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ADVANCE REFUNDING AND DEBT MANAGEMENT

WEDNESDAY, MARCH 14, 1862

. U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:20 a.m., in room 2221,
S(:lqate Office Building, Senator Harry 1'5 B (the chairman) pre-
siding. _ , ,

Present: Senators Byrd, Kerr, Long, Anderson, Douglas, Gore,
Williams, Carlson, Bennett, Curtis, Morton, and Hartke. .

Also present: Elizabeth Springer, chief clerk. . ,

The CrAIRMAN. The committee will come to order. , o

The purpose of this meeting is to hear the Secretary of the Treasury
with respect to advance refunding. L o

You may proceed, Mr. Secretary.

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
. TREASURY. L o

Secre DiLLoN. Mr. Chairman, I welcome the opportunity to
discuss with this distinguished committee the Treasury’s debt man-
agement Eflicies and, in particular, our use of advance refunding as &
tool in achieving our debt management objectives. C

The management of the debt is one of the mﬂor financial responsi-
bilities of the Federal Government and it is, in addition, an important
arm of economic policymaking. If the Federal debt were small, we
could afford to manage it. much like the treasurer of & corporation
manages his company’s debt, without giving much thought .to the
impact of our operations on the money markets and the economy.
This is not, however, the case. The magnitude of the Federal debt
is such that the decisions made in managing the debt can have pro-
found effects on the money markets, on the structure of interest rates
and on the magnitude of the flow of funds into corporate and municipal
bonds and mortgages. Moreover, debt management decisions can
have a significant impact on the liquidity of the economy, on the
effectiveness of monetary policy and on the balance of payments.

All of this means that the management of the debt is a continuous
and unrelenting task. Even in a year in which the Federal budget is
in balance, debt operations on a very large scale must be carried out
both to meet the seasonal financial needs of the Government and to
refund maturing obligations. .

The primary objective of debt management is to assure a satisfac-
tory placement of the debt, and our aim must always be to minimize
the burden on the American taxpayer of the interest cost of the debt.
An important objective of economic policy with respect to debt
management is to help create conditions in the money and capital
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2 ADVANCE REFUNDING AND DEBT MANAGEMENT

markets which are most conducive to the orderly growth of the
economy without inflation. A further objective, now of very great
importance, is to conduct operations in such a way as to contribute
toward the achievement of equilibrium in our balance of payments.
We must constantly blend these objectives so as to obtain the overall
result that most clearly reflects the national interest at the moment,
as well as over the long term.

In seeking to attain these debt management objectives, we are
continually striving to produce a more balanced maturity structure
for the debt—that is, a broad distribution of the outstanding debt
among holders interested in short-term securities, others who want
issues of intermediate term, and those whose needs are for long-term
bonds. ' This will enable us to reach all types of demand for Govern-
ment securities and to avoid the Problems produced by an excessive
concentration of debt in a particular maturity area.

One of the Treasury’s principal instruments in working toward the
needed restructuring of the debt over the East few years has been
the advance refunding. I would like to emphasize, however, that the
achievement of a more balanced debt structure is not an end in itself.
It is a necessary means toward achieving all of the other goals that I
have already mentioned. We do not advocate lengthening the debt
structure merely for its own sake. - If it were possible to accomplish
all of our objectives with a Federal debt entirely composed of short
maturities, our problem, in some res?ects, miﬁht be easier. In that
same light, the shortest maturity of all would be that of printing
money. But merely to mention that extreme result—the ultimate
result of continually shortening the maturity of the debt—is to give
the answer. The eventual breakdown of the entire payments mecha-
nism would be the inevitable end of that kind of course.
~ One fact of life which bears heavily on any debt manager is that
unless he moves in a fairly regular fashion to put out reasonable
amounts of intermediate and long term debt, he will, within the space
of a few years, find himself with a debt that is predominantly short
term in character, and getting shorter every day. In this connection,
I would like to call llyour attention to chart 1. =

(Chart 1 is as follows:) ' o

[d



ADVANCE REFUNDING AND DEBT MANAGEMENT 3

CHART 1
~POTENTIAL GROWTH OF THE UNDER I-YEAR MARKETABLE
PUBLIC DEBT |
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Secretary DirLoN. This chart shows what would happen to' the
size of the under 1-year debt if, beginning today, we were to refund
all maturing securities with 1-year issues during the next 5 years.
With no change in the total size of the debt, the amount of debt
maturing within 1 year would rise from the present level of $88.5
billion to $132.4 billion in 2 years and to $153.1 billion in 5 years.
As a percentage of the ipresent, total of outstanding marketable debt,
this would mean a rise irom 45 to 67 percent, to 77 percent.

Granted that the printing press extreme is out of the question,
why, though, should a concentration of debt in the short-term area
cause serious economic problems? Why are we seeking a balanced
maturity structure which includes reasonable amounts of intermediate
and long-term debt? ' These are the questions I would like to discuss
further before considering the subsequent question; namely, if it
should be agreed that we ought to put out some long-term debt,
why use the advance refunding technique rather than offering long-
term issues for cash or in regular refunding operations? Co

Ofthand, looking at the smooth manner in which our short-term
security operations have usually been carried out, with relatively
little disruptive impact on the money markets, and at interest rates
usually lower than on longer term issues, one might ask why we do
not put the entire Federal debt in short-term securities. . -

e answer is that the short debt only behaves this way now be-
cause we have kept its size down to the present relative magnitudes.

While it is.true that there is a strong demand. for short-term Govern-
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ment securities, the demand is not without limits. If the Federal
Government were to try to increase the supply of short-term securities
far beyond the needs of the economy for this kind of instrument,
yields would be certain to rise sharply. As a consequence, if we were
to concentrate the entire Federal debt in maturities of 5 years or less,
the average interest cost of the debt would probably be at least as
high as it 1s with our present debt structure.

- A good example of what can happen when the Federal Government
pushes more debt into a particular maturity area than the economy
wishes to hold is provided by the experience of 1959. Because, under
the interest rate ceiling, it could not offer securities with a maturity
over § years bearing & coupon higher than 4¥ percent, while the market
demanded a higher rate, the Treasury concentrated all of its financing
operations from April 1959 through March 1960 in the 5-year-or-
under area. During that Feriod you will recall that the debt increased
by $9.1 billion. - I would like to call your attention to chart 2, which
shows the effect on yields of this concentration of relatively short term

financing. , :
(Chart 2 referred to is as follows:)
__ MARKET YIELDS ON TREASURY SECURITIES __
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" Secrétary DiLLoN. Chart 2 shows the ‘jl)atte'rn‘of yields oy Govern-
ment securities in January 1960, when short-terni issues from 91-da

bills otit to” 5-year notes weré selling at highér yields than bonds
matui'itg_‘itr, 25 .t'd%a sypai; I nged not remind you that we'liave only
otie ‘outstanding’U.S.' Government ‘Security' bearing & coupon’ of ‘6
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- ADVANCE REFUNDING AND DEBT MANAGEMENT 5

percent.. This was a 4-year-and-10-month obligation sold on October
6, 1959. Without reviewing the experience of 1959 and early 1960 in
detail or the related role of Federal Reserve action and other market
factors at that time, the events of that period provide a vivid demon-
stration that concentrating an excessive amount of Treasury securities
in short maturities, a greater quantity than the market desires to
absorb, produces higher rather than lower interest costs. o
As time passes and the economy grows, the demand for short-term
Government securities for use as hquidity reserves will also grow, and
it would be quite appropriate for the Treasury to expand the outstand-
ing volumes of the short-term Government securities consistent with
this growing demand. During 1961, the outstanding amount of Gov-
ernment securities maturing within 1 year was increased by $10.6 bil-
lion. Thus farin 1962, the under-1-year debt has been increased by an
additional $2.6 billion, We have not been reluctant to increase the
outstanding short-term debt in those quantities which we felt the
cconomy could appropriately absorb, and we will continue to do s¢
in the future. : : ;
Increasing the supply of short-term securities, of course, tends to
put upward pressure on short-term rates. One of the Treasury’s pur-
poses in increasing the volume of under 1-year debt during the past
year has been to do just that—to put upward pressure on short-term
interest rates and, thereby, to keep our short-term rates in reasonable
equilibrium with rates in other countries. The objective was to deter
outflows of short-term money to foreign countries stemming from
interest rate differentials, outtlows which would weaken our balance-
of-payments position. Insubstantially increasing the supply of undeér
1-year debt, the Treasury did help to push short-term rates higher,
as illustrated by the fact that yields on 3-month Treasury bills have
moved up from around 2.25 percent in January 1961 to 2.80 percent
at present. L ‘ . ‘ N
ven if it were possible to reduce substantially the burden of interest
costs by concentrating on relatively short-term security offerings,
which we do not believe to be true, there is a vital economic reason
for avoiding an excessive concentration of short-term debt; that is,
the undesirable effects of such an excessive concentration on the
liquidity of the economy and the effectiveness of monec‘a? policy.
Short-term Government securities are close substitutes for monay.
They can be turned into cash quickly, with little marketing cost an
relatively little risk of loss. A banking system holding excessive ;qlugn-
tities of short-term Government securities will respond only slowly to
monetary controls. ' This means that to achieve a given level of mone-
tary restraint the Federal Reserve would be required to adopt more
restrictive measures than would otherwise be necessary, ' ' = . '

An excessive volume of short-term debt hampers an effective
monetary policy in still another way. The shorter the maturity
structure of the debt, the more often the Treasury must come to the
market in sizable refunding operations. Because of the m?l‘gnitude 0
Treasury, debt operations, it has always beén ' considéred “essentia
that the Federal' Reserve maintain an “even keel” in' the iarket
during such operations. However, if the Treasury is almost con-
tipually in the market, the Federal Rederve will find itself with very
little room to operate in carrying ‘out ité résponsibilities. ‘A balanced
debt structure, which reduces the number of occasions during the yesr
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that the Treasury must carry out sizable refunding operations, will
make for the exercise of more effective monetary control by the
Federal Reserve.

For all of these reasons, it is essential that the Treasury, from time
to time, put out some longer term debt. If this must be done, why
is it often more advantageous to put out longer term debt through
advance refunding rather than through direct cash sales or regular
refunding operations?

There are three important and uniqll_f‘e advantages to the Treasury
in the advance refunging approach. First, and most imfortant, the
advance refunding technique does not immediately pull large blocks
of long-term funds out of the capital markets, funds which otherwise
would go into corporate and municipal bonds or mortgages. What
this means is that Job-creating business investments and the financin
necessary to build schools, roads, other public improvements, an
homes will not be curtailed. Were the Treasury to sell any sub-
stantial quantity of long-term bonds for cash, it would immediately
reduce the quantity of long-term funds available for private invest-
ment and investment by State and local governments and, thereby,
slow down our economic expansion. With the economy still operating
well_l below capacity levels, we believe that this would be poor economic
policy.

Th); advance refunding, however, has the least possible immediate
impact on the current flow of new long-term savings. It merely
changes the form in which old savings are held by lengthening the
maturity of the obligation. New cash funds are not involved, except
to the relatively minor extent that some investors buy the eligible
securities in the market in order to make the exchange, and even in
such cases an equivalent amount of funds is freed for other uses.

By use of the advance refunding technique, the Treasury can
assure the retention of its regular customers for genuine loil]f-term
investments. This is not possible if long-term securities are only sold
as part of regular ref undir:fs since, for a considerable period before the
maturing securities come due, they have become liquid money market
instruments; and their ownership has largely been shifted out of the
hands of long-term investors into the hands of short-term investors
who are not likely to be interested in long-term securities.

A second important advantage of advance refunding is that, through
this technique, a substantial quantity of long-term bonds can be
added to the Government’s debt structure with an absolute minimum
of upward pressure on long-term interest rates. This was the ex-
perience in earlier advance refundings, and it was certainly the ex-

rience in our most recent operation. In last month’s advance re-
unding, we placed an additional $1.4 billion in bonds maturing in
19090 and 1998 in the hands of the public. Yet the level of long-term
Government bond yields is somewhat lower today than it was at the
time we announced the advance refunding on February 15. The
level of long-term interest rates in both the corporate and the munici-
pal bond markets is lower now than on Februar{ 15. If we had
attempted to sell $1.4 billion of long-term bonds in the current market
as & cash offering or regular refunding, we would certainly have put
substantial and immediate upward pressures on long-term bond yields.
_ The administration’s policy on long-term interest rates has been
stated on many occasions during the past year. We have continually
sought to avojd putting upward pressures on long-term interest rates,

. : j
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in order to provide the kind of atmosphere in the capital markets
conducive to a large flow of long-term funds into private investment.
Our debt management policies have been and are being directed to-
ward this end. We feel that our efforts in this direction have been
successful, for 1961 saw the largest combined flow of funds into
corporate bonds, municipal bonds and mortgages in our history; and,
despite this fact, long-term interest rates, on the whole, are no higher
today than they were a year ago, when we were close to the bottom of
the recession, and this is shown on chart 3. While yields on long-term
U.S. Government bonds are about one-fourth of 1 percent higher than
a year ago, yields on corporate bonds are approximately unchanged; and
those on municipal bonds and mortgages are lower. In considering
these results, we should realize that the most important long-term
rates from the point of view of the economy are those for new corporate
borrowing, for the sale of new municipal bonds and for mortgages,
since they finance new jobs and new schools, roads and homes.

A third important reason for using the advance refunding approach
is that it is usually the cheapest way for the Treasury to put out long-
term securities, There is one simple reason for this, When the
Treasury puts out long-term securities for cash or in a regular re-
funding, we must appeal to investors who have complete freedom
of action. They are free to choose among our Treasury offerings
corporate bonds, corporate equities, municipal bonds, mortgages, an
still other alternatives. The yields on our long-term cash or refunding
issues must be fully competitive with these alternatives.

(Chart 3 referred to is as follows:)

CHART 8

LONG-TERM MARKET YIELDS
Monthly Averages 1959-62
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8 ADVANCE REFUNDING AND DEBT MANAGEMENT

Secretary DiLLoN. However, in an advance refunding we are appeal-
ing to a group of investors who do not have complete freedom action.
To move out of their present holdings many of these investors would
have to realize substantial capital losses on market sales. Through
the advance refunding, these investors may extend the maturity of
their holdings without putting capital losses on their books and with
a minimum of inconvenience and uncertainty. It is because of this
special appeal of an advance refunding to those who otherwise would
not wish to disturb their holdings that the Treasury can in this way
put out larger quantities of long-term bonds at lower interest costs to
the taxpayer than would be possible by other means. o

I mentioned earlier that we placed in the hands of private investors
$1.4 billion of bonds maturing in 1990 and 1998 in last month’s ad-
vance refunding. To have attempted to sell such a large quantity of
long-term bonds for cash would have required a greater total interest
cost to the Treasury than we paid in our advance refunding offering.

I would like to present a numerical example, which, I believe, illus-
trates this last point. While the situation is hypothetical, it rather
closely parallels the form of last month’s advance refunding. The
details of the example are shown in chart 4, but I will attempt to
summarize the principal features.

(Chart 4 referred to is as follows:)
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ADVANCE REFUNDING AND DEBT MANAGEMENT 9

Secretary DiLLoN. In the example, we assume that the Treasury
needs to borrow $1 billion in cash and that, to improve the debt struc-
ture, it is desirable to place this $1 billion out in the 1998 maturity
area. We can accomplish these objectives in one of two ways. One
way, of course, is to sell a $1 billion 1998 bond directly for cash. An
alternative is to place $1 billion in bonds out in the 1998 area through
advance refunding and to raise the required cash through the sale of a
short-term issue in the maturity area vacated by the advance
refunding.

We wﬁl assume that the $1 billion of 1998 bonds could have been
sold for cash in the present market with a 4%-percent coupon, placed
at par. In the opinion of the Treasury, this interest cost assumption
for the sale of such a large quantity of new long-term bonds is most
conservative. Even on the basis of this conservative assumption the
total interest payments on these 4%-percent bonds through their
maturity in 1998 would amount to $156.01 per $100 of bonds sold.

Now let us look at an alternative way of handling the situation
which, as I noted earlier, rather closely parallels last month’s advance
refunding operation. It is, in effect, & way of putting an issue into
the long-term area while drawing funds from the shorter term area.
This is done by what some market observers have called “leap frog-
ging.” Not all of the leaps may occur at once; but to make this.
example clear, I will assume that they do. What happens is that a
10-year issue, for example, i8 converted into a 36-year issue; then,
following behind that, a 2-year issue is converted into a 10-year issue.
There are two leaps involved; one from. 10 out to 36 years; the second
from 2 out to 10 years. In effect, the second move has filled in the
space vacated when the first move occurred.

After that, the third step is an easy one—borrow for cash at a
2-year maturity. In the end, then, the Treasury will have its cash.
It will have borrowed the cash at the 2-year rate of interest, but it
will have no more 2-year debt outstanding than before the operation
began. Nor will it have any more 10-year debt than before. The
only increase will have occurred in the 36-year debt. ‘

Now, let me repeat the example more precisely, using issues and
prices now in the market. What we have here is a combination
‘“junior’”” and ‘‘senior” advance refunding. The “senior” portion
involves the advance refunding of $1 billion of 2%-percent bonds
maturing in 1972 into 3%-percent bonds maturing in 1998.: To fill
the 1972 vacancy in the maturity structure created by this “senior”
advance refunding, there is a “junior” advance refunding of 3-percent
bonds maturing in 1864 :into 4-ﬁercent. bonds maturing in 1972,
Finally, to meet the 81 billion cash requirement, the 1964 gap in the
matlrity structure created by the “junior” advance refunding is filled-
by selling for cash $1 billion of 3%-percent notes maturing in 1964. =

Adding the interest payments to maturity on the 1964 note which
we would sell for cash, and the interest payments on the 1972 bonds
placed through the ‘“‘junior’”’ advance refunding and the 1998 bonds
placed through the ‘“senior’”’ advance refunding, we find that the total
interest cost resulting from this three-part operation over the entire
period to 1998 is $145.49 per $100 borrowed. Thus, we would have
achieved our objectives of raising $1 billion in cash and placing
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$1 billion in bonds out in the 1998 area through advance refunding
at a total interest cost during the period of $10.52 less per $100
borrowed than if we had issued $1 billion of 4} percent, 1998 bonds
directly for cash. The total interest cost savings on the $1 billion of
debt over the period would have amounted to $105.2 million.

Moreover, the debt management objectives would have been
achieved without draining new long-term funds out of the capital
markets or placing any overall upward pressure on long-term interest
rates.

The basic reason that the advance refunding approach resulted in
a lower total interest cost to the Treasury is that, in the ‘‘senior”
advance refunding, holders of the 1972 maturities were induced to
oxtend an additional 26 years with a 3%-percent coupon, three-fourths
of 1 percent below the minimum coupon that would have been required
for a direct cash sale of 1998 bonds. In order to induce the holders
of the 1972 bonds to extend to 1998 at 3% percent, the Treasury had
to offer to increase their return from 2} to 3% percent during the 10
years from 1962 to 1972, but this was an exchange that the Treasury
could well afford to make. It represented a payment of 1 percent
in additional interest for the next 10 years in return for a saving of
three-fourths of 1 percent in interest over the following 26 years—a
fair offer but no bonanza. . -

The calculated interest costs and interest savings in the five advance
refundings are summarized in_the tables attached to the appended
correspondence with Senator John J. Williams.

(The documents referred to are as follows:)

U.S. SENATE,
Washinglon, D.C., March &, 1962,
Hon. Dovugras DIuLoN,
Secretary of the Treasury,
Washington, D.C.

My DEAR MR. SECRETARY: In connection with the series of advance refunding
olperations of the Treasury Department, I would appreciate the following informa-
tion:

1. The maturity date and the coupon rate of the outstanding bonds in-
volved in the refunding ot)reration and the maturity date and coupon rate of
the new bonds offered in transfer.

2. The total amount of these bonds of each series which were traded for
the new issue (if more than one issue is involved, give the amount involved
in each transfer). .

3. In connection with each refunding operation, please furnish the total
amount of additional interest which will be paid by the Government to these
new bondholders during the period between the date of the refunding opera-
tion and the original date of maturity of the bonds traded in. - A

What I am trying to establish is how much additional interest the Federal
Government will ying during the next 5 to 10 years above the amount whioch
would have been pald had these low coupon bonds been allowed to mature in a
normal manner. o o o o .

-~ Yours sincerely, - - : R - I

I : o Jorw J. WiLLraus.

IR
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ADVANCE REFUNDING AND DEBT MANAGEMENT 11

TRE SECRETARY OF THE TREASURY,
Washington, March 13, 1968.
Hon. JorN J. WiLLIAMS,
U.S. Senate, Washington, D.C.

DEAR JouN: In response to your letter of March 5, I enclose two tables which
E‘rovide the information you requested on the five advance refundings which the

reasury has undertaken in the past 2 years.

One of the tables presents the additional interast costs incurred by the Treasury
in the five advance refundings. In addition, it shows the intereat savings to the
Treasury in these advance refundings on the assumption that the original issues
are to be refunded at maturity into the issues offered in exchange at today’s
interest rate levels. Looking at both the additional interest costs to the Treasury
and the interest savings involved in advance refundings places the interest cost
issue in its proper perspeotive.

You will note that only the June 1960 and March 1961 “junior’ advance re-
fundings resulted in a net interest cost to the Treasury on these assumptions
and that, in taking the five advance refundings as a whole, these calculations
indicate a net interest savings to the Treasury of $541 million over the entire
period through fiscal year 1999.

With best wishes,

Sincerely,
Dougras DisLon.
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”;m"u-&. 3,738 8 84 314} Nov. 15,1998 38 14 2 1,095 903! 20.3| 30.3 )i L X/ 4.09
"?k?im_ 3,812 9 24 314} Nov. 15,1908 38 14 28 1 1,248 Ln3| 327 B[l 39 414
Total...._.... 12,474 S O, %n 7 3,979 3305) 39| 314 63\ e
March 1961:
”fmw,m 5,202 3 Nov. 15,1967 6 8 55 1,206 1,26 24.6| 259 | oo ... 3.76 3.98
15, 1960-02.| 3,440 1 Nov., 15,1967 6 8 4 11 1,177 819| 341 -302|ccemoe- +4-$0.30 375 | 410
.15, 1963....| 3,971 11 Nov. 15,1967 6 8 4 1,131 8| 25| 263 ... 3.75 4.08
”‘mu,m--- 6,785 2 5 Nov. 15,196 5 8 3 2438 | 230 31| 38| .| ... 3.63 | 4.09
Total......... 19,438 - 4 6,041 5,442 3L1[ 3.3 ) Y. 3 PN U SN
ber 1961: =
“%.m { gxw.xs.mo 19 2 10 8 1,035 589} { _2.2.5 4.15 4.31
. 15,1965-70.| 4,688 8 6 33| Feb. 15,1000 28 5 19 11 v 622{; 48.0) so.v | ... ... 1.00 423 4.36
2% Nov. 15,1988 37 2 > 8 495 469 -2.00 4.19 4.28

ql

INAWIOVNVI 193d ANV DNIONAJIY JONYAQY



‘2 Nov. 15,1980 { 19 2 9 8 238 203 +43.50 415 4.30
' Mar.15,1068-71. 2,927 9 6 { 3 Feb. 15,1990 2 5 18 11 576 518 51.4 82.6 i .. +.25 4.21 4.36
. ) 3 Nov. 15,1998 2 27 8 692 428 -1.00 4.19 4.30
® ‘Total.........| 7615 19 2| 3757 286 493 5.1 45| -
S March 1082:
) 3¥tmnt,
) “Feb. 15, 1964....| 3,85 1 1y 4 | Aug. 15,1971 9 54 7 6| *nas| n104) 20.9) 209} . _____ “n 432
6,806 2 11 4 Aug. 15,1971 9 514 6 6 2],651 21,203 } 32.1 2.5 { +2.00 4.10 4.36
D ... L) g £ A e o — (2 B i
) eb. “+1. 4.21 4.
oo Wtied Wt B - 135 T {1 el B sy 2 B 5 1
percent, eb, +1 421 4.
pisiwn 06| 0 041 gNeiem| 3 sl m 3| jm| sl B7) w0 LEl sl iR
percen 'ed. 15, . .1 4.
%«.u,xw—n. iaz| 10 9 Nov.15,1006 | 26 8 2% 11| 33| |} BT B8Ol { 417 4.30
Total.........| 18734 13 ol s198| t4174 | 327.7| 2246 T I S
Total. ........ 60, 435 11 11| 223,180 | 319,915 233.4 | 233.0 LD (3 2 R ORI NP
lmndchwoeo{bomheudble(or‘“ schan mean&lbldandukpricesunoonon Source: Office of the Secretary of the Treasury, Office of Debt Analysis,
¢ 7’ payments,

d‘a’m on debt level o:'Mar 1, 1962, Note.—All items on table were made public or are derivable from public sources.
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6 advance refundings—Interest costs and interest savings; Added inlerest cost over remaining life of issues cligible for exchange and estimated
inlerest savings from maturity of eligible issues to maturily of issues offered in ezchange !

