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INVESTIGATION OF THE FINANCIAL CONDITION OF
THE UNITED STATES

'TURSDAY, JUNB 18, 1057

UN1reDp STATES SENATS,
ComMirTEe ON FINANCE

Washington, D. C.

The committee met, pursuant to call, at 10:10 a. m., in room 312,
S%qate Office Building, Senator Harry Flood Byrd (oimirman) pre-
siding.

Prgaenb: Senators Byrd (chairmavxy Kerr, Frear, Long, Smathers,
Anderson, Douglas, Gore, Martin, iiliams, Flanders, Malone, Carl-
son, Bennett, and Jenner,

Also present: Elizabeth B. Springer, chief clerk; and Samuel D.
Mollwain, special counsel. .

The CrairMAN, The committee will come to order.

The Senate Finance Committee, by resolution, today is undertakin
to make a complete study of the financial condition of the Unite
States, including—

(1) The revenue, bonded indebtedness, and interest rates on
all gublio obligations, including contingent liabilities;

(2) Policies and procedures employed in the management of
the public debt and the effect thereof on oredit, interest rates,
and the Nation’s economy and welfare; and

(3) Factors which influence the availability and distribution
of.on:gx& agxtfl interest rates thereon as they apply to publio and
private debt. .

This will be the first full-dress examination cf our fiscal and mone-
tary policies since the one conducted by the Aldrich Monetary
Commission in 1908,

The immediate occasion for this study in the existing credit and
interest situation and, more important, inflation which has started
again with its ominous threat to fiscal solvency, sound money, and
individual welfare.

Legislative matters relating to Federal revenue and debt, tariff and
trade, and social seourity and pensions are under the jurisdiction of
this committee. In the discharge of its direct responsibilities with
respect to these subjeots, the committee has become convinced that
serious conditions exist in the areas to be studied, and that theee
conditions have exceedingly dangerous potentialities.

It is the purpose of the committee to explore these areas, examine
the :&nditiom, determine the cause, and, so far as possible, find the
remedies.

To make such & study complete, the committee must examine fiscal
and monetary policies, mark the distinctions between them, and study

their relationships, one to the other. |
L e s K - g



2 FINANCIAL CONDITION OF THE UNITED STATES

The hearings incident to this study are opened today against a
background of historical facts, documented developments, and obvious
conditions which are of grave concern to the country and to every
individual citizen,

Some of these facts, developments, and conditions which necessarily
must be examined by the committee may be summarized as follows:

Generally speaking, the United States maintained itself on a (i)ay-
as-you-go basis until 1932. The principal exceptions were periods of
war, and until World War II we hastened to pay off our war debts,
gx‘l)ll; example, after World War I, we paid our war debt down to $16

on,

But, for the quarter of a century since 1932, the Federal Govern-
ment has been virtually on a deficit-financing basis in all but 5 years.
We have been at peace three-fourths of that period.

Now our direct Federal debt is approximately $275 billion. This
direct debt is practically even with the statutory debt limit which this
comxgiitteo has preserved as a safeguard against even greater excessive
spending,

In adglition to the $275 billion in direct debt, there are more than
$250 billion in contingent liabilities, and effort will be made on this
committee to determine to what extent these contingent liabilities
may become an actual charge on the Treasury.

tate and local debt have been rising steadily since 1946. All
public debt, Federal, State, and local, is now estimated to total more
than $326 billion,

Debt increase has not been confined to public operations. Private
and corporate debt also has been on a constant rise. Commercial
bank loans are now at their alltime high. :

All debt in this country, estimated as of last December by Treasury

tals nearly $800 billion:

Department officials, to
Corporate.....cecccacccnceccnanacccnenccnacen meemcecmmmanuenanmaee 8253
Private..cccecceccenccnnacecccnncanenn cesdmmemecsacanseasnnasnenn. 218
Federal.... ... coicecccnamannanan Ceeecesscsecsassssescesssveesene 77
8tate and 1008k e ccnecnnnnnncncacrcacnancanensrencsanmasennennnana 80
Total.ccceuuen.. cMeurEswEEmseesEeEesesEsanacnsssanareennan 798

This is an increase of $200 billion, or about 33 percent, in 4 years.

With only temporary exceptions to the rule, Federal expenditures
have been constantly rising, and in recent years—aince .1954—the
greatest increases have been in strictly domestic-civilian: programr
not military and foreign aid.' (See table on p. 4.% State and local
Fovemments have been following suit. Combined Federal, State, and
ocal expenditures from tax revenue, miscellaneous receipts, and bor-
rowing are running to & total of more than $132 billion annually.

In the past 25 years we have raised Federal taxes to their alltime
high in both rate and take. Now, 4 years after the Korean war, we
are still practically on a wartime F‘edem‘l tax rate. :

State and local taxes are rising steadily. Total receipte—Federal,
State, and local—are now estimated at approximately $110 billion
for ﬁsoaMear 1968, as compared with the pre-World War II total of
$14.6 billion in 1940. (These figures exclude State and local miscel-
laneous receipts from such sources as business-type activities.) .

As a measure of magnitude, it may be noted that taxes are now
nearly equivalent to one-third of the national income as reported by
the United States Derartmex}t of Commerce,

i
¥




FINANCIAL CONDITION OF THE UNITED STATES 3

This committee is vitally concerned with the question as to how
long our economy can absorb taxation of these proportions and still
provide the stimulus of the profit motive necessary to the free enter-
prise system. When the cwrrently continuing Korean war taxes
were imposed on cor%oratiops, Mr. C. E. Wilson, formerly president
of General Eleotric Co., said these ratos could not be endured in-
definitely by American .industry: Mr. Wilson made this statement
in testimony before this committee as Chairman of the Office of
Defense Mobilization.
~ The committee is equally concerned over the question as to whether
we can risk even higher taxation or debt which is likely to result from
ix}xlcrisased spending at the Federal, State, or local level, or all down
the line,

This committee can never lose sight of the fact that the Govern-
ment’s integrit?' derends upon a stable currency. This involves
not only the value of the money with which the Government redeems
its own bonds, but it involves also the savings, pensions, life insurance,
and so forth, of the people of the Nation, which can be kept intact
on% by a stable dollar.

hen the Government increases expenditure programs, it con-
tributes to the inflation spiral and thereby increases costs, and perhaps
the cost of living, taxes, and debt. Secretary of Defense Wilson
recently demonstrated the effect of inflation on the cost of Govern-
ment in the military field. He said it will take $38.5 billion in fiscal
year 1958 to buy what $33.4 billion bought for defense in 1954.

The committes cannot overlook the fact that responsibility for
sound currency is & prime responsibility of the Central Government.

May I divert briefly from my pmared statement, I will E‘ve you
the record of one of the greatest inflationary periods in our Nation’s
- history, from 1940 to the present date. These are official Govern-:
ment figures from the Departments of Treasury and Labor and the
Federal Reserve Board, as compiled by the Treasury Department.

. Tt should be noted that in this table the Treasury Department has
used & Consumer Price Index based on 1947-49=100 and the decline
in the purchasing power of the dollar is shown on a base of 1939==100,

A more proper comparison would show both on the 1039==100 base.
On this basis the 1939 Consumer Price Index figure would have been
100 and the April 1957 figure would have been 201.3, and the index
figures between would have been higher accordingly. But there would
be no difference in the increase span or in the percentages of increase.

There is reason to assume there will be further references to the
figures in this table as compiled by the Treasury Department. It is
desirable to keep the record both consistent and acourate. So with
this notation relative to the figures in this table, I shall use it without
requesting conversion of the Consumer Price Index to the 1939=100
base at this time, Mg purpose is to trace the development of inflation
since:1940, and the table, as it stands, will serve that purpose. -

(The table referred. to follows:)



4 FINANCIAL CONDITION OF THE UNITED BTATES
Consumer 1047-49m 100 rchasing power of the dollar (1889 == 100,
prices ( 49 )y purchasing p %mr (1689 = 100),

and selecled faclors affecting prices,
Consurusr prices wer | Yederal sur- | Mone in
o T oliars plwgd.?au Diiions of Aotfarays
- Prios index | Percent | In oents | Ohan gfdm. Total | Ob
(1047-40w100) | obange i cants soge
'Y - 100.0 leeveresrn 3.0 7% PO
3& I& [ 00.4 =0, g m i
6 0 04 4 -4, - g
. +10.8 8. - -3l 14,
“ ) 80, -4 ~37.4 16,
;&a L 70.( -1 ~81.4 . 4 1o.§
9 & ne| ~1.8 -53.0| 102.3 11,
84 71 -8 -20.7| 100 1.1
8.8 +14 6 -9, +.8| 136 36
1028 4. 8. -4, 4 'Y 1.8 -2.0
xox.g -1 +. -], 13 =4
me ) EoS HioEn
1R 2.1 ﬁ -1, - 129.0 .8
14,4 1 sl - -9, 4 130, 8 1.8
4.8 . 8l -3 -3, 134.4 9
165 - 8.9 +.g -4, 138 9 8
ues| 4+ 8. - +1 130.7 1.5
140 |eeeeensnsn TR 3 U TRT7R N I
110.3|77F8E 9.8 TS 1138.3 +.8

t As measured !3' BL8 consumer price index, assuming purchasing power at 100 cents in 1939,
: 5!1!‘!00"‘:!:“ ool banne %ﬂim“’&‘é“d.pwu adjusted, end of December,

« Betoonally ommd ! !

Bource: Department of Labor, Treasury Department, and Federal Reserve Board,

The CualrMAN. S0 we see that the Consumer Price Index from
1939 to 19587 increased by more than 100 percent while the value of
the dollar declined by more than 50 percent. It went from 100 cents
down to 40.8 cents and the loss is continuing. :

I am aware that a number of factors contribute to inflation, and
all of these must be carefully evaluated. :

The conditions I have just mentioned stand forth by the record.
The record shows further that the combined tax burden of the
Federal, State and local governments has increased 8 times in 17
iK‘ea.m, and that the combined State and Federal debt has increased

that period from $63.3 billion to 8325 billion, exclusive of contingent
liabilities. 7T'he record certainly indics.tes that there is need in the
publio interest for an exhaustive inquiry to be undertaken to deter-
mine the cause, the effect, and the remedy. .

I will, then, go back to my prepared statement.

The squeeze of this inflation, even at this point, is being felt
seriously by individuals of fixed incomes, and in businesses which
oannot pass on inflated costs. The cost of living, as we all know,
has increased stoadily for 8 consecutive months.

Aoctually, confidence in the American dollar is the principal deterrent
in the world today to Russian aggression. The pages of history detail
the stories of nations which have been wrecked by unsound fiscal
policies and debased currencies. If the value of the dollar continues
to drop at the rate of 2 cents a year, as it has in the past year, it will
be worth only 25 cents in 12 years, as compared to the 1040 dollar,

This committee wants to know the casues of this new inflation, and
it wants to find the remedy before the consequences become disastrous,

The committee has reason to be concerned also over the fact that
the cost of money is rising. The Federal Government offered 3X

§‘ (I




PINANCIAL CONDITION OF THBE UNITED STATES 5

rcent interest on a recent S-year bond issue which was not fully
&ken despite the highest interest rate in 34 years. _

The committee has been watching the cost of interest on the Federal
dobt for some time. Interest is now tsking more than 10 cents out
of every tax dollar collected from American citizens, It amounts now
to more than $7 billion annually. If the Federal debt were refinanced.
at 3% percent interest, it would cost taxpayers $10 billion o year,
or an increase of $3 billion in interest. .

Interest paid by tho Federal Government is taken as a standard, and
refinancing any substantial part of the nearly $800 billion total debt
in the country at & percentage of increase in interest comparable to
that already offered by the Federal Government is a matter of general
concern, It would place new burdens on all taxpayers and consumers,

There is obvious need for appraisal in all of the areas covered by
the resolution under which the committee is working, to determine
to what degree the present prosperity is sound. .

The committee would be remiss in its duty if it did not examine
the possibility of a recession even though it may be a minor one..
Few peoplo realize the great effect levels of income have upon budget
receipts. For example, if present corporate and personal income
levels dropped to the level of only 2 years ago, that is, the 1954-55
level, the currently estimated budget surplus, according to Mr. Colin
F. Stam, of the Joint Committee on Internal Revenue Taxation,
would be converted to & deficit of $12 billion, .

With the Federal debt at its present precarious heights, miscue
in its management can be costly. The same sort of tremendous
responsibility rides on actions through the Federal Reserve System.

t is easy for a nation indulging in excessive expenditures, taxation,
debt, and credit to close its eyes to reality. It is easy to charge the
whole matter off to Erow&h. But the growth of our Nation is not
commensurate with the burden we have undertaken.

In this statement I have touched on onli‘::me of the matters of
vital concern which prompted this study. m its years of experi-:
ence with the fiscal affairs of the Nation, the Senate Finance Com-
mittee is acutely aware of the importance and complexity of its work,
antf'l it approaches the undertaking with a consciousness of ite impli-
cations. . .

It is the committee’s purpose to conduct an objective examination
to clarify the situation and be helpful in the eﬁ‘ojrt to avoid further
inflation, and to establish sound fiscal principles flexible enough' to
meet possible recessions as well as increasing prosperity., S

As chairman of the committes, it will be my purpose to see thas
each member of the committee is afforded opportunity to develop all
phases of the vital questions before us. It is the desire of the ogair-
man that the disoussion at public hearings be completely free, so that
out of the wisdom of the individual Senators may come helpful con«
tributions, and out of the collective wisdom of the committee may:
come constructive recommendations, ' coe

The fact that the committee is composed of men of great capacit s
ung long (;.ramm'g n& buﬁmeas and vﬁvaoa.l affaitxg, is : source of pride
and confidence e chairman. We open these hearings sincer
hoBing that the effort will be wortl;while? - o dy

or the record, and the information of the witnesses and the publie;
the committee has agreed to the following rules of procedure; = . ' :

o N



6 FINANCIAL CONDITION OF THE UNITED STATES

1. The witness will not be interrupted while he is presenting his
prepared statement,.

2, Questioning by members of the committee will be in order of
seniority, beginning with the chairman, followed first by the ranking
Democratic member, then the ranking Republican member, and so
on, until each member has had an opportunity to interrogate.

3. No limitation on_time will be imposed on a Senator during the
first round of questioning of the committee.

This resolution was adopted by the committee unanimously:.

_ 4. In addition, no Senator will be asked to yield part of his ques-
tioning time to another member, However, one Senator may yield
his entire time to another member for questioning if he so desires.
The Senator yielding will take the turn of the membor to whom he

yields. . _
The first witness is Hon. George M. Humphrey, Secretary of the

Treasury.

I want to say to Mr. Humphrey, as I said recently on the floor of
the Senatoe, I deeply regret his resignation as Socretary of the Treasury,
My closo association with him in the past 5 years has impressed me
with his great ability and his high patriotism, and I am sorry to think,
Mr. Secretary, that at the onﬁ of these hearings we will no longer
have you before the committeo as you have come so frequently in

the past.

STATEMENT OF HON. GEORGE M, HUMPHREY, SECRETARY OF
THE TREASURY

Secretary Humprrey. Mr. Chairman, I appreciate very much
indeed your very kind personal remarks, and I am very glad indeed to
have this o {mrtunity to be hero to appear before this committee
just before I leave the Government service, to try to be as helpful as

can in discussing with you the serious problems that {ou, Mr.
Chairman, have outlined all of which I recognize and which I believe,
as you have suggested, are subjocts of the most serious import to our
country, and deserve the most serious thought and consideration of
this committee. .

Broadly speaking, your study relates to the financial condition of
the United States.

éle)ci:cussion off the record.) . .
etary Humphrey. 1 was just saying that in order to assist

you in this inquiry, it seoms appropriate that I provide a statement
as to the problems we have faced, the goals we have set, and the record
of our accomplishments in the past 4 years. ‘

This is a record of a prospering America with new high levels of
employment, rising income, and increasing purchasing power, It is
a record of more and better jobs, more homes, more cars, more leisure,
and more recreation. It is a record of unequaled prosperity with both
the blessings and the problems of such a period. .

Last year an average of 65 million of our people were gainfully
employed, an increase of 3,700,000 in only 4 years. During the same 4

ears, unemployment has averaged only 3.8 percent of the civilian
abor force compared to 4.1 t;)mrcenf, durinv% 19049 throulgh 1052, and 15
o .

percent from 1937 until the beginning of World War I
resent low level of unemployment has been achieved altbou%lsx

The
the civilian labor force has increased from 63 million in 1952 to
{




FINANCIAL CONDITION OF THE UNITED STATES 7

million today. For the first 5 months of this year, unemployment
has averaged about 3.7 percent. )

The record of the past 4 years is also a record of rising levels of
living, widely shared. During this period, average annual family
income, aftor Federal income taxes, has increased from less than $4,600
to an estimated $5,200, an increase of about 12 percent, even after
eliminating the effect of price changes.

In 1956, the average family purchased 12 percent more goods and
gervices, in real terms, than in 1952,

Almost 5 million families have moved into new homes since 1952,
Almost 30 million families own their own homes today, an increase of
13 percent in only 4 years,

he number of homes with electric refrigerators has increased from

38 million to 45% million, accounting for 96 percent of all wired homes.

In onlg7 4 ggars, the number of homes with food freezers has increased

from 5 million to 8% million; the number with clothes dryers (eithor

electric or gas) from 1% million to 5% million, and the number with

telovision sets from 21 million to 38% million. The number of families
owning automobiles has increased from 31 million to 37 million.

This growing prosperity has extended to nearly all segments of our
society except the farmer. The postwar adjustment in farm income
has only recently been reversed, with a small increase last year for the
first time in several years.

Farm income per worker last year was $1,862, up $151 from 19585.
Farm prices have been rising moderatol%v in the last few months, and
on May 15, were up 3 points above the level of a year earlier.

The objective of this administration is to enable our farm families
soon to share more fully in the record prosperity which characterizes
the rest of the economy.

The record of the past 4 years is one of great enhancement in per-
soval financial security. The number of life-insurance policies in-
creased from 219 million 4 years ago to an estimated 265 million in
1056, an increase of 21 percent, and the number of persons covered
g hospnttal insurance incroased from 91 million to 112 million, or

ercent.

ime deposits in banks and share accounts in savings and loan
ussocintions increased from 879 billion to about $112 billion, or 41
percent, and the estimated number of shareholders in American
industry increased from 6X million to more than 8% million people.

The record of the past 4 years is also one of increased leisure.
There has been a 19 _percent increase in the amount of time Americans
took for their vacations—85 percent with pay.

About 55 million of our geople visited national park areas last year,
an increase of 30 percent in the Jast 4 years, and approxima 60
million are anticipated for this year.

Now, this 5reat increase in the income, the living standard, the
recreation, and seourity of our people has been achieved at a time when
thero has been a substantial contraction in defense expenditures,

Our free economy has again demonstrated its ability to absorb the
-reductions in Government expenditures not by contracting, but by
.exg‘andmg employment and the living standards of our poo;ﬁe. ,

he record of the past 4 years has been one of unequaled investment.
The Nation has devoted a vast amount of its resources to improving
and enlarging its productive capacity.
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"+ Businesses have spent an alltime high of 8152 billion on new plant
and equipment, compared with 8123 billion in the preceding 4 years.
‘This record volume of capital outlays has provided a dramatic answer
to those who would contend that our economy would run down without
the artificial stimulus of chronioc deficit spending and the backlog of
private demands deferred by the war.

. Outlays to make better provision for needed public facilities have
also been at very high levels in recent {ears. Total public construc-
tion in 1056 was $13.4 billion, 23 percent above 1952 levels, and educa-
tional construction outlays during this same period increased 56
percent, from $1.6 billion 1n 1952 to $2.5 billion in 1056.

The increased confidence of our people and of our business concerns,
that they will be free to determine their own course—free from
unnece re%xlation or harassment—greater confidence in the
-stability of our Government and the wider distribution of purchasing
power, have encouraged our consumers, our homeowners, our business
‘concerns, and our communities, to plan for the future, and to buy the
automobile, or the home, to build the factory or the schoolhouse, that
a brighter future justifies.

Thus the record of the past 4 prosperous years has been characterized
'by the many blessings of widely shared prosperity—but it has also been
beset by one of the problems of prosperity. .

‘The tremendous outlays to expand our public and private facilities
have required financing, and this has inevitably given rise to a heavy
‘demand for borrowings. With growm% confildence on the part of
lenders as well as borrowers, there has been a rapid increase in the

-volume of both long- and short-term credit.
Almost all of this increase has come from savings and not from an

increase of money supply in the banks. Nevertheless, there has been,
and is, the ever-present threat of nsng Rrices. L

' The monetary policies of the Federal Reserve and the fiscal policies
of this administration have been designed to encourage the growth of
the supply of goods (as the foregoing figures indicate), but not to
encourage excessive credit expansion. . ,

The cost of living has risen an average of only six-tenths of 1 percent

‘per year for the past 4 years, as compared with an average increase
at tge rate of about 7 percent per year for the preceding 18 years.
* In short, the rise in prices during this administration has been at
only one-tenth the average annual rate of the preceding 13 years.
Even this rise is more than I like to see, but it is a record of far better
‘price stability than in many years,

Nevertheless, prices have been rising a little faster for the past 12
months, and the threat of renewed inflation, which had been so
‘sovere from 1046 to 1952, is perhaps our most serious domestic

economic problem. ' -
‘The greater increase in demand for credit than in the supply thereof

‘has ~inevitab§y brought about higher interest rates. ‘ )
The record of the past 4 years is one of sensitive and flexible adjust-
ments to the release of controls, and to the return to free markets, an
svcommodation of the post-Korea curtailment in military spending,
and of a free market's emphasis first on housing, then automobiles,
‘and now on new plant construction with continuous improvement in

'the total economy. .

i
f
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It is & record of encouraging savings and investment in increased
Kroducuve capacity, of encouraging an adequate volume of credit

ut of not encouraging that excess of credit which, in a seriod o
high employment, could only penalize our people by bidding up
prices without increasing production.

It is essentially a record of flexible and quickly adjusting fiscal and
monetary policy designed to continue the sound improvement in levels
of living, widelfv shared, which is the wonder and ambition of all the
rest of the world.

It is a most significant record, important to us all, because the
monetary activities of the Federal Reserve System and the fiscal
aotivities of the Treasury affect the wages, the standard of living, and
the savings—indeed the entire financial well-being—of each one of

our citizens.

It is above all a record of the renewal of widespread confidence of
the people in the preservation of their individual freedom of choice,
in their jobs, in their right to the enjoyment of the fruits of their own
initiative and endeavor, and in the security of their savings. It is a
record of renewed confidence in the security of our country.

Feeling as I do that there should be the widest possible public
interest In this subject, and feeling such a deep pride in what this
administration has done and is doing, I welcome this opportunity to
speak to your committee and, through you, to the more than 171
million Americans whom the Congress represents.

Let me review the major policies of, and the fiscal actions takon by,
this administration since we took office in January 1953.

In discussing fiscal, monetary, and credit policies, as I am doing
today, I do not want to give the impression that they alone can
prevent inflation and assure economic growth. They are, however, a
subject of the present inquiry and I shall concentrate my attention on

them.
Certainly if they are not sound, there is little chance for sound
money and sound long-term economic growth. L
As a preface to our present policies, let us review the situation as it
existed when we came into office. We came in in 1953.
The direction in which we had been going was as follows: :
You will recall the tremendous changes that had occurred in the
eriod before 1053. In 10 of the 13 fiscal years from 1939 through
952, the Government operated at a deficit, as it had in the preceding

9 R
ely as a result of World War II, the Fedoral debt increased in

only 13 years from 847.8 billion at the end of 1939, to $267.5 billion
at the end of 1962, Those are figures that to me are s{mply astounding.
It is attributable to a war ;eriod, but a debt going from $47.8 billion
to $267.5 billion, in only 13 years. '

The interest oimrge on this indebtedness had grown from an annual
rate of $1% billion per year in December of 1039, to 86% billion in
December of 1952, an average increase in interest cost of aimost $400
million per year.

In 13 years, annua) Federal taxes had increased from a little less
than 85 billion in 1039, to almost 365 billion in 1952. This amounted
‘to an increase in the average tax burden of each American citizen from

$36 in 1939, to $413 in 1052.
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The conditions which we faced when we took office in 1953: -
When this administration came to office in January of 1953, we

1. A Federal debt equal to 89 percent of our annual national income,
2. Budget expenditures of $74.3 billion for fiscal 1953, and proposed

budget expenditures, a prepared and then existing budget, of $77.9

billion for 1954.
8. A budget deficit of $0.4 billion for 1953, and a planned deficit of
$9.9 billion, almost $10 billion, for 1054, ,
4. A continuing spiral of inflation which had reduced the purchqs:nng
wer of the dollar from 100 cents in 1939 to 77 cents by 1045,
down to 52 cents by 1952, .
- In appraising these conditions and the course to pursue, we were
influenced by a recognition of the mrerpomring1 importance of gro-
venting other devastating postwar inflation which, prior to 1053,
the Government was attempting to control by inadequate means.
Now, what were our goals? : . \
Within less than a month of his taking office in 1953, President
Kisenhower, in his state of the Union message, called attention to
thow“‘iinescapable need for economic health and strength,” and he
stated: ,

Our immediate task is to chart a flscal and economio policy that can—
First, reduce the planned deflcits and then. balance the budget, which
means, among other things, reducing Federal expenditures to the safe

minimum;
Becond,' meet the huge costs of our defense;
Third, properly handle the burden of our {nheritance of debt and obliga-

ons;
Fourth, check the menace of inflation;
Fifth, work toward the earliest ible reduction of the tax burden;
Bixth, make constructive plans to encourage the initiative of our citizens, ’
Let us review these goals and our efforts, our difficulties, and our
accomplishments to date, in following them. L
The first objective was to reduce the planned deficits and then
balance the budget. )
To what extent have we accomplished this goal? L
1. We first reduced and then entirely eliminated planned deficits.
The budget in effect when we took office in 1953 produced a $9.4
billion deficit, and the budget pmgoqed for the fiscal year 1954 called
for & $9.9 billion deficit. Our administration immediately went to
work, with the he(lip of the Congress, to reduce the planned deficit for
fiscal 1964, and indeed the final deficit ($3.1 billion) was only ohe-third
of that anticipated by the prior administration, ,
Without the largest tax cut in our Nation's history, the budget
would have been balanced in 1955, However, in view of the tran-
sition resulting from the reduction in military spending, and sntici-
pated further reductions in spendin% which in fact materialized
concurrently with our action, we were able to pass some of the savin,
from our reduced expenditures back to the gmople, even though this
meant another year’s delay in achieving a balanced budget. = Fiscal
1955 was, however, the last year of deficits, . .
2. We ixqvq balanced the budget.” SN SURIRE
y fiscal 1056, we had en&im& eliminated deficits, balanced the
budget, and completed the year with a surplus of $1.6 billion, . ;.

¢
4
i



FINANCIAL -CONDITION: OF THE UNITED STATES 11

The 1957 budget will result in another surplus, and the budget pre-
d by the President for 1958 provides for & third successive surplus
or the first time in 25 years, :

8. ‘'We have reduced Federal expenditures.

.Federal expenditures were reduced from 874.3 billion in the in-
herited budget of 1053, to $67.8 billion in 1954, and down to $64.6
billion in 1955. As a result of additional programs authorized by the
Congress, substantial pay increases, and the need for increasingly
expensive milita.rg el?lxlnpmeqt expenditures increased slightly in the
gast year to 869.5 billion, with further increases anticipated to $68.9

illion for 1957 and $71.8 billion for 1958. “

The 1957 budget is nearly $5.5 billion below the-budget we inherited

-in 1953, and is but 16 percent of our current gross national product
now as compared to 21 percent in 1953. -

The second objective was to meet the huge costa of our defense.

Major national security expenditures have been reduced from $50.4
billion in 1953, to $46.9 billion in 1954, to an estimated $41.0 billion
in 1957, with a proposed $43.3 billion in 1958.

This reduction has been achig ite the fact that, though not
at war, we are still eng t which requires not
only the expense of i
and development.

paredness, but extreme

expensive esearch an

)

tain our jaximum
that duri

safety,

enabma
more cars,
need and waqt.

Our third okjective wag to properlyhandlb the
ance of debt awd obligations: 7

As you have Inyvited the Under Secretary, Mr. Bupdess, to meet
with you, I have d him to report to you in detai}6n our handling
of the debt. . . . . ‘

In preface to his remarks;-Lmight say _Me/managgmena of $275
billion of debt is not a simple meWmenb under any circumstances.
The Federal Reserve’s proper withdrawal from the pegging of the
Government bond market, which withdrawal was the most effective
sirfxgle‘ action taken in tho battle against inflation, has made it more
difficult to manage debt operations than it was when a fixed rate was

murﬁd‘ o R , B ’ . .
- Had such a policy continued, however, the resulting inflation would

eventually have produced even greater complications for debt. man-

-agoment thah mphavé‘éxpériehcod under ,l‘?{%ﬂhﬂm‘ ',g,iby %Wﬁ b

rates are determined by the forces of the market. >~ "~ "™
03688—87—38 -

&
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In January 1963, when this administration took office, the avernge
rate on all Governmont interest-bearing issues outstanding was 2.38
percont. The total net computed intorest cost at an annual rato at
that time was $6.2 billion.

Four years lator the avoerage rate on all Government issues out.
standing was 2.67 percont, or an increase of about three-tenths of 1

orcent. The total net annual computod interest cost, as of December

1, 1056, was 87.3 billion, of which 80.0 billion is due to incrensed

intorost ratos, and $0.2 billion is due to an increaso in the debt incurred
to ’Fa obligations inherited from previous commitments.

his increase in interost rates reaults from the free market influences

of supply and demand in a period of unparalleled prosperity. It isa

continuation of a rise that has heen going on for the past 10 yoars

under the l{zr(l)wa:glprossum of borrowing demauds.
ttle

In this o the computed interest rate is shown:
Compuled interest rate on the public debt
December— . Percent
0. o e eercmimmemeicinureccnensnsrmr e m s mtsa s cnr e 2.00
1082, e irimerrccactcunetitsnacimcennsn st annnccannc e 235
1080, e e cmerreinmcecncvn st umc s un et u s s s an 2 07
May 1087, c v cercicacrccrrannccnccnccrcsonnnnenacnanmencennaaaman 27

So that tho rate has increased over the 10-year period from 2.06 to
2.75, or a little less than three-fourths of 1 percent.

For the ontire period from Decembor 1946 through May 1957, there
was an increase of sixty-nine one-hundredths of 1 percent in the com-
puted intorest rate on the public debt. Of that increase, twenty-nine
one-hundredths occurred prior to this administration, and forty one-
hundredths occurred during this administration, right up to now,

During the past 4 ycars there has been no increase in public debt
interest cost in relation to national income. The interest cost was
2.1 percent of national income in Decomber 1952, and was exactly the
same ;iercentaga in Decembor 1956, for the increase in interest cost
has only kept pace with the increase in national income.
Furthermore, the $1 billion increase in interest paid reflects increased
earnings received by the investors who own the securities.

Now, who are those investors?

Of the $7 billion of interest paid on the public debt during calendar
year 1956, $1.4 billion represented the payment of interest to social-
security funds and other Government investment accounts.

About $0.6 billion of public debt interest was received by the
Federal Reserve banks, and 90 percent of that comes back to the

ury as surplus earnings, )

Commercial banks received a ﬁ)roxxmately $1.4 billion of such in-
terest last year. About $0.6 billion went to other financial institu-
tions—mostly insurance companies and savings banks; about $0.5
billion to corporations, about $0.4 billion to State and Tocal govern-
ments, and about $0.4 billion to nonprofit institutions, foreign ac-
counts, and so forth. i . * '

The remainder, of about $1.8 billion—the largest single ent
of the interest on the public debt~—went to individuals, either in the
form of cash payments or accumulated interest to the 40 million
holders of savings bonds. Millions of Americans are benefiting from
these higher interest rates. S

i
1
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I am asking Mr. Burgess to review other phases of our debt man-

agoment program.
The fourth objective, check the menace of inflation.

1. The problem

At the risk of oversimplification, lot me condense the story of in-
flation to about a dozen linoes, '

Almost all of our employable labor force is employed—and at higher
wagos than they have ever roceived before. Our people are buying
virtually all that they are producing, but they want to buy more,
both more consumer goods and more productive facilities.

Being confidont of the future, they desire to borrow to buy more.
The londers are lending more than ever before, but still not as much as

the public would like.
owever, with most resources fully utilized, additional bank credit

would not put m‘x’v more people to work——it would merely provide

additional demand in oxcess of the supply of both labor and goods.

Such & demand in oxcess of::‘fg ly would cause & rise in prices if it
i

were fed by excessive bank ¢ expansion,
- A rise in prices hurts every housewife, everyone on a pension, every
person with a fixed or lagging income, every saver. It robs labor of
much of its gain in wages. This rise in prices has been a principal
cause of the farmers’ difficulties, because while income per farm re-
mained fairly static during the last 10 years, the farmer has had to
gay higher prices. As & consequence, he has been particularly hurt
¥y the inflation which, to a lesser extent, injures every single one of us.
There are two ways to check this rise in prices: (a) increase the sup-
gly of goodsf and jb) slow the expansion in the number of dollars

e goods.

idding for th .
We have utilized both methods, The administration in many ways

has encouraged an increase in productive facilities which is the o u(
way to increase the supply of goods. The Federal Reserve and tbe ad-
ministration have taken action to restrain a too rapid growth in the
number of borrowed dollars available to bid up the price of the limited
supply of goods and services. ‘ '

8. The respective roles of the Federal Reserve and the
Now, what are the respective roles of the Federal Reserve and the

Treasury? .

I would like to take & moment to identify the respective roles
played, on the one hand by the Tressury, which influences fiscal
policy—through its recommendations on tax and budget 'Kolicy a8
well as its management of the public debt—and on the other hand
bgrnthe Federal Reserve, which 18 responsible for monetary solicy—-—
through its influence on the cost and availability of money and credit.
A mere statement of the respective functions demonstrates the
major role of the Federal Reserve in the effort to stop inflation. The
Federal'Reserve has the authority and the tools to monetary and

credit action. We do not.
The Treasury cannot determine the lovel of interest rates, but must

pay the rates determined by market forces. The Federal Reserve
can influence the levels of market rates, although there are definite
l;h&i:. to ite power to maintain any fixed lovel of rates, as is shown by

P
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I do not point this out to shift any responsibility from the 'I‘roasu:iy.
On tho contrary, we aPpmvo wholcheartedly the course which the
Fodoeral Resorve has followed, and have admiration for the courage
and decisivoness with which the Board has actod.

(a) Through 1958

As you will recall, throughout the docade prior to 1081, the Federal
Reservo followed a policy of supporting the markot for United States
Government sccurities at or above par. This was done to enable the
Government to sell, at a low interest cost, the ¥n~ut volumo of socurities
which was necessary to finance World War 11,

It accomplished that purpose, but it created cruel inflationary
conditions which required the salo of more bonds and increased debt
to pay the resulting higher costs of the war,

n artificially holding intereat rates at low lovels, the Federal Reserve
made credit cheap, not only for the Government, but for all borrowers.
By maintaining a market which enabled the banka to liquidate thoir
Government bonds at any timo at par or better, it encouraged a
continuance of the war-horn expansion of excessive bank credit.

This cheap and plentiful crodit was an important cause of the war-
time inflation which, despite wartimo restrictions of direct controls
and rationing, robbed the dollar of 23 cents of its purchasing power
between 1939 and 1948,

Then follows a table, Mr. Chairman, which recites tho same figures
that you recited a few minutes ago, which shows that the dollar was
at 100 cents in 1939, and was 77 cents in 1043,

The ChatrMaN. Without objection, that will be inserted in the

record.
(The table referred to is as follows:)

Consumor Purchasin
Calendar year average Price Index | power of dollar
(147-49=100) (1939=100)

1030, iinricterirarasrecnascnstar rastsusrararasssraresssnnnanstnennanen 5.4 100.0
B0 . e necieircncvcusanncncnrsonncsassansssnenssassssosssasaunnsanasnns 0.9 9.2
BOE . erinrcecaonsarncssereasestnsansasssesvensssnsncscanssasasnancananan 0290 4.4
I, e erirecrtnsevasauraserasrsetarrraaasnsrerivenssenasnassinesentnnas 60.7 83.2
Y. . ccetietittcedrrentr traesaninsetairererattsasiatanasassnanennasnas 4.0 0.3
I’“... ------------ FELUOHNPRIGEIINRTTERRS 15. 3 79.0
TG, o iriecrracnnransanncrisaantrasnancansanascacssesnsnnnens vavennce evoe 76.9 e

Secretary Humprirey, At the end of World War IT there was an
acuto shortage of goods, There was, however, a pent-up demand, a
demand made effective by both a large amount of liquid assets ac-
cumulated during the war and a rapid increase in private credit.

The war-born policy of the Federal Reserve, mistakenly continued
into peacetime under"l‘reaaury insistence, enabled the supply of credit
to rise too rapidly, with the result that this credit-backed demand for
goods exceeded the supply of goods.

While interest rates were held at artificially low levels, prices con-
tinued their serious rise, at an average annual rate of over 7 percent
from 1945 to 1951, and in those 6 years the dollar lost another 23%
cents of its purchasing power. o

Then follows; Mr. (Clmirman, another table, following out the res
of the table you showed, that period after the war. R

The Cuatrman. Without objection, that will be inserted.

L]
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(The table referred to is as follows:)

' Consumer Pmoh:tn
Oalsndar year aversge Price Index | power

(1047~49 = 100) lar (1939« 100)

‘m '''''''' LI AR R AT AR AR A RS 2D ) LR R R R LR AR A R Y RS R LY ] seaneses (XTI XR R E X n’ "‘
}m ................................ evevusestrssennenatrrrartaraveer cevevoes %6 1.
............................... seessaasasansuenaanns evesnssmnen w’.g g;.
ceree {m. #

e 8

Secretary Humpurey, The dollar at 77 cents in 1945 dopreciated to
only 53.5 cents in 1051,

It was becoming clear to increasing numbers of observers that the
unwisa credit stimulus provided by the Federal Reserve should be
withdrawn. Such a withdrawal could be achicved only by meing
the lesser penalty of an increase in the interest rates to be paid.

It was cloar that if the Foderal Roesorve ceased purchasing Govern-
ment securitics at par, natural market forces, reflecting increasing
demand for credit, would result in the higher interest rates wbich the
Federal Reserve purchase policy had so far postponed.

During this postwar period the Foderal Reserve made several
modest moves toward freer short-term markets but was held back by
the Treasury. After a most thorough review of the relative advantages
and disadvantages of such a change, the Subcommittee on Monetary,
Credit and Fiscal Policies, known as the Douglas subcommittee, con-
cluded in 1950 that, and ! quote from the Douglas committee report:

As a long-run matter, we favor intercst rates as low as they can be without
inducing inflation, for low interest rates stiinulate oapital investment. But we
believe that the mivantages of avoiding inflation are so great and that a restrictive
monctary policy can contribute so much to this end that the freedom of the
Federal Reserve to restriot credit and raise interest rates for general stabilization
purposes should be restored even if the cost should prove to be a significant in«

orease in service ohar[zas on the Federal debt and a greater inconvenience to the
Treasury in its sale of securities for new financing and refunding purposes,

Partly as a result of that review and report, the administration then
in office and the Federal Reserve, by an aﬁx;uemcnt referred to as the
“accord,” changed the prior policy, and the Federal Reserve began
to withdraw its support of the market for Government bonds in
March of 1051.

While this was a step in the right direction, it was not a complete
step. On a number of occasions during 1951 and 1952, the Treasury
still relied on Federal Reserve purchases to keep new issues from
sinking in the market.

Let me pause in this chronology to remind you of the facts about

that change in policy.
It was put into offect by an independent agency, the Federal

Reserve.,
It was urged by many of the best informed Members of Congress.
It occurred during the preceding administration—21 months before
this administration took office.
This new policy of the Federal Reserve was not so much anti-

inflationary as it was a tempering of what formerly had been positively
inflationary action, The Flederﬁ Reserve began {o reduce the amount
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of credit it had been artificially oreating. It freed natural market

forces.

As an incidental result of the reduction in the volume of artificial
credit generated by the Federal Reserve, the supply of credit grew
somewhat more slowly than the demand for credit. As a consequence,
interest rates began to riso, and the markot [l:lncea of bonds went down,

Though the full force of this change in the Federal Reserve policy
was not immediately effective, almost a quarter of the increase in the
computed interest rate on the public debt—from 2,22 porcent at the
time of the Federal Reserve-Treasury accord in 1951, to 2.75 percent
in May 1057—almost a quarter of that occurred in the 21 months
prior to the time this administration took office.

As a result, banks and insurance companics, which had such large
blocks of Government securities, were more hesitant to sell them at a
3- or 4-point loss in order to make & loan. This caused them to make
!ew&r loe%ns than they would have made had the earlier policy been
continued.

Although by the accord of March 1951, the administration then in
office had reluctantly agreed to the right of the Fedoral Resorve to take
such monetary action, that administration itself continued to rely on
direct controls on es, prices, and ronts,

In addition, after the short-lived budget surplus of 1951, increasing
Government spending, and renewed deficits in 1952, largely as a result
of the Korean conflict, encouraged a further depreciation in the dollar

to 52.3 cents,
And then follows a table.
(The table referred to is as follows:)
Oulendat year average Frioe Indos. | powes of doffar
your (14740 =100) me-lm)
1081, ccnncencanscensintncnacentarnssnnssnensenssnsnsannsanennesasasnnonns 111.0 8.5
1903, O NSRSRERRRS ' 18,8 ¥

Secretary HumprREY. Inflation had been appreciably slowed, but
if inflation was to be effectively checked, the Federal Reserve’s new
policy had to be supported more vigorously and supplemented with
pmﬂal fiscal policies.

(0) Since 19568 _ x

In 1952, General Eisenhower campaigned for the Presidency in
part on the ground that further inflation must be prevented, and

advocated, and I quote:

A Federal Reserve System exeroising its functions in the money and oredit.
system without pressure for political purposes from the Treasury or the White
ouse.

i. We have conducted our affairs so as not to interfere with th

Federal Reserve’s monetary policies. ‘
We bave lived up to that promise that the President made. To do
80, however, bas subjected the Treasury to certain burdens, just as
it has other borrowers. Not to do so would have created much more
serious burdens for all of us. ‘ g \
Although new financing was loss expensive and easier in 1954, it
has again become more costly. - With a very high percentage of bank.

