasury

at this time?
Mr. BELL. No.
The CHAIRMAN. I would like to say to the committee that Mr.

Burgess, of the American Bankers Association, is present and desires
to make a brief statement to the committee.

Come up, Mr. Burgess. We are glad to have you.

STATEMENT OF W. RANDOLPH BURGESS, PRESIDENT OF THE
AMERICAN BANKERS ASSOCIATION

Mr. BURGESS. Mr. Chairman and gentlemen, the raising of the
debt limit is a necessary war measure. However, while we are passing
this bill we ought to recognize its inflationary dangers and make such
'efforts as we can to lessen those dangers.

The banks of the country have a special interest and a special
responsibility as to the increase of the debt. They are taking a lead-
ing part in the effort to sell to investors the Government securities
representing the new debt. Whatever additional funds the Treasury
needs beyond this must come from the banks themselves, and the
banks are ready at all times to perform their traditional role of buying
the amounts of Government securities that may be necessary and so
maintain the credit of the Government.

There is no serious question about the country's capacity to finance
this added debt load. There is a question as to the way in which it
will be financed and what the consequences will be. To the extent
that investors don't buy the bonds and the banks have to buy them,
new credit-new money-is put into use, and that is the basic cause
of inflation.

As the debt has grown the inflation pressure has increased. By the
control of prices and interest rates and the rationing of goods we have
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been able partly to conceal the inflation, but it is smoldering under-
neath. The' more the debt increases, the greater will be the danger.

The second danger of the rising debt is the danger to enterprise, and
especially small enterprise. The higher the debt burden, the higher
the taxes. Already the interest on the debt takes four and a half
billion dollars of taxes. Small enterprise lives by plowing back
profits into the business, and under high taxes small enterprise does
not flourish. It is the activity of hundreds of thousands of small
businessmen that may make the difference between adequate employ-
ment and underemployment.

We can't do much now about the war expenditures other than Watch
out for waste, but we can do something about nonwar expenditures
now and looking ahead. We must see that the new debt limit is not
an open invitation to incur unnecessary expenditures.

There are certain specific steps which could be taken immediately
as brakes on unnecessary spending.

We ought to put Government corporations under closer fiscal con-
trol. Many of these corporations are in what the Secretary of the
Treasury has termed, "the field of commercial enterprise." Many of
them were organized to fight deflation by the process of inflating the
economy. Now the condition is entirely different. It is not deflation.
The grave danger now is inflation.

Many of these corporations have done and are doing an essential
and useful public service. They operate, however, under different
rules from regular Government departments. Their budgets in most
cases are not reviewed annually by the Congress. In many cases they
secure their capital and working cash balances from the Goyernment
without cost. In addition, they pay no income taxes on the business
they do. Some of these commercial corporations compete with
private which must pay dividends on its capital and, in addition, pay
income taxes to the Federal Government as well as taxes to local and
State authorities. Many of these corporations have built up sur-
pluses beyond what is needed in the conduct of their business.

For example, small banks in rural areas are now thrown into
competition with Federal lending agencies in the agricultural credit
field which have free Government capital, which pay no Federal
income taxes.' The country banks have no free capital. They pay-
interest on savings accounts to thirfty people and, in addition, are
subject to Federal income taxes as well as local and State taxes.
Country bankers are leaders in selling War bonds to farmers. In
agricultural counties they serve as chairmen or active members of
War bond committees. They are glad tb give their time and put
forth this effort without cost to the Treasury.

While it is necessary to pass this bill, would it not be wise in the
same legislation, or at the same time, to return to the Government
some of the unused capital and surplus in the hands of Federal cor-
porations doing a commercial business and, in addition, require such
corporations to pay interest or dividends on Federal funds they retain?
Such action, it seems to us, is in the interest of fairness to those who
conduct private business and pay taxes. Furthermore, such action
would give assurance to the people of the country that Congress is
determined to do what it can now to combat inflation and to provide
for a sound fiscal policy.
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,A beginning has been made in this direction through the recent
passage of the George Act, but there appears to be some question
whether this applies to mixed ownership corporations as well as wholly
Government owned corporations. A clarification of this point, mak-
ing sure it applies to all, would be in accordance with conclusion No.
8 of the report of the Committee on the Reduction of Nonessential
Federal Expendituresof August 1, 1944.

The CHAIRMAN. I believe, Mr. Burgess, that some legislation has
been introduced.

That is so, is it not, Senator?
Senator BYRD. It is before the Banking and Currency Committee

now. I discussed it with Mr. Burgess the other day. I think that
legislation would do much to enable the return of these funds, of any
of these funds that are not needed.

Mr. BURGESS. I think so. All we wish to do is to emphasize its
importance.

The CHAIRMAN. Are there any further questions?
Thank you very much, Mr. Burgess.
The committee will go into executive session.
(Whereupon, at this point, the committee went into executive

session.)


