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Dr .  W. Rando lph  B u r g e s s ,  U n d e r  S e c r e t a r y  of the T r e a s u r y  was  
b o r n  in  Newpor t ,  R. I . ,  on 7 May  1889. He t o o k A .  B.  a n d M .  A. de -  
g r e e s  at B r o w n  U n i v e r s i t y  in  1912 and the P h . D .  at  C o l u m b i a  in  1920. 
He ho lds  an h o n o r a r y  LL° D. f r o m  B r o w n  U n i v e r s i t y  a w a r d e d  in  1937. 
D r .  B u r g e s s  was  wi th  the  F e d e r a l  R e s e r v e  B a n k  of New Y o r k  f r o m  
1920 to 1938, s e r v i n g  as  Vice  P r e s i d e n t ,  1936-38.  He s e r v e d  as  Vice  
C h a i r m a n  of the  N a t i o n a l  C i ty  B a n k  of New York ,  1938-48,  and  b e c a m e  
C h a i r m a n  of the E x e c u t i v e  C o m m i t t e e ,  9 M a r c h  1948. Dr .  B u r g e s s  
was  appo in t ed  C h a i r m a n  of the B o a r d  of D i r e c t o r s  of the C i t y  B a n k  
F a r m e r s  T r u s t  C ompany ,  10 M a r c h  1948. He was  appo in t ed  Depu ty  
to the S e c r e t a r y  of the T r e a s u r y  21 J a n u a r y  1953 and U n d e r  S e c r e t a r y  
in  Augus t  1954. He was  P r e s i d e n t  of the  A m e r i c a n  B a n k e r s  A s s o c i a -  
t i on  in  1944-45.  The p u b l i c a t i o n s  of Dr .  B u r g e s s  inc lude  " T r e n d s  of 
School  C o s t s ,  " 1920; " T h e  R e s e r v e  Banks  and  the M o n e y  M a r k e t , "  
1927, r e v i s e d  1936 and  1946; and E d i t o r :  " I n t e r p r e t a t i o n s  of F e d e r a l  
R e s e r v e  PoLicy in  the S p e e c h e s  and W r i t i n g s  of B e n j a m i n  S t r o n g , "  
1930. Th i s  i s  h i s  f i r s t  l e c t u r e  at  the I n d u s t r i a l  C o l l e g e .  
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G E N E R A L  H O L L I S :  G e n t l e m e n :  I t  i s  a p r i v i l e g e  to  p r e s e n t  to  
y o u  o u r  s p e a k e r  of  t h i s  m o r n i n g .  T h e  o ld  c l i c h e  t h a t  t he  job  s h o u l d  
s e e k  t h e  m a n  i s  w e l l  b o r n e  ou t  b y  h i s  l i f e  a n d  h i s  e x p e r i e n c e ,  l i e  i s  
p r o f e s s i o n a l l y  f i r s t  i n  t h e  m o n e y  m a r k e t  of  t h e  U n i t e d  S t a t e s .  You  
h a v e  r e a d  in  h i s  b i b l i o g r a p h y  of  h i s  l o n g  a s s o c i a t i o n  w i t h  t he  F e d e r a l  
R e s e r v e  B a n k  of  N e w  Y o r k ,  w i t h  t h e  N a t i o n a l  C i t y  B a n k ,  t h a t  g r e a t  
f i n a n c i a l  i n s t i t u t i o n  of  N e w  Y o r k  C i t y ,  and  w i t h  t h e  C i t y  B a n k  F a r m e r s  
T r u s t  C o m p a n y .  

He  h a s  w r i t t e n  w i d e l y  on  t h e  s u b j e c t  of m o n e y  m a n a g e m e n t  a n d  
l e c t u r e s  f r e q u e n t l y ,  a s  he  i s  in  m u c h  d e m a n d  a s  a s p e a k e r .  

We  a r e  v e r y  f o r t u n a t e  to  h a v e  a s  o u r  s p e a k e r  t h i s  m o r n i n g  t h e  
U n d e r  S e c r e t a r y  o f  t h e  T r e a s u r y ,  H o n o r a b l e  W. R a n d o l p h  B u r g e s s .  

S E C R E T A R Y  B U R G E S S :  G e n e r a l  HolMs a n d  G e n t l e m e n :  I a m  
g l a d  y o u  d i d  no t  a l l  c o m e  in  u n i f o r m .  I t  w o u l d  h a v e  b e e n  a l i t t l e  o v e r -  
p o w e r i n g .  I r e m e m b e r  y e a r s  a g o  s p e a k i n g  at  A n n a p o l i s ,  a n d  in  l o o k -  
i n g  ou t  t h e  w i n d o w  I s a w  the  w h o l e  s t u d e n t  b o d y  m a r c h i n g  t o w a r d  m e - -  
a v e r y  f e a r  i n s p i r i n g  s p e c t a c l e .  

I a m  g l a d  of  t h i s  o p p o r t u n i t y  b e c a u s e  i t  c a r r i e s  m y  m e m o r y  b a c k  
a b i t .  I a m  o l d  e n o u g h  to  b e  j u s t i f i e d  in  r e m i n i s c i n g ,  I g u e s s .  I r e -  
m e m b e r  v e r y  w e l l  w h e n  t h e  I n d u s t r i a l  C o l l e g e  w a s  f o u n d e d  in  1 924. 
I w a s  s t i l l  a r e s e r v e  o f f i c e r  f r o m  W o r l d  W a r  I a n d  w a s  d o i n g  t o u r s  of  
d u t y  n o w  a n d  a g a i n  in  t h a t  g e n e r a l  a r e a .  

T h i s  c a r r i e s  m e  b a c k  a l s o  to  a n  e x p e r i e n c e  in  W o r l d  W a r  I, w h e n  
I w a s  a s s o c i a t e d  w i t h  L e o n a r d  A y r e s  i n  t h e  S t a t i s t i c s  B r a n c h  of  t h e  
G e n e r a l  S t a f f  of  t h e  A r m y ;  a n d  of  c o u r s e  t h e r e  o u r  b u s i n e s s  w a s  to  r e -  
c o r d  p a r t i c u l a r l y  t h e  i n d u s t r i a l  a c h i e v e m e n t s  o f  p r o d u c t i o n  a n d  t h a t  
s o r t  of  t h i n g ,  a n d  we  r a n  o v e r  i n t o  t he  a i r  p o c k e t s  i n  t h e  A r m e d  F o r c e s  
on  m a t t e r s  o f  i n d u s t r i a l  a n d  e c o n o m i c  i n f o r m a t i o n .  T h e  o f f i c e r s ,  f o r  
e x a m p l e ,  w h o  w e r e  a s s i g n e d  to  u s  i n  t h e  S t a t i s t i c s  B r a n c h  of  t h e  G e n -  
e r a l  S ta f f ,  w e r e  c o m p l e t e l y  b e w i l d e r e d  w i t h  t h e  k i n d  of  i n f o r m a t i o n  
t h e y  r a n  u p  a g a i n s t  w h e n  t h e y  w e r e  f a c e d  w i t h  a w a r  in  w h i c h  t h e  i n -  
d u s t r i a l  p h a s e  w a s  s o  v e r y  m u c h  a p a r t  o f  t he  t h i n g .  Ou t  o f  t h a t  



e x p e r i e n c e  t h e r e  was m a d e  p e r f e c t l y  c l e a r  the n e e d  for  m a n y  o f f i c e r s  
in the  A r m e d  F o r c e s  who w e r e  i n f o r m e d  on e c o n o m i c  m a t t e r s  and on 
i n d u s t r i a l  t r e n d s ,  so that  t h e y  would  u n d e r s t a n d  the  l anguage .  

The  p r o g r e s s  that  has b e e n  m a d e  s i n c e  that  t i m e  is e n o r m o u s ,  
and I th ink  it c l e a r l y  paid  off in Wor ld  War  II and wi l l  pay off in the 
fu tu re ,  b e c a u s e  it has  to pay  off; b e c a u s e  the k ind  of war  we would  
have  to f ight  in the fu tu re ,  and the d e g r e e  of p r e p a r a t i o n  for  wa r  so  
tha t  it would  be a p r e v e n t i v e  one ,  c e r t a i n l y  depends  on e c o n o m i c  and  
i n d u s t r i a l  i n f o r m  a t ion .  

So, in p r e p a r a t i o n  for  th is  t a lk  th is  m o r n i n g ,  I have  b e e n  r e v i e w -  
ing in m y  m i n d  s o m e  of t h e s e  p r e v i o u s  e x p e r i e n c e s  on the p r i c e  of 
war ,  t h ink ing  in t e r m s  of the m o n e y  s i t u a t i o n  and the  e c o n o m i c  s i t u a -  
t ion .  When  I was r e v i e w i n g ,  fo r  e x a m p l e ,  I pu l l ed  out a book tha t  I 
h e l p e d  to w r i t e ,  and I pu l l ed  out of that  book a s p e e c h  by B e n j a m i n  
St rong,  at that  t i m e  the G o v e r n o r  of  the F e d e r a l  R e s e r v e  Bank  of  
New York .  

His s p e e c h  was b e f o r e  the War  Co l l ege  and m a y  have  b e e n  in th is  
v e r y  r o o m .  

If you want  to p ick  up a c h a p t e r  which  d i s c u s s e s  tha t  whole  q u e s -  
t ion  of the  f i nanc ing  of war  and its e c o n o m i c  e f f e c t s ,  it  is in  tha t  s p e e c h  
by B e n j a m i n  S t rong .  It is in a l i t t l e  book which  I ed i t ed ,  c a l l e d  " I n t e r -  
p r e t a t i o n s  of F e d e r a l  R e s e r v e  P o l i c y  in the S p e e c h e s  and  W r i t i n g s  of 
B e n j a m i n  S t rong .  " 

T h e r e  is ,  of c o u r s e ,  a wide  l i t e r a t u r e  on th is  s u b j e c t  of the e c o -  
n o m i c  and m o n e t a r y  e f f ec t s  of war  and of the p r e p a r a t i o n  for  war ,  and  
the p r i c e  of s e c u r i t y .  I thought  th is  m o r n i n g ,  as a way  of bo i l i ng  it 
down and ge t t ing  a d r a m a t i c  focus  on it,  I would  b r i n g  h e r e  a few c h a r t s  
which  dea l  with the s u b j e c t ,  and which  m a y  s t i m u l a t e  your  q u e s t i o n s ,  
b e c a u s e  I do not hope that  in the few m i n u t e s  which  I have  tha t  I can  
r e a l l y  c o v e r  it .  

I wi l l  jus t  o p e n  it up ( c h a r t  1, page  3) and let  your  m i n d s  w o r k  
at  it, and s e e  if I can  he lp  you th ink  about  i t .  

Now, I le f t  that  f i r s t  c h a r t  open  s t a n d i n g  t h e r e  so that  it would  hi t  
you in the  e y e s  when  you a r r i v e d  on the s c e n e  of ac t ion ,  b e c a u s e  tha t  
is a g r a p h i c  way of showing  the p r i c e  of w a r - - t h e  p r i c e  of s e c u r i t y .  
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You wi l l  s ee  that  the c h a r t  r u n s  fo r  s o m e t h i n g  l ike  150 y e a r s  and 
shows  what  h a p p e n e d  to w h o l e s a l e  c o m m o d i t y  p r i c e s  in the U n i t e d  
S ta t e s  o v e r  a p e r i o d  of f o u r  m a j o r  w a r s .  