1
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and insurance company assots now in loans, these institutions are
not clamoring for long-term—or even intermediate-term—Govern-
ment securities. - o

- We must, therefore, at present, sell mostly shorter-term securities,
which are attractive because of their high liquidity, I do not say this
to complain, but to uoknowlodge an obvious fact. )

We will meot these difficulties and solve them as we have in the
past, continuing our flexible policy, postponing debt extension when
we must, achieving it whenever we can.

There is a strong demand for short maturities. Our bill auctions
each week are always well oversubscribed. The Treasury faces no.
orisis. Our securities are the most highly regarded in the world.

But in a free market, we must compete for funds, That means
the factora of supply and demand determine the rates we must pay.
Rates may decline or they may go higher, I would be disappointed
to see them go higher, but if that is the price we must pay to prevent

wth of excessive credit and consequent inflation, it will well justify

the price.

Tgiu administration, in addition to supporting the Federal Reserve's
independence, has pulxzed its debt management and fiscal functions
to heiP check inflation.

ii. Planned deficits have been eliminated.

Federal deficits necessitate increased Federal borrowing. More
Federal borrowing, to the extent it comes from the banks, means the
creation of additional bank credit. This tends to create more spend-
able dollars than there are goods to buy. '

As g':ur chairman, Senator Byrd, so clearly pointed out in his
remarks to the Senate on August 13, 1954:

Defloit spending is perhaps the greatest single factor in the cheapening of the
value of the money.

In ending deficits, we have eliminated this very inflationary pressure.

iii. The debt is being reduced.

We reduced the public debt in fiscal 1956 as a result of our budﬁ?t
surplus of $1.6 billion. Another budget surplus is being aﬁplied to the
debt this year, and we expect to do it again in 1958. Reduction of
the public debt is one of the best ways to fight inflation.

iv. Government expenditures have been reduced. .

Government expenditures are inflationary, particularly when the
economy is at a high level of output and employment. Taxes divert
to Government apendin% some funds which, in the hands of the tax-
payer, would have gone Into savings. :

urthermore, some Government expenditures go into payrolls to
produce goods and services—especially military wuipment and mili
tary services—which neither contribute to the Nation’s capital ac-
count nor become available for private consumption.
Yet this additional purchasing power competes for’ the existing
qugaply of both goods and services. o
reducing Government expenditures, we have released more
workers and materials directly to private industry where they could
add further to the suﬂ)ly of goods and services needed to meet our
heavy demands for plant and equipment, and greatly increase the
supply. of homes, :cars, television sets, gmd other consumer products
necessary for our rising standard of living, Reduced Government,
expenditures have been an anti-inflationary influence. - . ...,
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v, We have reduced the floating debt.
The amount of marketable public debt maturing within a year,

Ehw demand obligqtions (other than E and H savings bonds) in the
ands of the public—securities which in many ways are close to
cash—has been reduced by $25 billion from the high point in 1953.

vi. We have also shifted some of the debt away from the banks. -

Since increases in bank loans represent additional spendable money,
they tend to be more inflationary than loans that grow out of a transfer
of existing savings. As a consequence, one of the Treasury’s long-
range debt management objectives has been to reduce bank holdings
of Government securities to a reasonable minimum.

To this end we have, in the past 4 years, reduced the amount of
Government socurities held by the banks by $4 billion. This has
been achieved in part by paying off some securities and in part by
designing the terms of new issues—such as tax anticipation bills and
certificates—to be particularly attractive to nonbank investors.

vii. Wo have stimulated increased savings. ‘

Greater confidence in the future, higher rates of interest, and
increasinf confidence in the stability of the dollar, have all encouraged
?ur people to save more, both in dollars and in relation to disposable
ncome.

As one means of encouraging savings and combating inflation, we
have emphasized the continued sale of sories E and H savings bonds.
The amount of these small-saver bonds outstanding has increased
from $35.3 billion to $41.4 billion during the past 4 years.

Moving thus on all of these fronts, by ending deficits, by reducing
the debt, by reducing expenditures, by keeping down the bank-hel
debt, by reducing the floating debt, and by selling more E and H
savings bonds, as well as by working closely with the Federal Reserve,
we have accomplished a tempering of inflationary pressures durin%
these yoars, with a decline in the purchasing power of the dollar o
onk' eight-tenths of a cent in 4 years.

nd then follows a table- which shows that up to the end of the year
1956, the dollar went down from 51.9 to 51.1.
The CramrMaN. Without objection, it will be inserted.
(The table referred to is as follows:)

Calendar Cnaumers | Furchasine
avel rice ex wer O
TIRT RTeraRe (doitaomton| Paniar
(1639=100)
1088, ¢ e ecnrenenresnanrorsnoannenenanns e snnstnecetaceninstonnanaasansenanen 114. 4 51.9
BB 18 7%
08, - o m.g 5.1

Secretary Humparey, The past 4 years have been characterized
by greater price stability than any other 4-year period since 1939.
But inflation is not stopped. It is only slowed down.

Indeed, there has been a diaturbinghx;gnewal of pressures in the last
12 months, during which the dollar lost almost 2 cents in pur-

chasing power.

And then follows a table which shows that in April of 1956, the
dollar was 51.7, and in April of 1057, April just last past, was 49.8,
down almost 2 centas. : ‘

\

P
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The Cuairman. The table will be inserted.
(The table referred to is as follows:)

Oonsumers’ | Pu
Month . index power
(1947-49w100)]  dollar
{1030= 100)
l%i\wu .................................................................. 14 8 z
UlY e ceonenverenarevumanrsorsssesmrorenanmanenvenssassrnsnvnnsranues 1.
OO0LODOT, e uunrrsnrvaruovrocncncrmrrenrrvrsvaarenenarsevssansesensvensen 1" ]
1007 ADUAIY e e cvvnsnvncnrasrencrnnaocsansnrosnssarssesrressensassnemanane llg:t 80. g
BDFUBTY cvneenrvesrsernnnssenvaesvnemsonsnnrvasesersnansnnnsraessnsons 118.7 50.
.............................................................. . llz.g 3. 2
APHL. e ceriurincorctrsuestenrrenetssvrravrrsesvussnsnssavannsmone 119. X

Secretary HumprREY. This most recent decline in purchasing power
is disturbing. It reinforces our conviction that we must continue the
vigorous pursuit of ov'- present policies. We should certainly not

abandon them.
3. The necessity for flexibility

While over the past 4 years it has been necessary to follow ohgezmmlly
anti-inflation scal and monetary policies, we have had changes in
the economy which have required us to moderate them on occasion,
and we may encounter other circumstances which may require some
relaxation at some times in the future.

We approve the philosophy expressed in the Douglas subcommittee
report that—

Timely flexibility toward easy credit at some times and oredit restriotion as
other times is an essential characteristic of a monetary policy that will promote
economio stability rather than instability.

Our administration had been in office onlﬁ a few months when the
coincidence of the full effect of the Federal Reserve’s new policy, and
the curtailment of defense spending, temporarily changed the problem.

We were, at that time, more concerned with preventing a decline
in employment and roduction than with a rise in prices. Taxes
were reduced, and the administration relaxed downpayment and
maturity terms on FHA- and VA-guaranteed housiélf oans.

At the same time, Federal Reserve policy also eased, making funds
more readily available, The decline was sto ped and a sound eco-
nomic expansion got underway with renewed public confidence in
the courage of the administration and the flexibility of its policies.

By 1955, economic activity was a’;ain vigorous and the problem
was one of inflationary pressures—which have continued—and easy
bank credit expansion was no longer encouraged. .

What are the available alternatives?

4. The available alternatives
In view of the breadth of the subject of your inquiry, it is appro-
{;riate that we consider what might have been some available alterna-
ives to general monetary and credit policy.
Some of these alternatives are: ‘
a) Direct controls vﬁ'ohibiting or limiting certain types of credit.
b) Compulsory saving.
o) Physical controls on prices and wages—plus, perhaps, rationing
and allocation of materials and labor.
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(2) Higher taxes and large governmental surpluses to be applied

on the bank-held debt.
e) Groater individual savings and voluntary effort at restraint.

A reversion to the pre-1951 policy of Federal Resorve purchase
of Government securities at or abovo par—and consequent encourage-
ment of severe inflation.

The use of any of the first three alternatives in peacetime would
have been inequitable, impractical, and inconsistent with our tradi-
tions of freedom. ‘

The fourth alternative would have required the lmrosit,ion of
additional taxes on top of our present heavy load, and would not have
been acceptable, oL

The fifth, which the President emphasized in his state of the Union
message just a few months ago—namely, voluntary efforts—can help
immeasurably, but can be achieved only if other policies are effective,

Thus, as & practical matter, the real choice is between the anti-
inflationary course which we have pursued, and a new round of
inflation, . )

Those who, in a period such as this, urge an abandonment of our
anti-inflationary policies, those who urge either deficit ﬂnancing ora
policy of artificially creating more spendable dollars are, whether
unwittingly or by intention, inflationists.

No matter what their motives, their proposals for further credit
expansion are proposals to further reduce the purchasing power of
the dollar, to rob every housewife, every farmer, every pensioner,
every wage earner, and every family with savings. Their arguments
must be understood to urge just that.

There can be no doubt as to the wisdom of our choice in utilizing
the tools of monet,nrrv and credit policy. As to the extent to whic
we used these tools, I can only say that I gain confidence from the fact
that we are criticized with equal vigor by those who feel that credit
has been restricted too severely, and those who feel it has not been
restricted severely enough. . ) ) )

Despite some recent tendency for prices to rise again, the admin-
istration can take oconsiderable pride in what has been achieved to date
in respect to this, the President’s fourth ﬁoal. .

Now, the fifth goal was to work toward the earliest possible reduc-
tion of the tax burden. ) .

The Eisenhower administration and the Congress, working together,
have already made possible the greatest single tax cut in history. .

In 1964, in order that the people might benefit from the substantial
reduction in Government expenditures, we brought about 8 tax out
that has provided them with annual savings of about $7.5 billion,

As the President pointed out in his letter of April 18, 1957, to the
&Egaker of the House, this tax cut has already saved our people

ost $25 billion in taxes.

More than 60 percent of that reduction w.nt to individuals. Every
taxpayer benefited. |

hat was a creditable accomplishment by the angress and the
administration. Tax receipts are now at an all-time high as a result of
our currenilf)mspority;. but, even so, Federal taxes account for a
slightly smaller proportion of our national income than they did in

19 3l
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We intend to go further at the earliest justifiable opportunity, for
the tax burden is still far too heavy. However, the possibility of &
reduction in taxes deponds upon the degree of success of the admin-
istration and the Congress in keeping the budget position sound.

The sixth goal, to make constructive plans to encourage the initi-
ative of our citizens,

A primary goal of this administration is a free and prosperous
America, To encourage the initiative, energy, and savings of our
poople, which are the only means to prosperity, our most important
steps were our anti-inflationary actions which have increased publio
confidence in the security and stability of our economy.

In addition, we have taken other helpful action:

1. We relieved the public of the burden of controls.

When this administration took office in 1953, the country was still
handicapped with controls over prices and wages, and the use of cer-
tain materials, We promptly terminated these controls.

2. We have reduced Government activities which compete with
private business,

During the past 4 years, some 500 Federal enterprises competing
with business have been abolished. We have disposed of the Govern-
ment-owned synthetic rubber producing facilities and the Government-
owned tin smelter to private enterprise; and the Reconstruction Fi-
nance Corporation is now in the process of liquidation. Surplus real
esltlate, worth $366 million, has been sold and turned back to local tax
rolls,

3. We have created a more favorable climate for enterprise.
’Y‘z) We have moved vigorously to prevent monopolies. ‘
he number of antitrust prosecutions has been materially increased
and the number of convictions, guilty pleas, and consent decrees
obtained in the past 4 years has been more than 40 percent higher than
in the preceding 4 years,

The number of irosecutions under section 7 of the Clayton Act, as
amended in 1950, has increased from only 1 in the 2 years, 1951 and
1952, to 29 during this administration, \

b) We have encouraged small business,

n the success of small business firms to prosper and grow depends
much of our production and our survival as a free competitive society.
This administration has sought in many ways to aid smaller firms and
to relieve them of burdensome taxes and requirements.

In the past 4 years, small business has benefited materially from tax
law changes—the expiration of the excess profits tax law, the reduction
in personal income tax rates in 1954, and the extensive revision of the
Internal Revenue Code. Even more important to the smaller firms is
the general prosperity of the past 4 years. )

To aid small s which are unable to obtain adequate credit from
normal sources, President Eisenhower signed the Small Business
Administration Act on July 30, 19563. That act created the Small
Business Administration, and authorized a revolving fund of $375
million to provide needed loans to small business concerns. -

Subsequently, the administration supported increases in the SBA
funds to $375 million in 1966, and to $455 million in 1957. The
administration now has a bill pending to increase this to $600 million,
and to make the SBA a permanent organization, - e
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Each ;ﬁm the SBA has made a larger number of loans, with over
$125 million made in the last 10 months, and currently is making
loans t:a about 60 percent of the applicants whose files have been
reviewed. :

&g&. We have enoqumied trade with other countries.
is administration has effected measures which have aided the

increase in our total foreign trade in 1956 by 22 percent (exports 25
percen(ti) over 1052, )

In addition, the Treasury, with the cooperation of your committee,
has put into effect a number of customs simplification acts which
have reduced the complexities attendant on the movement of goods
into the United States, We have also provided greater certainty in
our administration of the tariff laws,

4\«1) We have encouraged initiative and activity.

- Throughout the past 4 years this administration has continuously
attempted to encourage rather than discourage enterprise. As a re-
sult, our productivit;y and living standards have been rising steadily.

During the past 4 years, 500,000 new business corporations were
formed in the United States. Of course, not all succceded. A free
economy is not & riskless economy. ﬁuring that period, 44,000
enterprises—noncorporate as well as corporate—failed, but that is
lower in relation to the number of new corporations formed than during
the preceding 4 years—34,000 failures and 355,000 new incorporations,

aﬁ We have encouraged savings.
e importauce of savings as the anti-inflationary source of financing
is 8o 'f‘reat that I would like to make these points:

i. There are many people who benefit from higher interest just as
there are many who find 1t an additional cost.

You and I hear complaints today about the increased cost of money.
We know it is nowhere as important as the increased cost of labor, but
we also know that higher labor cost is a 2-sided coin, it is a 2-way
street. Someone pays more—but someone receives moreo,

Now, the same 18 true of interest.

Although many of us owe money in one form or another, it is equally
true that many of us have savings in one form or another, As a result,
we have a stake in protecting our principal against deterioration in the
value of the dollar.

We have a further stake in a higher interest return on our money.
We are owners of millions of share accounts in savings and loan
associations, time deposits in banks, and mutual life-insurance policies.

Many of us belong to a pension system, and our benefit payments
tend to increase as interest earnings rise, |

Some critics allege that higher interest rates benefit only the bankers.
That is nonsense. Earnings of insured commercial banks as a return
on average capital accounts in 1956 were 7.82 percent.

This is lower than the average for the prior 3 years, or for the years
1048-52. Such bank earnings have averaged 8.29 percent for the
past 4 years, This is less than the average of 8.62 percent for the
entire 8 years of the prior administration, .

Bank earnings for 1956, of 7.82 percent, are substantially less than
the average earnings of all manufacturing companies which averaged
12.3 percent. In 1952, bank earnings of 8.1 percent compared with

manufacturing earnings of 10.3 percent.
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Bankers are brokers of money. When they receive more, they pay
more. Our people have approximately 90 million savings accounts
in banks and savings and loan associations. As you know, during the
past few years most banks and savings and loan associations have
increased the rates they pay to the saver. - ‘

The amount of return paid or accrued for savers in the savings and
loan associations (members of the Federal Home Loan Bank System)
increased from less than $500 million in 1952, to an estimated billion
dollars in 1956, a little more than double. ‘

The amount of interest so accrued for savers in mutual savings
banks rose from $500 million to almost $800 million in 1956, Interest
paid or accrued to depositors in commeroial: banks increased from
about $450 million in 1952, to about $800 million in 1956.

In the past 4 years, intercst rates on all these types of savings have
been moving upward and, in a modest way, we have followed with
gur drecent increase in the interest rates on newly purchased savings

onds.

ii. Increased interest stimulates savings.

The higher interest rates paid in the past few years have encouraged
groater savings. During the 4 years of the Eisenhower administration
our people saved more, both in terms of dollars (875 billion of personai
savings compared to $56% billion in the preceding 4 years), and in
relation to disposable income, 7.1 percent as compared to 6.4 percent.

ili, Increased savings are a major means of assuring continued high
employment and prosperity.

ncreased capital investment—more tools, more factories, more
equi ment—is necessary to provide the jobs with the high wage levels
which are paid in this country today. It is the principal means by
which we can raise our living standards.

To the extent such increases in capital investment are provided by
oxcessive bank credit expansion, they are inflationary. To the extent
they are financed out of savings, they are not.

With the great increase in capital investment in tools, it is essential
to encourage savings in order that as little of this investinent as possible
be financed in such a way as to stimulate another round of inflation,

In the past 4 years, we have moved to an unparalleled prosperity.
More people are living better than ever before. It is this prosperity,
in turn, which creates heavy demands for money and requires some
anti-inflationary restraint.

We have made great progress toward the sixth goal established by
the President—to make constructive plans to encourage the initiative
of our citizens.

Current monetary and fiscal policies have been beneficial to the
economy,

This administration has successfully encouraged saving, enterprise,
and production. This is a demonstrable and desirable accomplish-
ment. With such means as it has had at its disposal, the adminis-
tration has attempted to arrest inflation and has been largely
successful.

I note, however, that there have been some complaints that the
monetary and fiscal policies have been too severe and have affected
certain segments of the cconomy unfairly.

. Has the administration’s anti-inflationary program been

injurious?
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. é:e‘t. me review again what the administration has done to fight
inflation.

We have reduced the Government debt.

Woe have reduced Government expenditures.

We have balanced the budget.

We have reduced the floating debt.

We have moved some of the debt out of the hands of the banks and
put more of it into the hands of individual citizens,

The reduction in Government expenditures has perhaps injured
those corporations which might have received orders had the Govern-
ment spent more money. 'The entire course of action, having been
anti-inflationary, may have injured those few who migfxt. have bene-
fited, at the expense of the rest of our citizens, from runaway inflation.

But, except for these fow, the of the overwhelming majority
of our Eeoplo was best served by the course we have followed.

We have also endorsed the independence of the Federal Reserve
and conducted our affairs in such a way as to avoid interference with
its anti-inflationary monetary policy.

B. Has the Federal Reserve’s anti-inflationary program been
injurious?

1. By restricting the growth of credit?

The Federal Reserve’s program is one of allowing the natural
market forces to operate, while adjusting credit availability to meet
the n?ods of normal seasonal activities and sustainable economic

wth.
g“')I‘he Federal Reserve has ceased its earlier policy of oreating addi-
tional bank credit, except to the extent needed to meet the basic
requirements of a healthy economy.
() The Federal Reserve has not reduced the volume of avatlable credst

Some current discussions of Federal Reserve policy proceed on the
mistaken assumption that the Federal Reserve has reduced the amount
of credit below an amount previosly available.

Nothing could be further from the truth. Credit—the aggregate
of new savings and new bank credit—has expanded substantially in
the past 4 years, and at a rate fully equal to the need, to sustain a
very high use of both services and materials.

Thore is more credit outstanding today than ever before—$146%
billion more than in 1952,

I am going to read that again; There is more credit outstanding
today than ever before—8$146)% billion more than in 1962, -

Then follows a table, Mr. Chairman, which outlines where that
extension of credit has taken place, and I would just refer to the last
column to illustrate.

The CuairMaN. Without objection, it will be inserted.

(The table referred to is as follows:)
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Uses and sources of credit -
in dillions of dollars} )
Amount outetanding
Dee. 31, 1083 | Deo. 31, 1900 Changs
Uses of evedit:

Ind} ‘;l'x“ >3 181. 8 1

OFLEBES . ¢ cvcvvvvrirusunssvrnoocusvonnavonwavnaviinss " ,
............................................ ﬂ.‘ 4.9 m&
M. .o v vvenveravrnsrenemsenasrnatnsassnnraresaenses n 1 +8.4
PO e veeeriseniverimennonarersrsennsnnsosansense Ng ’M“:l i Igo
e ocal government, oL T bt %0 H
To gthuﬂun Fedotrsl)eeeaeereenrasesensrecesounseon 3%0.0 508 +187.3
Fﬁu‘:‘ overnment.......eevee qeeewserecurasnrrnarTInny 207.4 m? +9.8
POl v erecnvnenvecosscssssnsanscsanrasrennsrnsonmnes se 651.0 .8 +148.8

Secretary HumpurEY. Mortgage credit has gone up $49 billion,
consumer credit $14 billion. 18 is over a period of 4 years we are
now talking about, over the period of 1952 to 1956, through December
of 1956. ortg%o credit has gone up $49 billion; consumer credit
814 billion; and *Other,” 88% billion, or a total of 872 billion.

rporate has gone up $46.4 billion; State and local governments
nearly $19 billion, for a total of $137 billion. ' ~

Now then, the Federal Government has gone up during that same
geriod $9.3 billion, making a total, if you add it all up, of $146.5

illion which occurred during the 4-year period. .
As important as the fact of the increase in credit, is the source of

this increase.
Now, the sources of the increase, Mr. Chairman, again a table, of

which I will read only the last figures:

Nonbank credit over the 4 years which came about through savinfo
during that period, nearly $136 billion; bank credit, less than 811
billion—for a total of $146.5 billion. )

The Cuarrman. The table will be placed in the record.

Secretary Humprey. What is that?

The CramrMaN. I say we will put the complete table in the record.

Secretary Humpnrey. All right.

(The table referred to is as follows:)

Uses and sources of credit
{1n billions of dollare)
Amount outstanding
Deo. 31, 1063 | Dec. 31, 1966 |  Change
of eredit :
bANK eredit (SAVINER) .. .e.eeeeeesenransracsensonnas . . . 138,
% e RN PR 1%0.0 X ] e
Tl ccecceanectenieacsonnotensencsense esenensescanane ano ms +u8 8
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Secretary HumpaREY. In 1956 alone, total debt—other than Fed-
eral Government—increased $37.6 billion. Of this increase, $17.5
billion was individual debt, $18.5 billion corporate, and $4.5 billion
State and local government debt,

The increase in total credit in the past 4 years has been greater
than in either of the 2 preceding 4-year eriods. But a most impor-
tant fact to note is that 93 percent of this increase has come from
savings and only 7 percent from an expansion in the money supply.

“Then follows another table, Mr. Chairman, which shows where
this has come from, and it shows that $136 billion came from nonbank
credit; and about, 8 little less than, $11 billion from extension of bank
credit, for the total of $146 billion of extended oredit, increased credit.

(The table referred to is as follows:)

Uses and sources of credit
Inoreases in 4-yoar period
December | December | December
19464-48 1048-03 1
In billions of dollars
'mes of oredit:
v Individual:

&Mm ..................... erursenussnanues bevoncon 10.4 :&g &g
Othep etz H e 54
o 'rc::n- eeeesesassressacnaransaanrrnnranaane & 3 % ; a 2
BU8% ADC 1001 FOTOFDIRE, eresrmerorrerenrossomemnons 2.1 1.3 18.8

Total (other than Federtl)..ccevverrnscrcavesascrscncnee [ X4 177.1 137,
Toderal &onmmtym ........... 2.8 4.5 9. 3
Total...ccueun. 88.8 141,06 146.8

L
gonbo:l‘d#:du (savings) 5 84.3 14.3 138.8
' , bad O‘i‘.t.'...l..'...‘.l".D::::: ’1'2 l,:‘ ‘o"
Total..overrevranncrnsnonne eneammsvsnensntnarirnsannud 8.8 141.6 140. 8
Percent
P $ of increase acocounted for by:

ﬂow nvlnﬂ........-..........’. .......................... k(] 88 03
Expansion in MODOY SUPPIY.ccrrescvorncarsssosccnssunane 2% 12 7
Totsl..... 100 100 100

Secretary Humprrey. Of the $146.5 billion increase, $135.8 billion
has come from existing funds of nonbank investors—which amount
may be called “‘savings’—and only $10.7 billion from bank credit
expansion, or incre money supply—new and additional spendable

dollars.
The total increase has been adequate for our most healthy economic

expansion in many years. The growth in the money supply, at the
rate of only 2 perceny}, per year, hgrsoprevented any ob{ectiona%le bank

oredit inflation.
The secret: of success in providing adequate funds for proper

expansion without inflation is to encourage savings as the principal
source. That we have done.

f
\ ;
!
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- The foregoing table points out three most important facts: . . :
) fl,got:floa.na have increased substantially ?no the past 4 years—
indeed more than in either.of the 2 proceding 4-year periods. - .. .
(ii)- This increase has been primarily in private credit—credit to
bu{. omes, cars, consumer goods—rather than tanks or guns, = ..
iii) This increase has come much more from savings an less, from
bank credit expansion than in prior years—hence it has heen much
less inﬂatmm:'rv. ' o - S
The Federal Reserve policy of not encouraging more rapid bank
credit expansion has been hased on the premise that further expansion
of bank credit would m«.-ly have enabled more would-be buyers to
bid up the l{mms of the limited supply of goods and services. -,
This po c{ has been necessary and in the best interests of th.
great majority of our people. But despite the substantial credit ex-
pansion that has taken J)luco, since there has been less new credit
created than the demand therefor, thore has been some digappoints
ment, and in some cases, real hardship. L L
It is said that the unavailability of unlimited credit has been
particularly burdensome on the housmikmduabry, on small business,
and on State and municipal projects. As theso areas are very impor-
tunt to all of us, perhaps we should briefly review them. =
Let’s look at fnousing. ,
It is charged that we have impeded the flow of credit to housing.
During the past 25 years, far from restricting credit to housmg the
Government has greatly increased the volume of credit availa le to
this industry—over what it would be in & norma! free market—by
stepping in and guaranteeing the paymoent of millions of homeowners’

mortgages. ,
Tﬁ: ?wa helped to provide many Americans with homes which they
otherwise could not afford. On the whole, this has been a good pro-
gram, but we must recognizs that it has introduced certain artificiali-
ties into the free market for the P“"EX‘” of diverting credit from other
uges into home mortgages—credit that wouldn’t be available to hous-
ing without these Government guarantics, o
hat was true under the prior administration; it is true uudeér this
administration. » , o
_Has this sdministration restricted the terms on new housing loans?
Wa have not—we have relaxed them, We have lowered the minimum
downpayment on FHA loans, and we have permitted 393@3:;’ loans
in place of the former 25-year maximum. - We havé matarially liberal-
ized FHA ;_n_or;%oﬁe terma on existing homes. o AT
In addition, FNMA .?{)ecml-asswtance programs have been inno-
vated since 1952 to provide mortgage aupport for relocation, redevelo
t, $ud, rehabilitation housing. under, sections 220 and 221 of the
.&?onulhﬂwsms Act, for housing for, the eldorly, and for Capebast
military houasing. o T
Also;vthe volllgntary home mortgage credit program, started in 1954,
bas helped, obtain home financing for veterans and others 1g;s‘n;ausqnd
remotq . _mm,umg.;zg,“qnd-fpr u‘unontﬁﬁg:oujl) members. BN
. Hag,the admini g?tton;msmcwdk e availability of mor “?‘Qf“m%:
by curtailing the FNMA secondary market operations? , Again, let
look st the zecord. . - o

»
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Purchases of mortga%os by FNMA in the secondary mortgage
market, during the last 12 months, have totaled nearly a billion dollars,
an amount surpassed only in the calendar year 1950,

Furthermore, in 1950, all of those funds wore provided by the
Treasury; under the sounder participating program as Congress has
now yevised it, the funds largarv come from private sources,

According to preliminary figures, in May of this year there were
96,000 private nonfarm housing starts. This is a second consecutive
monthly increase on a scasonal {v adjusted basis, and brings the annual
rate of new housing starts in May up to 990,000,

While this is somewhat below the annual rate of 1,146,000 starts in
Ma{ a year ago, and even further below the 1,398,000 rate in May
1955, it is still a substantial volume of housing.

There are undoubtedly many contributing causes to this decline.
For the past fow years, home construction has been running ahead of
new family formation, with a consequent reduction in the backlog of
young families needing a home.

Building costs have risen substantially in the past 10 years, The
price of land has also risen, as have State and local taxces, which are
an element of cost. As the aggregate of these costs result in sub-
stantial increases in the price of a home, the number of potential
purchasers is reduced.

This cost increase has been accentuated by the host of new labor-
saving appliances and luxury equipment which our people feel are
now necessary in & homo, Thero has been actual overbuilding in
@mghloculities and a diminishing supply of desirable building sites
in others.

All of these factors have had an adverso effect on now bome con-
struction, but the unavailability of unlimited mortgage credit is also
a major factor, and it falls most heavily on those who heretofore have
been able to obtain mortgage credit only through Government assist-
ance.

The number of new homes financed through conventional mortgages
(based entirely on the credit of the borrower and the amount of his
equity) has not declined. Indeed the number of such housing starts
so financed in the first § months of this year (269,400) was slightly
higher than the number so financed in the first 5 months of last year.

t is the Government-guaranteed mortgages which are finding the
less recoptive markot, e number so financed in the first 5 months
of this ycar (114,200) was 42 percent less than the numbor financed
in the first 5 raonths last year. This decline is due to the lower interest
rata which such guaranteed loans bear.

The increaso in the maximum rate on FHA loans from 4% percent
to 5 percent has given such financing renewed strength, but the lack
of congressional authorization of an increase in the rate on VA-
guaranteed mortqngea has made it increasingly ditficult for a veteran

to obtain such a loan. o
" The significance of rate limitations is indicated by the most recent

ifi

figures. %ousing starts financed by conventional mortgages increased
{?;oﬂ 63,?ggBin April to 69,000 in May—which compares with 64,500

- I ‘ . B N . .

Hou{in starts under the FHA program increased from 12,100 in
April, to 18,000 in May-—as compared with 19,700 in May 1956,

ousinqnstaru under VA inspection declined from 13,600 in April,

to 12,000 May—-eompared th 26,600 in May 1966. - . -

i

¥
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Thus- it appears that there is only a relatively limited su i)ely‘ of
mor credit availablo for the small downpayment, extended terms,
and 4)% porcent interest rate on VA guaranteed loans. ) o
.- There is a substantial volume of mortgage money availahle for
FHA insured mortgages at the 5 percent rate, although there is some
insistence on higher downpayments than the minimum permitted
under FHA terms. There appears to be sufficient mortgage credit
available to finance those borrowers who can make an adequate
downpayment and lpay the going rate of interest. -

This is the result of a free money market. It undoubtedly has
caused many young families to postpone the purchase of a new home.
Their disappointment, and that of the builder, is understandable,

Yet how much better off would they have been if a more than
adequate supply of credit had brought about increased prices, not
on}ireof their home but of all of the other articles which they desire?

ts look at small business, .

I am sure that there have been some small business firms which
lave been unable to obtain all of the credit that they would have
liked at the rates they would like to pay. I believe this has been
true in every year through history, and it has been true for each of
the past 4 years, but this does not mean that there has beon any
reduction in the dollars of credit extended small business in the past
4 years. Quite the contrary. Both the number and amount of loans
made to small husiness have been increasing substantially.

In this connection, we must remember that the great majority of
our banks are themselves quite small, and the size of the loans thoy
can make is limited by law. Of the 13,101 insured commercial banks
in the United States, 10,853 have deposits of less than $10 million
each and, in general, cannot make loans above $100,000, :

That is almost 11,000, out of the 13,000, thet are small banks,

Total loans of banks in this category increased by alinost $2.1
billion during the past 4 years, an increase of 19 percent. Virtuatlr
all of their loans are to farmers, homeowners, consumers, and amall
business firms. 4

Another 1,802 banks generally can make loans up to $500,000, but
most of their loans would actually be in amounta of lees than $100,000.
Total loans of banks in this category increased by $4.4 billion during

the Kut 4 years, an increase of 44 percont. , R
The remaining 446 banks do indeed represent almost two-thirds of

the Nation’s deposits, and are of great importance to the economy.
They are the primary source of bank credit to larger business firms,
but even they make many loans to small business. . : )

A survey made of a representative group of 78 such large banks
indicated that in the year from September 1, 1955, to August 31, 1956,
their small business loans—for amounts of under $100,000—had in-
creased by $228 milhons or 14 percent; and that the number of:such

loans had increased by 8 percent. , . L .
‘Within this group there was more of an increase, both in numbers

and dollar amount, in the loans under $560,000 than in those between
850,000 and $100,000. S

While it is true that total business loans of banks increased some-
what more ragidly than those loans for amounts under $100,000, this
is & pattern which would be expected in such a period of rapid economie
expansion, for the cyclical heavy goods industries naturally tend to
require a larger volume of credit in such a period.
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" At all tihes the established, successful firm is more sable to obtain
neocssary credit than is the new, unproven or unsuccessful corlx\xf)any‘
and this is particularly true of a period of credit strmgem% “Not all
firms have obtained all of the credit they have wanted. Yet, in the
te, they have obtained more than ever before. :
- In addition to the increased amount of bank credit received by small
business during the past 4 years, there has also been a sizable volume of
book credit extended by larger firms to smaller firms—distributors,
merchants, and suppliers, — T
I do not mean to minimize the disappointment, inconvenience, and
in many cases real hardship, that some businesses have experienced
because of their inability to obtain as much credit as they would have

ed. :
" Indeed, . this is a matter of deep interest to the administration
which, as you know, has supported the creation of the Small Business
Administration, the enactment of improved tax laws, and the granting
of exetx?pt;ions from oertain Securities and Exchange Commission
regulations,

n addition, we have made vigorous efforts to see that more defense
werk is subcontracted to smaller firms.

I understand that you intend to invite Mr. Mueller, Assistant Sec-
retary of Commerce, to testify before you, and I believe he will discuss
the mattor of small business financing at somewhat greater length. I
do, however, want to make the point that there has been a large
volume of credit available to, and used by, small business in the past
4 years, -

- Let’s look at States and municipalities, .

In the past 4 years, a quarter of a million new schoolrooms have
been built for our youngsters., Total public construction in 1956 was
23 pem'gent. above 1952 levels, and educational construction was up 56

cent.
perDurin 1956 alone, new borrowing by States and municipalities
totaled $5.4 billion; and during the last 9 months for which fi
are now available, more elementary and secondary school bonds were
sold than in any 9-month period in our history. |
. 8tate and municipal financing has incrme(i by $18.8 billion in the
past 4 years, This is more than it has ever increased in any other
:-&% geriod, and compares with only $11.8 billion during the period
.+ These figures do not demonstrate any extraordinary burden on State
and municipal financing from lack of available credit. Undoubtedly,
local dgovernments have been unable to obtain all of the funds they
would have wished, but they have built more and they have financed
more than in any other 4-year period. ‘ : R
- .The Federal Resarve’s monetary polic‘y for the past 4 years has been,
and is, one of discouraging the growth of credit at quite as rapid a rate
as would-be borrowers desire. As a consequence, some individuals,
some home purchasers, some small businesses, and some municipalities,
and other categories of our citizens, have. felt, some pinch as a result
of limited credit. But—in the past 4 years, small loans to' business
-have increased substantially, - < ... . i
- In ‘the past 4 years, $57.8 billion has been spent for housing--as
mmm ”b.dbém‘pmin thg:prmdjng{oym, R e Forat Lt
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:+In the past 4 years, $16.7 billion has been spent for new highway

construction—more than had been spent in the pr 11 years,
In the past 4 years, $8.8 billion has been spent for s¢hool construc-

tion—more than had been spent in the pr 20 yoars.

+'This is not the record of extreme credit stringency. Any freer
credit would have further inflated prices. \ :

. Let’s look at the rise in interest ratee. . L
- The Federal Reserve’s abandonment of its. of prices in the
bond market has prevented an unlimited &ro in credit. It was
intended to, and did, slow the rate of growth of bank aredit.

It also has resulted in some increase in interest rates. It is all
by some that this increase in interest rates has brought about a
severe increase in the burden of taxes and in the prices we pay for
manufactured goods, or utility services; that it has materially increased
farmers’ costs, or the price of a home. SR :

Now, are these charges true?

Higher interest—although the result of ‘a lesser supply of credit
than the demand therefor, a condition which prevents far greater
inflationary incresses in other costs—is itself an element of general
costs and in some cases may be reflected in higher prices.

However, interest payments are such a small fraction of the total
cost of business operations, that a rise in the rate does not represent
much of an increase in total cost. ‘

What is the interest burden on the taxpayer?

_Total budget expenditures for fiscal 1957 are estimated at $68.9
billion, Of this, $7.2 billion, or 10.4 percent, represents interest
expenditures. The per capita cost of all expenditures of the Federal
Government for this yeoar is $406; for interest alone, the per
oayita cost is $42.40.

n 1052, interest on the public debt was $37.57 per capita. Thus
‘the increase in interest on the publio debt during the past 4 years
amounts to less than $5 per person.

Now, what is the effect on the price of manufactured goods?

In 1946, gross sales of all manufacturers amounted to $132 billion,
Manufacturers had net interest expense in that year of about $154
million, equal to one-eighth of 1 percent of total sales.

In 1952, interest expense had increased to about one-fourth of 1
percent; and on the basis of limited information now available, it
appears that the 1986 ratio will be about one-third of 1 percent.

us, interest costs are only one-third of 1 percent of the average sales
price of manufactured 8. »

the cost of an article selling for $100, about 33 cents represents
ipteresltabgith no more than 10 cents of that representing an inorease
fince » : C '
- Furthermore, the increase in this minor item of interest costs
reflecte an increase in the amount of debt as well as an increase in
‘interest rates. o : :

- The relative unimportance of interest as a part of total costs is
reflected in the fact that d the same 10-year ». prices of
; that consumers buy rose 27X percent, or $27.50 on a $100 item
-(due to labor and other oosts), compared to the 30-cent increase due
40 higher interest. . : A
.1 In other words, $237.80 for other
inmbo .ot

Wity oy :

i;
items as compared to 20 ocents ﬁ:r

P

X
. o o, e 4t
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- The far greater aéfniﬁcaxgce of the increase in labor and other costs
is reflect uite clearly in the price of consumers’ services which
haye risen 43} porcent during the same 10 yoars,

It is agpmnt from these figures that even with increased interest
rates and increased indebtedness, the burden of interest costs on
manufacturers in reference to their tota) costs is very slight, The
effect of higher interest on the sales price of goods is hardly significant.
~+./This is'even more apparent when we compare the increased costs
«of the last year. Pricea of goods bought by consumers (which reflect
material, labor, interest, and profit) have risen 1.3 percent. The
'price of consumers’ services (which reflect primarily labor costs) has
gone up 2.3 percent. '
 How does it affect public utility rates?

!. *It has been suggested that higher interest rates lead to substantial
increases in public utility rates.. This sounds plausible because public
utilities rely heavily on bonded indebtedness.

- However, the latest figures available indicate that the net interest
-expense of public utilities is still less than 4 percent of gross revenue—
.the same proportion as in 19562. Even for electric utilities, where
.average interest cost on long-term debt now exceeds 5 percent of
-gross revenue, the relative cost of interest has risen very s ow}{v.

~ The estimated average of 5.2 percent for both 1955 and 1956
compares with 4.8 percent in 1962 and 5.0 percent for 1946. In
other words, 5.2 in the last 2 years; 5.0 porcent in 1946.

Now, farmers’ costs: :

. Difficult as the farmer’s position has been, it is not the result of
interest rates. The Department of Agriculture estimates that only
about 5 percent of farmers’ costs are for interest. )

Interest rates on farm loans outstanding in_insured commercial
banks on June 30, 1956, averaged 6.1 percent. This was four-tenths
of a percentage point higher than the average rate reported in a similar
;;gzey made in 1047; less than one-half of 1 percent difference since
. Thus, this four-tenths of 1 percent increase in rate would be less
than one-half of 1 percont of his total costs, or 8 cents on a sale of $10
worth of farm products,

. Now, the cost of & home. , ‘ L
- The effect of higher interest rates in relation to the decline in private

-nonfarm housing starts from 465,000 unite in the first 5 months of last
year to 384,000 for the same period this year, has been grossly oxag-
gerated. .
~ Housing is perhaps the most dramatic example of the effect of rising
~costs. Hourly wage rates in building construction have risen 21 per-
cent in the past 4 years. In the manufacture of some products, the
‘increased cost due to hourly labor rates has been offset by greater
‘efficiency. Through use of additional capital s—tools—the
productivity per man-hour has been increased enough so that the total
'cost has been kept fairly stable. This is true of most of our home
apﬁliances. ) . .
-~ However, in those flelds in which mechanization is not practicable
‘or in which- restrictive practices or. legal rqqgiremanu have' pro-
hibited maximum efficiency, the cost of the finished product has risen
“in close relation to the increase in hourly labor rates. There is no
better example of this than housing. Vi

i
s
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. Many home purchasers consider only the size of the required
monthl%pa{;meanot the number thereof or the elements that make
it up. To them, interest is of no significance. To the more sophisti-
cated purchaser who inquires as to the component elements in his
mortgage lpuymemta, increaged interest rates aro small in relation to
increased labor and material costs, o y
- This is apparent if we compare the cost and financing charges of
the same house in the spring of 1946, the aprmg of 1983, and the agrmg
of 1057, Let us take as an example a house that cost $10,000 to buil
in the spring of 1946, and compute the required monthl;&faymenu on
the basis-of 15 percent down and the balance over a period of 20 years,
: }')Il‘hen, Mr. Chairman, there follows a table, and I will not read that
table, !
The CralrMAN. That will be inserted. ‘ .
(The table referred to is as follows:) =~ o

B M 3
1948 1083 B |
mated 008t Of BOUSE.........oonvnrerevercroronenarencsrases $10, 000 $17, 500 - §19,
terestrate (PHA) .......oiiniiiicnnnn nvesee peroent. . 4 4 . q
}donthly payment (for 20 yeun%“ ............................ $51.8) gl. ‘m
norease in cost of house siNe0 JMB. ... .....covirnrincencnerans]ienernrveonees A
Inorease in monthly payment sinoce 1046; ',
DUo L0 INLETOB TRLB.cnevrervrrrercrerrccrcenrareravansnann]orssssnnerencs]eonssnansosans &g
DUe toOther 00818, .. eoeeecicerenurnrcurcvnorastnrancnccse]enorssenssnancfornosvosnnanes o,

Nors.~Housing costs are based on dats complled by Roy Wenalick & Co,

Secretary HumpnRey, This shows that the 810,000 house in the
spring of 1946 cost $19,000 in the spring of 1957; and of the amount of
increase in monthly payments, $55.07, $46.36 was due to othar coste
and $8.71 was for interest. :

Tho monthly payment has more than doubled in 11 years. Of this
incroase of $55.07, $46.36 reflects higher labor and material cost, and
$8.71 is due to higher interest rates. :

During the past 4 years in which our policies have resisted inflation,
the sales price of that house has gone up much less—about $400 per
}'ear a8 compared to about $1,000 per year from 1946 to 1953. And

want to repeat that the increase in the cost of that house, from
$10,000 to $19,000, has gone up much less in the 4 years since we have

ad these restrictive practices than it did in the 4 years when we had
the m{‘ money, ' . : .

