
THE SEdKfeARY OF THE TREASURY 

Washington 

October 31, 19U9 

My dear Mr, Chairman: 

This is in reply to your letter dated August 22, 19^9, i n which 
you enclosed a questionnaire which you asked me to answer in connec
tion with a comprehensive study relating to the effectiveness and 
coordination of monetary, credit, and fiscal policies, which has been 
undertaken by the Joint Committee on the Economic Report, by direction 
of Congress, 

The subject matter.of the questions falls into several main cate
gories. All of the questions are answered; but, since much of the 
material would be repetitive if each question were answered separately, 
I have taken the liberty of answering the questions by groups rather 
than question-by-question. 

The first eight questions relate to the monetary and debt-management 
policies of the Treasury and their coordination with the policies of the 
Federal Reserve System. The questions are as follows: 

1, What are the principal guides and objectives of 
the Treasury in formulating its monetary and debt manage
ment policies*? What attention is paid to the interest 
costs on the Federal debt? To the prices of outstanding 
Government obligations? To the state of employment and 
production? To the behavior of price levels in general? 
To other factors? 

2, To what extent and by what means are the mone
tary and debt management policies of the Treasury 
coordinated with those of the Federal Reserve? Describe 
in detail the procedures followed for these purposes, 

3, What were the principal reasons for the parti
cular structure of interest rates maintained during the 
war and the early postwar period? 

4, To what extent, if at all, would a monetary and 
debt management policy which would have produced higher 
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interest rates during the period from January l$k6 to 
late 19^8 have lessened inflationary pressures? 

5» When there are differences of opinion between 
the Secretary of the Treasury and the Federal Reserve 
authorities as to desirable support prices and yields 
on Government securities, whose judgment generally 
prevails? 

6. What, if anything, should "be done to increase 
the degree of coordination of Federal Reserve and 
Treasury policies in the field of money, credit, and 
debt management? 

7* What would be the advantages and disadvantages 
of providing that the Secretary of the Treasury should be 
a member of the Federal Reserve Board? On balance, would 
you favor such a provision? 

8. What are the advantages and disadvantages of 
offering for continuous sale Savings Bonds of the E^ F, 
and G series with their present yields, maturities, and 
limitations on the annual amount to be purchased by each 
buyer? Does this policy lessen the supply of private 
savings for equity capital and riskier private loans? 
What are the advantages and disadvantages of promoting 
the sale of these securities during periods of recession? 
Should the terms of these securities and the amount that 
each buyer may purchase be varied with changes in 
economic conditions? 

The primary concern of the Treasury in formulating its monetary 
and debt-management policies is to promote sound economic conditions 
in the country,, When I took office as Secretary of the Treasury, the 
country had only started the tremendous task of converting the economy 
from a wartime to a peacetime basis. Federal expenditures, which had 
raised the output of the United States to the highest levels on record 
during the war years, Jiad been cut back sharply as soon as the war 
ended. In the fiscal year 19^5, Federal expenditures had been just 
under $100 billion, and had accounted for nearly one-half of the gross 
national product; in the fiscal year ending June 30, 19^6, they dropped 
to a little over $60 billion. This prompt cut in Federal expenditures 
after the close of the war was necessary and desirable; but it left 
the Nation facing the problem of replacing the production which had 
gone for war purposes with civilian production as rapidly as possible. 
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There were many who felt that the reconversion could "be achieved only 
after the country had experienced serious unemployment and severe 
economic dislocation. Government and business, farmers and labor, were 
all worried about many factors on the economic scene. 

Not the least of the economic factors which were causing concern 
was the size of the public debt — which had increased more than five
fold during the war years * It was difficult at the time to forecast 
how so large a debt might be handled* The size was unprecedented, 
both in terms of the dollar amount involved and of the debt's relation 
to the economy of the country* On February 28 19^6, at its postwar 
peak, the Federal public debt stood at nearly $280 billion. It con
stituted over 60 percent of all outstanding debt, public and private, 
At the end of 1939, before the United States started its defense and 
war finance program, the total public debt had stood at $48 billion --
this was only 23 percent of the entire debt of the country. 

