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Honorable John Wesley Snyder, Secretary of the Treasury, was born
in Jonesboro, Arkansas, on 21 June 18%6, He attended Vanderbilt niver-
sity until shortly before entering the Army in May 1917, He received
honorary degrees of LL.D. from Ouachita College, George Washinglon
University, and the University of Arkansas, He attended Officers!
Training School and was commissioned a second lieutenant in the Field
Artillery. He served with distinction in France and was discharged as
a captaine After ten years in commercial banking, he entered the Federal
service, aiding in liquidation of insolvent banks. Upon completion of
the major part of the program of the Defense Plant Corporation, which
he assisted in organizing, lr. Snyder was awarded the Medal of Merit in
1947 for exceptionally meritorious conduct., Following the termination
of World War II, he was engaged in helping husiness to meet the financilal
demands of reconversion, For almost a year prior to his present appoint-
ment, he served as director of the Office of War Mobilization and Recon-
version. Since 25 June 1944 he has been Secretary of the Treasury, In
addition to his dutiés as Secretary of the Treasury, Mr. Snyder acts as
Chairman of the National Advisory Council on International lonetary and
Financial Problems, is the U, S. Governor for the International Monetary
Fund, and the U. S. Govermor for the International Bank for Reconstruction
and Development. Fe is a member of the Advisory Board of the Export-
Import Bank of Washington and serves as a gember on a variety of boards
dealing with national and international fimancial activitiese
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THE ROLE OF THE TREASURY IN WAR FINANCE

A Decémber 1950

- GENERAL VANAMAN: Gentlemen, over 100 years ago Clausewitz pointed
out, that a shooting war is only one phase in the life-and-death struggle
between great nations. We are not in a total shooting World War ITI
 today; but we are, at this very moment--and have been for a few years
past~-in the midst of a great struggle, a struggle for our veéry existence
and our very survival. Our lifeblood is the free-enterprise economic
systems : : ‘ '

A guardian and profound student of that gystem is honoring us today,
He will discuss with us, "The Role of the Treasury in War Finance." I
express to you, Mr. Secretary, a warm and very hearty welcome to the
- Industrial College of the Armed Forces,

Gentlemen, the Secretary of the Treasury, the Honorable John W,
Snydere » o '

MR. SNYDER: General Vanaman, gentlement With your permission,
General, today I am going to approach the subject of financing a war
endeavor and military effort in a little different fashion. I would
like to give you a sort of backdrop against which to enact. our little
drama this morning. Having given you that backdrop, if the members of
this group, General, would like to ask specific questions that would
more clearly bring out points of interest here, I think that we can do
this rather complex and extensive job much more effectively, "If that
is. agreeable, we will approach it in that fashions '

In the troubled international situation of today, one fact of supreme
importance stands out. It is the great vitality and power for growth of
the American economy. An economy as rugged and rescurceful a s the American
economy is one weapon which a dictatorship can never produce; because to
do so, a dictatorship would have to abandon autocracy for freedom,

The strategic position which the American gconomy occupies in
international affairs is thus the most significant military and polit-
ical fact in the world today., It is the most significant element in
any program for mobilizing our resources in time of war. Therefore .
public policies in every field of domestic activity--fiscal and otherwisgw=
must be so designed as to strengthen rather than weaken the sinews of our
productive power. The policies must be plamned in such a way as to .avoid
any steps or measures--however well adapted they may seem to a speeific
purpose--which would undermine the ability of the American economy to
meet the tremendous demands which may be made upon it,
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the long records of history, it is comperatively new for military
success to depend to any important extent on the continuing productive
capacities of & nation's economye. During primitive times, when exchange
of goods and services took place largely by barter, the problem of '
mobilizing the defensive powers of the communilty was relatively simples
In those early days, levies for defense and war were always in kinda.
Civilian and military needs were nmerged and the reward for services was
survival--both for the individual and for the group.

Later on, when money grew in imporiance as a means of exchange, it
became common to bulld up treasure chests for the use of the state, When
"danger threatened, these hoards of money and valuables made it possible
to procure needed supplies and services quickly, This practice was
common during Greek and Roman times and even persisted into the Middle
Ages and later. )

Butb it is obvious that treasure chests and direct levies were adequate
only in times when warfare was comparatively inexpensive and armies were
largely sustained by plunder.  The invention of new and complicated
weapons changed conditions of waging war. The ftrus war reserve of the
present day must be ‘a productive capacity capable of conserving the
essential energies of an entire people at the same time that all of the
vast needs of a modern war orvganization are fully and promptly met.