Th i s  goes  b a c k  to 1810, and the W a r  of 1812 i s  c l e a r l y  r e f l e c t e d  
in th is  r i s e  of p r i c e s  and in  the drop  a f t e r  the w a r .  

The  M e x i c a n  W a r  did not m a k e  m u c h  of a dent  in it .  

T h e n  the C i v i l  W a r  c a m e  a long,  and t h e r e  was  a doub l ing  of c o m -  
m o d i t y  p r i c e s ,  and aga in  p r i c e s  c a m e  b a c k  a f t e r  the w a r  to a l o w e r  
f i g u r e .  

The  Span i sh  A m e r i c a n  W a r  had  v e r y  l i t t l e  e f fec t .  I s u p p o s e  th i s  
l i t t l e  r i s e  h e r e  ( ind ica t ing)  r e f l e c t s  tha t  w a r - -  1898. 

T h e n  we had  a g r a d u a l  r i s e  in p r i c e s  d u r i n g  the  e a r l y  p a r t  of the  
c e n t u r y ,  un t i l  we hit  W o r l d  W a r  I. P r i c e s  s t a r t e d  up e v e n  b e f o r e  we 
e n t e r e d  the w a r .  In fac t ,  the b i g g e r  p a r t  of tha t  r i s e  was  b e f o r e  we 
e n t e r e d .  T h e r e  a g a i n  p r i c e s  doub led  and then  c a m e  b a c k  a g a i n  in  the 
p e r i o d  of the t w e n t i e s ,  wh ich ,  by w a y  of p a s s i n g ,  was  one of the g r e a t  
p r o s p e r i t i e s  the n a t i o n  has  e v e r  s e e n .  P r i c e s  w e r e  f a i r l y  s t a b l e  fo r  
a wh i l e ,  and t hen  d ipped  down in the d e p r e s s i o n  a l m o s t  to the l e v e l  
b e f o r e  W o r l d  W a r  I. 

T h e n  we hi t  p a r t i a l  r e c o v e r y  f r o m  the d e p r e s s i o n ,  and  t hen  W o r l d  
W a r  II, w h i c h  c a r r i e d  p r i c e s  a g a i n  to s o m e t h i n g  l ike  double  t h e i r  p r e -  
w a r  f i g u r e .  

Now, the i n t e r e s t i n g  th ing  about  th i s  is  tha t  p r i c e s  have  not  c o m e  
down aga in .  T h e y  have  s t a y e d  up t h e r e .  Now, you c a n  s p e c u l a t e  on 
tha t  a l l  you  want .  Of c o u r s e  one r e a s o n  i s  tha t  we w e r e  jus t  s t a r t i n g  
to d e m o b i l i z e  f r o m  W o r l d  W a r  II when  we found we had  a n o t h e r  on o u r  
h a n d s ,  the  co ld  w a r ,  in h e r e  ( ind ica t ing)  w h i c h  m e a n t  r e a r m a m e n t  and  
v e r y  h e a v y  m i l i t a r y  spend ing ,  and a c o n t i n u a t i o n  of budge t  d e f i c i t s .  

So, in t e r m s  of the e c o n o m y  of the c o u n t r y ,  tha t  is  a g r a p h i c  way  
of s h o w i n g  the p r i c e  of s e c u r i t y .  You a l l  know, wi thou t  m y  ou t l i n ing  
it, what  the e f fec t  of tha t  s o r t  of th ing  is on the e c o n o m y .  When you 
have  p r i c e  r i s e s  of that  s o r t ,  peop le  on f ixed  i n c o m e - - t h e  p e n s i o n e r s ,  
the s c h o o l  t e a c h e r s ,  peop le  w h o s e  i n c o m e  does  not  r i s e  v e r y  f a s t - - a r e  
a l l  s u b j e c t e d  to v e r y  s e r i o u s  t r o u b l e s ;  w h e r e a s  the s p e c u l a t o r ,  the  
wage  e a r n e r  who can  put p r e s s u r e s  on, t e n d s  to b e n e f i t  and push  h is  
i n c o m e  up e v e n  f a s t e r  than  the p r i c e  l e v e l  i t s e l f .  

4 



In fact ,  t h r o u g h  t h e s e  p e r i o d s  the f a r m e r s  have  done e x t r e m e l y  
we l l .  T h e s e  p e r i o d s  a f t e r  the w a r  a re  when  the f a r m e r  does  not do 
so  wel l .  When we th ink  about  the  f a r m e r  today,  we have  to r e m e m b e r  
what  he has  had.  His was  an e x t r e m e l y  p r o s p e r o u s  p o s i t i o n  d u r i n g  
the  war ,  wi th  a l i t t l e  dec l i ne  a f t e r  that .  

So p r i c e  c h a n g e s  a f fec t  an e n o r m o u s  n u m b e r  of p e o p l e  in  m a n y  
ways .  I am i n t e r e s t e d  in a couple  of c o l l e g e s ,  and you know what  th is  
does  to t h e m ,  b e c a u s e  t h e i r  endowed  funds do not  i n c r e a s e - - t h e  i n c o m e  
f r o m  the e n d o w e d  funds does  not i n c r e a s e ;  the s p e n d i n g  budge t  e n l a r g e s ;  
t h e i r  e x p e n s e s  go up; they  have  to pay  t e a c h e r s  a l i t t l e  bi t  m o r e  to ho ld  
on to t h e m .  

In a thousand ways the cost of war is shown here. Of course in 
this country we have been mighty lucky. This performance of ours is 
far better than the performance in most other countries. You have, of 
course, the tremendous inflations in France, in Germany, and even in 
England, which did perhaps next as well as we did; but in most countries 
inflation was a great disorganizing factor, the thing that took the bottom 
out from the economy. Many of those countries have not recovered yet. 
However, in Europe they are now back well ahead of prewar and getting 
their feet pretty solidly under them. 

Now, le t  us  go b a c k  to th is  and a n a l y z e  what  you do about  it .  Of 
c o u r s e  in the  m i d s t  of wa r  you t r y  to ho ld  down t h e s e  w h o l e s a l e  p r i c e s  
by  p r i c e  c o n t r o l s  of one s o r t  o r  a n o t h e r - - p r i c e  and  wage  c o n t r o l s - -  
s l ap  t h e m  on as  fas t  as you can.  U s u a l l y  you a r e  too s low.  I th ink  
one th ing  th is  shows  is  that  we n e v e r  had  m u c h  luck  wi th  that  in  ou r  
e x p e r i e n c e .  Tha t  is  the  e x p e r i e n c e  of m o s t  c o u n t r i e s .  

You can  t r y  to f o r c e ,  to c o m p e l ,  p r i c e s  to s t ay  put, but  t h e y  don ' t ,  
in  one way o r  a n o t h e r .  If you have  p r e t t y  r i g i d  p r i c e  f ixing,  wage  f ix ing,  
and  r a t i on ing ,  it i s  a pa l l i a t i ve ,  but  it does  not go to the roo t  of the  
d i f f icul ty .  

The  r e a l  p r o b l e m  goes  b a c k  to the  b a s i c  e c o n o m i c  c o n d i t i o n s  tha t  
p r e s s  on t h e s e  p r i c e s  and m o v e  t h e m .  

Now, if  we can  have  th i s  f i r s t  c h a r t  s l i p p e d  down, we wi l l  go b a c k  
in to  the  c a u s e s  of th i s  th ing  and t r y  to ana lyze  t h e m  a l i t t l e  b i t .  

C h a r t  2, page  6. - - H e r e  is  the r e a l l y  gui l ty  pa r ty .  It i s  the  c h a n g e s  
in the publ ic  debt  that  b r i n g  about  the  t r o u b l e .  The  publ ic  debt  of c o u r s e  
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i s  a s h o r t h a n d  t e r m  f o r  wha t  goes  on. What  h a p p e n s  in  t i m e  of w a r  is  
that  a c o u n t r y  s p e n d s  m o r e  than  it r e c e i v e s  in t a x e s ,  and  the  r e s u l t  is  
tha t  the  b a l a n c e  h a s  to be m a d e  up by  one f o r m  o r  a n o t h e r  of debt ,  
w h i c h  is  apt  to be  the  e q u i v a l e n t  of p r i n t i n g  m o n e y .  When  you don ' t  
c o l l e c t  e n o u g h  t a x e s  to pay  y o u r  b i l l s ,  wha t  do you do? 

The  old s Q v e r e i g n  u s e d  to c l ip  the co in .  A l i t t l e  l a t e r  than  tha t  
he u s e d  to p r i n t  m o r e  p a p e r  m o n e y .  T h e y  s t i l l  do tha t  in  m a n y  c o u n -  
t r i e s .  We h a v e  a m o d e r n  and i m p r o v e d  d e v i c e , f o r  doing that .  We do 
it  b y  b a n k  c r e d i t ,  b y  s e l l i n g  G o v e r n m e n t  s e c u r i t i e s  to the  b a n k s ,  and  
b y  b a c k i n g  t h e m  up wi th  the c e n t r a l  b a n k i n g  s y s t e m ,  the F e d e r a l  R e -  
s e r v e ,  pu t t i ng  out  m o n e y  to b a n k s  to e n a b l e  t h e m  to b u y  G o v e r n m e n t  
s e c u r i t i e s .  

H e r e  is  the  gu i l t y  p a r t y - - t h e  debt .  Th i s  is  what  you  have  to d e a l  
wi th  f u n d a m e n t a l l y  if you a r e  go ing  to f ace  the s i t ua t i on .  Of c o u r s e ,  
the  f i r s t  t h ing  you t r y  to do in t i m e  of w a r  in th i s  a r e a  is  to tax  m o r e ,  
to t r y  to b r i n g  y o u r  t a x e s  up to a poin t  w h e r e  t h e y  w i l l  c a r r y  the  l a r g -  
e s t  p a r t  of the  w a r  c o s t s .  

Now, tha t  was  not  a l w a y s  the  t h e o r y .  B a c k  in the  W a r  of 1812, 
S e c r e t a r y  G a l l a t i n ,  one of o u r  a b l e s t  S e c r e t a r i e s  of the T r e a s u r y ,  
w h o s e  s t a t u e  s i t s  in  f r o n t  of the T r e a s u r y  B u i l d i n g  on P e n n s y l v a n i a  
A v e n u e ,  d e v e l o p e d  the t h e o r y  tha t  tha t  w a r  was  go ing  to be  j u s t  a l t t t l e  
w a r ,  one of t h o s e  l i t t l e  jobs ,  and t h e y  c o u l d  pay  fo r  i t  by  b o r r o w i n g  
m o n e y ,  w h i c h  wou ld  not  d i s t u r b  the c o u n t r y ' s  e c o n o m y  as  m u c h  as  
l e v y i n g  t a x e s  would .  T h e y  p r e t t y  soon  got in to  t r o u b l e  in  t r y i n g  to s e l l  
b o n d s .  It  w a s  d i f f i cu l t  to do so;  the p e o p l e  w e r e  s k e p t i c a l  of the  c r e d i t  
of the c o u n t r y ;  and  i n t e r e s t  r a t e s  wen t  up to 6, 7, o r  8 p e r c e n t .  