{Dollar figures are in millions}
Jume 1960 October 1960 March 1961 September 1961 March 1962 Total of 5 advance
refundings
Interest Interest Interest Interest Interest Interest
. savings savings savings savings savings savings
Fiscal year Added | fromma- | Added fromma- ]| Added from ma- | Added from ma- Added from ma- | Added from ma-
interest to | tarity of | interestto | turity of | interestto | turity of { interestto | turity of | interestto | turity of | interestto | turity of
ty | eligible mtuﬂgz eligible maturity | eligible maturity | eligible | maturity | eligible maturity | eligible
ofeligible | fssue to | ofeligl issue to | ofeligible | issue to | ofeligible | issue to | ofeligible | issue to | ofeligible | issue to
fssue maturity issue maturity fssue matarity issue maturity fssue maturity issue maturity
of offered of offered of offered of offered of offered of offered
fssue 3 fssne 3 issue ? fssue 3 fssue 2 {ssve 2
~~ 1960. $1.0 - $1.0 . ...
1961 53.1 $29.5 8.5 { e
19027 19.9 -$1.8 3.8 0.2 3-33.3 $30. 8 91.5 -~$1.7
1963 == -~29 39.8 6.2 37.6 60.3 173.5 3.2
1964 -2.5 39.8 15.0 37.6 56.0 136.0 127
1985 .2 0.8 15.9 37.6 37.3 114.7 17.3
19668_ .2 39.8 15.9 37.6 18.3 95.7 18.1
1967, .3 3.5 0.2 foeeae. 1.3 37.6 18.3 95.4 13.6
1968 .2 3.4 4.4 3.2 37.6 18.3 80.3 9.8
19600 27.5 8.7 37.6 18.3 83.4 10.7
1970, cans 5.7 2.8 31.0 M7 18.3 2.0 35.1 314
1971..._ —ama- c——- 2.0 10.7 19.2 18.3 2.0 2.0 30.2
1972, - 2.0 28.9 18.2 1.4 18.2 57.3
1973 2.0 26.9 46 11.2 4.6 67.1
1974, - 2.0 J P 26.9 , 5 70.4
1975, 2.0 -- 26.9 0.4
1978, 29.0 25.9 7.4
1977, ... 20 29 70.4
. 1978 b~ X1 I P PRSI J 2.9 70 4
1979, 2.0 —— 28.9 70.4
1980 2.0 IR 26.9 no
.. 1981 ——— oo 28.3 219 61.5
1082. 248 - 18.8 56.8
1963 fZ W 3 DU IR 18.8 56.8
1084 —— 4.6 c—— 18.8 56.8
- 1985 4.6 ——- 18.8 56.8
-~ 1986, 4.6 - - 18.8 56.8
- 1987 - - 4.6 | ... — 18 8 56.8
1988 N 246 | e e 18.8 56 8
1089 R b X 3 USRI EPUONNIUIIN 18 8 56.8
1900 cere - b4 1 I DR [OOSR R, 15.2 48.1
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1991 - b v/ N DR R FUR [ I 6.9 3.5
1902. 17.3 9.2 o, 6.9 3.5
1993_ 17.3 9.2 6.9 3.5
1994 17.3 92 6.9 3.5
1995 17.3 9.2 6.9 | B.5
1998, 17.3 9.2 6.9 8.5
1907 12.3 9.2 |emeccmeeeee] 6.9 3.5
1908 17.3 9.2 69 3.5
1900 6.5 3.5 26 12.6
Total... oo 74.0 -8.4 3U.6 8.4 120.3 7.8 301.4 531.2 255.5 316.2 1,085.9 1,626.9

Net savings or added

oot (—) over ltfe of

fssue ————a—a —90.4 383.8 -52.7 22.8 60.7 51.0

1 Inciudes cash payments on mmo“m&:iaa: Paymenmm’l‘mym mlmdlnxmhndonmrketyleldsuthoumeonm November 1961 refunding on

by

Pro rata over
needed to refund eligible issues at their ma-

{ssties
turity for the remaining term of the issues offered In exchange. For June 1960 advance

the issnes offered in the June 1960 exchange. For all other advance refandings, rates
mbaudonmnrhtmmofyhlduon Feb, 28.1962.
3 Cash payments to the Treasury on acoount of issue price exoeeded added interest cost.

Norx.—Figures may not add to totals because of rounding.
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18 ADVANCE. REFUNDING AND DEBT MANAGEMENT

Secretary DinLon. In our last advance refunding, 19 percent of the
}Jublic holdings of the 2X porcent bonds of 1967-72 were exchanged
or 3} porcent bonds maturing in 1990 and 1998, This was a response
with which the 'l‘rmsurir was well satisfied. But if this had been a
windfall offoring, something which involved an undeserved gain for
the investor, one would have to conclude that American investors
holding 81 percent of the bonds did not know a windfall when they
saw ono, because 81 percent of the bonds were not exchanged.

To sum up, the advance refunding offers a number of umque advan-

es to the Treasury. Through this device, it is possible to put out
substantinl quantities of long-term I'reasury bonds with the least
possible drin of new long-term funds out of private investment
channels and with the minimum of upward pressures on long-term
interest rates. In addition, this technique has enabled the Treasury
to place long-term bonds in private hatds at lower intorest costs than
could have been possible through cash offerings or regular refunding
offerings of any comrnmblo size. Fo be sure, as market conditions
shift about, there will bo times when long-term cash issues or refund-
ingl oxchanges will also be appropriate. But the ai)ﬂ)misnl will depend
in large part upon analysis of alternates such as I have tried to out-
line hore, Clearly, in the tool-kit of debt management, advance re-
funding must be recognized as an instrument of major importance.

Advance rofunding was first used by my predecessor, Sccretary
Anderson, who conducted two advance refunding operations in 1960.
Last month’s operation was this administration’s third use of this
technique, making o total of five advance refundings in all. These
advance refunding operations have accomplished much in producin
a more balanced maturity structure for the debt. The avem§e length
of the dobt today is 4 years and 11 months, the longest it has been
sinco the fall of 1958. If the five advance refundings had not been
undertaken, the average length of the debt would now be only 3 years
and 7 montfzs, almost 30 percent shorter. See this on chart 5.

(The chart referred to is as follows:)
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Oxarr §
_ AVERAGE LENGTH OF THE MARKETABLE PUBLIC DEBT-
Yeors Wors.s  Monthly ~ Advonce Refundings

u of the Sewviary of Ve Dosswry -0

Secrotary DiLLoN. We now have $15.2 billion in outstanding debt
maturing beyond 20 years. $7.7 billion, or just over half of this total,
was placed through advance refunding.

In conclusion, advance refunding is a technique that we would hope
to use again in the future, whenever circumstances are appropriate for
its use. In seeking to conduct our debt management operations in a
responsible manner, we will continue to be mindful of the need to
minimize the interest burden of the debt, and we will also continue to
be mindful that our debt managemont policies, through their impact
on the money and capital markets, must contribute toward our major
economic -objoctives of sound economic growth, reasonable price
stability and equilibrium in our balance-of-payments position.

Thank you, Mr. Chairman. : A :

The CBAIrRMAN. Thank you, Mr, Seoretary. = .~ = .

Mr. Secretary, I think we can all agree that with the Federal debt
at its present level, a substantial portion in long-term issues eases
management problems. But there are some questions in my mind
about the maunner in which this can be brought about.. o

- What is the total of advance refunding under this administration?

Secretary DiLLoN. The total we have done, is shown on the table

on the back geage. It shows that in March 1961 we did a total of
86 billion; in September of 1961 a total of $3.8 billion—— = -
Senator KerR. When? . - e :
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Secretary Dinton. In March 1061; $6.0 billion; and in Soptember
1901, $2.8 billion; and in March 1902, $5.2 billion. Those totals
add up to about $13 billion.

And in 1980, in the proceding administration, they had two which
added up to a total of about 88 billion.

The Cuainman, Was it your purpose to refund approximately $19
billion us of Mareh 1, 1962 in the categoriea—

Secretary Dinton, Wo offered this refunding to the holders of
818,734 nullion worth of debt at that time, and it was accepted by
tho holders of a total of $5.2 billion, including Government accounts,

This is somewhat less than the average acceptance; the average
acceptanco over all has been a third, 33 percent, and this was just
under 28 peroont,

So we did not expoet when we made the offering to do any better
than the average, and we were well satisfied with the amount we got.

The ('natrman, For purfoaes of this disoussion, 1 would like to
take as & baso this March 1, 1062 offering of $18,736 million.

In that offering there was $3.8 billion in 3 percent bonds which
had t year and 11 months atill to run.

And you offered to refund that now at 4 percont until 1972,

Scoretary DintoN. That is correot,

The Cuamman. Now, how long did that 4 percont bond run?

Sccretary Dinron. It ran to August 15, 1071, which is just over 9
years from now, about 9 years,
~ 'Tho CratrMaN, Then on March 1 the Treasury offered the holders
of these bonds 1 percent more than it promised to pay for nearly 2
yoars,

Now, the next March 1 refunding was for $6.896 billion, on which
the interest rate has been 2% percent?

Socretary Ditron, That is right.

The Cnairman. Now, tho increase on these bonds was 1% percent,
bringing the interest on them to approximately 4 porcent for nearly
3 yoars to the original maturity date.

. The next one is $1.757 billion which originally was sold at 2)¢ percent
mtarest, ‘

When would these bonds expire? '

Secretary DiLrLon. These were u scries of bonds which become due
eventually in 1973, some in June, some in September and some in
December. The first batch come due in June. ‘

. The CHammMAN. That was approximately 10 years and 3 months,
I beliove. ' ' R

Secrotary DinroN. Yes. : ,

The CuatrMAN. Had all of those bonds been traded for higher rate
bonds in the March 1 refunding, the Treasury would have lost $180
million; is that correct? - ' .

Scoretary DintoN. We have some overall figures which we prepared
for Senator Williams which showed that on this whole March operation
" we would have lost, on that oom%utauon, $256 million, which, of
-course, is offset by what we would have fained.during‘the extension.
But the initial additional cost is $288 million. : L :

The CrAIrRMAN. All right let’s take the total of all of the $18,736
million in bonds offered for advance refunding on March 1. -

By my figures— .
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Eecmt-nry DiLton. I sce. You mean, Seonator, if everyone had
takon —— ‘

Tho CuatrmaN. I calculate that if all of these bonds had been
refunded at tho higher rato offered on March 1, the increased interest
cost to the Treasury—over the period from now to original maturity
dates—would have been $1.2 billion,

Senator Kerr. No. One precent on $18 billion for 10 yecars.

Secrotary Dinron. No.

Senator Kerr. You could not got a billion something at 1 percent
a year for 10 years on a billion something,

Secrotary DiLton. It is a complicated thing Senator, there are only
about $8 billion of the 10-year bonds on which thero is that amount of
interest, and tho othors are for the shorter term that the Senator
talked about first.

The CuamMan, The point I amn trying to make is that the Govern-
ment offered to pay a penalty, so to ?ipeak, of $1.194 billion to
lengthen the life of the bonds; it offered to increase interest rates
approximately 40 percont during the remainder of the original life of
the bonds is that correct?

Secretary DirLoN. For the 10 years, that is correct. But at the
samo time wo are getting people to accept a bond for another 26
years of maturity beyond 1972 at & rate that is three-quarters of
1 percent lower than we could otherwise get in the market today.

he CuaieMaN. That is goes beyond the point.

What I want to know is what is the loss on these bonds during the

original life of the bonds?
ocrotary DiLLoN, If you say during the life of the lower interest
rato bonds, then your figures are correct.

The CuatrMaN, My figures show that Paying the higher interest
on the $18 billion block of bonds over this period would cost the
Goverhment $1.194 billion,

Secretary DiLLon. That would be correct, Senator, up to 1972,
and thereafter you would recoup from 1972 to 1998,

The CuairRMAN. Don’t you think it is likely that 10 years from
now there may be another refunding—— :

Secretary DiLLoN. No, sir.

The CHAlrMAN, And tﬁxereby you would pay an increased interest
rate on the 30-year bonds that ¥ou are replacing? .

Seoretary DinLoN, No, sir; I would think these approximately
30-year bonds would stay out sretty well until their maturity.
C‘enit[;;inly there would be no refunding of them in such a short period
as 10 years, : S I o

The CrAIlrRMAN. That is just supposition on lg'our part; isn't it?

Seoretary DiLLoN, I think it is very reasonable, N

The CuairmaN. How can you predict what the interest rates are
going to be 10 years from now? . .

Se‘}mt,or BeNNETT. May I ask a question at this point, Mr. Chair-
man? \ ' N
-~ Assuming that these 30-{year bonds are refunded again ll)li' &n
advance refunding 10 years from their maturity, have you calculated
that, assuming you treat them the same way you are treating the
present bonds and refund them? : o

Secretary DiLLoN. No, we haven’t attelglpted to calculate what the
interest rates would be in 1988, which would be 10 years before they
became due, and I don’t think anyone could.
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But certainly unless interest rates changed materially from the
present level, there wouldn’t be any advance refunding at that time,
And our basic assumption—and I think it is the only conservative
assumption that we can make—is that interest rates will stay about
at the level which they have now arrived at rather than trying to
foresee that they will either go up or down.

It is our assumption that they will stay about level.

The CHAIRMAN. Mr. Secretary, that assumption hasn’t been correct
in the past 10 years at all. .

Secretary DiLLoN. In the past 10 vears interest rates have been
adjusting upward to> a new level. We think that this adjustment
is pretty well completed, and we would hope that we are entering
into a period where there will be much less fluctuation in interest rates
than has been the case in the last 10 years.

The CHAIRMAN. You hope for that?

Secretary DiLLon. We expect that.

The CHAIRMAN. But you have no assurance that 10 ycars from
now the interest rates will not go up, have you?

Secretary DiLLon. No; if we have a war or something of that
nature——

The CHa1rMAN. If you have inflation, they will go up, and we have
that now, and we will have much of it.

Secretary DiLLoN. If we have very serious inflation interest rates
would, of course, go up.

The CuAIRMAN. I would not think that, as one of the best Secre-
taries of the Treasury we have had, you would try to predict what
interest rates will be 10 or 20 years from now?

Secretary DiLLon. No.

The CrAIRMAN. What we are getting into is a policy of refunding
Government bonds when interest rates go up.

Secretary DiLLoN. Actually, only a smafl percent of the holders
took this; and in the second place, and on our assumption that we
need more long-term debt now and we don’t want to wait 10 years
before i)uttinghthis long-term debt out, we are putting it out in this
way cheaper than we could put it out any other way.

he CHAIRMAN. It seems to me you are putting a 3% percent floor
under the interest rate, on long-term bonds; you are not putting any
ceiling on it. And these particular bonds, and others that you are
handling in this same way, may be refunded again on a still higher
interest rate. '

If you have done it now, and you say it is a successful operation,
and conditions change 10 years from now, then you may do it again.
On a 30-year bond you may do it twice.

Secretary DiLLoN. If we were to sell a 30-year bond for cash now,
or a 35-year bond, as I pointed out, it would have to be a 4% percent
bond, and that would mean that we were operating at the 4% percent
ceiling for Government debt.

The CuairMAN. These people who bought these bonds did it with
tlﬁe unde;standing that they wogld be paid 2% percent interest; did

“Secretary DiLLoN, Originally?

The CHAIRMAN. Yes.

Secretary DiLron. That is right.

The CrA1rMAN. And did they buy them below par or not?

i

!
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Secretary DiLLoN. It depends on whether they were original pur-

chascs or not. Bonds in recent years have been selling well below
ar. The ori%inal purchasers paid par, but purchasers since have

Bou ht well below ?I?hr

T, q? CHaIrMAN. This is a windfall for these particular people, is
it not?

Secretary DiLLoN. No, I have looked into that and prepared a table
on that which, if you would like, we would be glad to give to you.

The computation would indicate that there is & net differential in
favor of exchanging into the 3%s of 1998 of 18 cents over the period
from now until the due date of 1972,

(The table referred to follows:)

Comparison of lotal returns to an investor from alternative courses of aclion in advance
re}:mding of 8%s of Dec. 15, 1967-72 into 8%48 of 1998 (total proceeds per $100 face
value from Mar. 1, 1968, to Dec. 15, 1978) :

Continuing | Ex
to hold 2 into 8!
of Dec, 1 Nov. 15,1908
1967-72
Interest recelved Mar, 1,1062, to Deo, 15, 1972 .. ..o naianaeaas $26. 08 1837.27
Valaeon Deo. 18, 1072, ... i iiiiiiiaciireeiiancarcnncacnaenes . 100.00 | 380.80
117 A 126.98 127.16
Net differential in favor of exchanging into the 3}¢sof 1098___.._..__.... o.ts :

1$37.77 less $0.50 cash payment to the Treasury on account of issue price of the 3}s of 1908, ’
1 Price on Deo, 15, 1972 based on market yleld as of Feb, 28, 1962, of issue closest in maturity to the term of
the extension (25 years, 11 months) of maturity in the exchange.

The CHAIRMAN. I submit to you that that is not an answer to my
question. :

If I own a million dollars of these bonds, I am going to get a hundred
thousand dollars more in interest in the next 10 years.

Secretary DiLLon. That is correct, Senator.

But you give up a bond that will be worth $100 ten years from now
in exchange for one that is only going to be worth $90 ten years from
now. - '

The CHAIRMAN. Are not some of these bonds worth $100 now? -

Secretary DiLLoN. Not at these interest rates, and unless there
should be a marked cheapening of money over the next 10 years, these
:132’47gercent bonds of 1998 will only be worth a little less than $90 in

The CHAIRMAN. Nobody can predict what the bond will be worth
10 years from now. _ <

ecretary DiLLoN. No; that is why I assume the market will sta
the same, I am not predicting it will get better. -

The CHAIRMAN. o can predict that this particular person will
or will not sell the bond. Consider a man that is going to continue
to hold the bond for 10 years. What is he going to get? He gets a
high interest rate for 30 years, as a matter of fact, but %or the 10 years,

* when he was to get only 2} percent, the man(i if he has 81 million

[

in these bonds, would get $100,000 more; would he not? =~ . = . :
Secretary DiLLoN. That is correct. But the original fellow would
have $100 left at the end to reinvest in new Government bonds,
whereas the other fellow would only have $90.. ‘
81366—62——4
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bOT(llle CHAIRMAN. Suppose he does not sell them? These are 30-year
nds.

Secretary DiLLon. I say, if the fellow retains his holding of 2}s and
they were paid off in 1972 he would get $100, and he could use that
to buy a $110 face value of the 3X%s at that time.

The CHaiRMAN. He may not sell; is that right? He can keep the
bond for 30 years?

Secretary DiLLoN. The long-term holders; yes.

The CHAIRMAN. And he has the possibility, at§least, of another
refunding in the 20 years beyond the first 10 years?

Secretary DirLoN. It could possibly take place.

The CHAIRMAN. And that would be a good gamble; would it not?

Secretary DiLLoN. I don’t think that anyone would be particularly
likely to fga.mbl,e on that. I think that is the reason why only 19
percent of the public—— o
_The CuairMAN, Suppose he retained the bonds, you do not deny
that a man who bought a million dollars worth of them is going to
get $100,000 more in the next 10 years than he would have received
under the older bonds?

Secretary DiLLoN. From a financial point of view I respectfully-
have to say that that is not going to be the end result. He will get
$100,000 more in interest, but he will have something at the end that
is worth approximately $100,000 less.

.. The CuatrMaN, Nobody knows that.

_ Secretary DiLLoN. That is assuming the market stays the same;
the loss to him in the price of his bonds will be greater if interest
rates are higher then than now.

The CHAIRMAN. It depends on what the bonds are worth at the
end of 10 years, and what the interest rate is, and it looks to me like
you are putting a floor on the interest rate at 3% percent, yet there is
no ceiling on it.

I am just stating my opinion. Maybe I am wrong about it.
But that is what disturbs me about it.

Have you noticed any speculation in these bonds?

Secretary DiLLon. Very little, Senator.

The CuairMAN. You don’t think there will be any more refunding
on these bonds we are now advance refunding for 30 years? What
do you base that on?

Secretary DiLLoN. I don’t think there will be any until shortly
before their due date at the earliest, certainly not for 20 years.

The C?HAIRMAN. The usual time is 10 years before they become duc;
is it not .

Secretary DiLLoN. That would be about right, for a senior advance
refunding. , -

-The CaHairMAN. I have a feeling that when a man makes a contract
and buys a bond at 2% percent interest, there is no reason-to give him
a present or a windfall. « :

. Secretary DiLLoN. I agree with you, Senator. ‘

I think our difference is that we don’t think we are giving him a
windfall, and I think the way the public responded to this——

. The CraIrMAN. Did you ever hear of a business corg:)ration doin
anything like this? Most of the business corporations that I know of,
when they refund them, they pay;a smaller rate of interest, not a higher
rate of interest. C L .

!

!

'

.

s



ADVANCE REFUNDING AND DEBT MANAGEMENT 23

Secretary DiLLoN. Most business corporations don’t have as much
debt as the United States. But I think most business corporations
have had to make up their mind as business people whether they wanted
to take this exchange or not, and the great majority did not want to,
so they certainly felt this was not any bonanza or windfall, or they
would have accepted it.

The CrairMaN. Did you ever hear of a business corporation calling
in bonds at a low rate o{ interest and reissuing a higher rate?

Secretary DiLLoN. Yes, sir, I think there have been some occasions
when they could retire debt—the comparison is, if you can retire a

5-year bank loan and refund it into a 30-year bond at a slightly higher -

rate of interest, I think many good businessmen do that.

The CuAairMAN. There are not many that do it. The A.T. & T.
refunded some at a lower rate of basis, and a longer term.

Senator WiLLiams. Did you ever hear of them calling in a bond issue
and refinancing it?

Secretary DiLrLoN. Not usually, no. But this is quite a different
operation.

The CHAIRMAN. There is just one more point I want to make, and
then I will let other members of the committee ask questions.

What this actually means is about 6 percent of the total of the debt; :

is it not?
Secretary DiLLoN. The debt is approximately $300 billion; yes, sir.

The Chairman. And this relates to 18 and you have not consum-

mated the entire 18. :

Secretary DiLLoN. That is what the offer was, the offer is now
closed, and about $5.2 billion accepted. '

The CrairMAN. And how many actually traded?

Secretary DiLLoN. $56.2 billion. ,

The CratrMAN. So $5.2 billion is about 2 percent.

The point I am trying to get at is that we are paying a penalty, a
very substantial pena’ty, ang we are converting only a small percent
of the debt into long-term bonds; is that not right?

Secretary DiLLoN. I do not think we are paying a penalty. But we
are converting enough into longer term bonds so that over half of our
longer term debt now consists of bonds put out there through advance
refundix(l}gs.

The CrairMaN. I am speaking of this particular method of ad-
zange refunding. Let us take al‘f of them, you say there have been
ve

Secretary DiLLoN. Yes, sir.

-The CuairMAN. What percent of the debt has been extended, say,

for 20 years, or whatever the time may be, on this refunding basis?

Secretary DiLLoN. We have extended for about 20 years a total of
about $10 billion. : '

The CHAIRMAN. In other words, there is $10 billion that would be
put on a lonﬁer term basis at about 3 percent? : :

Secretary DiLroN. Yes, a little over. ’

The CHAIRMAN. And yet in this single issue the Government was

willing to pay a penalty of $1.194 billion-——

Senator ANDERSON. 1 do not think that ﬁgure 'is right,‘ Mr.”

Chairman. : :
The CrHAIRMAN. What is wrong with it? - = - ‘
fSen(;uet(cl)r ANDERSON. You figured against the total issues the amount
refunded.
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The CrHAIRMAN. I am figuring a loss of $1.194 billion acceptable to
the Treasury.

Senator ANDERSON. I am only suggesting that what you have done
is this. You have said that if you refunded the whole $300 billion

a certain thing would happen. If you refund the whole $11 billion
it certainly would happen, but you only refunded a portion of it, and,
therefore, the charges would be against only the portion and not the
outstanding issue.

The CrAIRMAN. Let’s get that clear.

The Secretary says that he has refunded $10 billion out of $300
billion. That is correct; is it not?

Secretary DiLLon. That is the total that has been done.

The CHAIRMAN. That is the total of all of it. Your recent plan up
to date has only refunded $5 billion.

Secretary Dirron. That is right.

The CHairMaN. What I am trying to make clear is that this plan
is not an answer, because only a small percent of the debt has been
extended.

Secretary DiLLoN. That is right. As I pointed out in my state-
ment, this is only one of the useful tools that we have in our

- The CHAIRMAN. It is useful to the extent of 3 percent; yes. But
in the case of only one of these issuances, if it all went throu%h, the
Government would pay a penalty of about a billion, $1.194 billion.

. Of course, I will concede in that case a larger total of the bonds
would be put on a long-term basis.

Senator Gore. Will you yield for a question, Mr. Chairman?

The CHAIRMAN. Yes.

Senator Gorg. If this useful tool has cost a billion dollars thus far,
what will be the cost of using this tool in the course of 8 years of the
Kennedy administration if the country should be so fortunate?

The CHAIRMAN. This billion covers a period:

Senator Gore. You say what percentage of the debt has been re-
funded?

The CHaIlrMAN. Three percent.

Senator Gorg. All right, suppose that 3 percent is refunded each
ear, suppose that extra interest cost adds an additional billion dol-
ars each year to the budget?

The CHAIRMAN. I have just one more comment to make: I am in
favor of the long-term bonds. I think when you have a plan under
which you can refund only 3 percent, at a high cost, you had better
look for another plan. I am very frank to say 1 do not like the idea
of the Government, after selling bonds on the basis of a fixed time and
rate, coming in and offering to substitute other bonds at a higher rate
of interest; this policy is even more objectionable when it does not
substantially accomplish the purpose.

Senator Long? ,

Senator Long. Mr. Secretary, what concerns me about this is
whether we Democrats are doing what we said we were going to do
when we ran for office.

The Republicans tried to make me pay for a news item that rates
were going to be lower under the Democrats. 1 heard President
Kennedy debate Vice President Nixon, and I was discouraged to
hear him say he was going to reduce the interest rates on the national
debt, I thought he was going to cut it by about $3 billion.

’
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Can you tell me how the interest payment this year will compare
with last year on the national debt?

Secretary DiLLon. I think our total interest cost will be about the
same as last year.

Senator Long. Could you give me the figures?

4 %ecretary DirroN. The average interest rate on debt, marketable
ebt

Senator Lonag. Not average, let’s get it in dollars first, how many
billions and millions is it going to be?

Secretary DiLLon. It is in the budget, and I think that the figure
is about $9 billion.

Senator Lonag. Let’s get it down to millions.

Secretary DiLrLoN. Here we are, I have got it.

The fiscal year figure is—for this fiscal year—is $8.9 billion.

Senator Lona. $8.9 billion what, now?

Secretary DiLLon. $8.9 billion.

Senator Lona. Is that an even or rounded figure?

Secretary DiLLoN. That is the rounded figure that we use.

Senator Long, Every time you round off at a hundred million, it
seems to me as though

Secretary DirroN. That is an estimate; you cannot come any closer.
The actual figure for fiscal 1961 was $9.0 billion; and $9.3 billion in
1960. _

Senator Lona. $9.0 billion for 1961, and $8.9 billion for this year?

Secretary DiLLoN. Yes, sir.

Senator LonG. So you estimate that you are going to be——

Senator ANDERSON. You cannot use those two figures, because one
is an estimate, and purposely down a little bit.

Secretary DiLrLoN. The actual for 1961 is $9.0 billion, fiscal 1961,
and for fiscal 1962, which is pretty near over, our estimate has been
$8.9 billion, it could run over that by maybe 50 or a hundred million
for the years at the end, but no more, it is going to be a substantial
{)(;ﬁ}lction this year from what it was in fiscal 1960, when it was $9.3

ion,

Senator Long. So you think it will be a hundred million dollars
below what it was last year?

Secretary DiLLon. In fiscal 1961, that is right.

Senator Long. What do you estimate it is going to be in the fol-
lowing year? :

Secretary DiLLoN. In the following year our figure in the budget is
$9.3 billion, which is back up again, but, of course, we are, as you all
know, carrying a very considerably larger debt.

So the rate will have to be somewhat lower to carry that larger
debt at about the same cost.

Senator LoNg. My impression on this thing was that in the last
year of the Eisenhower administration interest rates were dropped,
and I said in this newsletter that I thought that the administration
was deliberately putting interest rates down to fix the election.
And they were lower prior to that. :

Can you tell me what has happened to the interest rates since this
administration took over?