World War I, and to a far greater extent World War II, demonsirated
that effective military operations under conditions of modern mechanized
warfare depend on a vast and continuing flow of supplies from the fac-
tories and mines and farms of the entire Nation. A treasure chsst in
any forme-whether in money, in goods, or in earmarked services—-adding
up to the mndreds of billions of deollars nseded to carry on a modern
war for even a shorit period would be inconceivable., Tt is the unending
flow of new services and new supplies which providss the necessary basis
of victory for a mddern defense force. And in ths industrisl economy
in which we live, whers the output of ‘goods and services is highly
specialized, money exchanges and credit operations are absolutely
egsential to this flow, The complex interchange of goods and services
which makes up the production potential of the Nation depends at every
stage on the smooth functioning of the monetary and finanecial system.

The importance of these facts is made strikingly clear by the present
position of the United States as the leader and strongest partner among
the nations enlisted in the cause of freedom, The aggressor nations are
setting out on a world-wide course of domination. In the face of this
challenge, our ability and our determination to preserve our freedoms
will be tested many times. To meet such tests, wherever and in whatever
form they cccur, we must maintain our economic and finencial strength,
This must be the primary guide in solving current fiscal problems as
well as the basic principle of financing a full-scale war, should thatb
ever again be reguired, '
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We must ask ourselves how this goal of maintaining the strength of
our ecoriomy can be translated into a specific program of war financing,
Our past-experience and the strategio‘position of the American economy
indicate two supreme guicding principles, '

Mirst, we must pay for current expenditures out of current‘incomes
to the greatest extent conzistent with meintaining the well=-being of
the Nation, Second, we must implement this program in guch a way as to
make full use of the free institutions, the incdentives 4o individual
effort, and the inventive genius which built the American economy,

* I belisve that every American citizen has become clearly aware
during the past decade of the desirability of a pay=-as~you~go policy
~with respect to the Federal finances, This is an important rule of
national economic health, Furthermore, in'times of heavily mounting
military expenditures, such as +the present, a substantial part of both
business and personal incomes must bo diverted from the spending strean
if we are to keep inflationary forces in check, "Excessive, price rises
not only endanger our currsnt ability to produce, they‘seriously.
jeopardize our capacity fOr‘maximvm‘productionc' The first step in a
successful war-financing program, therefore, must be a revenue system
capable of drawing off the largest possible amount of currently accruing
funds which may prudently be withdrawn From the total availablie for -
civilian spending. '

While this objective is vital to the maintenance of our productive
strength, we must nevertheless recognize that it is impossiblo_in fact
to cover all the expenditures of a full-scale military effort through
taxation of current incomes, S :

Should there be a new world war--and we fervently hope there won't
be~=then the necessity of devoting all of our resources to defense will
unquestionably be stronger than ever befere., But no matter how great
the Necessity, the full total of personal and business funds in 8xcess
of those needed to pay for avajlable civilian goods cannot he levied
upon by taxation, A revenue System which tried to do this would cause
great injustices and inequities, and could endanger our economic health,

In the case of individuals, living standards are different and are
diffiecult o adjust quickly, thus too severe texes would result in
withdrawals from savings rather %han roductions in spending.  In the
buoiness world, individual enterprises must show a profit in order to
exXlste The Yery high rate of wartipe taxation, while it could be borne
by some, would drive other concerns out of business and thus defeat the

aim of fostering meximum output, Consequently, in a system of free business

enterprise such as ours, there is no alternative in-war‘financing'other
than g combination of taxing and borrowing. . o

m o - - . . ) ‘- .
. The sgcceosful blending of. war taxation measures and war Dorrowing
Programs in such g way s to make the most effective contribution to

3
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the productive'power,of'tha Nation is one of the most aif ficult and

most important problems on the domestic front during & wale Wie must
bring to it all of our mature judgment, our resourcefulness, and our
store of experience if we are Yo find a solution which is best calculated
+o advance the war effort and at the same time provide the foundations
for a strong postwar peacetime economye

 In approaching this problem, there are many 1essons which can be
drawvn from the experiences of World War IL. I should like to take a
few moments to discuss some of those which seem to me to have the mos?t
direct bearing on the new basks which we shall have to face if we are
once more called upon to mobilize our economy for an all-out efforts

As we look back over the £ive momentous years of 1941 to 1945,
several factors stand out in bold relisfe '

Tt is apparent, to begin with, that our spectacular wartinme achieve-
ments in the field of science and technology were made possible by an
environment particularly,favorabl@ to the development of inventive and
productive gemius. Our young people, more than in any other country in
the world, are encouraged %o think for themselves. They are encouraged
to try out new ideas and to work with others in putting these ideas into
practice. When the crisis came, it was this environment--so encouraging
4o bold and rapid action~-which proved to be one of our most precious
warbime assets. :