In  the  C i v i l  W a r  we had  a m i x e d  up po l i cy .  The  S e c r e t a r y  of the 
T r e a s u r y  at tha t  t i m e  did not  l ike  to put on the  b r a k e s  v e r y  h a r d  and 
t h e y  did  not s t a r t  c o l l e c t i n g  t a x e s  soon  enough .  T h e y  did not  ge t  t h e m  
r o l l i n g ;  not  u n t i l  t h e y  had  b e e n  a t  w a r  2 - 1 / 2  o r  3 y e a r s .  

We l e a r n e d  s o m e t h i n g  f r o m  that  l e s s o n  and in W o r l d  W a r  I we  did 
i n c r e a s e  t a x e s  wi th  g r e a t  r a p i d i t y .  F o r t u n a t e l y ,  we had  ju s t  i n t r o d u c e d  
in to  the t ax  s y s t e m  the i n c o m e  tax, w h i c h  has  b e c o m e  a m o r e  and  m o r e  
p r o g r e s s i v e  t ax  on i n c o m e s ,  as  s o m e  of you g e n t l e m e n  r e c o g n i z e ,  and  
a v e h i c l e  f o r  r a i s i n g  a lot  of m o n e y .  

The  i n c o m e  tax  a l s o  was  s u p p l e m e n t e d  b y  v a r i o u s  f o r m s  of e x c i s e  
t a x e s .  Of c o u r s e  t h e r e  a r e  p r o b l e m s  in ge t t i ng  the t a x e s  up.  You 



don ' t  wan t  to d e s t r o y  y o u r  e c o n o m y  in  the p r o c e s s ,  b e c a u s e  you de -  
pend  on tha t  e c o n o m y  to c a r r y  you a long  t h r o u g h  the  w a r ,  so  you  m u s t  
not  r e m o v e  the i n c e n t i v e  fo r  w o r k i n g  that  e x t r a  h o u r  o r  two on the  p a r t  
of the  w o r k e r  o r  the  i n c e n t i v e  f o r  the b u i s n e s s m a n  to put on fu l l  s t e a m .  
He i s  m o v e d  d e e p l y  by  p a t r i o t i s m  and at  the s a m e  t i m e  the  p r o s p e c t  of 
a l i t t l e  a d d i t i o n a l  p ro f i t  if  he  w o r k s  tw ice  as  h a r d  is  a f a c t o r  in  ge t t i ng  
r e s u l t s .  

I s u p p o s e  the  g r e a t e s t  d i f f i cu l t y  in i m p o s i n g  t a x e s  enough  in  t i m e  
of w a r  is  the i n e q u i t y  of it;  the  d i f f e r e n c e  b e t w e e n  d i f f e r e n t  k inds  of 
t a x p a y e r s .  H e r e  i s  a wage  e a r n e r ,  f o r  e x a m p l e ,  w h o s e  w a g e s  a r e  
doub led .  He c a n  w e l l  a f f o r d  a 25 p e r c e n t  i n c r e a s e  in t a x e s ;  w h e r e a s  
l e t ' s  say ,  an  a r m y  o f f i c e r  w h o s e  w a g e s  don ' t  get  doub led  quite  in  the 
f i r s t  y e a r s  of the  w a r - - C o n g r e s s  puts  t h e m  up on ly  15 p e r c e n t  o r  s o m e -  
th ing  l ike  t h a t - - c a n n o t  a f f o r d  s u c h  a tax  i n c r e a s e .  To a p p l y  the s a m e  
r a t e s  of t a x a t i o n  to t h o s e  two peop le  o b v i o u s l y  i s  u n j u s t .  You tax  one 
u n r e a s o n a b l y  wh i l e  you a r e  pu t t ing  a r e a s o n a b l e  tax  on the  o t h e r .  

In  the p a s t  w a r  we t r i e d  v a r i o u s  s c h e m e s  to w o r k  out a tax  tha t  
w o u l d  be  b a s e d  on the  i n c r e a s e  in  i n c o m e .  C o n g r e s s ,  a f t e r  s u r v e y i n g  
tha t  c a r e f u l l y ,  d e c i d e d  tha t  was  not p r a c t i c a b l e .  I s u p p o s e  we  w i l l  have  
g r e a t e r  w i s d o m  wi th  e a c h  new e m e r g e n c y  as it  c o m e s  a long .  The  th ing  
tha t  a p p a l l s  you,  of c o u r s e ,  i s  the p o l i t i c a l  p r e s s u r e .  

L e t  m e  i l l u s t r a t e  tha t .  If you c o m p a r e  ou r  tax  s y s t e m  wi th  the 
t ax  s y s t e m s  of m o s t  o t h e r  c o u n t r i e s ,  you  f ind  tha t  we c o l l e c t  a m u c h  
l a r g e r  p o r t i o n  of ou r  t a x e s  d i r e c t l y  f r o m  the i n d i v i d u a l  in  the  f o r m  of 
the  g r a d u a t e d  i n c o m e  tax,  w h e r e a s  o t h e r  c o u n t r i e s  c o l l e c t  a m u c h  
l a r g e r  p a r t  at  the poin t  w h e r e  s o m e b o d y  s p e n d s  s o m e  m o n e y - - n o t  w h e r e  
he  r e c e i v e s  i t - - t h r o u g h  e x c i s e  t a x e s  of one s o r t  o r  a n o t h e r .  

T h e  B r i t i s h  h a v e ,  as  you  know, a t r e m e n d o u s  p u r c h a s e  t ax  w h i c h  
r u n s  20, 30, o r  e v e n  as  m u c h  as  40 p e r c e n t .  T h e y  have  n i b b l e d  it 
down a l i t t l e  b i t .  It  h i t s  the  m a n  a t  the point  w h e r e  he p u r c h a s e s  s o m e -  
th ing .  

Now, in the p a s t  c r i s i s ,  j u s t  r e c e n t l y ,  we  have  f a c e d  the  q u e s t i o n  
of the  r e n e w a l  of t h o s e  e x c i s e  t a x e s ,  and  it  b e c o m e s  a b a t t l e  r o y a l .  
T h e  a u t o m o b i l e  peop le  and e v e r y b o d y  who pays  e x c i s e  t a x e s  c o m e  
down and  s a y  tha t  the g r e a t e s t  i n j u s t i c e  wou ld  r e s u l t ,  the  g r e a t e s t  
c a l a m i t y  to the  c o u n t r y ,  if t h e s e  e x c i s e  t a x e s  w e r e  c o n t i n u e d  o r  r a i s e d .  
T h e  b a t t l e  on tha t  i s  m u c h  m o r e  p o l i t i c a l  than  on the  i n c o m e  tax;  w h e r e -  
as  the i n c o m e  tax  i s  the  one w h e r e ,  in m y  j u d g m e n t ,  t h e r e  is  m u c h  



m o r e  i n j u s t i c e .  What  tha t  does ,  p a r t i c u l a r l y  to the m i d d l e  r a n g e s  of 
i n c o m e s ,  is  the  m o s t  g r o s s l y  u n f a i r  p a r t  of ou r  s y s t e m  of t axa t i on .  

So tha t  i l l u s t r a t e s  the  p r o b l e m  of t a x e s  in t i m e  of w a r .  You c a n  
do a g r e a t  m a n y  th ings  you c a n ' t  do in  t i m e  of p e a c e .  We h a v e  b e e n  
s u c c e s s f u l  in  m i x i n g  up the t a x e s  and  pu t t ing  in the e x c i s e  t a x e s .  The  
b e s t  t ax  s y s t e m  is  no s i n g l e  a p p r o a c h  to the p r o b l e m ,  but  i s  in  ap -  
p r o a c h i n g  the t a x p a y e r  on v a r i o u s  ~ d i f f e r e n t  f r o n t s - - t h e  g r a d u a t e d  in -  
c o m e  tax,  the  c o r p o r a t i o n  tax,  the e x c i s e  tax  of one f o r m  o r  a n o t h e r ,  
s p r e a d  o v e r  the  w h o l e  e c o n o m y .  By  m i x i n g  it up you c a n  m a k e  the  
r a t e s  h i g h e r  and b r i n g  in m o r e  i n c o m e  than  you c a n  if  you f o c u s  i t  a l l  
in  one k ind  of tax,  w h e r e  the  i n j u s t i c e s  to d i f f e r e n t  g r o u p s  of peop l e  
a r e  m u c h  m o r e  obv ious .  

Bu t  no m a t t e r  what  p ious  r e s o l v e s  you s t a r t  out  wi th  at the  b e -  
g inn ing  of a w a r ,  i t  b e c o m e s  i m p o s s i b l e  to f i n a n c e  a w a r  w h o l l y  f r o m  
t axa t i on .  About  the  on ly  r e a l  r e c o r d  we have  of f i n a n c i n g  a w a r  c u r -  
r e n t l y  w i thou t  a c c u m u l a t i n g  debt  w a s  N a p o l e o n ' s  c a m p a i g n s ,  and  he 
b r o k e  the  g r o u n d  r u l e s ,  b e c a u s e  he c o l l e c t e d  so  m u c h  f r o m  the  n a t i o n s  
he  c o n q u e r e d .  So it  did not  b e c o m e  a v e r y  t y p i c a l  p e r f o r m a n c e ,  and  
we c a n ' t  s h a p e  o u r  own p o l i c i e s  a f t e r  tha t .  But  he ,  h o w e v e r ,  c u r i o u s l y  
enough ,  had  a v e r y  sound  t h e o r y  about  it ,  and fought  d e s p e r a t e l y  to 
avo id  f i n a n c i n g  a w a r  by  b o r r o w i n g .  So it  was  not a l l  good f o r t u n e ,  of 
h a v i n g  c o n q u e r e d  e v e r y  c o u n t r y  he e n c o u n t e r e d ;  but  i t  was  p a r t l y  a 
s o u n d  t h e o r y  w h i c h  he c a r r i e d  in to  e f fec t ,  l e v ~ ' n g  t a x e s  and doing 
e v e r y t h i n g  he  c o u l d  to avo id  b o r r o w i n g .  

But  a s i d e  f r o m  tha t  e x a m p l e ,  m o s t  c o u n t r i e s  have  f a i l e d  d i s m a l l y .  
I a m  not  go ing  to b o r e  you by  t r y i n g  to g ive  the p e r c e n t a g e s  of w a r  
pa id  b y  t a x e s .  T h e y  r u n  l e s s  t han  50 p e r c e n t .  A l m o s t  no c i v i l i z e d  
c o u n t r y  s u c c e e d e d  in c a r r y i n g  it  tha t  h igh .  U s u a l l y  i t  is  25 o r  30 p e r -  
c e n t .  

