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DEBT LIMIT OF THE UNITED STATES

FRIDAY, JANUARY 17, 1958

Housk or REPRESENTATIVES,
CoMM1ITTEE 0N WAYS AND MEANS,
Washington, D. C.

The committee met at 10 a. m., pursuant to call, in the hearing room
of the Committee on Ways and Means, New House Office Building,
Hon. Wilbur D. Mills (chairman) presiding.

The CaatrmManN. The committee will please come to order.

This morning we meet to conduct public hearings on the bills intro-
duced by Mr. Reed and myself at the administration’s request, to
provide a temporary increase in the public debt limit. Without ob-
jection, copies of those bills will be included in the record at this
point.

(H. R. 9955 and H. R. 9936 follow :)

[H. R. 9955, 85th Cong., 2d sess.]
A BILL To provide for a temporary increase in the publle debt limit

Be it enacted by the Sernate and House of Representatives of the United
States of Amcerica in Congress assembled, That, during the period beginning on
the date of the enactment of this Act and ending on June 30, 1959, the public

debt limit set forth in the first sentence of section 21 of the Second Liberty Bond
Act, as amended, shall be temporarily increased by $5,000,000,000.

[H. R. 9956, 8ith Cong., 24 sess.]
A BILL To provide for a temporary increase in the public debt limit.

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That, during the period beginning on the date
of the enactment of this Act and ending on June 30, 1959, the public debt limit set
forth in the first sentence of section 21 of the Second Liberty Bond Act, as
amended, shall be temporarily increased by $5,000,000,000.

The Cuamman. Our first witness this morning is the Secretary
of the Treasury, the Honorable Robert B. Anderson.

We appreciate very much, Mr. Anderson, your being with the com-
mittee this morning. You are recognized to proceed in your own way,
but first, for purposes of the record, will you identify those associated
with you at the witness table?
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2 DEBT LIMIT OF THE UNITED STATES

STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE
TREASURY, ACCOMPANIED BY JULIAN B. BAIRD, UNDER SECRE-
TARY FOR MONETARY AFFAIRS; WILLIAM T. HEFFELFINGER,
FISCAL ASSISTANT SECRETARY; PAUL I. WREN, ASSISTANT TO
THE SECRETARY; ROBERT P. MAYO, CHIEF, DEBT ANALYSIS
STAFF; AND JOHN K. CARLOCK, ACTING GENERAL COUNSEL,
DEPARTMENT OF THE TREASURY

Secretary AnpersoN. Mr. Chairman, may I first inquire whether
members of the committee have been given copies of my prepared
statement ¢

The CrarMaN. It is our understanding that messengers have not
yet arrived with your statement, but go right ahead.

Secretary Anperson. I should like to introduce to the committee
the gentlemen on my right, the Under Secretary of the Treasury, Mr.
Julian Baird; and Mr. William T. Heffelfinger, the Fiscal Assistant
Secretary of the Treasury, sitting behind.

On my left is Mr. Paul I. Wren, Assistant to the Secretary. On
the far right is Mr. Robert Mayo, the Chief Debt Analyst, and some-
where in the room is Mr. John Carlock, who is the Acting General
Counsel of the Treasury.

I think, Mr. Chairman, before I begin to read this statement it
would be desirable if we could inquire as to when the statements would
be given to the committee, because there are some charts which I am
sure the committee would want to look at which are attached to the
statements.

The CuarmMan. They will be made available, Mr. Secretary, imme-
diately upon arrival in the room here. If you care to have me do so,
I will alert you at the time that they are made available to us by
your staff. Would that facilitate your situation ?

Secretary Anperson. I simply wanted to make it as convenient as
I could for the committee. I will go right ahead and reexplain the
charts if they come a little bit later.

I am glad to have this opportunity to review with the committee
the status of the statutory limitation on the public debt. The present
limitation of $275 billion is contained in tﬁe Second Liberty Bond
Act, as amended, which is the current authority of the Treasury to
issue public debt obligations. H. R. 9955 and H. R. 9956, now before
the committee for its consideration, would provide a temporary in-
crease of $5 billion in this limit until June 30, 1959.

I want to make clear at the outset that the need for a debt limit in-
crease is based on:

1. The fact that cash balances have been running distressingly low,
as I will show in detail later.

2. There is need for more flexibility, for more efficient and econom-
ical management of the debt.

3. Even with a balanced budget there will still be large seasonal
fluctuations in receipts which make operations under the $275 billion
limitation most difficult.

This request, made within the framework of our 1959 budget esti-
mates for revenue and expenditures, emphasizes not only much-needed
flexibility as outlined above, but takes into account contingencies
which might develop in a world filled with uncertainties.
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DEBT LIMIT OF THE UNITED STATES 3

After I assumed my responsibilities as Secretary of the Treasury
last summer, we reviewed the situation confronting the Treasury and
became concerned with the small margin, then indicated, which would
exist between the forecasts of our financial requirements during this
fiscal year and the statutory debt limitation. We notified this com-
mittee and the Senate Finance Committee that we would do all in
our power to operate under the $275 billion limitation. At that time,
the budget for the fiscal year 1958 still projected a surplus of more
than $1.5 billion. Since then, as you know, increased defense expen-
ditures, coupled with a less favorable outlook for revenues, have
caused us to project a budget deficit of $400 million, or a net decline
of approximately $2 billion from our position last summer.

We have been able to discharge our obligations within the debt limit
during the intervening period only by maintaining cash balances
which have been distressingly low at times. We have had little or no
nmargin for contingencies. We believe that with some flexibility we
would have been better able to manage the public debt to a better
advantage for the public interest.

The combined cash inflow and outflow of the Treasury on all ac-
counts during fiscal year 1957 amounted to over $400 billion. We
disburse approximately $1.5 billion in an average 3-day week for
budget expenditures. Our cash balance has been approximately at
that level on several occasions.

Here, Mr. Chairman, I should like to call your atteution to chart 1,
which is attached to the statements. The bars on the left-hand side of
chart 1 show average monthly budget expenditures over the past 10
vears together with our estimates for 1958. The dotted line shows
the average Treasury cash balances during these same peviods. Cash
balances during the period 1948 to 1951, as appear on the chart, were
appreciably larger than the monthly budget expenditures, as shown
on the left-hand side.

In recent years, however, Treasury cash balances have been declin-
ing while budget expenditures have been increasing. Therefore, in
the fiscal year 1958 we estimate that the average Treasury cash bal-
ance is suflicient to cover only about 74 percent of the average montl’s
budget expenditures, and this compares, of course, with about 140
percent in the years prior to 1952.

Under our Coustitution, the Congress has the power to borrow
money on the credit of the United States and this power has tradi-
tionally been delegated to the Secretary of the Treasury. The Con-
gress has adopted various means of exercising eontrol over the power
which it delegates. The power to borrow money cannot be exercised
without regard to the powers of Congress to lay and collect taxes
and to appropriate moneys from the Treasury.

Prior to World War I the public debt amounted to about $11j
billion. TUp to that time it was customary for the Congress to enact
specific laws each time the Treasury was authorized to borrow money,
which was at infrequent intervals. This procedure became outmoded
in meeting requirements for borrowing due to heavy expenditures
in World War X. In 1917 the Treasury had general authority to
issue bonds subject to a limitation based upon the total amounts of
issues without regard to interim retirements. We had another au-
thority to issue certificates of indebtedness based upon the amount
outstanding. During the period from 1918 to 1921 the Treasury’s
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4 DEBT LIMIT OF THE UNITED STATES

borrowing authority was increased and extended to include authority
to issue Treasury notes, as well as bonds and certificates of
indebtedness.

In 1929 the authority was further extended to permit the issuance
of Treasury bills. In 1935, after further increases in amounts of
borrowing authority in 1931 and 1934, the limitation applicable to
Treasury bonds was changed fromn one based upon the amount of
bonds issued to one based upon the amount of bonds outstanding.

In 1938, the separate authorities applicable to different classes of
public debt obligations were consolidated under one limitation appli-
cable to all public-debt obligations outstanding under the Second
Liberty Bond Act, as amended. The limitation established at that
time was $45 billion, when our public debt amounted to about $37
billion. This limit was later raised to $49 billion.

Early in 1941, before this Nation had become actively involved in
World War IT, the debt limitation was increased to $65 billion and
the public debt was about $46 billion. During the period from 1942
until 1945 the debt limitation was increased each year by substantial
amounts until it reached $300 billion on April 3, 1945, when our public
debt amounted to about $234 billion.

After the close of World War II, the limitation was reduced from
$300 billion to $275 billion in June 1946. At that time our total
debt amounted to about $268 billion, and the balance in the general
fund of the Treasury amounted to more than $14 billion.

Changes during these periods consistently provided larger margins
between the outstanding debt and the successive limits than now
exist or which would result from the temporary increase under
consideration.

Primarily to take cave of the uneven flow of corporate tax collec-
tions, it was necessary to mcrease temporarily the $275 billion debt
limitation to %281 billion for the year ending June 30, 1955. This
limit was continued until June 30, 1956, when the temporary increase
was reduced to $278 billion for the year ending June 30, 1957, Since
June 30, 1957, we have been operating under a limitation again of
$275 billion.

The committee may refer to table 1, which outlines these changes
and to chart 2, which compares the debt outstanding in recent years
with the debt limit. T should like here, Mr. Chairman, tec particu-
larly call your attention to chart 2. The Treasury operated very
close, as you will see, to the $275 billion debt limit during the fiscal
year 1954, There was somewhat more leeway under the temporary
increase in the debt limit to $281 billion during fiscal 1955, but in
fiscal 1956 the debt was close to the limit during substantial parts
of the winter. There was a little greater margin under the limit
a year ago, but, if you will notice, during the past months the Treas-
ury has again been extremely close to the statutory debt lumit. I
think it is significant that you see from the chart that we normally
have sufficient margin under the debt limit on June 30 of each year and
that it is during the winter when the limit is the tightest.

Total cash balances in Federal Reserve banks and commercial banks
(tax and loan accounts) were down to $1.6 billion in mid-January,
and are estimated to be about $1.5 billion in mid-February. Here 1
would like to explain that in order to have cash in the Federal Reserve
banks with which to pay what we anticipate in drawings against the
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DEBT LIMIT OF THE UNITED STATES 9]

Treasury, we are required to draw out of our accounts in the com-
mercial banks (known as tax and loan accounts) sufficient amounts of
noney in advance to insure that there will be adequate cash on hand
to meet our expected obligations. While the deposits carried in com-
mercial banks are on demand, there are approximately 11,000 banks
involved, and the physical problem of handling the transfer of de-
posits from the commercial banking system to the Federal Reserve
banks involves a lag of several days.

As an example of our tight position, during early February our
balances in commercial banks, less withdrawal notices, which will
have been sent out, may be as low as $250 million—or less than an
average day’s disbursements.

It 1s too early to make precise day-to-day projections of our cash
balances throngh March, but at present it appears it may be neces-
sary to resort to substantial direct borrowing from the Federal Re-
serve (if there is authority under the debt limitation) in view of
heavy payments, including interest, and maturing secuvities due on
March 15.

Here I might state for the committee, as I am sure most of you
realize, we have an authority granted by the Congress of $5 billion
borrowing authority from the Federal Reserve bank. Iroceeds from
corporate tax collections do not become available in large volume to
meet expenditures until March 18 and thereafter.

One of the most serious difficulties encountered by the Treasury in
operating under the present limitation is the problem of carrying out
our finaneing in an orderly and economical manner. A large portion
of our pubﬁc debt is made up of securities with relatively short
maturity. More than $25 billion of Treasury bills come due within
the next 90 days and more than $30 billion of Treasury certificates,
notes, and bonds are coming due in the calendar year 1958.

I should like here to call your atteution particularly to charts 3
and 4, Mr. Chairman. Chart 3 shows that our first maturity in
calendar 1958 is on Febrnary 14 and we have some further maturities
almost every month during the rest of the year. Maturities on the
chart 3 total $50.2 billion, of which $21.8 billion is held by Federal
Reserve banks and Governinent investment accounts.

I should also like to point out that the figures on this chart do not
include $3 billion of tax-anticipation bills which we expect to pay
off in Mavch, nor do they include $22 billion of regular 90-day Trea-
sury bills which we normally turn over 4 times a year.

On chart 4 there is illustrated the total volume of Treasury financ-
ing that has taken place in recent years, which again excludes the
$22 billion of regular Treasury bills that we roll over quarterly. The
total, for example, in 1957 was $65 billion, of which we were able
to extend $8.8 million beyond 1 year in 1- to 5-year notes, and $1.3
billion in 12- and 17-year bonds.

Some part of this short-term indebtedness is coming due each
month, so that at all times the Treasury is faced with substantial
refunding problems. An objective of sound fiscal policy is to extend
the maturity of new issues whenever opportunities are available,
so as to avoid concentrating too large a portion of the public debt
in the area of short maturities.

20657—58——2
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6 DEBT LIMIT OF THE UNITED STATES

In recent years, due to market conditions or the restrictions of the
debt limit, opportunities to accomplish this objective have not been
very frequent. We should be able to take advantage of opportuni-
ties in the period ahead of us. Under the present debt limit, we
would not be able to take full advantage of such opportunities. Dur-
ing the past several months, we have been able to issue only relatively
small amounts of longer maturities on two occasions.

Those are the 12- and 17-year bonds referred to.

The practice of the Government going frequently to the market
disturbs not only the market for Government securities but also the
market for corporate, State, and municipal securities, and for busi-
nesses of all kinds.

We should be able to conduct our operations on a scale commensu-
rate with our needs and in accordance with the conditions which
prevail. We should as far as possible leave the markets freer to
absorb new financing by State and local governments and private
businesses.

The circumstances which I have outlined, in our judgment, require
a prompt. temporary increase in the present statutory debt limita-
tion. We will still experience in fiscal year 1959 a continuation of
seasonal peaks in the collection of corporate income taxes. These
collections of corporate taxes are gradually being leveled off, but
there are still large seasonal fluctuations. Under these circumstances,
it is necessary for the Treasury to borrow large sums in the July-
December period to meet expenditures, and to pay off such borrow-
ings in the January-June period, even in vears when we have bal-
anced budgets.

Here I should like to direct your attention to charts 5, 6, and 7.
Chart 5 T think shows guite vividly the seasonal peaks and valleys
of the Federal budget whieh indicates the extent of which heavy
Treasury borrowing is required during each July through Decem-
ber period in anticipation of a budget surplus in the following spring.

Chart No. 6 is illustrative of the fact that there is no marked sea-
sonal movement in budget expenditures, but if you look at chart 7
in relationship to chart 6 you see the big seasonal swing in the Goy-
ernment’s deficit or surplus position. %t grows out of the way in
which taxes flow into the Treasury.

As T have said, some of this unevenness is being ironed out slowly
as a result of the corporate tax collection change under the Revenue
Code of 1954, but still it has a way to go.

It is difficult to make precise month-to-month forecasts which re-
flect all operations of the Government, incliyding collection of a great
many types of revenues, the rates of expenditures under the pro-
grams of each agency, the issne and retirement of our public-debt
obligations, and all of the multitude of operations reflected in the
total inflow and outflow of the Treasury. We have, however, made
estimates of the public debt and cash balances which are based upon
our best judgment as of the moment, and I am submitting for your
information these figures in the attached table 3. These figures as-
sume maintaining midmonth and end-of-month cash balances of $3.5
billion and for an allowance of $3 billion for flexibility in financing
and for contingencies.
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DEBT LIMIT OF THE UNITED STATES 7

We want to reemphasize that we are now at the period of the year
when the Treasury finds itself in a most difficult position and at a
time when we are facing major financing operations. We respect-
fully urge, therefore, that the Congress give prompt consideration
to this matter.

I would like most strongly, Mr. Chairman, to say that we of the
Treasury assure you and the members of this committee and the Con-
gress that we will exert all of our abilities to achieve the utmost
economy in governmental operations and to manage the public debt
as best we can in the national interest.