Tn addition to the ilnventiveness and resourcefulness which was SO
important an element in our wartime strength; another factor of great
significance also had its deep roots in the American tradition. That
is the fact that we achieved a full employment of our resources, both
material and human, with & minimum of reliancc on propaganda, statutory
controls, or penalties, This was an accomplishment which was unmatched
in any other countrye. ‘

We did not need propaganda to convince people of the values of the
American way of living., These belicfs were as natural to Americans as
life itself. The relatively few control measures which we adopted in
the course of swinging the economy into war chiarmels would have been
powerless without a gemiine spirit of cooperation on the part of the
vast majority of our citizense '

The enforcement mechaniem which would have been needed, for example,
if our people generally had been unwilling to accep® the restrictions
of rationing and price control, would have been far beyond even our
ability to supplye. And the same thing nolds true in another field——
that of taxation. Our income tax system~-which proved so flexible and
so enormously productive under the strains of the war--is one of a mere
handful in the world today which rests on voluntary self-assessment and
payment on the part of the individual citizense Without this cooperation

4
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the costs and burdens of enforcement would be next o insurmountabl e
while our tax revenues, in all probability, would be very much less,

In another respect, the incentives of our free-enterprise systen
operated to specd the processes required for converting our peacetime
industries to War purposes. Our inventive genius and our production
know-how were assured a frae £ield of operation, The result was that
new inventions and new products wers constantly being vut at the
disposal of the military services, Tn addition, production schedules
and quantity goals were outdistanced time and again,

We can see now that all these motivations acted together to mut our
great production machine into high gear and +o keep it there until
victory was assured. Cur production achievements wWere not a miracle,
They came about because we. had fall faith in our American way of doing
things and in the institutions which had met the test of our own
experience, It was the decision to use these institutions, rather than
going counter to them, which was the true source of our wartime strength,

In the area of finance the same lessons were speiled out. Confidence
mmsmﬁnmdmdintMemﬁMﬁof%Mjmwmmmmm in our currency and in
our bonds, in the banking s¥stem, and in our financial institutions
generally, . This was an achievement which was absolutely essential to
the stupendous output of goods ang services needed for war, If this
confidence had been shaken=-if paople had begun to doubt the ability
of our financial systen to function effectively under war conditiongmm
the ‘effscts on our production mechanism wight have been damaged enough
to alter the entire course of the war, ' '

But financial expedients which might have had this result were avoided,
Civilian morale was maintained and our neople willingly accepted an enor—
mous increase in taxation during the war Jears, In 1945 Federal revenue
from all sources wes eight times as high as i% had been in 1940, largely
as a result of greatly increascd income and profits taxes, As you know,
however, the rrquirements of the war still left our civilian population
with a great desal more money after taxes than could be spent at, current
prices on available civilian goods., It was this money which wag the
objective of government borrowing policies, '

L

Our wartime financial programslwere_succeasful in keeping inflationary
tendencies under control and in promoting a smooth flow of goods and
Services inbto war chavnals, They ware successful because of the fact
that the individual citizens of this cownsry were allowed o wide area
of choice in deciding what use they would make of their wartine incomes,
The result wss willing cooperation with the Government in both taxation
and borrowing pPrograms, ' ' ’ 4

’ Today, we are in a new period of world crisis. Ve know that both
~the spiritual faith and the materisl strength of America are on trial,
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" But we know, also, that our ability to meet the new threat to our own
survival and to the peace of “he world is greater than over befores
Despite the upheavals and strains of the past 10 years, our
traditional American institutions and our traditional Americamn system
of competitive enberprise have proved egual to all the demands made on
thems Today, we can build up the .defenses of our country with a national
economy which is more flexible and more Vigorous than it was 10 years ago
or even 5 ysars agls

Fach year since the close of World War II there have been many who
predicted economic disastere There have been many who said that an.
cconomic system which draws 1ts strength from the de isions and actions
of millions of individual citizens was simply notb capable of maintaining
a high level of business activity without serious and prolonged inter-
ruptions. Year after year we wera told that once the backlog of wartime
demand had been fully satisfied, depression was sure to followe

But, as you know, the many adjustments which were necessary. in the
course of reconversion and return to peacebtime conditions of doing
business were accomplished--one after another, with very 1ittle loss
of busiress momentum. We were soon back in stride with the highest
production that the Nation had ever kriown, We ware soon back in the
situation in which individusls were receiving incomes at an annual rate
well above the previous peak, and when virtually the entire labor force
was fully employeds

Moreover, during these five years since the close of World War IT,
Americen industry has moved steadily forward in the groatest investment
program of 1ts history. In this period, private industry has expanded
its plant and equipment by close to 100 billion deollars. This is
considerably more than double the amount expended for increasing the
production pobential of the Nation during the entire period of World
War TI--and during those years, as you know, we built the most efficient
war production machine the world has ever Knowne