Secretary DiLLoN. Yes. I mentioned in my statement that they
have performed very well. Municipal bond rates, which is an im-
portant rate, are at the lowest levels in 3 years, and considerably
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below what it was when this administration took over. Corporate
bond rates are the same as they were last year, which again was a
low point for 2 or 3 years, and we have equaled it again just yesterday
when a bond issue, a 30-year bond issue of Pacific Gas & Electric,
was sold for 4). General mortgage rates have been lower by about
& quarter of 1 percent than they were & year ago. So, generally—and
this is in the first year of substantial recovery, in pase periods the
trend has always been tighter money as soon as you start a recovery—
we have had slightly cheaper money.

Senator Lone. Do you feel that at this time the general level of
interest rates is somewhat less than it was at the time that President
Kennedy took office?

Secretary DiLLoN. Except for long-terin Government bonds, I do,
and I think that these other interest rates are more important. I.ong-
term Government bonds are a quarter of 1 percent higher.
boSe&m;tor Lona. How about the short-term rate on Government

nds

Secretary DiLLoN. On short-term rates I mentioned that, particu-
larly for balance-of-payments reasors, we have tried to kee t-ﬁnt rate
up, and that rate is now about half of 1 percent higher than it was
before. But it has not affected the long-term rate at all, and we have
been able to make that increase without any corresponding increase,
and in fact with a decrease, in long-term rates.

Senator Long. As I understand it, you say that the short-term rates
are a half of 1 percent higher than they were at the time this admin-
istration came in?

Secretary DiLLoN. Yes.

Senator Long. Now, do I understand you to say that the long-term
rates are lower than they were at. the time the administration came in?

Secretary DiLLoN. General long-term rates for mortgages, for
municipals, for corporate financing, all put together are lower than

;when we came in.
_ Senator Lona. Now, you gave us this chart here as a part of your
testimony.

First, let me ask you this: What is the legal rate on long-term bonds
described by Congress?

Senator Gore. Ceiling.

. Senator Lona. Ceilinﬁ.

Secretary DiLLon. The coupon is 4)% percent for any bond over
6 years; that is the definition.

Senator Lona. Then Congress has fixed at 4% percent the legal
ceiling ;hat this Government can pay on Government bonds, is that
correct -

Secretary DiLLoN. 4} percent is the highest coupon rate on Gov-
ernment bonds, which are defined as being anything over 5 years.

. Senator Long. I was on the committee when we discussed that
matter, and I know the purpose for this, and I think the purpose for
‘some of the others was that we didn’t want legally for this Govern-
ment to issue a bond or to pay more than 4} percent on Government
obligations, that was the purpose that we had in mind.

ow, I understand that the previous administration had a refund
where they by the refunding technique exceeded 4% percent. In my
.opinion, I felt that that was vio)ating the spirit of the law, if not the
letter of the law. AN A
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I assume that you do not agree with that statement?

Secretary DiLLon: This has to do with a complicated method of
figuring interest rates which we don’t feel is the method that actually
counts. We look at the actual rate on the bond issue, and we have
not as yet sold a new issue where the rate on that issue at the time it
was sold, the investment yield based.on the price at which it was
sold, was more than 4} percent. ,

Senator Long. What you are telling us in this chart that you pre-
f)ared in your Department is that you have broken the spirit of that

aw in 10 different cases. For example, on your June 1960 2X%s, you
are trading those for a bond that would Eo at 3% or 3%, depending upon
the date of maturity, and if you take the 3%, if you look at what you
are giving them plus what they are earning, they are making 4.51,
4} percent, so you have broken the spirit of the law there if you have
not broken the letter of it.

Secretary DiLLon. We didn't think so. The table we used, we
think, governs the approximate investment yield from exchange date
to maturity, and on that table the highest one of those in any advance
refundings that we have done was in September last year, when there
was one that was 4.23. And in this latest issue the highest is 4.21.
And that is what we think governs.

Senator Long. I am looking at the second to the last page of your
prgpared statement here, at that chart, five, advance refundings.

ecretary DiLLoN. That is the same chart I am looking at, Senator.

Senator Lonag. Now, you started in June 1960, and by the time you
get through tabulatin% ou come out with what I want to know,
if I was holding some of these bonds, what do I make when I exchange
them compared to what I make if I hold these bonds?

And in the final column you have what I regard as the payoff figure,
what do I make if I make this deal? And the answer is 4.51 percent,
which is slightly more than 4% percent.

Secretary DiLLoN. That was in June 1960, for a short-term issue,
yes. _

Senator Long. Now, you come on down to March 1962, every one
of those breaks——

Secretary DiLLoN. They all are on that basis, but we don’t think
that is actually the rate on which the bonds are sold. That is based
on a different assumption which was prepared to indicate at what
rate an individual who kept the original issue at the original rate up to
the time of its maturity would have to reinvest his money for the
extended period to come out the same as he would by taking our offer.

Senator Gore. Will the Senator yield there?

Senator Lonag. Yes. ,

Senator Gore. I have here a pamphlet from the Department of
the Treasury, September 1960, entitled “Debt Management and
Advance Refunding.”

Secretary DiLrLon. That is correct. : .

Senator Gore. This pamphlet, Mr. Chairman, contains the method
of calculating yields and interest rates which was described to the
committee at the time the committee approved the refunding bill
in 1959. Perhaps we were misled. R

But according to this method of calculating the yield, some of these
most recent refundings go up as high as 4.38.

S,
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Senator LoNa. Mr. Secretary, it would take & college gradunte to
understand all this, I am a college graduate and it gets too compli-
cate((l‘ for me. I am suresomeone with financial experience can under-
stand it.

But, to me, it looks as though if you are going to extend the maturity
date of your debt you ought to do it at the time the interest rates are
lo;‘l" rather than at the time interest rates are breaking through the
ceiling.

Yog say here that you are at the mercy of the money market. But
my impression is that under the law this Government has the market
pretty much at its mercy if it wants to use the powers available to it,
especially if the Federal Reserve Board wants to expand the amount
of money and currency in circulation, and they have that function; is
that correct?

Secretary DiLLoN. The Federal Reserve certainly has control of
monetary operations. 1 think there is a basic problem in debt
management which 1 Fointed out early in my testimony, and that is
that if you want to sell long-term debt at the cheapest possible price,
the time to do it is in the middle of a recession when interest rates are
low. Then you sell long-term bonds at the lowest possible price and
increase interest rates.

Well, from the point of view of the general economy that is just the
time I don’t want to do that, because you want to keep money freely
available and interest rates as low as possible.

On the other hand, at the time when business is booming and there
is no problem about availability of credit, and money is available, and
you can sell at a longer date, and probably it is good to have some
restrictive effect on the economy at that time, then your interest cost
would possibly be higher.

So the two things are in conflict, and we have « work them out as
between these two objectives as best we can.

Scnator Long. Would you agree that monetary and fiseal policies
are a relatively inefficient and sometimes ineffcctual method for
controlling inflation?

Secretary DiLLoN. Certainly I think there are a whole lot of things
that enter into inflation besides monetary and fiseal policies, if that
is the purport of your question. You can have the wage-price type of
inflation, even with the best possible use of monetary and fiscal
policies; you can have inflation without misuse of this type of policy.

On the other hand, the misuse of monetary and fiscal policy can
produce inflation by itself.

Senator Lona. We passed a minimum wage law, we have passed
various labor laws, the President right now is trying to head off an
increase in the price of steel.

Would you recognize that those matters are probably more effective
as far as controlling the general level of prices than a f'uctuation in
interest rates? '

Secretary DiLLoN. Today I think you are quite right; T think the
most important thing right now is this type of thing.

Senator Lona. Mr. Secrotary, all I can say is that for my part I
am not prepared to go out here and defend these high interest rates,
and this advance refunding. It looks to me as though the IDemocrats
in this administration are t,ryin% to outbid the support of the people
who should logically be Republicans. And I suspect that our Re-
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ublican friends will come back and top your bid, and all we will find
18 that people who are interested in lower interest rates don’t have
anybody looking after them. And I hate to see this refunding at
higher rates.

he CualrMAN. Senator Williams? -

Senator WiLLiaMs. First I join my friend from Louisiana in wishing
tixat :ivebhad a good old Republican administration in power managing
the debt.

Secretary DiLLoN. It was pointed out that this advance refunding
technique was not initiated by this administration. :

Senator WiLLiams. To get back to just how much interest we are
paying over and above what would have been paid had these bonds
not been called in and refinanced at a higher maturity rate, how much
additional did you pay under the first advance refunding in June 1960?

Secretar%VDmLON. $74 million.

Senator WiLLiams. That is over and above what would have been
paid on the same bonds. ‘

Now, in the advance refunding of October 1960 how much additional
interest will be paid to those bondholders?

Secretary DiLrLon. $335 million.

Senator WiLLiaMs. And in 1961, March 1961, you had another
advance refunding. How much additional interest will be put out by
the Government over and above what would have been required?

Secretary DirLoN. $120 million.

Senator WiLLiaMs. And in the refunding of September 1961 an-
other advance refunding, and how much additional interest will be
paid there?

Secremr)‘rNDxLLON. $301 million.

Senator WiLLiams. Now, in March 1962 how much advance inter-
est in that refunding—I[ mean additional interest? ‘

Secretary DiLLoN. $256 million,

Senator WirLiaMs. And the most recent refunding operation, how
much additional interest will you pay on this most recent one,
Mr. Secretary?

Secretary DiLLon. That was the one I just gave you, $256 million.

Senator WiLLiams. That is the last one?

Secretary DinLoN. Yes.

The CHaIrRMAN. Mr. Secretary, you have offered the, but the
haven’t all been taken; is that it?

Secretary DinLoN. No, sir; the offering is closed, it is all finished.

Senator Winniams. And this is what has been taken?

Secratary DiLLoN. Yes. The offering is closed, and it is all finished.

Senator WiLLiams. These ﬁFures which you have given me is
interest which will be paid on those bonds which have been traded?

Secretary Dinron. That is right. -

Senator WrrLiams. And that totals altogether $1.085 billion addi-
tional interest?

Sceretary DinrLon. That is right. And that is offset by savings of
$1.627 billion on longer term issues that have been sold at a lower rate
than if we had tried to sell them for cash at the same time. So there
is & net suving to the Treasury of $541 million in the whole operation.’

Senator WiLLiams. Now, that saving is determined by projecting
to 1998 the fact that interest rates will never be any lower than they
are at the present time; is that correct? ’
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Secretary DiLLoN. No. It assumes that we wanted to sell 1998
issues now rather than wait until 10 years from now and find out
what we could sell them at at that time and gamble on that. We
wanted to sell them at this time at a rate which was cheaper than
that at which we otherwise could sell them on the market.

" Now, if we wanted to gamble and hope that in 10 years the interest
rate would be cheaper, we could have done that, but we didn’t choose
to do that.

Senator WirrLiams. You chose not to gamble, and you proceeded
on the premise that interest rates would remain stable; is that right?

Secretary DiLLoN. That was our premise.

Senator WiLLiams. So that is my question, this whole refinancing
is based on the premise that there 1s no anticipation of lower interest
rates bg?t.ween now and the maturity of the bond which is being

ut out
P Secretary DiLLon. I think there are two assumptions. One is that
it was wise to have some long terms put out at this time. If we had
to wait until 1972, we wouldn’t have put out any until 1972, And
we think you should move now, and if you have to move now this is
the cheapest way to do it.

Senator WiLLiams. But you would have achieved the same answer,
and this i8 the same result as it would be in going out in the open
market and selling at 3% percent bond that is maturing in 1990 or
1998 at 89 to 90 percent of par; is that correct?

Secretary DiLLon. Well, the only difference is that you would (in
the kind of offering you describe) have taken many billions of dollars
out of savings that are readily available in the long-term market for
homes, for schools, and other things, and you would have affected
the general levels of interest rates. But the interest cost assumption
that you are making is correct.

Senator WiLLiams. I am not debating the merits, I am just speak-
ing of the mathematics of it. The mathematics of it are that you
have in effect sold 30- to 35-year 3%-percent bonds at 88 to 90.

Secretary DiLLoN. At a price of about 4.20, as against a price of
4.25 or more that we would have had to pay if we had sold them for
cash in the market.

Senator WiLLiaMs. I would agree with you, because that is what
alls me a little, even admitting that we are selling a Government
ond at 89 percent of par. But is it not in effect in reality what we

have done?

Secretary DiLLon. What we have done is allow the people who
own one Government bond that, sells at 88 or 89 to exchange this
picce of paper for another Government bond which is already in the
market which is already selling at 88 and 89. And still they have a
piece of paper that is worth 88 or 89.

Senator WiLLiams. This billion dollars, when you roll off this billion
dollars of new bonds, 3%-percent bonds, they are not already in the
market, there is a similar issue in the market, but the bonds which
you put out are new bonds? |

Secretarv DiLLoN. That is correct.

Senator WiLL1aMs. And you are putting new bonds out in exchange
for a piece of paper which 1s worth $88 to $89; is that not correct?

Secretary DirLLoN. That is correct.

!
!
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Senator WirLLiamMs. And the mathematics of it are the same as if
the Government went out in the money market and sold this 3%-
percent bond at 88 to 89?7 I am not speaking about the net results
a?d the good of changing this debt, I am speaking of the mathematics
of it. : :

Secretary DiLron. Well, the mathematics, maybe interestwise, are
the same, but they are not the same principalwise, because what we
have done is we have exchanged a $100 face value Government
bond for another $100 face value Government bond, so we have not
increased the total of the Government debt.

If you sold in the market at 90 you would only 'get $90, but you
would owe & hundred, so you would increase the face value of the
Government debt. So there is a difference there.

Senator WiLLiamMs. We will approach it from this angle: These
2%-percent bonds maturing in 1972 are a hundred ‘i)ar bonds, and if
the bondholder holds them to 1972 they will be paid $100.

Secretary DiLLoN. That is correct. :

Senator WiLLiams. Now, and at that time under this refinancing
we will have what in effect is a 20-year 3% bond; is that correct?

Secretary DiLLon. Which will be worth $90 at that time.

Senator WirLiamMs. Maybe and maybe not. But what you have
done, you have gone to this bondholder who owns this 2%-percent bond
today, and we will say—Senator Byrd pointed out the example of a
man who had a million dollars’ worth of these 2%-percent bonds—you
have gone to him and said, “If you will buy in 1972, contract in 1972
for a 3%-percent 20-year bond at par, we will give you an additional
$100,000 in the interval,” Is that not what you have done, in
additional interest?

Secretary DiLLoN. I think that is exactly correct. And that
additional $100,000 in interest will be just the difference between
paying par for a 3%-percent bond in 1972 and buying it in the market
at 90, which would be the price that it is worth, based on the present
level of what a 28-year or 36-year bond is now worth in the market.

Senator WirLniams. And this is all justified on the premise that
looking into the future in 1972 you don’t conceive of any possibility
that you will be able to sell the 3%-percent 20-year bond at higher
than 90 percent of the Government bond; is that not correct?

Secretary DinLoN. Noj; it is based on the feeling that it is desirable
to put out some long-term debt at this time, and we are trying to put
it out at the lowest cost possible. We feel it is preferable to put some
out now rather than to wait until 1972 to do it and see what the
market is then.

Senator WiLriams. I will phrase my question another way.

Do you think that in 1972 you will be able to sell a 3%-percent, 20-
year bond at higher than 90?

Secretary DiLLoN. Not unless interest rates change from and are
lowered from where they are now. If they are at the same level as
they are now, we would not be able to sell 3%-percent bonds due in
1998 for as much as 90.

Senator WiLLiams. If you can sell a 3%-percent bond at 90, a 20-year
bond in 1972, the Governinent will have lost as a result of this transfer;
will it not?

Secretarfr DiLLon. If interest rates are going to decline and be
considerably lower 10 years from now, then, of course, you are right.
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You could sell long-term bonds cheaper then and it would be better
to wait. ‘That argument is merely that we should nover sell long-term
Government bonds until such time as we decide interest rates are at
their very bottom, and that is a speculative thing. No one can decide
that. It is our feeling, and I think it is the only conservative feeling
for a manager of the public debt, that we have to put out a certain
amount of long term continually, year in and year out, when we think
the general conditions are average good as we think they are now.

Senator WiLLiams, I am in complete agreement with this principle
of putting more in a long-term debt, and I regret that we haven’t
been following that more. In arriving at that there may be a differ-
ence of opinion. But I still get back to the question that this whole
thing is premised on the assumption that there will be no lower interest
rates in the noxt 10 years. ,

Secretary DiLLoN. I don’t think it is.

Senator WiLLiams. But, in effect, you are paying out $1 billion
additional interest to these bondholders in return for an agreement
from them that they will buy in 1972, that they will contract now for
a 20-year 3Kigercent bond at par.

Secretary DiLLoN. Yes—it 1s 26-year, but it is the same thing.

Senator WiLLiams. In computing your projected savings here, did
you take into consideration that you are soing to have to borrow the
money and pay interest on this billion dollars extra interest which
you are paying? '

Secretary DiLLoN. You can take that into the computation.

Senator WiLriams. Did you?

Secretary DiLLoN. No. We can make a computation that does,
but, also, if you wanted to be fair, you would have to take into account
the fact that on the extra billion dollars worth of interest you get some
tax revenue, you get very substantial tax revenue. So it wouldn’t be
a billion dollars. If you want to net out the final Government cost
on this thing, it is very complex, and in your favor would be working
this tax revenue, and against you the accumulated cost of borrowing
interest.

Senator WiLLiams. You are not going to justify this additional
billion dollars of interest as being profitable to the Government solely
on the basis that they are %:oing to have to pay taxes on it?

Secretary DiLLoN. No, I am not trying to at all.

Senator WirrLiams. How much of our debt today——

Secretary DiLLoN. But certainly the taxes it would collect would
more than offset the interest cost on the billion dollars that might
have to be raised gradually over that period to pay it, Senator.

Senator WiLrLiams. Would you repeat that? :

Secretary DiLLoN. I said, the amount of taxes that would be paid
on the billion dollars would certainly be more than the interest cost
on the billion dollars that would have to be borrowed, not all now,
but year b{vyear over the period to Pay this extra billion.

Senator WiLLiams. I am lost, but I am going to ask you this ques-
tion. To satisfy everybody, why don’t you give them an extra $2
billion and we will pay off the national debt, if the Government is
going to make money out of this? -

i



ADVANCE REFUNDING AND DEBT MANAGEMENT 33

Secretary DiLLoN. The real reason is that the Government is getting
a pretty good deal on this, when you come down to the end result.
Although the financial brains of the country feel that these advance
refundings are good for this particular purpose, the result has been
that the great majority have felt it is better to hold the shorter term
s%cm_'ity at the lower rate of interest than to take these long-term
offerings.

Senagti)r WiLLiams. How much of our public debt, of our national
debt is in the hands of the public?

Secretary DirLoN. About $200 billion of marketables.

Senator WiLLiams, About $200 billion?

Secretary DiLron. $196 billion.

Senator WirLrams. What is the avemie maturity of the debt that
is in the hands of the public? Do you have that separated to drop
out the hundred billion that is in the trust funds?

Secretary DiLLoN. I don’t think I have that particular figure;
someone may be able to get that for you.

(The information requested is as follows:)

The average length of the total public marketable debt on March 1, 1962, was
4 years 11 months. Excluding the holdings of the Federal Reserve banks and
Government investment accounts, the average length increases less than a month
and the rounded number in years and months remains 4 years 11 months.

Senator WirLrLiams., How much of over $200 billion debt represents
less than 5 years maturity?

Secretary DiLLoN. Less than 5 years maturity—I have it here. Of
the marketable public debt of the total of $200 billion, approximately
$150 billion is under 5 years.

Senator WiLrrams. $150 billion?

S Secretary Dirron. Out of the $200 billion, yes, approximately,
enator. :

Senator WiLLiams. And do you have that broken down as to how
much is less than 3 years?

Secretary DiLLoN. Under 1 year—this is as of March 1—the grand
total of the publicly held debt is $197.7 billion. Under 1 year is 88%
billion, or 44.8 percent; from 1 to 2 years, it is 17.9 billion, or 9 per-
cent. And 2 to 5§ years is 41.7 billion or 21.1 percent. From 5 to 10
years is 23.7 billion or 12 percent. And over 10 years is 25.9 billion
or 13.1 percent.

So 25.1 percent of that total is over 5 years.

Senator WiLLiams. Now, could you give me those comparable
figures for 2 years ago, or 1 year ago?

Secretary DiLLon. I don’t know that I have those right here, but
I certainly can give them to you for the record. I think that they
will show that there has been an increase in the under 1-year debt,
and an increase, also, in the very lonﬁ debt, which is more or less
offset, and the middle part that stays the same.
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(The following was later received for the record:)
Malturity distribution of markelable debt

Mar. 1, 1060 Mar. 1, 1961
Maturity classes
Amount Percentage Amount Percentage
outstanding | distribution | outstanding | distribution
(billions) (billjons)

RTINS, $76.7 40.5 $80.1 42.2
1803 years. .. o ciaciccciacacaananaa. 2.2 1.7 4.7 13.0
2008 YOArS..coeneaarinieeaiarccaaiacoenaacaana 50.8 28.7 423 2.3
5010 YearS. . i cciciccaiccacccaanna 15.3 8.1 18.7 9.8
10 yoars and OVer..cecneocccccccanaraceaanacann 246 13.0 24.2 12.7
BT PR 189. 4 100.0 | 180.9 100.0

Senator WiLLiams. It was my understanding that in reality the
real short-term debt has increased substantially, and these averages
of an extended debt are as a result of this 30-year rollover.

Secretary DiLLon. This isn’t all broken down, but it shows that the
total of 5 years and over altogether has stayed about the same since
from 1953 to 1961, but there has been a very big increase in the very
long term, the 20 years and over. In 1953 there was only about
81X billion over 20 years, and the figures we have now show about
$15 billion over 20 years.

Senator WiLLiams. T won’t press for that. But I wish you would
furnish them for the record.

Secretary DiLLoN. Yes.

Senator WiLLiams. The ceiling, 4%-percent ceiling on the rate that
you can pay, as [ understand it, the basis for considering that that is
applicable to coupon rate only and not to yield is based upon a ruling
by Attorney General Kennedy; is that correct?

Secretary DiLLon. That is correct. That is a ruling based on the
Attorney General’s view of what the law as passed means, and we
ourselves have not in our view surpassed the yield.

Senator WiLLiams. And prior to this ruling there had been two or
three attempts by the Treasury Department to get Congress to repeal
this ceiling?

Secretary DiLLon. That is correct.

Senator WirrLiams. And when Congress did not repeal the ceiling,
then the Attorney General’s ruling came in, that you could in effect se
a 5-, 6-, or 10-percent yield bond if you so wished, 8o long as you kept
the coupon at 4}{ or under and give them the yield by depreciating
the price of the bond, is that not true?

Secretary DiLLoN. That was the Attorney General’s ruling, that
isn’t what we have done.

Senator WiLLiams. 1 am not speaking of that.

But that is the ruling, that there is in effect under this ruling no
limit on the yield rate of a Government bond provided you can sell
them for 50 percent of par or 75 or 90 or whatever it is?

Secretary I;)XLLON. hat is the Attorney General’s ruling based on
the law, which 1 think was passed 40 or so years ago;it is a very,
veg old law.

nator WiLLiAMs. But prior to that ruling it was the opinion of the
Treasury Department that the clear intent of Congress was that that
was to be 8 ceiling on yield; was it not?

/

<
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Secretary DiLLon. I think that the opirion of the Treasufy De-
artment 1s probably no different from what it was before as to the
egal interpretation of the law. And their interpretation is based
more on what they felt was appropriate in view of what they thought

wei']e the desires of the Congress at this time. And I think they were
right.

gI know what the desires of the Congress are. And I don’t think we

have any intention of flying in the face of them, even though there is
this ruling as to what the law means.

Senator WiLLiaMs. Are you going to ask for a repeal of the 4¥%-
percent ceiling?

Secretary DiLLoN. The 4Y4-percent ceiling, Senator, could, once
again, if interest rates should go up, which I hope they won’t, become
a difficulty in handling the finances of the Government. And I think,
if that time came, we would probably discuss with the President
whether he wished to recommend such a change. So far it has not
been a problem, and we have not seen why it was necessary to enter
what would be an area of very great controversy, or what had proved
to be an area of great controversy, when there wasn’t an immediate

necessity for our operations.

Senlz;tor WiLLiams. Do you foresee any prospective need for the
repeal? o

%ecretm-v DiLron. This could happen. We are right close to it.
As I say, if we wanted to sell for cash a long-term bond now, it would
be right at the ceiling. So if interest rates should go up we could not

sell really long-termgbonds for cash without increasing the ceiling.

Senator WiLLiams. Accepting the principle that it was the intent
of Congress that this 4% percent be a ceiling, would you approve of
a rollover or transfer proposition such as you had recently if in that
transfer the vield, computed yield, was in excess of 4% percent?

Secretary DiLLoN. As a matter of policy, we have kept the yield
on the new securities, when they were issued, under 4% percent.

Senat}or WiLLiams. But suppose in. computation it was 4.35 or 4%
percent? _

Secretary DiuLoN. We haven’t made any such offers. The highest
offer on the table, as I pointed out, was last fall. There was one
issue that computed at 4.23 and there have been several at 4.21.

Senator WiLLiams. I appreciate that point. My question is, would
you approve such a transfer without coming back to Congress and
getting a change in the law?

Secretary DiLLon. T think as a matter of policy I probably would
not, because I think that it has been our thought that certainly this
was something that Congress did not desire us to do, therefore we
didn’t want to do it. L

But I would like to reserve my judgment as to what I would do
until the time comes when I have to do it, because, as I say, if we
needed a change in the 4% percent ceiling we would have no hesitancy
in recommending to the President that he consider making such a
recommendation to the Congress. But we haven’t found that
necessary.

The CrAIRMAN. Seunator Kerr? o : :

Senator KERrr.-Mr. Secretary, when was the law passed under
which this refunding is being done? : ~

Secretary DiLLoN. 1959.
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Senator Krur, Was that the recommendation of the administra-
tion at that time?

Secretary DiuLon. Yes, siv.

Sonator Kenr. Now, thore has been a number of questions asked
on the basis of indulging assumptions.

I presumo if you wanted to indulge in making assumptions you
could just a8 rendily assume higher intorest rates as lower interest
rates, or lowor intorest rates as ﬁiglmr intorest rates, or even indulge
in the assumption of stoady intorest rates.

Secrotary Dinron. That is correct.

Senator Ker. You wouldn’t be limited in the indulgence of as-
sumptions to any one of the three genoral classifications?

Secretary Dinnon. If one wanted to make assumptions, you could
make any of those.

Senator Keunr. In 1957 or 1958, this committee had n rather ex-
tendod invmtiFution into the fiscal policies, the monetary control
policics, the debt management pelicies of the administration, at which
time Mr. George Humphrey was the Secrotary of the Treasury, and
Burgess was his assistaut, I beliove, charged ‘primarily with the re-
sponsibility of the managoment of the public debt. At that time
Mr. Burgess frankly admtted that the monetary control policies had
been handled on u basis to promote and bring about a highor level
of interest rates not only on Government bonds but gencrally in the
economy. You are awaro of that?