In other words, it went up $400 in these years as against $1,000 in
the ,oagy-mone{ years, and the interest went up only 88 o month,

Which has boen the major factor in discouraging construction?
The $9,000 increase in ‘building cost (846.36 per month), or the 1-
percent increase in the cost of interest ($8.71 per month) o

- While interest is an element in the cost o mor?aged homes, the
increase in interest rates has not been the major factor in delaying
home construction. Mortgage interest ratos were higher in 1955 than
in any ginor recent year; yet new nonfarm housing starts were the
second highest in history, at more than 1,300,000, . - i
been built in the

.- Almost. 5 million new dwelling units have ast
than 8)% million new households have been formol:i.n

4 yoars. Less
that period, so that 1) million units have gone to satisfy prior shortages
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and 1o cover houses abandqned or razed to make way for hew construc-
portion of married couples without tnen'own household

huduclin 21 percent since 1952.
t:ong demro ‘continues to exiat for ‘better housmg, bnt; it is
is h’l‘n becoming an effective demand by today’s inflated
rxcea 'I‘o attempt to force an acceleration in home oonmuct&on
making mom e:redm availqbla dor housing would add further

increased building oos
oul not only be inﬂation ) 10; would encourage uneconomic
prao nlythe new cpx;?;uction that we might otherwuo

axg‘tigt in‘years to come,
ing review of the effects of this administration’s ‘ﬁsoal
g'ohcxes in cates that the supply of credit has not been reduced.
he supply of credit has merelg' pmvented from expanding a8
rs;i{ ly as the demand
elowing of the rato of growth of oredxt has inoonvemanoed those
who hsva found credit unavaxlable and imposed a higher charge on
thoss ‘who have borrowed. ' These results are hardly welcomed for
their own sake, but they are the price we have to pay for the price
ut.abmt{ that we have achieved in the past 4 years. - :
a8 been a far greater stability In prices and in the pur
power of the dollar than we have enjoyed for two decades.
with thu choice between * 18 inconvenience. of limited credit and the
robbery of renewed infla.ion, our people would certainly choose the
course which we have pursued for the past 4 years.

In conoluslo I have attempted to review for you the conditions
existing when t&xe Eisenhower administration took office, the goals
that the President set for us, and our progress toward those goals.

- We have not achieved perfection by a long way. We have been
unable to fully accomplish some of our debt-management objectives.
We have per aps checkod but not enw'ely stopped, inﬂatxonary
ressures.
p ‘In ‘the procees, some of our ciuzens, some of our municipuhtleo,
and some of our busmeeses havo been unable to obtain all of the crodnt
tha would have liked.
¢ have had a large measure of success in onooumgmg the initiative
of our citizens, but not every business has prospered as much as it
might, nor every citizen had all of the oomfom he would enjo \
‘acknowledge imperfections in our accomplishments, b enter-
um no doubt as to the propriety of our googs or the wudom of our
policies. To aid you in your consideration of the alternative courses
and to help you mmure their promises against the actual results of
tha ast 4 years, let me remind you of some of our achievements,
eh we took office in 1053, the Federal debt was o%utl to 89
percant of our national income—in Docember 1056, it was 79 percont.,
as oompared with 890,
the: fiscal year 1953, budgeb expondxtum were 074 8 billion;
lnd {or the year: 1957, they are esumated@ at $68.9 bﬁhon, and 071.8 ’
bﬂhon for 1068, SRLUT S
~i: For:the fiscal year 1088, tho budget multed in & de&mt cl »'Ost
billion—for 1967 it will result:in‘ m\n}» O AR
*r Rrom' 198 h: 1988, tha oostof livingin of
q ynhu:llg ;um tihe & inmuo has:

m.ﬂf 1 mt,, bt i o U el om Dol sl

o
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- In the ‘past 4. yeats, civilian employment; has- risen. 6. percent,
average weekly earnings of production workers in manufagturing have,
risen 18 percent and, after allowance- for. the 2.4-percent.increase. in,
consumsér: prices which occurred betwaen 1052 and 1946, the gainin
workers' earnings, after taxes, amounted. to. about ,Swar*w‘qek, or,
more than. 15 percent in real purchasing. power gained. during the;

MOd. N ' UEEAPIIEEES A :,‘ L N AT E R N R |
p‘ Personal incoms of individuals has risen every year, from $272
billion in 1052 to $325 billion in 1956, & gain of 2Q percent, and an
estimated 8340 billion for 1957. S R
- Labor income has not only risen in dollars; it has inoreased from
67.2 percent of national inoome in 19562 to 69.8 percent in 1956, while
?cl:rgorat.a ptroﬁta declined fxom 12.7: percent of national income to

.9 percent, C e G,

Striking achievements have been made in housing. The 5 million
dwelling units that were constructed exceeded the number built in
any previous 4-year period, and substantially enlarged the housing
stock available to the American people.

There were‘imgrovements in the size, design, and equipment of new
homes, and sizable outlays for repairs and afteratiqns added to the
comfort and convenience of existing homes, A growing proportion of
our homes were owner occupied—60 percent in 1956, as compared with
55 percent in 1950,

his is & gratifying record of the improvement in the level of living
that can be achieved only through a vigorous, competitive, free-market
economic system which offers both individual freedom of choice and
the stimulation of initiative through personal incentive.

In ert,icular, it shows the capacity of such a system to bring about
confidence and daring in enterprise and widespread participation in
the benefits of economic expansion. This is in sharp contrast to the
artificial restrictions, interferences, and controls of a paternalistic
bureaucracy.

The past 4 years have demonstrated the ability of the Nation’s
private economy to expand, to provide an increasing number of better
jobs at better pay, and to raise levels of living.

These 4 years have tested the capacity of our economy to adjust to
larﬁe changes in the pattern of demand and the effectiveness of public
policies designed to promote growth of individual freedom and
stability in the economy.

Because the problems are continually changing in & dynamic econ-
omy, policies aimed at promoting stable growth must be flexible.
This fact was well illustrated in the past 4 years of the Eisenhower
administration. Our problems have shifted from those of a con-
trolled, wartime economy to those of a rapidly widening prosperity.
We have been able to encourage this prosperity. '

Through the flexibility of monetary and fiscal policies, the Govern-
ment has been able to adjust to the r:gid changes in our economy.
We have moved forward toward our goals and demonstrated the great
capacity of a free economy to correct imbalance and to maintain

wth with a high d:sree of stability. ‘

We have accommodated the reduction in wartime Government

ending, accompanied b{ recordbreaking tax reduction, and offset a
:gmatenad decline in employment and business activity {n 1053-54.
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. 'We have enco od an expansion of enterprise to new high levels,
und through ‘mcﬁmm mespdebt reduoﬁot::pu well as de%gmmw:

ment, we hnve slowed the-growth of inflationary credit.

' We have encouraged a ra i rising econom which has' brought.
more wealth, more purehumpg pgwer. more comfort, more jobs, more ahs

bomes, more luxuries, more leisure, more aducation, and more lecurity-

to our people than they huve ovor enjoy
emen, I tak thu roport.

" Gen
The CBAIRMAN. M‘f'."’ﬁm , the eogmxmt.tee thanku you vary'

much for your statement.
committee will recess until 10 o’clock tomorrow mornmg, when

The
Mr. Humphrey will be available for questions by the committee.
(Whereupon, at 12:30 p. m., the committee recessed, to roconvene
st 10 s m., Wsedneeday, uno 19, 1957) A
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The committee met, pﬁmuant, td recess, at 10:00 a. m., in room 312,
Senate Office Building, Senator Harry Flood Byrd (chairman) pre-

siding
Presenb' Senators Byrd (¢ Igl L[Ken', Frear, Lon Smathers,
QGore, Martin, Williams, Flanders, Malone, Carlson, ennet.t, ancf

Jenner.
Also preaent izhbeth B. Springérchief clerk; and Samuel D,

Mocllwain, spgetfil counsel.
The Cn um Tho committee will come o rder

-Mr, Segfetary, I have a fe tions that I would like to ask you.
You tatemez’:t of ) w%o! great current and his{oncd
value/but I WA, A ipcuss \certain of your statements which were

your prepared stalbment, thAt the adminis-

b$-fublio Jubt, sury statements show on
e?me R adminigtration came

-'. billion; gnd on June 30, this end of that
, fwas $2p8.5 billign. The flebt is’ now:
) in about 9 bilhons

Jajiuary 185, 1953 Wh
xﬁn the public debt wok

PHR Y. SECRE AR! orm

Al

Se tary Hmw . Well Mr haiprian, the 1fterence comes’
about Yhrough the {nherited obligations that we togk over which had
to be pald when we ust deducted those inherited obliga~
tions as nmintters that were oomracted 111. that were 8 part.

of the debt. 8
. The CaairmAw. What inherited obligatitns were they ? ‘
~ Secretary HumpnR Well, as-a-r atter ‘of fact, there were about

$80 billion of total oumandm and there was a projected deficit ‘of
dbout O as I recall it, 890.9 b xilion ' which' wasvedtimated. for..fiscal
1954, which gow most.l out of b:lfn that we hud to pay dtmng the'
first art of udministrmon :
'n: CrarruaN. You know, Mr. Humphrey, that we run our uﬂaih
(mtcuh-intndcuh-out;bm -As of the end of the fiscal
books ing- no - allowanoce’ for ﬂ:}p inoome at hp
' ¢ to.be | out* ;
T R LU R R P A : '~txz (\31 SRS |
; i i LY
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If the system of bookkeeping {vou are suggesting is to be adopted,
there should be aunother column for the income which, as of that date,
had accrued to ths Government but had not spent,

Secretary Humenrey. Well, that is right. And it would work that

Mowq i it LhAL WAT, -+ 1 . i iy s e g
Wﬁg &A’mmﬁ. But, Qllowed'to,itfoomplgiiop it may‘nﬁt.‘work fnd
wage&o show a reduction in the deb.: ! /= .-

otary HumpaREY. Well, I think it would.

You see, we have all sorts of coiiplications in figuring it, because you
have, and you had-.at that time, q,'oonaidgmbﬁngreater collection
of income in the first half of the year than—you see, at that time,
under the u had a large part of your income collected in

der the Mills plan had a ] t of in llected i
the first 6 months. That would be an overaccrual for the year,

The Crarruan. Why did you institute a new method of book-
keeping in your calculation of the debt?. Tt is completely newito .
Government procedure. = 7 . I

Secretary HuMprREY, We did not change the books., I was trying
to ahow here, as nearly as I could, what had actually ocourred, .

., Tl:? CHAIRMAN. You did not conform to the Treasury daily state-

men L
_« Secretary HumpaREY. No. T R VP

d ;l‘he CuAIrMAN, The daily statement shows the true debt as of the
ate. .o .- e P B |

Secretary Humpurey, No. . I think the figures you haye given are
the correct figures for the daily statements, ~ ~ .

The daily statements; I will read them bo%mmn, with the end of
1061, 267 .4; 1952, 275.2; 1953, 278.8; 1955, 208.8. d then down tg,
276.7 at the end of 1056. A
I And these figures in this statement are mostly made up fo:;ths end:
of the fiscal year 1956, and there was & reduction, you see, not from
the beginning, but a reduction during the period. The. debt was
gomﬁ own at the end of the period. , C

The CuairuaN. You have incressed the Federal debt under terms
used in recording it for years. In fact the debt haa beep increased by
$9 billion since the Republican Party took over. -

If you want to take obligationa that have aocrued, you should starp:
with June 30, 1053, and make the comparison with the situation as
of today. But from your prulpared statement, one would think you
were talking sbout the Federal debt in its officially recorded terms.

Secre}uy Hympaney, Well, wa can do that, and I can have.that

or you. = : o

. Bu&,ngnlthe face of it, you see, the debt is going down from the

hxgr even during our perioJ. The high— L Ty
he Cuatrman. It is not going dowp—— . . .. ., ,

Secretary Humpuney. The high during our period was 280.8, and
it is now, at the end of the period under discussion hero, it was 276.7,
which is a reduction of about $4.1 billion in those particular figures on,
those particular days. L C L

Actually, the only reduction in the debt that has taken place during,
oyr administration has got to be the surplus that we had. last year,
z{ n we balanced the budget. . .We had $1.6 billion of swrplus. . Now,,

18t was a definite yeduction in the debt. o R

he Cuatrman. You said the high in your period wea $280.8 billien,,
It may not have been intentional, but do you not think your state-
ment o the debt might be misl ?
i

i
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Secretary HumpHREY.:We. reduced it lm year $1. ﬁ bﬂhonwt'hm
is no question about that.
The CrAIRMAN. This was youx prepared statement of yantorday'

.i* Lot me review again whas the administration has dono to fight lnﬂtﬂon.

Secretary Humpurey, That is nght, T ,‘ e
. The Cuhimuan. Then you seid: ™ = 7 - o' o)

i)

, We luva uducad the Government, dabt.. - A
You were reforring to the period of this adnunist.ratmu were you

not? UTARPE
: Sacret.nry Houumeueer. Wal! not. necessmly. I think & trend in
debt reduction is a very healtixy anti-inflationary measure—and last
year it was $1.6 billion just in'a single year—and I think.that is &
vo?' healthy move toward the reduction of inflationary pressures. -

he CratrMAN. You are saying. today. that you dxd not. mean you

had reduced the Government deb

Seomta.ry HumpaRrEY. Not over the whole—— - ¥

. The (%umnuu (oonmnuing). Under ite levol uzof tho tunn you
camo in? - '
Secretary Humparey. Not over the whole penod 3

.-+The OnATRMAN. Would not- this statement, without thu oxplana-
tion,indmatetoupmo eadn:fxb—'xtoertuinl did to mer—— . !

Secretary Humpurey, Well, if it does, it should be corrected to

which is beyond any quesuon of doubt at all, in-the past year.: A:ﬁy 1
:nll bowrygl tomske anmeudmenbtmhfthatmllolwit:up

The Ommuam Tho facts are clear, Dunng thh Repnblioan td~
mmut.muon the debt has increased 89 billion. :
- Inflation has not boenf:oduoed in ﬂxo put year. - In faot, iﬁ mmd
agamint«heﬁutyw} L
umprREY, That s rxgh md that is why this trendm»-r-
The Cw\muw You.reduced the debt last year only, but. it. lup

had no eff; arently, on the new inflation whxeh
ﬁ:pugmﬁy’l‘hat is why m was par nly ulotul to

havemmtbepubﬁw. SERUNVAR
~ The CuairMaN. But you meant tlmb you huva radnoed the Fodbral
dobtonly in thapaacy SR Bt
tary Hvuymw. sixin tho yw d
he Ommwm And I rospae ully suggest that we ahould not tq
here to change the Government’s long-standing method of bookkeep-
ing to take mnthe acarued liabilities and the:accrued inoome.: That
woxddbeaverycomplexopenﬁon. Aot et b ot v b 1
We have boen dperating this. Govemmonb, asiyou and I kmm on
o cash-in and cash-out basis with-a balance taken:as the end of
fiscal year, and I would like the record ¢learly..to: show:that.- mxr
statement.of yesterday does.not:mean that the publio.debt has
reduced during the penod of this admnnstmhnn. e ey peghud
!Secmmry umpHREY. Not been reduced, you mean:: . [t - iy
: 'The CrairMAN, It has not been mdumd A VTR R g anibi i
Secreta.ry Humenrsy. Thatisright. i : | 252 0 W .;,;m
The CuairmaN. On tho contrary, .thm has. been ; anmomm of
w billion by the orthodox: imethods of shomnxothe debti: /11’ T
Secretary HumpureY. That is corwbos. ..z 10 sovhud vaw mwmx{

zﬂ"
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The CaamrmaN. Ts there any doubt about that?

Secretary HumpareY. That is correct. - ,

: The CrAIRMAN. Another question—— :

Huouparey. The only real reduction during that period,
on the orthodox system, is $1.6 billion last year.

The CrairMAN. Another question; You said that the administra-
tion had reduced the-Government expenditures, What did you mesn’
3!3(" that; You certainly did not have reference to the last budget,

you? - : :

Secretary HumpHREY. Well, even the last budget is below the
:pxpenditure of the year we came in. The highest expenditure that we
have had in the time that we have been here was the $74.3 billion which
-was spent in fiscal 10563, which was the finishing of the expenditures
of the past Administration. o -

The next highest is the $71.8 billion which is the budget projected
for next year. : ,

The CualrMAN. When you cama in-——. .- :

Secretary HumpHREY. But if you compare the spending in the first
year that we were here, and the spending in the last full year, which is
1956, is down almost 88 billion. - ‘

The Cra1ruaAN. Do you not think that some consideration should
be given to the fact that when you came in, in January 19563, we were
engaged in the Korean war, which did not end until June 1953, the
ond of that fiscal year? o

Now, you are comparing a peacetime budget with a war budget.

Secretary Humprrey. Well, Mr. Chairman, I do not think it is
fair to talk abouf & wartime budget and a peacetime budget in com-
paring the period of the Korean war and comﬁaring the present.
.~ 'The Korean war was characterized as a police action during all of
the time that it was being carried forward. It was a bitter war for
those who were engaged 1n it, but it was not a major war from the
‘point of view of comparison with world wars. ,

.We are carrying on and are obligated .to oar? on, and believe that
1t is necessary and desirable for the protection of this country to carry
on, a security program and military programs today with items of
:miiitwy equipment which are so much more costly than they were
even in the Korean war that there is.no comparison, and I just do not
believe it is fair to say that one period was war and one was just

. m.
pe’l‘he CaairMAN. What do you estimate the Korean war cost?

- Secretary HumpuREY. I do not have those figures, Mr. Chairman.
I could try to get them, but I do not have them.

The CrairmaN. In spending comparisons I am inclﬁ ing the
$1.8 billion trannfemd?gthg highway trust fund. ding :

Secretary HumpaRRY. Yes, sir, - b :
The CuarrMan. I am addfng, that. $1.8 billion, to the $71.8 billion

budget expenditure estimate for fiscal year 19568 because in most prior

Zle? road dexpehndituresdw?;a in thc(sh regul?;' dt;udget figures. tIn-
u roads the President’s expenditure L.dget, assuming it is

‘enacltx;%, would be $73.8 billon as compared-—— Co e

« ' Beoretary Humparey. 873.6. = - R r
The CairMaN. You are right, $73.6 billion, as compared: to. the

Korean war budget of $72.9 billion, N S

)

E
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Secretary HumparEY., Well, the 1953 budget was $74.3, so it is
still higher.

The CralRMAN. The 1953 budget?

Secretary HumMpHREY. Expenditures.

The CuairMaN. 1 wish you would check that again,

Secretary HompaRrEY. Is that not correct? $74 billion.

The CHAIRMAN. I have $73.9 billion—872.9 billion, You are right.
I was lookinilat the column for appropriations instead of expenditures.

Secretary HumprrEY, The actual round figure is $74.3 billion. .

The CHalrMAN. Then, assuming adoption of the President’s
budget, you will spend in 1958 approximately what was spent during
the last year of tho Korean war; is that correct? : .

Secretary HumprREY. It will be about a billion dollars lees, $600

million less. :
The CHAIRMAN, $600 million less. All right. But, I have added -
in only the road figure at this point. For completely accurate com-
arison with 1963 we should include also the 1058 Federal National

ortgage Association expenditures and the postal deficit. These
would raise the 1058 expenditure estimate to $74.7 billion. But,

since we have started by including only road expenditures, let it stay -
on that basis for the time being. ' '

H
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- Secretary HumprREY, That is including the roads, which are special.

. The CrAIRMAN. But I think the roads should be mcluded for proper
compmson with prior years.

Secretary Huuvnnmr Woell, you remember that you and I both
Mr. Chairman, fought rather bitterly to be sure that the road money
did not get into the budget, so that we could use it either on the i income
or expendxmres side; that we made it stand on its own feet.

The OCraiamaN. But these e8.. areé comparative, . In other
words we are comparing the 1958 budget estimate which excludes
roads to expenditure: ﬁgum of other years that. dnd not excludc the
road expen itures, .

- Secretary HumpHREY, ’l‘hab is oorrecﬁ '

‘The CaairmaN, And I think it is only fair to mclude road expendt
tures in both instances for comparison p purposcs. .

-Secretary HumpaREY. That is right.

The CHAIRMAN. Road funds were moluded in the prevxous ﬁguree.

Secretary HumprrEY. That is right. -
The Crairuan. The highway trust fund was estabhahed to assure

8 ay—as-youffo Federal road program.
UMPEREY, Thut. is something we both believed in, - We

both behevad in that.

"The CrHAIRMAN, I thmk you will agree with me that the road ox-
pendmures should be included in the. 1058 estimate, if you want to
compare the figures to thoue of other yasu when the road expendxturea
‘were included.

. Secretary HumpHREY. You would put. the expendxmrea ‘on one
snde and income on the other, for strict comparison.

" The CHAIRMAN. But the point I am m is that i mqmvxous
years, the road expenditures have been in the regular budget.

Secretary HumprRrEY. That is right.

‘The CHAIRMAN. Now they are taken out of the budget. And xf
you want. to com the years, you should add, this $1.8 bllhon to
this 871 .8 billion 19568 estimate; am I correct about that? o

Socretary Humprrszy. I think that is 8 fair way to upproaoh xt.

- The CrarMAN. It is proper for comparison. - o

- If you add that, you are apendmg more than— Ca

Secretary HumpHREY.. No. - You are still less. '
. The OnairMaN. I have $72.9 billion as the total expondxtureo :

Secretary Humnnnr In what year? -

The CHAIRMAN. .No, I was readmg appmpnmom agun You are

tpenking of 1953 eacpendnturm?
‘Houpurey. I am s of 1953 t.hat. m tha big year

$74.3 b;la‘hh% And 873£hﬂhonmmx(lll 8{6%0:1;:111 dlth
ipeak. is nothing to he.v: ud of, but it is atill there.:
<iThe CHAIRMAN:; Allrighs.;: Iﬁﬁt eapomlly proud;ofthmptéoent

budget {Laughter.] = RS W TR TI TR
I think you said. uomethms to mdwuto you wm not pmnd of xt,

Ouh“ [h toeh : o i
- Lat us dm‘gmsa Lbble further &he Enenhowor budgm . t;q

+.'The budget -was reduced, of :eoumo, as you know, .in 1954‘
zSocrctary Hmmmnw. :l Tecall that very well. i
The CHAIRMAN, Ex mum mhnlad tﬁ'l 8 bllhom Wo are both

speaking abo utusxpan m, e Vg sar ) s

i ”i?’!’ citealetts it d ‘g‘"u‘ SN U

98088874
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. Secretary HumparEY, I am talking about expenditures, not ap-
propriations. That is misleading, I think, in this sort of a discussion.
e CHAIRMAN. And then the expenditures were reduced to $64.6

billion, in fiscal year 1955.
- Secretary HumpaREY. That is right.

The GuatrRMaN:- You 'will Tecall .that the President announced he -

intended to reduce the budget to $60 billion.
'h ‘Secretary HumpaREY. That was before he was elected, and before
o—-—-—m
&l‘he Secretary was interrupted by general laughter.)
ke CrairMaN. Has he carried out all his election promises?
Secretary Humparey, I will say this: I never saw anybody in the
world who tried so hard or demanded such service from his associates
in attempting to carry them out. ;
The CrairMaN. He made an election promise to bring expenditures
down to 860 billion which has not been reached yet. :
In fiscal year 1956 he started to raise expenditures, and finally in
tt&l:i:'year uy;u presented the largest peacetime budget in the history of
the country. .

It might be interesting to recall Mr, Truman's last ;Aaeacetim?

budget—he was not especially noted for economical manugement.

Secretary HumpHREY, Well, this matter of peacetime is a little
misleading. As I said before, I think it is honestly just a little
unrealistio to_ compare, to talk about 1953 as a war year and this as &
peace year. Ido not think there is any such distinction between them.

The CrairuaN. Well,” Government activities certainly cost more
‘money in time of war. : S ,

Secretary HumpHREY. I think not. - I think the things:we are doing
ttggay are costing, in itoms, far more than anything we had at that

e. ‘ .
If you will go over the sort of things that we are having to acquire
for our protection today, you will find that their cost is tremendously
more than anything we had in the Korean war. .

The CuAlRMAN. It had not ocourred to me that anyone would
contend that war was not more costly than peace. But if conclu-
sive proof is needed, it is to be found in Federal budget figures. In
1953, the last year of the Korean war we spent $43.8 billion for the
military; in the pending 1058 budget the military estimate is $88.0
billion. (See table 2, p. 42)) . . - .

Secretary HumpaRay. That is right, and I think it is because—

The CrAtrMAN. It was $5.6 billion. more.in -tho.war year of 1953.
. Secretary HumprRRY. That is right, and it is because of a wlhole
lot better management and better operation. - S

The OnairuaN. I agree with you in a great many things, but.when
you say it is cheaper to run a wartime government than a peacetime
government, I just cannot with that, S
. Anyway; we might as. well .put in Mr. Truman’s last peacetime
budget. In fiscal year 1950 it was $39.6 billion, comparpd to the
pro peacetime budget of:$73.6 billion or more for fiseal-year 1958,

u“liy. Humparay. That would be your peacetime budget, and
mine would be $74.3 billion. The last Truman budget was $74.3
:billion,-and- that is the figure from which we started down.. i
The CrAIRMAN. Again I W that was & Korean war budget. ...
Secretary Humpurey, Well—— |

1 §
\\ f
} {

i
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- The OHAIRMAN. I just cannot follow your philosophy when you
contend it is cheaper to run & government when we are at war than

when we are at peace,
Secretary HumpHreY. Well, Mr. Chairman,. I went out on the

Saratoge—
The CHAIRMAN. The.records, Mr. Secretary, do-net.show.that,
Secretary HumpHREY, Well, you are : discounting all—you are
afl}io‘iving nothing for improvement in practices and management and
efficiency. ‘ ' -
The CrairMAN. I am dealing with dollars. - o
Secretary HumpaRRY. There has been a tremendous difference,
and if you take the 2 years you will find it is a great difference. -
The CuairMaN. I am dealing in budget dollars. The budget deals
with the number of dollars spent, - : ‘ ro ,
Secreta? Humpargy. I will deal with dollars, and I will simply
take the $74.3 billion as the last Truman budget, and I will take our

res a8 our budge. .
he CrarruaN. Well, I do not suppose there is any use in con-

tinuing the argument,
Senator Kerr. May I hear that last statement? o '
b %ecr&w_:y;_ HumpHREY. The 74.3 was the conclusion of the Truman
bu ' o t PR i B
The CHAIRMAN. Let the record show that 1083 figure was com-
plotely a wartime budizt, because the war ended in June, the end of
the fiscal year 1953. those who read this record decide whether
we can operate a government more cheaply in war than in peace,
- Secretary Humpunry. Well, the Truman budget; you will recall,
jl\\nww to: clear the record- and then I will say nothing further, the
msn budget that we found when we came- here in January, the
$74.3 billion, was the year in which we were spending the money.
The Truman budget for the next succeeding year, for 1954, was
878 billion; and that was the budget we sta widx, and that we
beﬁ’w working with for the year 1054, a budget of $78 billion. = -
* The CaairmMaN. That is true, and I often have complimented the
administration for reducing that proposed Truman budget. But that
‘Truman budget also was prepared without the thought of the ending
‘of the Korean war, ' - 2ot R
- Secretary Humparey. That is right. - = oo
‘The Crairman. I assume he followed the military advice, and it
woﬁprepared on that basis. o . . o
- Now, I think an excellentjob was done by: the presesit administra-
tion in cutting that budget. My complaint is that now they have
mback to a budget level which is close, if not equal to, the last
: 3 u‘)ﬁléuld “io"h f‘h‘m?‘n 8 war baa'::. R ‘j:l;f“ h’i
would like ‘to ask you, if you care to express yourself,' why you
-think it was necessary i) increase the Eisenhower budget 89 bﬂlixﬁr
‘more between 1955 and 1958, mumi:g that you include the road
‘expenditures? What conditions justified a $9 billion incresse?: =
e tary Humenrey, Well, that, of courss) is & very long story,
‘aid T will not attempt to get into anything but fusv the highlights of it.
'There h:zle been inereases in costs, increases in - governmental
‘wages; in“ military wages, military costs: of :that kind. ':There- have
'been sibstantial increases in military supplies, as I said & minuty ago,
the wfﬁﬁfuﬁﬁk! that we must have, = ' i e b ninasaoi nl!
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A .bomber in the old doys cost & fow. hundrad thous&nd .dollars,
ogag'ilt costa several millions of dellars. .
ter used to cost less than 8 undred ‘thousand, and .wday it

costs 1% to 2 million dollars,
And everything you look at, in thxs military busmess, has gona upin

tremendous

Now, at the same time, the countr has grown substantislly. The
workload upon all of depm tments creased very gukmmmllg'e
And I think that you wxll find that, in spite of efficiencies which can
put in, as the country grows and as servicos are mndered to. more
people 'all the time, while you can offsot some of the increase by better
efficiency, you probably will not offset all of: 1t, because you ore
rendering more gervice to many more peoplo. :

But, on wp of all that, tho ngress, as well a.s tlxe sdmmwtrmon,

hes expanded n&nm ted s great many
programs whiog dprwxde ior axpen reasing amounts as
time goee on, sn those programs start m mt.her small ways and iunt

automatically keep incr &
It is & com matxon of all of those thmgs that hu pushed t.hxs budget

p, and I think that-r~—

'i‘he CuairMaN, Is inflation puahmg it u ? .
Secretary Humparey. To the extent t.hut we have rises in priceq,

that is e0. And, of course, if we have a greater inflation, why, we
will have greater expenditures, and. themoroaseewdlbe m
The one thing and the one basis of comparison that you
ahould keep in mind, we all should keep in mind, when we are
vanoea, is that the original budget, the 19538 budget, was
nt of our gross annual product, . d this presant. eshmawd
&m’:bouttl‘o eroentofxc iy, th bas b
that, relativ wx a wmgooun , there eena
rolauve decrease, even though "Ero llar inorease has gone on.
The OnatruaN. Do you think percenmge of the national product

justifies increasing Fed
Secretary HumpeREY. It is illuntratan of the comparison with the

growth of the country.
Now frankly, I think that the dollsps themaelves, just the dollar
en t.ures, have got to be watched with the very greatest care, and
I think it is one of the great burdens and obligations and one of the
extreme difficulties that this country faces over the next few years.
The CaairMaN. In your statement yesterday you spoke of the anti-
inflationary program of the admm;smt,xon And now, you sa.y that,
bheae increases are made necessary lﬁr inflation? . ...
Sooretary Huuvnknr Said wha Ohmrman
The CrAIRMAN. Do I understand that you think these budm in-

er whxch you regard as noceuary, are due to. mﬂa&wn?

st ek i quasion, oo 1 ooty st those e
tre re ar ms Congress, rov abou
the programs the. Wenb has reoommem?p to. Conzma? Hmo

ou put those in a separate cat:
yt S‘a:rgtadrge Humprray,. No,., - mk thoy n.re sll,roﬁaoted in Lhn om
’0 W - ot
.. The Onumum. But do you uot think it would be wull,, wheh mak-

ing the statement the Cangress has approved prograins,:to.say upen
the reoommendat.:on of the President, whqrq, akis ﬁ;\é oe80?. .. .,i[1

i f
3
!

i
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' Secretary” Hmmmnr. I think ‘wé miglit try to‘divide them. ' Buy

this is pot an attempt to dodge responsibility.” What I was trying 1
do-was to:state the faots at these are prognms that havo gouo
through the regular oongreuion

process,
The CRATRMAN, T say this’ wlthout prejud:c& against this ! is~
tration, but whenever anybody in the administration, ut
these programs, they refer to them as pro tams Congress fma approved
What'about tlie school program the President wanu now? ‘I have
not seen any tremendous demand on the part of Con for it, or
on the part of the poo%l It is recommendod in  the President’s
budget, and not onl at prosgram included in 3!119 nt budxet '
but 13 other Fedem gmnuh to gn c{ud
I question the ‘acouracy and fairness t. infenonce t.hgt all of: theu
programs were initiated by Congress CALALIN
.Secretarv HumprREY, AS | say, I was ob t ge to fix blsmo of
rse, thete are ol})rograms such as the one | nator Symington
put 8 i)illibn d of extra money into’ the Defenae Departitient o/
year ago that nobody asked or wanted, and there have been other’
instances where Congress has voted more.: But-I' was just trying to’
state a fact, that by using the words “that Congress has' approved;
perhaps we should say “programs approvod by law,” or wmethjng’

of that kind."
Tho Ommuw I do not think it is fair 16 put all of t.ho burden on’

Congress for new programs when the adminmraﬁou h'u rocommanded

many of them, SRR
Secretary HumprRRY. I was not counting one penon 08 tgamut the

other. The fact is, Oonggeu pmed lam approving theab p;'ogmm

that cost us this monuy.
'The CHAIRMAN. We are bem ?'h-pressured by tho P‘romdont'

enact this school program, w ch going to open: up: an- ares of
spending unprecedented :among Federal domestic-civilian' programs,’
and, mcxdent,ally, I think you made a: very atrong argument hew
agamst this ‘school program in' which you said: .

“"During the nat 4 cars a quarwr of a maiflion new sohoolrooms have been bulu’
for our youn zl‘oul public construotfon in 1056 was 23 peroeni obovc 1952

levels, and edu oauonul oconstruction was. up.56 percent. ' : ' -
uring 19368 alone, new borrowing. by tam and munielpalluu toubd 35 4

gxenféizsg;i a‘fx‘gﬂ%ﬁ‘&? '63:6’3"%«:“3’«“&3« :bndﬁ‘m in my?o-&?gx?%%b perlodq;:
ougum and municipal ﬁnmoinz has inoreand b:r &B.S hﬂllon in tho puhl yoars::
. Then on thenbxtpagqyou say:’ KA Tt
In m stshg bimon hu be;n spem for gphyql oomsmckton—‘-nmy,'
That is’ onp of ﬁm besi anu I h&vo heard gaeg’mn
t's proposgl ovemment, to buxld solxd uil
?fﬂ ﬂnsgz started it QIv*vnifnav«zw be. stop Blnmm an bﬂhon& mll,
L Y e
ernment do tbmgam a grand and wastoful style.,
It woulﬂuﬂa{id moet luxwous schqol mu oo y
‘glmw 80 ool dutnota

, 8 fow: tncta at
;;u °°§°°

wguld opon up, & mdm a
largest : h,tme‘budxotwm;m A8,
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pressure on the Congress by people in counties which have not been
chosen for one of these great, improved, fine school buildings.

8o when you speak ol the Congress oin% these things, I think we.
ought to make it clear that, while I do not have a list of them, quite
a few of these expenditure programs have been advocated and pres-
sured by the administration.

't Do you think I.am correct about that, or not?

Socretary Humpaney. Well, we tried to stete facts here with
respect. to financial demands and financial requirements, and we were
not in any way attempting to point the finger at anybody with
respect to them. -

e CuairMaN, Well, you are not poim;in'g1 the finger at anybodf;
except that you repeated in your statement the assertion that muc
of the expenditure increase results from new programs authorized by

Cangrees. ,
- Secretary HumpHREY. I do not think I quite said it was necessary
to do that for that reason, What I said was, Congress had passed the
law which required these expenditurees, which is the fact, Mr, Chair-
man. Wae cannot spend the mone{ until Congress does pass the law,
and I dvi?s simply stating a fact, that Congress had authorized these
enditures, ‘ ‘ :
ox‘i‘he CrHAIRMAN, But does that, Mr, Secretary, account for a differ-
ence of 89 billion or more between fiscal 1955 and the present budget?
« .Seeretary Humpunpy. The-items that I listed do account for that

whole difference, I think,
The Cra1rMAN, Nine billion? _
.Secretary HumpHrrY, For the whole 9 billion; yes,

The CuairMaN., Woll, we do not spend that——

Secretary HumpHREY, It is the increase in programs, the cha.ges in
programs, the increase in pay that has been granted, the increase in
service that is demanded, and the increase in population that re-
quires greater service b the departments,

The CrA1rMAN, Is the public demanding these new services now?
I have been over the country, and I find, especially after the state-
ment you made a short time back, there is a tremendous sentiment-
everywhere for reduction in Federal spending, :

Secre Humparpy. Well, Senator, that raises one of the ques-

tions, which I think are very serious that confront the country. ere

- is an t ‘undercurrent.-in this country of almost rewvolt.against.
nditures for everybody but themselves. ‘

ach person is for economy and talkes about less Government

spending for everything except the project that fits him. As to the

project that fits him, he is down here in the Halls of Congress and in

your offices, demanding your votes and demanding your help in

getting money for his pet project; and at the same time he goes right

after Junch to a meeting in the chamber of commerce or NAM and

votes to cut Government expenditures, e S

And by that illustration I do not mean just businessmen. It is
ev y. ‘It is schoolteachers, it is unions, it is-businessmen, it is
all kinds of &eople everywhere. It is localities: - - - R
" And whether in this country this feeling of desire for economy is

ing to reach the ;ﬂm where people are willing to economize on their

wn account as well as liava the other fellow do- all- the economizing,

I'do6 not know. :But I certainly hope that it does;, and I hope that we-

1

.
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reach the time when the American citizens are going to say, “I will
take a little less for myself, prov_ided everybody else does, and we get

[

some of this down.,”

But until that time comes, you are going to have great cries for
economy and less Government spending ‘“for everybody but me, and
I am going to be here-demanding that you do more for me and less
for ovegbody‘ elge,” ‘

The CHAlRMAN. Mr, Secretary, I want to respectfully and em-
phatically disagree with you on that, because I have attended as
many of these meetings as anyone. Back in January, 500 leading
businessmen of the country came to Washington for an emergency
meeting. Their only purpose was to urge that the budget be cut.
They said nothing about not cutting this and not cutting that, They
wanted the budget cut. . .
ﬁnd another delegation, as I recall, came from Illinois, 50 of them,

stayed here for 10 days, going around to Congressmen and Senators

ing them to cut the buéget. .

ow, I think that situation you described did exist at one time,
But I think there has been a tremendous change of sentiment; that
the ﬁx:ltaople realize if we keep this up we are going over the preci&ice:.
of{f tuncial disaster, and I think you indicated something to that
effect.

There is no doubt about the fact; they are in favor of economy, and
Congress is trying to practice -economy. But the administration is
the obstacle and, as you know, the aXmm istration can destroy the
effort. It can use unaxpendeﬁ balances to replace reductions in
appropriations.

ecretary HumpHREY, I am sure, Mr. Chairman, that nobody can
feel I am not an advocate of economy.

The CHAIRMAN. I know that; I know that (rour opinion is an im-
partial one; I am trying to learn why the President has found it neces-
sug; to add 89 billion or more to his budget since 1956 most of which
is in domestic civilian expenditures and not in the military expendi-
tures, ‘
Furthermore, I am concerned over the fact that the President is
asking now for new spending programs which, if once started, will
grow and grow throughout the years. )

1 this present fight by Congress to cut the budget as being
-one of tremendous consequences, beeause if’ this huge. budget is ap-
proved, we will be committed indefinitely to high spending and high
taxes, until some recession comes; and then tho situation will
serious,

I think you recognize these dangers probably much more than I do.
You are & man of t com&et,enoo and capacity along these lines.

Let the record show the official bud%et expenditure figures—actual
for fiscal year 1955, and estimated for fiscal year 1068. )

Expenditures for military functions in 1955 totaled $35.5 billion.
The estimate for 1958 is $38.0 billion, an increase of $2.5 billion.

Expenditures for other national-security items in 1955 totaled $2.8
billion. The estimate for 1958 is $2.7 billion, a reduction of $0.1

billion. »
Expenditures for foreign aid in 1955 totaled $4.3 billion. The esti-

mate for 1958 is $4.7 billion, an increase of $0.4 billion.

s

an
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' Expenditures for international affairs in* 1985 totaled $0.2 billion.

The estimate for 1958 is $0.4 billion, an increase of $0.2 billion.

_Expenditures for domestic-civilian programs in 1955 totaled 821.8

billion. 'The estimate for 1958 is $28.9 billion, an increase of $7.1

billion, Figures for both _include expenditures: for roads,.

Federal National Mortgage Association, and postal deficit. -
From these figures it will be seen that as between 1956 and the 1958

cstimates there are increases as follows:

mey ‘unc‘ion‘-._'-'.'ﬁ.."'; ...... : ........................ - ‘2‘ 5>
Foreign ald. ccovccvacuvncacnncen vememeeeecsaceanan memmeememcmaacn .4
International afalrs. ..o e ool femesasenenn .3
Domestio-olvilian....cccuueena.-. TR NP 7.1

* Against this total of $10.2 billion, thero is a reduction of $0.1 billion
in other national-sccurity items, making a net increase of $10.1 billion.
* The 1958 budget proposes postal rate increases to climinate the

$0.6 billion postal deficit. For this reason, and to use a conservative-

round figure, I am contending that there is an increase betweon 1958
and 10568 of at least more than $9 billion, and that the increase in
domestic-civilian iteme is at least more than $6 billion. - (See table 2,

p‘ ‘2.

we must meet these questions, I was influenced by the fact that the
blame is being put on Congress for all of these thiuse,,when Congress
this year has shown every indication of wanting to reduce expenditures,
On the other hand the administration has brought the most enormous

pressure to provent the reduction of oxpenditures, at least in sub-

stantial arcas, as you know. L
1 have made some examination of the record, and I think it will

show that never in the history of this counu?r has Congress reduced
the budget to the extent it has this year in the face of strong opposition
by the President of the United States, |

We will gass from that subject.

I would like, if possible, for you to show or havé your assistants
show the particular programs which necessitated the increase of $9
billion or more between 1955 and 1958, It may be furnished for the

record,
Secretary HumparEY, I think we can show where the differences

took place,
e information referred to with related comments by the chairman

subsequently submitted follow:)

Billion .