Tn these difficult times of unsettled international relations, it
is particularly important=--as I have emphasized--that we remain alert
to any new developmentS'WhiCh hold the threat of impairing our gconomic
strengthe That is why it has been necessary o institute immediate
programs for greatly'increasing our revenues and for restraining credit
on a selective basis, as well as adopting other measures of proven
of fectiveness in holding inflationary tendencies in check, I have every
confidence that our people will give whole-hearted support to these
necessary measures for conserving the economic res5ources of our Nation
in time of dangers '

The achievements of our econany which T have stressed arve well known,
They are so well known as to seem commonplace, and for this very reason
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we are apt to miss their significance, We are apt to think of our
achievements solely in terms of their outward manifestationss our
great industrial potential; our financial system with its tremendous
resiliency and strength; our technical competence,

A1l these things are vital %o our survival as a free nation, But
the central fact which I have tried to emphasize today is that the roots
of our strength are not found in these material things. They are not
found in the area of public policy. They spring from the multitudinous
actions of free individuals--actions which add up to decisions of
tremendous import in the life of the Nation, It is only by utilizing
to the utmost our traditional American institutions and the stimilus
which they provide to individual initiative and individual effort that
we can take full advantage of the one unique weapon of the free worldw-
the productive power of the Awmerican economy, It is only in this way
~that we can exert our full military strength without impairing the
great peacetime objective of our Nation~~-a strong and growing economy
at home, functioning as part of a prosperous -and peaceful world,

Today, I have not. given you a specific blueprint for action, I
have not outlined particular war-financing measures. These must neces-
sarily be worked out according to the circumstances and requirements
of special or particular situations when they arise. Tt is vital,
however, that we clarify ahead of time the broader issues which will

govern our day-to-day actions during a time of crisis,

For this reason, I have emphasized what is to my mind the most
important element in the entire financial picture if we should once
more have to finance a total all~out effort., That element is the
assurance, which I hope I have enabled you to share with me, that in
case of such a supreme emergency the funds needed to pay for maximum
effort on the military and production fronts will be provided, Further-
more, they will be provided without unduly weakening the financial
institutions or the productive power of the American economy, Our
strongest defense against aggression is the understanding and the
willing cooperation of the individual citizens of this country, Ifwe
have the wisdom and the courage to heed the lessons of our own past,
and to build our defense plans with due regard to them, we need have no
fears of our ability to meet the responsibilities which our new position
of world leadership may place upon US=-now or in the future,

Thank youe

. IGENERAL VANAMANS I am going to ask'the first'quéstion, Mr, Secretary,
1 Maye ) . ’

We realize that in order to finance a war it will be necessary to
tgx and to borrow, Now, a large number of our brokerage firms today
will say, "Don't hold on to those bonds, Put Jour money inté common
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stocky it will pay six to seven percent, whereas you are losing money
every day that you hold those bonds." -

Tf there is such a line of thought, how are we going to convince the
people, from whom we wans to borrow this money, that savings bonds are
the best things for them? : ‘

MR. SNYDER: Thank you, Generale That is a most vital question at
this particular time in light of all the free advertising we have had
in some of the financial columms, The tobal debt of the United States
st this time is 257 billion dollars. Of +that amount 58 billion dollars
is in U, S. Savings bonds. A3 to whebher or not those bonds still have
+the confidence of the people of this country, I will mention just one
additional figure. There are today outstanding about 10 billion dollars
more in Us. S. Savings bonds than there wers at the end of the ware. During
the war, U. S. Savings bonds were created for a number of purposes: As
an anti-inflation measure--put your money away and don't try to put it
in the spending stream; to build up something for the future for the
individualy and to help in the war effort. We had all the emotionalism,
patriotism, and that sort of thing back of the selling. The U. S
Treasury Department had around 2,200 paid employees to promote the
selling of those bonds during the wars S

We thought seriously in the Tregasury as to whether or not we should
continue the savings bond program after the cessation of hostilities.
Before making a decision we. first decided that if it was to be continued
1t must be on a strictly thrift basis, We then called in all the invest-
ment units in the country--the banks, insurance companies, building and
loan associations, mutual savings banks--and we sat down and tallted with
them about it. We told them what our program would be if we continued,
Without hesitation we were urged to continue to stay in the savings
bond business. ' ‘ ‘

As a result of the wonderful cooperation of all segments of the
savings community, through voluntary sales effort, the furnishing of
covered wagons, Liberty bells, the giving of dinners and luncheons, the
putting on of these programs~-the Advertising Council alone gave us 40
million dollars of free advertising--and with an actual paid force in
the Treasury of less than 500 today (that has been true for sbout four
years now), we have built up our total of savings bonds to over 10
billion dollars more than they were at the end of World War II.

