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THE UNDER SECRETARY OF THE TREASURY

WASHINGTON

January 27, 1941

Dear Marriner:

In accordance with the Secretary's telephone conversation
this morning, I am transmitting herewith four copies of the
first draft of his proposed statement before the Ways and Means
Committee on Wednesday on H, R, 2653. As we will be working on
this this evening, I should appreciate it if you could let me

<:: have any suggestions or comments you care to make on it before
four o'clock.

Sincerely yours,

oy yy

Under Secretary of the Treasury

Honorable Marriner S. Eccles,

Chairman,

Board of Governors of the
Federal Reserve System,

Washington, D. C.
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When 1 firet appesred before you last spring at the time the
revenus bill of 1940 was under eonsideration, the liational Defense
program then before Congress was less than $4,000,000,000. I told
you that on the dasis of that progras the bslance of the Yorrowing
authority under the general debt limitation of $45,000,000,000 would
bs completely exhausted and the working bdalance of the Treasury would
be dangerously depleted early in the ecalender year 1941, In view of
this situstion, Congress provided in $he first Revenus iot of 1940
for the issusnce of not more than %,000,000,000 of short-tern
obligations to raise funds to finance the Hational lefense expenditures.
The same Act provided additional taxes, most of which were intended to
be used M_ rotire within five years any defense obligntions issued under
this authority. As I reported to you, the provisions of the bill then

pending befors your Comnittes were sufficient to meet the situation as

it existed at that time.

The bslance’ of(hn;uu suthority on Jamuary 1, 1541, wae
%
$8X7,000,000 under the general limitation, and $2,764,000,000 under the

Eational Uefense limitation. These combined balences provide the
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Treasury with Yorrowing authority sufficient only for the next three
months. I am therefore appesring befors you today in support of

He Be _ .+ which provides for the oulhsun of the partition in
the dedt limit, ratees the dedt limit to $65,000,000,000, provides
grester Tlaxibility in our financing operations, and provides that the
income from all future issues of Government securities, doth direst
and indireet, be subject to all Federal tares.

Becaure of rapid changes in world conditions, our contesplated
Hntional Defense program, according to the 1942 Budget just submitted,
has now besa inerensed until 1t aggresates spproximstely 328, 500,000,000
in appropriations, contract suthorizstions, and recommendntions. The
artinnted qn-u\-n/ progrems included in this Sudget will result in
conbined deficite for the fiscal yeara 1941 and 1942 of more than
#15,000,000,000. In view of this enlarged program, I do not dslieve that
it would be advisable to undertake to finance 1t through the issuance
of short-tern sscurities and their retirement out of esrmaried taxes
within a specified period as contemplated in the firet Revenue Aet of

1940, Horsover, short-term escuritiss wuld for the most part be
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purchased by banks resulting in a further inflation of deposite. It iw
highly desirabdle to aveid such inflation se much as possible and to wsome
extont this can be accomplished by issuing long-term obligations attractive
to permanent iavestors outside of the banking system. It seems closr,
therefors, that the provisions of law authorizing the lssuance of
$%,000,000,000 of short-term public debt obligations and their retire-
nent within five yesrs out of earmarked taxes should be repealed. The
deficit figures just given also elearly indicate that the general dedt
iimitation of #45,000,000,000 munt bYe increased. It would sppear
advisable to inerease this limit to sn smount sufficient to enable the
Troasury %o meet all of its financing requirements for the next two fiseal
years ending June 30, 1942, 1 believe that the amount fixed in the M1l
Safore you ie ample for this purpose.

This brings me to another matter of vital importance in comnection
with the financing of the Naticonal Defense program, and thet ias the tax
exemption features of the debt obligations issued bty the Pederal Govern-
ment and its agencies. I told you leat year that if 1% were within my
power, 1 would iesue Nationsl Defense series obligetions subject to all
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Federal taxes. The discretionary suthority of the Treasury to issue
Mtlu sudject to all Federal taxes ie confined to Treasury notes
with & maturity of from one %o five years. Az %o all other types of
Government securities, the law itself definitely fixes the exemptions
from Saxation and thers is no discretionary sathority in any executive
office of the Government to vary thess sxemptions,

Ordinarily, the Treasury would have raised in Decembar 1940 a
substantisl amount of addisional eash and it would have carried out
its usual program of refunding, three monthe in advance, the odligations
aggregsting $1,220,000,000 that mature on March 15, 19%1. The money market
at that time afforded the Treasury an excellent opportunity to refund the
large maturities and raise the additional ecash needed largely through the
sale of long-term bYonds. However, santicipating that the Congress would
consider the guestion of taxr exemptions in this session, it seemed to me
highly desirable that the Treasury make no further offers of long-temm
tax-sxempt securities until the Congress had had an ovportunity te consider
the question again in the light of the mge defense financing progras

before us. 11 decided, therefore, to defer our refunding program and to
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neet our imsediate cash regquirements through the sale of short-temm
notes, the income from which is subject to all Federal tsxes, in
order to give this Congresn an opportunity to consider the question of
eliminating tax-exemptions from ¥ederal securities. I conferred with
some members of Both the Ways and Veans Committee of the Fouse and the
Finance Committes of the Senate and explained to them what I had in nind
and that in taking these stepe it war my hope that Congress would prompily
enact legislation which would provide that the income from all future
fissuen of securities of the Faderal Covernment or any of its sgencies
be sade subject to all Federsl taves. I bellieve that the program
explained to them met with their hearty approval. [ am sure thie
Comnittes aprrecistes the importance of prompt action in thie connection
#o that the Treasury can take steps to refund the largs Harch 15 maturities
in advance of that date.