In  the l a s t  w a r  we did  m u c h  b e t t e r  t han  e v e r  b e f o r e .  I n c r e a s i n g  
the  p e r c e n t a g e  as we wen t  on. The  t r o u b l e  was  the  c o s t  kep t  r i s i n g  
on us  un t i l  we got up to a h u n d r e d  b i l l i o n - d o l l a r  b u d g e t .  We c o l l e c t e d  
s o m e t h i n g  a p p r o a c h i n g  ha l f  of tha t  in  t a x e s .  

Now, the  ne t  #e su l t  of s p e n d i n g  m o r e  than  you t ake  in is  s h o w n  
in  th i s  c h a r t .  T h e  e a r l i e r  f i g u r e s  a r e  not  i n c l u d e d  b e c a u s e  t h e y  w o u l d  
not  show on a c h a r t  of th i s  s i z e .  P r i o r  to W o r l d  W a r  I the  debt  s t o o d  
at  one b i l l i o n .  We h a d  p r a c t i c a l l y  e l i m i n a t e d  p r i o r  d e b t s .  T h a t  b i l l i o n  
d o l l a r s  was  l a r g e l y  in bonds  tha t  b o r e  c i r c u l a t i o n  p r i v i l e g e s ,  h e l d  by  
the n a t i o n a l  b a n k s ,  tha t  w e r e  k e p t  out as  a m a t t e r  of po l i cy .  



O~'u~ 

Now,  the  deb t  w e n t  f r o m  one  b i l l i o n  d o l l a r s  in  1916 to a W o r l d  
W a r  I h i g h  of 26 b i l l i o n ,  w h i c h  we t h o u g h t  at t h a t  t i m e  w a s  a l a r g e  debt .  
D u r i n g  the  t w e n t i e s  t h a t  w a s  p a i d  down to  16 b i l l i o n .  T h a t  i s  a n  i n -  
t e r e s t i n g  p e r i o d ,  b e c a u s e  s o m e  of t he  m o d e r n  e c o n o m i s t s  s a y  you  m u s t  
no t  e v e r  p a y  off y o u r  deb t ,  b e c a u s e  i t  i s  d e f l a t i o n a r y .  We w e r e  p a y i n g  
off t he  deb t  a t  the  r a t e  of a b i l l i o n d o l l a r s  a y e a r  i n  a n  e c o n o m y  a good  
d e a l  s m a l l e r  t h a n  the  p r e s e n t  one .  We m a d e  a s u b s t a n t i a l  p a y m e n t .  
We had a r o a r i n g  p r o s p e r i t y  w h i l e  we d id  i t .  P a y i n g  off a deb t  i s  not  
n e c e s s a r i l y  d e f l a t i o n a r y .  I t  d e p e n d s  on w h a t  o t h e r s  a r e  d o i n g  abou t  
t h e i r  d e b t s ,  a n d  on the  w h o l e  e c o n o m y .  

Then we ran into the depression of the early thirties, and began 
increasing the debt; so that by the time war came along ~n 1939 we 
had increased the national debt from 16 billion to 48 billion, all in 
time of peace. 

That is a separate question. I won't try to discuss that--whether 
it was necessary or desirable or not, or how much of it was. It did 
not produce the kind of recovery that had been hoped for. 

Then we ran into the very heavy war spending, resulting, as I 
said, in a budget, toward the end of the war, of almost 100 billion 
dollars for a single year, increasing the national debt to 280 billion 
dollars. 

Now, there is a catch in that. That debt included about 20 billion 
dollars that was received in payment for the victory loan of December 
1945, and that balance proved not to be necessary, because, as you 
know, war was terminated, and we were able to hold that balance for 
a while and then use it to retire the debt. So the real debt was more 
like 260 billion dollars. There was a 20-billion dollar balance which 
was never expended for war purposes. 

Then, in the demobilization, the debt was reduced further by about 
eight billion dollars, and then, with some anticipations of Korea, and 
Korea, it began crawling up again; and it is now 278 billion dollars, 
and we are having plenty of trouble to keep inside the 281 billion debt 
limit that confronts us. We are going to bump up very close to it. It 
is, as you know, a temporary legal limit, and the debt limit goes back 
to 275 billion next June. We will have to deal with the Congress on that. 

Our 278 billion dollar debt is, in a sense, a war del~t. It includes 
a cold-war debt, too. It represents a volume of spending that is not 
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a p e a c e t i m e  v o l u m e .  But  a l l  of you,  I know, as  you  have  b e e n  s i t t i n g  
t h e r e ,  h a v e l o o k e d  at tha t  c h a r t  and sa id :  " H e r e  we a r e  wi th  th i s  t e r r i f i c  
debt .  We have  not  r e t i r e d  i t  p r a c t i c a l l y  at  a l l  a f t e r  W o r l d  W a r  II, 
w h e r e a s  a f t e r  e v e r y  o t h e r  w a r ' i n  the c o u n t r y ' s  h i s t o r y  we r e t i r e d  a 
s u b s t a n t i a l  a m o u n t  of debt .  " Wel l ,  tha t  s i m p l e  thought  i s  w o r t h  g r i n d i n g  
o v e r  in  y o u r  m i n d ,  b e c a u s e  debt  i s  wha t  c a u s e s  th i s  g r e a t  p r i c e  swing .  
T h a t  deb t  m e a n s  an i n t e r e s t  b u r d e n  of a r o u n d  6 - 1 / 2  b i l l i o n  d o l l a r s  a 
y e a r  at  the  p r e s e n t  t i m e .  Debt  i s  a m a j o r  f a c t o r  in the  o p e r a t i n g  of 
the  e c o n o m y .  O p e r a t i n g  wi th  tha t  debt ,  wi thou t  m a k i n g  any  dent  in it ,  
I know b o t h e r s  a n y b o d y  b r o u g h t  up in New E n g l a n d ,  and  a good  m a n y  
peop l e  f r o m  o t h e r  p a r t s  of the c o u n t r y  as  we l l .  

So it is  s o m e t h i n g .  We have  two p r o b l e m s .  One is ,  we don ' t  l ike  
the  s i z e  of i t ,  and the o t h e r  i s ,  i t  t a k e s  a lot  of m a n a g e m e n t ;  b e c a u s e  
i t  t u r n s  o v e r  c o m p l e t e l y  about  e v e r y  f o u r  or  f ive  y e a r s  now.  We typ-  
i c a l l y  h a v e  an  a m o u n t  of new c a s h  f i n a n c i n g  to do e a c h  y e a r .  M o r e  
t han  that ,  we r u n  in to  a r o u n d  50 b i l l i o n  d o l l a r s  of r e f i n a n c i n g  tha t  h a s  
to be  done in the c o u r s e  of a y e a r ,  p lus  20 b i l l i o n  d o l l a r s  of T r e a s u r y  
b i l l s  tha t  r o l l  o v e r  f o u r  t i m e s  a y e a r .  Tha t  i s  a d i s t u r b i n g  f a c t o r  in the 
m o n e y  m a r k e t .  

I wan t  you to t h ink  a l i t t l e  about  tha t  publ ic  debt.  L e t  m e  p a u s e  
a s e c o n d .  The  t h r e e  f i n a n c i a l  f a c t o r s  tha t  h a n d l e  the c o s t  of the  w a r  
a r e  t axes ,  the  m a n a g e m e n t  of the  debt ,  and  m o n e t a r y  p o l i c y .  The  
s e c o n d  two r e l a t e  to wha t  you  do w h e n  you f ind  you c a n ' t  t ax  enough  to 
m e e t  the c o s t s  cf w a r .  

Now, I have  b e e n  t a l k i n g  m o s t l y  about  w a r ,  but  e x a c t l y  the s a m e  
p r i n c i p l e s  app ly  t o d a y  w h e n  you a r e  d e a l i n g  wi th  co ld  w a r .  We a r e  
ab le  to f i n a n c e  a m u c h  l a r g e r  p o r t i o n  of it  wi th  t a x e s ,  but  the s a m e  
p r o b l e m s  of the debt  m a n a g e m e n t  and m o n e t a r y  p o l i c y  a p p e a r  t oday .  

C h a r t  3, page  i2 .  - - T h e  o t h e r  c h a r t s  w i l l  go f a s t .  I w a n t e d  th i s  
one  to s e a r  i t s e l f  in to  y o u r  s o u l s  a l i t t l e  b i t .  L e s t  it  s e a r  too d e e p l y ,  
I wan t  to point  to one f a c t o r  tha t  i s  j u s t  s l i g h t l y  c h e e r i n g .  

Tha t  i s ,  w h i l e  we have  not  m a d e  any  dent  at  a l l  in  r e t i r i n g  the 
debt ,  we have  done a l i t t l e  s o m e t h i n g  about  g r o w i n g  up to the debt .  
Th i s  t r e m e n d o u s  debt  i s  e a s i e r  to h a n d l e  t o d a y  than  i t  was ,  b e c a u s e  
the p o p u l a t i o n  i n c r e a s e s ,  and  b e c a u s e  the n a t i o n a l  i n c o m e  i n c r e a s e s .  
I t h ink  m o s t  of you r e a d  t o d a y  in  the da i ly  p a p e r  the  fac t  tha t  the  
n a t i o n a l  i n c o m e  in  the s e c o n d  q u a r t e r  of 1955 i s  at a new h igh  a n n u a l  
r a t e  of 321 b i l l i o n  d o l l a r s .  It  is  s o m e  17 b i l l i o n  d o l l a r s  h i g h e r  t han  
the  r e c o r d  y e a r  of 1953. 

11 
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So if you look  at ~:he debt  t oday  as a p e r  c ap i t a  debt ,  d iv ided  by  
the  n u m b e r  of peop le  in the coun t ry ,  you get  t h e s e  f i g u r e s  o v e r  h e r e  
( ind ica t ing) .  In 1916 it  was  12 d o l l a r s  p e r  cap i t a .  In 1919, at the  
p e a k  a f t e r  W o r l d  War  I, i t  was 245 d o l l a r s .  T h e n  we r e d u c e d  i t  to 
130 d o l l a r s ,  p a r t l y  by ac tua l  r e d u c t i o n  of the debt ,  p a r t l y  by  the  g rowth  
of the  c o u n t r y .  T h e n  it  i n c r e a s e d  in  I939,  p e a c e t i m e ,  to 363 d o l l a r s ,  
and t h e n  j u m p e d ,  in  W o r l d  War  II to 1 ,832 d o l l a r s .  

Now, s i n c e  the end  of the war ,  the p e r  c a p i t a  debt  has  b e e n  d e -  
c r e a s e d  by  the  g r o w t h  of the popu la t ion .  As you know, the A r m y ,  the  
Navy,  and the  A i r  F o r c e  have  done one v e r y  c o m m e n d a b l e  job. The 
m e n  who c a m e  out of t h e r e  have  done a g r e a t  dea l  to i n c r e a s e  the 
p o p u l a t i o n - - m u c h  m o r e  than  anybody  e x p e c t e d .  I n c i d e n t a l l y ,  that  is  
one of the c u r i o u s  d i l e m m a s  of ou r  age .  H e r e  we s t t  tn the  shadow of 
the a t o m i c  b o m b  r e a d y  to d rop  on us  and d e s t r o y  a l l  of us  and  wipe us  
out, and  ye t  our  k ids  a r e  p r o d u c i n g  m o r e  c h i l d r e n  than  we did.  In 
th i s  d a r k  w o r l d  you c a n ' t  f i gu re  out e x a c t l y  what  is  go ing  to h a p p e n  to 
you, but  you do know what  s o m e  good th ings  a r e  in l i fe .  One good 
th ing  is  the f a m i l y .  