Now, someone believes in those bonds. The volunteer salesman is
doing it for nothinge He is not being paid a commissione There is.
no incentive for him to sell more. These bonds were sold with no
emotionalism, no patriotism, but simply because it was a good things
Thrift was a good thing . Someone's thrift, after all, furnished the
funds with which to build this great Nation=—-our great steel industry,
our railroads, our oilj; someone's thrift did that. The people furnished
the funds. ‘
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. We get down now to where you are the holder of some of those
Securities, In ‘the first place, close to 50 percent of the total
outstanding "E" bonds—-34 billion dollars of total savings bonds—-

‘1s in bonds of $100 or lesse Think of that! Fifth percent of that
total is in bonds of $100 or less,  Will you té11 me what a man with
$18.75 or $37,50 or $75,00 is going %o do going into the stock market?
Of course, after you have saved up some funds, you are going to be
solicited to reinvest those in better Securities~~they should say "more
hazardous" securities, . o

Our stock market is strong today, Some stocks have maintained a
high level all the way through our ups and downs, But the truth of the
matter is that the man who is saving "E" bonds for thrift purposes has
no business getiting into the stock market, The man who saves "En bonds
'is saving because he wants to be sure that he is going to get his dollars
back when he needs them, I he had put his money savings into A, B, or
C stocks, today he would have a great accrusl of paper profits., If you
were to stop theﬂaverage*man_on‘the street who has U, S. Savings bonds
-and say, "What would you have done with your money if you had not put
it in U, 8. 8avings bonds?", you will find he would have spent it He
wouldn't have g thing in the'world:today»to-show for his savings.-

We have to measure what the piece of merchandise is we are talking
about, It is the same piece of merchandise that is the foundation of
our banking system, our insurance system, our mutual Savings bank system,
our building and loan associationss Tt is the same piece of merchandise
in U, S¢ Savings bonds that it is in all the normal savings operations
of our country, It is only when you assume the powers of crystal. gazing
and try to make an investment for speculative purposes that you are going
to leave the savings bond area for something you hope is going to be a
lucky gamble, : , ' : ;

Most of you perhaps are too young to remember, but an old man like
myself remembers what can happen to stock market investments, Now T an
not taking issue with stock brokers, They have a useful purpose and. I
certainly do want them to stay in business, I am a strong supporter of
the system of orderly markets, such as are maintained by the New York
Stock Market, But we ave talking about two different things, We have
to be sure what we are talking about, That is what I think the brokers
have forgotten when they go out to try to unsell g citizen of the United
States on his holdings of U, S, Savings bonds and then try to get one
to reinvest in some more hazardous,speculative investment,

But the\real thing today-»andvyou gentlemen sitting right here can
have this answer on the end of your tongues, "You, Mre Broker, don't
hesitate to have your Con'ressmanvpass a draft law that will send every
boy of 18 and above, who 15 physically able, out to serve you, to
protect your investments, You, Wr, Broker, are just as entitled to do

your part and help provide the funds to do that job as that boy who is




drafted without his consent to go out to try to.protect the investments

with which you are bidding agaipst‘Uhited States Bonds.®
T think that is your angswele

QUESTIONs: Mr. Secretary, in our reference reading we have read

that at the end of the last war our public debt was said to be around

2m78 or 279 billion dollars. However, we have noted recently--and also
from your own remarks here this morning=--that 1t is down to 257 billion

dollarse

T wonder if you could explain, somehow, the process whereby it came
downn that much? : :

MR. SNYDER: Yes, I will be glad to explaine

At the end of the war mosb of us were anticipating that it would be
several years longer before Treasury expenditures.would decline very -
much, In the Treasury Department, of course, we had kept fully abreast
and kept revenue coming in, and kept borrowing coming in, and new money
coming in so as to be ready bo meet any emergencye Therefore, the sale
of government securities had been pushed right up to December 1945, This
resulted in the Treasury having at that time almost 26 billion dollars
in cash balances, which was an wnusually large amount of funds for a
peacetime operation of the Treasurys .