(The charts and tables referred to by the Secretary follow:)

TABLE 1.--Debt limitation under sec. 21 of the Second Liberty Bond Act, as
amended—History of legislation
Act of—
Sept. 24, 1917:
Sec. 1 (40 Stat. 288), authorized bonds in the amount

of —— - 187,538, 945, 400
Sec. 3. (40 Stat. 290), authorized certificates of in-
debtedness outstanding (revolving authority).._--  *4, 000, 000, 000
Apr. 4, 1918:
Amending sec. 1 (40 Stat. 502), increased bond au-
thority to 112, 000, 000, 000
Amending sec. 5 (40 Stat. 504), increased author-
ity for certificates outstanding tO-eceeo—ceeee—__ 18, 000, 000, 000
July 9, 1918:
Amending sec. 1 (40 Stat. 844), increased bond au-
EROTILY £0. e e e e e 120, 000, 000, 000

Mar,. 3, 1919:
Amending sec. 5 (40 Stat. 1311), increased author-

ity for certificates outstanding t0— . —ooeoce__ * 10, 000, 000, 000
New sec. 18 added (40 Stat. 1309), authorized notes
in the amount of . e 117, 000, 000,000

Nov. 23, 1921:
Amending sec. 18 (42 Stat. 321), increased note
authority to outstanding (establishing revolving
AUthOTIEY ) e * 7, 500, 000, 000
June 17, 1929:
Amending sec. 5 (46 Stat. 19), authorized Treasury
bills in lieu of certificates of indebtedness, no

change in limitation for the outstanding.________ 210, 000, 000, 000
Mar. 3, 1931 : Amending sec. 1 (46 Stat. 1506), increased
hond authority tO_ .o 128, 600, 000, 000
Jan. 30, 1834: Amending sec. 18 (48 Stat. 343), increased
authority for notes outstanding to._ . __________ 210, 000, 000, 000
Feb. 4, 1935 : Amending sec. 1 (49 Stat. 20), limited bonds
outstanding (establishing revolving authority) to.... *25, 000, 000, 000

New sec. 21 added (49 Stat. 21) consolidated au-
thority for certificates and bills (sec. 5) and authority
for notes (sec. 18). Same aggregate amount out-
standing. 3 20, 000, 000, 000
(New sec. 22 added (49 Stat. 21) authorized United
States savings bonds within authority of sec. 1.)
May 26, 1938 : Amending secs. 1 and 21 (52 Stat. 447), con-
solidated in sec. 21, authority for bonds, certificates
of indebtedness, Treasury bills and notes (outstand-
ing bonds limited to $30,000,0600,000). Same aggregate
total outstanding * 45, 000, 000, 000

See footnotes at end of table,
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8 DEBT LIMIT OF THE UNITED STATES

TABLE 1—Dcbt limitation under sec. 21 of the Second Liberty Bond Act, as
amended—History of legislation—Continued

Act of—Continued

July 20, 1939 (53 Stat. 1071) : Amending sec. 21, removed

limitation on bonds without change total aunthorized

outstanding of bonds, certificates of indebtedness,
Treasury bills and notes —~- 2 $45, 000, 000, 000

June 25, 1940 (54 Stat. 526) : Sec. 302, sec. 21 of the Sec-

ond Liberty Bond Act, as amended, is hereby further

amended by inserting “(a)” after “21.” and by adding

at the end of such section a new paragraph as follows:

“(b) In addition to the amount authorized by the

preceding paragraph of this section, any obligations

authorized by sections 5 and 18 of this Act, as amended,

not to exceed in the aggregate $4,000,000,000 outstand-

ing at any one time, less any retirements made froin

the special fund made available under section 301

of the Revenue Act of 1940, may be issued under

said sections to provide the Treasury with funds to

meet any expenditures made, after June 30, 1940, for

the national defense, or to reimburse the general fund

of the Treasury therefor, any such obligations so
issued shall be designated ‘National Defense Series’.”_ *4, 000, 000, 000

Feb. 19, 1941 (55 Stat. 7) : Amending sec. 21, to read “Pro-

rided, That the face amount of obligations issued under

the authority of this Act shall not exceed in the aggre-

gate $65,000,000,000 outstanding at any one time.” Llim-

inates separate authority for $4.000,000,000 of national

defense series obligations_..______ . ___________________ 265, 000, 000, 000
Mar. 28, 1942, (56 Stat. 189) : Amending sec. 21, increasing

limitation to $125,000,000,000.__ . _____________.__ 125, 000, 000, 000
Apr. 10, 1943, (57 Stat. 63) : Amending sec. 21, increasing

limitation to $210,000.000,000- . _____________________ % 210, 000, 000,000
June 9, 1944 (58 Stat. 272) : Amending sec. 21, increasing

limitation to $260,000,000,000__ .. . __________________ 2 260, 000, 000, 000

Apr. 3, 1945 (59 Stat. 47) : Amending soe. 21 to read:

“The face amount of obligations issued under authority

of this Act, and the face amount or obligations gnaran-

teed as to principal and interest by the United States (ex-

cept such guaranteed obligations as may be held by the

Secretary of the T'reasury), shail not exceed in the aggre-

gate $300,000,000,000 outstanding at any one time.”_.___. 2300, 000, 000, 000
June 26, 1946 (60 Stat. 316) : Amending sec. 21, decreasing

limitation to $275,000,000,000 and adding, “the current

redemption value of auy obligation issued on a discount

basis which is redeemable prior to miaturity at the option

of the holder thereof shall be considered, for the purposes

of this section to be the face amount of such obligation.”_ 2275, 000, 000, 000
Aug. 28, 1054 (68 Stat. 895) : Amending sec. 21, effective

August 28, 1954, and ending June 30, 1955, temporarily

increasing limitation by $6,000,000,000_ . _________.____ 2281, 000, 000, 000
June 30, 1955 (69 Stat. 241) : Amending Aug. 28, 1954 act,

by extending until June 30, 1956, increase in limitation

to_ e e e * 281, 000, 000, 000

temporarily increasing limitation by $3,000,000,000 for
period beginning on July 1, 1956, and ending on June 30,
1957, t0 e 2 278, 000, 000, 000
1957 : Effective July 1, 1957, temporary increase terminates
and limitation reverts, under act of June 26, 1946, to_. ? 275, 000, 000, 000
! Limitation on fssne.

2 Limitation on outstanding.
# Limitation on issues less retirements.
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DEBT LIMIT OF THE UNITED STATES 9

TaBLE 2—Marketable maturitles, January 1958 through December 1958 *

[In millions]

Matu- Total amount
rity Security (lssue date) outstanding,
c}gtsg, Dec, 31, 1057

Feb. 14 | 336-percent certificate (Feb. 15, 1957) $10, 851
Mar. 15 | 2}4-percent bond (June 2, 1941) 1,449
Apr. 1| 134-percent exchange note (Apr. 1, 1953) . . ccecounm e amameee i 383
15 | Special bill (Aug. 21,1937)_.__......_ 1,751
15 | 314-percent certificate (May 3, 1057) . . 2,351
June 15 | 2%-percent note (Dee. 1, 1955) oo oo icceeccmcccamcccaen 4,392
15 2zﬁ-perecnt bond (July 1, 1952)_.....___. - 4,245
15 | 23{-percent bond of 1938-83 (June 15, 1938) ! c-- 1!

9

Aug. 1| 4-percent certificate (Aug. 1,1957) ... 11,519
Oct, 1 | 13-percent exchange note (Oct. I, 1953}
Dec. 1 | 3%-percent certificate (Dee, 1, 1957,
15 | 24¢-percent bond (Feb, 15, 1953) o o s eemac o 2, 368

Total 50,179
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{ Partially tax exempt; callable June 15, 1958.
M' ]:‘A(clur]l.:,s8 $22,100,000,000 of regular weckly Treasury bills and $3,000,000,000 tax-anticipation bills due
ar.24, 1958.

TaBLE 3.—Forccast of cash balance and debt, fiscal year 1959, based on constent
operating cash balance of $3,500,000,000 -(excluding free gold)

{In billions)
Operating Allowance
balance, Fed| to provide
eral Reserve | Public debt | flexibiiity in | Total public-
banks and subject to finaneing | debt limita-
depositaries | limitation and for tion required
(excluding contingencies
frce gold)
1958—July 15 8.5 £271.6 83 $274.6
July 3.5 272.0 3 275.6
3.5 3.5 3 216.5
3.5 273.6 3 2i6.6
3.5 275.2 3 278.2
3.5 271.3 3 2i4.3
3.5 3.4 3 276.4
3.3 2.7 3 .7
3.5 2:5.3 3 2i18.3
3.5 2:5.0 3 78.0
3.5 277.1 3 250.1
3.5 2i8.3 3 2i18.3
3.5 276.9 3 0.9
3.5 276.1 3 201
3.3 276.8 3 2:9.8
3.5 275.4 3 278. 4
3.5 276.6 3 2:9.6
3.5 271.3 3 274.3
3.5 728 3 275.8
3.5 3.1 3 276.1
3.5 2:3.4 3 26.4
3.5 3.1 3 261
3.5 204. 9 3 7.9
3.5 269.3 3 212.3

daNoﬂ:.—When the 15th of a month falls on Saturday or Sunday, the figures relate to the following business
y.
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10 DEBT LIMIT OF THE UNITED STATES

Chart |
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The CrairmManN. Mr. Secretary, we thank you for your statement.
It was a very fine statement of the present situation and the need
that exists for prompt consideration of the proposal before the com-
mittee this morning.

Without objection, the tables and charts appended to the Secretary’s
statement will be made a part of the recorg immediately following
his statement.

Are there any questions?

Mr. Reed will inquire, Mr. Secretary.

Mr. Reep. I would like to compliment you on your very fine state-
ment. From what I understand, the reason you want now a $5-billion
extension of the debt is so that you will not be held down to too close
a margin when you go into the financial market. Isn’t that true?

Secretary AnpErsoN. There are three reasons, Mr. Reed. One, we
believe that we should, for practical purposes, have larger margins
for operating purposes between the debt requirements and the require-
ments that are imposed on the Treasury, and then we believe that there
should be increased flexibility for our financing operations. as I have
outlined. Finally, we think there should be some room for contin-

encies, living in the kind of world that we do, that we simply can’t
oresee.

Mr. Reep. Is it not true that if you do not have the flexibility you
request when you go into the financial market, you are at a dis-
advantage?

Secretary ANpersoN. We do not believe that we can do as good a
job in the management of the debt under these circumstances., Let
me illustrate.

20657—58——38
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14 DEBT LIMIT OF THE UNITED STATES

For example, if we go into the market to refund an outstanding
issue, regardless of the terms of the new issue, we have to take into
consideration the fact that just in the normal course of business certain
holders of these securities will need cash and that therefore there will
be attrition. So long as the debt margin is very narrow we have to
carefully consider what the attrition will be so as to not take too great
a risk, and then we have to be prepared if the attrition is substantially
large to go back into the market in a very short time, and before there
has been a complete distribution of the securities previously offered,
in order to raise cash for the Treasury.

This, of course, simply means that we are back into the market
shortly after a large refunding issue with some additional require-
ments of shorter-term securities in order to provide cash and this im-
poses, as I pointed out, difficulties not only so far as market operations
of the Treasury are concerned, but it imposes additional difficulties for
businesses, States, and municipalities.

Mr. Reep. Thank you very much.

The CramaaN. Mr. Forand will inquire, Mr. Secretary.

.- Mr. Foraxp, Mr. Secretary, you have been operating, according to
information given this morning, very close to the ceiling of the public
debt and apparently it has been necessary for you to use short-term
issues. If the debt limit is rnised as suggested here would that en-
able you to get away from a lot of short-term issues?

Secretary ANpERsoN. Mr. Forand, the extent to which we would
be able to extend maturities would depend in part upon market con-
ditions. We believe, however, that there should be a sufficient lati-
tude between our requirements in the debt limitation so that when
those opportunities present themselves and we believe that there is an
opportunity of extending the debt, we are able to take as full an ad-
vantage of that opportunity as possible. e would hope that such
opportunities would present themselves and that we would be able
by the extension to secure some better balance. :

Mr. Foranp. If you did that wouldn’t that save a lot of money
on interest? You pay a higher rate of interest on your 90-day bills
than you have to on the longer maturity issues?

~Secretary AxpERsoX. No; T would not think normally that you
would pay higher interest on short-term than longer term securities.

Mr. Foraxp. I want to clear that point up because it has been raised
with me.

Secretary ANDERSON. Intevest charges frequently have a relation-
ship to the time for which the money is borrowed. This is not uni-
versally true, as you will see from the Treasury financing of last
e ad a level f b

e had a level rate of interest for money that was borrow. 1
year, for 5 years, and for 12 years, but this was due to the ef(iilcftorin
our judgment, that you have different kinds of markets which absorb
different kinds of securities, and while it was a rather unusual cir-
cumstance, it did point up the fact that interest was not the sole
governing situation of the willingness of investors to absorb some of
thglseci}ntles. In oth 4

Mr. Foraxp. In other words, much depend. 5o
tion at the time you have to gc; into the Ix)narlfetf,)?n the market condi

Secretary ANDErsoN. Yes; that is certainly tl i 3
tion, the condition of the morket. v tie primary considera-
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Mr. Foraxp. Thank you very much.

The Cnamarax. Mr. Simpson will inquire.

Mr. Siarrson. Mr. Secretary, I have never been able to understand
why there is such a tremendous concern about the debt limit, inas-
much as all you use the money for is to pay bills and the bills are the
result of appropriations which are made by the Congress. Why is
there a hesitancy in requesting authority to increase?

Sccretary ANpersoN. Mr. Simpson, of course what we do in the
Treasury is to pay the checks for the bills which are drawn against
us for operations of the Governmnent, or for investment, or for pur-
chases by all of the agencies of the Government, as you have indi-
cated. I am sure that the existence of the debt limitation results
from the fact that the Counstitution gives the Congress the power to
borrow money.

The Congress has traditionally delegated that responsibility to the
Sccretary of the Treasury. They have over the years utilized various
means of controlling the powers which they have delegated. For my
part I think it is enfirely healthy that from time to time the Congress
review the debt limitation because implicit in that review is a review of
the way in which we are managing the debt and the way in which
expenditures are being made and how we are meeting the expenditures
of the budget. .

Myr. Siyrsox. ITowever, of course that could be done without re-
spect to the question of increasing the debt limitation.

Secretury AvpErsox. It could; yes.

Mr. Sixesox. So the question 1n my mind remains, Is there a real
relationship between the authority to borrow additional money and
the administration’s policy with respect to spending?

Secretary Axpersox. I am quite sure that the Treasury will always
pay all ot the obligations against it under the authority of the appro-
priations of the Congress and, as you indicate, whether or not there is
a debt limit of one size or another. If it were necessary in order for
us to discharge that responsibility to call the attention of the Con-
gress to the debt limitation under unusual circumstances we would
certainly do so.

Mr. Siarrsox. That is the reason you are here now.

Secretary AxpersoN. That is correct, sir. ‘

Mr. Sraresox. T suppose it is unnecessary to ask, but I will ask it
anyway for the record. Do you believe that the requested increase
here is suflicient in the light of all your knowledge to permit efficient
management of the debt for the foreseeable future?

Secretary AxpersoN. We have, Mr. Simpson, very diligently stud-
ied the problem with the idea of making our request of the Congress
adequate, yet not excessive, and trying to be as prudent as possible in
asking that the limitation be increased. :

Mr. SuvesoN. And the granting of the anthority for the increase to
you, as I understand it, is not in any sense an invitation to unwise
borrowing or unwise spending? '

Secretary AnpersoN. We would hope that we would be able to
achieve better balance in the debt structure which wounld be in the
public interest so far as the management of the debt is concerned. _

On the expenditure side, I would certainly regard this as no invita-
tion for any agency of the Government to spend money except in the

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



16 DEBT LIMIT OF THE UXNITED STATES

most economical manner, and to the:extent to which the Treasury can
be influential in that respect we would certainly want to exercise and
exert our influence to insure the economical expenditure of funds.

Mr. Siaresox. Thank you.

That is all, Mr. Chairman.

The Caamryrax, Mr. Boggs?

Mr. Boggs will inquire, Mr. Secretary. )

Mr. Boges. Mr. Secretary, I was interested.in the brief history you
have given us relative to the various actions taken by the Congress in
establishing the debt limit and then raising it from time to time. At
the beginning of World Wur IT the limit was $65 billion, approxi-
mately or what was it? You have it there somewhere.

Secretary AxpersoN. The debt limitation in early 1941 was $65
billion and the public debt then outstanding was $46 billion. ,

Mr. Boces. And at the end of World War II the limitation was
$300 billion and the debt outstanding was how much ?

Secretary AxDERsoN. At the close of World War IT the debt limi-
tation was $300 billion, on April 3, 1945, and our public debt on the
sume day was $234 billion. Therefore this would be the difference be-
tween April and Aungust. .

Mr. Boges. So that even if we increase the limit to $280 billion it
is substantially less than the limitation existing at the end of World
War IL, is that not correct ? -

. .Slecretm'y AxpersoN. Yes. It would be $20 billion less than the
high.

Mr. Boacs. What was the national debt at the beginning of the
Korean conflict ?

Secretary AxpersoN. The debt limitation was $275 billion and the
pgblic debt -outstanding was approximately $257 billion in June of
1950.

Mr. Boces. $257 billion ?

Secretary Axprrson. Yes.

Mr. Boees. And what were the figures at the conclusion of the
Korean conflict?

Secretary Axprrsox. The limitation was the same, $275 billion.
The debt outstanding was alpproximatel $266 billion.

Mr. Bocas. Ther(ﬁ'ore, there was only a net increase of .about $9
billion in the debt during the period of that conflict ?

Secretary Axprrsox. In the amount outstanding- subject to debt
limitation, yes, sir. ;

Mr. Boges. Which indicates that most of that additional expendi-
ture was financed by current revenues.

Secretary ANDERsoN. Yes.

Mr. Boges. Since Korea we have raised the debt limitation 3 times
temporarily and it is now back to $275 billion; is that correct?

%ecrﬁtm'y A'zi"llmnscf)x. Yes, it is $275 billion.

Mr. Boeas. Therefore, there has been no ac i se si
in the total amount of $2’75 billion ? fual increase since Kor.ea
ye.s:cretary Axpersox. There has been the fluctuation trom year to

_Mr. Boaas. Yes, I understand, but the limitation today is still $275
billion. : : e
Secretary Axperson. Yes..
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Mr. Boaes. Of course if we run into a deficit situation the question
now arises as to whether or not we will pursue an economic course of
reducing taxes to stimulate business activity, which was discussed here
ut some length yesterday, or whether or not the deficit will have such
an inflationary tendency that there will be such a large increase in
activity dollarwise -that it will be almost essential that this deficit be
financed by increased taxation. Would you care to express a prefer-
ence on which one of those Iprobubilities you prefer?