I*dx)d not.r want to take this interrogation so far afield, but I think.
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- Budget sxponditures, fiscal years 1958 and 1958

(In millions)
o ' ] Estiaated, | Change, 1008
‘ , Aotual, 1088 lﬂl (un?q o:lw
oot Diparmmnt ol oo { =@ =gl g
. BubtOte), MUHLETY. ceeeneeemneeencaernnsensammsansernnan 7,8%| 4,00 +3 7%
. : WW
wr- Department:
mimodity Credit Corporation L......ccvcevnvencenese 414 3 -y,
e S | b +§§
tomio Oomm?uou.. ..... pegerone 887
%’?ﬁ%&mﬂmm ' """"" povsosest I X~ :.;;g ha (14
xport- It BADK. .o ociercreccnreanneravnsnccacones - w
Health n?uox.d W&M¢ ............. x.% 3 1
ﬁ‘xﬁ Natlona) Mortgags Asoslation. . .. 1 1rorrom” A f t-s
storans’ 1 OO BN R
ra e
Buabtotal, nonmilitary. enmasi 526, 151 8,207 6,00
SSERERE | ARG SRR
L P —— 168,078 n, 0 e, 838
14 reimbursements to CCC, :
et e R g e Lol oo ﬁ@%?ﬁ%’ﬁ'm‘mm e RFO and

s Raied Sope e s B e G e A

CRATRMAN'S coMMaNTs.~—]t should be noted that $595 million iu hiahw:g
ox’:enditum has been deduocted from the 1055 total in the table above. Wi
this figure included, the 1055 total was, as recorded by the budget, $64.6 billion.
When the $1.8 billion highway expenditure estimated is added to the 1958 esti-
mate, the total is $78.6 billion, an increase of $9 billion, inatead of $7.8 billlon as

shown in the table.

The CramuaN. Next 1 wish to take up inflation.

Secretary HuMPHREY. Let me just get clear, “these 2 years.” We
can do that—— V |

The CrarrMaN. It is fiscal 1985 compared to fiscal 1958,

Secretary HomMpRREY. The proposed new bugget.

The CrairmaN. Expenditures in 1955 totaled $64.6 billion, The
1958 budget was submitted in January 1957. I want someone in
authority to advise the committee what happened in those 2 years
between to raise the expenditure estimate for 1958 by 89 billion, or
more. ’ G C
mgepreury HumparEY. We will fry our best to a!xow you just where

is. | |

inf'im:? CramrMan, Now, the ‘next thing I want to talk about is
a on' ’ ¢ : s R ' ‘ ’ ‘
It was indicated by your statement that inflation had been practi-

%y s;opped by the present administration; is that a correct interpre-
on A oo

" Secretary HuuprreYy. No;I'do not thinkeo. It had been retarded.
The Umarruan. You stated it was an ti-inflationary program.

et B Cowt 'fjé e ‘A‘. i,

REAEEN TR Pt i “ﬂ el o : P A T cr Uiy oo '
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Secretary Humparey, I think you are referring to the following
paragraph in my prepared statement:

The past 4 years have been charaoterised by greater price stability than any
other 4-year period since 1930, But inflation Is not stopped. It s only slowed
down, Indeed there has been a disturbing renewal of pressures in the last 13
‘months, during which the dollar has loet almost 3 cents in purchasing power,

Is that the thing {rou were reforring to? o
- The CuairmaN. You say it practically stopped for 4 years, that is,
1983, 19564, 1956~—— - :
- Searetary. Humrrauy, We went.4 years with a loss of 0.8 of 1 cent,
Then we took a jump, and 'we have lost over 2 conts in a relatively
short period. g ‘

The CrAIRMAN, In other words, it was 3ractically stabilized,

Secretary Humprriy, It was very steady, It moved up and down
s little, but it was very steady for about 4 years, and during the last
several months it hag——

The Cratrman,) What concerns me, is:the fact that:inthe past year
from April 1956 to April 1957, there was a loss of 2 cents, |
" Secretary HumpHREY. A loss of what? :

- The CHAIRMAN, A loss of 2 cents.

Secrotary Humpnriy, That is right.

The C'nAirRMAN. From Agril of 1956 to April of 1957. :

Secretary Humpurey, That is right. That is what I say here.

The Cratrman, Now, that inflation is still continuing, of course.

These figures are up to April.
Secretary Humpnarey. That is correct. More pressure, that is

correct, o

The Cuairman. Why do iou think, that after a pmctical? stabi-
lized doller for 4 years, another perio«f of inflation has started which
‘may continue for a long time? o :
- tary Humpariy., Well, I do not know whether it will continue
or not, of course. I think the main thing that has started this move-
ment forward again has been the increasing prosperity and the increas-

ing demands that have occurred in the country. ‘
ese inflationary pressures grow in direct relation to the degree of

prosperity in the countr{, and the fuller the employment, the greater
the demand for goods; the more money there is to spend, the more
pressure thore is on prices and on demand for all sorts of things. And
wo have becn in the last 12 months under very high pressure and very
hi%l;demand and: very, high employment. S
..o that you have had all the forces at work that move toward
inflation. You have had high ?ending all along the line, including
the Government spending. And about the only pressures you have
had to the contrary have been the monetary pressures which have
been exercised, leaning against the wind to try to restrain the effect
3f these pressures in the othor direction. And they haven't: quite
one 1t. - ‘ P : . TS

The Crairuan.: What do you think will be done or can be.done to
sto&:his oreeping inflation? ’ BRI
- retary HumpHREY. I think the pressures that we now have
against the creeping inflation—or, if not creeping, 8 moving inflation—
work slowly.” There is a lag in their operation, .’

I think they will gradually become more effective. I think, too,
that these things go in waves. I think some of the expenditures,

pressures for expenditures, may be relaxed somewhat.

+
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- I think that as those preasures for expenditures relax,. both in
industry where there is very heavy pressure, and in municipalities
end governmental . subdivisions, and the Government ‘i f, the
Federal Government itgelf, some relaxmg of expenditures all along the
line would immediately help to ameliorate the situation.. -
. The CHAIRMAN, Had this new mﬂation started wben she 1958
blldgetl was g}' par ed? N L] ST
Secretary HumpHREY. It was Just. about. the same tim
" The CrAIRMAN. Notwithstan ing that fact, the Preeident bnought
in budgat: expenditures of $5 :billion: more :than: the. prevmw:maan
Is that a wise thing to do, or not? R
. Secretary HumpHrEY. Well, it was not five, was it? -
The CrAIRMAN. I should have said 83. ] billion; includmg roadl
.Secretary Humparpy., You are putting in your: road money; putting
in the road money, I mean, too? Ve
’l‘he CHAIRMAN, It is $3.5 billion, * et h
w{ ~HuMPHREY. Of .couase, thereiis & lotn-awn Mr.thaih-
man, you ave to ralate this,. if you are going to put in the.
‘you have to relate it to road expenditures and not just to what i is
et aaide in the trust fund for the roads, because it is the. expendnure
that really causes the pressures,
. 'The CrarrMAN. Well, the expendxtures are estimated at 81, 8 bil-
lion. The amount received by the trust fund at this tims is larger
Socretary Humparey, That is & larger amount, and that is

.helpf

’Fha Craiaman.  And ;the. prekus year, when the roads were: pma
: Seoretary HuMpPHREY. That is & helpful anu-inﬂatnonar preasure.
Kou see. As you colleot in more money than you spend out, it is

elpful to retard purchasing 1‘)‘ wor to some extent, so that the. road
program up to date is anti-inflationary rather than inflationary.

{t may turn out to be the other way, but at the preeenh tuno xt, is
no
The CrAIrRMAN, Do you regard Govemmont apendmg a8 mﬂa-
txonary?

- Secretary Humpurey. I do. -

The CrAIRMAN. Has anytlnng been done by the Admxmstmuon w
reduce that Government Wen l\f

Secretary. HuMpPHREY, r. Chairman, I do nob want 10, geb
into an ment that sounds’ political. I want to makeﬂxt and
it factual 1n every way that I can. [Laug ter] . ,

The CrAIRMAN. I am non lmoal Mr. Secretary

;" Secretary HUMPHREY. What that? .. . P

The O:mmum Iamnonﬁoliucal P DR

. Secretary H nupnmw. : Itry tobe . -

.+ I just want to sa ﬂ that there is nobod.v-I have worked with a
lot of people in my ife, i in & lot of ventures of various kinds, and I have
never seen anybody more concerned,: more. Ughtful who puts in
more time and effort than the President of the United States on this
budgeéhand who is more. oonearned about increasmg Govamimnt
ures,
. Now, how you balance the servioes that bho people onght to hhve,
that the .people. demand, how.you balarnce .what' may. do
with respect to certain programs where they exceed the requests, how
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you balance what you ask for, how you balance what is needed for
our security against a threatened attack, a threatoned enemy, and it
is real, and the terrible expenditures that are required continually for
the seourity to save our lives, and how you balance all those t i:.ﬁ
out with an expenditure level for the whole Government that w
help to reduce and confine inflationary pressures and still, at the same
time, maintain us between inflation and deflation—~because that is
where we want to tlg to be, where you are just balanced and can turn
either way, that is the happiest situation that America could 'be in—
:l?id how you:balance that and maintain it is an extremely difficult
ng. ‘ : ' ‘
Ngw, in my experience, I have never seon anybody more dedi-
cated, more hones stbemptin%hto arrive at a proper balance of those
factors than' the President of the United States, nor anybody who
works harder at it. ’ T
The CraIrMAN. Do you think it is the duty of the President of
the United States to yield to all requests for. Federal expenditures?

‘Secretary HumprREY. No, I do not. - y
The OratrMaN. You mentioned the fact these programs are being

demanded by the public. You say the public have not changed their

minds. I do not agree with that. ' v
I have been over the country a good deal, and people have changed

their minds. That is reflected by what Congress has done to appro-

priations.
Seoretary HumparEY, Well, I of course recognize, Mr. Chairman,

gxst a8 you do, that there is a great wave of public protest against
overnment spending. But I still believe you are wrong, to a eﬂ‘w

at least, in the extent to which that Government spending protest has

reached to the person who is after something for himself, :

There are just two groups of people who come to see me: One
qup who want their taxes out, and the other group who want money
or something. And your—- ' o

The CramMan. Could I ask you a personal question?

Secretary Humpnrey. Yes, sir., : ‘

The CrAIRMAN, How many letters did you get when you made
that statement on the Budget about “curling the hair’? How many
tpgemving letters did you Iget? ( : ’

: cretary HuMPHREY. 1 got a great many. S -

The CralrMAN. That indioates, I think, that there is public
demand, - It has been evidenced in every way, There have been
meetings all over the country. A number of Congressmen and
Senators have attended these meetanfs. ' gt

Secretary Humparey. Well, the fellow I am waiting for is the
fellow who will come to me and say, “I asked for & waterpower project
or a flood-control project,” or some kind of farm subsidy or some kind
of & business subsidy or a ship subsidy, or something of that kind,
“and I have been down here with a great crowd demanding action from

ngress. And I have turned around and I have gone to Congress
and said, ‘We ought not to have this." " . - .-~ = hnii ey

When 1 see that man, I am to have-a lot more confidende in
getting our expenditures cut sown. R RN
- The CuAirmaN, You do not mean we ought to yield to organized
‘minorities, do you? : {Laughter,] I thought the taxpaying people~=--
L A I I L S oL
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Sg%retary Humprrey, Did you say we ought to yield? I say we
ought not. Co
%‘he CuarrMaN. You soem to be saying that if a group is organized
for a apecific thing, it nocessarily must have it.

Seorotary Humpnrry, Unfortunately—— ,'

The Cuamrman, I think the taxpNatvers ought to be considered, too.

Secretarf Humprrgy, It is not, Mr. Chairman, that they ougixt to
h?vo it. 'tt is the unfortunate thing, Mr. Chairman, that they so
ofton got 1t,

Thang\mmN. Is the President not strong enough to resist pres-
N vcrotory Howprnr, This is largel ional 1

ocretary HumpaRrEY, This is largely congressional pressure,
think. [Laughter.)

The CHAIRMAN. Mr. Secrotary, it has not been this time, The
Sonate, for the first time in 25 years, has reduced the appropriations
bills below IHouse figures. That has never been done before in the
26 years I have been here.

Secretary Humpurry, I think maybe it would be worth while, and
I will spend & few minutes trying to do it, to take a few of the bills
that have been passed, and just see how much they are either over or
under, the appropriations actually passed, are over or under the
requests. ‘

he CuairMaN. We may as well understand that, with $70 billion
of unexpended balances, a great many of the appropriation cuts we
are making will have no effect on 1958 expenditures,

Secretary HumpaRrEY. We do not have that much now, as you know.
We are down to around 50,

The CuairmaN. I think the budget shows a total of $70 billion.

Secretary HumpHREY. It is 46.3.

The CaAirMaN. I am using the budget total of 870 billion, in all
expenditure authorizations, not appropriations alone. I shall insert
in the record table 7, 1058 Budget Document, pages A12 and A13,
which shows the total:
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The CramrMaN. Can the executive branch use those balances to

repz:ga tl;e cuts by Congress in expenditure authorizations in many
ces

Secretary HumprarEY. Well, these appropriations are very strict,
a8 you know, very striot regulations as regards shifting of funds from
one account to another,

The CrAIRMAN. Within the departments? .

Secre HumpaREY. I regret to say there sure are. I went to
Congress ear, for the Treasury Department, where they had
mads some reductions in the budget, which I was glad to accept,
provided they would give me a 5 percent movement, which they

ngl . ,
The Bnunu.m. That is true.

Secretary Humparey, That was only 5 percent.

The CHAIrRMAN. But, as you know, the Treasury now is assisting
me in an effort to ascertain to what extent reductions in appropria-
tions and other expenditure authorizations to date will be reflected in
expenditure reductions in the coming fiscal year, beginning July 1,
and it is graetxcally impossible to ascertain that because we don’t
know to what extent these unexpended balances in old authorizations

will be used.

Now, why is that? .

Secretary HumparEY. Well, it is difficult because—

The CHAIRMAN. I have been working with your own staff in con-
nection with that, as you know.

Secretary HumprRreY. Thatisright. We have been working trying
to get it better in hand than it is.

he CuAIRMAN, And they are ﬂn:lviilllf it difficult to show definitely
what the reduction in expenditures be.

Secretary HumpHREY. That is so. I know that.

The CuAIrRMAN. There are billions in these balances which can be
spent, despite appropriation reduction, if the President chooses to

ow it. Last year for instance, we reduced the foreign aid appro-
priation by a billion, but the reduction in the cash expenditures was
estimated at $200 million,

Secretary HumpHREY. That is right.

The CuairMaAN, I know you have done your utmost to wipe out
these unexpended balances, but I think you will agree with me that
the Congress has lost control of budget expenditures,

Secretary HumpHreY, They have been too large.

The CHAIRMAN (contmuinﬁz. In large measure because of these
unexpended balances. You have testified to that effect, and you
have done everything you could—you and former Budget Director
Dodge—to get that corrected. -

Secretary HumpureY. That is correct,

The CrairMaN. Let us go to inflation again. :

You said in your statement yesterday—I do not have the page—
something which indicated that the cost of living had only increased.
a very small percent.’ -

Secretary Humpirey. That the what? . _

The CuatrMaN, The cost of living as shown by the consumer’s.
price index. =

Secretary HumpHREY. Yes, . IR

The Cra1rMAN, Did you include the period from April 1056 to.
April 10577 \ ;-

{

i
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Secretary Humpurey, Yes; I go through April 1057. The table
starts with April 1956, and goes through the quarters of that "{;M
and then comes to the 4 quarters of the following—the 4 mont ,f
mean, of the following year, that is 1057, That is this year. So we
come right down—— - '

The CrairMaN. I know, but in your statement yesterday, I do not
hﬂe it bef:ro me, you made reference to & decline of only a fraction
of 1 percent, :

Segremy Humeurey, Well, that was up through the period of
1966, I think you are thinking about. :

The CHAIRMAN, I say that is a—

Secretary HumprREY. It is & fraction, as I recall it; six-tenths of
1 percent mear for the 4-year period through 1956.

f you will turn to the very next page, right at the toxg of the page,
you will then see I brought that right down to date, right down to
the first day of May, which is the last figure that is published. .‘

The CrairMAN. I know it was unintentional, but that would mig-
lead because actually from April 1956, to April 1957, the Consumer
Price Index went up 5 points. That was a very considerable rise
during that time. ) _

Secretary HuMpPRREY, A little less than 4%, I think. ’

The OratrMAN, Well, less than 4%, |
Do you think there are specific things that should be done to stop
this inflation, or are you concerned about it? Do you think it may
be serious? And I will also ask, if we should continue losing 2 cents

a year for 10 years, what would be the condition of this country?

Secretary HumpRREY, I think it would be extremely serious, and
I feel exactly as I expressed myself before: that if, over a long period
of time, we do not get better control of our expenditures, and if we
are not able to control our Government expenditures, Government
services, and the expenditures that individuals make, at the same
timo, if we are unable to get a better control of our situation, that we
can ﬁat ourselves into & very great deal of trouble, ‘

The CuairMAN, In your judgment, how long can we continue to
lose 2 cents, which is 4 percent of the present dollar, and not get into

very serious difficulty? , .
otary HumpaREY, I do not think anybody, Mr. Chairman, can
Binpoint dates on this, These things go for some time before there
a public realization of what is going on, and then you get rather
unexpected swmﬁ that usually are not ant.xcxgated, but then all of
a sudden the l&ub ¢ develops some loss of confidence that moves over
the country like a blanket, and ever{body. ts to thinking the same
thing at the same time, and you get into difficulty. :
6 CHAIRMAN, Su};&oqe it continued for 8 g'eara. That would be
10 cents further loss, bringing the value of our dollar down to less than
40 cents compared to 1040, Would that be serious? o
Secretary Humrurry. I would not be able to guess a time. All I
oould say is that it is & trend that we ought to get hold of and that
we ought to retard and stop. o s
The CrAtrMAN, Do you agree with Mr, Stam? . He has furnished
me with a memorandum showing that if we ﬁback to the national
income of 1958, there will be a loss of $13 billion of revenue to the

Treasury? : o

' ! et
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Secretary HuMparrY. Well, I have not made up those figures,
It would not be hard to do. But of course, if we had & very sub-
stantial drop in activity, we would have a drop in our income, and
that would seriously affect our budget position.

The CHAIRMAN. I am just s&ea ing of 2 years, going back to 2
years ago. We were supposed to be very prosperous then. .

' Seoretarflflvurnnmr. t me see if we cannot figure it here very
8

quicﬁﬁ". ve forgotten what the income was during that year you
are g about. at 2 years? The new budget, 1058 budget?

The CrAIRMAN. I am talking about fiscal 1955, going back to fiscal
1958 as compared to the period that generates the revenue for this
fiscal year 1958. |

Secretary HumparEY, For 1958, yes.

' The CrarruMaN. Mr, Stam is a recognized authority. He estimates
there would be a $13 billion loss of revenue, \

Secretary Humparpy, The difference is $18.2 billion, as I make a
quick figure here, which would confirm—there may be some little
adjustment that makes——

he CHAIRMAN. In round figures, $13 billion.

Secretary HumparpY. It would be a lar%e amount of money,

The CrAIrMAN. In other words, a $13 billion loss that would wipe
out the $1 billion or so estimated surplus, and we would have a $12
billion deficit. ‘ .

What would that do to the economy of the country
Secretary HumprRrEY, Well, I think it would have very serious

consequences.

The CrAIRMAN. Going back just 2 tieam Mr, Secretary, would not
be regarded as a great recession, We ougﬁt WO were Very prosperous
2 years ago.

Secretary HumpaREY, That is right.

The CrairmaN, Well, is it not a fact that we have not gotten
" into dligi:ax}ty before because we have had a rising period of prosperity
gince * |

Secretary HumprREY. That is correct.

The CualrMAN. Has any preparation been made or any reserve
established against & minor recession? I am not talking of a great
;lg gession, but I am talking of & minor recession, just going back to
- Secretary HumpHRRY, You mean have we some nest eggs laid
away here and there? B - ‘

The CralrMAN, Not nesteggs. - |

Secretary HumpaREY. Not that I know of,

The CuairMAN. I know there are no nest . T
" Secretary HumpaRRY. I have been looking for nest eggs and have
not been able to find them. ‘ : N s

The Cra1rMAN, All of those nest eggs have been hatched out and

ent, ‘ . |
"pBut‘ you must have some plans, because here we are skimmin

along now on thin ice, and all we havevgﬁt to do is go back 2 years an
we would be in terrible difficulties. What are the plans for meeting

such a situation? , . u
" Secretary Humparpy. Well, the unfortunate thing is, Mr, Chair-
man, that until you know what the conditions are that you have to
meet, it is very d]uTcult to make plans to meet them.,

3
f
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I think you have to be guided by conditions as they develop, and
try to use the appropriate, try to do the ?propriate, things,

I, of course, timk‘ this, and I have said so man{ times: that while
there are things that the Government can do to be helpful in these
situations, either up or down, the real, the real force in our economy
are the citizens of America. 1t is not the Government, The Governe
ment's participation is relativelg small, : '

Now, the Government should do what it can and should conduct
iteelf in & sound way and in & proper way as far as it can, But the
real strength of America lies in the citizens, in the free initiative, the
free thinking, the free choice of the American citizen, and his own
activity and his own confidence in himself, in his future, in his seourity,
and in the reasonable and right and proper conduct of his Government,

The CrAIRMAN. The American citizen cannot be expected to under-
stand the details of all these things, and I do not see how he can act
effectively when the situation is upon him. He depends upon us,
Re%resentatives, in the Government at Washington, to take care of
such matters,

Secre HumprarEY. Every American citizen, or most, the great
mﬁ'ont of American citizens, looks after his own affairs pretty well,
and it is the cumulative effect of millions of American citizens look-
ingrafber their own affairs well which gives the strength to the country,
~ There is nothing the Government can do that can give strength
the country if the American citizens themselves fail to look after

their own affairs.
The CrairmaN. If we were to have a 812 billion deficit, then it

would be up to the Government to do something, would it not? I

do not know what the citizen back home could do about it.
Seorctary HuapHREY, Well, there would be some things the Gov-

ernment could do, and there probably would be some things the

citizens could do.
The CuairuaN, What oould citizens back home do, make a oon-

tribution to tho deflait? ) »
Secretary HumpaRRY. They eventually would have to %ay it, gec.
Whatever the deficit is, it finally lands in the citizen’s pocketbook.
The Cra1rMAN. I am not predicting any such thing will oocur, but
a8 you well know, and this committee well knows, our taxes are up
to & point where, if we raise them higher, there will be dimi
mtdumn. They are close to the highest taxes this country has ever

There was & reduction in 1954, But it is well to bring out the
figures. Notwithstanding that reduction, there has been an increase
in tax revenue collected from the geo%le., In 1058, we collected
$64.7 billion; in 1957, we colleoted 870.6 billion. That is an increase
in collections of more than 10 percent, " c |

‘Now, the point that concerns me, and I am deeply concerned about
it, is that we have no reserves. We are just assuming ev ,hi::lg is
going up and up, And you know better than I know that that does
not happen without interruption. Things go down sometimes.
O e H e WAl M. Ghiraan. yod want to remember

- tery HUMPHRRY. \ man, you wan )
this: that we would have $25 i»illion more eit.heyr on hand or in reduo-
tion of debt or something else, if everything had gone 48 you day and
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we had not handed that much money back to the pe'ople in tax re-

duction.
So the poeople have had the benofits of 825 billion in lesser taxocs

over this same period you are talking about.

The OnairMAN, I am bringing out the point there was a roduce
tion in tax rates, but an inorcase in collection. .

l?eo:e&ary Humpnurey, There would have been $25 billion more
ocolleoted.

The OxairMAN. I do not know tho total. But there has been a 10
porcent increaso in actual cash colloctod from American taxpayers.

Seorotary Humenrey. If all other conditions had remained oqual,
which I would doubt.

' The CHAIRMAN, It scoms to me the Troasury ought to have some-
thinsg in mind. You havo said you would not regard going back to
1035 as any groat deprossion, |

Seorotary Humparpy, No; I would not.

The CratrMaN. Would you rogard it as & recession?

!LaSeomtar Humprnrey, I think I called it a rolling readjustment.
er, . ‘
‘ T‘iﬁa CuairmaN. All right, rolling readjustment.

It g*ou have a “roll\iw readjustmont” now, you are goin;ilto have a
?ﬁz li&iaon] dofioit. at are you going to do about rolling that?

ughter,

Segmtary Humprrey, Well, I would try to moet it as I saw what my
problem was, and I know of no other way to do it,

The CrAIRMAN, Is that not a groat {potontml danger? We have
exhausted our ocapacity to tax, I think we have exhausted our
cag}ucxty to borrow, |

ow, if something adverse happens to us, even in a small way, in
these conditions that confront us——

Socrotary Humpnrey. Well, Mr. Chairman, every housowife in
Amorica knows if you spend all you earn and you borrow more money
than {ou can repay, and then a rainy day develops, you are in more
trouble than you would be if you had been more cautious as you
P :

roceedod along. -
The CrAIRMAN. You are talking my dootrine 100 percent.

Lhughter.] It is what I have been Ymac 1ing here for 28 years, and

ave not been able to got many poople to agree with me,
I just want to ask & few more questions——
Secretary HumpHRrREY. Our trouble is, there are not enough house-

wives in the Government. , X
The CratrMaN. I want to ask a few more questions on inflation.
Inflation is & very complex thmg The Library of Congress has

supplied me with a definition, but it is rather complicated. I want

to ask you this question:
Can it be said simply that the decrease in the purchasing power of
the dollar is the best measurement of inflation? =~
Secretary HumpHREY. Well, I do not know that it is the best, but
it certainly is & measurement. . ’
I am not—I do not know much about the theory of these things.
you know, I am just an ordinary businessman. I know the effect

of what happens.
The m’i&’:«. Yes,

:q *
% :
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Secretary Humprrey. I would ceortainly say that that was a
moasuro- 0

The CuairmMaN. I understand that there are many clements, but
is this not the outstandingvmeasummont? '

Secrotary Humpaney, Well, thay are all relative, you ses, If your
cost of living goes up, the value of your dollar goes down. |
" The CrairmaN. That is a good index of inﬂat.ionj isit not? =

Socretary HumpuRrRY, It is an index; yes, sir. :

The Onairman, Without going into this complicated definition
fmnft the Library of Congress—I have confidence in the Library’s
work—

Secrotary Humparey. I cannot understand most of those.

The CrAIRMAN. It is complicated.

But for a simple-minded man, as I am, would it be accurate to say
(tlhtﬁt ix;ﬂatlon or deflation is measured by the purchasing power of the

ollar o
" Secrotary Humparey. I think that is about right,

The CrairuaN, All right. ‘

. Now, we understand that credit inflation and price inflation exist
today. If that is true, would you, in clear and concise and simple
larﬁuago, a8 you always use, define each of these two kinds of inflation?

Secreta UMPHRBY, Well, you are getting over my head in

theoretical definition. I cannot do that,
And I do not know that the two are too far apart. They come

from a littlo different causes, they dovelop in a little different way,
but the net effects merge after you get down the road a little way.
. A ﬁ]:rice inflation occurs through increases in costs, of one kind and
another, that result from cither increases u} costs from excessively
high employment or from various causes of that kind, and prices
gox‘xﬁl up because of an excessive demand over the supply of goods.
ereas the credit inflation comes about originally or starts
originally with the monetary policies, developing more credit in the
ooul?st{vyix a‘xixd providing more money and more credit than you pre-
0 8 :

. Now, as frou got along a little way, either one will have an effect on
the other, I think, and the net result of both is that as they become
orerative, you finally find that your dollar buys less and your costs
of li are more, . '

The CrarrMan. I think you have said before that I deficit
spending—and we had large deficit a&ending during World War II
and the Korean war—is probably the most important factor in
inflation; is that correct?

Secretary Humpargy. I think there is nothing that will push you
along the road to inflation much faster than large Government deficit
spending. ‘

pgl‘he BAIRMAN, We did not have deficit spending last year, and it
was not estimated for this year; yet inflation has started again. Do
you think the high Government sipending is mmnsible for that?

Secretary HusmpareY. I think it is a part of the pattern.

- The CaAIRMAN. What else would you say? o |

Secretary Humpurey. As I said before, 1 think that it is the degree
of prospe t&m the country that we are enjoying, and in direct pro-
portion to the degree of prosperity that you have, your inflationary
pressures develop, . o L o
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~ The Crarruan. Then Government spending—-—

Secretary HumprreY, And Qovernment spending is contributing
to that pressure, ’ S ‘

The CaatrMAN. We have increased borrowinv;i in tho last 4 years
by 8200 billion—that is the corporations, individuals, and Qovern~
ment. Now, that money is circu ating in the economy of the country.
Has that borrowing been inflationary

Sacretary Humprrxy, I think probably it haa,

The CuarrMaN. Would you name, in order, the major causes of
inflation, starting first with high deficit ai)endingf

‘ tary HuMprruy., Well, I cannot give you any toxtbook deter-
mination of it, Mr. Chairman. I have told you as much as I can of
the cause of the o%ressurea that develop, and it is those pfressures which,

they are not offset in some wa{ﬁgain in momentum and you finally

get to where you cannot control
The CuairmaN. I would rather not have any textbook definitions,

I would rather take a definition based on your experience and your
judgment as & man who has perhaps had as much business experience
as tr‘Y maan in the United States today, combined with Government
experience. These textbooks are very difficult to understand in &
matter like this. In the first place they do not always come from

people with practical experience,
P ’ﬁvurnng’g’ Well, by and large, and over a sufficient

period of time, you cannot have much more than Nvou produce, and
that is true for people and it is true for the whole Nation.

By and large, if your costs are pushed up in various ways, in ways
to an extent that cannot be offset by increases in produetivity of your
seo&le if your wage costs go up substantially faster than your pro-

ue vft.y up, by and large, if your investment goes up very much
more rapidly than your saving go up, ei:gom expansion is very largely
in debt an veﬁmttle in savings inat bof vice versa, you sooner or

lator get to a place where you get an imbalance.
And as you get those imbalances, you get excessive or decreased

demands, which result in either inflationary or deflationary pressures
that affect the costs of your goods and the prices of your commodities
and, finally, your cost of living and the value of your money.
e CHAIRMAN. Is reduction in taxes inflationary?
Secretary HumparpY. I think perhaps temporarily, under certain
conditions, it miﬁht be. In one of the most important cases of the
Supreme Court they enunciated long ago the dootrine that the power

to tax is the power to destroy. )
I believe that, and I believe that the excessive use of the power to

tax can destroy the American system, if it is carried to & sufficient
excess; that it will so limit and so decrease the natural pressures that
we rely upon to stimulate individual incentive, individual activity
and individual endeavor, that you can first change and then perhaps
ultimately and finally destroy our system of government,
The CratrMAN. Well then, you reg&rd the reduction of taxes when
they are too high as not inflationary? -~ ¢ o
N tary Humpargy. I think our taxes now are too high. I think
we aro taking too much, G e .
Again, these things ave fiever just for the moment. Their effects
are extended, they are dver a period, - But the efféct sometimes comes
tuddenlyand very.gunexpeo . And I think our taxes ave too high,

! i
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and we should move in cvag wcg' that we. can, and as rapidly as we
can and still perform our other obligations, and reduce these taxos.
The CuatrmaN. But it should be done only when there is & balsnced
budget and & surplus in the Treasury? o
Secretary Humpnnny, That is my bellef, - L
The CuilrMaN. How much Treasury surplus do you think you
should have, to justify a reduction of the taxes? '
Secrotary HumpureY, That, again, is not a fixed amount, it is not
a definite thing you can pin right down. We are collecting, in rocimd
ﬁ,'um 870 billion. A 10 percent reduction of all taxation would be
$7 billion. Five would be 8%, I think that to make a suitable and
s grroper tax reduction, it would take several billion dollars. ,
he Cuatrman, Would you favor a percentagewise tax reduction,
or some other I bs

Secrotary Hunprrpy, Well, there sgain, Mr. Chairman
been uk‘:?mmy timey to state oxact.lmwhat‘ to do. I do not thhﬁl:

any man can intelligently state exactly what he would do until
knows the amount that would be available for disbursing.

Now, whether it would be advisable to reduce or increase excise
taxes sfmultanaously with a reduction or an increase in income taxos,
or how you would ap%ortion it, 1 think depends very largely upon
how much money you have and very largely upon conditions exilagg
at the time a reduction is made. ‘

The OnAirMAN, Let us take the imaginu‘{ figure of 85 billion, If
you had 85 billion, would you pay any part of that on the public debt?

Secretary Humpuruy. That again would depend very lurgel:;1 on
the times that you were in, If you were in a period of ve iﬁ
prosperity and all, your inclination would be to use more of it in de
reduction than in tax reduction. ; ‘ (

If you were in & different period of time, you might favor more
tax reduction and less debt reduction. It would depend upon the
pressures that wore on the economy at the time you were confronted

with the movement. N
The CrAIRMAN. Eliminate the debt reduction, and if you had 85
billion that could be used for tax reduction, what are your views as

to how a 85 billion tax reduction should be made? ‘
Secrem'{y Huuxerrey. I would try to do it in two ways: 1 would
try to do it in ways that would cover the broadest list of people. I
would try to cover, if possible, every single taxpayer in some way.
And I would try to keep in mind the t.hm& that would beet serve
stimulate the growth and development of the country. |
d between the two, I would try to figure out the most advan.
us tax reduction, ' -
e CHAIRMAN. What has been the history of the effects of inflation
on other countries, so far as you know? - ‘
Secretary Humprrey, Well, of course, it has been terribly serious,
and in a good many places in the world it has destroyed them. .
The CHAIRMAN, The governments of many countries have been
destroyed, have they not? S
Secretary Hompurey, That isright. = | - ‘ -
The CrAIRMAN. Does that not come somewhere along the l{ﬁo
when. 66 peroent, say, of the value of the money is destroyed? . We
have already lost. 50 percent. N

v At N
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" Secretary HumpHREY. I do not know. I heard somebody, perhaps
it 'was you, say that the other day, and it is & very interesting figure,
but I really do not know whether that is borne out, I did not have
a chance to see. I do not know that there is a fixed thing. '

The Crarrman. There is not any fixed standard for it. It depends
upon the country. But it is possible for inflation practically to
destroy governments. ‘ :

Secretary HumprrEY, Mr. Chairman, as you know, the history of
the world is when this thing starts, the first decreases are the slowest
and as it goes along it gathers momentum, and it goes faster' anc
faster, and as people lose confidence in their money they seek to
turn their money into goods, and the price of goods soars and the
value of money declines until—I had & friend of mine who told me
that he and three of his friends—just before the oom;ﬂete debacle in
China, that he paid a million dollars for a dinner, his check for dinner
‘was & million dollars, and he gave the waiter a tip of & hundred
thousand dollars. -

‘The CuairMaN. What you have just said about inflation growin
and growing, is what disturbs me about this new inflation. It stoppe
for 4 years, and now it has started anew.

Let me ask this question: Is the increase in interest rates infla-
tionary?

Secretary HuMpHREY. Is what? .

Th:?CHAIRMAN. The increase in interest rates, is that inflationary
or no ,

Secretary HuMpaREY. I think under the conditions existing at the
present time, it is certainly deflationary. As the cost of money rises,
there are two very simple things that occur: As the cost of money rises,
the rent for money rises—interest is rent for money, and as you get
higher rent bid for your money, there is more incentive to save that
money and to put it out for rent than to spend it. That is particu-
larly true if, at the same time, you are not worried about the loss of
the value of your mogfﬁr, if you think that if you lend it out and get
some rent for it you will get the money back and it will buy as much
as it did before you rented it out. ’

So the stimulation of savings comes about through two things: It
comes about through increased interest, which is increased rent for the
money, plus & widespread feeling of security that the value of the
‘money is not going to decline. d you have to have them both to
stimulate savings. . S

Now, as you stimulate the savings, why, of course, that generates
more money for use in the development of the count , in the buildin
of equipment and machines, and increasing the productive power o

the Keogle. .
The CrarrMAN. Take, for instance, a corporation which under its
competitive conditions is able to pass on to the consumer an increase
in in?terest. rates. Would the increased interest be inflationary in that
case * :
Secretary Humprruy. Well, what you can pass on, what one person
with goods to sell can pass on to a buyer of those goods %ends upon
the competitive situation that is existing at the time. ether you
are a manufacturer or a farmer or just an individual trader, there is
not a bit of difference, that I can see, in making an automobile and
selling it, or trading & horse, you can price it at what the market will

|
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take, what the demand will stand. And if you price it too low, you
will sell out so quick you will be out of business, ‘

The Cramrman, That is not quite the situation now, The farmer
cannot pass it on because he is in an overproduced market. Some of
lt‘h;leso great corporations and combinations ¢an pass it on, as you well

ow, '

Secretary Humparpy. Well, I hear that a lot, but I have never—

The CrarrMaN, Is this not true—

Secretary HumpaREY (continuing). I have not seen it. -

The CrairMAN. Is it not true that an increase in rents, the interest
rates, is the same as an increase in wages or anything else?

Secretary HumpHREY. It reflects an increase in costs.

The CrairMaN. And the effort, then, of the corporation or the
businessman is properly to pass it on if he can?

Secretary HumpHREY. That is right. )

The CHAIRMAN, Some corporations or some businessmen can pass

it on because of the competitive situation, and others cannot.
Secretary HumpHRBY. | think that is right. And sometimes they

-can do it at one time, and they cannot at another,

The CrarrMAN. Yes. ‘ .
It would seem to me that those corporations which have an over-

whelming production of a particular product are in a better position
to gss it on than other corporations which are in a more competitive
position,

Secretary HumpareY, Well, I do not really know of & business
where there is not competition; and I have never seen one that lasted
very long, where there was not some competition, because there are
just too many smart fellows around looking for a place where there
1sn't competition, to get in to make some money, and the first thing
you know they get into business there and you have Hot. competition,
. The CrarrMAN. You made a statement a little while back that the
increase in wages in excess of the productivity of those wages is
inflationary. o SR .

Secretary HumprreY, That is right.

- The CuairMAN., What is the effect of interest rates in excess of the
productivity of the mone¥ on which they are paid? :
* Secretary Humpurey, I think it probably would have the same
effect, except that there is a deterrent effect that rises from an increase
in the cost of interest, in that people are deterred from taking on
obligations that require that additional payment. They do not
expand quite so rapidly or they do not expand inventories quite so
ragiodly, or they become more cautious, if they have that obligation.

an increase in the amount of interest, in rent for money, creatos
a preﬁaumonary atmosphere which does not exist the; q{h_’e;; way
. The CnairMaN. Does the same general principle agply when
business costs are increased in excess of their productivity? = - |

Secretary HumpHrEY. Yes. L o

The CrAlrMAN, ﬂkmcreased cost of that nature, if it i§ pessed
on to consumers, is inflationary? i -
- ‘Secretary Humpuray. Not necessarily, becaise I think perhaps the
deterrent effect more than offsets the inflationary effect. .= -
- As I showed you in this paper yesterday, the actual interests costs
are so relatively minor in a movement of this kind that they are almost
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lost in the shuffle. They dd'have some effect in that direction, there
isno ctuestion aboutit. ~

. On the other hand, they have a deterrent effect that offsets it to
quite—]I would think, myself, that the deterrent effect would be’

greater than the inﬁatfonary effect, : |
The CaatrmaN, Well, I cannot agree about this being so minor,

‘because these interest rates have increased rapidly.

Let us take the case of the Federal Government. You offered this
last bond issue at ﬂg’ As I understand it, only a part of them were
sold, on a 8-year basis, :

ot course, I know various issues have different maturity dates, but
'Kgpose the entire Federal debt were to be refinanced at the rate on
this last offering; what would it cost in interest?

Secretary Humparey. Well, I think, in the first g)laoe, that there is
a lot of misunderstanding about this last issue of bonds.

We did not offer bonds for sale for cash at all. What we had was
a refunding of an issue that was held by certain holders.

Now, some of those holders, a large percentage of those holders,
had purchased those bonds for particular p‘vﬁmses and for particular
uses, cash uses, and we knew belore we started that a large amount of
those bonds, the holders of them wanted cash, and they were not going
to turn them into any kind of bonds.

So that the fact that we had as large a loss of conversion as that was
just about, frankly it was very close to, what we estimated when we
started. It was not anything that was a surprise to us or that we

did not expect.
We estimated something in excess of a billion dollars of attrition

at the time we made this offer, and we made it with that O::Keomtion,
and then planned to raise the money in another way, in a offering.
If this had been a cash offering, tailored to terms that met the public

requirements, and then we could not sell them, that would have been
something serious.

The CaarMAN. Could you have sold them——
Secretary HumMpaRBY, But this was not that kind of a case at all,

" The CramrMaN, Could you have sold those bonds as & cash offering
at 3% percent?
Secretary HumprReY., That depends entirely on the situation—I
think we might have sold it for less, we are selling some issues for less,
The CaarMaN. Could you have sold it on a 5-year basis?
Secretary HumpaRBY. Ido not know, There again, Mr, Chairman,

u have got to tailor your goods to meet the market requirement.
z:d I cannggt sell you ayowinber suit this afternoon. You would no

buy one. It is too hot. And if I try to sell you a winter suit this
afternoon, it does not make much difference what price I put on it,

you would say, “I am not interested.”
" So I haye got to sell you a thin suit if I want to sell it to you today;

and if I sell you a thin suit at a decent %rice, you will buy it.
Now, it is just exactly the same with bonds, If I tried to sell you
an overcoat, & fur-lined overcoat, this afternoon, I would not get

very far. C
’e"ﬁze"ﬁmw. Mr. Secretary, the Southern people especially
have to be on the Senate floor—— | |
* Secretary Humerrzy: I hope they are not going to spend a lot of
money.‘w: S A P Lo L .
\y
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The CralrMAN. No, There is another matter on which I am
confused. I will have more questions tomorrow—but now I want
to ask you about our gold supply. We have $22.406 billion of gold.

The foreign dollar Oldinﬁll? g?old is 813 billion. Does that $13
billion come out of the $22 billion? -

Seoretary HumparEY, I do not ‘zl\ﬂlte know what the 68 Are
you are ing about. Are you ing about gold, or short-term -

credite?
The CraIrMAN, I am talking about the %old we have at Fort Knox
which, as I understand it, is supposed to be $22 billion; is that approxi-

mately right?
Secretary HumprHREY. Yes; $22.4 billion. It does not happen to

be all at Fort Knox, but that is all right.
The CHAIRMAN. 18 part of this gold in Fort Knox owned by other

countries, or not?
Secretary HumpareY. We own the gold. But foreign countries
halvo dollars in this country with which they could buy some of this

d.
8Q’l‘he CHAIRMAN, What?