Nowj the  n a t i o n a l  i n c o m e  has  gone up e v e n  f a s t e r  than  the popu-  
l a t i o n - - m u c h  f a s t e r  than  the popula t ion .  We c a n ' t  t u r n  a r o u n d  and 
s l ap  o u r s e l v e s  on the b a c k  fo r  that ,  whol ly .  P a r t  of it i s  due to i n -  
f l a t ion ,  P a r t  of i t  is  due to the p r i c e s  I s h o w e d  you in  the  f i r s t  c h a r t .  

But  h e r e  you have  the  debt  as a p e r c e n t  of n a t i o n a l  i n c o m e .  It 
was  t h r e e  p e r c e n t ;  r o s e  to 33; went  down to 24; and up to 62 p e r c e n t .  
And  136 p e r c e n t  is  the  p e a k  f i g u r e  of the debt  as a p e r c e n t  of n a t i o n a l  
i n c o m e .  By the p r o c e s s  of the i n c r e a s e  in  popu la t ion  and the i n c r e a s e  
in  i n c o m e ,  i t  i s  down now to 85 p e r c e n t .  G o o d n e s s  knows,  tha t  i s  b ig  
enough .  

In the i n t e r p r e t a t i o n  of th i s  cha r t ,  you m u s t  r e m e m b e r  that  e v e r y  
l i t t l e  baby  that  is  b o r n  in to  th i s  w o r l d  today  has  hung a r o u n d  h ts  n e c k  
h i s  s h a r e  of the n a t i o n a l  debt ,  and it i s  1 ,671  d o l l a r s .  

Take  tha t  c h a r t  away; t hey  c a n ' t  b e a r  it. 

C h a r t  4, page  1 4 . - - N o w ,  about  m a n a g i n g  th is  debt,  wh ich  is  the  
job we have  at the T r e a s u r y ,  an i m p o r t a n t  c o n s i d e r a t i o n  is  who e l s e  
is  b o r r o w i n g  m o n e y ,  and how much ,  and what  happens  when  you go 
t h r o u g h  a w a r  p e r i o d ,  such  as 1939 to D e c e m b e r  1946. D u r i n g  tha t  
p e r i o d  the n a t i o n a l  debt ,  w h i c h  i s  h e r e  in the b lue  s e c t i o n ,  wen t  up 
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t r e m e n d o u s l y .  I t  w a s  58 p e r c e n t  of  t he  t o t a l  d e b t  in  t he  c o u n t r y .  T h e  
s t a t e  a n d  l o c a l  d e b t  d i d  no t  go  u p  at  a l l .  We j u s t  s u s p e n d e d  p u b l i c  
w o r k s ,  e x c e p t  f o r  e m e r g e n c y  w o r k  i n  c o n n e c t i o n  w i t h  w a r  h o u s i n g  a n d  
t h a t  s o r t  o f  t h i n g .  T h e  c o r p o r a t e  d e b t  w e n t  u p  h a r d l y  at  a11- -89  to 
110 b i l l i o n ;  i t  w a s  a b o u t  40 p e r c e n t  of  t he  t o t a l  i n  1939.  In  1946 i t  w a s  
o n l y  a b o u t  25 p e r c e n t  of  t h e  t o t a l .  T h e  i n d i v i d u a l  d e b t  w e n t  u p  r e l a -  
t i v e l y  l i t t l e  d u r i n g  t h e  w a r  p e r i o d .  

W h e n  y o u  go  i n t o  t h e  t i m e  of  p e a c e  y o u  e x a c t l y  r e v e r s e  t h i s .  

W h e n  y o u  go  i n t o  t h e  t i m e  of  p e a c e ,  l i k e  t h i s ,  y o u  g e t  a t r e m e n -  
d o u s  i n c r e a s e  i n  t h e  s t a t e  a n d  l o c a l  d e b t ,  a t r e m e n d o u s  i n c r e a s e  in  
t h e  c o r p o r a t e  d e b t ,  a n d  a t r e m e n d o u s  i n c r e a s e  i n  t he  i n d i v i d u a l  d e b t .  
U n d e r  t h e s e  c o n d i t i o n s  t h e  T r e a s u r y  h a s  to  t a k e  w h a t  i s  l e f t  o v e r .  We 
p a y  l o w e r  r a t e s  o f  i n t e r e s t  b e c a u s e  we  a r e  a s  g o o d  a r i s k  a s  y o u  c a n  
g e t  a n d  o u r  p r o b l e m  of  f i n a n c i n g  i s  in  c o m p e t i t i o n  w i t h  a l l  t h e  o t h e r  
b o r r o w e r s .  

We  h a v e  to  h a n d l e  t h i s  d e b t  w i t h o u t  g o i n g  to  t h e  b a n k s  t o o  h e a v i l y ,  
w h i c h  c r e a t e s  b a n k  c r e d i t ,  a n d  w e  t r y  to  a p p e a l  to  t h e  s a v e r s ,  b u t  
t r y  t o  do i t  i n  a w a y  w h i c h  w o n ' t  m a k e  i t  t o o  d i f f i c u l t  f o r  t h e  o t h e r  
b o r r o w e r s .  T h e  b o r r o w i n g  of  t h e s e  p e o p l e  i s  e s s e n t i a l  t o  h a v e  a v i g -  
o r o u s  a n d  g o i n g  e c o n o m y ,  t h e  k i n d  of  e c o n o m y  w h e r e  y o u  c a n  f i n a n c e  
t h e s e  g i g a n t i c  w a r  b u d g e t s  t h a t  we  h a v e  to  f i n a n c e  t o d a y .  

T h a t  i l l u s t r a t e s  one  t h i n g .  I t  i l l u s t r a t e s  w h y  we  h a v e  a s a v i n g s -  
b o n d  p r o g r a m ;  w h y  we  m a k e  s u c h  a b u s i n e s s  of t r y i n g  to  g e t  e v e r y -  
b o d y  we  c a n  in  t h e  c o u n t r y  to  p u t  a p a r t  of  h i s  i n c o m e  i n t o  s a v i n g s  
b o n d s  r e g u l a r l y .  In  t h a t  w a y  we  t a k e  s o m e t h i n g  of  o u r  s h a r e  of  t h e  
m a s s  of  a c c u m u l a t e d  s a v i n g s  a n d  k e e p  o u r  d e b t  f r o m  b e i n g  t o o  m u c h  
i n  t h e  h a n d s  of  t h e  b a n k e r s .  

S i m i l a r l y ,  we  h a v e  to  w o r k  o u t  v a r i o u s  o t h e r  d e v i c e s  t o  a p p e a l  to  
p a r t i c u l a r  t y p e s  of  i n v e s t o r s .  We  pu t  o u t  a l o n g  b o n d  w h e n  we  t h i n k  
t h e  m a r k e t  w i l l  t a k e  i t .  We d o n ' t  t r y  to  f o r c e  i t  on  t h e  m a r k e t  w h e n  
i t  w o n ' t  b e  t a k e n .  T h a t  i s  a m a t t e r  of j u d g m e n t .  Y o u  h a v e  to  j u d g e  
t h e  c o n d i t i o n  of  t h e  m a r k e t ,  to  s e e  i f  w h a t  y o u  h a v e  to  o f f e r  i s  d e s i r -  
a b l e  i n  r e l a t i o n  to  i t .  

C h a r t  5, p a g e  1 6 . - - A n o t h e r  w a y  of  l o o k i n g  at  t h i s  d e b t  b u s i n e s s  
i s  t h e  a v e r a g e  m a t u r i t y .  T h e  a v e r a g e  m a t u r i t y ' t o d a y  of  o u r  F e d e r a l  
D e b t ,  278 b i l l i o n  d o l l a r s ,  i s  f o u r  y e a r s  and  s i x  m o n t h s .  T h a t  i s  a 
l i t t l e  b e t t e r  t h a n  i t  w a s  w h e n  we  c a m e  in  b a c k  h e r e  ( i n d i c a t i n g )  t w o  
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y e a r s  and  10 m o n t h s  ago.  It is qui te  a job to keep  the  m a t u r i t y  of  the 
debt  at  s o m e  r e a s o n a b l e  l e v e l ,  b e c a u s e  t i m e  k e e p s  c a t c h i n g  up wi th  
you  a l l  the  t i m e .  Bonds  a r e  c o n s t a n t l y  m o v i n g  t o w a r d  t h e i r  m a t u r i t y .  

T h i s  s i m p l y  i l l u s t r a t e s  o u r  f ight  to t r y  to  k e e p  o u r  s e c u r i t i e s  
long,  in the  h a n d s  of n o n - b a n k  i n v e s t o r s ,  r a t h e r  t han  s h o r t ,  in  the  
h a n d s  of  the b a n k e r s ,  w h e r e  i t  is m o r e  i n f l a t i o n a r y .  

C h a r t  6, page  18. - - N o w ,  I am not  go ing  to s p e n d  m u c h  t i m e  on 
t h i s .  Th i s  r e l a t e s  to m o n e t a r y  v o l i c y .  You a l r e a d y  had  Win R i e f l e r  
t a l k  to you about  tha t .  Th i s  is an  a t t e m p t  to i l l u s t r a t e  g r a p h i c a l l y  
wha t  the  m o n e t a r y  p o l i c y  t r i e s  to do to keep  th ings  on an e v e n  k e e l .  
Of c o u r s e  the  k ind  of e c o n o m y  tha t  c a n  f i nance  a w a r  o r  co ld  w a r  n e e d s  
to be f a i r l y  s t a b l e ,  an  e c o n o m y  tha t  does  not r u n  to b o o m s  o r  b u s t s .  

I s p e n t  p a r t  of the  s u m m e r  a b r o a d  in Spain ,  I t a ly ,  and  T u r k e y  
th i s  y e a r .  The  th ing  you a l w a y s  no t i ce  when  you go o v e r  t h e r e  is the  
w a y  t h e y  w a t c h  th i s  c o u n t r y ,  b e c a u s e  t h e i r  own w e l f a r e  depends  so 
g r e a t l y  on the  c o n t i n u e d  r e l a t i v e l y  s t a b l e  p r o s p e r i t y  of th is  c o u n t r y .  
So, w h e t h e r  we look d o m e s t i c a l l y  on o u r  a b i l i t y  to p r o d u c e  for  the  
co ld  w a r ,  o r  a m o n g  ou r  a l l i e s ,  in e i t h e r  c a s e  the n e c e s s i t y  fo r  t r y i n g  
to avo id  b o o m s  and  bus t s  is  v e r y  a p p a r e n t .  