Secretary Anpersox. Mr, Boggs, I would not like to express opin-
ions on what are hypothetical situations. As I indicated yesterduy, it
scems to me that the wisest course for this country to pursue is to
exercise every ability to pay for its expenditures out of its current
operations and not add to its outstanding debt. )

I think, on the other hand, that we can not foreclose the possibility
of the Government taking whatever action under conceivable cir-
cumstances would be required. I do believe confidently that if our
})rojections of budget expenditures ure reasonably close to actual
igures there will be a suflicient revenue to meet those responsibilities
in the belief again that -we will have the return of expansion and
ﬁrowth to our economy. I think all of us in Government and private

usinesses owe a responsibility to try to bring this about. We will
simply have to look the facts in the eye as they unfold before us.

Mr. Bocgs. In that connection, Mr, Secretary, my recollection is
that the President’s budget request for fiscul 1958 was about $72
billion. Isthatapproximately correct for lust year?

Secretary ANDrrsoN. Approximately so, yes, sir.

Mr. Bocas. The Congress in the first session of this Congress voted
I believe about $67 billion of new authorizations. Is that approxi-
mately correct?

Mr. Masox. $67 billion.

The Caamnan. The actual reductions, as I recall, voted by the
Congress and estimates were about $4.9 billion under the President’s
estimates. :

Mr, Boacs. Yesterday we voted a half billion dollar supplemental,
which would take up a half billion dollars of that. This question
probably should be directed to Mr. Brundage.

W};at are the estimated supplementals and deficiencies now for
1958

Secretary AxpErsoN. I don’t have them before me,

Mvr, Boges. I could get them for you.

(The amount is $6.6 billion. See statement by the Director of the
Budget, p. 38.)

Mr. Boces. In any event, I think it indicates a substantial increase
over the $67 billion which we voted.

Secretary ANDERSON. Yes, it does. .

Mr. Boges. And it will probably end up being approximately what
the President requested early last year, which brings me to my final
question. .

Do you feel that you need this increase for fiscal 1959 as well as
fiscal 19581

Secretary A~pErsoN. Yes, Congressman Boggs. Let me point out
that wo very frankly are asking for an amount of increase which is
larger than an amount which we would deem essential to simply pay
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18 DEBT LIMIT OF THE UNITED STATES

our bills if our projected expenditures and projected receipts were
reasonably close. We believe that in the management of a debt
of this size, having as it does an effect upon the ability of the cities,
towns, school districts, States, business, and everybody else to bor-
row in the same market, we ought to have sufficient flexibility so as
to achieve the best balance that is possible under market conditions
and leave the market as free as it can be to provide funds for busi-
ness purposes. Then we recognize that in a country like ours and in a
world like ours there are just always the possibilities of contingencies
that we can’t spell out—we don’t know them—but that there ought
to be some reasonable level that those contingencies would be pro-
vided for as well as the flexibility.

Mr. Boaes. Thank you, Mr. Secretary.

As a matter of fact, I think we would probably be better off if we
had voted it this last summer, but of course you did not request that
action. I think you would have more flexibility in the fall. Iimagine
it has been rather difficult.

Thank you very much.

The CaHarMaN. Mr. Kean will inquire, Mr. Secretary.

Mr. Kean. Mr. Secretary, what you were just saying to Mr. Boggs
in effect is that as the Government is the largest borrower in the
money market, what rates the Government is able to establish through
flexibility would affect the cost to every other borrower in the United
States. That is the reason, because the Government is the biggest
borrower in the entire money market.

Secretary AxpersoN. The Government is of course the biggest bor-
rower. On the other hand, we do not try to fix interest rates, but
to secure for the benefit of the country as we borrow the best rate
that is available in the market.

Mr. Keax. And you feel that being able to take the opportunity
when the market happens to be favorable by this flexibility you will
be able to secure the best rate for the Government and thereby as
that affects all the rest of the borrowing it will aid other borrowers
in getting the best rate?

Secretary Axpersox. We are concerned not only with taking ad-
vantage of the most favorable rates that the market may produce,
but we are concerned also with achieving as best we can some balance
between long-term and short-term securities so that we would at
least have as an objective going to the market with less frequency.

Mr. Kean. Which disturbs the market less.

Secretary Axperson. If, for example, the business community
knows that we are going to the market frequently with large issues,
then they have more difficulty in securing a part of the investment
capital of the United States in advancing their own business.

Mr. Keawn. I have been looking at your table 8. That is the table
giving the amount of borrowings you have every month.

Am I not correct in saying that if Congress at this session spends
considerably more money than the budget provides or if the income
in the 1959 fiscal year is considerably Tess than the somewhat opti-
mistic statement which was made in the budget, you are going to be
in trouble again in the fall of 1959¢
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Secretary Anbperson. The extent to which expenditures are in-
creased over our forecast and the extent to which budget receipts are
less, our problem is just that much accentuated.

Mr. Keanx. They won't affect very much the present situation on
account of the fact that less revenues and the less spending probably
will be affected more a year from now than immediately, so that the
time that you would get probably in trouble, if you get in trouble,
would be in the antumn of 1959.

Secretary ANprrsox. (lertainly we can have more confidence in the
kinds of projections which we make in the next 6 months than we
would make 17 or 18 months ahead.

Mr. Kiax. The showing up of less revenue, if it was less than that
estimated by the President, would not come in there until the tax
receipts of a year from now, and if we voted money for various
things in the Congress, probably the spending would not be inme-
diate. It would be 6 months to a year from now,

Secretary ANDERsON. Yes, sir.

Mr. Kreax. So 1959 would be the period.

Thank you.

The Criarsax. Mr. Iarrison will inquire.

Mr. Harrisox. Mr. Secretary, yesterday we were discussing the
budget estimates for 1959 and you told me those estimates were
higher thau the current fiscal year revenue or receipts figures. How
much higher are they? Can you tell me that, sir?

Secretary Axpersox. 2 billion dollars.

Mr. ILagmison. If those estimates prove to be correct would it be
necessary to increase the limitation by $5 billion ¢

Secretavy .\xprrsox. If the estimates of revenne prove to be cor-
rect and if the estimates of expenditures prove to be correct, then
we would not require the total of $5 billion just in order to meet the
payment of onr bills. We very honestly are asking for an amount
of money above what we think wonld be required to meet our bills
under those projections in order to provide some flexibility in the
debt management sitnation and to provide against contingencies.

Mr. Harrisox. This request, then, am I correct in my understand-
ing, is based on the assumption that the estimated revenue and ex-
penditures for 1959 will be as they are estimated in the budget?

Secretary ANDERsoN. Yes. We assumne that the projections which
we have made will be carried out and we then ask for an amount to
meet not only our expenditures but also to provide a margin for
flexibility in debt management and for contingencies.

Mr. Harrisox. If your estimates are inaccurate in that either the
revenue is not as large as anticipated or the expenditures are larger
than anticipated, in either event will it be necessary for you to ask
for an additional increase in the debt limitation ?

Secretary Anperson. It would depend upon the size of the increase
in expenditures and the fall-off in revenues.

Mr. Harr1soN. Assnming the revenue is no larger than this year,
will it then be necessary? -

Secretary AxpERsoN. There are two things I would like to point
out to you. One is, regardless of the size of the total collections over
the vear, we would still have difficulties on account of the way in
which the taxes flow into the Treasury and the expeuditures flow out.
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As [s)'ou will notice on this chart 5, you could over the year have debt
problems regardless of whether your revenues were up or down, but
1f I gather from your question that if you did not have the $2 billion
increase as to whether or not you would require the whole $5 billion
in debt limitation again it would be difficult to know what the swing
would be. However, I would say that generally we would not need
the total $5 billion simply to get by and pay our bills. We would still
need it in order to adjust the swings and provide for the debt manage-
ment problems and contingencies. '

Mr. Harrison. Do I understand then if the revenues for 1959 are no
larger than 1958, you do not anticipate the necessity of asking for a
further increase later in this calendar year?

Secretary AnpErsoN. I would not say that necessarily it would fol-
low because it would depend on the adjustments made in the budget
by the Congress during its hearings and would depend also on what
we would anticipate the seasonal fluctuations would be.

Mr. Harrison. In other words, then, you do not think you could get
by on a $3 billion increase now with the understanding that you come
back later for an additional increase if you need it ¢

Secretary Anperson. If by getting by you mean, sir, could we pay
our bills, I think for a while we could get by. I do not think that
it gives us the kind of flexibility that we would need in the debt
management, and I think that it would not provide any adequate
margin or reasonable margin for any contingencies or things which
we would not be able to expect.

Mr. Haxrison, Yet, though, Mr. Secretary, you say that your reve-
nue is $2 billion off, that wouldn’t require you to come back and ask
for a further $2 billion increase at that time.

Secretary ANpERsoN. Above the $5 billion.

Mr. Harrison. I don’t understand why if that is true it is necessary
for you to have more than $3 billion. If you can get by a $2 billion
drop in your revenue estimate without increasing the proposed $5
billion, then why doesn’t it follow that if your estimates do prove to
be right you could manage with a $3 billion increase now?

Secretary ANDERSON. fwant to point out that what we are trying
to provide in the $5 billion increase is the ability to pay our bills
under this projection and to provide for both flexibility and con-
tingencies. % don’t think that I could, and I would not intend to, be
entirely categorical and say that if the $2 billion did not come into
the Treasury we would not have to ask for some increase because again
it would depend on what the swing would be in the seasonal operation.
I simply wanted to point out that in asking for the $5 billion we are
not asking for it simply on the ground that we need this full amount
under our projection for purposes of paying bills.

Mr. Harrison. Pursuant to Mr. Simpson’s thought, it is important
to keep this debt limitation as low as possible to prevent deficit finane-
ing, isn’t it?

hTh%re can be no deficit financing beyond the debt limitation, can
there

Secretary Anperson. We cannot issue obligations of the Govern-
ment subject to the debt limitation without permission of the Con-
gress to raise it.
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Mr. Harrison. Therefore, if we keep the debt limitation as low as
possible and the Congress goes on notice, when it enters into a period
of deficit financing it has to raise the debt limitation to do so, isu't
that correct ?

Secretary Axprisox. Whether or not you are in a deficit financing
position would depend on whether you spend more in the current
year than you take m in revenues in the current year.

Mr. Harxisox. I you don’t have it you can’t borrow it.

Secretary Axprrsox. But you cannot issue the obligations of the
Government subject to the debt limitation beyond the amount that
Congress authiorizes.

Mr. Haxrasox. Isn'rir also true that under existing law debt limita-
tion is about the one way that this Congress can retain some control
over its managers?

Secretury Azpersox. The Congress I thiuk of course has a control
over expenditures by the provisions which you write into the appro-
priations bills and by the amounts that are appropriated for various
purposes. On the other hand, as T indicated, I certainly believe it is a
wise thing for the Congress from time to time to review with us the
debt limitation.

Mr. Harrisox. Congress, vou know, last year, as Mr. Boggs pointed
out, undertook to reduce Government expenditures by reducing ap-
propriations some $5 billion. Flowever, instead of having any redue-
tion in expenditures the expenditures exceeded the original recow-
mendation by abent a billion dollars, making a difference between the
congressional appropriations and expenditures of about $6 billion.

Secretary Axperson. The appropriations which arve being referred
to of course are the new obligational authovities which were granted
by the Congress. Expenditures, while affected by those, are not always
controlled By them because of the mmounts which are carried over, as
the Congressman knows.

Mr. Harrisox. We fonnd that out very sadly.

Getting down to cases, for instance, do you know what the expendi-
tures this year will be on the mutual security program ¢

Secretary AxpersoN. I do not have those figures before me, Con-
gressman. I would be glad to supply them.

(This item is included in the President’s budget in the amount of
$3,749 million, including military assistance.)

My, Harrisox. Congress reduced the present amount considerably,
but the expenditures went right on, isn’t that correct?

What I am leading up to is that this is one method of keeping pretty
tight control on the amount of the authorized Government debt. This
is one method open to the Congress to exercise its power over the purse.

Secretary Axpersox. It is the power of Congress and, as I said in
my statement, traditionally the delegation of authority which has been
given to the Secretary of the Treasury by the Congress has been con-
trolled by various means and this is one of them.

Mr. H};mmsom And if the debt limit is held rigidly down it would
perhaps be somewhat of a brake on Congress itself as to the amount
of appropriations this year, with the knowledge that the debt limita-
tion would have to be increased.
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Secretary ANpersoN. I am sure in making judgments as to amounts
of appropriations the Congress always bears in mind the amount of
debt limitations.

Mr. Harrison. Thank you.

Thank you, Mr. Chairman.

The Cizairman. Mr. Mason will inquire.

Mr. Mason. I ask unanimous consent to read into the record a tele-
gram I just received from New York which expresses my opinion in
this matter more effectively than I could do it myself.

The Cruairman. The gentleman doesn’t have to have unanimous
consent to do that, but he can have it if he wants it.

Mr. Mason. All right.

Mr. Siapson. I would like to say that the gentleman can express
himself very clearly without the telegram.

Mr. Masoxn (reading) :

The National Economic Council completely opposes the raising of the debt
limit by so much as a dollar. Federal debt and taxes have produced the present
recession, now rapidly generating into a depression. Evidence submitted by
many witnesses last Monday when I testified on tax reduction indicated that for
many corporations taxes are so high it is impossible to make enough money after
taxes even to replace equipment wearing out.

‘We may expect the depression to deepen until a substantial plan of tax re-
duction is adopted. Recent reduction of margin requirements on the New York
Stock Exchange from 70 to 50 percent was a trivial palliative, as market trends
yvesterday showed. 'Two things are necessary for an Anierican survival; first
the necessary weapous, and secondly, the restoration of the American economy.
As a Nation we will not be safe without both. Hence, we nrge the committee
and the Congress to take iinmediate steps to cut out unnecessary spending and
to reduce taxes as a stimulus to the whole economy. That is the way to get
the necessary cash.

It is signed Merwin K. Hart, president of the National Economic
Couneil.

The CnairmanN. Does that conclude your statement ?

Mr. Masox. Yes, sir.

The Cramrman. Mr. Karsten will inquire, Mr. Secretary.

Mr. Karsten. Mr. Chairman, I would like to commend the Secre-
tary for his statement. It is one of the finest historical presentations
of the national debt I have heard. It demonstrates to me, however,
that this Nation’s debt ceiling over the past decade or so has simply
been fiction. We change it as we go along.

I wondered, Mr. Secretary, if you really feel that the limit has been
beneficial from the standpoint of stopping deficit financing.

Secretary ANpersoN. Mr. Karsten, I think as you look at the history
of the debt ceiling it has traditionally been raised when the country
has faced periods of large expenditures, whether those expenditures
were for domestic purposes or for the conduct of its own defense, that
sort of thing.

Mr. Karsten. What was the national debt when this administration
took over?

Secretary ANpersoN. The gross public debt on January 80, 1953,
was approximately $269 billion.

Mr. KarstEN. And what is it today ?

Secretary ANpERsON. Approximately $274.4 billion on January 15,

Mr. KarsTEN. Actually we are going deeper in the red each year
with this national debt ceiling. Is that the picture?

Secretary AxpersoN. The debt has increased by this amount.
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Mr. Karstex. [t has increased despite the ceiling and it has not
acted as a brake on deticit financing.

Yon referred in your statement to the serious difficulties that you
encounter in refunding and financing this debt. It is quite apparent
that you have great difficulties there. I was wondering if the close
Froxlmity of the national debt to its ceiling over the past 6 months
has had any restrictive effect on other operations of our Government
in the various governmental departments.

Secretary Axverson. Do you mean, sir, as to whether or not there
has heen additional difliculties encountered because of the financings
that have been done by other agencies of the Government?

Mr. KarsteN. Not necessarily that. I am talking about programs.
Take, for instance, the defense program. Is there any relationship
beiween the cutbacks in the defense program over the last 6 months
and the close proximity of the national debt to the ceiling during
that period?

Secretary ANperson. All of the agencies of the Government are
of course advised, just as the public is advised, of the amount of debt
outstanding at any one time and I am sure that in the calculations
of the expenditure rates of each of the Government agencies there
has been and will continue to be some judgments taken in the light
of the debt ceilings.

Mr. Karstex. Have any directives been issued over the last 6
months in this connection, governimental departments?

Secretary ANperson. As far as the Treasury is concerned we have
issued no directives. We have simply called the matter from time
to time to the attention of everyone, including the public.

Mr. Karstex. Have the directives that have been sent to the de-
partments resulted in any reductions in any programs that our Gov-
ernment operates?

Secretary Axperson. We have not sent any directives, sir.

Mr. Karstex. Or notices that you have sent out.

Secretary Axpersox. By notices I simply mean of course that we
publish on a daily basis the amount of outstanding debt so that
everybody in the country is fully aware of it.

Mr. Karstex. Have these notices had any effect on programs in
other governmental agencies?

Secretary AxNpersoN. I would not be able to say the extent to
which they have had effect, but I would be confident that they have
from time to time exercised an influence on the rate at which ex-
penditures or programs would be made.

Mr. Kars1EN. You are talking about influence. You would class-
ify that as a restrictive influence, would you?

Secretary ANDERsON. Yes.

Mr. KarstEN. It would be a restrictive influence?

Secretary ANDERsON. Yes.