At the end of the war, the public debt was widely held* This 
broad ownership made it possible for the debt to play its part in the 
flexible fiscal policy which was necessary to promote economic stability 
in the postwar period* The particular composition of the debt was 
the result of conscious planning by the Treasury as a part of its 
policy of fitting Government securities to the needs of various types 
of investors* Practically all of the securities sold to commercial 
banks, for example, have been short-term, in order that the portfolios 
of banks would be kept highly liquid* This was essential if banks 
were to be in a position to finance reconversion needs. Business 
corporations likewise have been provided with short-term securities 
for the temporary investment of their reserve funds* Insurance 
companies and savings banks, on the other hand, have held longer-term 
securities — largely with maturities over ten years* Savings bonds 
have been, of course,t8te-principal type of Government security held 
by individuals* At the same time, however, that broad ownership of 
the debt contributed to easing the problems of postwar debt management, 
it made good debt management particularly vital, since every segment 
of the economy was affected* 

When I became Secretary of the Treasury, total Government security 
holdings of individuals, including marketable as well as nonmarketable 
issues, amounted to $6U billion — a significant change from the situ
ation prior to the war, when they owned only about $10 billion of Govern
ment securities. Over $lp> billion of the Government securities held 
by individuals were savings bondsD Other nonbank investors also 
held large amounts of Government securities. Financial institutions 
had a substantial proportion of their assets invested in the public 
debt issues of the Federal Government* For mutual savings banks, it 
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amounted to $11-1/2 billion — about 64 percent of their total assets. 
All insurance companies — life, fire, casualty, and marine — held 
$25-1/2 billion of Government securities. Life insurance companies 
alone had holdings of $22 billion — over 46 percent of their total 
assets, federal agencies and trust funds, which are by law required to 
invest their accumulated funds in Government securities, held $29 bil
lion. Other nonbank investors, which include business corporations, 
State and local governments> and other small groups of investors, held 
$32 billion. 

The commercial banking system held $103 billion of Government 
securities,. Commercial banks held $84-1/2 billion of the total* This 
comprised 71 percent of their earning assets* The balance, $23-1/2 bil
lion, was held by the Federal Eeserve Banks, 

It was obvious that the decisions which h^d to be made with respect 
to a public debt which was so large, and which was interwoven in the 
financial structure of the entire economy, would significantly affect 
the economic and financial welfare of the country^ It was essential, 
iinder these circumstances, that debt management be directed toward 
promoting and maintaining a stable and smoothly functioning economy* 
In the nature of things, the Federal Government must exercise firm 
control of debt management as long as the debt remains so large and 
so important* In the course of formulating debt-management policies, 
I have consulted with advisory committees representing a cross-section 
of American business, for an exchange of views and information. These 
consultations have been helpful in determining the soundest possible 
debt-management policies; but, in the final analysis, the responsibility 
for these policies belongs to the Secretary of the Treasury and under 
the law cannot be delegated* 

As I have said, the overriding consideration in debt-management 
policy is the economic welfare of the country. The Secretary of the 
Treasury has many responsibilities; but his primary one is that of 
maintaining confidence in the credit of the United States Government© 
In addition, in prosperous years such as we have enjoyed since the end 
of the war, it is important to reduce the total amount of the public 
debt and to reduce bank ownership of Federal securities and widen the 
distribution of the debt. Accordingly, these have been the principal 
objectives of the Treasury1 s debt-management program during the postwar 
period© 

lo To maintain confidence in the credit of the United States 
Government.—It is for this reason that stability in the Government bond 
market has been a continuing policy during the postwar period* Stability 
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in the Government bond market during the transition period has been of 
tremendous importance to the country* It contributed to the underlying 
strength of the country's financial system and eased reconversion, not 
only for the Government, but also for industrial and business enterprises* 
This is in marked contrast to the situation after the First World War, 
when the severe decline in the prices of Government securities contributed 
to the business collapse that occurred within two years after the warTs 
end* 

The particular structure of interest rates maintained during 
World War II was, with only minor variations, the one which existed at 
the time we began our defense and war finance program* It was apparent 
almost from the beginning of this program that it would require a 
large increase in the public debt; and an important consideration was 
the cost of the borrowed funds* It was especially fortunate, therefore, 
that interest rates were at a relatively low level* It made it possible 
to finance the war cheaply without disrupting the financial structure 
of the country* 

Stability in the Government bond market since the end of the war 
has been achieved through the cooperative efforts of the Federal Reserve 
System and the Treasury Department* Some of the stabilizing measures ~~ 
notably, of course, the operations of the Federal Open Market Committee ~~ 
have been primarily the responsibility of the Federal Reserve System* 
Others have been primarily the responsibility of the Treasury Department* 

In maintaining stability in the Government bond market, flexibility 
in adapting policies to changing economic conditions has been essential* 
It has been necessary at times to take steps to prevent too sharp a 
rise in Government security prices; and, at other times, declining prices 
have been halted* 