T h i s  is not  as  d i f f i cu l t  as  it  l o o k s .  Th i s  f i g u r e  h e r e  ( i nd i ca t i ng )  
is  i n d u s t r i a l  p r o d u c t i o n .  Th i s  is  the F e d e r a l  R e s e r v e  B o a r d  index ,  
wh ich  h a d  a g r e a t  boom in  the s e c o n d  ha l f  of  1952. W h e t h e r  tha t  was  
due to the  E i s e n h o w e r  e l e c t i o n  o r  wha t  it  was  I w o n ' t  t r y  to c o n v i n c e  
you .  It wen t  on up to the h igh  point  in the  m i d d l e  of 1953, and then  
e a s e d  off aga in ,  f o r t u n a t e l y ,  b e c a u s e  it was  go ing  too f a s t ,  and  is b a c k  
a g a i n  to a p r e t t y  h igh  po in t .  

Now, w h e t h e r  it  is  going  too f a s t  o r  too s l ow  is p a r t l y  s h o w n  by 
th i s  f i g u r e  for  b u s i n e s s  i n v e n t o r i e s  ( i n d i c a t i n g ) .  If you a r e  p r o d u c i n g  
s i m p l y  for  i n v e n t o r i e s ,  you  do not have  a h e a l t h y  e c o n o m y .  S o m e t i m e  
you  have  to s top  doing tha t .  T h e n  you have  a s l u m p .  H e r e  we w e r e  
p r o d u c i n g  too h e a v i l y  for  i n v e n t o r y .  F o r  tha t  r e a s o n ,  the  p o l i c y  of  the  
F e d e r a l  R e s e r v e  B o a r d  and  the  T r e a s u r y  was  one of  c r e d i t  r e s t r a i n t ,  
w h i c h  we have  s h o w n  in p ink .  Tha t  is  the  a r e a  of c r e d i t  r e s t r a i n t .  
W h e n  th ings  s t a r t  to go down a g a i n  you add  an a r e a  of  c r e d i t  e a s e .  We 
a r e  a l w a y s  t r y i n g  to l e a n  a g a i n s t  the  wind .  At the m o m e n t  we a r e  
l e a n i n g  a g a i n s t  the wind  of b o o m ,  and t r y i n g  to keep  the th ing  f r o m  

going  too f a s t .  

Now, tha t  i l l u s t r a t e s  in a v e r y  qu ick  w a y  the t h r e e  f a c t o r s  tha t  you 
p l a y  wi th  to t r y  to keep  the  f o r c e s  of w a r  o r  co ld  w a r  f r o m  d e s t r o y i n g  

y o u r  e c o n o m y .  17 
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J u s t  in  c o n c l u s i o n  I wan t  to r e a d  you a coup le  o f  quo tes ,  one f r o m  
th is  a r t i c l e  by B e n j a m i n  S t rong ,  w h e r e  he  s a y s ,  " T h e  t r u e  w a r  r e s e r v e  
of  the p r e s e n t  day  is a h igh,  w e l l - b a l a n c e d  p r o d u c t i v e  c a p a c i t y ,  and  a 
p e o p l e ' s  w i l l i n g n e s s  to c o n s u m e  l e s s  t han  is p r o d u c e d .  " 

I wi l l  r e a d  one  o t h e r  quote ,  j u s t  by way  of c o n c l u s i o n .  The  o t h e r  
day  Bobby  C u t l e r  gave  a s p e e c h  out at  the A m e r i c a n  B a n k e r s '  A s s o -  
c i a t i o n  m e e t i n g  in C h i c a g o ,  and  he gave  a quo ta t ion  which  shows  J i m  
F o r r e s t a l ' s  p h i l o s o p h y .  He s a i d  he was  pu t t ing  F o r r e s t a l ' s  though t  
in to  h is  own w o r d s .  ( I n c i d e n t a l l y ,  I n o t i c e d  a good p i c t u r e  of J i m  
F o r r e s t a l  out  in the  h a l l . )  I quote:  

" T h e  p r o d u c t i v i t y  of  the Un i t ed  S t a t e s ,  as d e v e l o p e d  by o u r  
i n d u s t r i a l  and  s c i e n t i f i c  i n i t i a t i v e  and g e n i u s ,  is  ou r  g r e a t e s t  a s s e t  
and  o u r  g r e a t e s t  p o w e r .  H e r e  is an  u n p a r a l l e l e d  e v e n t  in w o r l d  
h i s t o r y :  the c u l m i n a t i n g  p r o d u c t i v i t y  of A m e r i c a .  

" O u r  r e s o u r c e s ,  s u c h  as coa l ,  s t e e l ,  whea t ,  co t ton ,  and  so  on; 
o u r  ab i l i t y  to p r o d u c e  and  f a b r i c a t e  in m a s s  q u a n t i t i e s ,  b e c a u s e  of  
the  c a p a c i t y  of ou r  m a n a g e m e n t s  and  the  s k i l l s  of  ou r  l a b o r i n g  m e n  
and  w o m e n ;  the i nven t i ve  gen ius  of ou r  s c i e n t i s t s ;  o u r  v a s t  t r a n s -  
p o r t a t i o n  s y s t e m - - a l l  t h e s e ,  t a k e n  t o g e t h e r  m a k e  up a p o t e n t i a l  
t ha t  o v e r s h a d o w s  the  c a p a b i l i t i e s  of the C o m m u n i s t  r e g i m e .  M o r e  
t h a n  the  a tom bomb ,  th i s  p r e e m i n e n t  i n d u s t r i a l  p r o d u c t i v e  a b i l i t y  
of the  Un i t ed  S ta tes  is the b u l w a r k  of  p e a c e  in the  w o r l d .  

"To  the  ex t en t  tha t  we w e a k e n  o r  d i s s i p a t e  the e n o r m o u s  po -  
t e n t i a l  of  i n d u s t r i a l  p o w e r  tha t  i n h e r e s  in o u r  A m e r i c a n  s y s t e m ,  
we inv i t e  d e s p o t i c  r u l e r s  to t ake  the d e s p o t ' s  l a s t  long c h a n c e  and 

I ,  a g a i n  p lunge  the w o r l d  into w a r .  

I t h ink  tha t  is  a good c o n c l u s i o n .  I wi l l  be g lad  at  the a p p r o p r i a t e  
t i m e  to t r y  to a n s w e r  y o u r  q u e s t i o n s .  

DR. KRESS:  S e c r e t a r y  B u r g e s s  is  r e a d y  for  y o u r  q u e s t i o n s .  

S E C R E T A R Y  BURGESS:  Le t  t h e m  fly,  g e n t l e m e n .  

QUESTION:  In the  e v e n t  tha t  c o m p u l s o r y  s a v i n g s  d u r i n g  a w a r  
w e r e  found d e s i r a b l e ,  what  wou ld  be the r e c o m m e n d e d  m a n n e r  of r e -  
l e a s i n g  th i s  s p e n d i n g  p o w e r  a f t e r  a w a r  ? 

S E C R E T A R Y  BURGESS:  Tha t  is a s u b j e c t  tha t  was  though t  about  
a g r e a t  d e a l  d u r i n g  the  l a t t e r  s t a g e s  of W o r l d  W a r  II, to s e e  wha t  c o u l d  
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be  done about  i t .  It n e v e r  got to the  point  w h e r e  i t  was  v e r y  d e f i n i t i v e .  
Of c o u r s e  you c a n  s e e  wha t  you c a n  do. You c a n  s a y  we  have  to p r e -  
s e r v e  i n c e n t i v e s ,  s a y  we a r e  go ing  to t ax  a w o r k e r ,  l e t  us  say ,  up to 
30 p e r c e n t  of h i s  i n c o m e ,  but  we w i l l  s a y  tha t  10 p e r c e n t  of tha t  w i l l  
be  r e f u n d a b l e  to h i m  a f t e r  the War; so,  i n s t e a d  of a c o m p l e t e  l o s s  of 
t h o s e  e a r n i n g s ,  s o m e  of it  b e c o m e s  r e t u r n a b l e .  The  d i f f i cu l t y  w i th  
c o m p u l s o r y  s a v i n g s  is  tha t  in one w a y  you s e e m  to p r e s e r v e  the  i n -  
c e n t i v e  of the w o r k e r  ~and it  looks  v e r y  f a i r  in the p i c t u r e  up t h e r e ,  but  
i m a g i n e  the r a t e  you s t a r t  at.  G e l e t t  B u r g e s s  r e f e r s  to t ha t  as  e l l i p -  
t i c a l  w h e e l s  on a c a r .  You n e v e r  w o r k  out a n y t h i n g  s a t i s f y i n g .  You 
don ' t  p r e s e r v e  the i n c e n t i v e  by  s a y i n g  you w i l l  g ive  i t  b a c k  to the 
w o r k e r  in  X n u m b e r  of y e a r s .  If you t r y  to s p e c i f y  w h e n  you  w i l l  r e -  
t u r n  i t ,  you a r e  pu t t ing  a load  on y o u r  budge t .  If you don ' t ,  and  t hen  
wa i t  f o r  C o n g r e s s  to m a k e  i t  a genu ine  o b l i g a t i o n  and  d e c i d e  w h e n  you 
c a n  r e t u r n  i t ,  tha t  is  r e a l l y  tough.  When  you c o n s i d e r  the f ac t  t ha t  
we have  not b e e n  able  to r e t i r e  any  of o u r  w a r t i m e  deb ts ,  you  c a n  s e e  
if  we had tha t  a d d i t i o n a l  debt  of r e t u r n i n g  to o u r  peop le  s o m e  of t h e s e  
a c c u m u l a t e d  ob l i ga t i ons ,  i t  would  c h a n g e  the s i t u a t i o n  t r e m e n d o u s l y .  
I dont t  s a y  tha t  s o m e t i m e ,  in c a s e s  of e m e r g e n c y ,  tha t  m i g h t  not  w o r k  
out .  When  t h e y  t a lk  about  i t  s e r i o u s l y  t hey  r u n  into  a l l  t h o s e  p r a c t i c a l  
h u r d l e s  tha t  s e e m  so  d i f f i cu l t .  

QUESTION:  S i r ,  I g a t h e r  f r o m  y o u r  o p e n i n g  r e m a r k s  t h a t  p r i c e  
c o n t r o l s  w e r e n ' t  too e f f e c t i v e  in ho ld ing  the  p r i c e  l ine .  Would  you be  
in  f a v o r  of not  u s i n g  p r i c e  c o n t r o l s ,  o r  do you th ink  t h e y  do s o m e  good?  

S E C R E T A R Y  BURGESS:  I t h ink  t h e y  did s o m e  good.  You have  to 
u s e  t h e m .  I p e r h a p s  gave  the w r o n g  i m p r e s s i o n .  One s h o u l d  not  s a y  
t hey  did no good.  T h e y  did ho ld  the l ine ,  at l e a s t  in p a r t .  Bu t  t h e r e  a r e  
s e r i o u s  d i f f i c u l t i e s  w h i c h  a r i s e .  You put a p r i c e  c e i l i n g  on. P r e t t y  
soon  you f ind the  c o s t  of p r o d u c t i o n  of th i s  o r  tha t  c o m m o d i t y  has  gone  
to a point  w h e r e  you can  p r o d u c e  it on ly  at  a l o s s .  At tha t  m o m e n t  
you r e m o v e  the i n c e n t i v e  f o r  p r o d u c t i o n .  So you have  to a d j u s t  the  
p r i c e s .  