Secretary HumpHREY. There are thus potential claims on a con-
giderable part of that gold; yes, sir.

The CHAIRMAN. That means——

Secretary HumpHREY, By other countries.

The CrarrMaN. That means that we do not own 58 percent of this

gold?
Secretary HumpHRRY, No. We own the eﬁ:ﬂd. I do not know
{gst what the ?[ercent. of foreign balances in relation to the gold is at
e moment. I can get the ﬁ%ures.
gures.

The CaAIRMAN. I have the
(Secretary Humphrey subsequently submitted the following:)

Unsled Statss slock and foreign shori-term dollar holds end- 18 (]
gold / angi” Mar, 81, 1957 " year, 1045-5

{In millions of dollars)
Foreign short-term dollar holdings #
1

End-pertod Btue tod R’&’iﬂ": Forelgn countries %’a’d‘ﬂ" i

Ofeial | Privatet | Total ommﬁ

I4B.eeneeoneanneaesennaanane 083 10,910 ™ ™| 6888 |...........
T R '38'.700 ‘18,'730 ‘3’.(’)« ‘i’ ‘aﬁ $7d
1] 23, 808 13, 341 1,832 4 2983
}gg ........................... 390 x.gg 2837 t 1 & ff“
........................... 24, 563 2 908 052 68
1 i3, 820 11, 045 gw uoz 7,11 x,ug
11 O n% 11, 758 41 7,65 o
18” ........................... g'.m }%% 4.3; t% 133?1 ‘ ?m

LY T 91, 798 n.w 4 43| n.ug 1
.......................... g&zg 5’.120 , g &a }&% 1,88
Mowi s Bl Bl § 4 moo| hig
1 Required gold reserves are fized by law at 25 opoalt Habilition oderal Reserv
System. 'l‘hglggumm:" include g :mo\muo 3’.‘?& u-r%u hu’&‘%‘gm« typuo?

8-

-

earrenay. )
8 Foreigners also held U, 8. Government bonds and notes amoanting to $1,638 millicn on Mar. 81, 1
in mnlwuon‘:" Y- individuals u’phn

L) ry Department does not with
tions, but'only enters in nchhu%hrmmmm tﬁmunl vernmaen
mmmmwm tnstitutions. w s 14, oen
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Seoretary Humparpy, But there is & substantial amount of the
Id that might be purchased by other countries to be shipped to
em, :
The Cuairman, Well, the figures I have are $26.406 billion in
March 1987, and that is carried on the financial-—e

Seoretary Humparey, Twenty-six billion?

The CuAIRMAN, I meant to say 822 billion.

Secrotary Humparey, Twenty-two billion of gold on hand.

The CrairMAN. On hand—in March; it is carried as an asset on
the Treasury daily statement.

Secretary Humparey, That is right.

The OnairmMaN. Now, the foreign holdings are $18 billion-plus,

which is 58 percent.
Is it correct to understand that foreign countries own, for practical

purposes, 88 percont?

Secretary Humpnrry. I cannot quite identify the figures, but the
faot is that foreign countries do have possible claims against a sub-
stantial part of our Xold.

The CuAIRMAN. And that means they own it?

Secretary HumpHreYy, No; it means that under present laws and
regulations, thoy can use their dollar balances to purchase it for

rt.
ho CHatrMAN, That means they own it?

Secretary Humprrey, They do not own it, but they can ask that
it be shipped to them. It is not theirs, it 18 ours now, but under
present regulations theg can demand that it be shigpad to them.

The CrairmaN, If they can demand it, it must belong to them,

Secretary HumpHREY, No, they can demand that we sell it to
them, but unless they do so, it is ours.

Tlm?CBA!RMAN. ou are just the custodian of it; you are not the
owner .

- Secretary HumparBY. Well, that is not right.

The CrAlrMAN. If somebody asked me to keep a thousand dollars
for them, I do not own that money, because they can call for the
thousand dollars, ,

Secrotary HumprreY. No, no. But if you have a thousand
dollars, aud you ﬁfive me a little slip of E?or saying that “I owe
you $500,"” you still have got your thousand dollars until I say I want
$500 of it, and then you turn it over to me.

- The CaAIRMAN, I might have it, but if I spend it~

(Laughberﬁ )

Secretary HumpaREY, If you spent it, you would be in trouble,

The CrArMAN, If I spentit, I could not pay when it was demanded.

Secretary HumpHREY. That is right.

The CrarMAN. I do not understand what you have said. Would
you be prepared to discuss this subject tomorrow?

Secretary HumpaREY. : I will, :

The CrArMAN. All right.

We will adjourn until 10 o’clock tomorrow morning, :

* (Whereupon, at 12 noon, the committee adjourned, to reconvene
at 10 a. m., Thursday, June 20, 1957.) ' ,
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INVESTIGATION OF THE FINANCIAL CONDITION OF.
THE UNITED STATES :

THURSDAY, JUNB 20, 1087

Unrrep StATES SONATE,
Commirree oN FINANOS,
Washinglon, D, o

The committee met, pursuant to recess, at 10:00 a, m., in room 312,
Qc:ix;ate Office Building, Senator Harry Flood Byrd (chairman) pre-
siding.

Prgseut: Senators Byrd, Kerr, Frear, Long, Smathers, Anderson
?oro, Martin, Williams, i"landom, Malone, barlson, Bennett, an
enner. ,

Also present: Elizabeth B, Springer, chief clerk; and Samuel D,
Mecllwain, special counsel. ‘

The Cuarrman, The committee will come to order,

When we recessed yosterday, I had asked the Secrecergeto explain
tho gold stock, and the Secretary has advised that it would be necessary

to obtain additional information. It is a complicated subject. When
will you have that ready, Mr, Secretary? : :

STATEMENT OF HON, GEORGE M, HUMPHRRY, SEORETARY OF
THE TREASURY—Resumed '

Secretary Humparey, We will try to have it for you tomorrow,
just as soon as we can pull the data together.

The Cuairman. We will not take it up at this time, Mr. Secretary;
I have a fow other questions to ask. . =~ .

Our public debt, as you know, is approximatoly $275 billion. In
addition to that, the debts of the States, the localitics, and the cﬁipo-
rations and individuals is $525 billion, making a total of $800 billion,

_ This is an increase of $200 billion or 33 percent in 4 ycars. ’

. Do you regard this as a healthy situation?
Secretary Humpurgy. I can say this without the slightest doubt,

er.t?hairman, it would be a whole lot better for all of us if it was

8 lot less, '

The CuairMaN, Has it added to the inﬂat.ionug reasure?
Secretary HumpuREY. It very definitely has added to the inflation~

1 Ary pressure. ~
mﬁ‘ e CaatrMAN. Do you anticipate this gross total of indebtedness

ill increase or decrease?
Secretary Humparey, To be realistic about it, much as you would

bope that it might not go on inor certainly at anything like
current rates, some of this debt is going to increase for a while,
. The Cra1RMAN. What segment of debt do you think will inorease?
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Secretary Humparuy, I am thinking more of the State, local and
political subdivisions debt. I hope not the Federal, provided of
course we do not engage in a war or have some international complica~

tion,
‘The Cuatrmax, What do you think about the personal and cor-

porate indebtedness? :

Secretary Humpurry, Personal and corporate indebtedness is a
little different. Personal and corporate indebtedness, if it is incurred
in conneotion with increased produoctivity and the development of
lowering costs and increasing production performs a very useful
funotion and is not nearly as inflationary as debt spent for a good
many other things.

Now the opposite is not true of all public debt by any means, but
it is more true of publioc debt than it is of private debt.

The CrammmaN. You would mean that some of the corporation
debt would be for productive purposcs?

Secretary HumpHruY. That is right,
The CrAirMAN, It would be used for increasing production?

Secretary HumpHREY. A substantial part of that is to provide more

goods, more, cheaper, better goods for more people.

The CuAlrMAN. But the consumer debt of course is in a different
category, is it not?

Secretary HumparEY, Yes, in & way, and yet I have said a number
of times, Mr. Chairman, that consumer debt within proBer limits—
and I am not talking about gross es, I am talking about propor
limits for the individual that does the borrowing—if that consumer
borrowing is done within amply careful limits, it really has gotten
in this country to become sort of a means of saving, sort of a disci-
&llq situation that promotes savings to & greater extent than the

dividual would discipline himself to do without. .

The CrarrMaN. Would that apply to the purchases of radios and
things like that?

Secretary HumprREY. It ap})lies mostly to things that help in
adding to production and are of a long-term nature, not just straight
consumer goods.

i T%xo CrAIRMAN. Do you think the present consumer debt is exces~
give

Secretary HumpaREY. It is extremely difficult to reach a conclusion
on that. I don’t think anybody knows, Mr, Chairman. I think
that that is one of those things that is going on in our modern society
that has to be worked with, and I think we have to sort of feel our
way with respect to it.

erson ly have so much confidence in the good sense and the
intelligence of the American i)eople over a period of time that I would
much rather trust the peoples’ judgment than I would some arbi-
limitation.

The Crairman. How would you regard, for example, a practice
of making initial payments on automobiles so low that a purchaser is
encom;aged to.buy a higher-priced automobile than he can actually

afford
Secretary Humparex, Of course youy presuppose reasonable terms.
Now t.hte:?terxizs can be gt.retchod {n‘iﬂp the)?’xe out of proportion.
of this is neither black nor white. 1t is elastic in the way you

All
must fook at it. It ¢an be done in & proper way; it can be done in

i
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an improper way, If it is done properly and within proper limits, I
think it 18 beneficial. I think that it gets more things into more
use more advantageously for more people than would otherwise be

o case,
If you push it to extremes, it can have very seriously prejudicial

ects,

The CuatrmaN. Do you think that to date it has been pushed to
extremes?

Secretary HumpaREY, I don’t think so. I think that it is paying
off—if you will notice the es, you will see that about the amount
that is borrowed, while it keeps increasing some each year in the
borrowing, it also keeps increasing in the repayments, and we just
keep rolling it over about & year behind all the time, with a little
increase each year.

The CHAIRMAN. Assuming that we have a further period of pros-
perity, what golicy and rules should the Government follow to reduce
the public debt?

Secretary HumprRBY. Of course how rapidly you reduce the public
debt depends entirely upon how much surplus you have currently
in excess of receipta over expenditures, and in a high state of activity
such as we have now, why I would think that it would be wise to use
at least a substantial part of your sa in debt reduction.

The CrairMAN, Assume we have a $5 billion surplus, what per-
centage of that do you think under prcsent conditions should be
apglied to the public debt?

ecretary HuMpHREY. I don’t believe I can tell you, Mr. Chairman.

The CrAIRMAN, It is generally reported in the press that the
Treasury was unsuccessful in its attempt to refinance a maturing
issue of Government bonds on a §-year basis.

Would you please cominent on that?
Secretary HumMpRREY. Yes; I explained that yesterday or spoke

about it yesterday. There has been & great deal of misconception
about that, and a good deal has been said about it by people that just
did not understand quite what they were talking about.

This particular issue was a refunding of about 84 billion of out-
standing debt. A substantial part of it was held by people that had
bought it with a specific need in prospect for the use of money at the
time the maturity occurred, and we made an exchange offer for
conversion of that debt.

We did not offer to sell debt for cash; we proposed & conversion of
debt., This was not a public offering to sell securities to raise money;
it was a rollover, and we proposed two alternative issues for the roll-
over and we did it deliberately. Ididit. I will take the full responsi-
bility for it myself. I did it deliberately on what were very narrow
margins,

Ir%li.;med it riﬁht smack on the market with no advantage to the
holder to take advantage of his rollover as compared to buying it on
the market that day.

I thought it was wise to do it that way. We tested the market.
We could see there had been a continually increasing movement
toward wanting shorter term maturities and we had further finan
coming and we wanted to test the market t0 get an idea of the tren
and the way. it was going to go. : L o |

03688-~57 8
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' ge ymx"f in a position that we could take care of it if it was not fully
subecribed. . -

We priced it close to the market, and what we thought might ocour
happened. We had about a billion dollars of shrinkage in the sub~
scr’}&tion, in the rollover, and it was not a surprise. -

e CrAalrMAN. The offer was 4 billion, was it not? “

Secretary HumpaREY. The offering was 4 billion and there was
about a billion of it that was not rolled over—that was not taken in
the new securities that were offered.

The CrAIRMAN. You mean 3 billion was taken? |

Secretary Humprrey, That is right; 3 billion was taken and about
a billion was not, and that was about the estimate that we had made.
Woe had made an estimate that we might have about a billion dollars
of shrinkage in it. -

'The CralrMAN. I am glad to have that information. I was under

the impression that it was the reverse. s

Secretary HumpaREY. Oh, no.

The CrAIRMAN. That only 1 billion was taken.

- Secretary HumpaRBY. No, no, it was a billion dollars that was not
rolled over, and a billion dollars was approximately our estimate of
what we might find.

The CrairMAN. If that offer had been made as a straightout sale of
bonds at three and five-eighths, 5-year bonds; would they have been
taken under those conditions? : .

Secretary Humerrey. I think they were priced very close. I don't
know whether they would have been taken or not.

As I said to you the other day, selling bonds is not much different
than selling clothing. You cannot sell a fur overcoat to a man in
July. You have to tailor your bonds like you have to tailor the goods
you are selling to fit the market to which the customer wants to buy
gnq y);m gell him the kind of goods that he wants to buy at the time

e is buying. : .

Now as for these bonds, the demand in the market is for shorter
term securities and we have to tailor them to fit the market and price
them to fit the market just as you would with a suit of clothes.

hiYou t(.lon’t want fur-lined underwear in July. You want a nice:
thin suit, . --

The CHAIRMAN. Why is there the demand for short-term paper
instead of long-term bonds? ' o
. Secretary HumpaREY. I think it is because people are interested in
greater liquidity. - They don't know just how the markets are going
and they are interested in greater liquidity to get their money. '

The CHAIRMAN. Is it with the thought that interest rates will go

higher? .
, %ecretary Humparey. I think they just don't know whether they
are ﬁoing to go higher or whether they are not and they want to be
mobile. tThey ‘want to be in & position to meet whatever conditions
may exist. ' o
he CaAIRMAN, Are they concerned about inflation—the possibilit;
that if they buy on a §0-cent dollar basis now they may be paid o;
by the Government later with dollars worth less? S !
. Secremml{uumnnr. I think the fear of inflation is definitely
in :l;: minds of a great many investors,.and I don’t know why it should:
no Q. 4 ;‘
! TR B I MR}
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The CHAIRMAN, nght. How much of the debt will have to be
refunded in the next 12 months

Secretary Humprrzy. I do not hava t.hose ﬁ ea right here. ot
course there is always & good d , you know, on.
billion six hundred million to a bilhon exght hundred million dollars
of Treasury bills every Monday, and there is a large demand.
business community has grown up on the basis of & large amount of
short-term obligation, so that there is & lot of demand. ,

The CrAIRMAN. Will you repeat t.hat statement?

. Senator Martin did not hear it.

_Secretary Humprruy. We sell more than & billion and & half of
Treasury bills every week. They are sold at auction..

The CaairMAN. They are for how long—90 days?

Secretary HumpaREY. Ni metK ay paper They are sold at auction.

The CrAIRMAN, What was the last sale?

Secretary HumpRREY. As I recall it last Monday it was 8 bxl.hon six
and it was about 3.40 percent.. ‘ :

- The CrAIRMAN. 3.40 percent for 90-day?

. Secretary HumpHREY. One billion six hundred million.

The CrAIRMAN. Ninety-day bonds?

SecreTary HumprREY. Those are called bills, not bonds, just to
keop the record clear. The differentiation, Mr. Chairman, so that
we will all understand the terms in the trade, is that abillisa 90«dayA
bxll and a note is for a year or longer, and & bond is for 5 years or

lon

'fhe Caunum What was the interest rate on the same class of
bills & year aﬁo

Secretary HumpHRBEY. Just a second and we wxll see if we can find
that. It would be less. This has fluctuated widely within the last
few mon eegou know, within the last few weeks. 1t fluctuates from
week to w

. The CHAIRMAN Do you have the averages for the last 12 months?)

* Secretary HumpaRBY, We can get anything you want. I don't
know that we have it all right here.

The CaairMaN. Will you suppév mterest, rate ﬁgurea on the same
class of bills 30 days ago, and 90

Seorel,ar Huumnnv. You would e blll rates average for 6
months K“" and 6 mont.hs last year, the ﬁrst half of this yesr
and the ﬁrst alf of last year?

The CHAIRMAN. As part of the figures

Secretary. Humpargy. All right, the first half each year for t.heae

2

¥l‘ho CHAIRMAN, I dxd not understand what you said.

Secretary HumpareY. I have not got the figure. I wﬂl have to
look it up. Iam Just try‘xvinﬁ to write own what it is that you would
like to have and then we get it for yo S _

The CrairmaN. That is to be part of the compamon?

Secretary HumpaREY. We will get that, - L

The CrAIRMAN. You do not have it now?

Secretary Humparuy. This won't tell you what you want to know.‘
What you want to know are the new sales,. not the avemges SR

The CHAIRMAN. Suppose we have.it in

What were the interest,rates on.these same classep of bxllo 30 duyl

ago. Have you got that?
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* Secretary Humranrey. We can get it. I don’t know as we have it
here. We do not have all this data with us here. We would have to
bring a truck, but we can get it all, : :
The Crarnman, What were they & year ago; do you have that?
8ecretary Homprrey, No. : S
The CaarruAN. In addition to the latest rate paid, for what other
date do you have the rate on these bills? .

What I am trying to find out, Mr. Secretary, is to what extent the

interest rates have increased? o
Secretary HumpHREY. I know it. What you want is to get some

.iotutx;o of how much we have had an increase and that is what I would
e ve you.- .

Waitglust. a minute and let me see if we cannot get you what you
want. I think this is about what you want. Let me read you hero—
and I think this will answer exactly what you are looki:g for—here
are the monthly bill rates by months, and I will start with June.

The CrAIRMAN. Is that the average of the month?

Secretary HumparnY. This is for the month, yes.- This is for June
8 year ago, 2,527, July, 2.334. This is the average rate on new sales
for each month. '

August, 2.606; September, 2.850; October, 2.961; November, 8.000;
December, -8.230; January, 3.210; February, 8.165; March, 3.140;
April, 3.118; May, 8.042; and then I will give you a few weeks.

Thé week ending May 4, 3.039; May 11, 2.009;: May 18, 2.804;
the 25th 3.122; the 1st of June, 3.246; the 8th of June, 3.374; June
15 was 3.256; and the last one is 3.404.

I think that illustrates what you are looking for.

The CratrMAN. In what month was the greatest increase? In

what 3 months period?
Secretary HuMpaRBY. It varies,” You see this varies, Mr, Chair-~

man, currently with use of money in other markets and the demand for
money from other sources and it does not follow any special pattern.
It moves, and this would move with the demands for money from
time to time, You see, we are competing, the Government is com-
ting with the citizens and with the other governmental subdivisions
or money every time we go into the market.
We are in competition with somebody else to get that same money,
and again it is not any different trying to get money than it is buying:

clothes. C ‘

People sh‘:E for it, shop around for it, and if the fellow across the
street will sell you a suit cheaper than I do, why you go and get it
from him, and if I want to get the suit I have to bid for it. There are-
8 lot of people that want money and they all bid for it and that is about

the way it goes.
The CratrmaN. There has been & general rise though in the interest.

rates? s o
Secretary Humparey. What is that? - A
The CratrMAN, There has been a continuing rise in the interest

rates, apparently beginning last October? - - -
wsmpp -4 ’§ It is even a little longer than that

tary HoMpHREY. Yes,
but it has beandg slow eontinuous rise.' Well, not quite continvous.
p ! e O e R v '

gosupanddown. . .o
Thé CrutrmaN: There have been somé ﬂg’gpu?tiom? o

o

L

It
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Secretary HumrrerY, The general trend has been up, and as I
said yesterday, the reason the general trend is up is because there are
more people wanti monal)lv and credit than there is money and
«credit available for them to have. , B

arTg; Cuarman, Do you expect that general trend to continue -up-

Secre Huuparsy. As long a8 we have the high levels of pros-
ﬁ:rit.y tmwe are now enjoyix%fand people have the confidence that

e than they

want to spend more have aot.. :
he CrAIRMAN, Mr, Secretary, I would like for you to furnish to

the committee the total amount of the contingent liability of the
Federal Government along with your own opinion as to the possibility
of these contingent liabilities becoming actual liabilities. I know the
total can be run up to a tremendous figure, depending upon definition.
I have thotfht that & conservative figure may be approximately 8250
billion. I don't expect you o answer that now. |

Beoretary Humparey. Mr. Chairman, I will do the very beet I can.
You and I have been on & committee for 4 years looking at this picture
and you know better than anyone how extremely diﬂfcult it is to try
to estimate the contingent liabilities of this country. ‘

The CrAIrRMAN. Just give your personal opinion, that is about all

any of us can do.
HuuprreY. To know even what they are—contingent

ecre
liabilitiem be put into & number of different classes,

You start, of course, with the form of debt that you owe or that
you have endorsed or that you have guaranteed.

Then mv;ou go to programs where you undertake obligations for the
future like guaranteeing mortgages, State matching programs, and
things of that kind. :

These State matching programs, there is no in the world to
to know exactly what you are going to be up against because you agree
to .Fut \g 2 or 3 times as much as the State does.

he CHAIRMAN. Mr. Secretary. Would you regbm'd Federal contri-
butions to a State-aid program as & continui g od igation except to
unds

the extent that Co has appropriated the ‘
Tn other words, & Foderal grant tb the States— |

Secre HumpareYy. Aslong as that program is in effeot, you have
an obligomt.‘gn under the law wh?thar the gppropriutipn has I;o);n made

or not. ~
The CralrMAN. I bave never included Federal grants-to-State
programs. For instance, President Eisenhower contends the.achool
program he is advocating will last only&Kom. -
Secretary Humprrey, That may be, that particular one, but we
have got a lot of them that are ted. DU
The CrA1rMAN. I may be wrong but I just cannot believe that
these wgrognmo we are entering into in perpetuity must be appro-
s‘ria for in future years regardless of whether Congreas desires to
0 8o or not. That is not the kind of contingency I had in mind.
Secretary Huurrrzy. What are your thoughte about, for inatance,
O Sappase w3 eome 1o & point where on social ssourity our reservee &
u .wp come to & point where on soci OUr reserves are
imuﬁciént., Plsn't that go contingent liability where v{o‘ would have to
g0 on and put up the money? .. . e
. R A TCAE IR S TR S S ; : e,
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The Cua1rMAN. That is & oontingent liability because under the

law in that case we guarantee these particular benefits, ‘
Humrarey. Hdw in the world are you going to estimate

the contingent liability on that?

The CrA1rMAN. If you cannot do it just s? “I am unable to do it.”
Secretary HumprREY. All right, I will do the best I can. The
real contingencies that this Government is liable for is a lot but I

will do the very best I can.
(Secretary Humphrey subsequently submitted the following for the

reocord:)

Long-Ranar CoumirMeNTs AND CoNTINGENCIES OF THE UNiTED STATES GOVe
ERNMENT A8 or Drcouerer 381, 1056

The attached statement covers the major financial commitments of the United
8tates Government, except the publio debt outstanding and those involving re-
curring costs for which funds are yegularly appropriated by the Congress and are
not {ot obligated, such as aid to States for welfare programs and participation in
employee-retirement systems, The statement is segregated into four eategories,
namely: &a) loans guaranteed and insured by Government agencics; (b) insurance
in force; (¢) obl!g:tions issued on credit of the United States; and (rb undisbursed
commitments, eto.

The {tems appearing in this statement are (}uite different from the direct debt
of the United States. They are programs of a long-range nature that may or may
not commit the Government to exrcnd funds at a future time. The extent to
which the Government may be called upon to meet these commitments varies
widely. The liability of the Government and the ultimate disbursements to be
mado are of a continﬁent nature and are dependent upon a varlety of factors,
inoluding the naturo of and value of the assets held as a reserve against the com-
mitments, the trond of prices and employment, and other economio factors,

Caution should be exercised in any attempt to combine the amounts in the
statement with the publio debt outstanding for that would involve not only dupli-
cation, but would be combining things which are quite dissimilar. As indicated
hy the enclosed statement, there are $101,8 billions of publio debt securitics held
by Government and other agencies as part of the assets that would bo available
to meet future losses. The following examples illustrate the need for extreme
caution in using data on the contingencles and other commitments of the United
States Government.

1. The Federal Deposit Insurance Corporation had insurance outsmudh:f; as
of Decomper 31, 1056, amounting to $121 billion. The experience of the Federal
Deposit Insurance Corporation has been most favorable., During the period this
Corporation has heen in existence, premiums and other income have substantially
exceeded lossos which has porm{twd the retirement of Treasurv and Federal
Reserve capital amounting to $289.8 million (all repaid to Treasury), and the
accumulation of $1.7 billion reserve as of Decomber 81, 1966, The Corporation’s
holdings of publie debt securities as of that date amounted to $1.8 hilllon which
already appears in the public debt total. Out of $241.4 billion of assets in insured
banks as of December 31, 1056, $63.5 billion are in public debt securities (nlso
reflected in vhe publio debt). The assets, both of insured banks and the Federal
Deposit Insurance Corporation, as well as the continued income of the Corpora-
tion from assessments and other sources, stand between insured deposits and the
Government’s obligation to redeem them.

2. The face value of life insurance policies issued to veterans and in force as of
Docember 81, 1056, amounted to $43.6 billion, This does not represent the
Government's goteutlal liabilitics under these programs since some of these

licies will probably be permitted to lapse and future premiums, interest and the
nvested reserves amounting to $6.7 billion of public-debt seourities should cover
the normal mortality risk,

3. Under the Federal Reserve Act of 1013, as amended, Federal Reserve notes
are obligations of the United States which as of December 31, 1956, amounted to
$27.5 billion. The full faith and credit of the United States is behind the Federal
Reserve currency. These notes are a first lien against the $52.9 billion of assets
of the issuing Federal Reserve banks which includes $24.9 billion of Government
securities already included in the public debt. These notes are specifically secured
by ocollateral deposited with the Federal Reserve agents which as of December 31,

. ..
H
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1956, amounted to $17.6 billion in Government securities and $11.6 billion in
d oertificates, )

Long-range commilments and wtna% of the U, 8. Government as-of Dec. 31,

7

{In millions of doliars}
Gross Publio-debt
amount of
Commitment or contingsncy snd agency ocommitment y .
or ngmmnt
oontingenoy other
agenoies
Loans guarantesd or !murod by Uovernment agencies:
Atﬂcul ure Depart
Oommodlt Gudu Corpomlon... vessssuesrsemnnerrerenurrsvananny LR 73" N R,
aron d ome Administration: Farm tenant mortgage insurance 18
Omxggsm’ﬁiﬁa%eﬁv Federai Maritime Hoard and Maritime Admin.” 0 (*)
Mleeeuunscroncoscrarnesceasernnsovnnnnnnnn
l'mort- mport Bank of Washington......... wemsvernreseursctrnmanrianae 81 feverrnncennena
‘:f me Finance Agency:
Federal uouslnc Administration:
mpmy fmprovement J0aNS. . ..covvervrnveesannuccnnncannacenss w"e‘gg ‘;2
ome S oans b el o 07 |ooreneeeans
Public Housing Administration. ....c...veeeeeevneeeronenneccsanese 2,887 Jeevrarccnranen
International Cooperation Admip!-tration; Industrial guaranties I....... [+ 3 IO PRI,
Small Bummu AdmIRISLIBION. .o« oo eenenceranrcrevmecnsnnnnen 20 fereerrannncacn
Trel:; partment: Reconstruction Finance Oorponuon (in uquldn- ‘0
U. 8. Information Agency: Informations] media guATAnties.............. 8|l
Veterans' Admmucr'a On’....... ......... erereesseveusntmbnveThsnenEnane 15,088 |....... veceren
Defonse Production Aot of 1050, as amended....-oememeeeeeeoooeiiiiil, 300 |ceeninciannan
Total loans guaranteed or insured by Government agencies............ 40,000 382
iy Dapartmont: Pederal Crop I Corporation 1307
ure ment: [ rop Inaurancs ration..........
0 vil 8orvice Commission! Emphym’z life insuranoe. ........ vesesemnen 10,084
Export-Import Bunk of Wagh mn 10 foeeeneenennne.
Federal Depom Insurunce Corporation.....,....- 120, 906 , 830
Held by insured oomm%rclul and mntusl savings banks........ ], cesasnvasene 63, 405
Federal ﬂome Loan Bank Board: Federal Savings and Loan tnsurance
Corporation. s 84,000 258
Held by insured InstitUtions..o....o.oousosmnoores cecvensenenuoeen O PO .e- 2,85
Veterans' Administration:
l\auonal servioo life lusuranoe. ..... ceeeseasannacy 41,974 8,472
« 8. Governuont 1o IDSUMANOS. . .vuvueeeneeneeenneonrsancnnonensnns 1,632 1,191
Tolal INSUrANCe 1N fOr08.c.veereraneeascenissomanscacaanmoronsseencel 209, 003 74,778
Obu&mom Issucd on credit of the United Btates: Postal 8avings oertificates:
Dited Btates Postal SavINGS SysleM..oeereeevenenevnonmeennnn eerennmane §1,0621 1,018
Canal Zone Postal Bovings Systom. ...ceieneeveerennereanen. cresmasenn .- 0 7
Total postal savings COrtiA0AtoR.....eeaeescearerenanerssscaveennsvarans 1,627 1,628
Other obligations; Federal Resorve notes ({806 sI00UNL) ...nevoueceuenncunnens 27,476 024,018
Undisbursed commitments, ete.:
To make {uture loans;
Agriculture Department;
Commodity Credit Corporation. .....eecvevrnsreaecsccnsnnnoens . ) N PO
Disaster loans, eto,, revolving fund......convevanrecnncevnn vewaou 3 IO, .
Fanuers Home Administration: Loan prograf......ceeeeccnecss- H eevencnennnne
Rural Electrification Admlnlsmuon......‘..... ..... eeanenvann 608 Joeeaunennn
gutw:exbepagnnxm{. !Wuhm‘“ ............ eeenen cenanens | SOOI
xport-lm an| H . .
" la‘r’olnndlnzscuvluu........ .......... teamematesonnnannn 1,883 feuecncncnnanea
efonse Production Act of 1080, a8 AmeNded....omemeneoenemens I O,
nouslnx aud Home Finanoe oy:
f the Administrator:
0 ho m‘ T Y Y Y Y L T e T Y P Y YY) 1” Susesvebassson
u%nmmm PIOGIBINS. wenrrenansovasnnnannnsesnnonanansnnnss (U] wennnsanasasnn
ol facll ylom.......................................... 102 asnsansnsasase
n Publ& Hg‘mmt Adm:nﬁiii%ﬁ.’.‘. e Y1 MO
or Dep a .
wgotenu Minsrals Exploration Administration: Defense Produc- ‘
uon A“ 0‘ lm, .mmd 0 epEsrusnnvend

See footnotes at end of table, p. 62,
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Liong-range commiimenis. and oonii Cot MoU.S.Gommm“an.M,
n
(lnmmmomoﬂm!
I, | et
Commitment or contingney sud agmoy ocommitment Why
or | Oovernment

oconiingsnoy | and other
agencies

u#o ke future !ol MM—Oo tinaed
?n‘ O?o;gmon A ¢ Loans to foreign couns o

PR Y T L R R L A R R

B ARRRGEUNS
’, cesewnsasnreve

all gymmmgaw..... .
fon (in liquidation)...eevsvees. | 3 . vesasw
tonnf&‘c};;m‘:. un(md ; creovansaseunn
Veterans’ Aﬁmmm ém T V) SO T IOt
Total undisbursed commitments to make future JoAnS...vececncess 3,253 e

Onm undubu mmmnm odity O 't w
n.ml art rm«m A ﬂ?o ............. enessnasa
cment and liquidating functions.. commovubunanen
ﬁl operations. S
. ™ ceresveavarses

De tmant..
“‘?" 'acilities Corporation . . 2 feevonns savenne
other...... . [ B PPN enem
Total, other undisbursed commitments. 600 ]
A lum epartment' e&- Home Administration: Farm
e Insurance fund.......cccccaenoreerionenesosanans O] eessassnonnns
nomm ome Finance Aunoy Foderal National Mortgage
ﬁmsommt and uquldmnc functions.. L. J) RO cmrecena
u': market operations....c.ceeecccarancen susancos enssusn o 283 |..... vacosnnn -
08 funotions. vecsases 00 lecencann conan
'I‘oul eommitments to purchase mortgages.....eceeecnccneanen 00 oo
To guarantes and insure loans:

‘&Ji”&? Dopanmonv Fsrmou' Home Administration: Farm N
Mm mowmn em' "ifeaw' ‘Maritime 'is‘&iz‘d and Maritime » TRonemnne "
s Finanow Agsaoy: Fedoral Tiodsing i . von casencanssese
smau'ﬁ .............................. eeememenaan. | 3
Pmr otion Aawxm,umend' PO 103 |oeemeemeenaen
Total eumml ts to cunrlntoe aud fnsure JOANS. ... ooeovaiagan . 007 }eeonencnaances

Vnpud subseriptions: tional mx for nmtmouon and Develop- :'m

.

Corporation finances of its activities by issuin wmmormm»w vats lending agenoies
’r?omuhndmumwntor mmwnuo(moznbua 1088, 1s included in this
xnclm‘uunruod interest of $1 million,

4 $500,000, ,
mmu the Adminhtmlon s pomon of m % iw Mct

g b .v.ga;;m%mm Lt sty g o I

'
: mxmmmr.
’ cf buoﬁobimmuummm»mmmmmmunmmummml

um.—wmm:zqmwmmmmmmnmwmm

The CHAIRMAN, Takg the Federal housing programs. Are they a

rea] contingent liabili
Secretaxy Huupnnnr. Yee,
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The CrArRMAN, There is a;:gwximatel $40 billion in current gross
housing pmﬁ::n authority, exclusive of additional billions in authority
to insure veterans ho loans, ‘ ] L
" Secretary HoMpaREY, That is right. S

The CrARMAN, I don’t mean for you to do the imporiblo. If you
think you cannot give an opinion just say “I am unable to give an
opmlon’ * LR . N g -
-~ Secretary HumpHREY. Fine, ' |

The CramuMaN, But I would value your opinion very highly for

future reference.
- Just state frankly to what extont;gou think these liabilities will

become a charge some day upon the eaama'
Secretary HumpereY, We will do that and be very glad to.
The CrairMAN, Now, Mr. Secretary, the best figures available in-
dicate that all taxes for fiscal year 10568 Federal, State, local, individual,
11 taxes amount to & total of $110 billion,

corporate, payro
his is equivalent to nearly one-third of the current national income,

How long do you think our competitive-enterprise system can stand
o total tax take of this magnitude?

Let me break that down a little further.

The Joint Committee on Internal Revenue Taxation under Mr.
Stam estimates that many ocorporations pag in all taxes of 60 percent
of their income. That means the Federal, State, and 1 taxes,
including the unemployemnt taxes, the social security taxes, and so
{grth.ﬁ hat leaves 40 percent for dividends, development, and

centive.

Then, as you know, individuals pay from approximately 18 percent
of their income to 91 percent.

I know it is & big question, but your opinion briefly as to how loni
our cour:?etitxve enterprise system can continue under the curren
tax burden would be helpful. After all, the profit motive is the
m:lt(or,. :o to speak, that turns our private enterprise system and
makes it go.

How long can we stand taxation of this magnitude?

Secretary Humprrey. I believe, Mr. Chairman, that the nearest

e you can get to total taxation as compared to national income is
about 31 percent. Iam copvinced, as you haveindicated, that you can-
not over a long period take 31 percent of national income in taxes and
have that spent by public authorities and maintain the kind of & system
that we have had. :

You are impairing the individual’s rights and liberties, the indi-
vidual incentives, the individual desires to save.

At that rate of taxation you create so many imbalances that I
think you will get into serious difficulty if that is continued over &

long period.

150'& as I said to you yesterday, I don’t think anybody can tell what
that period may be. The period is going to be determined very largely
by public appreciation of what is going on and how serious 1t is and
?vti)lY t:li:ey 1; about it, and it is very difficult to estimate when that

¢ place. : : : |

But I have said ever since I have been here, and I cannot repeat it
too strongly, that our Jment rates of taxation in my opinion are too
high to be maintained over a period of years, and that we should
shape our affairs to reduce those at the earliest possible moment.
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I j)unt, want to add this, which I have always said and which always
also has to be kos)t in mind,

When you are living in a world that is the kind of a world we have
that we are living in today, and when you have got a pistol pointed
at your hoad and the man says “Give me your money or give me your
lifo,” he is going to get the money first instoad of the life.

ow we are in that position to a cortain oxtent.

I hope and pray that the time will come when the pistol will be
put down, but as long as the pistol is there, you have got to balance
out whether you give your money or your lifo ovor a poriod of time
and balance how you conduct your affairs in that way.,

You have got to see that you have %Jt a pistol of your own that is
pointed at him that will be just as offective as his for n stalomate.

The CrAirMAN, There is a tremendous increase in domostic ex-
penditures. Who is gomting that pistol?

There is where the biggest increase in oxpenditures has come during
this administration. It has not been in the military.

Secre HumpurBY. You said that the other day.

I don’t think that is quite right, This increase period, I think it is
about 50-50, the last couple of years,

The CuairMan, Wo will take the low budget that Mr. Eisenhower
brought in, for which he is to be tremendously commended, in 1955,
04.6, incluéing roads.

Now he brings in a budget now of 73.8 or more including roads, and
the increase in the domestic expenditurcs in that was $6 billion or

more?
Secretary Humparey. Of course if you put the roads in, you distort

the figures somewhat.

The CrAIRMAN, It would seem they should be included in the 1958
figure for purposes of proper comparison, but we argued that yesterday
and won’t go into it again, '

Actually, tho domestic-civilian increase is oven higher than that,
For this comparison I have not included in the 1058 figures $0.5
billion for Federal National Mortgage Association and $0.6 billion
for the postal deficit. Both of these items, along with roads, were
included in the 1955 figure, and excluded from the 19568 expenditure
total of $71.8 billion. If tixoy wore counted for proper comparison,
the 1058 estimato would total $74.7 billion, On this basis 1056
expenditures for military and so-called national security totaled $38.3
billion and the 1958 estimate is $40.7, an increase of $2.4 billion;
1955 expenditures for foreign aid and international affairs totaled
$4.5 billion and 1958 estimate is $5.1 billion, an increase of $0.6;
the 1955 expenditures for domestic-civilian programs totaled $21.8
billion and the 1958 estimato is $28.9 billion, an increase of $7.1
billion. But I will not count the postal deficit until we see what hap-
pens to the g;opoaal to raise the rates. Lo

Secretary Humpurey. Yes, If you put the roads in, it is 2 to 1.

The Cuairman. The figures stand for themselves.

Secretary Humparey, That is right.

The CuairMaN. They are in the record. (See table 2, p. 42.)

Secretary Humprrey. That is right. .

The Cuairman. Now Mr. Secretary, I am going to ask you my

final question.
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Mr, Secretary, I want to summarize what I regard as the dangers
of our present fiscal situation, this represents my concern as to our
present situation,

. 1, Our debt has reached the level of the permanent statutory debt
limit, I am of the firm opinion that the Congress will not extend the
83 billion additional temporary debt ceiling, which expires on June 30,
1057.  TIn fact, T would say that any debt now in excess of $275 billion
would be dangerous, and fiscally unsound, Authority for any addi-
tional debt will be difficult to obtain from Congress,

2. I am convinced that we have reached maximum taxation and
that further increase in taxes would not only result in great hardship
to individuals and injury to the competitive enterprise system but
would, in some classifications, at least, result in diminishing returns.

3. Now inflation has started. From April 1956 to April 1957
the dollar lost 2 cents of its 100-cent valuo—the equivalent of
4 percent of the present dollar. This new inflation will, in all likeli~
hood, continue, and may, in fact, be accelerated. The present dollar
is now worth 49.8 cents as compared to 1940. If this debasement of
the dollar continues, most serious consequencos will result.

4. We have no reserves to meot even a sliéht business recession.
Colin F. Stam, the chief of staff of the Joint Committee on Internal
Revenue Taxation cstimates that if we return to the national income
of 1965, just 2 years ago, & loss in tax revenue of $13 billion will result.
This was confirmed yestorday by you. A $13 billion loss in revenue
will mean a doficit of $12 billion, which, should it occur, will shake
the financial foundation of this country to a dangerous degree.

As I understood you yesterday, you would not regard a return to the
national income to its 1055 level as a serious recession. 8o, taking
the situation as a whole, we are certainly skating on very thin ice.
We cannot oxpect business prosperity to go up and up. History
shows there have always been peaks and valleys in business activity.

In fact, to date the budget has been balanced only once in the past
4 vears and that was in fiscal 1956, when the surplus was $1.6 billion.

In fiscal 1057 there is some uncertainty as to whether or not the
budget. will be balunced, due to unanticipated increases in expenditure,

For fiscal 1958 the President has indicated his budget as presen
was in precarious balance depending upon two uncertaintics: first,
the increase in postage rates, and second, a continuing increase in
national prosperity at a rate of approximately 6 porcont.

All in all, this presents to me a picture of the most dangerous
implications, and certainly some preparation should be undertaken
to avoid or meot the ovils that would result from oven a slight recession
in future national income,

What do vou think should be done?

Now Mr. Secretary, I am not going to ask you to answer this now,
but very seriously I would like you to answer that question directly
treating all the points I mentioned, right down the line. I know
your opinions will bo sincere and honest, as to what should be done
to avoid the evils which would result from the conditions that I have
described, ‘We are geared so highly to income taxce, I am especially
anxious to have your views on the effects of even a slight recession

on revenue, deficit spending and debt.
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I don’t want you to give a quick answer now. But I would appre-
ciate the benefit of your views for tho record. When your answer

is submitted it will be made part of the record. ,
Houmpngey. I be v lad to do so, Mr. Chairman,

Becretary ery g
(Secretary Humphray later submitted the following for the record:)

Tar Suorw2Any or THE TREASURY,
Washinglon, July 18, 1967,

Hon, Harzy Froop Bryap,
Chairman, Commilles on Finance. .

Dearn Ma. CuairMan: I am glad to give you the following answers to the
qQuestions you asked of me when you summarised what you a8 '‘the dangers
of our fiscal situation.”