Secretary DiLLoN, Yes.

Scnator Kerr. The Senator from Oklnhoma took quite a vigorous
part in that investigation. And, as I recall, the underlying basis of
defense by Mr. Humphrey and Mr. Burgess, and by Mr. William
McChesnoy Murtin of the Federal Reserve Board, of policios inevitably
resulting in higher interest rates was that the Federal Reserve Board
or bank or system had to be indopendent of the control of the Treasury
Department of the U.S. Government.

Secretary DiLLon, I understand that position; yes.

Senator Kkrr. The Senator from Oklahoma frankly was violently
opposed to the principle that tho Federal Reserve System should bo
independent of the exccutive branch of the Government eithor di-
rectly or indirectly through the Treasury. But the fight that he and
others mado in that regard was lost. And the independence of the
Federal Reserve Board and System was not only clearly established
but definitely exercised; is that correct?

Secrotary DiLiLox. That is correct. -

Senator KERr. Now, is it a fact that insofar as the surg}v of credit
is concerned in this country, both as to the total available and the
relation of the total supply of credit to the total demand for credit is
determined exclusively by the management of the Federal Reserve
System?

Secretary DiLron. Yes, sir, they make those decisions, we don’t
make them.

Senator Kerr. And their policies determine the results in relation-
shi&to the supply of credit to the demand for credit?

cretary DiLLoN. That is correct.

Senator Kerr. The Treasury Department under the law has no
authority to fix those policies or make those decisions?

Secretary DiLLon. No. !
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Senator Kerr. And in the preceding administration, whether it
was right or wrong, we were confronted with a situation wherein the
Foderal Reserve Board was demanding independence of the executive
branch of the Government and of the Treasury Departiment, and
wherein the T'reasury Department was supporting the Federal Reserve
in achieving that objective,

Seerotary Diuton, T wasn’t aware of the Treasury Department's
plosit‘ion at that timoe, but I do know they thought they achieved thoe
objectivo.

gimmtm- Keur, Well, for your information, I would say—and I refer
to the record of the hearings and tho testimony both of Mr. Humphrey,
the Sceretary of the Treasury, and his assistant, Mr. Burgess, in which
thoy defonded that principlo just as stoutly as did thoe represontatives
of the Federal Reserve System-—-and in view of what I thought was
the wide publicity given to the evidence of Mr. Humphrey and
Mr. Burgess, I thought their position in the matter was fully known
and widlﬁy publicized and understood.

Seeretary DinLon. Undoubtedly it was; yes.

Senator Keri. And, thereforo, naturally I would assume that you
wore awaro of that fact.

Sceretary DinLoN. Well, I accopt that; I am sure it is the fact.

Senator Kerr. So that when you became Secretary of the Treasury
the battle for the independence of the Federal Reserve System and the
recognition of their claim that they were the agency to determine the
supply of credit in relation to the demand for credit had become a
firmly fixod element in the economic environment of the Nation.

Secrotary DiLron. I think that is correct, absolutely.

Senator Kerr. Now, in one period of the examination of Mr.
Humphrey, the Senator from Oklahoma asked him at what rate he
thought he could sell long-term Government bonds, and the Secretary
said he didn’t know. ‘The Senator from Oklahoma asked him if the
‘I'reasury could sell them at 4} percent or less if he sold them at par,
and he said that he could not. The Senator from Oklahoma asked him
at what rate he thought he could sell long-term Government bonds
and get par for them, and Secretary Humphrey said he didn’t know at
what rate he could sell them.

I want to congratulate you upon the fact that you at least are
sufficiently familiar with the economic environment and the situation
of debt management that you are in a position to have a knowledgeable
opinion and one that you can defend and establish and maintain and
answer the question, at what rate you could sell long-term Govern-
ment bonds.

Now, as I understand it, you believe that one of the sound principles
in the matter of debt management is that certain percentages of the
public debt should be in long-term securities or maturities?

Sceretary DinLoN. That is correct, Senator, yes.

Senator Kerr. What would be today the overall average term of
the total public dobt as to its maturity, its average maturity, had there
been none of the refunding operations which have been carried out
under the law which the Congress passed in 19697

Secretary DiLrLoN. Three years and seven months, approximately.

Senator KErr. Now, the Senator from Oklahoma remembers that
under cross-examination, or direct examination, both Mr. Humphrey
and Mr. Burgess stoutly maintained to the committee that economic

81366—62——6
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chaos would provail if the average length of the entire public dobt
over got below a period which 1 beliove they reforved to as botween
4}{ yoears, at least that was tho ouly intorpretation 1 could give to
their positive statoments to this committeo in the hearings that we
had. They also advisad this committoo that the two worst aspocts
of tho debt managament policies of the administration that precoded
thom wore these, No. 1, the effort by the administration to control
tho policies of the Foderal Reserve Systom to causo it to give that
dogree of cooperation to the Treasury that would mnintain low in-
terest rates; No, 2, that the preceding administration had managoed
tho publio dobt in such a way as to bring about what thoy described
as a fiscal mess boeause the ovoerall average of tho maturities of the
public dobt had reached a lovel neatly as low as 5 years. And the,
stated that tho two most neeessary things to accomplish to nst.nblisf;
soutd monotary control and fiscal policies and debt management
policies, No. 1, was to make the Fodoral Resorve System {roo of any
control of the exeoutive branch of the Government; No. 2, extend a
groator porcontage of the total public debt in to maturitics of longer
term than those existing when they came into offico in January 1953.
And while the Sonator from Oklahoma didn’t agreo with them, yot
tho result that was achieved during that administration brought about
a situation where tho Federal Resorve Systom was free of domination
or control of the executive, and whoro dm Treasury Department had
to do its borrowing in the open monecy market on the basis of the
availability of credit in comparison with the demand for it and
act.\lmlly compote with other borrowers for tho available supply of
credit.

Seeretary DiLron. That is correct.

Senator Kerr. And that was the situation that confronted you
when you took this oflico.

Secrotary DiLLon. That is correct.

Senator Krrr., And that was tho basis of the recommendation of
the previous administration that the refunding logislation be passed.

Secretary DinLon. 1 think that is correct.

Senator Kerr. And their claim was that if that were passed, the
Treasury Department could take advantage of that law to convert
oxisting bonds which when issued had been long term bonds, but
which due to the passage of time had becomo bonds maturing in a
much shorter period of time, into bonds which would be of a maturity
25 years or longer into the future.

Seeretary DiLLon. That is corvect.

Senator Kerr. Now, if you are to achieve the objective of having
a cortain percentage of the public debt in long-term bonds under
existing circumstances, the only two alternatives available to you is
whether to sell a long-term bond or to convert a medium-term bond
into a long-term bond.

Secretary DinLoN. That is correct, sir.

Senator Kerr. And if you are going to achieve the situation of a
certain percentage or a larger percentage of the debt being placed
into long-term bonds, you have to do it now on the basis of what the
interest rates are now and on the basis of what the money market
will permit now.

Secretary DiLron. That is correct, absolutely.

Senator KErr. I want to say, Mr. Secretary, I think you are a
very able-—I am not going to say brilliant, but you may be brilliant—
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but J do not have the opinion of you that permits me to think that
you can tell this committee today what the economic environment will
ho in 1972 ns to the availability and cost of credit.

Secretary Dinton. No, sir; I don’t protend to.

Senator Kuri. You have some confidence in your ability, I
presume,

Secretary DinnoN, That is right,

Sonantor Krkr. But not that much?

Secretary Dinrnon. No, sir,

Senator Kunn, Accepting the thesis, therefore, that the Treasury
is to some extent another borrower in the money market, it is to that
extent subject to the economic lnws which control that market?

Soeretary DinLoN, That is correct, sir.

Senator Kurr. Aud so long as the Federal Reserve System is
independent. of the exccutive branch of the ‘Treasury, that environ-
r;uinl:? will prevail and bo a reality in which you must manage the public
dobt

Secretary Dinron. That is correct.

Senator Kerr. So, thorefore, that environment will provail so long
as the Federal Reserve System has the degree of independence that
it now has, and operates under the law to maintain the economic
environment which determines the availability and the cost of credit.

Secrotary DiuroN, That is correct.

Senator Keri. Now, covery borrower that goes into the money
market has to pay some cost for borrowing.

Seeretary Dinton, Yes.

Senator Kerir. Some fee for financing.

Sceretary DiroNn. That is right,

Senator Kerr. The Senator from Oklahoma, maybe on this basis
of his limitations, is proportionately the world’s greatest living
borrower. T definitely recall an experience in 1935 when of my own
free will and nccord [ placed myself to some degree in the hands of
operators in the money market, sceking public credit. T inquired as
best. T conld the rules of the game. 1 finally found a group of invest-
ment. managers who were frank enough to advise me of some of the
rules of the game, and tho one T remember most distinctly was this:
T said, “How much do vou charge for your services in obtaining
credit for your borrowers?”

They told me this: “All the traffic will bear.”

And before T was through, I'lenrned that they meant every word of it.

And my experience with them since then has confirmed and fortified
my conviction that they told me the truth.

Now, so long as an environment is maintained by the one agency of
Government that has full and complete power and authority to deter-
mine that cconomic environment, you as the world’s biggest borrower
are to some extent subject to the same law of the money marketplace?

Secretary DiLoN. That is correct.

Senator Kerr. Different maturities cost different amounts, don’t
they, Mr. Sccretary?

ggfretary DiLron. That is correct, depending on demand and
su .

ggnssrxtor KERR. Is it a fact that of the credit available it is divided
into more than one category with reference to maturity dates?
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Secretary DiLLoN. That is correct. We generally talk about short
term, intermediate, and long term.

Senator KErr. Can you tell the committee the total amount of
public and private debt in this country? :

. Secretary DiLLoN. The exact figure I can furnish, but it is in the
order of a billion dollars.

Senator KErr. You mean a trillion?

Secretary DiLLoN. A trillion, excuse me. : .

Senator Kerr. Now, that credit is available from many sources,
Do you have the figure there?

Secre DmnLoN. The figure is $1,058,500 million.

Senator KErRR. As of what date?

Secretary DiLLoN. December 1961.

Senator KeErr. December 31, 19617

Secretary DiLLoN. That is right.

Senator ANDERSON. We have increased that a little,

Selﬁztor KERRr. Yes, we have, because I have done some borrowing
myself,

Of that amount of debt provided by all of the lenders who make it
available, portions of it are available for short-term obligations, por-
tions of it are available for medium-term obligations, and portions of
it are available for long-term obligations? .

Secretary DiLLoN. That is correct.

Senator KErr. Now, the trend has been for local governments
seeking financing for schools and hospitals and roads and civic im-
provements, for educational institutions seeking funds for dormitories
and other facilities, and for many other borrowers, to obtain their
funds on as long a term as possible.

Secretary DiLrLoN. That 18 correct.

Senator Kerr. Congress has moved more and more to preempt
portions of the long-term credit available for home building.

Secretary DiLLoN. That is right.

_Senator Kerr. I believe that Congress 2 or 3 years ago passed a
bill authorizing the TVA to borrow up to $750 million to finance its
operations, ' ' . .

Secretary DiLLoN. That is right.

Senator KErRr. And that is long-term money.

Secretary DirLoN. That is correct.

Senator Kerr. I believe the Congress passed a bill authorizing the
New York State Power Authority to finance and build a great hydro-
electric project at Niagara Falls which cost upward of three quarters
of a billion dollars.

Secretary DiLLoN. I think that is right, too; yes, sir.

Senator KErRr. And that is long-term money. :

Secre Diion. It certainly is. :

Senator Kerr. All of these things are in the picture as the Treasury
goes into the market, the money market, to obtain long-term credit?
- Secretary DiLroN. That is right. .

Senator KErr. And if the Treasury is to have certain %e:]rcentages
of its obligations in long-term :maturities, as we said awhile ago, it
has to do so on the basis either of selling a iong-term security for cash,
or refunding intermediate term securities into longer term maturities.

Secretary DiLLoN. That is correct. .

e
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Senator KERR. And on the basis of the law available to you, and
your judgment of what was the most advisable method and the
easiest method and the one that would have the least impact on
others seeking long-term credit, the wjse course available to you and
the wiser policy for you was to follow the course that you have in the
refunding of intermediate term maturities to longer term maturities?

Secretary DiLrLoN. Very much so, Senator.

Senator Kerr. And the only way that you can do that is on the
basis of what today’s interest rates are, not on the basis of what even
the Treasury of the United States thinks they will be 5 or 10 years
from now. ‘

Secretary DiLLoN. That is correct. .

Senator KErRr. Now, the Wﬁt :
result of the operation of the eral Reserve System
ent status, which has emprged and become a reality in
years.

Secretary DiLLoN.

Senator Kerr. InAiew of the
Reserve System h |

rice of Governmeht bondsQE had maintain ower jaterest rate

evel gonerally. —~—
N. I think that is edpye

Secretary DivL

Senator Kerg. Now that any re¢s
direct its fixing ¢f its polieieg h %
free to meet 1t§ responsibiliti
present level of linterest rates hawd co
relatively stable for a peridd of somhg

Secretary DiLtpN. That s rig

Senator KERRr.\Is that
by the Treasury iq feelin
rates with referenck to which we ¢
degree of stability
Reserve System was
controlled by the Exec

Secretary Dirron. I t
tions, interest rates have sta
over a year, maybe a couple of ;
reason we feal that. And we hoentise apparently trends in
other countries are working toward greater stability, in other words,
toward somewhat lower interest rates than the very ,high level, much

_higher than ours, that has characterized the interest rates in Europe
to date. They seem to be tending more toward a level which is not
too far different from our long-term rates now. Therefore, it seems
that the whole world interest rate picture seems to he coming into an
equilibrium that may continue for some time.

Senator Kerr. There wasn’t any doubt that the interest rates of
the country up to 10 years ago were determined in part by the fact
that the Federal Reserve System was used in a way to help keep the
interest rates at a lower leval than would be the case in the ordinary
working of the law of supply and demand of credit? '

Secretary DiLroN. That 1s correct.

Senator KERR. Those restraints were removed?

Secretary DiLLoN. That is right.
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Senator KErr, And the Federal Reserve System now operates
enerally on the basis of what they regard to be the law of supply and
gemand of credit.

Secretary DiLLoN. That is correct.

Senator Kerr. So that would certainly form a basis to feel that
we have a level of interest rates with reference to which we can expect
it to be more nearly stabilized than it was at a time when the restraints
were in existence that kept them at a lower level.

Secretary DiLLon. I think that is probably correct, because when
the restraints were in existence, the only reason we stayed at the lower
level was because of the restraints, and you always had the possibility
that they would be removed.

Senator Kerr. And they have been removed?

Secretary DiLLoN. They have been.

Senator KERR. And they now have found the level which has been
relatively stable actually for a period of 4 or 5 years.

Secretary DiLLoN. I think that is probably right; yes.

Senator Kerg. I believe that is all, Mr. Chairman.

The CrAIRMAN. I would like to ask the committee, since we cannot
finish today, whether it would be satisfactory to those members who
have not had an opportunity to question the Secretary to do so Friday
morning?

Senator ANpDERsON. Would it suit the Secretary?

Secretary DiLLoN. Friday morning would be all right. I have an
engagement tomorrow morning witﬁ the House Ways and Means
Committee on the trade bill. ‘

The CHAIRMAN. The committee will meet at 10 o’clock Friday
morning, and those Senators who have not had a chance to question
the Secretary will come first.

(Whereupon, at 12:25 p.m., the committee recessed, to reconvene
at 10 a.m., Friday, March 16, 1962.)
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FRIDAY, MARCH 16, 1962

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to recess, at 10 a.m., in room 2221,
New Senate Office Building, Senator Harry F. Byrd (chairman)
presiding.

Present: Senators Byrd, Kerr, Anderson, Douglas, Gore, Fulbright,
Williams, Carlson, and Bennett.

Also present: Elizabeth B. Springer, chief clerk.

The CHAIRMAN. The committee will come to order.

The Chair recognizes Senator Anderson.

Senator ANDERSON. Mr. Secretary, I am not going to have many
questions but I was interested in this question of whether or not the
handling of bonds in this fashion results in any way in a windfall.

This morning’s paper says that the 2Y4%s of 72-67 are selling for
87%%,, whereas the 3Y4s of 98 are selling for 88%%,. That is only a single
point difference in the value of these maturities.

Would you regard that as a windfall or is that pretty close?

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY—Resumed

Secretary DiLroN. No, Senator; I think that is pretty close. .

Senator ANDERsON. I want to say, Mr. Secretary, that the records
of this committee would show that I made the motion to strike out
the authority for this advance refunding when the bill was in the
Senate committee, and it was carried 8 to 6. The chairman didn’t.
vote. I see that the vote on this side in favor of it was Senator Frear,
Senator Long, Senator Anderson, Senator Douglas, Senator Gore,
Senator Talmadge, and Senator Williams.

It was stricken from the bill and it was put back in conference only
grfter some long extended conferences with the then Secretary of the

reasury.

Now,};he one thing that came into that was a letter from the then
Secretary, Mr. Robert Anderson, to the chairman of this committee,
Mr. By d, dated September 9, 1959, with reference to this advance
refunding, and promising to report on the results of this to this com-
mittee.

Was that letter ever called to your attention?

Secretary DirroN. It never came to my attention until last week
after this hearing had been underway. ‘There was some oversight in
the Tressury Department because neither Mr. Roosa nor myself have
known about it.

43
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Scnator ANpERsoN. If this was made by your predecessor, you
should have lived up to it.

Secrotary DiLLon. We would have lived up to it. It was an over-
sight which we regret.

Senator ANpERSON. T am certain that you would have, Mr. Secro-
tary. I just wanted to call your attention to it beeause I think maybe
someo of the misunderstanding about how this works out is because
of failure to report frequently to the committee.

Now, it happened in the previous refunding, the firm with which
I am connected has some bonds they wanted to exchange. They
weoro just about as these, a point difference. Actually when you
come to send your old bonds in, insure them, got your new bonds
back, put them on the box, take down the figures that you had for
amortization and values of your old bonds and set up a new set of
amortization figures it is about worth a poiut to go through that
proceeding, and I didn’t regard this as an extremely advantageous
offering, although it did give a set investment for many years to come.
I only want to say to you that the fact thero is only a point differonce
in these two issues as of today after the period for handling this
transaction is over, indicates that you guessed tho market pretty
well, and I want to commend you on it.

I don’t think you can predict interest rates, the rest of us can’t.
They shift around at most unexpected times. I think the important
thing is to be sure that you do guess the market reasonably well in
these offerings.

Do you depend on any of your advisory groups such as the advisory
for Federal Reserve banks 1n setting the figuro at the interest rate
at which these bonds are to be offered?

Secretary DiLLoN, No, Senator, wo do not utilize the advisory
groups at all for these advance refundings. We'do make use of them
when we have regular refundings coming up in the regular course, but
we did not ever tﬁink it was appropriate to utilizo them for an advance
refunding because they woul<F get advance knowledge of the fact that
it was coming.

Senator ANDERsSON. As a matter of fact, Mr, Secrctary, when this
matter was red hot before this committee the last time, and when—
a8 I say, we had stricken it out in Yhe Senato and then it came back
in conference, the then Secretary came to talk to me and said to me
that he would be perfectly glad to submit in advance a program they
had so that there would be a chance to check and see if it was proper.

I told him, I couldn’t let him in my office under those circumstances
because he would give me inside information on it.

He then promised he would reveal it to the chairman of the com-
mittee if he wanted it. I don’t think he would, it would be better not
to give it out.

ut I do think that to follow out what was J)romised in that letter
to report to the chairman of the committee and let him in turn report
to the Congress after each refunding how it came out, although the
information is available to the daily press so it ought to be available
to the Secretary. _ '

Senator Long asked me if I would put in the record the tables so
we may have tE‘ém in the record. )

The CuairmaN. The tables referred to have already been inserted
in the record. !

(The tables referred appear on pp. 12 through 15).
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Senator ANDERSON, I thank the Senator from Utah for letting me
go nhead. I have to go to a mecting downstairs.

Senator BENNETT. Yes.

The Cuairmay. Senator Bennett?

Senutor BENNETT. Mr. Chairman, I have no very important
questions to ask the Secretary.

I have looked over this list and generally these refundings have
been made by adding a point to a point, a ﬁttle more than a point,
nearly a point and one-half to the one in March of 1961, a point and
three-eighths,

In this last one only 5% billion were taken out of 18 billion offered,
isn’t my memory right on that?

Secretary Dinnon. That is correct.

Senator BennkTrT. Would a wider margin have resulted in a
greater agreement to roll theso over, do you think?

Sceretary DiLLoN. Probably a somewhat wider margin would have
resulted in somewhat more market acceptance to the offering. But I
think there are many holders of certain types who would not accept
any rensonable offering because they prefer to hold the shorter term
security rather than the longer one 1rrespective of differences in yield.

Senator BENNETT. If you had been able to, or if there had been an
acceptance, say, of 10 billion instead of 5%, this could have postponed
the time when you must make another advance refunding?

Secretary Dirron. Another advance refunding or another cash
offering in the long-term area because we would have gotten just that
much more out in that area.

Senator BennETr. Have ﬁ)you made any cash offerings, has the
fI‘rezm(x)r?y made any cash offerings since the first advance refunding
1n 196

Secretary DirtoN. I have in my mind only what we have done
ourselves in the last year, and we have made some offerings during the
course of refundings.

Last fall we offered a choice of 3% bonds of 1974, and in August we
did the 3% of 1968. Last January we sold for cash, not during the
refunding, a 4-percent bond of 1969. It was already outstanding but
we offered an additional billion dollars.

Senator BENNETT. The 1968 and 1969 bonds are within the 10-year
period. The other is just over, a little bit.

But you have made no offering of 20-, 30-year bonds. i

Secretary DiLLon. No. .

Senator BENNETT. As long as you continue to offer these bonds on
an advance refunding basis, do you think the market will be interested
in accepting sales without an advance refunding?

Secretary DiLLon. Well, as I pointed out the other day, I think you
could sell long-term bonds without advance refunding, but only at a
higher interest rate. I would think the ver{y minimum interest rate
now would be 4% percent. It was my own feeling that we could sell
under present conditions, not tremendous quantities, but substantial
quantities, of long-term bonds, at that rate, but doing so would then
have had a very real effect on the overall market and we wouldn’t be
able to continue because the market rates generally would reflect this,
and interest rates generally would rise. ‘

Senator BENNETT. The net income to the buyer of the bonds on
this particular turnover is approaching the 4.25 rate.
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‘What is going to happen when you run out of 2}s, and you want
to make an advance refunding, and you only have got three-quarters
of a percent left between 3% and 4%?

Secretary DiLroN. I don’t think that there would be very much in
it. One big reason for these long-term advance refundings was the
fact that there were before they started some $28 billion of these 2%-
percent bonds outstanding with various maturity dates running from
1967 to 1972, which all had been issued during the war. This meant
they were mostly owned by long-term investors, and, therefore, there
was an opportunity to use this technique to the advantage both of
the Government and the holder.

With this last operation, we have completed offering an advance
refunding to each one of these issues. The technique that was used
was that in 1960, the previous administration had started with 1967,
1968, and 1969 ones, and on our first one we picked up 1970 and 1971,
and then in this last one 1972, so everyone who bought a bond orig-
nally during the war has now had an equal opportunity to have an
exchange of this sort.

Senator BENNETT. So you have no more 2¥%s left?

Secretary DiLLoN. No, unless you went over the ground again, and
we are, at least at this time, loath to do that because that would in-
dicate that someone could hold back in the hope of getting a better
offer a little later. So I doubt if you would do it again very soon.

The CuairMAN. Mr. Secretary, I have a question I would like to
ask at that point.

Suppose that you did offer this $13 billion which, as I understand
it, were not taken up. Would you then increase the interest rate
above 3% percent on the later refunding?

Secretary DiLLoN. No, we thought 1t was best to use bond issues
that were already outstanding, which were these 3)% percents of 1990,
and 3%’s of 1998 that were in the market, because then you have a
very clear measure of the market value of the security at the time.

you can figure out, as the Senator from New Mexico has, what
a fair offering is between the two.

The CuairmaN. If, at 3% percent, you did not refund but 20 per-
cent—was that about it?

Secretary DiLLoN. About 20 percent took it. But I don’t consider
that a failure; the average acceptance throughout all these advance
refundings has been about a third.

This was a little less. In this particular issue there were probably
more individual and private holders than in any of the precej,ing ones
because two of these issues of 1972 were issues that were originally
limited to individuals. Banks could not originally acquire them so
they had a very broad distribution. ‘

Some 12,000 individual people took advantage in small amounts of
this refunding.

The Cuairman. I understand that, but you actually only succeeded
in refunding to the extent of

Secretary DiLLon. Just under 20 percent on the 72s.

) fh; CHaIrMAN. $5 billion plus out of more than $18 billion, is that
right

Secretary DiLLoN. That is right.

In the overall operation about 25 percent.

!
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The CaarMAN. Would it be useless to offer it again at 3} percent?
You would have to go up to maybe a 4-percent coupon, '

Secretary DiLLoN. We would not plan to do that; no, Senator.

In the past they have always been offered, for these long-term
bonds, a 3}%-percent coupon.

The CuairmaN. Can these same people still come in and take the
3%-percent bond?

Secretary DivLoN. It is entirely closed with one technical exception.
We were generous in the case of individuals who were absent from
their homes and couldn’t gel to their safe deposit boxes at & certain
time. We accepted from them statements of intent. So that when
they got back to their boxes they could unlock them, get the actual
security and turn it in. But the time for those statements of intent
was only during the 10-day offering period, and that was over about
the end of February. Except for a few very small amounts of those
that still come in, it is closed.

The CaairMAN. It is closed now?

Secretary DiLLoN. Yes, sir, it was closed about the 1st of March.

The CuairmaN. I understood in response to Senator Bennett that
you don’t expect to use this advanced refunding technique except on
the 2%-percent bonds?

Secretary DiLLoN. For the long-term refundings that is the only
thing that it has been useful for and it may be that would be about the
only ones that it would be useful for.

'lzhe CHairmaN. That does not offer reason for very high hope for
extending the debt by this method. ,

Secretary DiLLon. As I pointed out, this is only one way. I think
we have to work everlastingly at keeping the debt extended in every
way possible, and that the better part of the results from this method
of advance refundings, the really long-term results may well have been
obtained by now.

The CHAIrRMAN. I was wondering, in view of the small amount
taken whether it is justified as far as costs are concerned. It has been
developed that all together these advance refundings have increase
interest costs by about $1 million. '

Secretary DiLLoN. Well, it is our view that we more than save
that by the difference in costs after 1972 compared to what we would
have had to pay if we had sold those same issues today for cash.,

The CHAIRMAN. 1972 is 10 years off and you don’t know what the
interest rate is going to be.