Beginning in the Spring of 19^7, the Federal Reserve and the 
Treasury took action to control an incipient boom in the Government bond 
market* Long-term bonds were sold from some of the Government invest
ment accounts, the Investment Series of bonds was offered to institutional 
investors, and interest rates on short-term Government securities were 
increasedc All of these operations combined to take upward pressure 
off the market* When conditions changed, and a downward pressure on 
bond prices developed, the market was stabilized through purchases of 
long-term bonds* Short-term interest rates ~ which had been permitted 
to rise beginning in mid~19^7 ~ were held steady from the Fall of 
19^8 until this Summer* Then, in mid-September of this year, they were 
reduced* 
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All of these actions have been taken with a view toward promoting 
confidence in the Nation1 s business and financial structure and the 
attainment of a high level of employment and production in the economy* 

2* To reduce the amount of the debt*—»In the statement which I 
made when I took office as Secretary of the Treasury in June 19̂ +6, I 
said: 

M. • . It is the responsibility of the Government to 
reduce its expenditures in every possible way, to maintain 
adequate tax rates during this transition period and to 
achieve a balanced budget ~ or better -— for 19^7»n 

During the first two fiscal years after I took office, the Federal 
Government operated with a budget surplus© In the fiscal year 19^8, 
the surplus was, in fact, the largest in the history of the country* 
Starting in March 19^6, the large cash balances that had remained at 
the end of the Victory Loan were applied to the reduction of the public 
debt© These balances were largely expended during the calendar year 
19^6, and subsequent debt reduction was effected through pay-offs from 
the budget surpluses of the fiscal years 19^7 and 19^8* At its postwar 
peak on February 28, 19^6, the public debt stood at $279.>8 billion; on 
June 27 of this year, it reached a postwar low of $251*3 billion* 

There is no longer a budget surplus, however, largely because of 
the tax reductions enacted by Congress in 19^8, over the Presidents 
veto* As a result, the debt has been rising steadily in recent months; 
and at the end of September, it stood at $25607 billion© Both President 
Truman and I have stressed the importance of continuing debt reduction 
in years of prosperity such as we have enjoyed since the end of the war* 
This was one of the reasons why the President on three occasions vetoed 
measures reducing taxes at a time when the economic condition of the 
country permitted continued retirement of the debt© 

3o To reduce bank ownership of Federal securities and widen the 
distribution of the debto—Strong inflationary pressures existed during 
most of the postwar period* In order that debt reduction would have 
the greatest possible anti-inflationary effect, under these circum
stances, it was concentrated on debt held by the commercial banking 
system* The concentration of debt reduction in bank holdings was facil
itated by the Treasury1 s policy of fitting the debt to the needs of 
investors, which had placed a large volume of short-term debt in the 
hands of the banking system* The reduction in the public debt held by 
the commercial banking system has been actually greater than the reduc
tion in the total debt* 

The total public debt was reduced $28*5 billion from its postwar 
peak of $279*8 billion to the postwar low of $251*3 billion. During 
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the same period, "bank-held debt was reduced by approximately $3^ bil
lion* This came about because the Treasury was able to increase the 
Government security holdings of nonbank investors. Funds from the 
sale of savings bonds and other nonmarketable issues to nonbank 
investors were available for the retirement of maturing issues of 
bank-held debt, in addition to the budget surpluses of the fiscal 
years l$bf and 19^8. There has been an increase of $5«^ billion in 
the debt, however, since the low point was reached in June of this 
year; and at the end of September, the total amount of debt outstanding 
was $256#7 billion. Bank holdings have increased approximately $2 bil
lion since the end of June, so that the net reduction in these holdings 
from February 19*+6 to the end of September totals $32 billion. 

Because of the social and economic benefits of broad ownership of 
public debt securities, the maintenance of the widespread distribution 
of the debt has been an essential part of the Treasury*s postwar debt-
management policies. It has been one of the principal objectives in 
the continued promotion of savings bond sales* Broad ownership of the 
public debt is good for the purchasers of Government securities and it 
is good for the country. It gives to the people a greater sense of 
economic security and an enhanced feeling of personal dignity. It 
causes them to take an increased interest in national issues. It gives 
them a direct stake in the finances of the United States. 

Another postwar objective of savings bond sales was to combat 
inflationary pressures. The sale of savings bonds was a two-edged 
weapon against inflation. It took purchasing power directly out of 
the hands of consumers; and the funds obtained from the sale of savings 
bonds were available for the retirement of bank-held debt, thereby 
reducing the money supply to that extent. 

We have continued actively to promote the sale of savings bonds to 
encourage thrift on the part of Americans* Thrift is a vital factor in 
our present-day life. 