Section 2 of B, M. ____ amends seotion 21 of the Second liderty
Bond Aet, as asendad, so a» %0 limit the face amount of pubdblic dedbt

obligations issusd under the suthority of that Aet to an amount not to
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sxceed in the aggregate $065,000,000,000 outstaniing at any one time.
This amendment as written will repeal section 21(b) of that Act which
suthorizes the issusnce of #,000,000,000 face amount of National
Defense notes, As previously explained, this inecreased limitation will
smply cover the Treasury's prosent anticipsted financing requirements
for the current and ensuing fiscal years.

Section § mmends section 22 of the Second Liberty Bond Act so as
to broaden the suthority under shich United Btates Savings Bonds are
femued, in order, first, that the Treasury may issue such bYonde with
maturities up to twenty years; second, that it may issue Treasury
savings certificates with maturities up to ten years, and, thisd, to
give the Secretary control over the amount of new issues of Savings
Bonde and of certificstes which may be held at any one time by any one
person. In addition, this ssction would suthorize the Secretary to
issue stamps or provide other means to evidence payments for Savings
Bonds and savings certificates, and to provide for the exchange of

savings cartificates for Zavings Sonds. This would permit the Secretary
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of the Treasury to carry on & progran somewhat similar %o the war
suvings and Treasury savinge certificstes programs during the Yorld ar,
prograss which provided means for popular participation in the financing
of that Var through saving ssall ssounts, and at the sane time were very
effective in raising substantiasl msounte of funds directly from the
investing pudlic. Thers is ample evidence of a real desire on the part
of the American people to do their part and the Tressury is most anxious
to reach any individual who deeires to invest hie savings, however small,
with the Government for the purpose of helping to finance the defense
prograx. In this comnection, the Traasury intends to offer Government
securities of a character which should facilitate and encoursge thrift
and savings. It io my hope that a substantial part of the defense progran
for which wa have to borrow funds can de financed out of the real savings
of the pecple.

The present lew fizes the maxisum of Savings Bonds which an individual
nay scquire in any one year at $10,000 facl smount. Thers is no suthority
in the Treasury to increass or decrease this amount to meet changing

conditions. This section proposss to give the %ecretary of the Treasury
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the authority to fix the amounte which may be held By any person at any
ons time. I Pelieve that such flaxibility ie most desiradle.

Seation 4 of the proposed b1l provides that all obligations fesued
after ite offective date By the Treasury or any agency or instrumentality
of the nited States, shall, as %o both prinecipal and intersst or other
galn, %= subject to 2ll Saxes now or hersafter imposed by the United
States. Az you know, every administration for the past twenty years hae
recomsended the complete elimimstion of tav-eyempt securities. The 11
now bafors you proposes that the nited “tates Government actuslly take
the first step to oliminste this undesivable feature fyom our finaneing
by providing thet all future Government securitiee, whether issued Wy
the Treasury under the authority of the Second Liderty Bond Aet, or by any
corperation, instrumentzlity, or other agency of the United Ttates under
suthority of any other act of Congrese, shall be subject to all Faderal
taxes. m«m.un.mnmummunwnrm
income taxes on income from that source and thus help fimance the present

H¥ational Defense or any future program of the Federal Covermment,
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Section § of the propowed Bill terminates certain obsolete authority
to issue dedbt obligations which the Treasury does not need and which,
therefore, might as well bYe repesled and eliminated from the atatute
books. The debt limitation fixed by Section 21, as amended by this Bill,
will then be all inclusive. It aleo repeals section 301 of Title III
of the firet Revenue Act of 1940, which sets up a special fund to consist
of sarmarked taxes for the retirement of amy obligstions issusd undar
the National Defense debt limitation of $4,000,000,000. As previously
pointed out, thies section constitutes an undesirabdle restriction on publie
dedt financing at a time shen the greatest freedom of action is essential.
I urge 1ts eliminstion.

Section 6 contains the usual saving clause to protect the rights of
the holders of any obligations now outstanding and alresdy issued under
the sutherity of the lawe affascted by thie bill.

1 am sure the members of this Committes appreciats that 1t will
soon be mm#or the Treasury to raise additionsl funds for i{te

own account and aleo for the Heconstruction Fimance Corporation to meest

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



.m-
expendi tures under the enlarged National Defense program now under way
and that prompt paseage of this messure will greatly facilitate the

handling of our problens.

draft -l-25-N41
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