Mr. Karsten. That is all, Mr. Chairman.

The CuairMaN. Mr. Byrnes will inquire, Mr. Secretary.

Mr. Byrnes. Mr. Secretary, although there may be conflicts over
whether the debt ceiling actually has acted as a brake of restraint,
I think we can agree, can we not, that it has that potential to act as
a brake or restraint on spending both on the legislative side and on
the executive side?
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Secretary ANpEmsoN. It has not only a potential, but it is an evi-
dence that the Congress from time to time wants to review the dele-
gation of authority which it has given for the right to borrow money
against the credit of the United Sgl?ates

Mr. Byrnes. When we do come around to the situation where we
find ourselves approaching the debt limit and you have outstanding
obligations, Congress has the alternative of increasing the debt limit
or of cutting back some of the obligational authority that might be-
come potential obligations but still have the capacity to be canceled ?

Secretari AxpersoN. All of us must take into account that the
credit of this country is dependent upon its ability to pay its bills
when the bills are presented to us, and those bills originate from
appropriations that are made currently or have been made in the past.

. Byrnes. This Congress, or the administration as far as that
is concerned, does even at this point have an alternative situation
with which it is faced. It depends upon how the budget balances, but
since we are approaching this point of the debt limit, instead of rais-
ing it, you might say the thing to do is to reduce our expenditure
prospects and cutback in that area to avoid the difficulty that would
come in. ’

Secretary ANDERsON. If you assume that the revenue estimates, the
receipt estimates, are reasonably accurate and the Congress wanted to
insure a greater margin between the expenditures and the debt limit,
then it would of course review not only its rate of appropriations, but
it would review the rate of expenditures under those appropriations.

Mr. Byrnes. I think, too, any people—and I think that has been
one of our faults in the past—Ilook upon this debt ceiling as just
something that when we approach it we have to increase it rather
than recognition of the fact that there are some other alternatives as
far as fiscal management and fiscal responsibility is concerned.

As I understand it, your case here is that you have to have some
elbow room within which to work as far as debt management is con-
cgmheg which the present limit of $275 billion doesn’t give you; is that
right

Secretary ANDErsoN. That is a part of the problem, yes.

L%r.l ByrNEs. I note your table on page 3, which I think is very
useful.

Secretary A NpErsoN. Is it table 3 or chart 3¢

Mr. Byrnes. Table. I notice you set up here a standard of de-
sirability as far as bank balances are concerned of $3.5 billion and
then a balance of an additional $3 billion to provide flexibility in
financing and for contingencies, so that you really are saying that
what is essential is that you always have at a low goint a $6.5 billion
area of e;tl:{her cash or borrowing capacity to provide the elbow room,
s0 to speak.

Secretary AxprrsoN. These are assumed figures which are sut up
for illustrative purposes of showing what we believe would be a
reasonable operating balance and the allowance which is set out for
flexibility and financing contingencies, would be the kind of tempo-
rary ups and downs that you would go through in your cash position.
It would be the amount of money that you would need to cover that
cash position temporarily over financing operations.
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Mr. Byrxgs. This is the balance of cash at hand at any low point,
isn't ity $3.5 billion; and the 83 billion over in the third column is an
nnused borrowing capacity, so that it is a reserve that you have to
work with?

Secretary AnxpeErsoN. You will notice that the amounts are put up
at middle point and the end of each month. Now, there will be
fluctuations and again this will never come out precisely, but the
fluctuations would run at whatever circumstances required in between
those amounts during say, the 1st to July 15 and the 15th to the 31st
of July.

Mr.}BrRNEs. As T understand, what you are suggesting is that you
need a range of $6.5 billion; is that correct? Is that what this state-
ment purports to show, and that that is how you arrive at the need
tor a $280 billion ceiling? On December 15 of 1958 you anticipate
that the public debt limitation requirement would be $280 billion; is
that correct, or am I misreading this table ?

Secretary AxpeErson. No: you are reading it correctly. When we
speak of ?(;xibi]ity we mean that there might be a number of times,
particularly at the time of financing, and we might need to overlap to
raise cash for a matter of a few days or weeks before the maturing
debts which were then outstanding would be retired.

Mr. Byenes. Do you mean to take care of the attrition aspect?

Secretarv ANDERsoN. Yes. You see, under the circumstances now,
if we have no room and the attrition on that maturity is high, then
hecan=e we need the money for cash purposes we go back very quickly
into the market and ask for further financing.

Mr. Byrxes. Doesn’t your eash reserve, vonr Federal Reserve hank
deposits and other deposits in banks. provide you with certain flexi-
hility there?

Secretary ANpersox. T don’t follow vou.

Mr. Byrnes. Doesn’t that provide you with certain flexibility, the
fact that you have cash on hand in the various banks?

Secretary ANDERsox. Yes; if the amounts of cash on hand were
large enough.

Mr. Brrnes. Yes. So the sum of your flexibility that you ask for
in yvour columu 3, $3 billion, is a continnation of the flexibility that
vou already have if you maintsined the $3.3 billion in the bank. It
15 just an addition to it.

Secretary ANDERsoN. There will be fluctnations underneath the
53.5 billion in banks and there will be fluctuations or overlaps in the
total amounts outstunding.

Mr. Byenes. Even though it won't be in time to have it when this
~ommnittee acts, it may be in time to have it by the time the House
acts, and I wonder if you could furnish us with a table showing your
cash balance and unused debt, and showing us the lowest point you
have had in the last 3 or 4 years.

Secretary Axpergon. Yes; we could.

(The above-mentioned table follows:)
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Cash balances (excluding gold) and debt sulject lo limit

[In millions]

Balance in |Total balance Balanece in
Balance in | tax and loan | in Federal | Debt subject Margin commercial
Period Deseription Federal accounts Reserve and | to limita- under debt banks less
Reserve (commercial | commercial tion limitation | outstanding
banks banks) banks withdrawal
notices
Fiscal year 1954:
July 14,1953 ... ... Low point of balance in commercial banks (ulso low point of $4356 $1, 649 $2, 184 $265, 863 $9, 137 $1, 201
overall balance).
Jan. 19,1954 ___.___._ High point of debt outstanding. ... e (] 2,409 2,415 274,775 225 2,409
Jan. 20,1954 _________ Low point of balance in Federal Reserve banks. .. _..._..._.... 5 2,487 2,492 274, 662 338 2,165
Mar, 13, 1954 . _._ ... Low point of balance in commercial banks less outstanding 385 2, 547 2,932 274,134 866 1,103
withdrawal notices.
Fiscal year 1955;
July 31,1054 ... Low point of balanee in commercizl banks less outstanding 721 2,538 3,265 270, 466 4, 534 ™
withdrawal notices.
Oct. 4, 1954 .. .- High point of debt outstanding_ . _ . ... 658 7,299 7,957 278, 439 2, 561 5,915
Jan, 17, 1955.ccccmuaann- Low polilntli ?r bal)auce in commereial banks (also low point of 239 1,910 2,149 277, 964 3,036 1,910
overall balance).
May 16, 1955. ... Low point of balance in Federal Reserve banks_.._. ... ... ki 2, 859 2,936 274, 812 6,188 1,040
Fiscal year 1956:
Dec. 10,1055 ... Low point of balanee in commerel:l hanks less outstanding 290 2,088 2,378 279, 520 1, 480 706
withdrawal notices.
Dec. 30, 1955 ... High point of debt outstanding.____.____.__..______._.. FO 397 3, 036 3,433 280, 348 652 1,907
Jan, 17, 1956 ... Low point of balunce in commerclal banks (also low point of 349 1,103 1,452 279,726 1,274 1,103
overall balance).
Mar. 16, 1956 ... ... Low point of balance in Federnl Reserve banks.._............. 149 2,286 2,435 278, 625 2,375 2,286
Fiscal year 1957:
Nov. 29, 1956 .o caeeu- High point of debt outstanding.._ ... . ....... . 431 4,276 4,707 276, 732 1,268 ,999
Jan, 30, 1957 . __....... Low point of balance in commercial banks less outstanding 614 1,025 1,639 276, 110 1, 890 333
withdrawal notlces.
Feb. 11,1957 ... Low point of balance in commereisl banks. ... .ooeimnao- 380 813 1,193 275, 562 , 438 478
Feb. 15, 1957 o e oo TLow point of overall balanee.... .. ... ... 143 969 1,112 215, 337 2, 663 741
Mar. 15, 1057 _oonno- Low point of balance in Federal Reserve banks, 52 1,117 1,169 275, 391 2, 609 1,112
July 8, 1957 . ... .. High point of debt outstanding.__....._._... ... .. .. 552 6, 204 6, 846 272, 2, 037 4,878
July 9, 1957 ooeeoooee Low point of balanee in Federal Reserve banks 268 5,321 5, 609 272, 608 2,392 4,379
July 31,1957 ... Low point of balance in eommereial banks (ulso low point of 504 2,833 3,337 272,131 2, 869 486
overall balance, and low point of balance in commercial
banks less outstanding withdrawal notices).
Aug.7,1957 ... Low point of balance in Federal Reserve banks_ ... .o 31 1,603 1,944 271, 499 3,501 657
Aug.9,1057 .. ... ... 533 1,353 1,886 271,462 3,538 383
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Aug. 15, 1957 Low point of balance in commercial banks (also low point of 366 1,078 1,444 271,087 3,913
overall balance).
Aug. 29, 1957__. High point of debt outstanding..__..._..._ 511 3,440 3, 951 273, 536 1,464
Sept. 6, 1857 . ooo.o Low point of balance in I* ederal Reserve ba po 405 2,122 2,527 273,325 1,675
of bialar)lce in commercial banks less outstanding withdrawal
notices!
Sept. 16, 1957 _._.___ Low point of balance in commercial banks (also low point of 501 1,353 1,854 273,014 1,986
overall balance).
Sept. 27, 1957 ITigh point of debi outstanding 494 5, 886 6, 380 274, 241 759
. Low point of balance in Federal Reserve banks 404 5,424 5,828 273, 860 1,140
Iligh point of debt outstanding (also Jow point 542 2, 426 2 968 274,111 889
commereial hanks less outstanding withdrawal notices).
Low point of balance in commercial banks (also low point of 484 2, 286 2,770 274,104 896
overall balanee).
Low point of balance in commercial banks 482 1,633 2,120 273,313 1, 687
Low point of overall balance - 462 1,653 2,115 273, 1,637
Nov. 26, 1957_ Low point of balance in commere ba 432 2, 597 3,029 273,419 1, 581
withdrawal notices.
Nov. 29, 1957. Low point of balance in Federal Reserve banks (also high 43 3,583 3,826 274,411 589
point of debt outstanding).
Dec. 13, 1957 Low point of balance in commercial banks 442 1,710 2,152 274, 297 703
Dec. 16, 1957 Low point of overall balance.. 81 1,767 1,848 274,271 729
Dee. 17, 1957 Low point of balance in Federa 35 2,063 , (088 274, 257 743
Dec. 30, 1957 High point of debt oulstanding.__ 482 3,180 3, 662 274,753 247
Dee. 31, 1957. Low point of balance in comine 481 3,084 3, 565 274, 564 436
withdrawal notiecs.
Low point of balance in Federal Rescerve banks__._____._______ 391 2,578 2, 969 274,274 726
Low point of halunee in commmercial banks less outstonding 474 1,866 2, 340 274,189 811
withdrawal notices.
Low point of halance in commecrcial hanks. 589 1, 103 1, 692 274, 440 560
Low point of overall balance_._ 473 1, 185 1, 858 274, 426 574
-| High point of debt outstanding. 528 1, 624 2,152 274, 650 350
Low point of balanee in comine 526 1,649 2,475 274, 200 800
withdrawal notices.
Feb. 17,1958 . ... ... Low polilnlt) ?f b-ul;mce in comincreinl banks (also low point of 480 1,009 1,489 274, 000 1,000
overall balance).
Fob. 20,1958 . ___ Low point of balance in Federal Reserve banks_ ..o 445 1,900 2,345 273, 900 1,100
Feb, 24, 1958. .. High point of debt outstanding... ... ... 470 2,275 2,745 274, 300 700
Mar. 1-17, 1958:
Mar. 8, 1958 _____. Low point of balance in commereial banks less outstanding 465 1, 260 1,725 273, 900 1,100
withdrawal notices.
Mar. 11,1958 ... Low point of balance in commereial banks_... .. ... _..._.__. 460 930 1,390 273, 900 1,100
Mar. 17, 1958.. ... Low point of balunce in Federal Reserve banks (also low point 38 1,099 1,137 274, 000 1, 000
of overall balance, and high point of debt outstanding).
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Mr. Bygrnes, I think what our real concern here is, and what your
concern must be, with whai you have left unused in this debt-celling
area and what you have in cash, and your contention is that you have
to have flexibility. 1 would like to find out, if possible, how well you
have gotten along and what you needed in the past in that area.

Secretary Anpersox. We can show vou the actual operating bal-
ances, the amounts subject to the debt limit, and the amounts on
deposit in various banks which have been subject to call.

Kf:. Byenes. Mr. Secretary. frankly what concerns me is that when-
ever anybody needs elbowroom he normally likes to have » whole room
rather than just enough to move around in satisfactorily. As far
as I am concerned, I can recognize the problems that you have with
respect to_debt management and that you do need some elbowroom.
Frankly, I am not going to give to any administration more elbow-
room than I think 1t immediately needs, because I think this is still
one of the areas that we have that can act as a brake or restraint on
spending.

I happen to come from a State that has a constitutional limitation
on the public debt. That limitation does act as a restraint on both
the legislative and the execntive branches in spending, and I think
it is about time we used the debt limit here to a greater extent in that
area. You talk aboul the need for contingencies, Mr. Secretary. You
have other methods of meeting some kind of contingencies besides
borrowing within the debt limit: do younot?

Let me just use an example. You used the Commodity Credit Cor-
poration fund or an. ol)eration throngh the Commodity Credit Cor-
poration in 1955 ; didn’t you?

Secretary A~NDERsoN. Yes.

Mr. Byrngs. Didn't vou use FNMA to get some cash?

Secretary Axpersox. There have heen financings under both CCC
and FNAMA,

Mr. Byrxes. Thosze were used to meet contingencies and to meet a
temporary situation: weren’t they?

Secretary AxpersoN. They were used in order to provide the money
for those agencies through offerings to the public rather than draw-
ing on the Treasury.

fr. ByrNes. And it was for a temporary situation? The obliga-
tion could still eventually be an ohligntion of the Treasury if things
didn’t work out satisfactorily?

Secretary AxpersoX. Yes. In the area of FNMA operations the
atatute provides that we shall from time to time have a part of that
obligation carried by the public, regardless of other things.

Mr. Byrxes. There are certain types of contingencies that you still
can meet outside of reliance upon the borrowings done within the
public debt?

Secretary ANDERSON. Yes, sir.

Mr. ByrNes. What kind of contingencies can you expect to provide
for in what you have been talking to us about in the area of con-
tingencies ? -

Secretary A~persox. The very fact that we use the term “con-
tingencies” implies that these are sorts of things which we can not
altogether foresee.

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



DEBT LIMIT OF THE UNITED STATES 29

Mr. Byrnes. Long-term or short-term propositions?

Secretary AnpersoN. I would say among them you would want to
consider, for example, whether or not at some period we achieved in
the scientific and technological communities very rapid acceleration
of developments so that the Defense Department would want and
would feel it was prudent to spend the moneys which had been ap-
propriated over this and prior years at a much higher rate than we
would anticipate.

Mr. ByrnEes. Are you talking about spending or about obligations?

Secretary Anpersox. I am talking about spending.

Mxr. Byrnes. There is a lag there. There is a period of time that
is always involved.

Secretary AnpersoN, That is the point that I am making. If, for
example, you got a technological breakthrough of some kind which
was sufficiently reassuring that people would want to put items into
production for large sums of money more rapidly than we antici-
pated, then you would waut to have the ability to make the con-
tracts and pay for them.

Mr. Byrxes. Wouldn’t that be a situation in the expenditure field
where there is a lag between obligation and the letting of this con-
tract, let’s say, for this new development and the actual expenditure,
which is the problem you face as far as your money management is
concerned ? It is when the expenditure comes along that you are go-
ing to be faced with the real problem. You do have a period of time,
though, don’t you?

Secretary AnpersoN. I would normally expect a period of time.

Mr. Byrxes. Congress is goiug to be around and available. If your
contingencies, Mr. Secretary, that you have in mind are these very
short-term ones, or very immediate, then I can see the advisability
of Congress at this time, for instance, granting you even a broader
area of flexibility but, frankly, unless we can see that some of these
contingencies that you talk about ave going to be contingencies that
you are actually going to vequire the expenditure of money very
promptly and are unforeseeable, then it would seem to me that that
would present a situation where Congress should take another look
at the problem if the need arises.

Secretary ANpersoN. All of these matters, Mr. Byrnes, very prop-
erly are matters of judgment. We are talking about the rate at
which we expend money and the rate at which we collect it. If our
expenditures for any reason go up in periods when our collections
are the slowest, then our proBlems are accentuated. A government
as big and as complex as ours ought, in my judgment, to have some
reasonable latitude to take care of those things which none of us
is just wise enough to foresee. Whether that involves one thing or
the other in the domestic side of our economy, whether it involves
a problem of willingness to purchase because of new discovery,
whether it involves a decision to buy some of the more traditional
things in larger volumes during those periods, whether it involves
changes that come out of programs which are made and are charge-
able to the Government, 1 am simply not wise enough to say. I do
believe that in addition to the ability to meet its bills, in addition
to the ability to adjust for these seasonal fluctuations and to have the
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overlap that comes at the end of financing operations, there ought to
be some reasonable latitude in the Government system.