The total amount of savings bonds outstanding at the end of Sep
tember was over $5^1/2 billion, an increase of nearly $8-1/2 billion 
since the end of 19^5« The success of the postwar savings bond program 
is especially notable since it was generally expected that a flood of 
savings bond redemptions would be one of the major debt-management 
problems as soon as the war ended© 

Actually, the savings bond redemption experience has been better 
than the turnover rate on other comparable forms of savings. For example, 
during 19^9 > average monthly redemptions of Series E bonds have amounted 
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to 0.91 percent of the total of Series E bonds outstanding. For other 
forms of savings the ratios of withdrawals to total deposits have been 
as follows: Postal Savings accounts, 3.57 percent; savings banks (in 
New York State), 2.32 percent; insured savings and loan associations. 
2.30 percent; savings accounts in commercial banks., k*S6 percent (19*8 
figure). Moreover, the trend of savings bond redemptions when related 
to the total amount outstanding has been downward since the end of 
the war, whereas the percentage trend of withdrawals in most other forms 
$f savings has been upward-

The sale of savings bonds has not, however, been at the expense 
of other types of savings,, During the period in which we were using 
the savings bond program as an ant ̂inflationary weapon, the whole tone 
of our advertising was to encourage personal savings in any practical 
form — not just to encourage the sale of savings bonds. Individuals 
have increased their holdings of savings bonds by 13 percent since 
the end of 19^5* Bu*> in thiB same period, individuals increased 
their shareholdings in savings and loan associations by over 60 percent; 
their life insurance by 30 percent; their deposits in mutual savings 
banks by 25 percent; their savings accounts in commercial banks by 
15 percent; their checking accounts by about 10 percent; and their 
Postal Savings accounts by about 10 percent. Of the various forms of 
liquid savings, only currency holdings in the hands of individuals 
declined. 

The reasons for offering Series E savings bonds are, of course, 
not the same as those for offering Series P and G bonds. A "small11 

savings bond program was instituted in 1935 for the purpose of providing 
a risk-free investment for small investors* When it was decided early 
in the war to sell as large a portion as possible of the wartime security 
offerings of the Federal Government to nonbank investors, and especially 
to individuals, Series E savings bonds became the keystone of that 
policy. This was done in order to prevent a repetition of the post-World 
War I experience. After the war, the prices of Government bonds dropped 
precipitously ~~ one of the Liberty Bond issues sold below 82 ~~ and 
small investors, inexperienced in the operations of security markets, 
were the greatest losers# Series P and G bojids, which are intended for 
larger investors than those reached by the Series E bonds, were introduced 
early in 19^1 as a part of the Treasury policy of shaping offerings of 
Government securities to meet the needs of various investor classes* 

The savings bond program, like other parts of the debt-management 
policies of the Treasury Department, has been adapted to changing 
conditions in the economy* You asked whether the terms of savings 
bonds and limitations on purchases should be varied with economic 
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conditions* We have done this to the extent that seemed necessary* 
On March 18, 1948, the limitation on holdings of Series E savings 
"bonds purchased in any one calendar year was raised from $5,000 
(maturity value) for each individual to $10!000 (maturity value), ef
fective "beginning in the calendar year 1948* In the Pall of 19^7, 
the Treasury offered the Investment Series "bond •— a savings "bond type 
of issue -— to certain institutional investors* Again in order to 
meet the needs of these investors, we raised the limitation on purchases 
of Series P and G "bonds, for the period from July 1, 1948 through 
July 15, 1948. 

Achievement of the debt-management objectives of the Treasury 
Department requires day-to-day attention to debt operations© Decisions 
are made continuously* 

There is, for example, the matter of refunding maturing issues* 
This is one of the constantly recurring duties of the Department* 
There is a Treasury bill maturity each week* There are frequent 
maturities of certificates of indebtedness; and, in the postwar years, 
there have been several note and bond maturities each year* In ad
dition, there are savings bond and savings note maturities ~~ and 
redemptions of these issues before maturity* The volume of refunding 
carried through each year has amounted to approximately $50 billion — 
in itself a task of considerable magnitudec It exceeds the total of 
all security refunding engaged in by all other borrowers in the country 
during the past twenty-five years* 

The interest cost of the debt to taxpayers is another of the many 
considerations which must be taken into account in debt-management 
policies* It is estimated that the interest charge on the public debt 
during the fiscal year 1950 will be $5,450 million* This item represents 
over 13 percent of the Pederal budget for the year* The interest cost 
is likely to grow over a period of time — in the absence of substantial 
debt reduction -*- because the rate of interest on savings bonds increases 
as the bonds are held to maturity, and because an increasingly large 
proportion of the debt represents the accumulation of trust funds in
vested at rates set forth in the law which are higher than the present 
average interest rate on the debt* 