Now, to show you how out of gear that was with the normal peacetime
requirements, I have been running the Treasury for the last two or three’
years on a cash balance that on Some occasions has been as low as 2s5
to 3 billion dollars. So that gives you an idea of what had happeneds
We suddenly closed off the war which left a backing up of a large cash
balances As soon:as we were agsured that hostilities had definitely
ceased, we immediately used a majority of those funds to retire the

‘debt which was at the peak sbout 280 billion dollarse

In addition to that, in two years (1947 and 1948) we had surplusese
During the first year it was about 750 million dollars, and in the next
nearly 8 billion 400 million dollars. Both of those were applieds S0
that is where the debt really was reduced down to approximately 251
billion dollars at its lowest periode But then when we had the tax-
reduction bill, that removed the revenue a% the wrong time, The debt
has built back up to 257 billion dollars. :

) I? will be interesting to you folks to know, with all the talk that
is going on, that the size of the debt today is about where it was three

years agoe 90 there hasn't been a. great all-out tumble into an inflationar

Cpgration by the Federal Government. I think that is a vitally important
thing because many people in this country are convinced we are just simply
head over heels in debt beyond anything we have ever been before. It
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,isn't.true., Qur total debt, as of this minute, is approximately what
it was three years agos : ’
QUESTIONs ifr, Secretarf, I wonder if Jou would give us your views
as to whether it is 3 healthy thing +o carry such a large public debt,
mﬁifndrﬂatam'mepkmsfM“MGuﬁﬁmﬂemﬁh@mmtafﬂmtdmm?
MR, SNYDERs Well, our definite plan had beén, up until this recent
crisis, to: get the budget in balance and o have g surplus which would
be applied_regularly against the outstanding total of the debt, ’

7 You folks Just stop to think about this: EVery'yoar since 1946 you
have read in the headlines of our newspapers that we were "going 4o the
dogse." In 1946 they were saying, "The war is overs Every time in the
past we have had a period.of readjustment, We can't turn this great
wartime production machine back into a peacetime production machine
without having great dislocations %o our economye" That was preached
from one end of this country to another, - '

In 1947 they said, "Here it is 15 months after the war, of coursge,
we can't go any longer. Welre already beginning to i1l up the backlogSQ,
We'lre beginning to find that there is unsmployment throughout the country,
Different industries are beginning to readjusts" The textile indust Vs
I think, was among the first, There was wemployment in Nevw England and
some other places, OF coursey that was the Signale Tt's on the WaAY o
We're headed for a depressions . But we werentt,

Nineteen: hundred ang forty~eight cames; well, of course, that was to
be the year, We couldn pPossibly continue 4o go alongs ' You never saw
an election year yet that didnt have an economic upsets We just cants
80 on. Here we are two and a. half years after the war, Things are
going to pot, People ara restless because the political situation is
begiming to cateh up with things. oOur markets abroad are beginming +o
slack up. Our war production machinery has been completely demobilized,
Therefore, this ig the year, ‘ :

Well, as you .folks know, 1948 turned out to be a particularly successful
year for our economy-=—and for our politics, tood ' ’

: But,,anyway)~along came 1949, We were making great adjustments in -
our economy., We Just thoughts Well now, we can't get by with all this,

And then in 1950 you know when they began to adjust invenﬁories and

other things,,no'One,believed we were going to pull through, And even

- before Korea we were already on the way back up, Wé.were'surpassing
every day all the peaks of the past. We had an average income paid to
individuals——this was prior 4o Korea~-of over 217 billion doliars per
annum, Think of that, gentlemend Today it is up to 230 billion dollars,
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But before Korea, before the impact of inflationary pressures,. We had
already built back that average income of individuals per annum to 217
billion dollars. ' :

As I told you folks last year, I believe-—it was elther this group
or one over in the War College—-we had 200 billion deollars in saVIngSe
That did not mean your stocks and bonds on the market. It did not mean
the investment in your housee T+ did not mean the cash value of your
insurance policy. It meant cash in the bank, a savings account in the
bank, investment in U. S. Savings bonds or in government bonds. We had
actual cash savings of 200 billion dollarss :

Now, when you measure that against where we were back in the thirties,
you can see that even in spibe of an all~out war, the greatest we have
‘ever known in the history of the world, in four short years we had, by
our dynamic economy, built ourselves into a position of great strength
in spite of the fact that we were trying to help the nations of the ’
world re-establish their own economies .as both 2 humanitarian and an
anti-Cormunistic efforte. ‘

I hdpe that this, in somé measure, will give you the reasons why
we can reasonably hope that we could manage this debt of 257 billion
dollars and progressively reduce it to a more manageable forme

T will remind you that in all this period of readjustment, until
a1l this excitement of the stock market spiraling up, the most stable
market in the United States was the government securities markete I
think that ought to be reassuring to all of use

QUESTION: As I understand your remarks, Mre Secretary, you do notb
believe any change is necessary now in terms of the "E" bonds in order”
to provide an incentive for people to turn their bonds in for nGW'ones,7
or %o invest in additional bonds. :