Mr. Byrxes. I understand your problem und 1 syinpathize with you.
The only thing that concerns e somewhat is that you may be having o
little too much solicitude about bothering Congress. As far as I am
concerned, 1 don’t mind beini;l bothered at all and I would rather take
this sometimes maybe in smaller steps, but continuing it at a narrower
margin as far as the general proposition is concerned. As faras I am
concerned, I would prefer there not be a solicitude. I would much
rather that you cmne back in 6 or 9 months if that was necessary,
and we could still keep this mechanism as some kind of a restraint
or some kind of a brake on the movement toward spending wherein
if you can’t spend by current taxes you spend it by interest-bearing-
deferred taxes. .

That is all, Mr. Chairman.

The Crawvyax. Mr. McCarthy will inquire.

Mr. McCartuiry. When Mr. Humphrey appeared before this ¢om-
mittee in 1955 on the same subject, on his record of those appearances
1 believe, he said that if he were asking for a permanent extension of
the national debt ceiling he wonld ask for $290 billion, but since he
was then asking for a temporary one he asked that we increase it to
only $281 billion.

s it your opinion that the ceiling should be set higher than the
amount that you are asking for now and if yon were asking for a
permanent incresse would you ask for more than yon are?

Secretary ANpeRsox. Mr. McCarthy, frankly I have not considered
an amount in the context of a permunent request because we thought
it prudent to ask for the increase only on a temporary basis. The
amount which we have asked is an amount which in our judgment is
a reasonable amount to accomplish the objective which I have outlined.

Mr. McCartay. Mr. Secretary, could you tell me what practices the
Treasury has had to resort to, and the Government generally, in order
to stay under the ceiling of $275 billion within the last year?

Secretary AxpersoN. I can tell you that in the last 6 or 7 months
while I have been here the FNMA has gone to the market twice on
behalf of its management and liquidation function to get money rather
than borrow it from the Treasury. ’

As I indicated in my statement, we may be required to have direct
borrowings from the Federal Reserve Bnni under the authority which
we have. We have not at this moment been required to exercise that
authority. That is within the debt limit anyway.

Mr. McCartniy. The principal areas are V-loans and the FNMA.
operations?

_Secretary AxpersoN. The area of horrowings outside direct obliga-
tions subject to the debt limit in-which we have engaged are two issnes
of securities issued by the Federal National Mortgage Association.,

Mr. McCartEY. What is the effect of that kind of borrowing? 1s
it more expensive to the Government than if you were to raise the
money in the normal course ! :

Secretary Axpersox. There is always some additional interest paid
on obligations of that sort.
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Mr. McCartay. Could you give ne an estimate of what the addi-
tional cost of raising money through the devices you have had to
use over and above what it would cost if the debt ceiling had not
been set at $275 billion.

Secretary AwpersoN. I would say that the range of cost would be
from a half of 1 percent to five-eighths of 1 percent.

Mr, McCarrHY. On what amounts? What amounts have you bor-
rowed with respect to FNMA and under the V loans indirectly as
far as the money which increased the cost of the project to the
Government ?

- Secretary Axperson. The FNMA. 2 issues total $1.6 billion of
which $570 million was to replace a maturing issue.

My, McCartrY. What is the term of those issues?

Secretary ANpErsoN. The $802 million issue was an 8 months ma-
turity. The $797 million matures in 2 years and 7 months.

Mr. McCarrry. Mr, Secretary, when the hearings were held before
the Joint Committee on the 1955 Economic Report a number of econ-
omists testified and I think all but one of them agreed that there was
no real justification for continuing the debt-ceiling limitation, that
it was a cost to the Government, and that it had no significant effect.
in the way of controlling expenditures in any way.

Is that opinion shared %enerally in the Treasury or is it your
opinion that they were right?

‘Secretary Anpersox. I do not believe it is possible to take & cate-
gorical position as to the effect that the debt limit has had as a
restraint on expenditures. I think that one look at the history of the
country and you see an increase in the total debt over a number of

enrs.

7 As to whether or not that total debt would have been larger if there
had been no ceiling is a matter of judgment and about which there
would be honest differences of opinion.

Mr. McCarrrY. There is no question but that it has cost the Gov-
ernment more to finance under the debt ceiling than it would have cost
if you had not had it ? '

ecretary ANpErsoN. When you issue securities that are not the di-
rect obligation of the United States you do pay a premium of interest
and to that extent that they are more costly.

Mr. McCarrHY. Wouldy ou agree with me that we should either
increase the ceiling beyond the $5 billion which you are asking or,
perhaps better than that, discontinue it altogether? .

Secretary Anperson. I would not ask that it be discontinued al-
together. I think it is quite proper and prudent for the Congress
to review the matter from time to time, and this is a mechanism under
which you review the powers which you have delegated. I believe
that the amount of increase which we have asked is a reasonable and
modest amount considering the problems both of meting our obliga-
tions and of economically and progerly managing the debt.

Mr, McCarray. Thank you, Mr, Secretary.

The CuarrMaN. Mr. Secretary, in view of the lateness of the hour
and the fact that we have two other witnesses, my questions will .be
brief. First let me say that you have, in private conversations with
me, clearly demonstrated the necessity for a temporary increase in the
debt limit. I understand that you believe that it is one that cannot
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be dealt with in theory but one that involves facts and realities, which
as of today, call for some increase, for a temporary period, in the
‘debt ceiling.

Mr. Reed and I made a statement at the time we introduced bills
to carry out the request which you made of us on this subject, and
the tenor of those statements was that an increase in the debt limit is
not something that we like to contemplate but something that facts
‘and realities require.

Now, you have demonstrated to the satisfaction of Mr. Byrnes and
others who have interrogated you that there is a need for an increase
in the debt ceiling. Whether or not you have satisfied them that the
$5 billion that you request is the minimum, or whether or not some
lesser figure might be satisfactory, remains to be seen.

Now let us look closely at the facts and realities of the situation,
Mr. Secretary, to see if you cannot make justification, as I think you
‘have made in conversation with me, for the full $5 billion requested
as being your minimum needs between now and June 30, 1959.

In order to do that, let me ask you, first, if you will state not what
the debt is on January 15 but what it is today, on January 17%

Secretary ANDERsoN. In that statement issued this morning the
total debt, subject to limitation, is $274,125,058.236.02.

_The Cuamryan. Indicating some degree of fluctuation downward
since January 15; is that right?

Secretary ANDERSON. Yes.

The CaamiaN. What is the maximum that you contemplate on
the basis of the projections in the budget over the period of time
between now and June 30, 19587 During that period of time what
would be the maximum figure for the public debt if estimated today ¢

Secretary AxpersoN. The various outstanding debt balances esti-
mated are January 31, $274 billion; February 15, $274.2 billion:
February 28, $274.8 billion; March 15, $274.4 billion; and then a
gradual decrease so that on June 30, which is traditionally a time of
greater spread, $271.4 billion.

The CuamrmaN. Mr. Secretary, so far as the actual debt itself is
concerned, if you were merely here proposing legislation effective be-
tween now and June 30, 1958, you wouldgbe perfectly satisfied to
have an increase for that period of time of $3 billion,

Secretary ANDERSON. Xven between now and June 30 we are going
to have these positions of tightness and we are going to have sub-
stantial refinancing operations, as I pointed out, beginning in Feb-
ruary, in addition to about $25 billion of short-term debt in bills.

If we want to provide an overlap, when we will be carrying some
‘debt that would normally either have to be refinanced in order to
have cash or to avoid attrition, to make a broader offering, we would
still have to have the additional amounts in order to provide for
what we believe to be the most economical and the best way in which
to Tn}xlana e the debt, > ' '

e CramyaN. Now, Mr. Secretary, that is very impo .
is one of the points that was made to Ir'gé in the con%rsatll)o;t:;lft;rré[g
t6. I think it ought to be thoroughly understood just, exactly what
you mean by a need for elbow room. ' '
~ You are talking in terms, as I understand, of not being required,

because of the debt ceiling, to have to refinance.all obligations that
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may come due on a particular day on that day in order to seek op-
portunity for smaller costs to the éovemment. Is that not the case?

Secretary AxpersoN. That is a part of the problem. Let me illus-
trate.

In February we go to the market for the financing of approximately
$11 billion. Part of that debt is held by the Federal Reserve System
and the investment funds of the Government, and part of it is held
by the public. :

‘When we make a decision as to the kind of offering that has to be
made, we must take into account whether this offering will produce
a large attrition, a medium attrition, a small attrition, or whatever
it wiﬁ produce.

‘When those amounts of securities have been sold, there is normally
a period of time in which they have to be distributed among larger

numbers of holders. This is what we normally refer to as a sec-
ondary market for the same securities. The extent to which that
secondary market is a wide market, a better distribution is achieved.

During a period like that, if we have a substantial amount of re-
serve under the debt ceiling, we can carry, as an overlap, the amount
of securities which we will have to redeem on the due date, and the
amount of securities which we will issue and which will be going
through redistribution. .

If we do not have that reserve, then we either have to take into
the calculations in making our offer something so much more attrac-
tive that we do not think we will get the attrition, or we have to be
prepared to go back into the market later, normally asking for money
through short-term bills. Then we are asking for new money in
competition with the securities that we have just issued a few days

rior. :

P Now, it would seem to us that in order to achieve the management
of the debt to the best advantage possible, we ought to have a rea-
sonable amount of room for overlap so that we can carry both the
securities which are outstanding and the new securities, for such a

“period of time as to give room for the distribntion.

The Craman, Now, Mr. Secretary, I understood 1you to say in
your earlier statement that at no time (iuring the fiscal year 1958 do
you anticipate the actual size of the debt to reach $275 billion or to
exceed $275 billion. Is that your position? . _

Secretary AxpersoN. We are now under the circumstances where
we have cash balances which represent an ability to meet our other
requirements of only a few days, which we think is not a prudent
circumstance in this country. o

The CuamrmaN. I had understood that there was a possibility that
between now and the time of actual revenue collections from indi-
viduals and corporations in March and April, the debt itself might
arise to a figure of some $278 billion if authority were supplied.

Secretary AnpErsoN. You see, we cannot under this limitation go
up to $278 billion. . L.

The Cuamman. But if we pass this legislation, you can, and the
need for doing so is one of the justifications for passing it. I do not
want to attribute this information to you or other Treasury sources,
but it comes to me from a source that I believe very reliable, that
your prospects are that bills will be coming to you at a time when
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your revenues are not coming in that it will result in the debt going
to $278 billion, if you pay those bills on time. .

Secretary AxprmrsoN. Well, let me just illustrate by saying that
on March 15 our total cash will be $1,137 million.

The CiamaaN. Do you mean if we give you this temporary
increase

Secretary AxprrsoN. Noj; this is what we estimate today.

The Crramaan. Without this temporary increase?

Secretary Axpersox. Yes, sir.

The CuamRMAN, Are you saying then, for the record

Secretary ANpErsoN. Let me ask if Mr. Baird can make this ex-
planation, as he is handling these figures every day.

The Cuawrmax, Yes. IHe has been identilied for the record.

Mr. Bamn. Mr. Mills, you asked if this increase were grunted,
whether in the near future the debt might be increased above $275
billion. Isthat your question?

The Cruairnan. That is right.  During this fiscal year, would the
actual size of the debt be in excess of $275 billion ?

Mr. Bamp. The Secretary has shown you, as one of the main
reasons why we are asking for this increase, that we were in a
very cramped period and we were operating with cash balances
wluch we think are entirely too low for any comfort or for prudent
management.

Therefore, it is true that if we had a little latitude in the debt,
instead of running at some periods with only about $1 billion in cash,
which is an average 8 days’ expenditure, and is a very rapid juggling
operation, we would put out for cash some additional securities so
that our cash balances would be nearer that minimum of $814 billion
which we indicated we thought was the figure which we should have
at all times.

The Crarmrtan. The point I am trying to bring out is this: What-
ever cash you have may result from the issuance of new securities
under this new authority. Would you think, if we pass this legisla-
tion, that the size of yonr actual debt might increase to $278 billion
in order to give you the 3 billion in cash that. you deem the Treasury
should have on hand at all times. Answer, in view of the fact that
$1 billion represents what is paid out of the Treasury every 3 days. .

Mr. Baio. Mr. Mills, it would be up temporarily. Bf June 30 it
would be down, and to the extent we issued over $275 billion——

The Criarryan. I am not concerned with any political implieation
that ma{ be involved. T am only concerned with the facts and real-
ities of this situation.

As I understand the situation, you think because of the lowness of
your cash reserves that it would be prudent for you to issue securities
and maintain a debt, sometime between now and June 80 of 1958, at
a level of 8278 billion in order for the Treasury to have cash reserves
large enongh to meet its obligations. _

Mr. Bamp. The only thing I would say is that it might not be $278
billion and it might be 3277 billion or it might be $276 billion. To the
extent it went above $275 billion, it would be offset by larger cash
balances in the Treasury which make for more comfortable operation.

The Cizamytan. Very frankly now, and I am being brutal y frank
what I am trying to do is to help you this morning and I do with
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the welfare of the United States in mind. But if you are not going
to lllelp yourself, you raise some questions about how much you ought
to have.

What I am trying to point out is this: If there is the possibility or
robability that you are going to have to go to $278 billion in this
cal year in order to maintain the cash balance needed in order to
properly conduct the business of the Treusury, then to safeguard
against some additional amount having to be paid out on any partic-
ular day, which would leave you unable to meet any contingency that
might arise, you need some $2 billion of additional borrowing
cupacity.

ecretary ANpersoN. That is correct, Mr. Mills.

The Camyrax. If that is the case, I would think that it would be
the part of wisdom for the Congress to not so restrict you that you
are constantly ut a ceiling of $278 billion, but to give you some addi-
tional leeway, relatively speaking, $2 billion in order to face any
contingencies that might arise.

I think that reasons that have not been discussed here for believing
that occasion may arise to fully utilize an additional] $2 billion sonie-
time during the period between now and June 30, 1959.

Secretary AxpErsox. You are correct, Mr. Chairman. If we have
this authority, in order to have what we believe to be prudent and
reasonable cash balances, we will go above the $275 billion and in
the range of $278 billion. We will, at the snme time, have the prob-
lem of requiring whatever overlup seems be prudent in order to do
the financing oiF these new issues during the same period.

The Crrairmax. Well, Mr. Secretary, it is not the fact that you
now contemplate, on the basis of the budget that you will need $5 bil-
lion in additional authority to take care of deficits that are going to
be built up. .

Sceretary Axprrsox. That is correct. _

The Cuimaax. If we could legislate in such a way that we look
only to the debt ceiling as of June 30 of each vear, you would not
be fmre asking for this additional authority at all.

It is becuuse of the fluctuations thut occur within the period be-
tween June 30 of each year that cause you to be here. We can do one
of two things. We can go along with a temporary suspension in the
debt ceiling or let the debt ceiling apply only at the end of the fiscal
year. Either way would satisfy your demands?

Secretary ANDERsON. Yes, sir.

The CHARMAN. And you are thoroughly convinced, as you view
your own situation, that any figure less than §5 billion will not be
sufficient in order to enable you to transact the business of the Depart-
ment of the Treasury ) o

Secretary Axpersox. That is correct. We do not believe it would
be prudent and wise and in the best interests of the country.

The CaamraraN. Are there any further questions?

If not, Mr. Secretary, we thank you very much for your appearance
and the information you have given the committee.

The next witness Is the Director of the Bureau of the Budget, the
Honorable Percival F. Brundage. . ) )

We are glad to have you with us here this morning, as we will be on

all other occasions, Mr, Brundage.
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For purposes of the record, would you identify those associated
with you at the witness tuble?

STATEMENT OF HON. PERCIVAL F. BRUNDAGE, DIRECTOR OF THE
BUREAU OF THE BUDGET, ACCOMPANIED BY MAURICE H. STANS,
DEPUTY DIRECTOR OF THE BUDGET; ROGER W. JONES,
ASSISTANT DIRECTOR FOR LEGISLATIVE REFERENCE; AND
ROBERT HUBBELL, FISCAL ECONOMIST

Mr. Bruxpace. Mr, Chairman, I have with me the Deputy Director
on my right, Maurice H. Stans; and Roger W. Jones, the Assistant
Director for Legislative Reference; and on my left is Mr. Robert
Hubbell, fiscal economist.

The CRARMAN. Mr. Brundage, may 1 make this short statement
of explanation ? '

You were originally asked by the cornmittee to appear today with
respect to tax revision. In view of the letter from the Secretary of
the Treasury and the urgency of the consideration of the legislation
which Mr. Reed and I introduced, we altered our schedule to take up
the matter of the temporary increase in the debt ceiling,

We would appreciate it if you would direct your statement first
to the issue of the debt ceiling, from the point of view of the Director
of the Bureau of the Budget and what the needs are and why this
legislation is recommended ithe administration.