A general rise in interest rates would bring about a further rise 
in the budget charge for interest payments* An increase of as little 
as 1/2 of 1 percent in the average interest paid on the debt would add 
about $l-l/4 billion to this chargec The Treasury was able to finance 
the last war at an average borrowing cost of less than one-half the 
borrowing cost of World War I* If this had not been done, the interest 
charge at the present time would be more than $10 billion a year instead 
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of $5 billion a year* It is clearly evident that this $5 billion 
annual saving in the taxpayers* money is a highly important factor in 
the budget picture of the Federal Government* 

It.has been argued that if the Government had permitted higher 
interest rates on its long-term securities at the end of the war — 
that is, had permitted Government bond prices to drop below par — 
inflationary pressures would have been lessened* 

Fiscalwnonetary weapons have only limited effectiveness in 
combating inflationary pressures* They operate against inflation in 
an over-all fashion,. They can be used to cut down the total spending 
power of the economy and so are effective -~ and, in fact, indispensable — 
in periods of general price rise* Any curtailment of general spending 
power drastic enough, however, to bring special price situations into 
line, might set off a severe deflationary spiral* High prices in 
special areas are most effectively dealt with by specific measures ap** 
plied directly to those areas; and it was with this in mind that 
President Truman repeatedly asked Congress to enact appropriate legis
lation to deal with special areas of inflationary pressures* 

The Government's fiscal policy from January 19^6 to late 19^8 
did, however, have a direct counter-inflationary effect* Federal 
Government expenditures were cut rapidly and sharply from their war
time peak, while revenues were maintained at high levels* I have 
mentioned that President Truman on three occasions vetoed tax measures 
designed to cut revenues because he recognized the urgency of reducing 
the debt during this period* Debt reduction by the use of a surplus 
of receipts over expenditures was, in fact, the most potent anti-
inflationary fiscal measure available to the Government* A surplus of 
Federal receipts over expenditures takes purchasing power directly out 
of the hands of consumers; and by using this surplus to reduce bank-
held debt, the Treasury to a large extent offset the increase in the 
money supply due to other factors* I have already noted also the 
promotion of savings bond sales as an anti-inflationary measure; and 
that short-term interest rates were permitted to rise, starting in the 
Summer of 19U7* 

The policy of stabilizing the Government bond market in itself 
made a substantial contribution to economic stability* I do not agree 
with those who believe that if the support prices of Government secixrities 
had been lowered below par, sales of these securities to the Federal 
Reserve would have been stopped and inflationary pressures would have 
been lessened* It seemed to me that under the circumstances which 
existed, we would have taken the risk of impairing confidence in the 
Government's credit if the prices of Government bonds had been permitted 
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to go "below par; and that as a result the Federal Reserve might have 
had to purchase more "bonds "below par than at a par-support level* This, 
of course, would have increased "bank reserves and to that extent would 
have "been inflationary, rather than anti-inflationary© 

Daring the postwar period, the country has enjoyed a level of 
prosperity never before achieved in peacetime* Personal income has 
reached the highest level on record, and has remained near that level* 
Civilian employment likewise attained the highest peak in our history, 
and today there are nearly 60 million persons employed© There is no 
doubt that the successful management of the public debt and the 
maintenance of a continued period of stability in the Government bond 
market have contributed materially to the economic well-being of the 
country during this period* 

In the execution of its monetary and debt-management policies^ 
the Treasury consults with the Federal Reserve0 The Chairman of the 
Board of Governors of the Federal Reserve System and I discuss policy 
matters thoroughly and arrive at decisions which are mutually satis-* 
factory* It does not seem to me that statutory directives to increase 
the degree of coordination of Federal Reserve and Treasury policies are 
needed* In ray opinion, such policies can best be coordinated as they 
are at the present time, by discussions between the Secretary of the 
Treasury and the Chairman of the Board of Governors of the Federal 
Reserve System* 

Neither would there be any particular advantage in providing that 
the Secretary of the Treasury should be a member of the Federal Reserve 
Board* The Secretary of the Treasury did serve as a member of the 
Federal Reserve Board from its inception until February 1, 193&* There 
is no evidence that the coordination of Federal Reserve and Treasury 
policies was carried out any more effectively during that period than 
it has been subsequently* 

The Secretary of the Treasury is the chief fiscal officer of the 
Government* It seems to me that any proposal to make him a member of 
the Board of Governors of the Federal Reserve System for the express 
purpose of bringing about better coordination of Federal Reserve and 
Treasury policies would appear to subordinate the responsibility of 
the Treasury Department in fiscal-monetary matters* In the final 
analysis, the principal responsibility in the fiscal-monetary area 
must rest with the President and his fiscal officers, who are account
able to the electorate for their actions* 

Questions 9, 10, and 11 are concerned with the monetary system 
of the United Statese The questions are as follows: 
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9. What would be the principal advantages and dis
advantages of re-establishing a gold-coin standard in 
this country? Do you believe that such a standard should 
be re-established? 