Secretary DiLLoN. I am not trying to guess that, Senator. I am
just saying that if we try to place a long-term bond for cash now
we know what we would have had to pay today which would have
been 44 percent.

We know what we paid on this one today. We know the total
interest costs.

The CHAIRMAN. You do not expect, then, to offer again these
2%-percent bonds that were not taken?

Secretary DirLon. Certainly not in any near future, no.

The CHAIRMAN. And if rou did try to refund them under the
present conditions you would have to offer, say, 3%?

Secretary DiLLoN. No, Senator.

The CuairMAN. Or 4 percent?
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Seeretary Dinton. Nu, | think it we did we would offer the sume
thing again in the hope there might. be some whe would still take it,

The Creamemas. Hoseems (o me you are building ap an artificinlly
high intercat rate by this methad, ‘
_ From my viewpoint interest is 0 commodity that govs up and down
in accondanee with the demuand and supply - 1 beg your pardon,
Senutor Bennett.

Senntor Bexserr. Woll, Tapprecinte the questions you have asked
beenuge they elavify the point \ was trying {o make,

Weo hinve come pretty close to the end of the sueeessful use of this
deviee for extending the debt,

Seeretary Dinton. For the long-teem advance refunding?

Senntor Brnserr. Yes.

Sectotary Dinvon, These junior advance vefundings which are
very useful to meet the vongestion that we face in the 2 or 3 years
ahiead of us, could still be used. 1 think it is necessary to use them,
bovause we have some tables heve showing the debt due in the sue-
cocding 2 venrs atd it is wnll.}' tremendous.  Anything that ean help
relieve that congestion would be helpful.

Sehator Beyyerr. May 1 go on {or just a minute?

Senator Winniams, Yea,

Senntor Benyers, The problem of maintaining the right propor-
tion of our debt in vory long term bonds atill retine, nnﬁ while this
las been a uroful device, you still face the problem, atd maybe nest
timo you will have to go into the market to get long-term money.

Seotetary Ditton. Yus, that is right,

Senutor Bennerr, | just wanted to find out how much more leeway
vou had,  Really the only leeway you havoe left is the opportunity to
reotler some of the same bonds, .

Sceretary Dibnon. That is about rvight.

Senator Beanert, When the market seoms to be right,

Seeretary DintoN. That is vight.

Senator Bennerr, If you turned around to offer the 3% {on would
bump your head against the ceiling, and the difference of three-quar-
ters of 1 pereent would not be attractive enough perbaps to persuade
people to make the change.

Secretary DiLvon. It might not.

Senator BexNerTr. T am happy to yield to my friend from Delaware.

Senator Winntams, Just one point, Mr, Sceretary.

Some of these, cortain issucs of theso 24s as I understand it, arve
acceptable by the Treasury Departinent at par in the payment of
estate taxes, are they not?

Seeretary DintoN. I think that is correct.

Senator WirLiams. Now, were any of those issues involved in this
offer for---—

Seeretary DinLoN. Since all of these issues were covered they must
have been nvolved, yes.

Senator Wittiams. Yes.

When wo speak of the fact thyt there were 12 billion cutstanding
which did not accept this offer, to a lnige extont those 2)s aro far
more attractive, even at a 4 percent, because to someone at an
advanced age who may have the possibility of soon being confronted
with an cstate tax, even though these bonds are selling today at 88
to 90, they are acceptable at par in payment of cstate taxes which

)
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means that by keepin them they can in effect drop their estate taxes
10, 12 porcent, isn’t that true?

Secretary Dinton, That is correct.

Senator Winntams. So there is nothing unusual about the fact that
thoy would not have nccepted that offer of yours to call them in at
347

Secvetary Dinton. That is correct.

Senator Winntams, So that would climinate the possibility to a
lnrge extent of your ability to refinance in this sume manner.

thank the Senator,

Secretury DinLon. I am informed by Mr. Heffelfinger that the new
343 that were exchanged for the snime issues have the same privilege
so there is no effect there.

Senator WiLniams. These new 3)4s that you issued in exchange have
this same privilege?

Socretury DintoN, The ones that were issued in exchange for the
248 have the same privilege.

Senntor Willinms, Then those portions of the investors who take
these 34s have got nn additional advantage over and above the 34%s
quoted generally on exchango; isn't that correct?

Will they be quoted separately? They are worth a lot more money.
It was my understanding that this privilego was extended by law,
and I ain wondering if this is by Executive order being extended?

Seeretary DintoN. No, no. I am told that practically all of our
long bonds huve the same privilege—all Treasury bonds, the 2%s of
1959, 1962, running on through 1963, 1968. It is in this February 28
daily stutement of the Treasury on page 6, the statement of the public
debt. And all of the Treasury bonds that are there indicated by a
footnote No. 4, have this snmo privilege and those are all of the
long-term bonds that I can see here.

Senator Winniams. I am not speaking of those to which this
privilege was given at the time they sold the 2} percents. But how
many of the 3 or 34 that are outstanding for 26 or 30 years of the
most recent issues carry that?

Secrotary DinnoN. Apparently practically all of them do. They
all did when they started the issue.

Senator WiLtiams. When you say practically all, will you furnish
for the commuittee an exact list of those that do and those that don’t
and the time that thiey were offered?

Secretary DiLron. I would be glad to; yes.

(The list referred to follows:) -
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Treasury bonds oulslanding Feb. 28, 1962

Orginal Maturity Outstanding
Descriptlcn of bond Issue date date (millions
of dollars)
B(:gds rfdeemable at par in payment of Federal estate
Xes:
24 percent, 195063 ..l iiiiciiiiaceniiaan June 11645 | June 15,1962 3. 964
244 pereent, 198062, ... iiieiiiiiiieaaa.. Nov. 15,1945 | Dec. 15,1962 2,271
porcent, 1962-67....... - -] May &1852 (| June 15,1967 1,463
2}9 pereent, 1963-68. .. Dec, 1,1942 | Dec. 15,1968 1,818
214 percent, 106460 .. o Apr. 15,1643 | June 15,1969 2,636
234 percent, 1964-69. .. ...| Sept 15,1043 [ Dee. 15,1069 2, 553
244 percent, 1985-70. ..., - ..} Feb, 1,1844 | Mar, 15,1970 2,42
21 pereent, 1966~71 . .. iiiiiaaaeaaa. Dec. 1,1944 | Mar, 15,1971 La7
2i pereent, 1067-72. L. . i aiiiaieiiicaeacanaaa Juno 1,1845 | June 15,1972 1,756
B¢ percent, 1067-T2. ... iiiiiieiiaana Nov, 151945 | Dee, 15,1972 3,512
dpercent, 1960, ... L. iiiiiiiiiiciacaaeaa.- Qct, 1,1957 | Oct. 11,1969 2,638
J7s percent, 1004, L iiiiiiiiiciiiccaaans Dec. 2,1957 | Nov. 15,1974 1,171
434 pereent. 1975-85. Apr. 51960 | May 15,1985 470
334 percent, 1978-83. May 1,1953 | June 15, 1983 1,598
4 percent, 1980...... Jan. 23,185 [ Feb, 15,1980 834
3;2 percent, 1980. . Oct. 3,1060 | Nov, 15,1980 1,916
34 percent, 1985 ... ...] June 3,1858 | May 15,1985 1,132
3¢ peroent, 1990, .. iiiiiieiiacicaanenan- Feb, 14,1958 [ Feb, 15,1990 4,018
3percent, 1908, . .. iiiicieiiiicaccanaa- Feb, 15,1855 ) Feb, 15,1995 2,670
M percent, 1008 . L iiiiiiiiiincaeeoeans Oct.  3,1960 | Nov. 15,1983 3,529
Subtotal. .. i iirieicnr e e eeccae e e cee- 43,736
Bt{gds not redeemable at par in payment of Federal estate
Xes:
reent, 1960-85 1,485
B poreent, 1983, .. iiieimaiicaeaaaeiaaan 4,317
Spereent, 1964 . iiiiiiaeel. 3,854
e porcent, 1988 . iiiieiiiaiian.- 6, 896
33 pereent, 1968, .. .. 3, 508
3 percent, 1966__ ... 1, 484
334 percent, 1966, 2,438
334 parcent, 1967-72 2,716
334 peroent, 1967. . - .15, Mar, 3, 604
376 percent, 1068 . .. iciiiiiiciiieiaan \ 2, 460
Subtotal. it T . 32,852
X PRI RO R 76, 838

1 Redeemable, at par and accrued interest, to date of psyment, at any tite upon the death of the owner
at the option of the duly constituted representative of the deceased owner's estate, provided entire proceeds
of redemption are applied to payment of Federal estate taxes due from deceased owner's estate,

Senator WiLrtams. Was this original privilege of the 23 extended
by Executive determination or by congressional action?

Secretary DiLLox. That T could not answer. I would be glad to
find out how that was done originally.

(The information referred to is as follows:)

The statute under which the Secretary of the Treasury is authorized to issue
bonds provides that they shall be subject to such terms and conditions as he may
prescribe. The provision in outstanding bonds for acceptance at par in payment
of ttl?xe‘i is one of the terms and conditions prescribed by the Secretary under this
authority,

The CHalrRMAN. Senator Douglas.

Senator Douaras. Mr. Secretary, we all have great respect for your
ability. It is in part due to the fact you sit here and answer these
complicated questions with your experts behind you.

Senator Gore. Way behind.

Senator DouGrLas. Way behind. And I think we all have a very
hi%} appreciation of your desire for real public service.

any of us agree with you on most of the things you are advocating.
Some of us may disagree on specific matters. 1 have been very
dubious about advanced refunding when applied to bonds which will
not mature for a considerable period of time. I had always assumed
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that the two case3 in which advanced refunding would be most desir-
able would be, first, when you can substitute a Fower interest bond for
a higher interest bond, and second, when you had bonds which were
maturing almost immediately and had to face that question even if
you had to pay a higher rate of interest than we are doing.

But I must say when Mr. Anderson started this practice of taking
up bonds which were not due for some time and then substituting
bonds of longer maturities but at a higher rate of interest, I felt very
dubious about it and I can’t change my doubts just because a new
administration has come into being.

Now, the other day, many of the members of the committee, I
thought, criticized your statement and criticized it very properly on
the ground that it 1s difficult to make assumptions about the future
rate of interest. But the higher rates of interest in the short-term
period were certain. I think there is an additional criticism, if I may
say so, of your argument, and I would invite your attention to the
last chart which you submitted and to the information about the
added interest which this issue would certainly bring and the presumed
savings which you think it will effect. Do you have that chart?

Secretary DiLLoN. 1 can’t at the moment identify which one it is.

Senator Doucras. It is not numbered but it is headed “Five
Advance Refundings, Interest Costs and Interest Savings.”

Secretary DiLLoN. Yes.

Senator DouvcrLas. If you will look at the two final columns you
will find that the added interest is in the earlier years, and comes to a
total of about 1,100 million. The claimed savings, and T am not at all
certain that there will be savings, amounted to a little over 1,600
million, and with the exception of 200 million, these savings will come
in the Iater years.

Yet you treat a dollar of savings in the later years as equivalent to
a dollar loss in the earlier years. And I think 1t is just as important
to get a dollar later as it is to lose a dollar now.

Now, if this were true there would be no rate of interest, because
interest is the paynent which you make for dollars in the present over
dollars in the future. It is what the economists call a time prefer-
ence—preferenca for money in the present as compared to money in
the future—and, therefore, I am not at all certain that even on a
dollar-for-dollar basis that you would effect the savings of $514 million.

But certainly you would have to discount the projected savings in
the future at the rate of interest, either 2% percent or 3% percent,
whichever you use, and if this is done, though I haven’t had time to
work out these computations myself, I doubt if you would have any
savings at all. It might be that you would have a deficit.

Secretary Dinrox. I think that is quite correet, Senator. We can
work out those computations. The savings on the gross basis were
rather large and T would think when we ﬁnisﬁd we would still come out
about even, and our main point, 1 think, was to indicate that it was
not a costly procedure and we feel that actually net there is some
savings.

Senator DougLas. Excuse me.

Secretary DiLLoN. Yes; we would be glad to do that.

Senator DovacLas. To work out what these would be if the future
savings were discounted and cumulatively discounted?

Secretary DiLLoN. That is right.
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Senator DougrLas. At the——

Secretary DiLrLon. We would be glad to do that.

Senator Douaras. At given rates of interest?

Secretary DiLLoN. We would be glad to do that on the same chart.
But our point is that, if you grant that, you want to extend the debt
and sell l‘())ng-term debt if you can do it in a way that does not affect
the market immediately; it seemed to us that it is far better from the
point of view of the economy to do it in that fashion without disturbing
other long-term interest rates. Therefore, if you come out even, we
would still prefer this technique for the reason of its effect on the
economy.

(The information requested is as follows:)

The five advance refundings taken together involved the exchange of $23.2
billion of securities. Of this amount, $9.6 billion was attributable to ‘‘senior’
exchanges—intermediate-term bonds exchanged into long-term bonds—these
took place in October 1960, September 1961, and March 1962; $13.6 billion of
securities were exchanged in “junior’” refundings—issues maturing in 1 to 3 years
exchanged into intermediate and longer term issues. This type of refunding
. ocourred in June 1960, March 1961, and March 1962, -

On lt:“i)lll'esent. value basis ! the total net interest savings on senior exchanges is

$137 on, The junior refundings because of shorter terms to maturity of
both existing issues exchanged and new issues offered show relatively little change
from current value figures,

Senator Doucras. I have no more questions, Mr, Chairman.

The CHAIRMAN. Senator Carlson?

Senator CARLSON. Mr. Secretary, you are dealing with interest
rates in a way that you hope to be of real value and assistance to our
balance of payments. I notice in your statement here you say that
the objective—you are speaking previously to this of tKe long-term
interest rate: o ,

The objective was to deter outflows of short-term money to foreign countries
stemming from interest rate differentials, outflows which would weaken our
balance-of-payments position,

1 know that’s one of our real problems. ‘ :

I notice, however, that the U.S. gold stocks fell another $20 million
during the past week, and this is in the morning financial roundup
"1 8eq the following table: - : ' IR

Comparison of net interest savings or cost on § admmuic: refundings on current value basis and discounted

[Amounts are in millions of dollars)

1]  Junfor advance refandings Bentor advance refundings -

| June | March | March . |October| Sep- | Maroh
1980 ’{oex_ 1083 | Total | 1060

tem 1963 | Total
1 1061 : o

-

Current valve basis: Net sav- B N roe N o
ings or added m (—) over ) . . B -
1ife of isse offered........... ~80.4 | ~32.7°| ~58.0-(-~188.3 | 383.8 | 220.8( 1187 ]  720.3
Discounted basis; Net savings A A T .
: of edded ocost () over : v A e .
of issue offered o.............. -8} ~56.7 ] ~85.8 |~100.8 9.8 8.6 59§ 137.0

v
1

~ _ «The Treasury borrows to pay its obligations at many rates: On 3-, 6- 12-month biils; on
1-year certificates as well agon notes and bonds. A convénient measure of w. 08 Treasury
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in the Post. What is our status on the balance of payments at the
present time? L

Secretary DiLLon. Well, actually, from the preliminary figures
which are available to us to date for January and February—the
figures are always preliminary until some 2 months, at least, have
elapsed for any lpa,rt,icula,r period—indications are that we are havin
the same sort of very definite improvement, which may be seasonal,
gimilar t0 that we had last year as compared to the preceding fourth
quarter. I might say that the best indications that we have is that
our overall deficit to date is no larger than the amount of gold that has
been taken, . :

In other words, the amount of gold takefi,
a year ago, is fully equal to our totdl deficit, and the
more due to redistribution of deflar assets in various
moving from countries that d¢6n’t hold their asgets g
tries that do hold their assets in gold, than to
of payments, as such, d b6

enator CARLSON.

corporation borrows m
country?

e ¢ase
large takings are
countries abroad,

policy? Is it to theif interest\to

Secretary DiLLon.\Well, we Ve
our capital markets open. Welhave pév
in Europe all do whid gve g
from which you have\to get aut
borrows publicly in thelx market.

We have been workink just in the,
open up these European\markets fa¥r-
opened so they will be able

e have got general agreemend
this is a desirable course, in ge
actually implement it. e ‘ . _
- We had:felt it was undesirable and do feel it 18 indesirable to move
in the opposite direction at this time while we are just at the same
time trying to get the European countries to liberalize further,

I might say one thing on foreign sales such as this one: It is not
necessarily true, and L don’t think it is true in this particular issue,
which was $40 million as 1 recall, that it is a net $40 million drain on
our balance of payments at this time. Because as I understand it,
a substantial amount of these securities were sold to. European
customers, even'thougxlrl they were denominated in dollars.and orig-
inally offered in New York. - - .. . ...

I think the majority of the issue, may be more than a majority, was
placed in that way. So those purchasers had to sell their European
currencies for dollars, obtain dollars to buy these securities, so to that -
extent it would not be a drain on our balance of payments,,. . . .. .
.- Nb doubt it was a.drain but not as big as the full $40 million,

. Senator CarusoN. What is the present amount of money in dollars
~ that these foreign countries could call on us for payment in gold? .

-Secretary DiLLoN, Well, the official assets are about, Sil?illion.~ }

AAdat ‘i‘s, to
y have beep

aral, but it’s taken .so
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Senator CarLsoN. That they could call on us, and what is our gold
reserve as of today roughly?

Secretary DinrLon. Our gold reserve is about $16.7 billion, a little
over that.

Senator CarLsoN. And require about $11 billion; is that not right?

Secretary DiLLoN. Yes; I think our free reserves over and above
the statutory requirements are about $5 billion.

Senator CArLsoN. And interest rates in several of the foreign coun-
tries aie much higher than ours, is that not correct?

What about Great Britain’s interest rate?

Secretary DiLroN. In Great Britain they are considerably higher.
They had a crisis in their foreign exchange last year and they put up
their bank rate, which is their equivalent to the Federal Reserve
discount rate, to 7 percent, which was designed not only to slow down
consumption in their country, but also was designed specifically, I
think, to attract some foreign funds, up to a point.

And it served both purposes, so it was reduced in two steps last
fall to 6 percent and was reduced just last week, or maybe the week
before, but early in March, to 5% percent. So it is now only half a
percent higher than it was before the crisis when it was put up by 2
percentage points.

It is much the highest rate in Europe. Most of the European
central banks, I think, have a rate of no more than 3} percent, a good
{nm&y of them 3 percent, and a few of them less than that, like Switzer-
and.

Senator CarLsoN. At the time the British interest payments were
7 percent and 6 percent, did it attract substantial amounts ef money
from the United States?

Secretary DiLLoN. I think it attracted some. It did not attract
as much as the difference would seem to suggest, because most Ameri-
can short-term investors, make such transfers on what is called a
covered basis.

In other words, they sold forward sterling for dollars and bought the
dollars back again to come to them in 90 days, say, or 6 months,
whatever the time period may be, and the cost of covered forward
transactions at the time of the 7-percent rate was very high.

It got up one time to as much as 4 percent; 4 percent plus our interest
rate of, say, 2%, gives 6% percent so there was only about a half
percentage point advantage in moving to Great Britain at that time.

But right now there is no advantage. The cost of cover is actuall
now a little more than the difference so on that basis there is a small
Ecﬁ; advantage for short-term investments in U.S. over British Treasury

ills.

Senator CArL8ON. In other words, the 5% percent would be no
attraction to the——

Secretary DiLLoN. Unless someone was willing to do it on an un-
covered basis which means they are subject to the full exchange risk.

Senator CarLsoN. On that basis is there greater danger for demand
for loans of foreign countries such as the Southern Pipeline Co. in
view of the fact our interest rates arb still low? :

Secretary DirLon. I think there are two questions: One is the short-
term rate question, which I think is probably in somewhat better per-
spective and is not so dangerous now as it has been, and the other is
a continuing advantage in the long-term areas .to the extent either

/ . '
1
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these foreign governments or a company with high credit, such as this
pipeline comgany, apparently are able to sell their bonds like this.
There is a substantial interest advantage in that long-term area in our
market as compared to practically all European markets because their
capital markets on a long-term basis are not as well developed.

‘he only place in Europe where you can sell long-term bonds gen-
erally cheaper than in the United States is Switzerland and they
ration that quite carefully, as to the number of companies that can
take advantage of it.

But long-term bonds in Switzerland can be sold cheaper than they
can here in the United States.

Senator CarLson. I take it from your statement you feel we are
making some progress in equalizing interest rates in the foreign
field and there probably would not be as great a demand as there had
been in previous years? - -

Secretary DiLLoN. I would hope so. Certainly there wus progress
made last year by the reduction in bank rates of many of the conti-
nental banks.

There is one thing that is a problem in this area which is impossible
to be sure of, but which many of the best monetary authorities think
may be occurring, and that is that in the 1930’s and in the period after
the war when the situation in Europe was very unsettled, all the
money, European money, that could get out of Europe got out, and
about the only place that was safe for that kind of money was the
United States, so we had quite an inflow of this sort of money.

In the last 2 or 3 years, with convertibility and with economic
growth and with greater stability in Europe, many people feel that there
may be sort of a fundamental redistribution or repatriation of these
funds, that they are gradually going back home, and that that has
been one of the reasons on top of interest rate differentials that have
ISed to outflow of capital, short term and longer term, from the United

tates. .

Senator CarLsoN. I think we are making progress in the field of
interest. But what about our intemationa% trade? It is not only a
matter of interest that affects our balance of payments but it is inter-
national trade.

Seecretary DiLLoN. Very much so. Our surplus, our commercial
surplus, on exports last year was the same as it was the year before.
It amounted to about $3 billion. We want to improve that if we
possiblv can. We have many programs to try to increase commercial
exnorts. ,

Senator CarLsoN. I was just reading, in this same financial article
that I was reading here now, it says this:

The Commerce Department announced—
and this is yesterday’s paper—

announced January exports of civilian goods totaled $1,591,800,000 and showed
a seasonally adjusted drop of 3 percent from December. A day earlier the De-
partment announced that imports had risen 2 percent for the same month.

Now, 3 and 2 makes 5, and would that not make quite—have quite
an effect on the balance of payments? :

Secretary DiLroN. For that month; yes. . :

Imports and exports both notoriously fluctuate month to month for
_reasons’ that are not seasonally determinable. Usually those of us



56 ADVANCE REFUNDING AND DEBT MANAGEMENT

who try to follow this feel that a better measure is & moving 3-month
average. The latest moving 3-month average, including January and
going back 3 months, compared to the preceding 3 months’ average,
shows that exports are stag'ing about level, and imports are increasing
at about 2 percent, something like that.

So I think that certainly, if the January experience turned out to
be general and continued, it would be discouraging. But we have
had such fluctuations during the course of last year. One month it
would be bad and the next month it would be very good and if you
ha.ge a very good month you must not think you are out of the woods,
either,

Senator CArLsoN. It occurs to me that international trade is prob-
abl{ as important as any feature of this balance-of-payments problem
as 1 see it.

Secretary DiLLon. It is the most important element because it is.
the biggest single one. We have about $17} billion of exports that
are exported commercially and paid for in dollars and we have had
about $14.5 billion of imports a year in the last 2 years. Undoubtedly
this year, because of better business at home, the import figure will
go up to $16 billion or maybe a little higher. We would hope that at
the same time our commercial exports might increase, but they will
not rise that much.

We don’t appear to be out of the woods this year.

Senator CarRLsoN. In other words, it looks as though you are going-
to get some additional problems.

cretary DiLLoN. So far as the commercial merchandise surplus
during the last half of last year is concerned, it ran at a rate of about
$2 billion a year; the first half was at a rate of around $4 billion; the
average for the year was about $3 billion, and we would expect that it
would not get any worse than it was in the last half last year. This
gould mean about-a $2 billion surplus this year. We hope it will be
etter.

Senator CarrLson. That is all.

The CuairMAN. I think Senator Carlson perhaps has mentioned
one of the %ll-eatesl; problems confronting us in a fiscal way.

What is the maximum amount of gold we have had at any one time?

Secretary DiLLoN. I don’t have the exact figure here. I can get it
for the record, but I think it was $23 or $24 billion,

The CHAIRMAN. $34 billion?

Secretary DiLLoN. $23 or $24 billion.

The CHAIRMAN. Yes. My recollection is that it was between $24
and $25 billion.

Secretary DiLLoN. It may well have been, $24 billion.

Senator KErr. My recollection is that it was above $26 billion at.
one time.

Secretary DiLLoN. As much as that?

Someone may have that fi for you shortly.

The CuHAIRMAN. What is the amount of gold on hand now?

Secretary DiLLoN. Just over $16,700 million.

The CaairMAN. How much of that is free gold?

Secretary DiLLON. Agproximaselg $5 billion.

The CHAIRMAN. $11 billion is dedicated to our own currency?

Secretary DiLLoN. About $11% billion.

/ '
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The CuairmaN. So you actually have had a loss in gold of some-
where at least $8 billion, haven’t you?

Secretary DiLLoN. Well, we have had a loss from whatever the
correct high figure was to $16 billion.

The CHAIRMAN. Approximately $8 billion?

Secretary DiLLoN. It would be o large figure; yes, sir.

The CHairmaN, Isn’t that a very serious situation?

Secretary DiLLon, Well, T think that a certain redistribution of
what was an excessive concentration of gold in the United States at
the end of the war was in our interest and in the interest of world
trade generally.

At present we have some 40 percent of the free world’s gold stock
in the United States. I would think that was adequate.

But what concerns me and concerns me greatly is the situation we
find outselves in with a balance-of-payments deficit, which means
the gold losses that go with it,

If our balance of payments now were stable and we could look
forvard to no further gold losses, I would think our gold stock is
perfectly adequate. But it doesn’t look very good when you are
facing continual losses.

The Chairman. Under the present custom when we make settle-
ments with the central banks of foreign nations they have the right
to ask for gold at the value of $35 an ounce or ask for dollars?

Secretary DiLLoN. That is correct.

The CHairMaN. Is that correct?

Secretary DiLLoN. That is correct.

The CuairmaN. Isn’t that the reason why we have lost this $8
billion of gold, that they have asked for gold instead of dollars?

b Sl%cremry DirLioN. To the extent they have asked for gold. They
uild up— -

The CHAIRMAN. Suppose the time ever came that we couldn’t give
the option because we had exhausted our free gold, what would be
the result then? : o

Secretary DiLLoN. Well, if we were unable to pay out gold the
dollar would lose its value in international commerce.

The CnairMaN. That would be one of the greatest blows to the
free world that could happen, would it not? ‘

Secretary DirLon. It certainly would. '

The CHairmMaN. I wish to ask what is being done to prevent any
further loss of gold; but first, I want to mention that I voted for the
bill to reduce the amount that tourists may bring in from $500 to
$100, but I think that, like bringing back the depengents, is a flyspeck
on the wall. I do not know of any IE)lan adopted by either the Eisen-
hower administration or the Kennedy administration which
substantially prevents this flow of gold.