I wonder if you would comment on the possibility that, if that does

not prove itrue, you might make some modification, possibly to fix a
definite percentage rate per year after a 10~year period, or perhaps

%o provide that the Secretary will establish a certain percentage of
increase based on the increase in the cost of living, provided the
bonds are retained only for taxation purposes and go to. the Collector
of Tnternal Revenue. In that case, they would be allowed a higher

percentages. '

MR. SNYDER: A little over three months ago 1 set up a committee in
the Treasury consisting of Assistant Secretary Craham and Fiscal Secretary
Bartelt to make an exhaustive study of the best approach to our maturing.
savings bond program. The nEN bonds start maturing next year. We will

have about a billion "E" bonds maturing in that year. The following
year approximately 4 billions Then it steps up to where, I think, the
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highest in any‘oné'year~of,ma%urity'will be ‘in the neighborhood of .5
or 6 billion dollars. :

We are undertaking at this time to gét the best approach in handling
those maturities, The item problem is tremendous, that is, just handling
those back and fort ° : ' ' ~

We must remember there is one thing.that is necessary to keep in the
mind of the publics If the people want their money, the dollars are
available to then upon maturity, - They can cash their bonds if they want
to. That must stay paramount in'their'thought if we are to. maintain the
highest standing of our credite : .

And yet, on the other hand, we know that many of the people who own
those securities wonld like to continue in the ornership of them; that
is being given consideration, as to what is the best mechanical process
of leaving those bonds in the‘hands of the present holders andg giving
them the benefit of the income inereasae on the interest in the future,
Incidentally, the question of interest rates is also being given very
careful consideration,

But there is one thing we must a11 remember: If you are ‘operating
8 business, if you are aggressive and want your business to Succeed,
and you want to put it on g sourld basis, you are not going to pay any

funds that you use to operate that business than is absolutely,necessary
in order to maintain the health of your business,

That is the problem that faces the Secretary of the Treasury, T
cammot in all good faith pay one-eighth of one percent more interest on
government borrowing than I must and at the same time maintain the
stability of our economy. I would not want, under any‘circumstances,
to starve the money market, But when Jou look at the earning rate of.
all the lenders of money today you will find there ig o money market
being Starved because of the present rate of interest being paig by the
Government, S0 far, we have been able to maintain g very high respect
for the integrity of the government Security market, ‘

.

~In spite of all the excitement we have had in the papers about this,
that, and the other, the Federal Reserve System still holdg only a - '
relatively small amount of the government Securities——about 2 billion
more than it held Over a year ago, That certainly is evidence that the
people who are the holders of government securitieg are holding on 4o
them; they are evidently satisfied with the earning rate because other-
wise, with the free open market, in the Federal Reserve for their Securities
they would be unloading them, That has not been the case, ’
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However, getting back to your question; we hope within a relatively
short while to announce exactly what the refunding progranm will be and
what the terms of that refunding will be. -

I might tell you oune thing more about savings bonds right now. We
are nobt having any all-out sales program this fall, but we are having
stimulation of the Payroll Savings Plan. I will give you one example
%o show you it is alive and awake and is not a diminishing procesSes

The Carnegie Tllinois Steel Corporation last June had 18,000
participations in the Payroll Savings Plan, That meant 18 percent
of the employees of that great industry were jpvesting regularly out
of deductions from their pay +oll in U. S. Savings bonds. Today, after
an intensive drive has been in operatilon for a few weeks, they have
over 80 percent participations That shows people are still interested.
That was all voluntary. There was only one Treasury man in that whole
programs The corporation believed in it and put their men to work on.
it, labor believed in it and put their men to work on.ite As a result,
in a few weeks time we have built up the participation of one industry
from 18 percent to 80 percent todays ' '

QUESTION: Mr., Secretary, Wwe have had several speakers here who
have suggested that the excess-profits tax was something bad in itself
because it penalizes expanding businesses. 1 am curious to know why
we cannot, or whether we have tried to, incorporate a provision in this
tax we are considering that would avoid penalizing expanding businesses?