I share some of your conoern, but, I think, perhaps not to the same extent.
1 do not believe that great diffioulties are inevitable, The good sense of the
American people In the conduct of their own affairs supported by appropriate
aotion by the administration and the Congress, can minimise, if not entiroly
avoid, most of the difficulties 50&: fear, but this will not be oasy. It will take
w&!ul thought alxlx;l analysis and persistent and courageous effort by all concerned,

ore s cally:

1,1 ho%.: very muoch that there will be no necessity for inoreasing the debt
limit, even temporarily. As you know, we have worked very oclosely with you
for the past 3 years on narrower margins than were previously thought ble
in order to preserve this debt limit and still permit the Government o funotion,
I believe in the debt limit, It is a wholesome deterrent to undue spending and
it would be unfortunate if it had to be increased permanently, barring, of course,
some unforeseen change in worldwide conditions.

2. I agree with you that a further increase in taxes i{s not only undesirable but
I do not think it ocould be accomplished and uooeﬂted by the publio unleas some
very unusual and unforeseen conditions would justify it. ~In faot, I will go further
and again reg::t what I have sald so many times before: I befleve our present
taxes are far too high and must be reduced in sucoessive reductions over a period
of time whenever an excees of receipts over disbursements becomes available in
sufficlent amount to justify a decrease in taxes, which should then be made
conourrently with the acorual of the excess. I think our fiscal polioy should be
8o fashioned that this will result.

8. I hope that the fear of inflation will continue to conoern us because infla-
tionary pressures are incident to prosperity, Just a little continuous inflation,
which is ofton urged, is neither inevitable nor desirable. The happiest situation
for the soople of this country is to have our economy 80 balanoed between infla-
tion and deflation, with both in such good control, that neither gmdominunuy
dwelor. This is best accomplished by relying principally upon the good sense
the industry, and the great oare with which the Amorican people are capable o
looking after their own affairs, aided by proper governmental monetary and fiscal
policies. It will however, require couragoous action, promptly taken, Probably
against oriticism, but which, in the end, will prove its worth in better times and
better living for our whole Nation,

4. ] cannot with you that we have no reserves. The United States has
& rea) reserve of credit. Our governmental credit is not unlimited, but as long
as we have a Government in power which not only believes in, but practices,
sound monetary and fiscal policies, controls its expenditures, and is wise in its
operations, the Government of the United States has ample credit and the people
will have sufficient confidence In it to meet its needs for financing for whatever it

px'ol‘pe;lﬂ may require.
in iy. I do not think it particularly significant to consider what mlﬁ’ht hap

it we returned to the level of governmental receipts in fiscal 1955 which reflect
national income levels of 1954, Our population is growing; our individual earn-
ings are increasing; our whole economy has been expanding, and, I hope, will con-
tinue to do so. We have had a substantial growth in both population and in
inocome since 1954 as well as in the number of income ¥Muwu and people ems
ployed. If we were to reduce our total governmental Income now to the dollar
amounts of 1985, it would involve mich higher unongaloymont and deeper ocut-
backs in production than ocourred in 1954 because of this growth in the meantime.

I do, however, share your belief which is based on history that the economy
will not grow continuously and uninterruptedly. We will have periods when
buying not be as extensive, confidence will not be as great, and jobs will not

5
i
H
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be as f!enmul nor the income of the pooga or of the Government as large as at
other times. Just when conditions may dovelop that will effeot such ohanzuﬁ it
is fm ble for anyone to forecast. How much conditions might change, w a&
might be the Immediate causes, and how they should best be met can be tol
t

0 1’ as the conditions unfold and the problems are presented.
is not as productive to speculate in such unknown areas as to spend our

time, our thou gxt. our energles, in foroeful and persistent efforts to beat handle

the problems that {ace us today. By handling them pmperl{ now we will at least

lessen, If not entirely avold, many problems of tomorrow. Inflationary pressures

almsdy may be abating, Bome of the Indexes are leveling off. Natural reactions

may be forming. These approaching changes never are crystal clear but we must

watch with the ‘freamc care to revise our flexible policios as soon as and whenever
ons

ohanging condi warrant.
I would like to again emphasize what I sald in my opening statement. We

should continue to work to reduce Federal expenditures, to reduce the publie
debt, to achieve a sufficient surplus to allow an equitable out in taxes. We should
continue to encourage saving by all of the people, with sound money and incen.

tive for initiative and with more dependence by the ‘peo?lo on themselves and
less on the Government. These are the ways by which the levels of living for

our people will rise most rapldly in the years ahead,

ours very trul
y truly, Gzoras M. HumpaREY,
Secretary of the Treasury.

The CuatnMAN, Mr. Secrotary, you have been very patient and

very kind about answering questions and very frank.-
ow I turn you over to the tender mercy of Senator Kerr,

Secretary HumpareY. I hope your appraisal is correct.

Senator BennNgrr. Mr, Chairman, an inquiry.

The Senate goes into session in 7 minutes, Has the chairman
decided the status of this committee?

The CaairMan, We will be notified if there is any voting or an
other necossity for us to be on the Senate floor. In that event we wi
adjourn immediately. .

he Japanese Prime Minister comes in at 12:30,

Senator Bennert, Of course, as the chairman knows, there is a
rather unusual parliamentary maneuver scheduled sometime today.

The CrairMAN, There are some southerners on this committee and I
imagine that we will want to be there,

Senator FLaNDERS. Mr. Chairman, is it too late to have the Senate
proceedings televised for our benefit? :

The CaatrMaN, These proccedings?

Senator FLanDpERS. The Senate proceedings.

The Cra1rMaN, I am afraid we could not make those arrangements

now,
* Senator Kerr?

Senator Kerr, Thank you very much, Mr. Chairman,

I want to express my appreciation for the very objective and
statesmanlike approach that the chairman has taken in this inquiry.

In my judgment insofar as he is concerned, he is highly negating
the charges made on the floor K;sperday that Democratic membors
of this committee were making thi mvestiﬁat.ion 8 political maneuvor.
I am glad that the chairman has done what he has in the way that
he has beocause I feel there is somewhat less of & burden on me to
dﬁvote the major part of my effort to maintaining that same atmos-
phero. | ‘

Mr. Socrctar{y, you have been pronouncing here with a considarable
degreo of facility and eloquence the principle that the .chairman or

you or somebody should not try to sell fur coats in August,
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Secretary HumpHrEY, Should not try to what?

Senator Kerr. Should not try to sell fur coats or fur-lined under-
woar in August, . .

Secretary HumpHREY, Yes, sir; I think that is right.

Senator Kerg, I think that is a very wholesome admonition.

What I would like to know is why in violation of that principle
you did just that thing in the offer of your $4 billion renewal in May.

Secretary Humruney, As I explained to the chairman just 2 minute
nﬁ), Mr. Kerr, wo woro fecling out the market. Wo were in a position
whore we could foel the market under circumstances that were entirely
al;:proprmte for that purposo, and we offered in addition to the usual
short term security of 11 months an alternative {)ro sal of ncarly
5 yoars maturity just to ses what the market would develop, and to
keep trying to stretch out the debt a little.

Senator Kxri. You knew what month it was?

Secrotary Humpirey. Yes, sir,

Senator Kern. And you made the statemont ropeatedly to the
chairman that you gaged your offering so as to hit the market right
on the nose?

Secretary Humpurey, That is right. .
Senator Kern, I take it that in that regard you were avoidin

that very unwise suggestion of selling fur-lined underwear in August’
. Secrotary Humpunrey, Wo offered an alternativo proposal to sco
just how it would develop.

Senator Kerr, But you offered it as you said and you took full ve-
sponsibility for doing so right on the market?

Secrotary HumpHREY, That is right.

Senator Keri. But they did not sell?

Secretary Humpnrey, Well, thoy sold about what we estimated.

Senator Kerr. The holders of those maturing sccurities were not
the only ones who could have taken advantage of the offor?

Socretary Humrrrey. Thoy were the only ones that could.

The only way anybody else could get in would be to buy the vights
from them to do so.

Senator KErr. Do you supposo that if the rights had boen worth
anything that those who owned them would have hoarded them and

made the sacrifice of not seclling them? .
Secretary HumpHREY. No, the rights would have been available for

sale.
Senator KErr. Aren't they always available for sale?

Secretary HumprHrEY. They are available.

Senator KErR. Aren’t they always availablo for sale?
Secremr%}lvumnnv. Sometimes they are not purchased.

Senator Kerr. Aren’t they always available for sale?

Secretary Humpurey., Somebody usually has some for sale.
Senator Kerr. They are always available for sale if the holders do

not want to take advantage of the offer of renewal, aren’t they?

Secretary HumpaREY. That is right,
Senator Kerr. And wasn’t one of your offers for new forms of

indebtedness on a short-term basis?

Secrem'kﬂoumnnv. That is right. )
Senator Ksrr. And yet there was a billion two hundred million not

r
accepted? .
Secretary HumpaREY, It was 1.1566 billion, but I won’t quarrel with

you over that,
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Senator Kerr. I don’t want to quarrel over anything because there
is & way for us to address ourselves to these matters factually, and I
want to say that I am going to try to do that myself and try to help
you to do the same thing, )

Secretary Husmruney, Good, and I will try to help you.

Sonator Kerr. Then we ought to get somewhere.

Secrotary Humpnrey, And I hope the same limitations that you
have suggested for yourself from the chairman’s conduct will also.
upgly to me. _

enator Kenn. I want to say you estublished that precedent when

ou read a speech prepared for you by the chairman of the Republican

ational Committee here 2 days ago. I want to say that any po-

litical obligations you had to your administration, if they were not
met by your statement, I don’t know how they oouigl be. ,

Secretary Humparey. I hope you will give credit where credit is

due, however.

Senator Kenk. I will try to and I am not going to charge too much
interest on it.

I have hero an editorial from the Wall Street Journal of June 3,
1957, headed ‘‘Fiscal Mess.”

Neither you nor I have any control over that paper, but it has been
in your corner a lot moro often than it has been in mine.

‘ccretur¥ Humenrey, I am not sure of that.

Senator Kenn (reading):

Eurli' this spring the Treasury raised its intercst rate on Governmont savings
bonds from 3 percent to 8'4 percent, Despito this the parade of people walking
up to cash in their savings bonds has hardly diminished.

Early this month the Troasury, faced with the job of re{undinmnmrly $4.2

billion of the public debt, offered a 87-month note at 3% percert, was a flop.
People who held the expiring securities preferred oash over the new Treasury notes

to the tune of $1.2 billion,
And just a week ago Treasury officials gave up hopo of selling tho public a

long-term bond to raise cash,

I wonder if that is correct. .
Secrotary HumrHREY. It is to the extent that I don’t believe that

you can wisely sell a long-term bond to raise cash today. I don’t
think it would be a desirable thing to do.

Senator Kerr (reading);

They found the market waa not receptive at the interest rate the Treasury was
willing to pay.

In the meantime the Government’s expenses have been rising and tax collec-
tions have heen coming fn only “moderately well.,” The national debt s already
some $5 billion more than it was 4 years ago and officials expect it to go higher
before it goes lower, '

Although there are plenty more such unhappy statistics, this is enough to show
that when Robert Anderson takes over as Secretary of the Treasury this summer
he will have his job cut out for him,

U 'Ii‘t}:?% %lnin, simple, and incontrovertible fact is that the Government of the

n

tates is in a fiscal mess.
. To put it bluntly, the Treasury of the richest Nation on carth is short of money.

At one point this nprh:r it had hardly enough cash to pay a week's worth of bills
and with current spending rising faster than current income despite the balanced

budget, the squecze threatens to get worse,

"I read that, Mr, Secretary, becauso it suggests to me vither that
you were trying to sell “fur-fined underwear in August” when you
offered those ronewals last May or that you were mistaken when you
said that you gaged the market situation accurately and offered them
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right on the nose, Ifigvou have any comment to0 make on that, I

would be glad to have
Secretary Humprnny, Yes, Senator. I told the chairman that this

was & very good opportunity for us to offer this in this way, We

hav%gooda to sell right along, and eo far as being in & crisis is con-
cerned—in a way I have been in & crisis or 2 or 3 crises at a time for
the last 4) years and I have gotten kind of used to them and we are
not in any more crises now than we have been at any time since I

have been here.
Senator Kerr. Are you in any less of one than you were when you

t here?
goSaoretary Humprrey, Well, yes, I think we are.
There are a great many places that are in much better shape than

th(éy were then, .
enator Kerr. I am talking about the Treasury now.

Secretary Humparey. That is what I am talking about.

I am talking about the Treasury entirely, and I think it is in much
better shape than it was,

We did this, this was a sale just as you would make it in your store
or any other place to test your market and see what your market was
to be sure just how you were going to conduct yourself in the future,
and we were prepared to handle exactly the situation that arose, so
that there was no surprise or nothing unusual about this at all.

Senator Kerr. Then these observers in such publications as
Barrons, the Wall Street Journal, the New York Herald Tribune and
others who indicated that they were quite shocked at what had
happened were just not aware of the degree of the crisis to the extent

that you were?
Secretary HumpHREY. No, no. They have to have things to write

about.
As you know, a lot of sensation makes good newspaper writing.
Senator Kerr. And I thouﬁil;t too, it was quite a sensation at that

time. That is what I am talking about. .
Secretary HumpHREY. There were some articles that attempted to

make it 80 and there were a lot of other articles that pointed out what
an error that was, 80 we can read each others’ articles back and forth
on both sides, and there were articles, just a8 many on one side as the

other.
Senator Kerr. In your statement, Mr. Secretary, in about the

middle of the page, the last sentence of the paragraph——
Secre uMPHREY. Which page?
Senator KErr. Page 1.
It is a record of unequaled prosperity with both the blessings and the problems

of such a period.
I understood at the time you were reading the statement that you

were referring there to the Kroblems a8 being the problems in connec-
tion with financing the public debt and the management policies
of the Treasury,

Secretary HuompeREY, No. The problems that I referred to here
are the problems of inflation, the great problem of a period of high
prosperity is the problem of correlative inflation.

Senator Kerr. Let's stop right there and get 1 or 2 things in the

record.
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On June 12, 1953 there was an interview in the U. 8. News & World
Re(i)ort of the then Secrotary of the Treasury, Mr. George Humphray,
and one of the questions was this:

When do you think we will have a sound dollar?

Answer. I think you have it today. I think the dollar today is a pretty
stabilised dollar.

That was a little over 4 years ago that you were quoted as having

said that.

Did you say that?

Secretary Humpurey. I did, and it proved to be so for 4 years.
I was right for at least 4 years.

Senator Kerr. You said the other day that this last serious inflation
started a year ago in April.

Secretary Humpurey. I did not say there was a serious inflation,
and I don't think there is.

I said it had lost two points in purchasing power in the last year.

Senator KeErr. Can you name ani other cgeacetime year in the his-
tory of the Nation when it moved that much?

retary HumpHREY. Oh, yes. I can show you some that moved

3 or 4 times that.

Senator Kerr. Peacetime years? .

Secretnr%Huupnnm. Yes, sir; peacetime.

Senator Kerr. That is Igomlg to be an interesting development.

Secretary HumpHREY. 1 will let you do your own arithmetic.

Senator Kerr. No, you are the expert.

Secretary HuMPHREY, 1945 to ——

Senator KErr. Was that a peacetime year, Mr. Secretary?

Secretary Humpunrey. Between 1945 and 1946 was, and that is
the comparison I am going to make.

Senator KErR. Are you talking about fiscal 1045?

Secretary Humpurey. The period from 1945 to 1946.

Senator Kerr. If you are going to call either fiscal 1945 or fiscal
1946 a peacetime year——

Secretary HumparEY. These are calendar years.

Take the calendar year 1946. It does not make any difference.
Take 1946. It was 71.2; 1047 was 62.2, or a difference of nine cents.

The next year——

Senator Kerr. Wait & minute, let me go along with you. I don’t
want to get derailed.

Secretary Humprrey. This table is on page 19 of my statement.

The Cuairman. I am very sorry to interrupt, but we have been
called to the Senate floor.

We shall meet again at 10 o’clock tomorrow morning.

(Whereupon, at 11:10 a. m., the committee was adjourned, to
reconvene in executive session at 10 a. m., Friday, June 21, 19567.)

98688-~87?
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INVESTIGATION OF THE FINANCIAL CONDITION OF
| THE UNITED STATES

FRIDAY, JUNE 21, 1057

UNITED STATES SENATE, .
Coumirrer oN FINaNce
Washington, D.c

The committee met, pursuant to recess, at 10 a. m., in room 312,
Senqth Offico Building, Senator Harry Flood Byrd (chairman)
presiding.

Present: Senators Byrd, Kerr, Frear Lon% Smathers, Anderson,
Gore, Martin, Williams, Il"landers, Maione, arlson, and Bennett.

Also present: Senator Bush,

Elizabeth B. Springer, chief clerk; and Samuel D. Mollwain,
special counsel.

The CuairmMaN. The committee will come to order.

Scnator Kerr is recognized.

STATEMENT OF HON., GEORGE M. HUMPHREY, SECRETARY OF
THE TREASURY—Resumed

Senator Kerr. Mr. Secrotary, yesterday we were discussing the
sharp rise in living costs and tho s ’nkaﬁe of the purchasing power
of the dollar which occurred between April of 19566 and April of 1057.

According to the table that you gave us, it had been about 3.8
percent in the 12 months. o ;

Secretary Humpurey. That is right, it had been 1.9 cents.

Senator Kerr. And we do not have those for May, but I anticipate,
of course, when that index is released it will show an additional rise,

Secretary Humpuney, Well, I think you would have a right to
expect that. .

enator Kerr. I asked you if you knew of any other peacetime

ear in which there had been that much change in that direction, and

believe you said there were many of them, and you had called my
attention to 1946, 1047, and 1948,

Secretary Humprirey. That is correct. . <

Senator Kerr, What was the extent of it, on the basis of the
information that you have there, in 19467

Secretary HumPHREY, As compared with the 2 cents in the past
year, it was 6 cents in 1046; it was 0 cents in 19047; and it was 4.4
cents in 1948. )

Senator Kerr. Do you have a suggestion as to what might have
caused the increase in 1946?

. Secretary HumpareY. No, I do not, Mr. Kerr.
93
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Senator Kerr. Do you remember that' that was the year price
controls were terminated? :

Secretary HumpHREY., Well, I do not remember; but I have no
doubt, if you say they were that was it.

. Senator Kerr. I am asking the questions. You have a staff
present who can advise both of us if that is correct. . S

Secretary HumpHREY. Yes; they say that is correct. June 1946,

Senator Kerr. Now, do you have any suggestion as to the basis of
the sharp rises in 1947 and 19487 . .

Secretary HuMpHREY. I do not think necessarily the release of
price controls should account for the sharp increase. We released
price controls the first year we were here, and we did not have any
sharp increase. . ,

Senator Kerr. Did you have anythinf like the same pent-up de-

mand for goods and wares, and did you have the limited productive
facilities as we had in 1946? ' :
- Becretary HumpaRBEY, No, I do not—we had greater productive
facilities at that time. The country had grown, and I think we had
greater productive facilities and, of course, the Korean episode was
not comiparable to the Second World War.

Senator Kerr. What was the gross national product in 1946?

.- Secretary-HumpHRBY. $209 bilhon. . o

Senator KErr. $209 billion?

Secretary HumprrEY. Yes. L

Senator Kerr. What was it when you ended controls?
SQOtQ_t»&%HUMPHREY. $345 billion.

%.Senator Kern. $345 billion? -

Secretary HumpHREY: Yes: - .~ . "~ " . :

Senator Kerr. That was quite an increase in productive facilities.
" Becrétary HumpaRrEY. Oh; yes. The country is. growing right
along; it has grown up every yesr. - L ‘
v Senator KERR,“Yes.! .~ = = . oo Tl e
. Seoretary HumprrEY, But relatively, I suppose things would be
about the same. The labor forces and productive factors all‘have
moved, up, of cpursie, to' accomplish this. * And the very fact that in
the meantime ‘we_ had'these very sharp price inoreases, these very
thiiige' we are ‘talking about, of ¢ourse greatly increased. those figures
wo are talking dbotit; because every time the dollar goes down; the
gross national product goes up. , o SRR
“'Benator KurR. ‘We are talking about a lot of figures. -~ .. -
“«’fszerethﬁyéﬂbupnym. Let :me make- it ‘perfectly ‘plain.” Every
time- the dollar goes: down a8 it was going down very rapidly durin
this period that you are talking about, that meant that the nation
gross praoduet figures were going up. Because the ‘gross produot rises
as‘the doliar goes downy the figures goup. ~ - i . e

Senator Kerr. Well, do you havethe figures there:of the produc-
tivd ouptut in ‘1953 as compared'to 10467  .¢ . oo i
" 1Secretary HuMPHREY. 'I?ustggaver youthose: < 1. U oine
Sen:.dtor ERR. On an adjusted basis? - LT
@ Séetetiry Homparey. No, T:do not have them‘adjusted. '

Senator Kerr. Well, you fmve a man theré who'can figure it for us:

Secretary Humparwy. ' Well, . let’s s . if *he: ean..>.I ‘do not: know
whether he can do it that quickly. )

Senator Kxrr, While we are talking about something else, let’s

t

eeeifhecan. \ ;

|
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- Secretary HuMpHREY. Let him try

He says this, I hope it is nght that it went from 290 in 1946 to 866,
on an adjusted basis. '

Senator Kzrr. In what car?

Secretary HumparEY, Well, it was from 1946 to 1952.

Senator KErr. To 1952.

SOCYGMP%HUMPHREY That is right. Both inclusive. -

Senator Kerr. Now, the 19047 and 1948 years, was there anythmg
specml about those years, do you recall?

Secretary HumpureY. I do not recall, Senator.

Senator KErr. Did you ever hear of t.he Republican. SOth Con-a
gress? [Laughter.]

Secretary HompHREY. Yes, indeed.

Senator KERR. Do you remember the big fight in 1047 about,
tax-reduction bill which was twice vetoed and had been passed over
the veto of the President, against the warmngs that the result, of it
would be inflationary?

Secretary HumpHREY. I do not know tha.b Ido recall t.hat' no.
But I think—I think there was something of t.hat- kmd, but 1 do not
remember just when it occurred,

Senator Kerr.' Well, I have here in the hea.mngs before t.he Jomt;
Economic Committee in January of 1057 (January 1957 Economic
Report of the President, Hearings before the Joint Economic. Com-~
mittee, Congress of the United States, 85th Cong., 1st sess., p. 89), a
statement by Ewan Clague, Commissioner of Labor Statistics, Depart~ .
ment of Labor, on prices, wlnch I thmk mlght be ﬂltnmmatxve a ut

that. period for both of us.

" When we come to the last of the subjects assigned to me, prices, we move ‘into
an area in which there is no agreement at all as to the ‘‘normal” trend. i o

You would agree that that'is a fairly accurate statement?

Secretary HumMPHREY. Yes.

Senator KERRr (reading): ' ' o

We are now in the midst of the third period of price increases during the past
10 years. The first (1947-48) was due to heavy demand arising out of war-crea
ghortages of The second (1950—51 was due primarily to the out rea);

in Korea. lfnllke the two earlier ones, the present price rise, which began in
mid-1956, is due entirely to strong forces of domestio origin in both oonsumer

and producer markets.
. The charts show that there are séveral distinotly diﬂ'erent fgotors at work in the

current price situation— RRTR

This is in January 1967— . ;" 1o L o Tl

in addition to the continuing strong. demands resulting from our rlsing staﬂdbrds
of living and increasing population "One of these has been the extremely strong
business demand for new plant.and eqnipment - A pecond factos in price- move-
ments in 1956 was the firming up of the farm situation after severa gzears of steady.
decline. From the peak in ear y 1951 to the end of 1985, fm‘m oes fell aqut

30 percent * * * - ° ,z ’
.. Do you accept the accuraoy of thac statemaut? i;,",' o
 Secretary HumpHREY. I have no reason to QOubt 1t ‘

Senator Kerr. Now, the 4 yea,rs mt refer nce 10, whloh xon smd{
x; Zgnr statement there h been: Jmmh ‘power
o hx? o]l:lxzi t;l “only 0.8 hi?thfo} o you th t at.

ecline wo ave the farmer. ot; -Seyer

by the policies of yom%pgqrtmen of Agrig 8?1 wh f»l’ i)mes

.........
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went down, according to the Commissioner of Labor Statistics of the
Departinent of Labor, 30 percent?

ecretary HumparEY. Well, of course, as lon as our Deparbmenh
of Agriculture had to enforce the laws dp 'by the Democratic
administration, the farmer did suffer, and I presume there would be
80M P~

Senator Knrr. That is quite a bad ,

: -Secretary Humpurey, There would e some. [Laughterg

Senator Kurr. That is c‘]lte a bad ﬁ ess, because in the first place,
to the reat detriment of the farmer, he has not been under the laws
passeéd by a Democratic administration during these 4 years,

And in the second place, the administrator of those laws was trying
to do it on the basis so as to nullify them instead of implement them.
Butl'.‘ that is a matter of disagreement, and I do not care to get into 1t.
with you.

- Secretary HUMPHREY. Senator«-—-—
Senator KERR. The Commissioner of Labor Statistics of the Labor

Department says in those 4 eisl'ears farm prices went down 30 percent.
ecretary Humparey. Well, Senator, that was facetious, and I will
just omit it from now on.

Senator Kxrr. Let's not do that, because if we do not get a httle
bit facetious here once in a while, we both might get serious.
[Laughter.]

Secretary Humparey. If farm prices had not gone down during that

. fenod the rise would have been somewhat greater. Just how much.

do not know. -
Senator Kerr. Well, it happens that the Joint Economic Commit-

tee. asked this gentleman to furnish that information, and he had a
good deal to say about the amount of rise or fall in the price index
caused by the price of food. . And at page 154 of the hearmgs, he
makes this statement:

Let me say a word about our Consumer Price Index.™ It is very much influenced

?v what happens to farm &)rices, beoause foods make up 30 ercent of the weight
of the average tamilﬁr get. So what Mr. Wells sa, out agrioulture and
agﬁcultural prices will have a great bearing on what wi n to our index. "I

% uite sure that we will have continued rises in- rents an -gervices, but what
will'happen to commodities is the question.

Then théy asked hlm to make an estimaté on what that rise would
have’been had the price of food followed the trends of other commod-
ities.

Secretary HumpHREY. In which price was it he was going to ad]ust?

- Senator Kerr. On how much—— . :
] ‘Secretary Humparey. Consumer: prices? -

‘Senator Kerr. How much the rise would be on  the figures we aro

talkmg about here, -
Secretar ﬁﬂvmmnmr. I thought you snid—

Senator Kerr. The Consumer Price Index.

Secretary HumpHREY, Yes. That is diﬂerent you know, than the
purchasing Ii)ower of the dollar., _

" ‘Senator. Kirr. Is there no relation bet,ween them? S

Secretary Humnnmr. Oh, yes, there is a relatxon, but they ¢ are pot

,s:,l
P P XA 5 )

5 Senntor K&nnﬁ Ok, 1io, they are ‘not, the same?” ?‘. L m
ecretary tmmnm" But thers is & relationshnp A

L
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Senator Kurg. You figure the purchasing power of the dollar in
relation to the price index, ‘
Secretary Humpurey, The Consumer Price Index is the way of

measuring it. E

Senazgr Kxerr. That is the one you submitted to the committee,
is it no ' ,

Secretary HumparuY. Yes, that is it. ,

Senator Kerr, That is the one you submitted to the committee,

Secretary Humpurey. That is right. That is in my statement.

Senator Kerr. And you were fairly comprehensive in what you
presented to the committee..

Secretary HumpHrEY,  That is right. I try to be,

Senator Kurr. Well, and I am trying to stay with it, part of the
. time, l[Laughter.]

And later, at pafe 598 of the hearings, the following statement was
supplied by Mr, Clague and Mr. Wells of the Department of Agricul-

ture:

A third estimate is based on the data supplied by Mr, Wells, who has provided
another measure of the change in the food component, based upon the estimates
made by the Department of Agriculture of the change in value to the farmers of
their farm food market basket, The farm food value ﬁgure for February 1951
was increased by the change in our wholesale price index for all commodities, less
farm comimodities and food, To this figure was added the gross margin estimated
for December 1956 as estimated by the e}partment of Agriculture. This yielded
a theoretical current retail value for the farm food market basket. That figure
is 14.6 percent higher than the current actual cost to the consumer of that market
basket. Applying that 14.6 percent increase to the food component of the Con-
sumer Price Index produces an index of 122.7 in December of 1956, or 4 percent

higher than the actual index of 118. .

I cannot verify that, but I take it that until one of us can find a
better estimate, that of the Commissioner of Labor Statistics in the
Deyartment of Labor would be entitled to some respect.

- Secretary HumpHREY. I think that is right. :

Senator Kerr. Can your expert there figure for us the average
increase of the 4 years subsequent to the 80th Congress, being for the
years 1950, 1951—no, 1949, 1950, 1952, 1953, that is, except the——

Secfetar%HUMPHREY. Let’s see, that is 1949, 1950, 1951, and 19527

Senator KErr. And 1953. ‘ - , o

“ Seécretary HumparEY. And 1953? '

Senator KErr. Let’s include the Korean war year.

Secretary HUMPHREY. 1949——

- Senator Kerr. No. o - ,

Secretary HumpHREY. You want 1949——— - '
" Senator Kerr. We will vgick up now after-the 80th Congress,

Secretary HumpHREY. We will take now 1949——

Senator Kerr. 1950. © - o ‘

Secretary HumpHREY, 1950.

" Senator KErr. 1951. '
Secretary HumpHREY. 1951,

Senator Kerr., 1962, -

Secretary HuMpHREY. 1952,

Senator Kerr. And 1953. S )
_ Secretary HumpareY. And 1963, ~  © * - %

“ T ocgn pretty near do it in thy head. It is about 6 cents during that
p o A ARD L T o Co ;“'iA“ Y

R T

o



98 “PENANCIAL :CONDIPION ' OF. "UHE UNITED 'STATES

i+ Senator Kxrg. Well now, either you donot understand my qummn
.or I do not understand your answer. !
i Qecretary Humprrey, Maybe I am uonfused then. Con
Senator Kerr. No, I would not think t.ha ’ b
- What was it for 19497 * P
‘Secre HumpHREY. 1949, the dollar-—-—-— '
" Senator Kerr. I am talkin ug about the Consumer Pricé Index. R
. Seoretary Huurnnnr. W'e wm o mmute, then. 'I‘hat is the
other-column, - . - X
1949, it was a minus. 1. : (
-Senator Kerr. No, it was 101 8 was it not? SR it
Secretary Hmmmmy. You want tho total ﬁgure I was gmng
~you the changes.
Senator Kerr. I am trymg to get an avero,ge for the 5 years sub»

"sem to 1948. }
uurnnmv All right. It is 101.8. , IR
Senator Kerr. Well, the ﬁrst. ear it was minus 1, was it not? -

. Secpetary: Hmﬂnnnr Well, e ohange, if. you wantz to: stdck to
~change, i$' minus 1, :
- Senator Kxgr.: If we oin to geb the average plus or' mmug,
.you ‘have got to figure it %m a,nc s
" Secretary Humpmrey. T t is the way 1o do it. It is axmnus I
i The next year-is 8 plua 1, wlnch oﬂ'sets 1t , '
* . Senator, n% So th xt 82
o mn 0.1 year 1#
dire m‘m \lﬂ. ..}t R A
Secretary Huupnnm tisa plus 8. 2. e R N L
L ‘Lanmygar;mq;glus,ﬂi IR R ’vf" ,‘="*.i‘z;‘;' .‘a.

the next year msa.pus(w
Senator Kgxn, All righ ! tl(oaethraeto

Seecret WPKREY Thoqe 3 tom‘i Ll.ﬁ, w;t. not.? I tlunk xt.ihill 6.

nn

s ) -
b 116(ﬁ%dedby5mhqwmuch? T T
Sem

. .Htmrnnnr. 2.3.
.1 Senator KBRR. 2.3. t haq 1t, bqon m the lqst 12 months?
. Secretary HuMPHREY, 1.9. A4
B Sechenattor BRR, 1 thought it had tbeen, 3,,8 accordmg to your tnble. ;
. e Yo e.
- Senator mm. Wge% he sam% Y f
V HuMPHREY.. That is right. it i§'3. 8 i i
Senator BRR. So that the:§ yeersr—rr -
‘Socretary HumparEY. Wait, 8 mu;ute,( We ate talkmg aboutmwe |
have got it in too.many ways, Senatgr. . it gets me oconf used ,nf; S
" Senator Kxrr. I am taking it the way you gmye it, bo me, S |

* Secretary HumpHREY, Yes. . i
. Sensator Krrr. If it does that to you, what do yoq &bmk;tj;g domg I

Serto
IR R

i

to the committeo?
" Secreta Hmpnnmruqit‘lhere isa little con us;on amqng; the‘ gxperts,
! butl ltl&4‘4 L R &{}‘ ,:"} P o ,.r SRR

" Senator KEnn, 44—— <7 ‘,H
Hvurnnmr I beheve [N m

" Secre e

Sena ragnths, 4 com ed to |
Me&:"gﬁ uee). m»:h&wf;m’“m Wm.

etnry 'onn REY. 2.3 ‘ ¥

E . . s . A . e e e 1 .

gL T - ' N
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Senator KEBR. 2.3. ,

‘Secretary HumpHREY, That is rxght.

Senator ERR., Do you have there the ﬁgum giving t.he moremsf,
in the gross national grod}wt, per year, for those & yom; -and ‘then
for the last 12 months ,

Secretary HumrEREY. Let’s see. I do not know. as we bave ib for~ ,
the last 12 months, but we have it for the years.

Senutor KeRrr, I think you have got it. If you do not, I mll give

it to you. .
Secretary Hm:pnnm' ‘If. you have got 1t, why do you not Tet- us

have it, and we will have it.
~Senator Kurr. I would rather have it from your expert, and then
you and I do not have to argue about the accuracy of it. Sy
Secretary HumpRREY. You want it for each of the yem?
. Senator EBR. Yes. . -
Secre HuMPHREY. Begummg with which yaar?
Senator mm. 1949, 1950, through 1953,
Secretary HumprrEY. 257. 3;286.1; 328.2; 345. 4 363. 2, -
Senator Kurn. Is that the increase ewh year in gross nmonal

produet?

Secretary Huupnn W We do not have-
increases here. AR
_That is inclusiyé oo

' Senator Kug#, N
Thatlsco Got.  There SRR

-Secretary A N\
Senator J ‘incyease in
opn?e dex,,so to 5 years on;ther
s .of the’ : R e
S.B?l‘ﬁ g H .hen gave \‘ l' :; ”‘
i[)dl:lded i pro vably you h vxde,
y 4, oug : : ;- o
oh. . .. Vs
although dome o 1y
’8Bnator" { " i Orsmnd ,,,.‘ ‘,:i‘i 3
’ Séﬁ!.'&t&l’y Ul“’ﬂwft B Yo ol érage. ‘of ;
~ increases, yo\have to divide by 4. - AR W S
~ tSemtorKnnl There were.only, reased ‘thee.(onmanoq»
Index. ' iy ;

"Secrotaiy Hussdmey, T think the botho ght to b€ divided b 4.
‘Seﬁat%mna” oan do that la {er, ut. pAaking .WWQF{SQ‘

mbor RR;. Now-

44 PHREY. Yol mean, the uioreasq cgmpemd w,t.he la@h

i& h#é‘w sﬁmlgs ?M * ”M"“"’

°:§ ﬁ’gg . No, by T ;m qut 3 ;,l,m,ovg hat &1} i!\f;rmﬂ

. wasin. 1056
" oVel‘ 1\965? R “;1}1 “i IR “ m g’i ’

Secretary Huurnnmmﬂxe W i? 195@;;‘:!-31?%@ sasg 9“19@6} |

senpt,or Kmm. Yes. - HPTCI

1
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Secretary Humpnrey, $21.6 billion. :

Senator Krxrr. And what was it for each of those other 5 years,
including the one in which there was a decrease? :

Secretary HumpHREY. 1t was an average of 21, '

Senator KeRrg., So that in the 5-year period there, even including
the Korean war period, the average annual increase in the Consumer
Price Index was how many points?

Secretary HumpureY, Twenty-one——

Senator Kerg. 2.3?

Secretary Humpurpy. The average in the index—-—

Senator Kurr. 2.3.

g Sfezlor%tar{ Humparey. If you divide by 8; and it is about 3 if you
ivide by 4. -

Senator Knrr. 2.3, which produced as much average annual in-
crease in tho gross national product as was true in the last 12 months,
apsroximately, where you had a 4.4 increase in the Consumer Price
Index and the same amount of increase in the national product.

Secretary Humpurry. I think that would be right.

Senator Kerr. Now then, Mr. Secrotary, let us go. back to your
statement of June 1953, in the U. 8. News & World eport in which
you said we had a stable dollar. However, before we do, I want
at this point to put into the record the statement in the United
States Board of (tovernors, Federal Reserve System report, 1953,
!)‘%'ginnigg at page 21 of the 39th annual report, covering 1952, entitled

ces’’: ‘

In sharp contrast t¢ the shortages and rayi)id price advances after the outbreak
of war in Korea, supplies of most materials except certain metals were ample
to meet, ourrent needs in 1052. Prices of such materials consequently eased and
with farm prices declining, the general level of wholesale prices gradually raoved
downward. Prices of finished goods changed little over the year, however, at
either wholesale or retail. Wage rates rose at about the same rate as in 1951,

Changes n capital values were moderate. Urban real property values and farm-
land values were generally maintained and common stock prices rose somewaht

toward the end of the year.. : o L .
Consumer prices were about 1 percent higher at the end of 1952 than a year

eavlier. The change mainly reflected higher rents and prices for services; food’
prices were slightly lower. Wholesale prices were 3 percent lower than a year:

earlier, with especially sharp reduotions in cotton, corn, and livestock. any
farm produots were at support levels and Government exgepditures for price
support operations were large. Domestic demand for cotton improved somewhat
but export demand declined sharply. The nimber of cattle on farms continued
the rise of the preceding 3 years and reached a new high. Cattle marketing
expanded rt;gidly after midyear and beef prices started to decling sharply late in
the year, jces of some industrial materials declined further during the year.
A few materials inoreased in price but not sufficiently to prevent the index of basic
commodity prices from declining considerably. ces of most finished goods
remained exceptionally stable throughout the year. c

Now, with that affirmation of stability through 1952, and gour‘ own’

affirmation of stability in June of 1953, and with your being able to say

that in 4 years, due to the terrible penalization of farmers in the redue- -

tion of their prices 30 percent, that the é)urohasin power of the dollar
declined only 0.8 cent 1n 4 years, I would like to ask you your explana-

tion of the inflationary trend in the last 12 months that has sent the

consumer index up by, how much did you tell us—— -
Secretary HuMPHREY. 4.4 points. o
‘Senator K¥rr. 4.4 points and 3.4 percent?
Secretary HumPHREY. 3.8 percent.

i i

i
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I think, Senator, you have conclusively proved that the best year
your administration had in about 12 or 13 years is a little better than
tho worst year that we had in 4 years, and is not as good as our average
for the 4-year period. o ,

Senator Kerr. That is & very intelligent and responsive answer;
Mr. Secrotary [laughter], and again shows your attitude of unfairness
of including a comparison of the wartime yoars. I do not believe
that you want to do that, do you, Mr. Secretary?

Secretary Humprrey. I will take out the wartime years and take
tho peacetime years. :

Senator Kgrr. Why do you not just answer my question?

Secretary HumpHREY. And the same thing is true. (

Senator Kerr. I say, why do you not just answer the question?

Secretary HumpHrEY. I think it wag—— :

Senator Kerr. I asked 1you that in view of the fact—-

Secretary HumpHrEY. That year—-— ,

Senator Kerg. In view of the fact of several years of stability——

Secretary HumpHREY. Yes, :

Senator Kenr. As attested to—you and I cannot change the situa-
tion of World War II, can we? :

Secretary HumpHREY. No.
Senator Kerr. What would you have done if you had been Secre-

tary of the Treasury; how would you have financed that war?
ecrotary HumpHREY. Well, I was not, and I am not prepared to say.
'bSenator Kerr. Well, you are prepared to say everything else
about it. . :
Secretary HumpHREY. No; I have not said anything about it.
Senator Kerr. Yes; you have talked about it and brought it back
in the answer to this central question about the last 12 months, :
- Secretary HumparEY, I drop it out.of that and take the peacetime
years. o -
Senator Kerr. Do not do that.  You brought it in.. Just tell the
committee how you would have financed World War II. = =
Secretary HumpHREY. Oh, well, Senator—I was not. Secretary of
the Treasuﬁ'. ) .
Senator Kerr. It had to be financed; did it not?
. Secretary HumpurEY. It did, of course. I -
. Senator Kerr. And had you been there, you would have done the
best you could; would you not? . - - S R
Secretar%HUMPnnmr. I would have done the best I could.
Senator Kerr. You think those men did not? .. . . ‘
Secretary HumpHREY. I think they. did the best they could.
Senator Kerr. All right. S
Secretary HumparEY. Whether that was good enough or not I do
not know. ) ‘ PO r e
i Senator Kurr. If you are going to be critical, you at least ought to
tell us how you would improveonit. .~~~ .. .
. -Secretary HumpHREY. I am not oritical. I am:sixnply.takinﬁ the
figures from the way it was handled, and just comparing it with. the
figures, just as you are, with the figures of a subsequent;time; . .
- -Senator KErr. But we got here to the point where, on the basis of
the Federal Reserve report, on the: basis of your statement, on the
basis of the statistics as provided to the committee by your .and your
staff, we had these years of stability. . - .- .0

AR T P i
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Secretary Humpntrey. You had 1 year of stability compared to

our 4, and it does—— ,
- Senator Kerr. Will, does that add—— ‘
Secretary HumpHREY. One year of stability that you point out in

your administration compares favorably, not as favorably, but
reasonably favorabyly——-«—-

Senator Kerr. You do not want to answer my question?

Sceretary HumpHrEY, With the 4 of our years.

Senator Kerr., You do not want to answer my question?

Secretary HumpHrEY. What is your question?

Senator Kerr. Read it to him. If you would have paid attention
to it, you would know.

(The question was read by the reporter.)

Secretary HumpHrEY. If what your question meaus is this——

Senator Kerr. If you do not understand it, I will ask it again.

Secretary HumpHREY. Ask it again,

Senator Kerr. On the basis of the description of the economic con-
ditions before us, regardless of how little you think of what went be-
fore_that, regardless of how horrible you might think it was and of
how badly you fared during it, I am asking you, in view of the fact
that stability had been achicved, it was a reality, it was not a theory,
it was not an aim or an objective, and maintained, on the basis of
your evidence or your statement, over a period of 4 or § years, what
explanation do you have of the condition whereby, in the last 12
months, we are in the midst of another inflationary spiral to the
extent that we are? ‘

Secretary HumpHREY. Well now, just—-

Senator Kerr. And to the extent that you saw fit to give us a
statement here that resulted in one of the great Washington news-
paqors, following your testimony, having this headline, “Inflation
Called No. 1 Problem by Humphrey.”