I t  is  a l l  r i g h t  to put in c o n t r o l  r i g h t  a c r o s s  the b o a r d  at  the f i r s t  
d e c l a r a t i o n  of w a r .  ThatTs p r o b a b l y  a good i d e a .  T h e n  y o u r  t r o u b l e s  
f o r  w a r  on ly  ju s t  beg in .  T h e n  you have  to get  a g r o u p  of peop l e  who 
w i l l  c o m e  in  and m a k e  the  a d j u s t m e n t s  tha t  o b v i o u s l y  b e c o m e  n e c e s s a r y  
as  the w a r  goes  f o r w a r d .  Then  you have  to get  a n o t h e r  gang  to e n -  
f o r c e  the l e v e l s  a r r i v e d  at; and the  i n g e n u i t y  of the g r e a t  A m e r i c a n  
publ ic  f o r  f ind ing  ways  a r o u n d  the p r i c e  l e v e l s  and r a t i o n  books  and  
s o  on is  v e r y  g r e a t .  We a r e  a v e r y  i n g e n i o u s  peop l e ,  
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W h a t  I a m  s a y i n g  r e a l l y  i s  t h a t  y o u  h a v e  to  do i t ,  b u t  t h a t  i t  d o e s  
n o t  go  to t h e  r o o t  o f  t h e  d i f f i c u l t y ,  i f  y o u  a r e  s p e n d i n g  s u c h  a lo t  m o r e  
t h a n  y o u  t a k e  in  in  t a x e s .  

I t  i s  s o m e t h i n g  y o u  h a v e  to  w r e s t l e  w i t h  and ,  at  t h e  b e s t ,  y o u  
c a n ' t  a n d  d o n ' t  e x p e c t  t o o  m u c h  f r o m  i t .  

Q U E S T I O N :  M r .  S e c r e t a r y ,  I w o n d e r  i f  y o u  w o u l d  d i s c u s s  t h e  
r e a s o n  f o r  s h o r t - t e r m  f i n a n c i n g  of  t he  p u b l i c  d e b t  a s  o p p o s e d  to  l o n g -  
t e r m  f i n a n c i n g .  

S E C R E T A R Y  BURGESS:  W e l l ,  t h e  r e a s o n s  a r e  m o s t l y  t h e  o t h e r  
w a y .  W h e n  y o u  f i n a n c e  in  s h o r t  t e r m  i t  u s u a l l y  m e a n s  y o u  a r e  f i n a n c i n g  
t h r o u g h  t h e  b a n k s .  W h e n  a b a n k  b u y s  g o v e r n m e n t  s e c u r i t i e s ,  n e w  o n e s ,  
i t  a d d s  to  the  v o l u m e  of  b a n k  c r e d i t .  T h a t  i n c r e a s e s  t h e  p r e s s u r e  o n  
p r i c e s .  I w o n ' t  t r y  to  e x p l a i n  t h a t .  Y o u  a l l  k n o w  t h a t .  W h e r e a s  l o n g -  
t e r m  s e c u r i t i e s  a p p e a l  to  t h e  i n s u r a n c e  c o m p m n i e s ,  s a v i n g s  b a n k s ,  a n d  
i n d i v i d u a l  i n v e s t o r s ,  a n d  g e t  ou t  of  t h e  b a n k - c r e d i t  s t r e a m .  

Now, you can't finance altogether at long term. The debt is too 
big; and the short-term debt is becoming a very convenient instrument 
for banks to do business. They use it to go to the Federal Reserve to 
borrow on it. They use it for adjusting their position when they get 
short of money. Thay sell some Treasury bills on the market, and 
so on. 

It is also true now that a sizeable portion of the short-term debt 
is held outside the banks. Right at the moment, the amount of Treas- 
ury bills held by the corporations is very large. There is about 20 
billion dollars worth of Treasury bills outstanding, or something like 
that. Most of that is held by business corporations and other short- 
term users other than the banks. 

N o w ,  i f  y o u  w a n t e d  to  s t i m u l a t e  t he  e c o n o m y  a n d  w a n t e d  m o r e  b a n k  
c r e d i t  to  b e  c r e a t e d ,  y o u  m i g h t  d e l i b e r a t e l y  f i n a n c e  a t  s h o r t  t e r m ,  s o  
y o u  w o u l d  i n c r e a s e  t h e  v o l u m e  of  c r e d i t .  

On that last chart I showed, there are times when you want to 
stimulate and times when you want to hold back. You try to adjust the 
borrowing schedule somewhat to those requirements. I say somewhat, 
because the requirements of actually turning the debt over are so 
great, it doesn't give you too much leeway. 
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QUESTION:  Would you c a r e  to c o m m e n t  on e x p e n d i t u r e  r a t i o n i n g  
as  a m e a n s  of d i r e c t  c o n t r o l  and a c a u s e  of s a v i n g s ?  

S E C R E T A R Y  BURGESS:  You m e a n  e x p e n d i t u r e s  of the ind iv idua l .  
Of c o u r s e  we did tha t  in e f fec t  d u r i n g  the wa r ,  when  we p r a c t i c a l l y  told 
the a u t o m o b i l e  peop le  to s top m a k i n g  a u t o m o b i l e s ;  we r e m o v e d  one 
p o s s i b l e  s o u r c e  of e x p e n d i t u r e .  Now, the p r o r a t i o n i n g  of m a t e r i a l s  has  
tha t  s a m e  e f f ec t .  If you t r i e d  to t e l l  the  i n d i v i d u a l s  how m u c h  they  
c o u l d  o r  c o u l d  not  spend ,  t hen  you would  run  into  r e a l  t r o u b l e .  

You do it  r e a l l y  by  a l l o c a t i n g  m a t e r i a l s  and by dea l i ng  d i r e c t l y  
wi th  c e r t a i n  i n d u s t r i e s .  You ju s t  s top  m a k i n g  a lot of the th ings  that  
peop le  o r d i n a r i l y  would  s p e n d  m o n e y  fo r .  By t a x e s  you take  away  a 
lot  of the  i n c o m e ,  so  t h e y  c a n ' t  spend  i t .  

T h o s e  in e f f e c t  a r e  the ways  you do i t .  

QUESTION:  M r .  S e c r e t a r y ,  I a m  d e l i g h t e d  to f ind one h u m b l e  
e c o n o m i s t  who is  d i s t u r b e d  by  the s i z e  of the publ ic  debt .  We noted  
in  w a r t i m e  tha t  i t  i n c r e a s e d  t a x a t i o n  qui te  h e a v i l y ,  and we do it in  a 
c o l d - w a r  s i t u a t i o n .  Yet:, b e c a u s e  of the e l e c t i o n s  f o r t h c o m i n g ,  we 
t a lk  about  c u t t i n g  t a x e s .  What  a r e  we go ing  to do?  N e v e r  c o m e  to 
g r i p s  wi th  i t ?  Or  le t  the g r o w t h  of the e c o n o m y  m i n i m i z e  i t ?  

S E C R E T A R Y  BURGESS:  Wel l ,  o u r  T r e a s u r y  p o l i c y  is  p e r f e c t l y  
c l e a r .  You saw in the p a p e r s  y e s t e r d a y  tha t  G e o r g e  H u m p h r e y  was  
out t a l k ing  to the P r e s i d e n t ,  and a f t e r  he got t h r o u g h  he m a d e  a s t a t e -  
m e n t  tha t  we do not  a d v o c a t e  any  cu t s  in t a x e s  u n t i l  we c a n  s e e  a 
b u d g e t  s u r p l u s ' - u n t i l  we s e e  the budge t  in b a l a n c e .  He qua l i f i ed  that  
b y  s a y i n g  it  does  not  m e a n  un t i l  we a c t u a l l y  have  b a l a n c e d  it ,  but  when  
you a r e  m a k i n g  an e s t i m a t e  f o r  the f i s c a l  y e a r ,  you  have  the th ing  so  
tha t  i t  is  c l e a r l y  in the bag .  

I d e p r e c a t e  a g r e a t  dea l  the n e w s  i t e m s  tha t  s a y  bo th  p a r t i e s  w i l l  
push  f o r  tax  cu t s  b e c a u s e  i t  is  e l e c t i o n  y e a r .  P o l i t i c s  a r e  a l w a y s  in 
the p i c t u r e ,  i t  i s  t r u e .  I th ink,  though,  tha t  t h e r e  a r e  m a n y  r e s p o n s i b l e  
peop l e  in bo th  p a r t i e s  who s h a r e  our  po in t  of v i e w .  

Now, I w i l l  s a y  tha t  we have  to get  m a n y  s tou t  f e l l o w s  in the  
C o n g r e s s  who wi l l  s t and  up to be  coun ted .  The  r e a l  p r o b l e m  c o m e s  
in  vo t ing  a g a i n s t  a tax  cut ,  w h i c h  is v e r y  h a r d  f o r  a p e r s o n  to do. 

Tha t  q u e s t i o n  c a l l s  f o r  a p r e d i c t i o n .  I a m  a f r a i d  it  i s  h a r d  to 
m a k e .  I hope  t h e r e  a r e  enough  people  l ike  the  C o l o n e l  and  m e  who 
b e l i e v e  i t  is  w e l l  to n ibb le  down the debt,  bu t  o v e r  a p e r i o d .  
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QUESTION:  Sir ,  .you s e e m  to have  i n d i c a t e d  a p r e f e r e n c e  f o r  
h i g h e r  s a l e s  t a x e s  mid p e r h a p s  l o w e r  i n c o m e  t a x e s .  Would  you c a r e  
to e l a b o r a t e  on tha t  p a r t ?  

S E C R E T A R Y  BURGESS:  Yes ,  tha t  i s  m y  own p r e d i s p o s i t i o n .  If 
you look at o u r  t ax  s y s t e m  and  c o m p a r e  i t  wi th  the s y s t e m s  of o t h e r  
c o u n t r i e s ,  you w i l l  f ind  we have  h e a v i e r  i n c o m e  t axes  and l i g h t e r  ex -  
c i s e  t a x e s .  I t h i n k  the logic  of i t  is  tha t  you do l e s s  d a m a g e  by  t a x i n g  
the f e l low who s p e n d s  h i s  m o n e y  tha t  you do t ax ing  the  f e l l o w  at the  
poin t  w h e r e  he e a r n s  i t .  His  i n c e n t i v e  is  g r e a t e r  fo r  e a r n i n g  if you  
donrt  tax  h i s  e a r n i n g s .  

I a m  a l l  f o r  the g r a d u a t e d  i n c o m e  tax.  I th ink  it was  a good  law.  
It was  p a r t i c u l a r l y  good when  we m a d e  it p a y - a s - y o u - g o ,  but  I t h ink  
we a r e  m a k i n g  it c a r r y  too h e a v y  a s h a r e  of the load .  I t h ink  it  i s  a 
d i s i n c e n t i v e .  I th in~ it r e m o v e s  the i n c e n t i v e  of the peop le  who pay  i t .  

We c o u l d  c o l l e c t  wi th  l e s s  pa in  and wi th  b e t t e r  r e s u l t s ,  and get  a 
l a r g e r  s h a r e  of o u r  t a x e s  at the point  w h e r e  the peop le  s p e n d  the  m o n e y ,  
r a t h e r  than  w h e r e  t hey  e a r n  i t .  