VR. SNYDER: Excess-profits tax is a misnomer, in the first place.
But we are confronted today with the necessity of raising additional
revenue. One of the first places we ought to look for a part of that
increased revenue is to those abnormal profits which have been generated
by the impact of the Korean situations We have seen corporate profits
mount  tremendously since Junee It is evident that something brought
that about and without doubt it was the price spiral immediately suc- -
ceeding the beginning of the Korean incident. That is the first place,
it seems to me, we should give sttention in connection with the raising
of revenues

Yow, how do we do it? Tn peacetime I am strongly in favor of an
orthodox tax program on corporate profits, In wartime the entire Scene
shifts., Bub as you gentlemen well know, in a war movement the tactical
gsituabion changes hourlys That is the same way in the financial picture,
We shift from one condition %o another, We have to think in new termss
Therefore, when we tried to approach the problem of how to go at these
abnormal profits and at the same time not upset the man who had been
making normal profits on his business, we had to devise some sort of
gadget such as the corporate profits approache
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~ However, having still nursed the scars and wounds of the previous
excesS-pfofits,tax, the Treasury Department went to work to try to find
Some way of modifying the World War IT excess-profits tax structure s0
as to make it less onerous cn business, to reduce the hardship cases
and to remove the necessity for relief applications, In World War-IT
we had over 54,000 applications for relief because of hardship in the
application of the_exoess—profits tax on the profits of corporations,

‘The Congress has issued a directive to come back and pass an €XCessSm

profits tax, We wanted to be helpful +o Congress, so we made some sug-
gestions, We suggested that instead of the $10,000 exemption of corperate
profits that there should be a minimum credit of $25,000, That move alone
removed from exposure to excess~profits tax three~quarters of the corpo-
rations of the United States, We have a few over 400,000 profit-making
corporations operating in this country. That would remove about 300,000
frOm.the‘necessity of paying an eXcess-profits tax, That, of course,
was a big step forward because it Was. in.that area that most of the
hardship cases came Upe 3 ' ‘

-~ Then, as a base, instead of selecting a four-ysar period, as 1936
to 1939 was in World War -II, we suggested this approachs:s Take the
Period 1946 to 1949, inclusive, pick out the best three years of that
period, average those and that, less 2% Percent, would be your base,
Now that permitted s company to thraw out a bad year, if they had
experienced one, If it had a very bad year, then it did not average
that into the‘base for figuring the excess-profits tax,

Those two devices cone nearér answering your question than any of
the rest, There are numerous specific items that are under consideration
for Specific, unusual cases, such as types of industry- that have had
different levels of earnings, and things of that sort., Those are more
specific items, ‘But, in general, those two approaches will come nearer.
to ironing out those inequities to which you referred than any other,

QUEST ION: Mr, Secretary, would ybu,care to comment on the Ebderal
sales tax?

MR. SNYDER: Well, that has been approached and broached and guggested
ever since I have been in Washington, That has been a good many years,
I have been down here, back and forth, ever since 1939. I have never
yet seen a Congress that even got within flame distance of g sales tax,
- They just seem 1o have an allergy to all the reasonableness we may think
*is inherent in a sales tax, They invariably refuse to talk about it
because they say it is shifting the burden of taxation +o the little man,
We' cannot even open that up for discussion except to mention it and then
have a rally of protests from all the committees, So, if we want to stay
on good terms with the committee we must steer away from that,
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QUESTIONs Getting away from the subject of individual borrowing
over to the subject of individual taxation, T suppose there is quite
a bit of room for changes in the income tox to make it stiffer for
individuals and also to increase and. broaden the scope somewhat, Bub
is consideration being given also to other types of personal taxes like
perhaps the excess-profits tax, or the imposition of a surtax on'what
the individuals spend in order to try to get them to increase their
savingse '

MR, SNYDER: The present tax bill that is being considersd on the
House floor today--hearings will start in the Senate Finance Committee
meeting in a few minutes, 28 soon &% T get up there~=is to round oub
the tax program for the calendar year 1950, In January or February,
no doubt, we will have to make another study of the program bacause as
you know the President sent up a request for an additional 18 billion
dollars for the defense program for fiscal year 1951: We know that with
thé events today in Korea and -in the other parts of the world we are
facing a pretty stiff defense programe Therefore, we are.going to have
to face it realistically. In order to do the job, as I suggested in my
presentation, to the greatest oxtent vossible out of current revenue
without paralyzing our economy, I think it will be necessary to come
up the first of the year in the new Congress with another revenue bill
which will approach all types of dincomes. This present bill is simply
to round out and make more unbaianced the corporate and individual ’
income taxation for this present year. A broader look will, of necessity,
nave to be taken when the new Congress convenes the first of the yeare

CENERAL VANAMAN: Mr. Secretary, the college is greatly indebted
to you for taking your time this morning to discuss this very important
problem with use I thank you very much, sir,

MR. SNYDFR: Before leaving, I just want to give you a little il=-
lustration. You know, an i1lustration so many times helps to keep a
principle in mind, '

T want to caubion you against overdeveloping rumors and gossip. A
man came home the other night unexpectedly and found his wife entertaining
a strange man at dinner. He was shocked for a moment and just stood there.
Before he had & chance to say a word she jumped up and said, "It'1ll be
just like you, you big old gossip, to spread this all over towne!

(13 Feb 1951—-650)8.