- Secretary HumpHREY. That is right. .
Senator Kerr. All right. I am asking you, in view of the stability

that had been achieved by the preceding administration or that fell

upon us——
Secretary HumpHREY. For 1 year. | )
.Senator KErr. Well now, Mr. Secretary, in the first place, that is

nét true. There are many years of the preceding administration in
which it was stable, and your own evidence indicates it.
I you would address yourself to the question rather than to the
intensified effort to keep— : :
Secretary HumMpHREY. I am trying to find out what it is that you
want to know. » :
- -Senator Kerr.  Oh, no, you are not,.

Secretary HuMPHREY. Yes, I am. i
- Senator KErr. No, you are not, because I have told you. I will

tell you, there is not any man on this committee that can come any
nearer, in 30 minutes, of telling a4 witness what he wants on one ques-
tion than I can, - L , :
_ Secretary HumpHREY.’ Well, if you would take 2 minutes instead of
30, maybe I would understand it. What is it that you want, now?
' Benator KERR, I want you to tell'us your explanation of the infla:
‘tionary spiral of the last. 12 months, © - ' , H
Secretary HumprREY, Well now;:I am glad to do it.

i .
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The reason that these inflationary pressures are on us now is be-
cause of the great prosperity which the country is enjoying at the
present time, It is the demand for building, it is the demand for
goods, it is the demand for all sorts of things that are exceeding the
supply, and that is what is putting the pressurcs, the inflationary
pressures, on us today.

Senator Kerr. That is fine, that is very fine. _
Now tell us, if you will, what goods were in short supply during

these past 12 months that brought that about?
Secretary HumpHrey. Well, there have been a lot of them that

have been in short supply. ) _
Senator Kerr. Let’s just take them one at a time, now, in the past

12 months.

Secretary HumpHRrEY. I will just take one in your line of business.
I will take line pipe and I will take oil well supplies.

Senator Kerr. Those are steel goods.

Secretary HumpHREY. Yes, sir. And we had a shortage, an acute
shortage, of your kind of material in the first half of this year.

Senator Kerr. At what rate have the steel mills been operating
this year?

Senator HumparEY. They are catching u%.

Senator KErR. I say, at what rate have they been operating?

Secretary HumpHREY. They have been right up at around a hun-

dred percent.
Senator Kerr. This year?
Secretary HumpHREY. Ninety-odd percent.
Senator Kerr. Will your staff verify that? o
Secretal'{{HUMPHREY. They are in the 90-percent brackets.
Senator Kerr. I say, will your staff verify that?
Secretary HuMPHREY. Yes, we will verify that.
- Senator Kerr. You had better be careful, Mr. Secretary, because
ou and I will have to verify everything we are telling each other.
Secretary HumpHREY. The steel business has been around the 90’s
all the first 6 months of this year. . -
Senator Kerr. All right, let’s check it.
Secretary HumpHrEY. I am talking about oil country goods.
Senator Kerr. I asked you about steel.
Secretary HuMPHREY. Pipe—— - . o
- .Senator KERr. At what percent of capacity were the steel mills
operating? a ‘ ; o :
Secretary Humparzy. Well, you switched on me, because we were
talking about the kind of goods that you. asked were in short supply.
Senator Kerr. Yes, sir. : o R

Secretary HumparEy. 1 told &ou%w‘ . S
Senator Krrr. And when you told me that, I asked you—m - -

Secretary HumpHRFY (coritinuing). The kind of things that are in
short supply. . ‘ SR , SR
Senator Kurr. I asked you, because what you have seid is not
correct. . ' S S SO T S

-Secretary HumpHrBY: I beg your pardon, it is correct. .,

Senator KERR.. I know nearly as much al;out‘the.supply of- oilfield
suggliesasyou do. .. i SRR B

Secretary HumpHREY. And line pipe has.been in short supply: all
this spring. - ., P I e

;!



104 PINANOIAL CONDITION OF 'THE UNITED BTATES

- Sonator Kenr. I am asking now, at what percont of capacity has
the stecl industry been operating, and you said woll up in the 00's.
* Socretary Humpurxy, Do you mean for all kinds of products, or
just for the kinds of products wo aro talking about?
‘Sonator Kxnrr, I am talking nbout tho stoel industry.
Scerotary Humeunny, Woll, if you want to talk about all kinds of
produets, wo will look it up.
Sonator Kunr, All right, ,
Seeretary Humenriy, But that is not what I was talking about.
I was talking about particular products. ‘
Senator Kxngr., You talk about things I am talking about. You
talked about youra the othor day. Now you talk about what I am
talking about, if you will,
- I havo beon reading the papers, It was down as low as 86 porcent,
Seerotary Humenrey, Well, it deponds on the commoditios,
Senstor, ' :
Senator Krrr, Wall, the steel industry, Mr. Secrotary. ,
Secrotary Humpunrey., Well, if you want to talk about the stoel
industry——

Sonator Kxrr. I am talking about it.
Secretary Humenrrey., All right. Now we will find out. I did not

answdr with respect to the stecl industry; I answerod with respect
to tho commoditics, We wil! find out, and .I will answer you with
respect to the steel industry, and I will got the figures and show you
there has been a surplus of full body, auto body, sheets because
automobile preduction has beon down, e o
There has been a shortage of structural and line goods of that kind.
So some of -the ‘commodifies have been short and some of the com-

modities have been long. -
If you want the average of the industry—- . » .
u goenntor KERrR.. We aro going to start with the average of the
industry: ¢ - o e L e
*'(Sectr?t’dr ‘HoMPRREY. You asked me what had been short. ©~
Senator KErRr. Yes, sir. S L e
Secretary HumMPHREY. And I tried to answer that, If—- - -
Senator KErr:' Youdid. :- - . - . | IR
Secretary HumpHREY, If.you want the average of the industry, I
will give you the average of the industry."* . - SRR
. Senator Knir. You answered that, and 'I asked you another
guati(%, and you said the steel industry had been operating well up
inthe90s. -~ . = - T T T e
.. Searetary HumpareY. Noj; I was talking about the demand for the
ldndofgoodslwasxf'ingwasshort. R
Senator Kkrr. I will be glad ‘to have you explain that, because I
want to know what yousaid. . R
1. Secretary HumpaREY:' You understand it now?
Senator Kerr, I do, and I understood it then. e
5. Setretary HuMrHREY. We do not:seem to have— -+ = . -
Senator Kerr. There is not a better informed man in America than
you are, and is it not'a fact that"the steel “industry,  overall; was
operating as low:as 86 percent & number of weeks this:year? .« "
.. Secretary HumpHREY. I do not know, Senator. .« « v 7w e vty
i..;8anator Kxrr, I8t not-afact after.2 0’3 weeks: of increasing per-
centage of capacity, they are!,opemting‘at less than 89 percent?®: -}
1 ‘

i /
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Secretary Humpurgy, I do not know. I can tell you, we will look
it up an J;et. you the exact figures, wo will get what they are for the

ovorall industry.

Senator Kuri, All right, .
Now, the first itom, thon, of goods with reference to which there is a

shortage is line pipe; is that what you have told me?

Soecretary Humeunrey, Pipe business; yos, sir,

Sonator Kurr. Well now, Mr. Secretary, there is no shorbage in
oilfield pipe.

Secrotary Humpurgy, Lino pipe.

Sonator Kern., Well, I suy—-———«-

Sccrotary HusmpHrpy, Yos.

Senator Kunr, Line pipe is not odﬁeld pipe.

Secrotary Humpuruy, That is rig
Sonator Kurr. You know thore ns no shortage in oxlﬁeld pipe,

becauso you know it is stacked up in every supply company’s yard in
this country. If you do not, you can find it out.
Secretary Humpurey, Here we are. Wait a minute, I have got it

hb now,
t’s seo hero, this is May.
’benator Kirr. What was it in May? You smd xt was well up in
the 90’s for all this year.

Secretary Humpurey. January, 97.1,

Senator Kxrr. All right.

Secretary HumpHREY. February, 97.5; March, 93.4; April, 89.4.

Senator Kerr. Where is that, now, what page of that Indlcator?

Seoretm%HUMmam Page 18. ;

Senator Kerr. Is that June or May you have t,here?

Secretary HUMPHREY. Tlns is June, .

.. Senator Kerr. O. K. . '

Secretary HuMPHREY. June S 3

Senator KErr. What was it in May? P

Secretary HumpHRBY, 86.5.

Senator Kerr. All right, 86.5.

Secretary HuMPHREY.: .Then the various weeks run alo from 87
-86.7,. 84, 86.4, 88, 87.5, bemg an average of 91 or 92 or 93 peroent
forsthe whole period. -

Senator Kerr. When it had in October and N ovember—~—m chber

of last year it was at 101.6. :
- Secretary: HumpHREY. That is nghb and that is part. of the penod

that is where the difficulties——
- Senator Kerg. Since which time it has gone down to 86. 5, resulti
in sharply curtailed supplies or inability to meet the market demand
Secretary HumpHREY. No, no, it is this whole perlod here of—we
are talking: about. the perlori from 1956 on through. ‘These figures
that we are talking about hene are for. t.he year of 1956 snd tho penod
of the first 4 months of 1957. L

Senator Kurr. All right. |
Secretary HumpHREY. And - durm% that penod that we' are t.allnng

about the steel business averaged canngt do n; in my beqd here.
Sanator KEgrz.: You can.: :
Sacretar%HUuwnEY I will say xt Was around 95 perqent. 4 eﬂ :

!'v.Senator Kxrr. Then: you. made a: mistake. - So. let’s let. t,ha -man

there figure it up whxle you and I argue about somethmg],sq. TR
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Secretary HumprHRrEY, Let's take tho average for 1956 and the
first 4 months of this year, which is what these figures are-~—

Senator Kerr, All right.
Secretary HumpHREY (continuing). For 1956, and see what it is.

And it will be around 95 percent.
Senator Kergr. Let’s take it for the last 12 months, is what we are

talking about.
Secretary HumpHrBEY. No; lot’s take what we are talking about.

It is 1966 and the 4 months of this year.

Senator KErr. Lut's do that. It gives you & months this year.
You do not want to exclude May, do you?

Secretary HumpHREY, The figures I have here on my sheet that
you have been talking about right along, with respect to inflation—

Senator Kerr. The figures on that Indicator——

Secretary HumpHrEY. The inflationary figures; you asked me about
inflation, and that ends with April.

Senator Kerr. I asked you about the steel business, and you said
throughout the first 6 months of this year.

Secretary HumpareY. Well, I will put in—you can put in a month.

Senator Kerr. No; I am not going to put it in. It is in that

Economic Indicator you were reading from there.
Secretary HumpHREY. All right. Put it in. .
Senator Kerr. You say there is a shortage'in line pipe; that is

what you told me, is it not?

Secretary HuMpPRREY. Yes,

Senator Kerr. : What else is there a shortage on?

Secretary HumpHREY. Well, during these earlier months, there was
a very tight steel market in most all items.

Senator Kerr. Well, just give them to me.

Secretary HumpHREY. I will have to get, again, some figures. You
want everything proved, so I will have to——

Senator Kerr. Yes, I do.

Secretary HumpHREY. So I will have to get the exact figures. I

will do no ﬁlessing‘.’V ‘ ‘ : o
Senator Kerr. Well, you are going to start a new policy, then,
Sécretary HumpaREY. I think, Senator, that, if you want the per-

centages of operation in these items, we will have to get them for you.
Senator KErr. Well, Mr. Secretary——— . '
Secretary HuMPHREY. I do not think they are here. o
Senator KErr. You just brushed it off with a wide brush and said

it would average 95 percent. : L

~ Secretary HuMpHREY. Let’s see; we will see. Let’s get this figure.

~“Senator Kurr. Maybe it did; and if it did, why, let’s seé it, : Do

not strike out anythin%. : R R

: Secretar{yiHumnnm . You certainly do not count the period svhen

-the strike is on, when the mills are all shut down, ' o . %
Senator KErr. Was that during the last 12 months? .. .. -
Secretary. HumpaREY. Sure. N . EUET

.. Senator Kurr. Then I think we will count it. - N
-Secretary HumpaREY. - It started in May, - - S LA
Senator Kerr. I knew there had been a strike when I asked you

the question,- - e

" Secretary Humpurpy, Well, it was including the strike, s0 we will

put thestrikedm. '~ oo oo oD e e

!
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Senator Kerr. We will have to, because it was there.
Secretary HumpHREY. And about that, that was 2% months or so

of complete shutdown,
Senator Kerr. Be careful about that. If you are going to make

those statements, I might ask you—— .
Secretary HumparEY. The strike was about 2 months of complete

shutdown.

Senator Kerr. Then it was not 2% months?

Secretary Humpurry, About 2 months of complete shutdown, and
with that it was 90 percent.

Senator KErr. Ninety percent last year?

Secretary HumpHrEY, And nearly €3 percent this year.

Senator Kerr. Nearly 93 percent this year.

Secretary HumpHRrEY. Yes.

Senator Kerr. Well, that was not quite 95, was it?
b Secretary HumpureY. Well, you take the strike out, and it would

e 95.

Senator Kerr., Well, it was not quite 95, was it? Let’s look at the

indicator there, giving us the price index. Where is that in that book

you have there? ‘
Secretary HuMpHREY. It is page 23, consumer prices. Page 23; is

that the page we are looking at?

Senator Kerr. Yes, sir. That shows the items, as I understand it,
that make up this index that we have been talking about, is that
correct, of consumer prices? :

Secretar%r(HUMPHnm. I think that is right. :
Senator Kerr. Now show me the column which shows line pipe.

Secretary HumpHREY. Well, that is not a consumer item. You
did not ask me about consumer items. You asked me what things

.were in short supply. . A
Senator Kerr. Yes, I did; that is correct; which brought about

this inflation we are talking about. .

Secretary HuMPHREY. Yes. Well, don’t you think there are a lot
-of things besides consumer prices that bring about this inflation?

Senator Kerr. I think there are. .

Secretary HumpHREY, I think the most important thing, Mr.
Senator, are—— . - . : -

Senator KERR. I think there are. | : =

Secretary HumpHrEY. The most important thing of all hasn't a
thing to do with consumer prices. It is industrial building. .
..'Senator Kgrr. Consumers do not agree with that.

Secretary HumpareY. Well, it is industrial building that is one of
the most important things. That is one of the things that is the high-
est on the whole increase. o o

Senator Kerr. I will ask it of you this way: What percentage of
the increase in the overall price index was caused by the price of line
pipe? - T
Secretar%HUMPHREY. I cannot tell you.: .- = .
Senator Kerr. Would you say it was material?.

-+ Secretary Humpurey. I would sey-it.was small. -

Senator Kerr. Very small. R
. All right, then, what is the next item of goods that was in short
supply these past 12 months? - . ..t o

ecretary HumpaREY. I will have:to get.a list for you. .. ...
03638—57—8
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th_&?mum)r Kerr. You told me a while ago they were responsible for
Secretary vannm. This great demand we are operating‘ ab, 8

Ve
guat,or KgRr. Now—--—-w

Secretary Humpurey. You do not contend for a mmube do. you,
that we are not in a period of high prosperity, that we are not
operating at a great demand, or that we no not have a very heavy and

hx%l; employment in America?

nator Kerr, We are—— '

Secretary Humrnrey, If that is in question—

Sonator Kerr. We are in a period of very. considerable pros-

perity in maﬁy fields of our econo v.

bocmbarv umpHREY. That is m}‘; : '

Senator Kerr. There are other fields of our economy that are in a
tailspin and dopression, as evidenced by the fact we will have more
bankruptcics in this 12 months than unng any 12 months in the
history of the nation.

Secretary Humparpy. But you will have less bankruptcv in. pro-
portion to the number of businesses available. ,

Senator Kurr, Now, Mr. Secretary——

Secretary Humrurey. New businesses.

Senator Kurr. You had better ask your staff about that

Secrotary HumprrEY. Well, new businesses; let’s go right to it.

Senator Kerg. That is not what you said.

Secretary HumpHrEY. New businesses available.

Senator Kerr. That is not what you said. -

Secretary Humprrey. That is what I meant; new businesses
available. »

Senator KERR. You are a man capable of saying what you: thmk

%cretar{iﬂuumnmr It is right over here on this page. -

Senator Kerr. I know what you said in your statement, and you
picked out the element that would give a favorable impression, but I
am talking about the number of bankruptcies, and you smd that there
were less bankruptcies in relation to those.

Secretary HumpHREY. No; new starts. .

Senator Krrr. No; you did not say that.

Secretary HUMPHREY. Well, that is what I. 88y NOW. New starts.

Senator K&rr. That was not what you said.

Senator HumpaRry. That is what I said before. -

Senator Kerr. 1 told ‘you that there were weak pomts m tlns

prosperity——

Secretar Htmvnnny. -That is rxght

Senator Kerr. As evidenced, first, by a homble farm depressxon,
as evidenced, second, by the fact that there are more bankruptcies in
these 12 months than in- any other 12. months in the:history of the
Nation. Is that correct? , o

Secre HumparEY, Well, that is what you saxd. S

Senator Kerg. Do you disp uteit? . - o

Secretary HumpHREY: I do not dnsput.e 1t I do not kn?w whab the

Senator Kerri If you do, 1 will put inw t:he record the ﬁgures of

‘the Federal agency which made the statement.

Secretary HumpHREY. 1. mll have: WUheck evéfythnng you say

\ ! SR AR BT
i
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- Senator ‘Kerr. That is all nght, because I am gomg to’ check

everything you say.
~ Secretary HumpHREY. Over what penod are you talkmg that there

were more failures?
- Senator KBrr. Thm ﬁscal year, this ﬁsoal year that énds June 30, ‘

* this month,

Secretary H’UMPHREY. You s ¥ there a.re more fmlures bhw year
than there ever have been before o

Senator Kerr, Yes, sir. '

- Secretary HumpaRrEY., You better get your book out and look n.t thxs.

Senator Kerr. All right, I will be glad to do that. ’ ;

Secretary HumpHREY. Let's look at: page 186 of the economic
report, and when you find that, tell me how many, just to make it
good, tell me how many fatlures there were in 1932 as compared with
the failures this year.

Senator Kerr. Well, I will read it to. you from t.he fellow who has
charge of it.

ecretar%Hum hrey 1 will save you ——

- Senator Kerr. From the hearmﬁe before the subcommlttee of the
8omm1ttea on Appropriations, House of- Represenmtxvea, 85th
ongreas

Secretary HumpHrEY. Let’s take the table, and [ will rewd it
for you Ky book shows 31 ,822 in 1932 as agamst 12 656 this year’
Senator Kerr. All rig
Now, here is what Mr Oovey says, who m in charge of that program
for the Government.
SecretarﬁHUMPnan “"Which program is this?’ leughter
Senator Kurr. He: is charged with the . responsn ty of eapmg
statistics on what we are talking about. . - '
Secretary HumprREY. Senator, you find this p e, becauae it is
:}mte mterestmg Fage 186. This is the President’s conoxmo ‘Report,
anuary 1957. 1 you will glande at'that page, you will see, just to
dispose of this, that there were in 1932+-and : :admit that 1032 was &
terrible yegr for compa 4 I'am simply domg it to challenge the
quegmm, at ig all; s i ;I ¥ T ST R AN SVINT £
d ‘Senator Kzrr. I want youto do’ thnm ) Thabm what I hopo you wlll
0. .
- ‘Secreary Humparey, To': challen ge:: the questnon, theref were
2,828,000 businesses, and there were 30 000 plus failures. -
Now there are over 4 million busmesses, .and’ there were - 12;000
failures. ! 8o there is just no comparison between:the two. = -
Senator Kxrr, I am reading here from the ‘“Hearings' ‘Before the
Subcommittee of the Comniittes on Apé)ropnatxo ) ns, House of Repre-
sentatxves, 85th Congress, Judiciary Su committee,” and I am giving
{) the evidence of Mr. Edwin L.. Covey, Chief of the Bankruptcy
ivision of the Administrative:Office of> the United. Statee Oo\!rto.
“The followmg is quoted fromt page 119 of the hesrings: ! i
‘Mr. Rooney. A it is now, you estimate iri the ojirrent ear, thé nﬁé ‘
Roo 'As Yo ma g;re fiscal y gl yur %

#he'66,000 which you setima uybatagb o n ,w P

Mr. Govﬂ.;\{les, sin, -

Mr. RoonEy. In what year edm f.hlstory of. Oun
Bwv cases filed feached thh ming n’uxhbe

ovm. ,It.lma never been that high.
v.”)&}“x’* by ONF Qoo ‘v 1}
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~ On the basis of the estimate he gave the subcommittee of the House:
Appropriations Committee, it would be in the neighborhood of 72,000
this year, and his estimate is for 74,000 in the next fiscal year. He
was getting an appropriation from the Congress in connection with
the responsibility of his office for bankru roceedings in the

tey
Federal courts. And that is his evidence be¥ore tﬁe subcommittee of

the House Appropriations Committee, in January of this year.

Secretary HumparEY., Well, these are the figures that I am reading

to g;ou on total failures in this country in business.
R nrzgor Kerr. What do you have there, the President’s Economic:
epo A
cretary HuMpHREY. Yes, sir.
Senator KErr. What page were you reading from?
Secre Humprriy. Page 186, Senator.
Senator Kerr. Page 186, Mr. Secretary?

Secretary HumMPHREY. 186.
Senator Kerr. What line were you reading from?
Secretary HumprRrEY. Well, if you will take the first column to the

left, that shows you the number of operating businesses in the country.
- Senator Kerr. Well now, are they the only ones that take bank-

ruptey?

business or 1gou cannot very well get into bankruptcy.
Senator KERrr. I thought an individual could go into bankruptcy.

Secretary HumMpaRrEY, I do not know, We are talking about

usinesses.

Senator Kerr. I was talking about bankruptcy ceses. Are you
taking the position that they are limited to businesses, Mr. Secretary?

Secretary HumpHREY. No, no. We were talking about business

failures.
Senator Kerr. No, I was talking about bankruptcies.

Secretary HumMprREY, I want to see if we can find individual bank-
ruptcies. This is business failures. o ,
nator Kerr. You know, we will get along better if . you would
just be willing to talk about the things I am asking you about. =
' Secretary Humprrey. I thought we were talking about prosperity

in this country, and you said—— ,
Senator Kerr. Is there any relationship to the number of .bank-

ruptcies and Igrosperit.y?, o , e
ecretary HumpHREY. There is some, but there is a lot more
relationship to business failures and: prosperity then there is just to
‘bankruptcies. o ' o o
- Senator Kxrr. Would l3;011 acknowledge that the number of bank-
ruptcies is an element to be considered? ;. - S
-Secre HumpHrEy. I would. : - . ¢ - L o
. ‘Senator Kerr. If we hiad more bankruptcies in the current fiscal
ear than in any year of the depression, then that would be some
indication ‘that there were elements of weakness in the economy? .

v

.- Secretary Humpagny. It would, certainly: . . = .~ .,
Senator Kurr. Well, that is what I said...:All I said was—you
asked me if I would acknowledge that this was a year’ of-«em. -
Secretary Humparey. Of very high prosperity,’” " = - ' 7" .

¥ ’..‘:- ”

Senator Kurr. Yes. R A
Secretary HumpHrrY. That is what we are talking about.

#
i
!
4
K '

retary HumpHREY. Well, {ou have got to have an: operating‘
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Senator Kergr. This evidence was sn})plied by Mr. Covey who
i8 Chief of the Division of Bankruptey of the Court of Appeals, dis-
trict courts, and other judicial services. That is the identity of the

gentleman T was quoting here. )
Secretary HuMpPHREY, Are these bankruptcies filed in the District,

-or where else are they filed?

Senator Kerr. No, sir, he was before theé Approgriat.ions Subcom-
mittee for mong to operate his department, and he was explaining
to them the traffic that had to be handled, and what he gave the com-
mittee was the number of bankruptcies in the United States. And
he told the committee that they were greater in this fiscal year than
thg were in 1932, -

I asked you if you could Eive us & year in the history of our
country when there were more bankruptcies, and you said you sure
.could. Now, if you can, I want you to do it.

Secl‘etal'{{HUMPHREY. I have given you the business failures.

Senator KeErr. That is not what I asked you.

. &i?ecretary HumparEY. And there were three times as many business
Talures. “

Senator KErR. I say that is not what I asked you.

Secretary HumpaREY. And about two times as many businesses.

Senator KErr. I say that is not what I asked you. I was pointing
to some weaknesses in the economy, and No. 1, I said, was the de~

pression among the farmers.
Secretary HumpHREY. There are weaknesses in the economy, there

is no question about it.
Senator Kerr. And No. 2 was the number of bankruptcies.

Senator HumMpHREY. Yes.

Senator Kerr. There is just one item I see here in connection with
your—is this—you have %?t page 186?

Secretary HumPHREY. Yes, I have it.

Senator Kerr. Now, the heading is “Operating business and
business turnover, thousands of firms.” :

Secretary HumpaREY. That is right. :
Senator Kerr. Do you notice that there is a footnote there?

Secretary HumprREY. Let’s see, I do not get the number of it.

Is that No. 1? , A A :
Senator Kerr. Would you read that footnote to the committee?

Secretary HuMPHREY. Yes. - “Excludes firms in the fields of agri-
cuiture and professional services.” D
Senator Kerr. Go ahead. e L
Secretary HumpHREY. ““Includes self-employed person only if he
hlas eit&er an established place of business or at least one paid ém-
ployee. - o booTe
Senator KErr. Well now, in view of the fact that it starts off by
excluding firms in the field of agriculture, would you: acknowledge
that that was not a complete list, even of businesses? ... =~
Secretary HumparEY. 1 think that is right.. This has the great
majority of them, but it excludes those particular items. < i .1
+Senator Kerr. The figure that I avﬁou\ from Mr. Covey is
for the whole Nation, that is for all.of the Federal courts in the:Nation:
that handle bankruptey.: -« e B b e e b v
Now then, we will see if we can go forward.in the question that I
was asking you when you: detoured:on me here & minutéiago. .
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- To go back.now, you said that this inflation was caused by a bigger
demand than productive eapacity could supply.
Secretary Humpurgy. That is right.. » . -
Senator Kurr. And the only one you told mo so far was line pipe.
" Secrstary Humenney, That is right. ‘
Senator Kuri. What others?
- Secretary Humpurey, I will got you a list. .
* Senator Kurr. Do you know of any other, Mr. Secretary?
- Secretary Humpnarry, I will get you a list.
- Senator Kerr. Do you know of any other?
Secrotary Humparey. I will get you a list.
Senator Kxrr. Do you know of any other at this moment?
* Secretary ‘Humpurey, I will bring a list which will have the
statistics to back it up. . : :
Senator Kwrr., Well, that is very fine, but just as an accommoda-
tion—r-m L - ,
Secretary Humparey. I'have no statistics at hand right now.
Senator Kxrr. Do you have any independent knowledge of any
other aren of productive capacity in which this country is short?
Secretary Humpurey. 1 will bring you u list. o
Senator Kxnr. Do you know: of any other at, this time?
Secretary Humpnnsy..:Noj I.will bring you a list with the statistics.
I have told you that I haven’t the statistics hero.. ‘
Senator Kkrr. All right. Let’s go buck to the page in the Kcon-
omic Indicators that gives us-consumer prices. That is on page 23.
Secrotary Humrursy. I have it here,
Senator Kurr, Tho first item is food. And the statement 1 read
you a while ago said that was 30 percont of consumer purchases.
Is there any shortage in the production of food or supply of food?
Secretary Humenriey, Well, it is right almost at the peak, not quite.
Senator Krrr. No, that is the price.
Secretary 1Tuvmpurey. That is right.
Senator Kirr. I am talking about the supply.
Secretary HumpHrey, I am talking about——
Senator Kkrr. I am telling you one of the great accomplishments
of this administration is to keep food at the peak in price to con-
sumers, at a time when there was such a tremendous jand burden-

some surplus. :
I am asking you now about the supply. ¥ Is there any shortage in

food? . S
Secretary HumprrEY. Well, I have just told you, I do not have the
figures here to show.
- Senator Kerr. Do you think there is?
Secretary HumMpHREY. And they are not here.
Senator Kxrr. Do you think there ia?
- Secretary Humpurey, I do not know——
Senator Kerr. You do not know of anﬂy?
- Secre HumprrEY. Until I get the figures. S
Senator Kerr. You would not take the‘[i:)sition that any of the
ocurrent inflationary pressures by ‘reasoniof the greater demand than
supply is in the field of food, would you? T
gecre Huumparey. I will tell you when I get the figures.
. Senator Kerr. Would foq take that position now? - .. .-
Secretary Humpnrey.: I will tell you when I get the figures. : .. - -

‘ i

by
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Senator Kenr. Well, the next is housing, which is the second
{largest?item. Do you take the position that there is a shortage in
ouses ‘ , -
Secretary HuMPHREY. A great many people claim so; and I will
tell you, again, when I get the figures.
Senator Kerr. What did you say in your statement?
Secretary Humparey, When I get the figures, I will tell you.
Senator Kerr. You made a statement about it.
Secretary Humparny. I certainly did. We have had more houses
built in the last 4 years than we have ever had built. .
Senator Kerr. There is some place in here in which you discuss
the number of houses built in relation to the new household units.
Secretary HumpureY, The new family units, ‘
Senator KErr., Family units, ‘
Secretary Humeurey, That is right. o
Senator Kerr. Some kindly soul in the audience supplied that both -
to you and me. Either one of us should have found it before they did.

ou say: ..

Almost § million new dwelling units have been built in the past 4 years. Less’
- than 3% million new households have been formed in that period, so that 1%
million units have gone to satisfy prior shortages and to cover houses abandoned
or rased to make way for new construction, o

Would you say there is any scarcity or any shortage in'the pro-
ductive capacity of the housing industry to meet any pent-up or.
wing demand in the last 12 months for more houses than the
industry can build or the supplies available to build them? o
Secretary HumparEY. There have been a great many people down
here making those claims. -
Senator Kerr. Do you make it? . :
Secretary HumpHrEY. And I will get the figures and tell you——
Senator Kerr. Do you make it? L
: Secretarkﬂuumnmf. I will tell you when I get the figures. -
Senator Kerr, But you do not know of any today? - ,
Secretary HumpHREY. I know that there are a great many people
down here making claims that there are.
Senator KErr. Do you make & claim—— .
Secretary Humparey. Whether the claims are good or not, I will
tell you when I get the figures. | :
- Senator Kerr. When will we have that?
Secretary HumprRrEY. 1 cannot tell you. . .
Senator Kxrr. Can we have it at the next session you and I can
get together? ' . IO
Secretary HumpHREY. I hope so.
Senator Kerr. Will you make an effort to?
Secretary HumpHREY. I surély will. ) : o
Senator Kxrr. Now, on apparel, that is the next item on the Con--
sumer Price Index. What items of apparel are in short supply?
Secretary HumpHREY. Well, Senator, I will just make the same:
answer to all these things and save you quite a lot of time, and mysélf.
Senator Kerr. Have you been around the last 12 months? . -
Secretary HomparREY. Whén T lgeb the figures on these—1I have not:
the statistics on the production of these items, and if you have them,
I will be glad to hear what they are. I do not have.them. ... -
Senator Kerr, I'do not have them... - . oo - .70 T
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- Secre HumprarEY. And I will get them as soon as I can.

Senator Kerr. But I seem to recall—back to housing, your own
statement showed that there had been a very heavy decline in non-
farm housin%starts, did it not? . .

Seoretari'( uMPHREY. That is right.

Senator Kerr. So that would indicate that the productive capacity
was not strained, would it not?

Secretary HumpHREY. Well, I do not know. I do not know what
the reason would be. We can check it.

Senator Kerr. You do not know whether that would be an indica-
tion that the productive capacity was not strained? .

Secrem% UMPHREY. No, not necessarily.

Senator Kerr. Have you been aware of the number of arguments
and efforts made in Congress and before the Tariff Commission and
before the State Department in behalf of the textile industry in the
past 2 or 3 years? N :

Secretary Humpuruy. Yes.

Senator KERR. On account of their having to close down be-
cause——

Secretary HumpaREY. That is right.

Senator Kurr (continuing). Of— -

Secre HuwmpaREY. Difficulties with importations.

Senator Kerr. Well, - that was because the importations were
allegedly flooding the country and driving the price down, was it not?

- Secre HumparEY. For certain classes of goods. *

" Senator KErr. So that——

Secretary HumprrEY. I think the biggest objection was to velvets
and velveteens.

Senator Kerr. And fur-lined underwear. [Laughter.]

Secre HompaREY. Well, there has been quite a shortage of that.

Senator KErr. Well, yes, there has. [Laug ter.]

Now, in transportation facilities, do you think there is a shortage
in the productive capacity of the automotive industry?

- Secretary HumpHREY. Not in automobiles. .

Senator KBrr. Trucks? '
Secretary HumpHREY. No, not in the automotive field; no.

‘Senator Kurr. We have covered pretty well everything there,

except medical care and personal care. =~ = ST
Secretary HuMPHREY. Senator, just sticking to transportation there
for a minute, we have had the railroads: down here for weeks and
weeks and weeks talking about. more.cars;, and we have now pending
before us a great program, showing that the railroads cannot possibly
silxpply the country unless a program is adopted. I will refer you to
that. t, o . . C . L.
Senator Kerr. Would you say there is a shortage of transportation
facilities? R o
Secretary HuMpHrEY. That is just one I happen to have the
es On, S s L
"Senator Knrr. I am going to tabulate every one you have given:
me, and then I am going ‘to let you tell this committee how much
those pressures have contributed to this:inflationary spiral. . - ...«

. Secretary HuMpHREY. That:is what. I would be very glad' to do.
SQn“mrKnaR,Yes, ot e ':.':(g Tt .'* ool AR 5'
But as of this moment, now, there is:no- other:field, other:than

railroad transportat\on and line pipe, that you can——

!
E
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Secretary HumpHREY. I do not ha&pen to have the figures on them,

and I will get the figures and bring them in.
Senator Kerr. At our next meeting, if possible.
Secretary HumpHREY, That is not this afternoon? The next day

you meet.
Senator Kerr. It probably will be Monday, or Tuesday, I believe

the chairman said.
Secretary HumpHrEY, Whatever the day is.
Senator Kerr. I think that is helpful now, Mr. Secretary.
(When the following was subsequently submitted by the Secretary

it was discussed further. See p. 183.)
Tup INCREASE 1IN Prick Levey, 1955-57

In response to a request from Senator Kerr on Friday, I promised to provide
the committee today with a more extended statement (iesoribing the pressures
which initiated the recent rise in the general price level,

This rise began to show up at the wholesale level in mid-1955, and by early 1956,
prices of consumer goods and services began moving upward. While the whole-
sale price index has been relatively stable since January, the consumer price index
‘has continued to move upward. Now, what has caused this rise in our price level
particularly during the last year? This is the question with which we are all
understandably concerned, and to which I want to respond here. ‘

WHOLESALE PRICES

During late 1955 and 19566, price increases stemmed basically from a massive
increase in capital expenditures. During this same period there was a substantial
acoumulation of inventories, which accentuated these price pressures.

As the accompanying tables indicate, the eapital goods boom which emerged
in 1955 was of enormous proportions. Industrial construction contract awards
had increased 65 percent during 1955. The volume of new orders for durable

goods jumped 34 percent
Percenlage change in new orders for durable goods

OChange during +—
1058 1056 1055 and 1956
Durable-goods industries, total. .. .o eeeeee oo Im .0

Primarymetals. ... iranecaaecrmaaaa 32 -1 1
Fabricated metal products........... 20 0 29
Maehinerys. .. ... ... - - . 37 +7 47
Transportation equipment... . 55 ] iw
Other durable goodsd.......c.ooniiiimeiiinaaeans 12 -1 11

1 Change between fourth quarters 1954, 1035, and 1956
1 Includes ¢lectrical machinery, L
'lu‘n Includes professional and sclentific instraments, lumber, furniture, stone, clay and glass, and misoel-

" Source: Office of Business Foonomics, Department of Commeroe,

_ Though shipments increased very sharply, the backlog of unfilled orders
“mounted rapidly for the hard-goods lines generally during 1955, and continued
to move upward through most of 1956. Indeed, by the end of last year the
backlog of unfilled orders was equal to more than 4 months of shipments at the
- December rate, and was 34 percent above early 1955 levels. The magnitude of
' these rapidly mounting demands,. concentrated in such a short-time span, led to
- & sharp rise in the price of producers’ e%uipment and in the prices of materials,
.domponents and supplies used in durable goods manufacturing. . These price
~advances, {ou will note, were much greater than those for products less directly
related to this capital goods boom. « ‘
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Percenlage: changes in unfilled orders—Selected dates, major durable goode industries

.

{Peroont)
From Jan- | From Jan. | Fiom Jan. | From Jan.
unry 1055 | uary 1950 | uary 1058 | uary 1907
to January | to January | to January toA;\rll
1938 1087 1087 1087 ¢4
Durable-goods industrics, total......e.nneeeee...... 20 1 3 -3
'f'rlmarymntnls..“ " 7 &ﬂ 42 -3
Fabricated motal produets. .. .. ovovueeneneannennns 2 9 37 ~1
Muchlne:;y:di it hvaeam-sndeecnnunnes ';‘3 {3 g -§
Trangports uipmont..... dsbpsenamterusarans , -
ot or'?l(:lrmb@ S?)ds Industles 3....... revbeaaca anae -3 Y] 0 -0
Seleg{ vommoditioa:
aflroad passenger oars. ............ vaarecananvinan +5 +5 +10 -3
Ratlroad frefght 0ar8 ... oo eviiiie e cieinesae 4078 - 4409 -8
Rallroad diosol and dlese] electrie locomottves.. .... <476 ~-f) +07 -8
: .} Praliminary

? Includes eleotrlcal machtnery.
! Inciudes pmmtpnal and sclentifie instruments, lumber, furniture, stone, clay and glass, and miscel-

anéous,
Source: Office of Business Economies, Department of Commarco,

The course of this rapidly accelerating oapital goods boom during 1955 can
be traced in the various lists of shortages published from time to time by the
Association of Purchasing Agents, At the beginning of 1055, only nine items of
basic materials were reported in short aupplf'. This list built up persistently
through subsequent months until by March 1956, 17 items were listed in short
supply: aluminum, celicphane, cement, copper, nickel, paper, solenium, steel

“products, titanium dioxi ebsteel pipe, steel plates, structural steel, steel shapes,

stainless steel, synthetic rubber, methanol, and newsprint,
This list is, of course, illustrative only. The basio pressure on resources was

| being exerted by the rapid inorease in capital outlays generally, and the even more

rapid increase in new orders, unfilled orders, and industrial construction contract

“awards beginning in 1985,

The inoreased prices of materials, components and supplies led to cost increases
for producers of other goods, such as consumer durables. Consequently, even in
lies of industry where demand was not rising so rapidly, some price increases
ocourred, as producers passed along at least some of the increased cost of

’ materials.! _

! In two major areas of tho economy, sutomobiles and home-butlding, production was actually declining.

. ‘Thisofset some of the pregsure built up by the demauds for plant, equipment and inventory; crude material
prices never climbed much above thelr late 1955 peaks although somifabricated materials and components

e

t

" oontinued to rise,
Wholesale Price Index
(1047-492100)
Points change in the index
Price ’ . ' ;
. mp . : From Janu- | From Janu-
ary 1058 to | ary 1057 to
January 1057 | April 1957
Alftems. ... GeacsntansarsraranEsnsanane . - +46.8 B 10.8
 Farm produetS. .o cnnneieierdaaneen , oen - _Ig:g< ,!.‘8
. Allother (industrial) ..o ooonrens e e—— 10.0 "0
- Selected &u&n ollndus%rlal prices: L + T
- Rubber snd rubber products. . : o deccmcnanes +8. 3 -0, 8
. Pn)a.bpaper. and produots...... . : . © 4412.8 |- 0.1
. Me andmmatald mprodﬂ“nets..m ‘ eup ‘ l%% s-ﬂ
. U - .
: »v~mmﬂmh,}%,.;... e +10.0 S+

i — .
N
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* Not only dldr&ricee of materials and supplies inoreass, but labor costs rose sub-
atantially In 1956, 'Wage increases were sizable and output per employee man-
‘hour fatled to rise appreciably in 1956, so that the higher wage costs per hour
were more fully translated into increasing costs of production, ' L

CONSBUMER PRICES

Consumer prices fgonorally did not begin to rise until eurl{ 1956, and con-
sumer cormmodity prioes (aslt}e*from food) did not increase until mid-1966. - The
rise in consumer incomes and in the demand for consumer goods was substantially
Jess than the Inorense fn demand for capital foods. In general, the supply and
capacity situation was also easier in the case of consumer goods, However, risin
.employmont and wage rates led to an Inorease in disposable income of about
-percent ger.year between mid-1955 and early 1057, And this was lm‘fe enough to
permit the pass-through to consumers of increases in the wholesale prices of many
-consumer goods. . ‘

. Consumer Price Index :

' Percent chmgé ' ‘

Price group June 1955~

December
mber l%A))dl -
1056 195

I o 0o o0
~300dn 00O ~3 00
PP RNBOOO

M, .

1 December 1955 to March 1066 used.
Source: Based on data from the Department of Lahor.

Consumer commodity prices, particularly those of durable goods and food, had
‘been declining for a number of Feam prior to 1955. Retail marzins on durable
goods commodities had ? arently been falling for some time, making absorption
-of further cost inoreases difficult. - v

Services prices, on the other hand, had been steadily rising throughout the
postwar period; many services prices are directly affected by changes in wage
rates without any offsetting effest of froductivit gains, , y

The recovery of farm prices from the low point reached in late 1955, and the
-continued rise in food marketing margins led to increases in food prices esrl(i in
1956. After June, other consumer commodity prices joined in the rise, responding
to a numaber/of influences—the, earlier increases in wholesale prices; rising labor
«costs, scattered increases in State and looal sales and e;wise taxes, and in some
<cages price inoreases (made possible. by the rising level of ¢onsumer incomes).
In 1955, and again in 1956, the introduction of the new automobile models at

her prices also provided additional consumer price increases, although the
actual amount of the increase to the-consumer varied from place to plade, and from
time to.time, depending on the defme of dealer discount;x:f. ~

With food and other commodities beginnin%to rise, and prices of services con-
tinnin% their rise, the whole Consumer Price Index moved up in 1956. Despite the
stability in wholesale prices during 1957 to date, consumer prices have continued
to increase, reflecting earlier rises in wholesale prices, a further increase in food
prices, and the steady. climb of service prices and rents, evidencing the normal

ag in the effective timing of this pattern. =~ ... ..