Secretary DiLLoN. Senator, this whole balance-of-payments prob-
lem is a very complex one, and it can only be attacked in very many
ways across a very broad front, ‘ I

only wish there was some one simple way in which we could do
one simple thing and have the whole answer.

The CuairMaN., Would a simple way be to stop spending more
money abroad than we take in, isn’t that the simple way? :

Secretary DiLLoN. Well, that would involve bringing our American
troops back home. : S
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The CHairMaN. That would involve cutting out some foreign aid
and some of the other things we are doing abroad.

Secretary DiLroN. The dollar cost of foreign aid last year, was
about 1.3 billion.

The CuairmMan. It would be more than that now, wouldn't it,
because we are giving foreign aid to countries in direct cash instead
of furnishing materials that are manufactured in this country?

Secretary DiLrLon. Well, we have a goal, a policy objective which
the President has announced und which we are trying to push, of
reducing the dollar outflow to no more than 20 percent of the overall
foreign aid figure and that would mean a reduction of the release of
actual dollars to a billion or less as against 1.3 billion last year, and
the 1.3 billion last year was large because we were paying off on
commitments made many years before to purchase goods in other
parts of the world.

The CrairMaN, Take the present request of the President which
I see by the papers is more than 4% billion.

I}{:‘)?w much of that 4% billion will be sent out of this country in
cas

Secretary DiLLon. Well, I think the exact figure was 4.8 billion,
.and the policy objective is to send not more than 20 percent which
.would be $950 million, $960 million, something like that.

The CHAIRMAN. And the rest of the 4.8 billion is to be sent in
materials and equipment?

Secretary DirnrLoN. That is the policy directive which the President
has issued, and which he expects the administrators of the program

. to carry out,

The Cuairman. Have the export figures been corrected? Of
course, you and I have talked about this a number of times. Com-
merce Department includes food and other things that we have given

. away.

In other words, I think you told me the Commerce Department
figures were 2% billion too high.

Isn’t that misleading——

Senator Kerg. 2} billion too high insofar as balance of payments

- are concerned.

The CuAIRMAN. That is what I mean, and so far as cash income
is concerned. They have included in the export figure 2% billion
more than we have taken in because we gave it away.

. Secretary Dinron. Yes. That is correct, Senator. We have, as
you say; discussed this. We have been trying for some time to work
out with the Commerce Department a way to clarify these figures,
and I am glad to say that after many months’ effort, they are now
going to publish in their regular quarterly balance-of-payments
presentations a new table which will appear this month for the first

-time in the March issue, of the Survey of Current Business, and which
will very clearly differentiate between commercial exports and the
exports that result from our aid program and which are not paid for
.in dollars. : oL
The CuairMaAN. It has taken a long time to do this. ,
The Finance Committee brought this matter up more than a year

.. -Segretary DiLLoN.: We brought it to the Commissjoner’s attention
at that time, but it was very difficult to work out the details.
'
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The Cuarman. If necessary, 1 suppose we could pass a law to
compel them to tell the truth about it.

Secretary DiLroN. I not only brought our own feelings to their
attention, but I made very clear your feelings, Mr. Chairman,

The Cuammman. Many newspapers and others are misled by these
higher figures in official reports. You advised me that the realistic
figure is $2}% billion less than indicated.

Secretary DinrLon. That is right.

The CuairmMaN. That narrows the figure between the exports and
imports.

ecretary DiLLon. That is right, that is why I said our surplus has
been $3 billion.

The CuairMAN. It is misleading to the public and I am very much
surprised that something has not been done about it.

Secretary DiLLon. I agree; we have done our best.

The CuairmaN. The committee was promised that better reports
would be provided, but we got something more confusing than what
we had before.

Secretary DriLLoN. I think this new table will do the trick. It is
a table we prepared, in general, first in the Treasury. Commerce
Department will publish their original table alongside it. But any-
way there will be a table there which does clearly show it,

he CHAalRMAN. Will it be itemized?

Secretary DiLLoN. Yes, sir.

The CHAIRMAN. You won’t count the counterpart money that does
not come back to this country? .

Secretary DiLLoN. No, this will show clearly total exports, less the
amount that is not paid for. ’

The CHairMaN. It will be on a strict dollar basis, the number of
dollars? - ‘ : :

Secretary DiLLoN. That is right. :

The CrHairMAN. It will show what we get back in this country for
orts? When is that coming out? ' -
ecretary DiLLoN. It is coming out in the March issue of the Survey

of Current Business which I think is due out sometime in the next
week or so.

It zi,llways comes out in the latter part of the month or middle of the
month. ' ‘

The CaairmaN. That will be for what period? . C

Secretary DiLLoN. That will be for the last year. For the last
quarter and for the whole of 1961. SR

The CHAIRMAN. I am very glad you have finally gotten around to it
be(l:ﬁp?:a (tihe public and many others have been misled by the figures
published. : . o

Secretary DiLroN. There was a great deal of resistance to making
any changes in the way the Department of Commerce handles the
balance-o -pa%'ments figures, and it was very difficult to accomplish
changes, but I am glad to say they have been made. ‘ S
. Tlﬁg HAIRMAN. y should there be resistance to telling the
ruth? : T R P

Secretary DiLrLoN. Well, the technicians who were in charge of
this had their own reasons which were apparently good for them.

.- The CHairMAN. In other words, tliey don’t care whether they mis-
lead the.people or not, because they ;;ave out a figure of $20 billioh;
wasn’t that the figure they gave out N Y
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Seeretary Dinton. That was the figure that has come out so fav,
and 1 (}uit(\ agree with vou it is a misleading figure,

The Cramman. | ealled you up abhout it. on the phone.

Seeretary Diton, That is right.

The CuamrmMan, Aud vou have bheen very frank and fair as vou
always have, lot. me say, and vou told me it was $2}4 billion more than
the actual cash that was taken out.

Sceretary Diton, That is right.

The CuammMan. And the same thing occurred a year ago and now
we are just getting the correetion,

I hope it will be an accurate one.

Senator Kerr, May 1 ask a question?

The Crammman, Yes,

Senator Kurr. These veports are brought out by whom?

Seeretary Dinon, Dopartiment of Conmumerce.

Senator Kerr. Do vou have any control over them?

\ Sceretary Dirron. None whatsoever, except to try to persuade
them.

Senator Kerr. How long has the practice prevailed which shows as
the export figure not only exports for which we receive dollars valid in
computing the balance of payments, but also include as exports,
without being identified, items which have either been sold, such as
agricultural products, much less than the domestic market provides
or as the chaivman said, food and other items which have heen given
away.,

How long has that been the practice?

Secrotary DiLron. As far as I know it has always been the practice.
There has been no change in the Department of Commerce figures
until right now, and when these types of exports began, they lumped
them with other exports. They have always done that.

Scnator Kerr., I want to say, I want to thank the Secrotary of the
Treasury for helping this committee get that done because the Senator
from Oklahoma has been screaming about it for the last 8 years when
the figures were being provided by the Seeretary of Commerce, not.
only urinF the last 8 years but during the years before that, and

robably if it hadn’t been for the efforts of this committeo and the
‘}‘masury Department they would still be doing it.

Secrotary DiuLon. I think so. T was concorned with it personally
guite a while ago, and tried when I was working in the Department of

tate to get this clarified, but with no success at that time,

The CHAIRMAN. I want to commend the Secretary, too, because he
has been completely frank about this ma‘ter from the beginning.
~ An official of the Commerce Department was testifying—I don’t
recall his name—and he indicated that this was all in cash, in Ameri-
can dollars. :

Now, the heading of the publication in regard to it said, “The dollar
value,” but they have not separated how much is given away or taken
in counterpart money or something else and never comes back to this
country, and I do hope that it will be a full and complete statement
and accurate and I want to thank the Secretary like Senator Kerr has
done, for your cooperation and activity in getting it done.

~ Secretary DiLLoN. Thank you, Senator.

- The CrairMaN. I am surprised! that it is—it has taken so long.
 Maybe if you had been Secretary some time ago we would have gotten
the facts sooner. ' ‘ ' s
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Senator Gore?

Senntor Gore. With respeet to the subject under discussion for the
moment, I would like to ask you, Mr. Secretary, what would be the
difference in balance of payments, in the flow of funds, in receipts and
disbursemonts of U.S. d}())llnrs, as between this $2 billion of unilateral
transfers which you wero discussing with Senators Byrd and Kerr, on
tho one hand, and the purchase of $2 billion worth of automobiles, on
the othor, taking them a hundred miles from shore and letting them
drop in the ocean?

Is there any difference?

Seeretary DinLon. I don’t think there is any. I might say that in
these overall balance-of-payments figures, the Commerce overall
figure, of course, in the end came out accuratoly.

The place that was mislending was giving the impression that
commercial exports produced a bigger surplus than they actually had.

Senator Gore. Woll, to treat unilateral transfers——

Senator Kerr, 1 don’t—I would love to understand the Senantor’s
question about putting those automobiles in the ocean.

Senator Gore. Well, I was——

Senator Kkrr. You are not under obligation to make it so I can
understand them becnuse that is a burden that no man should put
on you, but if you could I would appreciate it. [Laughter.]

Senator Gore. I would say that, insofar as touching the nerve of
comprehension of the senior Senator from Qklahoma, if it were with-
in the capacity of the junior Senator from Tennessee to touch such a
nerve in_anyone it would be touched in him quicker than in any
Senator I know.

The point I was trying to make, with which the Secretary agreed,
was that, insofar as balance of payments are concerned, insofar as
flow of cash, receipts, and disbursements to the Government, the
cconomic effect of a unilateral transfer of merchandise to a foreign
country, from which we expect to recoive no goods or benefits in re-
turn, is identical with the purchase of $2 billion worth of oil, auto-
mobiles, or any other commodity in the United States and taking that
out into the ocean and dropping it on the bottom and forgetting it.

Senator Kerr. It doosn’t seem to me it would be because if they

urcllmsed the $2 billion worth of automobiles they would have to pay
or them.

Senator Gore. Well, they pay for the corn and wheat.

Senator Kerr. But they don’t. That is the point. If they bought
$2 billion worth of automobiles

Senator Gore. I am speaking of the case in which the United States
dooes the purchasing of the automobiles.

Senator Kkrr. 1f the United States purchased the automobiles in
the United States, that would create no outstanding dollar claims in
the hands of the foreign central baalk that would be a claim against
our gold, and as I see it, and I am uot trying to start an argument, 1
am just trying to get a clear picture,

As I see it that woulu be an entirely different situation than the one
that exists when we well or send $2 billion worth of agricultural
products abroad for which we get soft currency.

Senator Gore. No; we don’t get anything.

‘Senator Kerr. We got soft currency for it. Let’s say we get
nothing for it.
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Senator Gork, All vight., Wo get the same amount for it as if it
didn’t arrive.

Senantor Knirr, Woll, not our agricultural products, Senator,

Senntor Gonrk. Well, you have got soft currencies which ean be
used only by the recipient country.,

Senator Kerr, Wo got soft curreney which woe can use only in the
vrecipient_country,  Otherwise, our Congressen could not go over
there and spend so much money.  [Laughtor.)

Senator Bennwrr, Hurey for Lankford.  [Laughter.)

Senator Kerr. But if somebody here bought $2 billion worth of
automobiles with American dollars in Ameriea and took them out and
dropped them in the Atlantic that would ereate no adverse effect. on
our balanee of payiments at all,

Senator Gorn, Well, T asked the Seorotary of the Treasury, insofur
as balanco of payments are concerned, inflow and outflow of money,
cash disbursomoents and receipts, if unilateral transfers didn’t have the
same offoet as the dropping of $2 billion worth of automobiles into the
ocean, and he said they did.

Senator Kewvr, I know. But I don’t know what a unilateral
transfor is.

Senator Gorr, Well, if you will look on page-—--

Senator Krer, I just wanted to make it clear that if T understand
the situation, the purchase in this conntry of anything in this country
which does not cause dollars to leave this country and become the
property of some foreign contral bank in no way touches our balance-
of-payments situation.

oes the Senator agree with that?

qulmtm' Gore. That is true with respeet to wheat or automobiles
or oil.

Senator Keru. Or clothes or medicine or nylon hose for women or
shorts for mon.

Anything bought in this country docs not have any effoct nor does
our domestic deficit have any offect on our balanee of payments.

Senator Gore. The Senator is cortainly making one of the points
that T was making.

Senator Kerr. But what T was trving to do was to relate that to
the unilateral transaction, that is all and I just didn’t understand
him. It isn’t necessary that 1 do.

Senator Gore. Well, I would certainly hope that the Senator would,
and I think his comments indicate that he does understand it.

It may be that I have used a term that he has not customarily
applied to such an international transaction, but if he will look on
page 295 of the Economic Report of the President he will find the
termy, “Unilateral transfers, net: Total.” The figure for 1960 is
$2,489 miillion and this is treated as a pavment item. Economically, it
is & net loss. We receive no economio benefits in return, either in

s or services. There is no benefit insofar as balance of payments
18 concerned. ,

Secretary DirroN. Not immediately. I think there is this small
question of counterpart that can be used to pay administrative ex-
penses and things like that. ‘

Senator Gore. I am speaking of the balance of payments of this
country, and it was in that context that I asked the question but I
didn’t mean to make a major issue of it.
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Incidentally, 1 notice in this snme table, Mr. Secretary, that about
20 pereent of our payments deficit is treated as unvecorded transac-
tions, errors, and omissions,

Now, as I understand it, this amount, whether it is 19, whether it
is 21, 24 or 10 percont, it is merely a balancing item.

lsn't that a rather large item?

Secretary Divton. This item includes transfers of capital that they
cannot account for directly in any one of the various categories that
have been reported.

Senator Gore, Yes.

Seerotary DruroN. And we have underway a project, which I think
will bear fruit, to try to improve our reporting and got better facts
and figures on the flow of capital, both short and long term by corpora-
tions, by banks, by individuals than we have evorﬁmd before, and 1
think we will bo in a better position. It may be, in that way, we may
he able to reduce this figure.

Usually what happens is that at the end of each year or immedi-
ately aftor the ond we can total up a rough balance; the errors and
omissions figure is somowhat larger than it is, maybe, 6 months
later when we finally closo out the figures, because you then find dur-
ing the next 6 months that you can identify a certain portion of that
and place it up in other identifiablo categories. But for the last few
yewrs and pretty regularly over the last 10 years there has been an
errors and omissions figure running in the neighborhood of $500, $600 ;
million cither in our favor or against us, one way or the other, re-
contly against us, in our favor before.

Sconator Gore, lt is true, then, that this is a balancing item?

Secretary DinnoN, That is right. .

Senator Gore, On which the Governiment does not have informa- -
tion and it is thrown, in whatever amount is necessary to make the
columns balance. That is the errors and omissions figure?

Secretary DiuLon, I think in Great Britain they call it a balancing
item for that purpose. Thay have a similar thing in England.

Senator Gore. About 3 years ago, I believe it was, when I initiated
the fight which T hope will later this year become successful, of elim-
inating the preferential tax treatment of income earned abroad, this
committes supported, and Congress passed, a bill to require more
roporting of oversea activitios so that the Government would be able
to have more accurate reports, and I congratulate you upon your-
pushing of this program.

I hope that we can have more correct and more complete reporting.

I wonder if these corrected and improved tables about which you
spoke, will show as a separate item such details as exports of machinery
to start a new factoxs; abroad when the machinery is not paid for or
when the comgany ipping the machinery merely holds stock in a.
new foreign subsidiary in lieu of a receipt of dollars?

Do you know whether that will be shown? - - ‘

Secretary DiLroN. That would not be shown on the overall tables
that we have been concerned with. I don’t know whether the De-
partment of Commerce has figures of that type or not actually.

Senator Gore. Mr. Chairman, to return to the principal subject
under study today, the Secretary of the Treasury did me the honor
and courtesy of a visit almost & year ago, and we discussed this sub-
ject of advance refunding. In the subsequent few days there was an
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exchange of letters between us which I would like to have inserted in
the record.
(The correspondence referred to follows:)

U.S. SENATE,
CoMMITTEE ON FOREIGN RELATIONS,
March 13, 1961,
Hon. DovaLas DiLLoN,
Secretary of the Treasury,
Washington, D.C

DEAR MR. SECRETARY: The advance refunding formula which we discussed
recently and which is explained in a pamphlet, “Debt Managenient ate—e dvanoe -
Refunding,”” prepared by the Treasury Department in September 1960, r.ppesrs
to be one logical way of determining yield in an advance refunding operation. I
find no fault with this formula. In the example given, the yield is either 4.16 per-
cent or 4 fercent, depending on the effect of compounding which might be con-
siq;a.red. n either case, this yield is below the statutory 4.25 percent interest rate
ceiling.

As you know, there has been some discussion to the effect that not the yield but
the coupon rate must be below the statutory ceiling. In this connection, I would
like to cite the statement made by Senator Harry F. Byrd on the floor of the
Senate on September 12, 1959, when the legislation allowing a tax-free exchange
was under consideration. Senator Byrd said that ‘‘the use of the tax-free exchange
provision in connection with advance refunding will be limited to securities with.
yields of not in excess of 4% percent * * *’’ In my view, also, the yield on the
new security must not exceed 4.25 percent, the coupon rate, of course, being
somewhat lower. .

I have also reviewed the entire matter in the light of current conditions, and
I must say that I seriously question the advisability of employing advance refund-
in% as a debt management technique at this time.

n my view, there are two conditions which warrant advance refunding. If
the long-range outlook for long-term interest rates is upward, advance refunding
might prove to be a method of saving on interest costs over a period of years; or,
if a disproportionately large amount of long-term debt is scheduled to mature at
one time, it might be well to refund a part of those securities in advance. It does
not seem to me that either condition prevails at this time.

I realize that several arguments can be advanced in favor of using this tech-
nique. There is some validity in some of these arguments. At the present time,
however, I feel that our efforts should be directed toward driving down long-term
rates in all fields of investment and, if such a move is successful, it is not likely
that there will be any great amount of switching from Government securities to
mort%]ages or other types of bonds.

I think there are two basic probiems which must be faced and for which a
solution must be found. First, and perhaps most important, is the psychological
effect of the expectation of continued rate increases. This has been an almost
insurmountable obstacle during the past 8 years since it was obvious that a deter-
mined effort was being made to raise long-term rates. If, however, an equally
determined effort is made to reduce these rates, the public will soon cease to
expect continued rate increases and will be willing to purchase and hold long-
term.bonds. I think the record of sales and cash-ins of savings bonds during
the last 2 months may well be something of a weather vane in this regard.

The other basie problem which must be overcome is faulty marketing technique.
Our “pet dealer’’ marketing system works fairly well for speculators and profes-
sionals and serves the short-term market with a reasonable degree of satisfaction.
However, I do not believe this type of market serves the true long-term inve- ior.
I feel that a broader market needs to be made and that securities of proper types
need to be made more readily available for sale to the general publie, both indi-
viduals and corporations of all sizes and types.

lghdo indeed appreciate having had the opportunity of discussing this matter
with you. ' 1
" Sincerely,

’

ALBERT GORE,
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THE SECRETARY OF THE TREASURY,
Washington, March 23, 1961.
Hon. ALBERT GORE,
U.S. Senate,

Washington, D.C. )
DEAR SENATOR GORE: As Mr. Lynch has no doubt mentioned to you, following
Mr. Roosa’s telephone cali to your office, your letter of the 13th on advance
refunding arrived in the Treasury just as we were announcing our most recent
offering. I wanted you to know right away that we had, in working out the
terms of this particular offering, had in mind the criticisms which you indicated
to me during our earlier conversation. I hope you will agree that this effort to
extend by an additional 3 to 5 years, the maturity of issues coming due within
the next 2% years, will be constructive, without encountering the other objections

which you state so effectively in your letter.

On the two basic problems which you mention, I think we are also making some
progress. We are doing all we can, in our own operations as well as through our
other contacts, to develop different expectations with respect to the path of
interest rates ahead. It is important to remove the psychological effects of any
%eneral view that the only prospect for the future is continued rate increases.

n marketing techniques, I think there is an important difference to be noted
between the facilities for assuring continuous markets for outstanding securities,
as holders want to try to sell or to buy, and the facilities for distributing new
issues. With respect to the trading market, I am most hopeful that the one
glaring shortcoming, the lack of public information, will be largely removed by
a new program which we plan to announce within the next 2 weeks (a copy of the
latest material on this is enclosed for your confidential information—pendin
final action on publication). As to the sale of Treasury securities on origina
offer, we are already in touch with a broad cross section of potential investors,
but recognize the need to do more, and will as rapidly as we can.

My associates and I appreciate very much your thoughtful consideration of
tl}llesedmatters and look forward to discussing them further with you, as we move
ahead.

Sincerely yours,
Dovugras DILLON.

The Cuairman. Without objection.

Senator Gore. Upon that occasion, Mr. Secretary, you and I had
some disagreements and also some areas of agreement. One of our
points of agreement which you will recall was the danger posed to our
international balance-of-payments situation by continuing preferen-
tial treatment of income earned abroad. You have since been success-
ful in obtaining some mildly helpful provisions in the House bill, and
I understand you will be prepared to support your recommendation
in detail when you come before the committee.

Secretary DiLLoN.  That is correct, sir.

Senator Gore. On the tax bill.

One other area which we discussed that day, but upon which studies
had not yet been completed, was the tax treatment of certain options
known as restricted stock options.

This committee, at my request, held a hearing last year on the
subject of restricted stock options. One of your Assistant Secretaries
testified and said that the studies had not been completed and, there-
fore, the Treasury was not in position at that time to make its recom-
mendation, but expected to be this year.

As I understand it, those studies have been completed or are nearing
completion and you will be prepared to state the Treasury position
‘l))?llt’ at subject when you come up for the hearings on the tax reform

Secretary DiLLoN. That is correct, yes.
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Scenator Gore. One other subject with respect to the tax bill,
I had a letter from you this morning with respect to the studies which
have been made on percentage depletion allowances.

Wig?those studies be completed in timo for the hearing later this
montn?

Secretary DiLroN. I doubt that. These studies are being under-
taken in connection with our overall tax reform bill which we have
intended to send and which the President has said he would send up
later this session, probably in the summer, some time after this par-
ticular bill now before the Congress is completed. It was our intention
that we would cover all other matters there that were not included in
the particular bill that we suggested last year.

e would have been prepared by that time to make our recom-
mendations on, for instance, the stock options that you mentioned.
But in view of your interest in the hearings last year we expedited
that so we will be prepared to talk on that.

But I don’t think that on any of the many other items which are
being studied, we would be prepared to state our position.

Senator Gore. I was pleased to learn that the Treasury had
reopened these studies on porcontage depletion and I am pleased now
to hear that you will later this year present the administration’s
recommendation on this item. I am, of course, sorry that it will not

-be ready for treatment in the bill this year, but I am grateful for the
expedition of the study on restricted stock options and for the fact
that you will be ready with a recommendation on that subject this
year.

I was very interested yesterday, Mr. Secretary, to listen to Senator

Kerr's questions and your response.

Senator Kerr seomed to me, when he had concluded his qi‘xest.ions,
to have led you to the position which former Secretary of the Treasury
George Humphrey described, in referring to himself as Secretary of the
‘Treasury, as being as helpless as a merchant trying to sell fleece-lined
underwear in the summertime. : :

Senator Kerr. Woolen underwear in the summer time,

Senator Gore. I asked my assistant about the terminology. He
said he didn’t know, but it was some kind of long drawers.

Senator Kerr. It was underwear.

Senator Gore. And, to my consternation, after he had left you in
this predicament, you seemed to be comfortable in both the condition
and the climate.

Secretary DiLLon. Well, if you wish me to comment on that, there
was one—-— : :

di Sem;tor GoRre. You mean the nature of the garment or the con-
ition ‘

Secretary DiLLoN. My condition, [Laughter.] E

‘There was one subject that was not raised in that connection, and
that was the type of working relationship that we have had in this past
year with the Eedeml Resorve. Granting that the Federal Reserve

as all the powers that the Senator frém Oklalioma mentioned, we have
been able to develop and maintain a position of understanding with the
Federal Reserve and cooperation during the past year in our joint
efforts in the balance-of-payments field, and debt management field,
and the general monetary ﬁ}:eld. T'think that the actions of the Fed-

4
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cral Reserve in maintaining a much greater degree of credit ease than
was the case in any of the preceding recoveries was in accordance with
our desires. So we had not chafed under this situation that was
mentioned by the Senator from Oklahoma,

I think the fact that long-term money rates generally are, if any-
thing, lower today, after we have proceeded through a year of recov-
ery, than they were a year ago is certainly unusual in recent experience
and for that reason we have been haippy.

Senator Gore. I appreciate this further elucidation of your posi-
tion. I certainly do not agree that the Federal Reserve Board is
completely independent of the President of the United States; that it
can be, or that it ought to be. You have just illustrated the fact
that the Board has been voluntarily responsive to the leadership of
President Kennedy and yourself. - :

What disturbed me on Wednesday was your apparent willingness
to leave things on that basis. Your further elucidation this morning,
as I have said, is certainly welcome. ~ -

Another thing that concerned me very much, in response to the
questions put by Senator Williams, which answers were certainly
inherent in your response to Senator Kerr, was that you foresee no
lowering of interest rates for many years. Your refunding operations
seem to be based upon the idea that they may go up.  In fact, this
whole assumption on which we spent so much time, which I think is
unworthy of your time or our time, is that interest rates will remain
as they are, caused you to suggest that the Government might actually
be saving money. » =

Secretary DiLroN. Actually this is a difficult problem. If I am
forced to answer & question as to what my own personal views are
as to what will happen, I will be glad to do that. But certainly the
Treasury policy is not based on any assumptions or looking ahead as
to what interest rates are going to be and I don’t think it can be.

Our reasons for this Kart‘icular operation are that, granted that it is
desirable, as we thought it was, to place some debt out in the very
long-term area today—not 10 vears from now, but today—it is our
feeling that we can do it at least as cheaply and probably more
cheaply through the advance refunding technique. Also, we do have
the great advantage of not upsetting current money markets and
driving interest rates up. ‘ A

So wo feel it is mucE better to do it this way rather than to sell
substantial quantities, over a billion dollars, of long-term .debt in
the market, which would certainly have a different effect on interest
rates than the way we have operated. - SR

But 1 think the difficulty is that the individual is asked to make
his choice. He may have, in his own mind, to decide what the results
are going to be 10 years from now when he makes his choice.. But
we, in offering him this, we don’t make assumptions. We are just
looking at the difference botween selling the bond for cash—it 18 &
30-yvear bond, or 36-vear bond—and doing it this other way, today.
- Senator Gorg. Well, as I said, I don’t want to spend much time
on this, which seems to me to be a really irrelevant assumption,
You say on the one hand, Mr: Secretary, you merely make such an
assumption; on the other hand, you presetted testimony that you
were saving the taxpayers money—some $500 or $600 million. . -
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Seerotary Dinton. No, no; the assumption is just on what the suin
would be in selling a long-term 4}-percent bond today or doing what
we also did today.