%Ir. Bruxpace. I am very happy to have this opportunity to appear
before you. Last year when the question of raising the debt ceiling
came up, I wus rather reluctant to tuke a position because while
recognized the desirability of more flexibility, I did feel the advantuge
of the limitation on spending. But the experience of the last 6 months
has convinced me that we do need an increase in the temporary debt
ceiling, and in my prepured statement therefore, Mr. Chairman, I said
I agreed with the recommendation of the Secretary of the Treasury
that he should have more latitnde in managing the debt than is af-
forded by the present statutory ceiling of $275 billion.

In the budget messuge, and in the T)udget in brief which I think
most of you have, and which was distributed to each Member of the
Congress, the President stated that this revision is necessary because
the &ebt varies considerably during the year as a result of the seasonal
}mttern of tax collections. The present limit is restrictive particu-
arly in view of rising defense expenditures, and of the need for more
flexibility to permit efficient and economical debt management.

In addition to the possible emergencies to which the President
referred in asking for flexibility in transferring obligational author-
ity up to $2 billion, there is the possibility of considerable op ortunity
to the Treasury to finance in advance of its maturities. l\ en you
have the very tight situation that has existed during the past Few
months you do not have any leeway. I think from the point of view
of sound budgetary policy as well as debt management, that leeway
is desirable.

Furthermore, as the Secretary undoubtedly has pointed out, there
are possibilities of delays in the mails and storms and hazards of all
kinds. The cash balances have been running too low. If anything
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ghould happen which would delay receipts on critical days, or critical
periods, by even a few days, there would be trouble.

Also there is the desirability of being able to pay our bills promptly.
We don’t want to get in a position of holding back payments when
they are due on deliveries. 1 think all of those factors ﬁu\'e persuaded
me that this increase recommended is desirable.

The CHamRMAN. Mr. Director proceed with your testimony on
taxation and then we can interrogate you after you have concluded.

Mr. Bruxpace. The budget for the fiscal year 1959 recommends sev-

eral revisions in the tax system. These recommendations were dis-
cussed with you in detail by Secretary of the Treasury Anderson, and
X will only summarize them, :
- To help achieve u balanced budget in the fiscal year 1959, it is es-
sential that tax rates on corporation income and certain excises, which
under existing law are scheduled for reduction next July 1, be ex-
tended for another year. This action should provide the revenues
necessary to cover increased defense needs and ensble us adequately
to meet the basic requirements of our domestic prograns.

No one should be able to avoid paying his fair share of the coun-
try’s high tax burden. The budget recommends that pending legis-
lation, 11, R. 8381, which was developed jointly by this committee and
the Treasury Depurtment to remove unintended tux benefits and
hardships, be enacted with a few modifications. The Treasury De-
partment will continue to review the operation of the tax law and
may make recommendations for such additionul changes as may be
developed to close loopholes.

There are certain technical revisions which would give substantial
benefits to small business, with 2 minimum loss of revenue und with
no change in tax rates. These recommended revisions are based on
the work of the Cabinet Committee on Small Business, and were also
covered by the Secretary of the Treasury.

Would your committec be interested in a brief review of the general
budget picture?

The Criamraran. We would be.

Mr. BroxpaGE. As a result of the decrease in business activity dur-
ing the last quarter of the calendar year 1957 the estimate of fiscal
1958 receipts of $73.6 billion last Junuary and $78.5 in September—
it was issued in October—has now been reduced to $72.4 billion. This
is a decrease of $1.2 billion from January. At the same time, in-
creased defense spending to accelerate missile procurement, for re-
search, basic and applied, for increased SAC dispersal, and for atomic
ships has added $0.9 billion to our expenditures. There are other
changes up and down but either of these two principal changes alone
would not have thrown us into the red. However, both together have
changed our estimate of a $1.6 billion surplus in_to a $0.4 billion
budget deficit. The consolidated cash statement still shows a slight
surplus for this year. . .

For 1959 our experts in the Treasury, Council of Economic Ad-
visers and others consulted have agreed on an estimated income fig-
ure of $74.4 billion in the firm belief that the expansion of our econ-
omy will soon be resumed. L

Total new obligational anthority recommended for the fiscal year
1959 amounts to $72.5 billion. This is $L.7 billion more than has been
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enacted for 1958 to date, and $2.3 billion more than for 1957. In
addition, $6.6 billion of supplemental authorizations are estimated
for the current year, primarily for the Department of Defense, §1.3
the Commodity Credit Corporation, $2.3 billion, and the Export-
Import Bank, $2.0 billion.

Iistimated budget expenditures for the fiscal year 1959 are $73.9
billion. This amount is $4.5 billion more than was spent in the fiseal

rear 1957 and is $1.1 billion more than the revised total of $72.8
illion estimated for the current fiscal year.

Included with the estimated 1959 expenditures is $1.1 billion as
an allowance for proposed legislation and contingencies, $500. million
of this 1s specifically for defense contingencies, $339 million is esti-
mated for proposed pay adjustments for postal and other civilian
employees not in the Department of Defense, and $300 million for
other contingencies. The cost of the proposed pay adjustments for
military and civilian personnel of the Department of Defense is in-
cluded in the estimates for that Department. Including the Depart-
ment of Defense, the budget provides $1.1 billion of estimated 1959
expenditures for proposed pay adjustments for both military and
civilian personnel.

Your committee will be interested in and I would urge you to sup-
port a number of proposals to increase revenues and reduce, trunsfer
or hold expenditures for the future which are set forth in the Presi-
dent’s budget message this year.

PROPOSALS TO INCREASE RECEIPTS

User charges

In the budget message, the President indicated his belief that. when
the Government provides a service conferring a special quasi-com-
mereial benefit on identifiable individuals or groups above and bevond
the benefits to the public generally, it should charge the beneficiaries
for the special service, rather than place the full burden of the cost
on the general taxpayer. Accordingly, he made several proposals in
the field of “user charges.”

1. Postal service :

In every year since the close of World War IT the postal service has
incurred large deficits which have placed heavy and unfair burdens
on taxpayers to the advantage of large users of the mails.

In view of present and prospective postal deficits, legislation to au-
thorize adequate postal rates has become one of the most urgent items
of unfinished business before the Congress. To provide revenues
which will more ade(lluately meet present needs, the President pro-
poses that the postal legislation now pending before the Congress be
amended, primarily by establishing a 3-cent letter rate on al except
local letters.

This increase over last year’s recommendation is needed to cover
part of the cost of the gay mcrease and othev rising cost. The recom-
mended increase should result in an addition of $700 million to postal
revenues in the fiscal year 1959. With the postal pay adjustment we
are recommending there will still be a postal deficit of approximately
$144 million.
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2. Aviation .

The Federal Government provides a wide range of special services
‘benefiting private users of the airspace. 1t is increasingly appropri-
ate that these users puy their fair share of the costs. The cost of new
facilities alone will totul $1 billion over the next few years and annual
operating costs to the Federal Government of around $200 million at
present are likely to be doubled in 5 years. As first steps toward this
end, it is proposed that a tax of 314 cents a gallon be levied on jet
fuels and that taxes on aviation gasoline be incrensed to 314 cents a
gallon from the present 2 cents, with increases of three-fourths cent
per year for 4 years in both tuxes up to 614 cents a gallon. The
receipts from taxes on aviation gasoline, which now go into the high-
way trust fund (3 cents per gallon of which 1 cent is later refunded),
should be kept in the general revennes to help finance the operations
of the airways.

3. Other

The budget message also recommended that legislation be enacted
to raise patent fees, and to charge employers of longshoremen for the
costs of administering disubility compensation

In addition, all Government agencies have recently been instructed,
at the President’s direction, to prepare legislative proposals gencrally
designed to remove present restrictions or limitations on their author-
ity (1{ to recover full cost to the Government of services that provide
special benefits to individuals or groups, and (2) to obtain a fair
market value for the use or sale of federally owned resources or prop-
erty. These proposals will cover all areas in which existing legislation
prohibits charges or fees, and areas in which existing legislation is
silent on the subject of charges but where the agency considers an
expression of congressional policy desirable prior to initiating charges.

Examples of arcas of Government activity which are being consid-
ered are licensing; use of water-navigation aids and facilities; pub-
lications; maps and navigation charts; recreation and tourist facili-
ties; grazing; oil, gas, and mineral leasing; and mining claims.

By enactment of the President’s recommendations in the 1959 budget
and of additional proposals which I expect will be made to the Con-
gress, we can move closer to a more equitable system of fees and
charges throughout the Government.

Interest rates

Another important clmnge which is part of the general user charge
considerations, is the need for adjusting interest rates in Federal
credit programs.

All of these proposals, I think, are particularly interesting to this
committee just now when the question of the debt limit comes up, and
when we have the close margin between a balanced and unbn{anced
budget and the request for extension of the taxes.

The President is recommending the enactment of legislation which
would permit greater flexibility for the Government in setting interest
rates on loans it makes in the future, and which would require that,
insofar as consistent with the purposes of each program, all of the
costs involved be paid by the borrowers. Such legislation, by remov-
ing or reducing hidden subsidies, would make a significant contribn-
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tion toward better fiscal management. It would also produce some
added income.

Moreover, for loan-guaranty programs, the Government should be
authorized to permit interest rates high enough to attract private
Ienders. The President is suggesting that all statutory limitations
or ceilings placed on interest rates be reviswed, and. that authority be
provided to vary the rates for guaranteed or insured loans in line
with market conditions and under proper safeguards.

Programs affected by the recornmendations on interest rates include

the following:

1. College housing loans

This program was authorized in 1950; to June 30, 1957, $668 mil-
lion has been committed. Private financing of college housing should
be encouraged by (1) replucing the subsidized interest rates required
by the present statutes with rates no less than the Goverument’s cost,
(2) authorizing Federal guaranties of college housing obligations
which do not have Federal tax exemption, and (3) prolubiting direct
Ioans where private funds are available on reasonable terms.

2. Special assistance mortgage purchases

This progrum was authorized in 1954; to June 30, 1957. $361
million has been committed. Repeal of the stututory requirement that
all purchases by the Federal National Mortgage Association be made
at par and authority for increases in interest rates on several types
of mortgages will encourange private financing and reduce future re-
liance on the Association. Action on these recommendations will
stimulate the building industry and provide more home units,

3. Rural electrification and telephone loans

The electrification program was authorized in 1936, the telephone

rogram in 1950. To June 80, 1957, $4 billion has been committed.

he sources of capital available to the Rural Electrification Adminis-
tration system would be broadened by legislation (1) to assist both
electric and telephone borrowers to obtain financing from private
sources whers the security is adequate and the loans can be repaid
within a reasonable time, and (2) to adjust interest rates on future
loans to meet the Government’s costs. :

PROPOSALS TO REDUCE EXPENDITURES

On the expenditure side, adjustments are proposed in various pro-
grams which will result in savings in future years after a suitable
time for amending State and local budget procegures has been allowed
and after due notice to affected individuals. Among the programs in-
volved are the following:

A. First, there are programs where shifting emphasis or chan ing
needs lessen future requirements for specific types of F ederaf=7 -
sistance.

1. Agriculture conservation program

.This program was authorized in 1936. To June 30, 1957, $4.4
billion has been spent, excluding crop reduction payments in early
years. The budget recommends that a program level of $125 million
be authorized for the 1959 crop year, one-half the amount authorized
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for the 1958 program. This amount, together with other public
efforts in support of soil and water conservation, will permit cost-
sharing payments for the more permanent soil and water conservation
practices thut are needed to maintain an adequate agricultural re-
source base. Those practices which are a part of usual and required
annual farming melilods or which return immediate benefits to the
farm are properly the responsibility of the farmer, rather thun of the
Government. »

2. Grants for hospital construction

This prograin was authorized in 1947 and has met the most urgent
postwar shortages. Appropriations totaling $1.2 billion are estimated
through the fiscal year 1959. The total ¥ederal program should now
be modified to meet only the most urgent situations with emphasis on
specialized hospitals,

3. Veterans’ pensions

Expenditures for this purpose increased from $883 million in the
fiseal year 1956 to $951 million in 1957. Furthoer increases are antici-
pated in 1958 and 1959 to $1,046 million and $1,152 million, respec-
tively. These pensions mect needs not related to the veteran’s period
of service, but rather fo the general hazards fuced by all people—
health and income fluctuations. The President will transmit a mes-
sago on veierans’ affairs to the Congress with recommendations for
specific adjustments and improvements in veterans programs which
will enable us to discharge our nationul responsibilities to veterans
with the greatest possible equity to all concerned.

B, Second, there are programs where the administration proposes
an increase in State and local participation and a decrease in the
I"e(}erul proportion, but with no reduction in the total combined
outlay.

In }two cases, recommended by the Joint Federal-State Action
Committee, it is proposed that the Federal share be eliminated begin-
ning in the fiscal year 1960, with accompanying revenue adjustients.

1. Grants for consiruction of waste treatment facilities

This program was authorized in 1956; appropriations through the
fiseal yeur 1959 are estimated to total $140 million. Expenditures ave

estimated to be $31 million in 1938 and 831 million in 1959,
2. Grants for vocational education

Expenditures for this program which was first avthorized in 1917
total about $669 million through June 30, 1957. Expenditures of $41
million are estimated in both 1958 and 1959,

In four other cases, it is proposed that the Federal proportion grad-
ually be reduced. ’
1. Public assistance grants

Expenditures for these grants on an acernal basis are estimated to
increase from $1,462 million in 1936 to an estimated $1,824 million in
1959. During this period the Iederal share of the total will have
incrensed from 51.0 percent to 5i.7 percent. This should gradually
be reduced to 50 percent.
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2. Urban renewal planning and capital grants

Expenditures for these grants (net of repayments of temporary
loans) were $39 million in 1957 and are estimated to be $61 million
in 1958 and $56 million in 1959. The reduction is-entirely because of
repayments. The urbun renewal program is well underway through-
out the Nation and the States and local communities should assume
a share of the administrative responsibilities and finanecial costs more
nearly commensurate with the benefits which their citizens receive.
The budget recommends that in the future the locul communities
should share in the costs of planning from the start.

In addition, the fresent formula under which the local agency puys
for one-third and Federal cupital grants pay for the remaining two-
thirds of the net project cost should be changed by providing for
annual reductions, so that by the fiscal year 1962 the I'ederal Govern-
ment would contribute not more than 30 percent of the cost of local
projects. :

3. Grants for schools in federally-affected areas

Expenditures for these grants totaled $1,064 million from 1950 to
June 30, 1957, to help provide schools in areas in which rapidly
growing Federal establishments were imposing a heavy load on exist-
ing facilities. In the future, we are suggesting that I'ederal payments
be limited to cover the children of families living and worlfing on
Federal property. Expenditures for construction, and for mainte-
nance and operation of schools under this program are estimated to
be $212 million in 1959.

4. Natural disaster relief

From 1950 through the fiscal year 1957 $70 million has been spent
for natural disaster relief. The governors of the Federal-State Action
Committee have agreed to recommend that the States absorb annual
losses up to fixed amounts. Expenditures are estimated to be $18
million in 1959,

C. Next we have programs where proposals are designed to free
the agricultural economy from excessive controls,

1. Greater flexibility in agricultural price supports

Expenditures for Commodity Credit Corporation price support
operations (net) are estimated to be $2.4 billion in 1959. The Presi-
dent has sent a special message to the Congress recommending changes
in existing legislation so that the Secretary of Agriculture will be
authorized to establish price supports for basic crops consistent with
the increased productive capactiy of our agriculture.

As he pointed out we have had a real farm revolution, like the in-
dustrial revolution of 50 years ago.

2. Soil bank acreage reserve.

The acreage reserve was authorized in 1956; through the fiscal yenr
1959 the total cost is estimated to be $1.4 billion. Expenditures are
estimated to be $105 million in 1959. It is proposed in the budget
to terminate the acreage reserve at the end of the 1958 crop year. An
increase of $125 million is recommended in the soil bank conservation
reserve program for the 1059 calendar year since more material and
hx.ﬁ}i{;g keneﬁts are obtnined, per dollar spent, from this part of the
soil bank.
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D. Another recommendation which should hold down budget totals
is that no new projects be started in fiscal 1959 for construction of
water-resource projects by the Corps of Engineers and the Bureau
of Reclamation, in view of the high level of current spending result-
:i;ng from the large number of new projects started during the last

ears.

yE. Finally, certain previously recommended legislation is not bein
requested in the fiscal year 1959. Examples are general aid for schoo
construction, major medical care insurance for Federal employees, and
certain other grant programs.

In conclusion, I Believe the 1959 budget sets forth well balanced,
sound Government programs which adequately meet the responsibili-
ties of the Federal Government in all areas.

Revenues should be adequate to cover expenditures and permit debt
reduction during period of high business activity, and reductions of
taxes when possible. In view of the increases needed in our defense
expenditure imposed on us by world conditions, general tax reductions
would not be wise at the present time,

We will need the fullest cooperation and assistance of the Congress
if we are to do what is required for our defense and domestic pro-

ams without an increase 1n tax rates. If we can reach some satis-

actory agreement with the Soviet Union contuining even early steps
toward disurmament which are accompanied by inspection to assure
compliance, then we cun consider tux reductions and savings that
would be indeed worthwhile.

The Cramman. Mr. Director, we thank you very much for being
with us today, and for your statements both with respect to the debt
ceiling and tax revision. Are there any questions?

Mr. Eberharter will inquire.

Mr. EreruarTER. Mr. Director, you have made a number of recom-
mendations. T think every one of them would curtail Federal expen-
ditures, and they are contingent upon action by Congress. Do you
have any hope, Mr. Brundage, that Congress will in this session fol-
low your recommendations for the curtailment of expenditures in
view of the current business downturn?