10# Under what conditions and for what purposes, 
if any, should the price of gold be altered? What con
sideration should be given to the volume of gold produc
tion and the profits of gold mining? What effects would 
an increase in the price of gold have on the effectiveness 
of general monetary and credit policies? On the division 
of power over monetary and credit conditions between the 
Federal Reserve and the Treasury? 

11* What changesy if any, should be made in our 
monetary policy relative to silver? Whet would be the 
advantages of any such changes? 

I do not think that conditions require an alteration in the 
monetary system. As the Committee undoubtedly knows, I am on record 
as being opposed to any change in the price of gold; and the Treasury 
Department is firmly of the view that a gold-coin standard should not 
be re-established in the United States* 

The Department has considered the latter proposal in connection 
with a number of bills which have been introduced in the Congress. For 
example, in the last session of Congress, we submitted a report to the 
Senate Banking and Currency Committee on bills S. 13 and S. 2S6. A 
copy of our report on those bills is attached. 

The present monetary policy of the United States relative to silver 
is l$Id down in three Acts of Congress; namely, the Silver Purchase Act 
of 193^, Section k of the Act of July 6, 1939, and the Act of July 3lj 
19^6, which has largely superseded the 1939 Act. Under the third Act, 
domestic silver mined since July 1, 19^6, may be delivered, at the 
owner1 s option, to United States mints for a return of 90«5 cents per 
ounce* The Treasury has no discretion under this legislative provision. 
Since this price is considerably higher than the open market price (now 
between 73 cents and jk cents per ounce), the effect of this Act is to 
divert to the United States Treasury at the 90»5 cent price substantially 
all of the current production of silver in the United States. On 
previous occasions, the Treasury has stated that it would interpose no 
objection if Congress wished to repeal all the provisions relating to 
acquisitions of silver in the above-named Apt$f 

Question 12 relates to the coordination of the lending and loan 
insuring and guaranteeing policies of the various Government agencies« 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Senator Douglas - 13 

The question is as follows: 

12. To what extent and by what methods does the 
Treasury coordinate the activities of the various 
Government agencies that lend and insure loans to 
private borrowers? In what ways, if at all, should 
the Treasury1 s powers in this field be altered? 

The Treasury does not, of course, have statutory authority to 
coordinate the activities of the various Government agencies that lend 
and insure loans to private borrowers* The Department has been instrumental, 
however, in furthering consultations between the heads of these agencies, 
with a view to coordinating lending, insuring, and guaranteeing policies. 
In the final analysis, it seems to me that this voluntary type of con~ 
sultation is perhaps the best method of coordinating these policies. 
The heads of the lending, insuring, and guaranteeing agencies are 
responsible to the President; and the decisions which they make must be 
made in accordance with-his policies, Furthermore, the policies and 
operations of these agencies are subject to annual review by the Congress 
in connection with their annual budgets* 

Such limited authority as the Treasury has with respect to the 
lending, insuring, and guaranteeing policies of Government agencies is 
restricted almost entirely to the methods employed by the agencies in 
borrowing funds which they, in turn, are authorized to lend to private 
borrowers. For example, under the Government Corporation Control Act, 
"All bonds, notes, debentures, and other similar obligations which 
are • . • issued by any wholly owned or mixed-ownership Government 
corporation and offered to the public shall be in such forms and de
nominations, shall have such maturities, shall bear such rates of inter
est, shall be subject to such terms and conditions, shall be issued in 
such manner and at such times and sold at such prices as have been or 
as may be approved by the Secretary of the Treasury** except that any 
mixed^ownership Government corporation from which G<?vernment capital has 
been entirely withdrawn is exempt from this provision during the period 
it remains without Government capital. In addition, the Federal 
Intermediate Credit Banks, the Production Credit Corporations,, the Central 
Bank for Cooperatives, the Regional Banks for Cooperatives, and the 
Federal Land Banks are specifically exempted from this provision, but 
are required to consult with the Secretary of the Treasury prior to 
issuing securities; and, in the event an agreement is not reached on the 
terms of the securities, the Secretary of the Treasury may make a report 
in writing to the corporation involved, to the President, and to the 
Congress stating the grounds for his disagreement. 
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There are only a few cases in which the Treasury has any direct 
control over lending operations of Government agencies* Reconstruction 
Finance Corporation loans on the nonassessable preferred stock of insur
ance companies can he made only upon certification "by the Secretary of 
the Treasury of the necessity for such loans to increase the capital 
funds of the companies concerned. Also, under Section 103 of Public 
Law 901> 80th Congress, the Administrator of Veterans Affairs has the 
authority, with the approval of the Secretary of the Treasury, to raise 
the permissible rate of interest on loans guaranteed or insured Tinder 
Title III of the Servicemen's Readjustment Act of 19^» from the rate 
specified in the law, namely k percent, to a maximum of U-l/2 percent. 
In addition, the Secretary of the Treasury, or an officer of the Treasury 
designated by him, is a member of the Board of Directors of the Federal 
Farm Mortgage Corporation, 