Senator Gorr. Maybe | should say hypothesis instead of assump-
tion.

Secretary DintoNn, Both things ave done todny: they have no
connection with what. lm[}pous in 10 years,

Senutor Gore. Really, T don’t care to spend any more time on
that; I don’t think it ia worth your time or mine.

Secrotary Diron. Thank you, Senator.

Senator Gore. Would you call & 10-year bond a long-term bond
or a short-term bond?

Secretary DintoN, Generally speaking, in the market, it is on the
dividing line, just about. Anything over 10 years would be long
term; in the area botween 4 or 8 and 10 to 12 would be called inter-
mediate.

Senntor Gone. Well, T really couldn’t understand, and don’t yet
understand, why you would refund a bond that still has 10 years to
run to maturity. Some of your refunding has not even hoen up to
10 years, and yet, in other eascs, you have refunded honds that. have
yot 10 years to maturity.

Secretary Dirron. Well, the only reason, Senator, is that we felt
it was advisablo. ‘This is something which might be debatable, but
we do feol it is advisable—and I think the general financial consensus
1is that it is—to have an appropriate amount of our dobt placed out
in the very long term aren.  And because of the problem of Treasuvy
nianagement of this very big debt wo feel we have to take very possible
opportunity to place appropriate amounts out theroe without disturb-
ing general interest rates.

e folt that the time to do some of that was now, and the alterna-
tives we wore faced with were either solling it for cash, which would
affect interest rates generally, or doing it in & way which would not
affact other interest rates in the market through the use of this advance
refunding technique. We can do it that way without any inerease
in cost; indeed, we think it has some savings. Therefore, we chose
this method. |

But we would not have refunded just for the sake of refunding if
wo didn't think it was good to have something out in that area.
Really thoe choice was between this and a cash sale and we didn’t want
to do a cash sale. ~

Senator Gore. As Senator Byrd pointed out right in the beginning
of theso hearings, what you are really doing is freezing into the interest
rate structure of the country interest rates at the highest level they
have reached in many years. Now, I would like to inquire about. the
amount of marketable Government bonds.

Secrotary Dmuion. There are about $197 billion, But 1 would
"also like in response to that question to say again that if we sold a
long-term bond for cash today, it would have to be with a 4%-percent
coupon, and as it is we now havo oustanding in our longest debt 3%
percent, three-quarters of 1 percent less, ;

Senator Gore. Well, as a matter of fact, isn’t the total of market-
able bonds about $76 billion? -

Secretary DiLLoN. Above 100, ndarly 200. -

Senator Ggre. That is the total Londed indebtedness.

, ) |

IIZ
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Secretary DiLLoN. You mean just what we call bonds alone?

Senator Gore, Yos.

Seeretary DiLnon. Yes.

Senator Gore. And of that $76 billion, isn’t about $10 billion worth
held by Governrient trust funds?

Secretecy DiLLon. Very substantinl amounts are held by Govern-
ment trast finds.

Sonator Gork. Well, your assistants will tell you. It is about $10
billion, isit't it?

Secretary Divnon, He has found the figure, $10 billion,

Senator Gonr. All right.

Secrotary DintoN. You are right, Senator.

Senator Gonre. All right.

Then that leaves $65 billion of marketable bonds, in the hands of
the publie. 1 believe you testified the day before yesterday that the
total outstanding debt in our country was a trillion dollars,

Socrotary DiLLoN. About a trillion dollars is the total public and
private debt of all kinds; yes. ‘ ‘

Senator Gorr. So wo have the picture here, with which you seemed
to be agreeing on Wednesday, that this $65 billion, which is only about..
6} porcont of the total public and private debt of the country, is
roalry unmanageable. You. were really left as a merchant trying to
soll woolen underwear in the summertime. :

I just don't agreo with that at all. T think this is a question of
ublic debt management, a question of monetary policy; and what
isturbed me so much was to see Xou apparently comfortably accept-

ing the highest rate we have had in many years, and projecting 30
years into the future an interest rate structure on that basis. 1 am
not trying to be unpleasant with you, I am just saying we have a basic
disagreement on the philosophy of public debt management and
monetary policy. I simply do not subscribe to those views, and I
lxoge I can say so without being unpleasant so far as you are concerned.
ocretary DinLon. Very much so. I would just like to point out,
though, so fer as our debt management responsibilities go, that we
don’t have only to manage the so-called Treasury bonds, which are
issues which were originally sold for over § years. Much of that
$76 billion is now very short term. But we have to manage the whole
marketable debt which is as of February 28, $197.5 billion.

Senator Gore. Wall, even if Kou take that total, it is still only a
small percentage of the total debt in our country, and yet the vested
financial interests of our country manage to use this $65 billion as the:
bellwether. I must say that under former Secretary Humphrey, and
his assistant, Mr. Burgess, the Government bond rate was used de-
liberately, purposofully and admittedly to push up the whole interest
rate structure. oo Lo : ‘ T

Mr. Anderson continued those policies, and now, much to my dis-
appointment and regret, in a Democratic administration the same:
policies are continued and projected for 30 years. o ,

' Secrotary DinLoN, I would like to say one thing there. I do
think it is important to say there is » very real differonce between the
impact.of long-term Government bonds on the whole cconomy and:
the interest rate structure, and the impact of ghort-tarm Gavernment

bonds on the rate structure. . - B S
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Short-term Governments, not just bonds, but certificates, bills,
all short-term Government securities, make up the great bulk of the
short-term market, and whatever the Government rate is, is the
market rate.

When you come to longer term rates, the situation is quite different.
I think what happened last year shows that. While the interest rate
on long-term Government bonds in the last 12 months has increased
on a market yield basis by about a quarter of 1 percent—from about
3.80 to a little over 4 percent—at the same time, the interest rate on
other outstanding long-term debt has gone down. Municipal bonds
are now selling at the lowest interest level in the last 3 years; corporate
bond rates are as low as they have been back 2 or 3 years; mortgage
rates have gone down by about a quarter of 1 percent.

‘So 1 think that indicates the fact that these things could go in op-
posite directions. But if the long-term rate on Governments 1s pushed
aggressively by selling for cash large amounts out in the long-term
area, this would disturb the relationships.

I quite agree that the Treasury has it in its power, if it wanted to,
to offer $5 billion of 1990 bonds, and we would change the whole
interest rate structure of the country. But we have not done that,
and we, under the present circumstances of our recovery, certainly
don’t intend to go into that sort of operation.

Senator Gore, Well, you have just confirmed, it seems to me, Mr.
Secretary, the premise I had stated, that this $65 billion, this 6 or 7
percent of the Nation’s debt structure is used as the bellwether to
affect interest rates. It is now being used to push rates upward, but
it could be used to bring the interest rate structure down.

Secretary DiLLoN. Certainly the Federal debt could be but that is
not just the $67 billion, because we can take all——

‘%tlap%tor Gore. That is the marketable bonds in the hands of the

ublic o ‘

P Secretary DiLroN. That is what is out now. But if we wanted to
have an effect on the long-term interest rates we would have to put
out considerably more and increase the amount. -

Senator Gore. Why don’t you try to have a downward effect on
the long-term interest rate? Why don’t you use this power that is
vested in you? - : o ‘

Secretary DiLLoN. - We don’t have any power that is vested in the
Federal Government to reduce arbitrarily the long-term interest rates.
We couldn’t call these bonds that are outstanding. We do feel that
it is good to keep some lon%-term ‘debt out and certainly, the only
way we could influence it is by selling a gredt deal more of long-term
debt than the matket wishes to have which, of course, cause interests
rates to go up and that certainly is directly contrary to everything
we believe in, in all our policies. . That is why we didn’t push it.

Senator GorEe.  Mr, Sécrétary, this is the 10th year now that I have
heard the desife to lengthen the debt used as an excuse to increase -
. interest rates. o T o

-1 certainly think that the national dbbt structure should be managed
as to maturity, but frankly I can’t see'sny virtue that a 30-year bond .
has over a 25-year bond or that a 20-year bond would have over &
50-year bond. I have never quite understood just how you people
who endorse this philosophy an hqld it, and hold it sincerely—anyone
can be sincerely right or sincerely wrong—attach such great value to a
30-year bond. y don’t you méake it 33 or 407

. . '

; /.
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Secretary DiLLoN. I think the only reason that we have used these
issues of 1990 and 1998 recently are that they happen to be outstanding
and they are in the market and we felt it was easier and better to use
something of which the value could be measured rather than creating
something new. But when you get into the basic economic argument
as to whether the Federal debt should have its longest issue 30 years
out or 20 years out or 25 or 35, that I quite agree is a difficult and com--

" plex subject and is not subject to exact proof one way or the other and"

_ cgnm;‘ct}hg& been consummated. , |

economists could differ on that.

Senator Gore. I agree. You are in the position of refunding a 10--
year bond, that is, a bond that has 10 years yet to maturity at a greatly
added burden to the taxpayer, for a 30-year bond which you say may
or may not have any particular virtue over a 20-year bond.

Secretary DiLLoN. We think it does because it is longer, it puts
the debt that much further out. But I admit that is a debatable
matter, and one, I suppose, could get economists to argue both sides
of that question at quite some length. All I have said is if you once-
grant that there is virtue in a 30-year bond, then we think the advance-
refunding technique is the cheapest and the best way to do it. It
also has the least effect on the market. ‘ : ‘

If you question the need for a 30-year bond, then we have, I think,
a more substantive question and one that economists may differ on..
But it is our feeling, certainly, that it is advisable to have some long-
bonds and have more of them than we have. We think this is the:
general consensus in the financial community of the country; I am
sure it is. -Therefore, the confidence which the country has in the
Treasury and its debt management is enhanced in financial circles by
the fact we have done what we could do to extend the debt this way.

Senator Gore. In response to a question from Senator Byrd you
affirmed that if a holder of $100 million in 2%-percent bonds, with a
10-year maturity, should receive in exchange therefor 3% percent
bonds of whatever maturity, whether it be 20 or 30 years, that during.
the 10 years in which the bond originally held at 2%-percent interest:
had to run, the holder would receive a million dollars a year intorest
payment to which he would not now be entitled or to which he would
not be entitled except for the refunding. o T

Do I correctly state it? ' :

Secretary DrLron. That is correct. o L '

_Senator Gore. Now, in further response to Senator Byrd, you said
that this would be true if he were an original purchaser. The total
rofit to him would accrue if he were the original purchaser. He may
ave bought his bonds on the market at a higher or lower price.
I believe you stated that you didn’t know how many of these were
original purchasers, P o o S
ecretary DiLLoN. I see your question. -~ - = . =

Certainly anyone who owned the bonds and made the exchange,
whether he was an original purchaser or had purchased them later in
the market, would get the same result.. - - -~~~ = ... s

Senator GioRE. In order to obtain! this information, Mr. Chairman,
I, last week, wrote to Mr. Martin;, Chairman of the Federal Reserve:
Board, and to the Secretary of the Treasury as to the identity of these
beneficiaries, the persons or institutions with. whom this:refunding

o]
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The Chairman of the Federal Reserve Board wrote back, very
promptly, that the Federal Reserve System did not have such informa-
tion, that it served as the agent of the Treasury, and quoting from
Mr. Martin’s reply, “‘since I understand that you have also written
the Treasury for this information”—I was glad to find there was that
much cooperation, that the Federal Reserve knew I had on the same
day dispatched a letter to the Secretary of the Treasury—Mr. Martin
referred me to the Secretary of the Treasury.

Subsequently, one of Secretary Dillon’s assistants came to my office
and said that the Treasury Department likewise did not have such
information, but that they could get it. I believe Mr. Knight said it
would cost approximately $50,000 to accumulate this information, and
he was kind enough to say, Mr. Chairman, that if I wanted it, they
would get it.

I didn’t feel inclined to insist because of the expense involved, but
I do suggest for your consideration, Mr. Chairman, that, at least for
this last refunding, it would be helpful not only to this committee but
to the Treasury Department to know whether these are speculators,
whether they are original purchasers, or just who these people are
who have received this great benefit. The benefit may be great or it
may be small. It would depend to some extent upon the type of
holder, and I suggest that it might be helpful to the committee and
to the Treasury to have this data collected for at least one of these
five refundings.

The Cuairman, Have you got that information, Mr. Secretary?

Secretary DiLLon. We don’t have it; no. As the Senator said,
we would have to get it. We do, I think, have adequate information
in overall terms. I would quite agree that it would be new informa-
tion, and might be useful to us. e do have one problem with that
as far as ﬁgslication of data would be concerned. That is that the
Treasury always operated under a regulation whereby we do not
make available for publication or for dpu lic use the names and the
amounts that specified individuals hold. I would hope we would not
have to do that in this circumstance but certainly if we could get the
overall figures and break them down in any way by classes or types,
I think that would be useful. ,

Senator Gore. Well, Mr. Chairman, I agree with the Secretary—

at least temporarily, I will agree—that for our purposes confidential
information to this commmittee would be sufficient.
. However, I wouldn’t be satisfied with just a classification. I would
like the committee to have and for the Treasury to have an actual
identification of the people who have received this refunding, with
whom the refunding contracts have been consummated, but I would
request this detailed information, because of the expense and work
involved, only for the last refunding. ; »

Secretary DiLLoN. I don't know, Senator, how we figured out that
cost. It might be very substantially higher if we tried to find out
everybody. There were all in all in the last refunding a total of
32;63'3 individual subscribers, and I ﬁhink that to get detailed infor-
m%tg)& from that many people might cost considerably more than
$5 » . s R ' . - - .
- Senator Gors. Well, I don’t want to impose any great burden or
expense. . fter all, 32,000 transactions is not an enormous’' volume..
So f r as I am concerned, you can cut it off at a hundred thousand

!
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dollars, and get this information for those people exchanging bonds
totalmg a hundred thousand dollars or more of face value. A hundred
thousand, two hundred thousand five hundred thousand, a mllllon
et cetera.

Secretary DiLLon. I think that, would be very helpful because I
think very many are under $50,000.

Senator Gore. That would be agreeable to me, Mr. Chmrman I
am only trying to get helpful information. :

Senator KErr. %fould the Senator yield?

Senator Gorg. Yes. .

Senator KErr. Why would you want it for onlv bhe lasb refundmg?

Senator GorE. Because of the expense and work involved. That:
is the only reason. I thought it would be easiéx for one’ than for ell
five refundings.

Senator KErr. How about getting that on the ﬁret reﬁmdmg?

Senator Gore. I would like to have it for all five refundings. "I was
merely trying to make my request as reasonable and economic:as-
possible. I will leave it to the chairman of the committée.: I wolild
not want to substitute the first for the fifth, because that is.a very
short one, and a cOmf)arenvaly small one.” The last one is the bi one.

Senator KERR. What were the sizes of the ohes that, you had

How many have there been; five? .

Secretary DiLLon, There have been a total of ﬁve, Senator. e ;--e;'

Senator Kizrr. Give us the dates and the amounts, :. ot

Secretary DirLLoN. The -first: one -was-in- July of- 1960 and the
offerm% was for a short:term advance refunding of $11 bﬂhon, of whnch :
$4.2 billion was taken. That was the amount exchanged. . | S

The second was in October 1960, and:the total offered-—this: Wes &
long term exchange—the total offered was $12. 5 bﬂhon roughly; and:
roughly $4 billion exchanged.

In March of 1961;. there was another- shorb berm opemtmn, 19 5
billion: were offered, and roughly 6 bxlhon were exchanged

Senator KErr. Which one was that? - D :;i ':“':: o

- Secretary DiLLoN. That was March 1961 : '

In September 1961, which was the smalleat one, a long one agem;
a total of $7.6 billion was oﬁ‘ered, and of tha‘t. g rether hngh percentage,
about $3% billion, were taken.: .i . . St e

In the last issue, which for: the ﬁrst txme cohbmed the t,wm quite’
different operations, the short term kind of refunding and the longer
term, a total for both tranbactions bf 818% billion: was: oﬁered ‘and
$5.2 billion accepted. S ST hni

Senator KErr. And of the $5.2 bllhon, whxeh were -in ezchunge or
72s and which: were in exchange for short terms, do, you have that? .,

‘Secretary DiLioN: Yes; the exact figure in- exchange for the: 72s:
was about $1,9 blllibn, sométhing like thai;-*—-a Pﬁlioﬁ eight rhundredt
and thxrty~two million.

Senator Kerr. That is the one with reference to whmh the iii £l
mation is desired, Senator? ' B PRI T

Senator Gorg: T sn ested ' the l t one ’I‘he ﬁrkt' ‘Oné; $eneto
Kerr, has: pretty’ well’ %hle 'full ‘dircle., " Tt wds véfunded it Jyne ‘6’
1960, and involyed 2){If)ei-cent Bonds dﬁs in o%ﬂﬂ')% 1981, So'thid’
woixldn’t béof })arbnc ar yilue t6-1s. I think 'thé largsi oné: Wti d-
be wioré beneficia) to' the Treasufy af ‘and to thé'oommltcee* b E i

fagtreon Taeeinihby, 1o
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Secretary DinrLoN. Could I ask a question, Senator, so I understand
that clearly?

Did I understand that you are primarily interested in the long-
term segment of 2X%-percent bonds of 72, the longer term ones, or do
you wish the other one, too?

Senator Gore. What I would like is a breakdown on the most
recent refunding.

Secretary DiLLoN. Yes; including the short term?

Senator GoRE. Yes.

Secretary DiLLon. Fine.

Senator Gore. I think, as you indicated, it probably would be
useful to you.

Secretary DiLron. Yes, sir.

Senator Gorg. It should be. The Treasury ought to know these
things and I am sure you would like to know.

Secretary DiLLoN. Well, we will do that for all categories that you
suggested of a hundred thousand dollars and up.

. (The following was later received for the record:)
The information referred to is being gathered by the Treasury from its own

records and those of the Federal Reserve banks, en the material is compiled
the Department will inform the chairman of the committee.

Senator Gore. Incidentally, twice you have referred to the lower-
ing of interest rates for municipal bonds, and I thought perhaps the
inference might be that the Treasury claims major credit for that.

Do you think the Treasury is entitled to credit for that or is it due
to the fact that commercial banks have started buying muuicipal
bonds in a big way?

Secretary DirLoN. I think that latter is a most important element
in what has happened.

Senator Gore. So do I.

More important than what the Treasury has done.

Secretary DiLLoN. It may be. But certainly the general climate
which has led corporate bonds to sell at the same price they were a
year ago, the lowest since 1959, and which reduced all mortgage rates
through the year, must have had some effect in this area, too.

Senator Gore. Well, I don’t wish to take any credit from you, if
you are entitled to any, for lowering interest rates. I wish you were
entitled to more, but I didn’t want that to stand.

I think that the moveniant of the commercial banks into this field
has been the major thing, and I would like to read from the New
York Times of March 11, 1962: '

The other breathtaker was a decision of commerciai banks in December to
extend the maturity limit of their holdings of State and municipal bonds from
5 to 20 years. The banks became big purchasers of such bonds of extended
maturity in early. December and kept u?t eir buyingoall winter. A consequence
was to give the municipal bonds maturing in up to 20 years their sharpest price
rise in years. . o L :

Do you find any disagreement with that? =~
- Sceretary DiLron. Well, I think that, in general, is one of the

ingi. that very strongly affected the market in municipal bonds. I
think it ie som:xhat._ oversimplified saying that all commercial banks
suddeniy decided on one day just exggtilg, what they were going to do.

But I certainly think it is true _thg;q ;has heen a substantial volumse -
of additional commercial bank purchase of municipal bonds in recent

i

/
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months since December, no doubt of that. And that has had a real
effect on the market.

Senator Gore. Well, it is now approximatily 12 o’clock and I will
ask a question on only one more point and then desist.

When you and I conferred about refunding a year ago, we discussed
it on the basis of the manner of calculating yield which is contained
in the pamphlet of the Treasury entitled ‘“Debt Management and
Advance Refunding.”

Now, based upon that publication, in preparation for this hearing,
my staff did some calculation of yield, and called a member of the
technical staff of your Department, and your own Department
calculated a yield of 4.38 percent which, it seemed to me, violates,
as one member said yesterday, I believe Senator Long, the spirit of
the law if not the actual letter, of the 4.25 percent interest rate ceiling.

But you discussed that and I just wanted to point out to you that
your own technical staff gave us a yield of 4.38.

Secretary DiLLoN. That is all listed in this table in the back of
the statement.

Senator Gore. Thank you, Mr. Chairman.

The CrairMAN. Senator Fulbright.

Senator FuLBriGHT. Mr. Chairman, I think it is a little late for me,
I don’t wish to delay the committee, but the line of questioning that
was ﬁroceeding when I first came in gave rise to one or two questions
which are very short.

I would like to ask the Secretary about this balance of payments.

1 noticed in the paper a rather large sale of $40 million of bonds to
build a pipeline in France, I think, earning 5% percent and I believe
25 years. : :

Why is this allowed and why shouldn’t these sales have the approval
of the Treasury?

Secretary DiLLoN. We had a brief discussion on this earlier, and I
think the point is this, Senator. ’ .

The European countries have what they call capital committees
or something of that nature, whose permission is required before a
foreign borrowing is permitted in their country. This is the general
situation in Europe. ‘

We are working hard to try to free up European controls on capital,
so that their capital will be freer to come to the United States, to be
invested here, so it will be freer to go anywhere. :

We have made some progress. e obtained a general agreemen
in the OECD that this is a proper objective, and now there are
attempts to move in that direction, and some countries—I happen
to kmiw of a case in Italy—have relaxed somé of their regulations
recently. L S

We‘-f);lt. that it was inconsistent for us to be moving in the opposite
direction. . e L DT g

Also it would pose some questions regarding our different position
from other countries as the world banker if we would to some extent
start:to control the flow of capital which we have prided ourselves.on
not having to do. A _ el

- For thoseé reasons weé have not done it aiid. do not. feel that it is
necessary or-advisable at this time.-» .. i e g
L e R TR T IR L R T D TS ST S I i S R A N SR VR FCPPRIRTEE
TIRY el sl R e s v ooy h T R A R TI ) ",‘.“%r, m

ST VRPN

e

Vs



76 ADVANCE ‘REFUNDING AND DEBT MANAGEMENT

I also-pointed out in the case of this $40 million issue—and I think
it is true in many of these foreign issues that have been floated on
our market that the w hole issue is generally not sold here.

The inera] practice is that a substantial part, usually a majority,
and I think it is well over & majority in the case of this particular
$40 million issue, is actually bought by Europeans, and in so doing
they must put up’ their own European funds. - To that extent there
is an offset to the $40 million drain on our balance of payments.

So while it is a dram, it is not as large a drain as would otherwise
be the case.

Senator FULBRIGHT Do you have any figures, say, for the last
i:aar or longer, as to how much of our deficit 1s accounted for by this

nd of transaction, and including such things as the purchase of
Ford stock: last :year, how much that amounts to, how nuch of an
impact that has had on the market? ‘

enator KERrr. Purchase of what?

-Senator FuLsriaur. When the Ford Co. bought all of the out—
standing——

Senator KErr. That was the year before last.

Senator FuLsriGHT. I thought it- was last year.

. Secretary DiLLoN: The year before last. ..

‘Senator FuLsrigHT. It was very substantlal

Senator Kerr. $350 million.- ,

Senator FuLsrigHT. Do you have any ﬁgures, cumulative. ﬁgures,
as to-how much this has amounted to? .

Secretary DiLiLoN. We can furnish you with figures of . porbfoho
investnients and of sales in our market of this sort of thing, and:the
type of thing that you refer to would include the Ford transaction
which -is listed as a direct foreign investment. I do not know any
way to single that type out from any other direct foreign investment
in Europe. I think we would have to give you the overall figures.

Senator FuLBrigHT. But you do have ﬁgures? :

- Secretary Dirron. Oh, yes.

- Senator FuLsrieaT. Do you know how much it amounts to?

- Secretary DiLLoN. Oh, :

Senator FuLBRIGHT. I8 1t a substantml amount?

.Secretary DiLron. U.S. long-term private investment abros.d is a
very substantial amiount. It runs to about $2.5 bllhon a year
But the American mvestment going abroad—————- Lo

(See pp. 77,.78.):

‘Senator FULBRIGHT. Well that has as much effect on’ the outﬁow

ofgolda,sagthmgese R
1ILLON; It has a very large eﬁect The flow of capltal
as [ pomt,ed out, has a large effect.
Senator FuLsRIGHT. It Would he much largér than the eﬁect of
the foreign aid bill, would it not? )
Secretary DILLON. -It is about twice. the snze. S
Senator FuLsHionr. Twice. the sizé, . - y
But- you - think -if this oontmueb t.he;e; s, a possxbihty of some
restncnon? .
+Secretdry DiLLoN. Well,: thiere ib a emﬁossll)xllty that weuld >have to
be looked at. Of éourse, m the ov foteign investment. is-one .of .
the important reasons why we fAvor a revmon in our taxation o
foreign' income, because. it would bring a subst.antml benefit to our

balance of payments. ,
i / v
/ /
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Senator FuLsrigHT. Do you have any figures as to the amount of
return in cash to this country from its foreign investments?

Secretary DiLLoN. Oh, yes.

Senator FuLBRIGHT. Are they substantial?

Secretary DiLLoN. Very substantial. They exceed the annual out-
flow; that 1s, what we get in from our total long-term private for-
eign investment, which has been built up over the years, which is
over $50 billion, is now larger by a relatively small amount than what
goes out each year. This is onfy true on an overall basis.

We have a very substantial surplus in our dealings with the under-
developed countries, where the inflow to the United States is much
larger than the outflow; and we have a substantial deficit in our deal-
ings with Europe and Canada, where the outflow is much greater
than the inflow.

The reason for that is primarily the extractive industries, such as .
oil and mining industries, which are situated in underdeveloped
countries, generally.

