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January 7> 1957 

Mr. William McC. Martin, Jr. 
Federal Reserve Board 
Washington, D. C. 

Dear Mr, Martin; 

I am pleased to learn that you will be able to testify 
before the Subcommittee on Disarmament. You have been scheduled 
as a witness for Wednesday morning, January 23, at 10:00 a.m. X/*« r/*/"1' 

Senate Resolution 93, which authorised the creation of "^'•"y~* h 

the Subcommittee, specified that among other things the Subcommittee •''*" 
should direct its attention to "the relationship of armaments to fast-^^*' 
the state of the world economy*" It is on this general subject ' f 

that the Subcommittee would benefit from your experience and know
ledge. I do not wish to limit in any way ideas and opinions you 
may want to express. However, I would like to suggest some specific 
areas on which the Subcommittee is seeking information* In asking 
the following questions I do not intend for you to go into elaborate 
detail because I realize the time available to prepare for the 
hearing is limited. 

It is impossible to state at this time how the Waited 
States defense budget would be affected under any type of comprehen
sive or limited arms control agreement. In order to obtain some 
understanding of possible effects of a reduction of armaments I would 
like to pose a few questions on the assumption that the defense 
budget was reduced by an across-the-board cut of fifty per cent. 

a» What immediate major problems, if any, might arise 
in the working of the United States economy as a whole? Would the 
economy tinder present conditions be likely to make its own adjust
ments to any such problems or would the government be called to take 
special measures to keep production and employment at high levels? 
If you think the government might be required to take specific measures 
can you discuss the relative merits of various courses of action such 
as changes in fiscal or monetary policy or specific programs in cer
tain areas? 

b. Some opinion has been advanced that the overall 
adjustments the economy would need to make would not be so great 
that the government would need to take action, but that there would 
occur special problems either in specific geographic areas or in 
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individual industries such as aircraft, electronics, and shipbuilding» 
Can you comment on whether such problems mighb occur and the extent 
to which government or private industry or both should plan to meet 
theiru 

c* Another area of interest to the Subcommittee concerns 
the extent to which savings would be available as a result of the 
cutback in defense expenditures• Again assuming a fifty per cent 
reduction in a $k0 billion defense budget, can you provide the 
Subcommittee with any guide as to how government revenue, and thus 
savings would be affected? Assuming that sane savings would result, 
would you care to comment on the relative merits, in terms of the 
viability of the economy, of tha use of which such savings should be 
put? For example, should taxes be reduced, and if so, where? Or 
should the money be used primarily to reduce the debt, increase 
federal domestic programs* or accelerate the rate of foreign aid? 
I am not thinking here of the political merits, domestic or foreign, 
of such uses of savings but of their effects on stability and 
growth of the economy* 

d# I believe the Subcommittee would also find it of 
interest to know whether the experience of the immediate post-
World War II period and the period of mid-1953 to mid-195U would 
have an relevance to our understanding of how to handle situations 
resulting from a decrease in defense spending. 

e. We also would be interested in any comments you might 
have on the extent to which armaments have become an important factor 
in international trade* For example, does United States spending 
for foreign military aid, construction of bases, and maintenance of 
its overseas forces appreciably affect the dollar resources of 
individual countries? And, if so, would any problems arise in 
individual countries* balance of payments if this dollar supply were 
eliminated or substantially reduced under a disarmament agreement? 

I would like to emphasize that these questions are 
suggestive of areas of concern to the Subcommittee. You need not 
feel bound to comment on all of them nor should they restrict other 
points you believe should be made* Personally I am extremely inter
ested in the economic aspects of this whole question and I think the 
Subcommittee can make a definite contribution to our understanding 
of the relationship between armaments and the economy* I do not 
think that the line taken by our adversaries in Moscow is valid, 
namely, that our economy rests solely on armaments• But neither do 
I think that we should pretend that a defense budget of some $i*0 
billion has no effect whatsoever on the economy. 
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If you plan to have a prepared statement, it would be 
helpful to have 25 copies for the members of the Subcommittee and 
the press on the day of the hearing, and a copy for the staff to 
examine at least a day in advance* The prepared statement should 
not exceed fifteen minutes in order that there be ample time for 
questions• 

I am sending under separate cover a few of the publications 
of the Subcommittee you might find of interest as background information. 
If you need any additional information, please contact me or Miss Betty 
Goetz, Acting Staff Director of the Subcommittee* 

I am looking forward to seeing you on January 23 • 

Sincerely, 

Hubert H* Humphrey 
Chairman 
Subcommittee on Disarmament 
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