Mr. Bronpace. Maybe I am foolish, Mr. Eberharter, but I do have
hope, yes. It seems to me that conditions are certainly favorable for
this kind of a serious attempt to get our Federal expenditures on a
more businesslike basis. e had a strong revolt throughout the coun-
try last year at the increasing Federal budget totals. We had Con-
gress making cuts all down the line.

We had letters and appeals from all over the country. Now, this
carries through, I think, this year with the additional incentive that
we find that the Russian threat and competition is so serious that we
have to accentnate and accelernte and compress our time schedules,
and we have to spend more money. L L

Now, the demand for tax rednetion, I think, is moderating in view
of this situntion. DBnt I think the demand for economy and for put-
ting all of our domestic programs on a sound and businesslike basis is
even greater. So I dohave hope. .

Mr. Esrruantrer. It is not a very practical hope, though, is it?

Norw, in formulating estimates of revenue, you took into considera-
tion all the recommendations that yon have made and based your as-
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sumption that the budget would balance on the premise that Con-
gress would follow your recommendations to eut expenditures in the
same way ?

Mr. Berxpace. The only one of these recommendations to which I
have referred that would have a very serious effect and immediate
effect on 1959 receipts or expenditures 1s the postal rate increase. That
would have immediate eflect of $700 wmillion. Most of these others
are programs for which we are recommending that revisions should
be started.

We are cutting down, as T mentioned for the agricultural conser-
vation program, $125 million. Wo are proposing this aviation gus
tax transfer. But overall we are not giving effect to anything that
would be—outside of these things I have mentioned—of any serious
impact, on our 1959 budget.

Mr. Esrriarrer. T want to call yonr particular attention, Mr. Di-
rector, o recommendations for Federal grants on construction for
waste treatment of sewage. Now, Congress only passed that law last
year and the membership was composed of exactly the same Members,
with few exceptions, as this year. Now, certainly it cannot be prac-
ticable to hope that the same membership would repeal an act that
passed last year.

;\[li.7BRUND.-\GE. But this is not giving up the program, you under-
stand ?

Mr. IEsrraarTeR. What 1s that?

Mr. Broenpace. This is one of the programs that the Federal-State
Action Committee suggested be taken over by State and local gov-
ernments.

Mr. Eprritartrr. You say in yonr statement that. the appropriation
is through the fiseal vear 1959 estimated to total 3140 million. You
took that into consideration in the formulation of the estimates for ox-
penditures by the Federal Government for the fiseal year 1939, did you
not? That is $140 million, which is a considerable sum in the minds
of all of the members of this committee.

Mr. Bruxpace. The original authorization, I believe, was $500 mil-
Jion over a f0-year period. This has heen about $50 million a vear
forile 8 years. Now, the Governors who are members of the Federal-
State Action Committee said that they could not count, on bringing
this problemn before their State Jegislatures in 1958, i

It would take until 1959. So thev asked that we not make anv re-
duction in our 1959 program, which we are not doing. But they
have indicated that they are going to recommend to their State lecis-
latures that it be taken over. In return we would turn over to tliem
some proportion of the Federal tax on local {elephone ealls,

Mr. Ecerirarrer. One would cancel the other, in other words?

Mr. Bruxpace. That would not affeet our budget in the sense of
balancing, but it would take back to the States and the municipalities
a responsibility which we feel that they are normally qualified for
and wonld wish to bear. .

Part of the criticism we had last year was not only the mounting
TFederal expenditures, but the concentration of authority here in Wasl-
ngton.

3r. Eperizarrer, Thank you very much.

The CHamyan. Mr. Kean will inquire.
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Mr. Keax. I just want to say, Mr. Brundage, that I welcome you
here. You have been my constituent for many years, and a longtime
friend. I am one who is very interested in your staterient and I be-
lieve you are doing a very good job.

Mr. Brexpage, Thank you,

The Crratrayrax. Mr. Curtis will inquire.

Mr. Cormis. Mr. Director, I was quite interested in your item No.
8 on page 5 in which you discuss the general subject of fees and charges.

About what does the Federal Government now get in the way of
revenue from various fees and charges? Do you know what is the
total figure?

Mr, Bruxpace. We have a statement on that, Mr. Curtis. There
ave all kinds and they are spread over all of the dilferent departments.

Mr. Curris. 1 know what the itemns are, or I imagine what they are,
but I am trying to get how big a figure we are taﬁ:ing to in total.

Mr. Bruxpace. Itruns into the millions.

Mr, Curris. Millions rather than billions?

Mr. Broxpace, The total fees for permits and licenses in 1959 1s
estimated at $32 million.

Mr. Currts. Do we have a comprehensive list of all fees and charges
that are charged?

Mr. Bruxpace. I can send you one.

Mr. Corrrs. I would like to have it supplied for the record.

The Crramorax. Without objection, it will appear in the record at
this point.

(The list referred to follows:)

Data on receipts from fees and other charges pald Into gencral revenues are
shown under “Miscellaneous receipts” in special analysis B of the budget docu-
ment (pp. S87, 888 of the 10359 budget). Greater detail on these receipts is
published in multilithed form and is available from the Bureau of the Budget on
request. The following information shows the mauin eategories of receipts to
which a policy on "user ¢harges” would be applienble :

[In millions]

Source 1057 actual 1038 1939
estimated estimated

Fees o nd licenses $10 852 852
oo permis ond e 2l W B
Royaltles. . ..o immmmee- 0 83 89
Sale of products - 3 333 374
Fees and other charges for serviees. . oo ooooovemmmmmenecannns 36 | 3 37

In addition to these reccipts paid into general revenues, there are various
incidental reimbursements to appropriations for special services. For example,
speclal surveys and maps by the Coast and Geodetic Survey bring In receipts
credited to the appropriation. Such reimbursements are shown in the budget
document as “Advances and reimbursements from non-Federal sources” in the
schedules for each bureau conducting such operations.

Recelpts for services or sale of produets of various public-enterprise nctivities
go into the revolving funds of those activities and are credited against the gross
expenditures of those funds. All receipts of public-enterprise funds are shown in
table 9 on page 18 of the 1959 budget document. Most of the estimated total
of $0.3 biilion in 1039 consists of collections of principal and interest on louns,
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postal recelpts, and proceeds from sale of surplus agricultural commodities.
Other major public-enterprise activities and their receipts are:

[In milllons}

1057 actual | 1938 estimate | 1050 estimate
Defense Production Act. .. $183 8116 $71
Tennessve Val ué' Authority 259 29 20
Department of Commerce, vessel vperations..__......_.__.... 2 X 18
Department of Defense, Wherry Act housing. oo _.oo.. 2 2 50
Panaima Conal Company. - &) 84 85

Depurtment of the Interior:
Helium properties... - (] 7 9
Alaska Radlroad. . oo oo e ccnaauee 17 17 19
Department of Labor, farm labor supply revelving fund...... 3 4 [ ]

Mr. Courtris. The next question is what additional revenues would
you expect that we could gain from following out the various recom-
mendations that you have listed for increasing the fees and charges?

I—gow much do you think that we are going to get if we follow that
out :

Mr. Broxpage. In some cases we think it could be substantial.

Mr, Curris. But you see, we don’t have any idea, and I don’t know
;ivhether we are talking about a figure of $200 million or some other

rure.

er. Bruxpacs, It would be less than that.

It would be under $200 million but I would hope it would be over
$100 million.

Mr. Gormis. And the increases that we might derive, of course,
would not be that much. Do you think we might gain another $100
million?

Mr. Brunpace. Yes,sir, I would think so.

Mr. Cormis. That would be quite substantial, then ¢

Mr. BroxpaGr. Yes.

Mr. Curtis. On these fees and charges, I have a second question.
Do all of those go into the general revenues or are some of them
handled in a different way ?

Mr. Broxpage. They are handled in a great variety of ways,
according to the wording of the legislation. _Some grazing fees, for
instance, when appropriated are used by the Department o% Agricul-
ture to protect or improve the range. Some other receipts are
deducted from the expenditures.

Mr. Corris. Are they reflected in the budgets so that Congress can
see the revenues? . )

Mr. Bruxpace. Yes. We can indicate just how it is treated in
the budget. That is another pro;ect I have under way, to try to get
an amendment of some of these laws so that certain receipts can go
into revolving funds. In some cases where repayments are mutfe,
such as the ﬁura] Electrificational Administration, repayments go
into general revenues, while the loans are charged against the appro-

riation.

P Well, I think they ought to be uniformly treated, and I think if
we_are going to charge the loan as an expenditure we ought to get
a credit against expenditures for the repayments.

Mr. Curris. That was the next question I was going to ask. Don’t
you think it would be well if we have some general policies in regard
to how we treat all fees and charges?

Mr. Bronpace. 1 do.
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Mr. Curris. I think it is of particular importance to the Ways and
Means Committee, because in essence this is another method of rais-
ing revenue. It becomes important from that angle. I would appre-
ciate further information on that specific point.

The Criaikyaxn. Can you supply that for the record ¢

Mr. BruxpaGE. Yes, f can.

The Cuamxaax. Without objection, it will be included in the record.

(The information is as follows:)

All fees and other recelpts of the Government, including those from user
charges, are reflected in the budget so that Congress can see the amounts
involved.

The general rule on the disposition of collections is enunciated in title 381,
United States Code, part 484 which provides that ‘““fhe gross amount of all
moneys recelved from whatever sources for the use of the Unlted States ®* * *
shall be paid by the officer or agent receiving same into the Treasury, at as
early a day as practicable, without any abatement or deduction on account of
salary, fces, costs, charges, expenses, or claim of any description whatever.”
Under this provision most user charges go into the general revenue and are
available there for appropriation as Congress sces fit.

In contrast Congress has specifically provided for earmarking collections
from user charges in a number of individual cases. There are four methods
of handling the earmarked collections, depeuding upon the circumstances:

(a) Where a major business-type operation is involved, the collections are
credited to a public enterprise (revolving) fund which is avallable to carry
on the cycle of operations concerned ;

(%) Where the collections are Incldental to the main activities of the bureaun
or agency concerned, the law is sometimes written to perinit the collections to
be treated as reimbursements to a general fund appropriation;

(¢) Where the law creates a trust arrungement or where the advance pay-
ments are received for special services to be used only for the cost thereof or
for refunds, the payments are accounted for in a trust fund; and

(d) Where the user charges are shared with the States and counties, set
aside for purposes not involving a cycle of operations or earmarked for par-
ticular purposes subject to annual action by Congress, they are accounted for
in a separate special fund.

In general, from the viewpoint of budgetury control, it appears best to avoid
the earmarking of collections from user charges, except for those cases where
an entire program can reasonably be expected to be self-sustaining. However,
there are a number of special circumstances that make earmarking appropriate
in individual cases. As a part of lts regular operatlons the Bureau of the
Budget Is examining a number of cases where user charges are concerned, and
when consldered appropriate will recommmend legislative action to change the
present treatment of such revenues, as lllustrated in the case of the Rural
Electrification Administration mentioned above.

Mr. Corris. Now, I am going to ask another question very briefly.
In most of the services, you have discussed the costs involved. And
yet last year I remember the Post Office Departinent came in asking
for about a 5 percent increase in the number of employees, und at
the same time they were claiming that they had an incresse in produc-
tivity of several percentage pomts. .

I do not remember the figures, but I recall it was around 10 per-
cent. The increase in mail handled wasonly 3 percent. .

Well now, where are we getting if we do not reflect productivity
in the size of our operations? How could anyone justify an increase
of 5 percent in numbers of persons when your increase of the volume
wus only 8 percent ? . .

At th}; same time we put in all of these so-called labor-saving op-
erations so that we could claim a productivity increase.
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Mr. Broxpace. There was an increase in employees, the number of
employees, Mr. Curtis, but I believe it was not quite as high as the
incrense in the volume of the service.

Mr. Coris. I know those fignres well, because I took the matter up
on the floor of the House.

Mr. Bresvace. I am going to ask the Doputy Director hero who
was the Deputy Postinaster General until 6 months ago.

Mr. Conmis. I don’t want to get into the details of that, other than
to illustrate some of these points. I vemember the figures fairly
woll, because I raised them at the time this matter came on the floor
of the House and called atiention to what seemed to me a very basic
inconsistency. The explunation offered was that we were shifting
employment into suburban areas and out of other areas. But still
in my judgment it did not work out.

Now, the second point I wunted to call attention to is on page 3,
whers you say the budget provides $1.1 billion for proposed pay
adjustment of both military and civilian personnel. Now, I presume
the military at any rate would agree to {ollowing the recommenda-
tions of the Cordiner report. That report, however, said that this
was going to be a saving, because we would save it in the tuirmover
or cutting down on the turnover of the persounel we had.

Now, all of these savings somehow or other seem to result in
increased expenditures but we never see the savings coming forth.

Now, wlhen do you reflect the s:n'in? that we can anticipate from
changing these policies so that we will save on the turnover?

Mr. Brexpace, Well, the Cordiner report indicated that they ex-
pected that the first yvear or 1wo would have to be an increase.  But
they anticipate that there will be very substantial savings over the
next 5 years, und greater over the next 10 years. I had quite an
argument with Mr. Cordiner, whom I know very well, and when I
expressed a litUe skepticisin he said, “I haven’s begun to indicate
the real amount of savings. We are going to save $5 billion a year
in 5 yeawrs.” And he is exceedingly enthusiastic and exceedingly
convinced of the rightness of his ideas.

As a matter of fact, I think it is sound, and I agree with you it is
awfully hard to identify savings but still I don’t think that is any
reason why we should not go ahead with sound plans.

Mr. Curtis. I happen to be very strongly of the belief that he has
put his finger on something very important, and he will produce sav-
mgs. But it won’t produce savings if we operate like we did with
the Post Office last year so that when you do have an increase in pro-
ductivity you come in and ask for more people.

If we do manage to cut down the turnover of the employees in the
military, and the Federal establishments and save money, if you go
alhead and keep on spending more and keep all of the people and
maintain the rest of the personnel system, it is costing money and you
are not going to get anywhere. That is the only reason I wanted to
emphasize it. It is always the increases that we see, and somehow
we forget about the savings and they never do materialize. I suggest
that probably it brings about the operation of Parkinson’s law.

Mr. Broxpack. Ihave had a great deal of amusement out of Parkin-
son’s law, and I distribnted copies to all members of the Cabinet. I
think that I ought to give Mr. Stans a chance to make a statement.

The Cuatraran. All right, sir.
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Mr. Sraxs. I would like to reassure Mr. Curtis that the Post Oflice
has displayed a substantial incresse in productivity over the last 5
yeuars. My recollection of the figures is tfmt in 5 years’ time the Post
Offlice mail volume and number of picces has increased about 16 per-
cent, whereas the inerease in employment, in hours of work, is up less
than 4 perceut over that same 5-year period.

Mr. Contis. I can refer you to the committee report and the com-
mittee hearings and the testimony of your own people last year. All
I am referring to is 1 year that I saw, where you flad in increase in
mail of about 8 percent and you were in asking for a 5-percent increaso
in personnel.

Those are just, cold figures.

Mr. Staxs. I would like to reassure you on this, and if you will
permil me to put the figures in the record that will show it, I am very
confident that in each of the last 5 years the increase in hours of em-
ployment has been substantially less percentagewise than the increuse
in volume of mail. I am sure that the Congressman has misunder-
stood some of the figures or the testimony.

Mr. Curris. I will simply refer yon to the testimony and the state-
ments. 1 brought this out in a debate on the floor of the House, and
there was not any contradiction.

I referred this to the Post Office Department Jast year, and no con-
tracdiction was made of it. I am satisfied what I have stated is correct.

The Cramyrax. Would it be ngreeable at this point for Mr. Curtis
to zive you the sources privately of his information?

Mr. Corats. It is in the committee report, Mr. Chairman, of the
Post Office and Civil Service Comnmittee last year, at the time that the
Post, Office request was made.

The Cramax. What T an getting at is: yon want the facts.

Mr. Coruts. If the facts previously supplied were wrong, I want to
know that by all means. . )

The Cirairyax. Let us put them in the record at this point, and
try to reconcile the situation that exists.

(The information is as follows:)

Growth in mail volume and employment, flacal years 1953-57

1953 1054 1955 1936 1057

Mall volume: .
Billions of pleces. ..ce-aemeznemacmm oo rameene s 8.9 52.2 55.2 50. 4 50.1
E Inerease over 1953 ( )or(;mlk).-.én-':‘.) ........................ 25 8.4 10.8 6.0

Smployment (thousands of wan-years): )

lzf?t)}'lnc:\lllritsrs.(.) ........................... 124 ldl'_) 184 140 145
Inereaso over 1933 (percent) 4.9 8.0 12.7 16.4
All other eraployment._.. .- 378 9.3; 9,!; 355
Increase over 1953 (percent). . - —-2.1 —-22 -2 —-0.3
TOtAl.. cuesoemancenmanasmasressmmmccnavases 508 - 512 518 530
Increase over 1953 (percent) —=0.5 0\a 1.4 3.8

4 seal 1057 results with 1036, it will be noted that the 4.67-pereent inercuse in mall volume has
be(e:: 'ﬂféﬁ'ﬁﬁ !\l:lcz';nl nlm incrmsc in total employment of only 2.36 pereent.  Excluding city delivery earriers
(which increased 3.29 percent), the increase in all other emnploymient to handle this 4.67 percent inerease in
volumu of mall was ouly 2 percent.