Senator FuLsriGHT. If those figures are available, not only are they
interesting to this committee but I think they would be interesting
t‘thlll)tial lForeign Relations Committee in its consideration of the foreign
ai . . ‘

We are all worried, and we will be worried; we have much to be
concerned with in this problem—I mean, of course, the biggest reason
has always been given because it has a serious impact on our balance-
of-payments problem, as has been made here, and I thought this was
a good time, as good a time as any, to ask you for some of these
figures, because we will need them, I think. , ‘ S

Secretary DiLLoN. We will be %ia to put a series of these figires
into the record here if you would like. IS o

Senator FuLeriGHT. I would like them. I think they would be
useful generally, and I know they would be usefil to us in consider-
ationofthatbl.l,l“ L R S T

(The information referred to follows:)

U.S. private long-term capital outflow by area, calendar year 1960

and calendar year 1961
{In millions of dollars)

Calendar year1960 - - s ‘palén:dar year 1981 -
“Total | Direct | Long-term {- Tatal . | :Direct | Longterm
(outflow | . | partfollo | oytflow |~ " { portfolio,
Total, ll GTe8S. ....ooesmevmseee| 254 | 1,604 | 850 | 2868 -NESt] 0k
’I,‘ptq!.develope_t!couptries;..,.,,,,,,. 4,783, L483) .. 200 1,897 | ‘m .64
Western weemeneenaniineded] |- 1,008 | {2 | L4 . oee ] am
Cangda oot g AR 13 | el el

R = e =y
Total, less-developed coymtries !.....c| .. -812 ], 261 ., g8l N L A K
Latin AMOrca... ...ceveueennennen- 349 - 98 254 204 . 28] .7
All other countries.......ecc.avan. 333 14 .. 179, 728 4% ¢ 288
Intematlonal.........--t ......... 130 12 ) 18] 7 w33 [0 IR o =20

! Includes seversl developed countries including Japan end also Internationa) shipping compaaies aperat-

mww@mu,les*!ﬁrgﬁ?ﬂww-.m m : ‘I’??éi zmmnm Do ”

- NorE.—Eseludes reinvested eamnings of substdiaries. ' Details itidy not add t totals because of rounding.
Source: Based on data from Department of Commerce, Office of Business Economics, -~ ‘¢ ="'~ '3t
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Iticome on U.S, private long lerm capital investnient by area, calendar year 1960
and calendar year 1961

{In millions of dollam)

Calendar yoae 1900 Calendar yoar 1001

Total Direet | Long-term | Total Direct | Tong:tern

lncote portfolio | fncome portiolio
Total, AL AreAR. ..o ciiinannnn 2743 2,338 [Ti) 3.1 2,682 a7

S S Ty LT D A A L T SRR S |4 R A R S PR e R e SR b TR
Total, developed conntrles...c.oeee... 1,063 780 28 1,98 083 324
Weatern KUrope..coceceeacacecnae 500 418 87 6al s 110
OMMIA. . cieericincnacncnnnennnans 880 342 i 032 4 218
PN L N R0 B AR £ JE RN P T £ 2 b5 SAL Ot N~ ] gt - Siaad -1 Y R Siniy A i S
Total, less-daveloped countrics t... ... 1,678 1,888 120 1,837 1,68 iae
Tatin Amerlea. . cocvaenieianaanns (15 ] M1 4 170 710 M
Al other countrie®. eeoeeveanane 932 s 3 1,000 933 Al
Intoruatlota). ..o ciernracnennane [} 4 b 88 10 18

1 Includes severa! Coveloped cotmtrices inoluding Japan awd also international shipping companies « per-
ating under flags of ¢ lean dovelopod vountries,

Nore.~Returned inconts only, Doea not fnclude royalty receipts, Details may not add to totals be-
cause of rounding,
Sotirve: Based on data from Dopartinent of Commerce, Office of Business Keonomices,

GeNERAL NoTR

A breakdown of theso data by U.S. subsidiarles and branches abroad is not
available for 1960 and 1961, The preponderance of U.8. direot inveatment in
Weatern Europe and Canada is in aubsidiary organisations. At the end of 1059,
out of a total direct investimont in Kurope valued at $5.3 billion, $5.1 billion was
in subsidiaries; in Canada, out of $10.3 biliion, $9 billion represented the value of
fnvestmont in subsidiaries. In other areas, consiating largoly of the less-developed
countries, subsidiaries represented $8.4 bilfion of total diroot investments of $14.2
billion as of the end of 1959,

Senator FuLsriaHT. One other thing, unless you have already put
them in the record: How much net effect does the upkeep of our troops
and our foreign military have on our balance of payments? Do you
have those figures?

Secreiary DiLLoN. Yes, sir. The gross cost of military expendi-
{.)uﬁ?a abroad has been running every year at around $3 billion, $3.1

illion.

Senator FuLprianr, $3.1 billion?

Secretary DiLLoN, Yes. We have the last few years been making
sales for cash, for dollars, of military equipment to some of these
countries, running from $200 million up to maybe as much as $350
million last year, and if you offset that our net outflow would be about
$2.75 billion. ‘

We do expect this year to have very substantially increased sales of
military equipment as a result of some arrangements we have been able
to make with some of our NATO partners, which will greatly reduce
or tly offset this item, maybe by as much as $1 billion.

ator FuLsrigur. Is that the $2.75 billion in dollars or gold, I
mean equivalent? '
Druron. In dollars. -

Senator KeRrR.  Which is a claim against our gold.

Secre DiLron. That is right.

Senator FuLBriGRT. That in ifself almost accounts for the deficit,
does it not?. . o .

?
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Sceervotary DinLon, Oh, ves. T think as the President stated in one
of his messages or press conforencgs, if we did not carry these burdens
of defense of the free world we would not have any deficit at all or any
balance-of-payments problem at all,

Senutor gummmmn Did you have the responsibility for negoti-
ating with such people as the Germans as to their taking a greater
share of this bur(}on, or is that the State Department?

Secretary Dinton, Those negotiations were conducted, actually
handled, by the Defense Department,

Senator Funsriaur, By the Defense Department?

Secrotary Dinton. Dealing with the German Defense Department,

Senator Furnriaur, Wouﬁl that be true of the other members of
NATO?

Secrotary Dinton. Not necessavily, Tt happened that seemed to
be the most appropriate way to handle the German negotiations,

Senator Furariaur. Can you tell us whether these negotiations
are procecding at the present timo or not?

Socrotary DiLnon. They are well in hand.  We think we have the
resalt which we need with our expenditures generally cut in Germany.,

Senator Furrriaut. I believe that is all, Mr. Chairman,

The Cuamman. Thank you. ‘

Sonator Keri. I would [ike to ask him a few questions,

The CuairMan. Senator Kerr.

Senator Kerr. In view of the questions on certain items creating
adverse conditions or creating n deficit with respect to the balance of

ayments, I would be glad for you agnin to do what you have hercto-
ore done, and that is put into the record the items which bring about
the doficit.

As T understand it, climinating the amount from the total exports
which do not bring us an offsetting credit in balance of payments, we
have somewhere boetween $2.8 to $3 billion of & favorable balance in
the exports and the imports. ‘

Secretary DiLLoN, About $3 billion the last 2 years.

Senator Kerr. Aud if you would put that into the record, and then
put into the record the items which create the deficit, which generally
consist of the foreign investinents, the military costs, the tourist ex-
penditures, and what you referred to as the so-called hot money. Is
there any other considerable item in that group?

Senator Gore. Foreign aid.

Senator Kerr. Of that group which creates the deficit?

Secretary DiLLoN. The dollar components of foreign aid. On the
receipt side we have receipts from services of different kinds, airplane
fares, investment roturn from abroad.

Senator KkrR. Since you have been asked for so many of the items,
I think, by both of the questions which have been asked you, a very
useful purpose could be served by just putting into the record a
tabulation.

Secretary DiLLoN. We will be glad to do that.

(The information referred to follows:)
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U.S. balance of payments by major components

{Billions of dollars)
1061 (seasonally adjusted
except where noted)
19591 1960 | 10612
1 II | III | 1IV?
Qoods and serv! ices, QGovernment assistance, and long-term
ca it.al accounts: 3
. Nonmilitary trade and services:
Nonmﬂitar merchandise exports....ccccaeeac.. 16.3] 10.4|] 19.9] 8.1 48 49 5.2
those nanced by Government grants and
L5 33\ 1R RN 1.7/ 1.8 23 .8 5 .8 .7
Merchandise exports, other than those financed
by Government grants and capital............ 14.6/ 17.6| 17.6] 4.5 4.3} 4.4 4.5
Nonmilitary merchandise imports. ............. ~15.3|—14.7{~14.5| —3.4| ~3.4| —3.8] —3.9
Balance on trade, excluding merchandise exports
financed by Government grants and capital.._... -7 298 31 11 .9 -} .6
Nonmilitary service exports. . ceoceeccaaeoeaaa.. 7.1 7.6, 80 20 20 1.9 21
Less those financed by Government grants and
APl e iiaccccciccccaccnananee .3 .8 .4 .1 1 .1 .1
Service exports, other than those financed by
Government grants and oapltal ............... 6.8 7.3 7.6 19 19 1.8 20
Nonmilitary service imports.......ccocoeneeao.. ~5.1] —5.6f ~5.6/ —1.4] —1.4] —1.4| —-1.5
Balance on services, other than thiose rendered under
Government grants and capital...... . ..c...... 1.7} 1.7 20 .5 .5 4 .5
Balanee . o e iiciiaccaccccecmacaciaaade .9 4.6 50/ 1.6 14 8 1.1
B Otber major transactions: '
Military expenditures abroad............ vascann -3.1 -3.0f -3.0] —.8 ~,8 =7 =-=.7
Military receipts from abroad...........cooae... . .3 .4 .1 .1 1 .1
Government grants and capital—dollar pay-
ments to foreign countries and international
fnstitutions. ... _ceaeeccaoiiiciiaane 1-1.0{ =1.3] —=1.3] —.8 —.3] —.3] ¢—~. ¢
Repayment,son U.8. Government loans (exclud-
ngropayments fundeqd by new loans). ....... 11 .8 L3 1 L9 1 L2
U.8. direct and long-wrm portfollo investments
Fsb;oad ......&.‘. 55 ...... e T ~2.3[ ~2.5| ~2.6] —.5] —.6| —.6/ -.8
oreign and lo rm portfolio invest-
ments?n the U ng tates. . ... .- .6 .3 .4 .1 .2 (') ‘ .1
Remittances and penslons . . . 2l -2 -2 —~.2
Balance. . cacecne... .7 =1.71 —1.8
Balance on goods and servloes, Government assistance and
long-term capital accounts?............. esesasssocnssanes| =43] =10 —.6 .2 A =T -7
Recorded U.8. private short-term capital outflow less for-
. eixnshort-term commercial credits to the United States..] .1} =14 =121 ~.§ —.1f -2 =.6
Unrecorded transactions. ... ceecueccccccacoaccacancaaaaaan B =6 —.8 =—.1] -.8 1 -2
Overall balance, seasonally adjusted........... i ~8.7| -8.9) —2.8] —.3] .2] —.8] ~1.&
Less seasonal adjustments. ......co.c.eeaee-e PRI PPN R SO, ® 1 Y -2
Overall balamve. actual (not seasonally adjusted)..-........ -3.7 -3.9f —-2.5] —-.3 1} -.9] -1.3
Equals changes in ll%uld liabilities to foreign private | . -
holders (including and nonmonetary inter- .
*national and onallhsututions.--... ccescsasceasas] =18 —.4] =1.8 A =8 -2 —.§
Plus changes in holdings of xold and convertible ctir- . 1
rencies by U.S. monetary authorities and changes in’
U.8. nquid nabluties fomlgn and lntermtional Y .
wmonetary authorities............... O cmeonene =13 -3.6| —1.2f —. ¢4 .GI -7 -8

l Excludes U 8. subscription of :t.wo,ooo.ooo to IMF.

PR

l bort-term eapltal movements between pmnt ‘dompanies and their lorelxn ‘affiliates are reported as

part of direct investment,

4 Includes $172,000,000 in mbsalpuon payments to the n\ter-Ameﬂcan Development Bank and the

International Deve!o&xgent Association.
§ Includes sm.ooo,
$43,000,000 in

uumsn:w.m

Notre.—Excludes military grant transactions. Detall may not add to totals due to rounding.

'

in lomgn debt pmpaymonu t'U,8. Government in the 2d quarter of 1961, and
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Senator KErr. Now, then, with reference to the sudden spurt of
buying by banks of tax-exempt securities, that is, the.income from
which is tax exempt, 1 thlnk I know what caused that but I may be
entirely mistaken. -

When was it that the Federal Reserve Board permxtted the New :
York banks or any other banks, for that matter to mcrease thelr ‘
interest on saving loans to 4 percent? ' '

Secretary DiLrLoN. The Federal Reserve penmtted this increase
as.of the st of January, and they announced it some time early in
December, I think pretty close to the 1st' of December.

Senator KERR. You say they granted it in January? ~ ~«

Secretary DiLLoN. Granted it as of the 1st of January, but they
announced it the 1st of December. -

Senator KErr. The 1st of December of last yeax?

Secretary DiLLoN. Yes.

Senator Kerr. If a commercial 'bank fpaye 4 percent interest for a
savings account, actually, in view of the fact that they pay 52 percent
of their profit in taxes, their net costs on that are 48 percent of 4
percent; are they not?’ A

Secreta DILLON That is correct.

Senator Kerr. Which would be 1.92. o

In view of the fact that insofar as calculating is concerned 1t can
reasonably be assumed that that particular expense is subject to the
top tax rate, their net cost of that money is 4 little less thsin 2 percerit.

Secretary Dirron. That is correct.

Senator KErR. So simultaneously with that' they begen to have
the expenditure of ve y large surns of money for so-called tax exempts,
the average income from which ig what, bétween 3.5 and 4 percent?

Secretary DiLtow. No, sir. ‘T’ think' it is lower in this ares. I
think it is somewhére proba 1 between, around 3 percent maybe
3 to 3.25, but something like t{

Senator KErr. Don’t you thmk Mr. Secretary: that in'view of the
fact—and I would like for you to put into the record what the overall
average of tax exempts now being issued is. = "

Secretary DiLron. Well, the mdex I know is around 3. 30 whnch
ls—-—-

Senator Kerr. The overall? S ‘

Secretary DiLtonN. Yes. e o '

Senatot KERr®. And, of course, an alert manager of a tax-eXem it
Eortfolio in & bank would try to secure those that would brmg in the

hest rate consistent with complete safety.’

ecretary DiLLoN. Of course, when you get into speclal sltuatnons
such a8 revenue bonds there are some that"aré’ consnderebly lﬁgher,
over 4'percent.’' " T 0 Ui dal e n T

"Senator KErr. So that what would you expéct dn dlert mén aﬁler
of that portfolio in a commereial bank to have 48 his objective' of!
aver 6 income on ‘that, on the contents of that portfo!io? s

tary Driron, Well, if he could'make 1 pafcenit more than the
figure you dicated mi ti}e the eost td hirit of this 1.9 to intérest coat;
hewoilldbed'oin Tt REARNERE

Sendtor KeRrr.' fBut éven’ f hb made the: *évereg o,sidé from hie
administrative expénse, he would ‘be’ doing ' little" better fthé.ﬁ 125
net,

Secretary DiLron. He would be doing better than that.

RIN Y
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. Senator Kerr. And if he were really an alert fellow, like some I
know in some very fine Oklahoma banks, who tell me they get an
average of 3.75, that would be a rather natural consequence of their
having made that drastic change in their policy of going up from an
interest rate on savings that had ranged from 2 to 3 percent, and
not in excess of 3 percent, to 4 percent to find a way to enable them to
do that and still maintain the previous levels of profit, would it not?

Secretary DiLroN. I think that is probably the reason why they took
this action. :

Senator KErr. Don’t you think that that was the needle that in-
jected the stimulant into their financial stream that brought about
that surge of buying of municipals? ‘

Secretary DiLLon, It is generally considered to be, and I think that
is probably a correct assumption., . :

enator KERR. That is the impression I have.
 Senator Gore. Would the Senator yield there?

Senator KErg. Bear this in mind, that one of the things that the
Senator from Oklahoma has done for a number of rears which he
thought was to have had a small part in opposing the authority of
commercial banks to increase that interest rate on savings, but the
battle was lost last year in the Fed by a vote of 4 to 3 which authorized
tho raise, as I understand it.

_ Secretary DiLLoN. I do not know what the vote was. There was,
I think, a split. It has been published. I do not know what it was.

Senator KERrR. Yes. :

Senator Gore. Will the Senator yield?

Senator Kerr, Yes.

Senator Gore., What, disappoints me is that my distinguished
colleague from Oklahoma seems willing to abandon the battle and
consider it lost. 1 invite him to join. t us mount our chargers.

Senator Kerr. Well, I will tell you, so long as I can fight with some
degree of some possibility of success I believe in fighting with all the
vigor I have got. - -

ut if I could go about changing the results of previous battles in
previous wars, I would keep Stonewall Jackson alive at Chancellors-
ville, and do a lot of changing. [Lau hter.]f

I want to say to my friend from Tennessee, that I think I
would have just as much chance of doing that as I would of changing
the environment that now exists by reason of the policies which the
Federal Reserve Board for many years had fought the committee to
be established, and did establish, and I want to say to him that it is
my judgment, and it is & very deep-seated conviction, that the Federal
Reserve Board is not going to change that policy until Congress
changes the law with reference to them and l{Jlaces upon them restric-
tions which are not now in the law, and which can again dramatize the
information that I deduced from the Secretary the other day and put
into this record, that the Treasury Department, when it is no longer
permitted, and the President, when he is no longer permitted, to have
any. control- over.: the: policies of the  Federal Reserve Board, .the
Treasury Department is in the market just like every.other borrower,
and has to-borrow on the basis of the rules of the game, which every
man who goes into:that jungle knows, is that he will pay all that the
traffic will bear. s T

! !

/i

.

e



ADVANCE REFUNDING AND DEBT MANAGEMENT 83

I know that from 30 years of personal experience, and the Treasury
knows it because of the fact that for many years they fought to have
some control over the rules of the game, but that battle was lost just
as definitely as the War Between the States, and it would be just
about as hard at this time to change as the other one would.

Senator Gore. Mr. Chairman, I believe the term used by the New
Frontier to describe the condition with which my friend is afflicted,
is “‘pragmatism.”’ .

Senator KErr. Which friend is afflicted?

Senator Gore. I am afraid my friend from Oklahoma.

Senator Kerr. Well, I go some places and thoy tell me to save my
Confederate money, that the South will rise again, and I have regarded
it as a thing devoutly to be hoped for, but one in which I never
indulged any hope, and if being in that shape makes me pregnant——

Senator GORE. A pragmatist. . '

Senator Kerr. I am glad it was an “a’” instead of an ‘‘e.”
[Laughter.} ‘ o

Senator Gore. Well, so long as he does not admit that he is. de-
feated, there is still some hope. y .

I would like to ask one additional question, Mr. Secretary, in
following up Senator Kerr’s very astute interpretation of one of the
effects of the action of the Federal Reserve Board in permitting com-
mercial banks to gay 4 percent on savings. . . . N

This has brought about, on the part of the banks, this activity in
the field of long-term tax-exempt securities. Will this not eventually
offer severe competition for capital funds for long-term home mort-
gages, veterans home mortgages, FHA guaranteed home mortgages,
savings and loan association mortgages on homes?: . :

Secre DirroN. Well, I think a similar thing has been taking
place to & less marked extent in that field, too. I think that at least
some of the larger commercial banks have decided to increase or go
for the first time on a large scale into the purchase of mortgages,
and in the last reports over the last few months, that has happened.
Some of the New York banks, for instance, which never made a
practice of holding a large amount of home mortgages have started
to buy them throughout the country, and this has made additional
capital available there and has tended to help to lower mortgage rates.

think mor rates went down in February, and this may well
have been part of the reason. ~ ' o '

Senator Gore. It may well be a temporary situation, too.

Secretary DinLoN. I would think for as long as the banks \ga g
interest at this rate feel they ought to keep a proportion of their
investment in this long-term area. I think; certainly, the. buil
up of their investments, either in municipals or in mortgages.or other
long-term higher yielding things, to what they consider the appro-
priate level, 18 proceeding now at a faster rate than you would expect
1t to proceed.in the future. .. - . 0
.+ Senator Gorp. Well, basically, is it not a fact that, with this increase
in- the jnterest payment on savings by commercial banks, a fiarce
oo“x:&equn' for savings has been set underway between ._tg:nsavmga'
banks, building and loan associations, and the commercial banks?. .

Secretary DinLon. I think there is certainly more competition in
mortgages. . L S Y S AT
Senator Gore. All right. P S S TR
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* Now, have not the savings banks, the savings and loan associations,
building and loan associations, likewise increased their interest pay-
ment on savings? ' - ‘
" Secretary DiLLoN. Generally, yes. o :
Senator Gore.  Is not that rate now on the west coast up to 4.75
percent or some such figure? ' '
-*Secretary DirroN. I think some of the savings and loan associations
on the west coast either have gone or are talking seriously about going
to 4.75 percent from 4.5 where they have been for some time.
They went immediately to 4.6 percent, and I think they are talking
of going up that eéxtra, about an eighth of a percent. o
- Senator Gore. Well, Mr. Secretary, if as a result of this competi-
tion the interest rate which banks of all types, all financial institutions
which are particularly active in the home loan field, pay for savings
goes up, isn’t it inevitable that eventually these institutions are going
to have to charge a higher interest rate for mortgages? o
~ Secretary DiLion, % would think there certainly is a connection
thére. It depends‘again on 'what sort of an interest rate they can
charge for mortgages. | o o
' The supply of money at the monient for mortgages is very adequate,
so it has actually worked the other way. B
" But that 'mig t b different at another time and, as a result, be-
cause of that, for the last year we have made every effort we could
to try to convince the savings and loan associations to be moderate
rg‘a%a’rding” any interest rate, dividend rate increases, as' they call it,
and you ‘pro ﬁ.blz have seén the -concetn that the Chairman of the
Home Loan Bank Board has expressed at this present trend.
 Senator Gore. I am aware of that and in sympathy with it.
Nevertheéless, they are jumping over the traces very rapidly now
and the consequénce seems‘to me to be inevitable. Either this will
spur greater investment in'tax-exempts, as Senator Kerr has pointed
out, or 4 bidding up, ot dowii, of the eventual charge on Liome mort-
gages. ' So that is why'I asked you if this might not prove to'be a
%emppraryfcbnditibn‘. S e
' Secretary DiLioN, You mean the présent decline? "~ '~
Senstor GOrE. The present decling, yes,' '+ 0 v o0
'do not' think oné’ can: count on it as being

‘A
a

* Secretary DiLLowN. I
permanent. ‘' |

Senator Gore. That is all, Mr. Chairman. Thapk yéu.” -

The CrAIRMAN. Mr. Secretdry, in regiard to'the information to be
furnished, What was thé date'that we had thé maxitum amount of
gol:diwhdtnyéai‘?: Lt ‘l,,~l:-v' A, . 7': Aol o :‘.q" ;z-,-’ " , Iz .
" Sporetary” Dition. We have our month-end figitres ‘here, ‘and- it
showed ‘that the’highest level of Treasiiry gold stock was reached in
1949, and ‘it dmotrted to, as-you hi\'r'é’~~th6ii.ﬁ it; Mr. Chairmari, to

) . "2

something over $24 billion; exuctly-$24,607 million. i -+
The CrAIrMAN. I think it would help the ¢ditimittée arid the public
-if 50\ would ‘slfow for ‘éach’ of thiose ‘yedrs'to-date the loss of gold,

and then opposité vach yedr ivé the'de gvm{th&bﬂa’no&.‘o’f payments.
Thiéx ‘we éould conpare deffeit' piymenits, with thie loss btigold which
éog:i\‘;eggj:yhbﬁ‘%ﬁ’ ‘havd défiéit ‘in“thé’ bal ‘r'ic?*‘o?' Byments; isn’t that
FOBED i IOME  e it A T LT s
Secretary DiLLoN. Not necessarily, but you are not likely to lose
gold if you da'not have it. ' LI L e

/ /
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The CuairMaAN. The countries abroad cannot ask for gold unless
they have a deficit pa;iment. , L

Secretary DiLLoN. They can now because th? could feel that they
wished to have a %reat,er part of their existing dollars in gold even 1if
there was not a deficit, and that, as I pointed out, is what the current
situation is, more or less, in- each of these 3 months. Our balance-of-

ayments deficit has been very small for these 3 months Yossibly
?or seasonal reasons, but they have been taking gold nevertheless.

The CHAIRMAN. There might be a buildup of some kind?

Secretary DiLLoN. That is right.

. The CHAIRMAN. But the main reason that we have had the flow of
gold is the inbalance of payments.

Secretary DinLoN. That is entirely correct. .

The CuAlrMaN. If you would associate those to each year and make
what comment you think proper as to the reason w ti the foreign
nations decided to ask for gold instead of dollars. If they have full
confidence in the dollar, they are not so likely to ask for gold: also

ive the price of the production of gold as of now. I have understood
1t was over $35. ‘

Secretary DiLLoN. No, at least the %old that is produced in South
Africa is produced at a substantial profit.

The CraIrRMAN. The gold that is available to the nations of Europe
that we deal with, isn’t the average over $35?

Secretary DiLLoN. No, sir, The Canadian gold mines and the
Sou‘{l,h African gold mines, which produce the new gold, all make good
profits, ‘

Some would like to make more, but they make adequate profits to
operate profitably at $35. .

The CuairMaN. As I understand it, when this gold once goes out
it very rarely comes back; is that correct?

Secretary DiLLoN. That has been relatively true, although there
have been periods of reflow. The second quarter last year we picked

up nearly $200 million of iold. That was partly as a result of the
difficulties the British were having. They were losing gold. Some of
it came in,

The CuairMaN. Thank you very much, Mr. Secretary.
(The information rgferred to follows:)

Overall deficit in U.S. balance of payments and portion representing U.S. gold loss,

1860-61
(In millions of dollars}
Overall Gold loss Overall Gold Joss

balanoce-of- portion of balance-ol- | portion of
P | on R )
(+=surplus) (+=sarplus)

-8, 488 ~023

-301

i gl i

Tt =11

-1, 144 -3, 454 : -g

1 Excludes 1,37, 000 subaaription to the International Mone Fund, L
mv&g&&é’%ﬂm 053 ) additional #344,000,000, ro‘:'e’oonun; the gold portion of our sub.
A1 8 partial oftset to these goid losses, we gatned $116,000,000 in convertible forelgn currencles.
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Senator Gore:. Mr. Chairman, T would also like the Secretary to
have permission, or be requested, in the table he is going to furnish as
to foreign investments and income from foreign investment, to break
down his figures between branch form and subsidiary form.

Secretary DiLLoN. Yes,

- Senator Gore. And as between the underdeveloped countries and
the highly developed countries.

Secretary DiLLoN. Fine, we will be glad to do it where possible.

(See general note to table on p. 78.)

The CHAIrRMAN. Thank you.

Senator WiLLiamMs. Mr. Secretary, befoxe we leave, as one who was
somewhat skeptical about the wisdom of the advance refunding, I
want to make very clear that my criticism is not directed against
you personally. You followed a policy that was approved by the
Congress and u Jyon which there was an established precedent before
you came in,and my criticism of this program, this policy, was nots
in uny way intended toward you.

"~ The CHAIRMAN. I want to associate myself with that.

Senator WiLriams. I think you are domg a wonderful job.

(Whereupon, at 1:30 p.m., the committee adjourned.)

@