In the field of foreign loans, there is in existence a coordinating 
and policy determining agency* The Secretary of the Treasury is 
Chairman of the National Advisory Council on International Monetary and 
Financial Problems, established by the Congress in the Bretton Woods 
Agreements Act, approved July yit 19^5• Among other things, the statute 
directs the Council to coordinate the policies and operations of the 
representatives of the United States on the International Monetary Fund 
and the International Bank for Reconstruction and Development, the 
Export-Import Bank of Washington, and all other agencies of the Government 
"to the extent that they make or participate in the making of foreign 
loans or engage in foreign financial, exchange or monetary transactions*" 

Question 13 asks my opinion on the Hoover Commission proposal that 
supervision of the Federal Deposit Insurance Corporation be vested in 
the Secretary of the Treasury, The question is as follows: 

13. What would be the advantages and disadvantages 
of adopting the Hoover Commission proposal that supervision 
of the operations of the FDIC be vested in the Secretary of 
the Treasury? On balance, do you favor this proposal? 

The recommendation that the supervision of the operations of the 
FDIC be vested in the Secretary of the Treasury has been carefully con
sidered. There is much to be said for the independent status which this 
agency now enjoys* Its policies are, in many cases, governmental policies 
which have been set after consultation with the President and other 
Cabinet members; and the agency can, therefore, function independently. 
However, it could also function as a part of the Treasury, 

Question Ik asks my opinion with respect to the establishment of a 
National Monetary and Credit Council of the type proposed by the Hoover 
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Commission* The question is as follows: 

Ik. What would be the advantages and disadvantages 
of establishing a National Monetary and Credit Council of 
the type proposed by the Hoover Commission? On balance, 
do you favor the establishment of such a body? If such 
a council were established, tfhat provisions relative to 
its composition, powers, and procedures would make it 
function most satisfactorily? 

I am not opposed to the establishment of a National Monetary and 
Credit Council of the type proposed by the Hoover Commission* The 
establishment of such a council would not of itself, however, solve 
any fundamental problem. But, if such a council were established, the 
Treasury Department would be happy to contribute the accumulated knowledge 
and earnest efforts of its various staff groups. 

Questions 15 and l6 relate to Federal budget policy. The questions 
are as follows: 

15* What, in your opinion, should be the guiding 
principles in determining, for any given period, whether 
the Federal budget should be balanced, should show a 
surplus, or should show a deficit? What principles should 
guide in determining the size of any surplus or deficit? 

l6# Do you believe it is possible and desirable to 
formulate automatic guides for the Government's over-all 
taxing-spending policy? If so, what types of guides would 
you recommend? What are the principal obstacles to the 
successful formulation and use of such guides? 

The general economic welfare of the country should be the guiding 
principle in determining for any given period whether the Federal budget 
should be balanced, should show a surplus, or should show a deficit; 
and in determining the size of any surplus or deficit. 

Since I took office as Secretary of the Treasury in June 19^6, I 
have continuously urged a Federal budget that would permit debt retire
ment. Both President Truman and I have stated on a number of occasions 
that it is essential to reduce the public debt in years of prosperity, 
such as we have enjoyed since the end of the war* This was one of the 
reasons why the President on three occasions vetoed tax-reduction 
measures. This has also been a major reason why the President has 
constantly limited budget expenditures to the minimum amount necessary 
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to carry out the defense program and other essential domestic and 
international programs, 

I do not "believe that it is feasible to attempt to formulate 
automatic guides for the Government!s over-all taxing-spending policy. 
The economic and social variants which should determine the policy in 
any given period are so numerous and for different periods are present 
in such different combinations that taxing-spending policy can be deter
mined only after the most careful consideration of the situation existing 
at any given time. Budget receipts and expenditures for each fiscal 
period must be examined item by item with due regard to their relative 
need and public service* This is a responsibility which can be dis
charged properly only by Congress, 

One of the most frequently mentioned possibilities along these 
lines is that automatic guides can be established based on levels of 
national income. It obviously is not possible to say that under all 
circumstances the budget should be balanced when the national income 
is at any particular level; and it is not possible to provide by 
statute exemptions to cover all the cases when exemptions would be 
necessary. In my opinion, policy formulation and action must, of 
necessity, be left to the responsible authorities to be made in ac
cordance with their best judgment in view of economic developments as 
they occur. 