THE PRICE SITUATION m w8 T

The major factors which led to the rise in industrial prices, beginning in mid-
1955, and to the rise in consumer pric%eg beginning in- qear}y 1956, were substan-

, ftia'lll%el‘nodiﬁed dtiring the first half of 19567, -

most: eignifioant fontured of. thio: firat half of 1057 have,beeri: . 1.
1. The slowﬁ%ﬁ ap of‘ th’g ra) oiglefsmeﬁﬂeagn pﬁsht mu{1 gq?ﬁpmsn@ expeedggna
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.9, Tho deoline in inventory investment, from an annual rate of 84,1 billion in
tho laat quarter of 1086 to a—81,2 billion rate in tho first quarter of 1057,

3. An apparent resumption of gains in output per man-hour, aftor a year in
which only small inoroases were fortheoming, Although wagoe rates have con-
tinued to riso fuirly sharply, the higher output per man-hour has lessoned their

imlmot on cosata of production,
. Qrowing froduotlon and stooks of many raw matorinls, among which the

moat important are the nonferrous motals-~copper, lead, and sine.
As a ponsequonoe, wholesalo prives stabilined during the first 6 montha of the
oar. Consumor prioes, howeover, continued to inorease, rofleoting the norinal lag
earlior inorenses in wholesale pricvs, & sonsonal upturn in food prices, and a

continued upward movement of sorvice pricos and rent.
The backlog of unfillod orders in some linos ia docroasing and the pressure on

deliveries and shortages is deolining and, in many oasea, has almost entiroly

dlaappomed‘
hether this is evidenco of tho effeotive restraint on inflationary pressures by

the poliocies we have pursued, it is, as yet, too early to tell, but it may bo that the
natural correotion is just beginning to omorg~. If this proves to be the ease, our
floxible policies will take it into account as soon as the ovidonee is dofinite,

Senator Kerr. Lot us go now to your statoment, Mr. Scerotary:

“We have reduced Federal expenditures,” is what you say. Do yvou
have the figures there for 1053, which you reforred to as one of the bad
exnm};!os of Federal oxpenditures duo to the obligations left by the
preceding administration?
Secretary Humpuruy. The actual exponditures wore $74,274 million.

Senator Kurr. How much?

Secretary Humenrey. $74,274 million.

Senator Kurr, Generally $74.3 billion.

Secretary Humpungy. That is right.

Senator Kerr. How much of that was for defense? You have it in
your statement there. Do you recall vour statemont?

Secretary HumpHRrEY. Let's see if I can find it. Yes, here it is,
rig%t here. |

here wore $50.4 billion, )
Senator Kerr, Leaving an expenditure for all other items of how

'much?

Secretary Humpurey, Well, what was it?

Senator KERrR. $74.3 billion and $50.4 billion.

Secretary HumpHREY. $23.9 billion,

Senator Kerr. $23.9 billion, approximately, was it not?

Secretary HumprREY, Yes, sir; in round figures, $24 billion.

Senator KErr. What was the total in 1954?

Secretary Humparey. Well, what is your total—

Senator Kurr, You had that at the bottom of page 10. It was
$67.8 billion total. And at the top of page——

Secretary HuMpHREY. It is $46.9 billion. What was the total?

Senator Kerr. Your defense expenditures. were $46.9 billion.

Secretary HumpHREY. What was the total for the year?

Senator KErr. $67.8 billion, according to this statement, leaving
a net of how much, leaving expenditures for other—— -

Secretary HuMpHREY. About 21. ,

Senator Kerr. $20.9 billion. -

In 1955, the total was what? N
.. .Secre HuMPHREY. 64.6. . o Qe

Senator KErR. Defense expenditures are how much? .- = .=~

Secretary HumpHREY. Let'ssee, this is for what year? :~ -

" Sendtor KerR. 1055, A

¥
{
i
i
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Secretary Humpungy. I do not have the 1055 figure there.

Senator Kenn, Ho has it thoro,

Secretary Humpnnny, 40.8.  $24 billion.

Senator Kerr, How much?

Secretary Humpnnrky, $24 billion.

Senator Kenrn, Imnvmg $24 billion for othors.

Secrotnry Humenney, That is right.

Scenator Kern, Woll then, in 1085, your expenditures——

Secretary Humpnnrey, That is 1965, 1 beliove.

Senator Kernr. In 1956, your expenditures for other than defense

requirenients wont ahead of the horrible example of 1953, did it not?

Seeretary Humpnney. No, they were just about the samo.

hmmtm- Kenr. I thought it was 23.9 and 24,

Secrotary Humparey. 1 dropped the tenths. It is 24, I just

rounded thom 24 each,
Senator Krri, Well, it is $100 million, according to what you gave

me, and I do not WA e

hmouu-y Humpunry, I just dropped the tenths off in mine. It
you put the tenths on, it is 23.9 and 24,

Senator Kerr. It would be $100 million more.

Secretary Humpuriy, That is right.

Senator Kern. In 1956, your total was what?

Secretary HUMPHREY. 66.5.

Senator Kerr. And defense was what?

Secretary HuMpHREY. 40.6,

Senator Kkrk. Leaving a net of how much?
. Secretary HumpHREY. 25.9.

Senator Kirr. Now, that was 82 billion above the horrible examplo
of 1053, was it not?

So(-rotarv Humpnrey. It is $2 billion above 1953, yes.

Senator Krrr. Now, in 1957, the total was how much?

Secretary HumpHREY. 68.9.
Senator Kerr. Lot's add to that 68.9 the amount we spent for

roads.

Secretary HumpHREY. I do not know what that is.

" Senator Kurr. Well, he has got it there for you. It is in that
document you have referred to, the President’s Economic Report, -

Secretary HuMpHREY.. The actual expenditure,
Senator Kmm. It is exther the actual or the estxmate of the Budget

Bureau. -
+ Secretary. Htmmnnv This:is’ for 1956 you are talkmg about?

Senator KERR, 1957,
" Secretary HUMPHREY. 1957 Well you see, you have gotten an
extra expenditure for 1057,

- Senator Kerr. He has 'ﬁx the ﬁguro there.
" Secretary - HumpHREY. The defense for 1957 was 41. It is 27 9

without the roads hand wo will: havo to see what the roads-—-——

Sanatov Kerr. How much?
Secretary HumprREY. 27.9 thhout the roads and we will hsve to

add ‘thie roads, whatever the right figureis, . . .
Sem'tbr Kxrr.: Well: n&:m*t ido you not have the Treasury Bulhﬁin

thevé?:: Does that not give:t? .. - a1 o
It is $1.15 billion, is 1t not, plus 68.9, is $70 05 bxllion. o

3 Séwétﬁrymwmam{”ﬂ‘mtm29m Jayr opeg .. u‘-?;zw .
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Senator Kerr. $20.05 billion?

Secretary HumpHREY, That is right.

Senator Kerr. In other words, in 19567, your expenditures, other
than roads, was how much more than 19563? :

Secretary HumpHREY. In 1953, it was 24.

Senator Kerr. 23.9. Let’s keep it the way it is,

Secretary HumpHrEY. 23.9 and 29 billion, |

Senator Kenr. That was $5.15 billion more, was it not?

Secretary Humpurey. I put that——

Senator KErr, That was the excess of expenditures of 1957 above
1953, was it not? |

Secretary HuMpHREY. 1953 is 23.9.

Senator Kerr. 23.9.

Secretary HumpHrEY. And dyou want to drop off that zero?

Senator Kerr. No, a hundred million dollars is not an inconse-
quential item.

Secretary HumpHREY. If you want to put it all on, $5.050 billion.
" Senator Kerr. $5.150 billion is the way I get it.

Secretar%HUMPHnEY. $5.150 billion.

Senator Kerr. Yes.

Now, in 1958, the estimate is what?

Secretary HumpHRrEY. 71.8.

Senator Kerr. Plus roads.

Secretary HumPHREY. 1.8.

Senator Kerr. Total?

Secretary HumpHRrEY. $73.6 billion. :

Senator KErRr. Your estimate there, I believe, in your statement,
for defense was $43.3 billion. :

Secretary HumpaREY. I think that is right.

Senator Kerr. Leaving a difference of 30——

Seqretar HuwmpHRrEY. 30.3. , o

enator Kerr. 30.3, or how much more than the 1953 nondefense
expenditure? . ‘
cretary HuMPHREY. 6.4.

Senator KErr. That is right. .
Now, you told the chairman here the other day a number of times

that your defense requirements. were as great in 1957 and 1958 as.
they had been in 1952 and 1963, did you not?
Secretary HumpHREY. Expenditures? '
Senator Kerr. No, re(%irements, the problem of defense.
Secretary HomMpHREY., Well, I do not know: quite what you mean,
the problem of defense. : :
Senator Kerk. Well, then, we will skip that because I do.not want
to get into something that you do not know anything about. »
o you think, in view of the fact that this nurrent fiscal year yo
sre spending $5.150 billion more for nondefense items than were spent
in 1953, and that in the 1958 budget you have estimated $6.400 billion
more, that you can accurately say that you have reduced Federal
expenditures? = - . . . . .
etary HumpHREY. Well, the figures are accurate, Senator Kerr.
You'deduct the figures, and theg are less total expenditures, Govern-
ment expenditures are less. ey have gone up-in some. directions
and down in othets, . - - - . om0
Senator Kerr. Then you want to stand .on the exact:Government

expenditures? \ i
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Secretary Humprruy. I will stand on the figures we have.

. Senator Kerr. I say, you want to stand on the exact Government
expenditures?

ecretary HumpHRBY. I say more money was spent. m 1963 tha.n is

estimated to be spent in 1958. ‘

Senator Kurr. Well, do you have somebody there-—-—-—-

Secretary Humprrey. And more than was spent in.1957 or in 1956
for which we have actual figures.

Senator Kerr. Have you got a man there who can gwe us, thon,
the actual Federal cash expenditures, year by year?

Secretary HumprrEy, I have got it the way they are pubhshed

Senator Knrr. I say——

Secretary HumMpHREY. Sure.

Senator Kerr. Have you got & man who can give us—you want to
be technical.

Secretary Humparey. No, I do not want to be technical, 1 just
want to take the figures as they are published. That is the on]y

thing I know of.
Senator Kerr. Do you want to take them as they are pubhshed

or as they are?
Secretary HumpHrREY. We publish them as nearly as they are as we

can,
Senator KErR. You reall want to take them as they actually are?

Secretary HumpHREY. 1

Senator Kerr, Well then, su pose you ask him to give us the cash
income of the Treasury and the cas outgo for each one of these
fiscal years,

Secretary HumpHREY. We can get the cash ﬁ%ues for the past.
years. Now, you cannot get them, of course, for the future years.

Senator KERR. You see, these figures, Mr. Secretary——

. Secretary HumpHREY, We can g; e them for the past years.

' Sénator KeRrr. These figures, Mr. Secretary, you give us are not
the actual cash figures. | :

Secretary Humpargy. They are published figures. .

Senator KERR. I say, but they are not the actual cash figures.

Secretary HumpaREY. They are the budget. we give you, and what
I have p i){orted to give you are the budget figures. -

. Senator Kerr. But they are not the actual cash figures. -

Secretary HumparEY. Well, you want to add in—what would you
like to have added in‘or subtracted?

Senator Kerr. I was just. trying to give you the benefit of the besb.
interpretation there is.

Secretary HuUMPHREY. Well, the best mteriretauon I know of i8 t.o
take the budgets as they are prepared which is what. I was t.alkmg'
about. If you want to talk about somethmg else———: =

Senator KErr. You made the statement that you paxd out 37 1
bllhon in interest this year. .

~Secretary HumpHREY. That is t.he budget estimate.

. Senator Kerr. That is the statement you made. . . .

Secretary HumpHREY. I say it is the budget estimate. : Ie has not--»
the year is not completed; and I do not:khow. exactly, tor t.he penny, :
what itis'yet, and fou do not know; either. " .

- Senator Kxrr. I'know what your Treasury has estnmated G b

Secretary HumprreY.: Well, all right. I know what I estnnate.

i
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Senator Kurr, Your Treasury has estimated—— : :

Secretary HumpHREY. I do not know what has actually been paid,
because we have not finished the year. : ,

Senator Kerr. How much will the Treasury, in your judgment,
actually pay out in interest? -

Secretary HumpHRBY. $7.2 billion is the budget—— :

Senator Kerr. I am not talking about the budget estimate. I a
talking about your estimate of the actual cash interest you will pay..

Secretary Humpnrey. Well, how are we going to know until we get
to the end of the year? We can guess: \ .

Senator Kerr. Then we will take last year. Where is your state-
ment of what you paid last year. What page of the statement is that?

Secretary Humrarey. That figure is not in the statement.

Senator Krrr. Oh, yes, it is. . ,

Secretary HuMPHREY. 1f you will turn to page 3 of the book——

Senator Kurr. I am talking about your statement now

Secretary Humparey. Do we have a figure in the stalciment of inter-

est payment? )
Senator Kerr. Total computed interest cost at that time was

$6.2 billion. .
Secretary HumpHrEY, All right, what page is that?
Senator Kerr. That is page 13.
Secretary HumpHREY, There it is, $6.2 billion; that is right. ..
Senator Kerr. Did the Treasury pay out $6.2 billion interest?.
Secretary HumparEY., This is 10567 coe

.Senator Kxrr. Yes, sir. . o - .
Secretary HumpHrEY. The net computed interest rate-—you. sve,.

that is 1953, if you read the sentence, Senator.
Senator Ksrr. Then 19566, $7.3 billion.
Secretary HumpHREY., Yes; $7.3 billion. :
Senator KErr. You have got the record on that, have you not?
We will take that. That is behind you, is it not? That wes last
ear. H—
y Secretary HumpHREY. That is an end of calendar year figure——
Senator Kerr. Is that $7.3 billion-—— o
Secretar%HUumnnY; That is & calculated rate.
Senator Kerr. All right. SRE
I want to ask you, is that $7.3 billion—is that in this figure that you
gave us for what you spent that fiscal year, where is that now? .
Secretary HumpHREY. You see, this is an end of calendar. year
figure, and the other figures are fiscal year figures, so you just have
to adjust for them, that is all. They will come out the same when
you get through, but this is the end of a calendar year and the other
18 & fiscal year. . S .
Senator Kergr. In the total .expenditures which you gave us here:
for these years which are at the bottom of ﬁaﬁlo, i8 that $7.3 repre-
sented by a like amount in the figures at the bottom of page 102 . .
Secretary HumpHREY. Let mé see.. What is it you want to know,
now? Is the $7.3 billion- that was the calculated interest,:is that
included in the figure on page 16%. - * - .. - 1 e o
Senator KErr. The $74.3 billion for'1963. - ... . . ..
Secretary HumpHREY. That part of it, I think the proper answer
to that is.that that part of it -which falls. within the fiscal year~-you

¢
i



FINANCIAL - GONDITION".OF ; THR - UNITED STATES 128

are transposing; you see, from an cnd of .calendar Year rate to 8 ﬁscal
year——is part of it.

Senator KErn. 1 understand but aside from that at ‘the top of
p e 11 you are talking about what happened in 1956,

cretary HumpaREY, It would fit into 2 years, bub bhe total would
be in—

Senator Kxrr. The total woul:l be in either the $66 5 billlon—-—-—-

Secretary HumparEY, That is right, :

Senator KErr (continuing). Or the $68.9 billion?

. Secretary HumparEY. That is right,,

Senator Krrr. Now then, I esked you if you actually pmd that
87.3 billion out.

Secretary HUMPHREY We paid actually, ‘the fiscal year that s
ﬁlxlnshed is 1956, we paid $6.8 billion in that year. The estlmate for
the—— , .

Senator Kurr. Calendar year 19567 ’

Secretary HumpaREY. It goes into 2 years. .

Senator Kegrr. I know it does, Mr. Secreta

Secretary HumpHREY. And one is $6.8 billi on, and the other is
$6.2 billion. And $7.3 billion is what we were estimating., .

Senator KErR. You mean you changed your estimate of what you
paid last year since you were here the other day?

Secretary HympurEY. No. What we are estimating here is that
we will pay out this year $7.2 billion. .

Senator Kerr. I am talkmlg about what you paid out in 1956

Secretary HumpaREY. Well, you have got it in two 6 months. \

Senator Kerr. I an not trym to argue with you about it, What
I am trying to find out is, you said the $7.3 billion referred to here on
page 13 was reflected in full in the statement in the ﬁfures on page 11.

. Secretary Hui pHREY, It is reflected in two sets of figures, yes, sir,

Senator Kerr. Now then, I am asking you if that $7.3 billien is
paid out by the Treasury in cash.

Secretary HumpHREY. Well, the $7.3 bllhon is a calculsted rate for
the end of an annual period.

Senator KErRr. Yes, sir.

Secretary HumMPHREY. The other ﬁgums are actual er estimmmted for
a fiscal year period.

Senator KERR. But they are expenditures, you said.

Secretary HumpHREY. That is right.

Senator KeErr. The point I am making is that you suid nes npend
$7.3 billion interest last year. -

Secretary HumpHREY. Here in the calendar Fear, they ha = gone
back and figured it here into a calendar year, of. expendivares in
a calendar year, which is part——

Senator Kerr. How much is 4?

Secretary HuymPHREY. In the calendar 1956, it is $7.022
billion. And that is what was actually pum calendar year which
is & part of 2 adjoining ﬁscd \

Senator Kerr. Now, Mr. Semuy is it not a faet that you do not
pay cash to the trust funds?

Secretary HumpaRRY. We do not pay cash to the trust funds. ‘ve
sell Londs to the trust funds.

‘Senator Kerr. You do_not pay them interest in cash, do you?

Secretary HumpHREY. It is a credited account.

93638—8 T8
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- Sonator Kxnn: -Well, you do not pay oash, do you? -~ -+ -+

Seorotary Humpinay, No, It is s oredited auqmmt. LAk

- Sonator Kunni So that soven polntusss. " AT

Socrewir( unpiney, But {t hus to be chnrged against TR
& xNn.: 8o sotually, the interost on the Faderal bonds m eho
trust accounts is ﬂg red on an acorual busis?

Humpiney, 1t is & orodited doeount, e

Sonator Knnn. So you did not spond that money, did you?

Socrotary Humennsy, Well, we owo it, -

Senator” Kxnn, I undorstand, But you told meé hoto that bhese
figures you gave mo wore oash outlays,

Seorotary Humennxy, That ts vight. This In the total umount of
lntmst that we are oblizatad to pay durlng thoso 12 mohiths,

Senator Knrn. I understand that. ' But you told me those figiuris
you gave this committoo hore of 800 billion and 808 billion were
cash outlays,

Seerotary Humpnnry, Woell, thc oro onsh obligations,

Senator Knnn, Woll, that is not the same th ng, Is it? Did you
not. tell the chairman hevo ly;emrdnv that that 810 billion worth of
gold down youder, although it belonﬁm to somobody olso if thuy
wanted it, was ours until they wanted

Scerotary Humenniy, No;i I dld not toll him that, any more than
I told the things you aro saying.

Senator Kxrnr,” What did you say to him? ‘

Seoretary: Humpurer, I have a' statoment for the chnimmh on
tho gold. I said that we had the gold, that there wore some: tlaims
against the gold I\m. liko thero are claims against dopos:tn in ) bunkf
And T explained it oxactly that same: way.

Senator Kxri, I am just trying to got into the record what the
actuality s, You snid that thoso figures were acmul cush oxpondxtures.

Secretary Humpitrry: Cash obligations, -

Senator Kxrr, Well, thon I asked ‘you th, tho actusl " casli

ditures were. -
retary Huumnmv Well yOu are nskingn»—-you see, t.he trouble‘
Senator, is, what you are gett,m all mnxed up about jg——— -

Senator knnn I am not getting mixed up. You areé right about
the situation but wrong about, t.he xdentit.y of tha fellow who is ift
the fix. [La\ifht-er]

mtm UMPHREY, No, I am sorry, you are the one: who is
uuxed up, because {bu are trvmg to ask it in two —~—' - ‘

Senator Kerr. You said: ‘We have. reduced Fedeml expendxttires*”

Secretary Humpharry. That is right. '

Senator Kxrr. And-then when prassed you mi it yoﬁ said you
were talking about cash expenditures, - -

"«mmtaryxﬁumnnnr at is right, eash bbhgatwn expendftures

Senator mus No. Cash expen itures:| -/ e

mﬁnm 'Woell,  cash e’xpendxmrea aré all me same‘“

Smnawrki k. No, they are not.: ! Vit y:l et w‘ caud

Becretary HuupHnEY. Ttis'a budg%wd expendituré AT

Senator Kerr. It is not. I do’ not know'tnich, but’ I khdw‘* thets
is a ot of difference between: "makiug‘ "ﬁote uﬂd gWing & alpso

[Laugtter.] e |
Hyuprrzy, Wo are:not making notes oF gi{'m ‘lﬁhwks'

htlu-pameuhtcm v IR T I BITIRETAYE ) QRTINS N
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e seqator pRR, I said ouras tes for 1967 and 1958. o
o sald y ;mﬁem‘
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Senbtor Klmm 'Oh, z‘ol owm. it el gl s
- Seoretary Homrnny R R T )
m«m i ?xmu How: wr you hove aﬂ nxpeﬁdimu without'pnetin
0" o TR IR RN ,L;
1 tmy, how can you: mskb tn axpendlpnu withouﬁ pubm:out thp

cash? ;
Boototary Humpunxy, lf you luve un obliguuon, you hovo’ an

obl ation to pay -t - DN LTI DT
nator m'&i That s rlghe. And whun yon pay iv, it bwbmu an
ex onditure, G e
gooromy Humengay, If you muka " u(:te aud pay ftho oash. md
take the cash out, you have covered it the same way, gl
Senator Kunn, You remind me of & fellow who'had 4 #one; iand: tho
old man d led, and thoy wantod to help him'some so, he could get-
into the next world, ‘So they decida to give:-him $120 apieds. . An
the 3 oldost ones cume. up: and lald $126 each: in the .casket, and-the
fourth ono came along and put in his check for 8600 and ft mw the
0476 cashi' [Laughter) - RN cri,
.. Secrdtary Humparoy, Now, I do not know whethcr that ndiﬁu
him to be a Sonator or the Bocretary of the Treasury. un&a r.)
. Sonator Knxm. It will make him eligtble to’ got o ¢ mﬂ.

ughter.

(Lgegrem ‘Humrunroy, He surd should be one phwa or thu other
Senator Kenr, That is right, . L

‘ Nl%v;b I think your Treasury has & rocord ol youv aaunzl cuh inoomo

or - e g 1 Cep by

Beorotary Humpnnuy, Oh, yes, wo have it/ - ? el
Senator Kunn. To the extont.of 877 billions . {5151 [t 1+
Secreb Humpnnrpy, We haye all the records, und 1! oy mll just

tell us exattly what you want in-new sets of coﬁxbina s, we will

ﬁgure out any combination you pro and give you the ﬂgum. ‘
‘Senator Kxnn, I am trying toget it on the basis of cash expenditures.
Seeretary Huumnnv. You just give us what yoh want; and 'we will

ob it
. Senator Kman. 1 would hke to bave ‘you hﬁng hm 8 ubuhuon of

Fedoral' cash expenditures,: by program, an h rezeipts
fiscal years 19;(’)‘5" 1951 10632, 1963, 1954, '1955; 1956, and. ymir gm-
“réeo estimates. for 1057 and 1968, shomng these items.

.HyMpPRREY.. How can we 8 cdsh axpmd:tum 101' Y
a8 not: etbome  All we: can rfoumukemuumnte v

Senutor Kﬁmm .sald your estimates, . ,
mﬁmur‘. If you want estimatea—-—-—-

0

Humrearny. I did not you say tha N
" Senator ErR; I will tell you, you make a nnstake when you try

- to. ﬁgurevutewhat I anmrgoing to'say'and then answ it on
+ Secretary: Humpurry, - No,-I amyt'rymg to hear. eg H% is yolf want
exaocly, andw usayftemtly, wemltgetxt s ’
-~ Senator Kprr| What-years did I'give you? Copemewwnor o

- Senafor
the esmmum for -1
", Seoretd

- Sedre Hmcpxnnv «You wanb 1t from 1951 to vhat?
éth 1-950' 5114 1%2. 199539 1954: 1955; ’956 Gﬂd

Y i r«:»,«

Htmnut. _ rlgh& LR
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Senator Kerr, Including these.itoms: Major national seourity, in-
ternational affairs and finance, retirement and insurance trust funds,
‘agrioulture Bhd egricultural resources, interost, highways, -public’ as-
sistance, natural resources, housing and community developmenb
pilblic edwoation, public health, veterans® servicege— - - .

Secretary Humparey. Not quite so fast. S

- Senafor; KERr. Veterans’ services and benefits, and others. - -

Secreta HUMPHREY. What do you mean, “ot.l’lers"? : e
1 Senator KerR.. That is the way'it is- tabulated in. the chart I have
here, which would mean all others.

L %gcmt;t'my Huupnnnv. Wh.ich ‘are the, same. thmg, compnrable to
others.

. Senator: Kmm. Whlch would mean sll cash expendltures not in-
cluded in these separate classifications. =
t Secretary HumMpHRBY. Yes.. :
~ Senator KERR.: Gmng the total cash expendxtures and the total
-cash receipts..... -

Secretary Humpurey. Then what you want are the things that
:checks were actually written for or deposits that were actually made
in a bank, regardless of what was owed either way; is that correct?

.- Senator KErRr. What I want is the total of cash expendxtures and
the total of cash receipts.

‘Secretary: HumpRREY. Actual cash transactxons, regardless of obh-
gatlon durmg the period.

Seuat.or ERR. Yes, sir, - 3

Secretary HumpHREY. All nght

(When the following was subsequently subxmtted by the Secretary,

xt was discussed further. See p. 200. )

AEREARSY

f' de‘{ @h pazimom to the pubhc, (m propram. Jfiscal y«m 1960—58 e )

{In millions of dollars] e
C romimy | s | e | asss | s | 10b4 | ess | sess a7 | 10081
mmrmumalmmtym 38118, | 22,630 | 44,181 00,807 | 47,064 | 40,781 | 40,771 | 41,108} 4,61
wesevesgrgeeee] 487D | 8406 | 3,008 2177 1,005 2,008 1,600 | 3,87 | 202
\'otmlmioeu d Bénw 4-'79“__! 5,008 - 5 _;'“ ol
Au‘l%ultu \.-;“-&-..4.., it 9,278 | 5,993 | 57561 4,883 .4,003 | 5057 &m B4 ] - 5,048
TOSOUT088. ... .e.s...| 3, 848 1,188 | (2,088 | 2001 [ 4,435 | 5,020 |.. 4601 | 4800
eotetigimedunncnrsas AEn| AL G181 TS| E®E) 4o | BIES AW §4e8
rance trust funds | 3,368 | 3,007 | 8815 | 4,780 | ‘Coss | 7467 ] Soma| o 10, 850
Publio sssistance ...........| ,135| 1,187 ] -1, 1,332 ] 5489 | 1,428 | 1,487 1,88¢ ] 1,694
.................. 18 | ) i) sl e
Education. 22210110101 B| ‘ol 1| -8 278 %8| 838
T — 48| 48|, 40| 672 -sas|. esr] 783 ].1104 | 1,730
Housing and oommunlty ol N SR NI
Ndovelopmmt Y RSN lgﬂ ,l~861 l% ’ % u}:% 1.33 'ftg "::85{ -'v.ng;i
oclqers..,.-.....,IIZZZZI~IZL 2,258 ‘11'%3 tg00 2582 ] 1,004] 1080 ;.481 L0 | _km
i Totll 'payments to T TR 7 T '“-"."
otal e&" "“f.‘ﬁam" 43,147 { 45,797 | 67,904 { 76,778 | 71,300;|:70, 638 |78 011 | T8, 205: |82, 070
 pabbo b e ) oo | 500 | on0u| 7,d00 | 7 o000 | 7,084 | atiray |85 o
Buoess of recelpts-ar | | |- | o | | | ||
©  payments (—-f ..... -a.m-‘ q.m;, v A0 (B 2T .-»-m 8,702 |: 4478 | 3488|112, 083
b g . S PRI, “ "
i J! . P EPE SN S T :‘;

] ; . i
G‘B {mgﬁ Gowmment m{mcnu th' thL Fedeml emplo retlroment fands ate allmtod to
encle.s and the correct to the cash basis is mMe n ono lump sum as a d?ductlon [LY:T
rMns at- the tom for “other” exmmd g rior yean hoth, quments to the tun na the oor
rection to the cash basis were uded fn “‘other”. e coordingly, the
nndentuod ln comparison'with 3 prior years,
Source; Budget doeum:Ta. i
i .
/ o .
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Senator Kerr. I know you want us to have the acmirate dats.
.- Secretary HumpeREY. Sure I want you to have.it.. .
Senator Kerr. I want to tell you a secret. I want you to have it.
Secretary HumpPaREY. I would be very glad to have it. -
Senator Kerr. When you get it, why, we will both have it. -
~ Secretary HumparEY, It would be very interestmg to have 1t any
way you want to have it.
Senator Kerr.- Now, 'you talk about interest costs. And smce, as
I understand it, accorcfmg to the Traasux;y Bulletin, you. figure it on-
an accrual basis rather than on a basis of cash expenditures, for the:
purposes of our discussion we will keep it on the basm that you ﬁgure t.
at is rn%t is it not, the accrual basis?
- Secret UMPHREY. Y es, sir.
Senator KErr. But before we get to that I beheve 1 will take your:
statement “We have reduced the floating debt.”
i {)f you will, I would hke for you to identify for me what the ﬂoatmg
ebt is:
eaS&acretary Htmmmmr If you will look at my stutement you w1ll
r L]

The amount of marketable, Igublla debt.maturing withi%'a year, plua demand obli-
gations (other than E and H savings boiids) in thie hands of the publlo—-neouritid

which in many ways.are close to cash—

That is what it is.

Senator Kerr. Well now, I have a oom ilation of the' total debt
here, the interest-bearing public debt uly e Oongresswnal Library
Reference Service, and it has these tab atmns, and I think they are
identical with what is in: the Treasury Bulletin.

And, so that we may understand each other, let us together explore
them and see if ‘they are accurate.

Total public issues, total marketable issues——

Secretary HumPHREY. What is it you are readmg from, 80 thst
I can follow it. .

‘Senator Kerr. I tell you itis all in this Treasury Bulletin.: That
is one of the most illuminating and comprehensive compxlatlons I have
ever seen. ' But I am trly]'ing to identify specifically what you referred
to when you said, ““We have reduced the floating debt.”

Secretary Htmpnnmr. All right. I Just want' to be ablb to follow

your figures, that is all.
Senator Kerr. Well :now, you can. give 1t to me 'f‘ 1f Ou would

rathe:Just outline them to me, that would suit the. hat is the Wa,y
ou.
Secmtey:ry Huurarey. You go ‘ahead and see what ;t 18, but I Justv
want to be able to follow, that is all. g

Senator Kmm. Well, you have what you call marketable issues; do

you not? - R ‘
Secreta%Huummmr That:s ht S SE R I ,j""~’
Senator Krrr.: What:do they include? SR
Seoretar&HvuPnnm Th mclude bxlls—--—-- o
Senator ERR All nght Now, we ) are gomg——am bnl]s part of the
floating debt? 5 ' . e B .
- Sevre Hunpnnm. Yéb ' e
Senator ERR What else do they mclude, marketable msues?
-‘Sedretary Humprrey. ) ‘ .;
Senator Krrr. Are they part of the ﬂoatmg’debt? A
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W Huuprnry, Yes. - '
Senator Knrg. What else? Marketnblo xsaues; what else is' m mar-

ketable issues? .-
Secre Hunnmr. Nom thnt oome due withm 1 yeur.

_ Senator Kxrri: Do you call them notea?: -

Seore vannm. That is right.. .
“Senator right. Then that is part. of the ﬂoatmg debt?

; -Secretary: Hvupmmr. That is right. .- That part of the notes. that
ocomes due within & yeari If they come due & ter & yea.r, then they

are not ﬂoatang debt.: ;"
:Senator Knrri: What else m in marketable msuea? What xa meants

by the term “bank eligibles"? ...
Secretary Huuwnm. Well, those are bonds tha.t are elxglble for

banks to purchase

Senator Kmm. But that- is not pert of*the ﬂoatmg debt? . .. .-

.Becretary HumparEY: The. ‘maturities that ocour within 12 months,
of those, are part of the ﬂoatmg debt for the period w1thm whlch they
dito-due within 12 months... : S

Senator Kerr. Then the no?es thhm 12 mont,hs-----—-~

_Secre &HuwnnmtrmA ud the bonds within, 12 ‘months, the mae
;m in

tlmtlee 12 mon
Senator KErr. Of the notes and - of the bank»-ehglble Treaeury

bonds? TN

uSgcrew% ey,.: That is right.; .« I T
RR. Amdy of the bankrrestrxcted 'I‘xeasury bonds? :

. Sgcre uupHREY, Well, we haven’t any pf those.
‘Senator KErR. But, thenu i)e bank-ehgxble:, renaury bonds, xt is
thmlz montha?: jt[ ‘}e EE31 § IERURLES § SR L
Secre HUMPHREY, 'fhat is rlghb S RIS ;... Sl
Senator KErr. That is.part of the ﬂoatmg debt?: o

 Secrotary, FIUMPHREY. . ouhave to deduct from that. auoh of t,hese
gocurities as are ‘held by the Federal Reserve System conlshe

;-Senator Kzrr. You nob owe that? ;

retary UMPHREY. You owe it,: but. 1t is, not, mcluded in what is
l;ng stmg d,e t, Th,ls xp ﬂoamng ;debt in, bhe hands of the
pu ) P ':,'.H
gnawr Knan., Ia;t hat. what, ybur sta.temenb smd? s3] FTRE—
cretary HumpHREY. That is right. We t %
Senator K® Hxn. I beheve the words are “in. t»he;ha.nds o£ the pubhc.”

g vmeaREY. Thet is what a foating.debs isin thq hends,
o pu e ool
. You ig right ip, the atttemenbi uets that way,aMr.

Senator t m e amount o marke Y publwd bm&tunn& within

&;%ena,,wﬁu o IR AN P LA A SN L HOY it LT

ator KERR. 1 have that; but for my own benefit, in ordetr theb
we may understand each other, jam frying to, xdon&xfy || RIRPRVRY
"Secretary HumpaREY. Well,: 1have. ;,mst}gugum 10: you,! an d I
have told you just what to  add .in, and just'what, to deduot. ouﬁ‘,mnd

I am pem%n@ that, it eorxesponds exgotly with what I.saide:
Senator oll me what it was on December 31, 1852 -1 0!t

Secretary HuMPHREY, You want the. ﬂomms debtaas deﬁwdf«an |

mym 6,0 oo Sran cabaiand e i okl Yol A0 it igos
“Senator a1, Lt e o ‘what i a8 o Decemiber. 31,4952,
Secrem W’w tl?ﬁ%&’“&ﬁn by eadd s do e o e

/

!
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Senator Kerr. $74.6 billion? ,

Secretary Humpurey. That is correct. A

Senator Kurr. We can sure break that down, can we nob?

Seoretary HuMpPHRBY. I think so. . ,

Senator Kprr. All rig

Now tell me what that $74 6 billion consisted of.

Secretary HUMPHREY. Just. & second untxl I read across the right

line, This is 1052,

Senator Kxrr. Is that December 31 1952? Lo

Secretary HumparEY. That is right. :

This is the end—this is December 31. ' -

And the under 1 year——

Senator Kurg. The $74.6' bxlhon total is what I want to break down.

Secre Humprrey. That is what I am going to nge you.

Senator Kerr. All right, give it to me, ! :
Secretary HumpRREY. It breaks down into. marketable debfr—

Senator KEerr. Marketable . debt Now, wa.xt 8 mmute How

much?

Secretary HuMpHREY, 42.9,

Senator mnn 42.9. What does that consist of? »

Secretary HumprrEY. That is every&hmg that is due mthm a year

Senator ERR What is it? What are t o

Secre HumpHREY. It is whatever they may be.

Senator ERR. You have dgol; the tabulation. .-

HumpaiBY. I not have it tabulated as to spoo:ﬁo

xtems o not have the 42,9 broken down, . .

Senator Kerr. What would they consist of? -

Secretary HumprREY. It consists of bxlls, notes and bonds bhat. como
due within 12 months. : A

Senator Kerr. Bills, notes, bonds, - .

Secre HumpHREY.: That come due: withm 12 months.

Senator Kerr, What is that?
Secretary Humparey. I do not have 1t broken down bet.weon thoee

items,
. Senatar Kern..Is that What it consxsta of? N IS
Secre Humparey, That is correct. Co
Senator Kerr. What is the rest of it? . R TR
Secre y HuMPHREY. Savmga notes,. 85 8 btlhon, R
BRR. What is that.again? « SRR T
HuMpaRrEY, It is 5 billion 800 mxlhon o
»erean ERR. 5,800 million,s - ::: R SRR
HuMPHREY; Thatxscorroct. Ba e e et o
c1¢axmt.ox' ERR. Those notes were due »when? FUTEC I I
Secretar{{HuupnnEY Wxtlnnayean vt il ot
ERR. Within at{e Y ; RS ST
- :Alk:right, what else is in 574 bxlhon? A g

R ITT RY

Huupmr.xzzsofli‘and(}savmgsbondm ‘5{ |

~:Senator BRE:. I and G savings bonds, 22:6.. " - : !
Secre HUMPHREY There might be some Js and E’a«km them;

-

i ‘They: were=sr . givy st AR s o U
Senafor Kgre, F, G J andK O benee
Secre HUHPMY. F; G{ Jj and KX T A ';uism
Senator KErr, What else

Secretary HUMPHREY. stcellaneous debt, 3.4.
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Senator Kxnr. What does tsha,t “miwollaneous” mean? - Whut
would that be?
Soeréwry HuMPHREY:: That mcludoa some investment bonds nnd
epository bonds, and Armed Forces loave bonds, and CCC demand
1gations and n.atured debt and debt bearmg no mtemat o
Sanator KRR, All mg , then, -
Now, on May 81, of 1057, what was the total?
ocretnr%HUuPnan Waell, I have 1056, the year 1058, hero
Senator Kerr. You do not have May- 31, 1957? Lot’s take it on
December 31 1956,
Seore UMPHREY Hero it is, right here, I huve got it.
Senator Knrr. All right. What is the total?
.. Secretary Humprriy. This is May 1057. The total is 62 9
Senator mnn 62.9, “'What does that consist of?

Secro HuMPHREY. The first category is 46 1.
Senator mnn Marketable-——
. Secretary Humpnruy. That is right. -

Senator KErr. That is how much?
Secretary HumMpurey. 46.1.
Senator Kurr. All right.
- How much of savings notes?
Secretary HUMPHREY. None
Senator Kerr. None.
AWhat were they replaced mhh? o
Huumnm Well, they went mto the first oategory,
under t.h ills and notes or some of thnse things. -
Senator Kerr. Into bxlls and notes
*:F and G savings? \
Secre Humparsy. 13.7.
Senator mm What became of the rest of thoso?
Humparey. Well, they were paid- oﬂ'
Senator ERR. Paid off?
- Setretary HuMPHREY. Yes. & -
Senator Kerr. Have ot.hor savmgs bonds been issued?
d Secretary HumpHREY. Well, we keep selling bonds, but not of these
asses.
Senator KErr. Not of these: classes. : '
Secretary HoMpRREY. That is ri ht '
bosfln:mr KErr. What was xt. thst dxetmgmshed F- and G- from E-
nds
Secretary HUMPHREY. Well t.hese were the bonds desngned for the
1 investors, and we discontinued sellmg them
nator KErr. Discontinued. '
What about the miscellaneous debt? . oo i
Secretary HumparEeY. $3.1 billion. SN
Senator Kerr. Mr. Burgess here a few woeks ago told t.he ‘commit-
tee that there: was something like 75 or 76 billion, as I recall, of the
Treasury ﬁgebtedness that was. bemg currem.ly reﬁnanced over short-
term
semSecrepe:lary HuMPHREY. Woll we are currently ﬁnanomg all the ume,
tor
Senator KEre. I am )ust. t.ryum to get the total

Tlha
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Secretary Humpurry,; I:cannot tell you what tlie total is. It keeps
changing all the time. You would have to ask me for a period. Ican
find out for any particular period. But we keep financing right along.

Senator Kegrg. I asked him what it was as of that date.

g (?%cretar Humpurpy, 1 do not know what you asked him. What
o 8By

Senator Kerr, He was testx‘fging here in connection mth the
raising of the rate on the E bon

Secretary HumprRrEY. Did he say thore would be approxnmately
875 billion coming due within a year?

Senator Kerr. That is the way I understood it, .

Secretary Humpurey, Well, that is about right for all the market-

ables,
Senator Kerr. Well, according to this, you said on May 31 it

was 62.9.
Secretary Humpnrry, Well, the amounts keep changi all the
time, and you have got to deduct what is in the Federal Reserve, you
see, which I told you in the first plac
Senator KuRR. Well, how much is m the Federal Reserve? .

- Secretar Huupnnmr Ido not. have that.
Senator KERR. How much was in the Federal Reserve on December

31, 19527

. Secretary Humprrey. This is on which date?

Senator Kurr. On December 31, 1962,

Secretary HumpHREY. 1952, We will have to get that.

Senator Kerr. How much have they got now? .

Secretary HUMPHREY. At the end of 1956, it was 24.9 for their total
Governments..

Senator Kerr. I am talkmg about May 31. '

Secretar, H‘UMPHREY I think, Senator, we hud better get these-———-

Senator KERR.

Secretary HUMPHREY I think we had better %;st. these things for
you, because we do not have broken down here what it is as between
maturity within a 1gea.r and after a year, you see, so I think we will
have to get these Federal Reserve h)zn\ree for you and present them

to you.
enator Kerr. That is ﬁne, because we want, to be talking about

the same thin
IfUMPHREY That is right. We do not have the break-

down between the two here.
. Senator Kerr. I would like for you to have them when we meet

agam-

Seoretar{{HUMpnnmr We will,

- Senator KERR. As to the Federal Reserve notes,

Secretary Humpurey. We will.

(Secretary Humphrey subsequently submltted the followmg )

L.
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SRR U.B. Gwmmﬁoannadm, Iab'Mﬂ'
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