Source: Annual Report of the Postraaster General for 1657, p. 8.
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Mr. Brunpace. I might just add one point, that this $1.1 billion
of estimated expenditures for the pay adjustments, both military
and civilian personnel, is gross. We are expecting a quite substan-
tial amount of absorption in all of the departments together of over
$300 million of that.

Mr. Curris. Which will be recouped, or it will be absorbed ?

Mr. Bruxpace. It will be absorbed, deducted.

The CHaIRMAN. We appreciate very much your coming to the com-
mittee and the information you have given us.

I had some questions that I wanted to ask of you, but I will refrain
from doing so in view of the fact that we still have one witness to
hear in public hearinﬁs, and because the committee desires to go
ino executive session this afternoon. I.et me just observe, however,
that your stalement that you have given us this morning certainly
pinpoints u number of contingencies that could be added to those
which we were earlier discussing with the Secretary of the Treasury
and that we might face in connection with the debt itself.

Mr. Broxpage. Thank you very much.

.'I;he CaamyaN. Thank you very much, Mr. Brundage, and those
with you.

QOur next witness is our colleague, the Flonorable Wright Patman.

Mr. Patman, we know you quite well and favorably, But for pur-
poses of the record, will you identify yourself by giving your name
and the district you represent in the Congress.

STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF TEXAS

Mr. Paryax. Mr. Chairman, my name is Wright Patman, and I
represent the First Congressional District of ‘Lexas, and I have been
serving in Congress since 1928. I am 2 member of the Joint Eco-
nomic Committee, the Small Business Committee, and the Banking
and Currency Committce.

The Camstkyan. You have been the chairman of committees in
Congress for quite some time, particnlarly the Committee on Small
Business, and you have done a good job as we all recognize.

We are glad to have you with us today. You aré recognized to pro-
ceed in your own way.

Mr. Patyax. I am here to discuss the increase in the debt limit.
I amn tempted to commment on what Mr. Brundage, the Director of
the Budget, has said, but I shall not do so in view of the hour. I feel
it would be an imposition on the committee.

I will say only that Mr. Brunduge dug up a lot of snakes to kill, and
I doubt very much that he will be able to kill those snakes during this
session of Congress.

"This resolution, H. R. 9955 by Chairman Mills to raise the debt limit
by $5 billion is the matter I desire to discuss. Naturally, I do not be-
lieve any member would oppose an increase in the national debt if it is
needed for national defense. If this committee, in its wisdom, sees
fit to increase the national debt, I have a condition which I hope that
you will place upon the authorization.

Secretary Anderson mentioned that we have a law now which per-
mits the Secretary of the T'reasury to sell securities in an amount up to
$5 billion, directly to the Federal Reserve banks. If that were done
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in this case, it would save the Government, it is estimated, about $163
million a year.

The condition that I would like to ask the committee to consider, in
the event this raise is granted, is that you make the requirement that
this $5 billion be sold girectly to the Iederal Reserve System.

In other words, this is the language:

All Federal debt in excess of $275 billlon must be in securities held by the
Federal Reserve System on direct purchase from the Treusury.

In addition to saving a large amount of money, this will cure situa-
tions that have been complained about by the Secretury of the Treas-
u1¥ and many people in business, banking, and finance.

Vhile Secretary Anderson is appearing before this committee in
support of the resolution to raise the debt limit by $5 billion, he also
has a letter filed with the Banking and Currency Committee asking
for continuance of the authority in the Federal Reserve Act whereby
the Federal Reserve System can purchase up to $3 billion of securities
from the Treasury. This authority has been extended every 2 years,
and there has never been any opposition to it.

Up until 1935, there was no limit of $5 billion and the authority was
without a time limit. Since 1942 it has been $5 billion, and the time
limit has been 2 years, but the authority has always been extended
each 2 years. .

Now, in the letter that Secretary Anderson wrote to the Bankin
and Currency Committee asking that this authority be extended,
submit, he gives reasons in support of the argument that I am making
now which 1s that you should attach a condition to this increase of $5
billion to the national debt.

I will quote from a letter signed by Robert Anderson, Secretary of
the Treasury, dated January 3, 1958:

YWe recommend that the temporary authority be extended an additional 2
years. The dlrect purchase authority is of important assistance to the Treasury
fn smoothing out the effect of short-run peaks in Treusury cash receipts and
disbursements so that the disturbing effect of thelr flow through the banking
system may be held to a minimum. Also, if the Treasury did not have the au-
thority, it would be necessary to maintaln larger cash balances than is now the
case. The authority is only used oceasionally, primarily lmmediately preceding
periods of heavy tax payments. However, it is an essentlal fiscal mechanism in
avolding unnecessary strains on the money market at such times, aud in han-

dling the distribution and utilizatlon of Treasury cash balances and holding
them to a minimum. Any borrowing under the authority is, of course, subject

to the statutory debt limit.
Th?e:o is nttiched a table showing the holdings of the Federal Reserve banks

under the direct purchasing authority from 1942 to the present time.

Now, then, in connection with Mr. Anderson’s statement to the press
when he announced he was going to ask for this increase in the debt
limit, he was quoted in last Tuesday’s Washington Evening Star as
follows:

k to manage the debt of the great proportions that we have, we
ou‘::t“;g i(.za-e the ablligt‘;' to use the best and most efliclent mechanisms that
we can, and some consideration has to be given to a sufliclent flexibility that
will un'ow us a capacity to do as good a job as we can in the managcement of

the debt.

I suggest that the purpose for which he is asking for an increase in
the debt ceiling is the same purpose that he has given in his letter to
the Banking and Currency Committee asking that the Federal Re-
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serve purchase authority be extended another 2 years from June 30,
1958.

Mr. Burgess testified the year before last in support of extending
the Federal Reserve purchase authority. My, Burgess was, of course,
Undersecretary of the Treasury under Mr. Humphrey. I will quote
liere what he said : .

The primary purpose of thig direct borrowing authority bas been to help
the Treasury and the Federal Reserve System work together in minimizing the
disturbing effects on the economuy of short-run peuks in Treasury cash receipis
und disbursements, particularly around the time of quarterly income tax pay-
meuts.

Short-run movements of funds are large and preclse estimates of their day-
to-day pattern are often difficult. 'T'his direct borrowing authority is o useful
mechunism for ihe Treasury and the Federal Reserve und its use avoids un-
necessary struins on the money market on a number of ovcaslons.

That is the reason for this $5 billion authority.

Mr. Eperuarrer. Was that testimony before our committee?

Mr, Pararan. It was before the Banking and Currency Committee
on February 29, 1956, nearly 2 years ago. That was when the question
of renewal of this §5 billion authority wns up. Every 2 years it is
up, and we always have a short heariug, but no objection to it.

Now, in the same hearing there was the testimony of the Ilonorable
William McChesney Martin, Jr., Chairman of the Board of Gov-
ernors of the Federal Reserve System, who also endorsed the bill for
the continuance of this $3 billion authority. Mr. Martin described
the purpose of this authority as follows:

This s an operaling convenicnce under which the borrowing is always of a
strietly temporary nuture and occurs primarlly in tax payment periods. The
authority has made it possible around such times for the I'reasury to bridge
temporury gaps between the Treasury’s payment needs and its tax reeceipts,
and in this way to stmooth out some of the uneven flows of funds through the
banking systemn and the money market that would otherwlise result from the
Treasury’s operations.

Avoidanee through this method of Treasury borrowing of the sharp strains
on the banking system that would otherwise arise from the sudden strains on
the Treasury accounts with banks is equally as helpful to the Federal Reserve
in carrying out its pavullel responsibilities in the field of monetary and eredit
policy as it 1s to the Treasury In adwmlinistering its fiscal responsibilites ef-
fectively.

So, as o the Federal Reserve purchase authority, we have the en-
dorsement of uot only two Secretaries of the 'reasury, but we have
the endorsement of the Federal Reserve.

Now this point is unmistakably elear: The purpose for which
Secretary Anderson has explained he needs the 5 billion increase
in the debt ceiling is exactly the sume purpose which has been repeat-
edly given for the Federal Reserve purchase authority. The purpose
is to absorb temporary increases in the Federal debt which are needed
beenuse of seasonal and other mechanical factors affecting the flow of
revenues into the ‘I'reasury. .And the seusonal factors have been
demonstrated.

If you will turn to one of the charts that Secretary Anderson has
presented, chart 5, you will find that every year there is a deficit at
a certain period of the year and a surplus at another period of the
year. So the object of this $5 billion is to smooth that out.

It is for these reasons, then, that I ask the committee to consider
attaching to the $5 billion increase in tho debt ceiling a requirement
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that, if and when any part or all of this authority is used, it will be
nsed by selling securities directly to the Federal Reserve System under
the authority now provided for this purpose in the Federal Reserve
Act. None of this latter authority is in use at the moment, so the full
$5 billion is now available. Direct purchase by the Federal Reserve
System is best suited for handling the problems which the Seeretary
has described as making necessary this $5 billion increase in the debt
ceiling, and it will save the Government about $163 million a year in
interest charges.

That concludes my recommendation for specific action at this time.
Mr. Chairman, but, if T may, 1 would like to ofler several general
suggestions which I think the committee might consider at some
future time.

I personally feel, Mr. Chairman, that this committee should give
serious consid)emtion to setting up a policy of debt retirement that is
more satisfactory than at present. We should have a scale of set-
asides that would apply at different levels of prosperity—say with a
minimum of 214 percent in periods of general prosperity. This debt
retirement budget ecan then be included as a part of the general
budget, und Congress should then stay in session each year until we
balance the general budget.

Wo must have debt retirement. There is all kinds of clamor for
more and more debt. It is piling on the American people all of the
Lime.

There are no plans for retirement of debts. You very seldom hear
anything said about retirement of debts. Debts should be retired.

Ve ought to pay them off, and, if necessary, go into debt again, but
we should have a definite plan for the retirement of our nationnl debt.
Weshould not let it go up this way.

Now, there are 2 or 8 other suggestions, Mr. Chairman, that I would
like to add. There are other ways to save. We have a fine Federal
Reserve banking system.  We have a fine commercial banking systen.
It is great because it is operating in a capitalistic economy, the kind
we all agree that we should have. It is the best, in the wovld.

It is not perfect, but there is nothing wrong with the Federal Re-
serve that a couple of good amendments would not cure. It is the
same way with the commercial banking system. It is as good as any
system on earth. e want to encourage it.

Now, the IFederal Reserve System has been used in the past, not so
much by the Government, but by others. We are fortunate that we
have the Federal Reserve Banking System. It is subject to the orders
of Congress. It is an agency of Congress. It 1s a servant of
Congress.

Of course, all of its assets and all of its powers and privileges are
subject to the call and the will of the Congress of the United States.
No one questions that. The Federal Reserve System can be used now
to a better advantage than it has ever been used 1n the past.

The Government owns the Iederal Reserve System. It owns it
entirely—lock, stock, and barrel. I know there is sentiment around
over the country saying, “Well, the banks own the Federal Reserve
System.”

}Of course the banks do not own the Federal Reserve System. Over
the years I have interrogated Mr. Eccles, and Mr. Martin and differ-
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ent people about it, and I think that Mr. Martin has finally come u
with an appropriate and correct phrase that explains it. When
ask him now about the ownership of the Federal Reserve System, he
always says that the banks have a “nonproprietary interest” in the
Federal Reserve System.

That is correct. It is a nonproprietary interest, and no other. The
Government owns it and should use it. Now is the time to use it. So
in the future when these securities come up for issuance, in addition
to this $3 billion we have been discussing today, the Treasury should
be asked by this committee to consider offering these securities first to
the people. Encourage individuals to buy and encourage corpora-
tions and partnerships and insurance companies to buy them.

But sny, “After you have sold, Mr. Secretary of the Treusury, all
of the securities you can to people who have the money to pay for
them, then instead of selling them to the coinmercial banks that create
the money to buy them, sell them to the Federal Reserve.” When the
commercial banks buy Government securities, they create the money
for this purpose, on the credit of the Nation, and then collect interest
from the Government,

"The Treasury could sell them to the Federal Reserve and pay the
same rate of interest, but the money will flow back over into the
Treasury.

Last year the Federal Reserve had earnings uggregating approxi-
mately $600 million. And $542 million of that money ﬂ%we(i) over
into the Treasury at the end of December 1957.

In that way we would pay the interest, but it would come back to
the benefit of the taxpayers.

"There are other ways of saving money. I shall briefly discuss one,
since Mr. Anderson mentioned it, and it is almost a challenge to me.
He suid he wants to keep on deposit with the commercial banks and
the Federal Reserve banks an average of $3.5 million a year. Three
million dollars of this will be in deposits with the private commercial
banks. This is accordmi to the way the Treasury is now operating.

Now, I like Secretary Anderson, and I think he is a great man.
do not think President Eisenhower could have selected a better man
to be Secretary of the Treasury. But I think he is clearly wrong
about that. Why should he keep idle an unused $3 million in the
banks of this country? Do we owe them that obligation ¢

We have been keeping from $3 billion to $6 billion in the banks at
all times, and I do not think it is justified, because it has been costing
the people from $120 million to $240 million a year. The people pay
their money for these bonds, and then the money is put in the banks
and kept there idle and unused. Official records disclose, and I have
the oflicial records here, that for the last 8 months of last year we aver-
aged $4 billion in the banks at all times.

Now, I do not object to paying the banks for their services. Ifthey
do nn{ service, let us pay them forit. But let us not just keep billions
of dollars on deposit with the banks, receiving no interest on the
money while the people are paying a high interest on it. That would
save at least another $150 million a year.

This morning when Secretary Anderson mentioned this matter of
deposits, I sent out and got the New York Times. The New York
Times and the New York Herald Tribune are two papers, I know—
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possibly there are others—which every Friday issue a New York
Clearing House statement. This shows the amount of Government
deposits in the banks in the New York Clearing ITouse Association.

here are certain banks that keep over $100 million, almost invari-
ably, of Government money that the Government receives nothing for,
that the people are puying interest on. That just does not seem right
to me.

This morning’s statement is lower, I will admit. Secretary Ander-
son said it is lower than it has been for a long time. It is so low that
1 New York bank that normally has $150 million had only $72 million
last night. Another one has $43 million. Another one has $36 mil-
lion, and so forth.

Al] over the country the Treasury normally keeps from $3 billion to
$6 billion in the banks.

Now, remember, gentlemen, these deposits in the private banks are
not within the reach of the checkbook of the Treasury. The Treasurly
does not give checks on these banks. The Treasury cannot pay bills
i)_y checking on these accounts, the Treasury writes checks only on the

Yederal Reserve banks. So another operation is necessurg before that
money can be used by the Government. It has got to be brought into
a Federal Reserve Bank before it is possible for the Treasury to use it.
So why should we keep idle and unused $3 billion in banks away from
the reach of the Treasury? It just does not make sense, common,
book, or horse.

I am not trying to undermine the banks. I like the banks, and I
want them compensated for everything they do. I want a profitable
commercial bnnﬁin r system, the kind that makes our country stronger.
I am all for that. But things like this just don’t make sense.

The banks get pretty good support from the Government in other
ways. The banks benefit by over $100 million every year from Gov-
ernment funds for the cost of clearing their checks and things like
that. In other words, the Government is paying for their private
business.

Now, $100 million a year ought to be enough without giving them
the use of $3 billion to $6 billion of Federal funds at all times without
interest payments. I hope I am not unreasonable about this, and I
hope you gentlemen .will consider this along with these questions of
the public debt and other monetary and fiscal matters.

I want to thank Xou very much, Mr. Chairmuan, and may I be
allowed to extend and revise my remarks?

The Caaxryan. Without objection, you may extend and revise your
remarks. Mpr. Patman, we appreciate very much your coming to the
committes this morning, and the information that you have given to
the committee.

Mr. Ikard will in&uire. .

Mr. Ixarp. Mr. Chairman, I have no questions. I want to com-

pliment my distinguished colleague from Texas, who is recognized
as one of the authorities on fiscal and monetary affairs, for a very fine
and interesting statement, which I know the committee found to be
very informative.

The Craryan. Mr. Eberharter will inquire.

Mr. Eseruarter. I echo the sentiments expressed by Mr. Ikard,
but I also want to ask you one question. Is it your contention, Mr.
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Patman, that, if the Congress were to adopt your recommendation for
amending H. R. 9955, the Treasury would have the authority to bor-
row $10 lf')illion?

Mr. Pataan, No; $5 billion. This comes under the Natiotial Debt
Act, too. To the extent they use this increase, I want it to be
used through this authority of 3 billion from the Federal Reserve.

The Cuamyan. The point is that the $5 billion referred to in the
amendment you suggested to this committee is contained within the
overall limit of the debt, whatever that may be.

Mr. Pararax. Yes, and it is tailor made to fit this case. That is, the
$5 billion asked for by the Treasury and $5 billion allowed under this
authority, and it would save the Government $163 million.

Mr, Kroou, May I join in commending our very distinguished and
capable colleague for his statement here today.

The Cuamaan. Mr. Patman, we again thank you, and this brings
to & conclusion our public hearing on the bills before us this morning.
The comunittee will adjourn, to reconvene at 2 o’clock in executive
session.

(Whercupon, at 1:15 p. m., the commitiee recessed, to reconvene in
executive session al 2 p. m. the same date.)

O
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