Questions 1J9 18, and 19 are concerned with the commercial banking 
system. The auestions are as follows: 

17. What were the aggregate amounts of interest 
payments by the Treasury to the commercial banking system 
during each year since I9U0? 

18. What changes, if any, should be made in the 
ownership of the Federal Reserve banks? In the dividend 
rates on the stocks of the Federal Reserve banks? 

19* What changes, if any, should be made in the laws 
relating to the disposal of Federal Reserve profits in 
excess of their dividend requirements? 

The following table shows the estimated distribution of interest 
payments on the public debt, by class of recipient, for the calendar 
years I9I+O through 19^2: 
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: Total : 
: in teres t ! 

: ^ : 

Banks « Nonbank investors 

Calendar 
year 

: Total : 
: in teres t ! 

: ^ : 
Total 1 

t • 4 
• • « 

! Commerc ia l ! F e d e r a l ! 
! banks ^ e 8 e r v e : 
; : Banks : 

: 1 

Total ! ' Individ-j 
ua ls 

1- U* S* J Other 
Government, . 

\ investment', „nm /*,„ • . Svestors 
• , accounts , 

f • 

(Bi l l ions of * dollars 0 
1 9 ^ 1 .1 . 3 . 3 * . 8 . 3 . 2 . 3 
19^1 1 .1 . 3 :l * . 8 :J . 2 • 3 
19^2 1.5 .5 :l . 1 1.0 :J «3 . 3 

I9K 
2 .2 .8 .7 . 1 1 .4 .5 :l . 6 

I9K 3.0 1.1 1.0 . 1 1,9 .7 :l .S 

19U5 4 . 1 1 .4 i:J . 1 2 .7 1 .1 .5 1 .1 
19^6 5 .0 1.5 i:J . 1 * l 1.4 .7 i* 19^7 5 .0 1 .4 1 .2 .2 3 . 6 1.5 .7 i* 
19^8 5 . 4 1 .4 1 .1 . 3 3 .9 1 .6 1.0 1 .4 

Note? 
* 

Figures will not necessarily add to totals, due to rounding. 

Less than $50 million* 

1/ Actual payments on the "basis of daily Treasury statements* 

Interest payments to commercial "banks amounted to approximately 
27 percent of the total interest paid on the debt in 19W, "but amounted 
to only 20 percent in 19^8* Payments to the entire commercial "banking 
system, that is, to commercial banks and Federal Reserve Banks -~ which 
amounted to about $350 million in I9U0 and $1,^50 million in 19U8 -~ 
similarly showed a decline as a percentage of total interest payments 
during this period* 

Interest earnings on Federal Reserve Bank holdings of Government 
securities increased from $42 million in 19U0 to $299 million in 1948, 
as a result of the wartime credit and currency needs of the country* 
The Board of Governors of.the Federal Reserve System took the initiative 
in turning over a part of the Reserve Banks1 relatively high earnings 
to the Federal Government, by invoking its authority to levy an interest 
charge on Federal Reserve notes issued by the Banks* In its announce
ment on April 24, 19^7 > the Board stated that the purpose of the charge 
was to pay into the Treasury approximately 90 percent of the net earnings 
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of the Federal Reserve Banks in excess of their dividend requirements. 
Payments to the Treasury as a result of this action amounted to $75 mil
lion in I9U7 and $167 million in 19Ug. 

If Congress wishes, it can, of course, set forth specific statutory 
directives for the disposal of Federal Reserve Bank profits in excess 
of their dividend requirements. 

With respect to the matter of stock ownership of the Federal 
Reserve Banks and the dividend rate on this stock, I do not believe 
that there is any urgent need to deal with these questions at this time. 

Very truly yours, 

(Signed) John tf, Snyder 

Secretary of the Treasury 

Honorable Paul H. Douglas, Chairman 
Subcommittee on Monetary, Credit and 
Fiscal Policy of the Joint Committee 
on the Economic Report 

United States Senate 
Room 109, Senate Office Building 
Washington 25, D. C. 

Attachment 
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