QUESTION:  M r .  S e c r e t a r y ,  I note  the p l a t e a u  on the w h o l e s a l e  
p r i c e  i n d e x  f o r  the l a s t  f o u r  o r  f ive  y e a r s .  Do you have  a p r e d i c t i o n  
on the t u r n  th i s  w i l l  take  ? 

S E C R E T A R Y  BURGESS:  Al l  I c an  s a y  is  tha t  we a r e  w o r k i n g  
v e r y  h a r d  to c o n t i n u e  tha t  p l a t e a u .  We th ink  s t ab l e  p r i c e s  a r e  good 
fo r  a c o u n t r y ,  and tha t  u n s t a b l e  p r i c e s  a r e  not .  We have  had  the good  
f o r t u n e  to be  able  to r e p o r t  p r a c t i c a l  s t a b i l i t y  in  the c o s t  of l iv ing ,  
w h i c h  does  not  f l u c t u a t e  as  m u c h  as w h o l e s a l e  p r i c e s ,  s i n c e  we c a m e  
in .  I r e a l i z e  you c a n ' t  c o n t r o l  a l l  the  f a c t o r s .  

We a r e  w o r k i n g  v e r y  h a r d  on i t .  The m a i n  th ing  is  t h e s e  b a s i c  
f a c t o r s  of f i s c a l  and  m o n e t a r y  po l i cy .  Of c o u r s e  th i s  has  b e e n  an 
u n e a s y  s t ab i l i t y ,  in  the s e n s e  tha t  a g r i c u l t u r a l  p r i c e s  have  t e n d e d  to 
be  w e a k  and the p r i c e s  of m a n u f a c t u r e d  p r o d u c t s ,  u n d e r  the i m p e t u s  
of u p w a r d  wage  p r e s s u r e s ,  have  t e n d e d  to go up. 

I do think,  h o w e v e r ,  tha t  the i n d e x  of y o u r  n o n a g r i c u l t u r a l  p r i c e s  
m a y  not  be e n t i r e l y  e x a c t ;  t h e y  m a y  not  t ake  a c c o u n t  fu l ly  of the d i s -  
coun t  h o u s e  a r o u n d  the c o r n e r  w h e r e  you buy  tha t  r e f r i g e r a t o r .  
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QUESTION: Sir," do you  have  any  though t s  on the p r a c t i c a b i l i t y  
o r  the  d e s i r a b i l i t y  of i m p o s i n g  a t ax  fo r  the s p e c i f i c  p u r p o s e  of r e -  
t i r i n g  the d e b t - - s e p a r a t e  and d i s t i n c t  f r o m  a l l  o t h e r  p r e s e n t  f o r m s  of 

g o v e r n m e n t  i n c o m e  ? 

SECRETARY BURGESS: It  is  a p s y c h o l o g i c a l  ques t ion ,  r e a l l y ,  a 
p o l i t i c a l  o r  a p s y c h o l o g i c a l  q u e s t i o n  w h e t h e r  tha t  wou ld  be  e f f ec t i ve .  
Of c o u r s e  t h e r e  ha.~e b e e n  v a r i o u s  p r o p o s a l s  f o r  h a v i n g  s p e c i f i c  t axes  
to m e e t  s p e c i f i c  n e e d s ,  S o m e b o d y  had  a b r i g h t  i d e a  tha t  we ought  to 
h a v e  a s p e c i f i c  t ax  to c o v e r  the  c o s t  of defeffse,  so  tha t  we c o u l d  loca t e  

tha t .  

Of c o u r s e  i t  wou ld  not  do any  good to have  a s p e c i f i c  t ax  to r e t i r e  
the  debt  and have  the  r e s t  of the  budge t  u n b a l a n c e d ,  so  tha t  you  had  to 
go in to  deb t  f o r  the r e s t  of the budge t .  

Tha t  i s  a p s y c h o l o g i c a l ,  p o l i t i c a l  q u e s t i o n .  

QUESTION: Sir ,  I w a s  c u r i o u s  about  a p a r t i c u l a r  t ax  we had  fo r  
a v e r y  s h o r t  p e r i o d  in  the  e a r l y  p a r t  of the w a r ,  the a u t o m o b i l e  u s e  
tax .  The  F e d e r a l  G o v e r n m e n t  i s s u e d  a f i v e - d o l l a r  t ax  s t~rnp w h i c h  
you  bough t  at  the  P o s t  Of f i ce .  Tha t  would  s e e m  to be  a f a i r l y  p a i n l e s s  
w a y  to ge t  250 m i l l i o n  d o l l a r s  a y e a r ,  w i th  the a u t o m o b i l e s  r u n n i n g  

a r o u n d .  

I w o n d e r  why  i t  was  a b a n d o n e d  wi th  s u c h  a s h o r t  p e r i o d  of u s e .  

SECRETARY BURGESS: I don ' t  r e m e m b e r .  I t h ink  it w a s  the 
s i z e  of the  squawk .  It i s  the k ind  of t ax  tha t  sounds  v e r y  r e a s o n a b l e .  
You c a n ' t  t e l l  f r o m  tha t  wha t  the s i z e  of the  s q u a w k  w i l l  be .  

QUESTION: To go b a c k  to  the ques t i on ,  w h i c h  I t h ink  was  a 
q u e s t i o n  on the r e t i r e m e n t  of the d e b t - - I  g a t h e r  f r o m  y b u r  r e m a r k s  
tha t  any  r e d u c t i o n  in  the n a t i o n a l  debt  w i l l  be  as the r e s u l t  of m o r e  o r  
l e s s  an  a c c i d e n t .  It  j u s t  so  h a p p e n s  tha t  we end  up h a v i n g  a s u r p l u s  
in  one y e a r ;  t h e r e f o r e  we c a n  r e t i r e  a p o r t i o n  of the  debt .  Is  t h e r e  
any  m o v e  on hand  o r  any  p lan  to m a k e  a p l a n n e d  r e d u c t i o n  of the  d e b t ?  

SECRETARY BURGESS: Of c o u r s e  wha t  h a p p e n s ,  as  you  know, is  
tha t  e a c h  y e a r  about  t h i s  t i m e  the  d i f f e r e n t  d e p a r t m e n t s  go to w o r k  on 
the b u d g e t  f o r  the f i s c a l  y e a r  1956-1957.  T h e n  you  have  to d e c i d e  the 
r e l a t i v e  i m p o r t a n c e  of a i r c r a f t ,  the c a r r i e r s  fo r  the  A r m y ,  the Navy~ 
and so on, and e a c h  f e l l ow  puts  in wha t  he w a n t s ,  and the c i v i l i a n  
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a g e n c i e s  have  r o a d  p r o g r a m s ,  
a p r o g r a m  f o r  s c h o o l  h o u s e s .  
you c o m e  out.  

and the e d u c a t o r s  s a y  t h e y  m u s t  have  
You t r y  to add it  a l l  up and see  w h e r e  

Of c o u r s e  e v e r y  s e c r e t a r y  of the T r e a s u r y  wan t s  to b u d g e t  f o r  
debt  r e t i r e m e n t .  The  th ing  you c a n ' t  p r e d i c t ,  of c o u r s e ,  i s  wha t  e m e r -  
g e n c i e s  m a y : a r ~ s e  fo r  s p e n d i n g .  You c a n ' t  p r e d i c t  y o u r  tax  r e c e i p t s  
whol ly ,  b e c a u s e  the s w i n g  of the b u s i n e s s  p e n d u l u m  m a y  a f f ec t  t ha t  a 
g r e a t  dea l .  F o r  e x a m p l e ,  th i s  c h a n g e  in the s t o c k  m a r k e t  no doubt  
w i l l  e n a b l e  a lot  of peop le  to take  s o m e  l o s s e s .  T h e y  w i l l  be g l ad  to 
t ake  s o m e  l o s s e s  to r e d u c e  t h e i r  i n c o m e  t axes .  Tha t  m a y  r e d u c e  in -  
c o m e  t ax  r e c e i p t s  s o m e w h a t  c o m p a r e d  wi th  the e s t i m a t e  of t h r e e  w e e k s  
ago.  T h e r e  a r e  c e r t a i n  i n t ang ib l e  f a c t o r s  

Wha t  we wou ld  l ike  to do is  m a k e  up our  budge t  now fo r  the s t a t e -  
m e n t  of the  P r e s i d e n t  to C o n g r e s s  in J a n u a r y  p r o v i d i n g  fo r  a c e r t a i n  
a m o u n t  of debt  r e t i r e m e n t .  I th ink  we m u s t  not d e s p a i r  about  th i s  
whole  th ing .  As you g e n t l e m e n  know f r o m  a l l  y o u r  e x p e r i e n c e ,  we a r e  
h a v i n g  a c o l d  w a r ,  w h i c h  is  j u s t  as m u c h  w a r  as  the w a r  we w e r e  f igh t -  
ing  b e f o r e  th i s ,  a d i f f e r e n t  c h a r a c t e r  of w a r .  And if the A r m e d  F o r c e s  
a r e  s p e n d i n g  3 4 - 1 / 2  b i l l i o n  d o l l a r s  a y e a r ,  o r  w h a t e v e r  the l a s t  f i g u r e s  
a r e ,  tha t  is  a t e r r i f i c  h a n d i c a p  to r e t i r i n g  the debt .  

We hope  the t i m e  wi l l  c o m e  when  we c a n  do that ;  but ,  f r a n k l y ,  i t  
ha s  not  c o m e  ye t ,  and whi l e  tha t  g r e a t  b l o c k  of e x p e n d i t u r e s  is  t h e r e  it  
i s  going  to be  v e r y  h a r d  to r e t i r e  the debt .  I hope e v e n  wi th  that ,  a s -  
s u m i n g  tha t  i t  c o n t i n u e s  at  tha t  l eve l ,  which  i t  m a y ,  tha t  we c a n  r e t i r e  
s o m e  of the debt .  But  aga in ,  i t  w i l l  be v e r y  d i f f icu l t ,  w h i l e  tha t  l a s t s .  

QUESTION:  S i r ,  s e v e r a l  of o u r  p r e v i o u s  s p e a k e r s  have  po in t ed  
out  the i m p o r t a n c e  of the a g r e e m e n t  b e t w e e n  the F e d e r a l  R e s e r v e  
B a n k  and the T r e a s u r y ,  I b e l i e v e  in 1951, tha t  i t  c a u s e d  the b e n e f i t s  
tha t  have  b e e n  d e r i v e d  f r o m  that  a g r e e m e n L  Is it p o s s i b l e  that  the 
l a c k  of a g r e e m e n t  d u r i n g  W o r l d  W a r  II c o n t r i b u t e d  to the r u n a w a y  deb t?  

S E C R E T A R Y  BURGESS:  Y e s .  I t h ink  it  was  not  on ly  the l a c k  of 
a g r e e m e n t - - I  t h ink  t hey  a g r e e d  on s o m e  of the w r o n g  th ings  at the 
b e g i n n i n g  of the w a r .  I t h i n k  the f ac t  tha t  t h e y  f ixed  a c e i l i n g  on in-  
t e r e s t  r a t e s  of 2 - 1 / 2  p e r c e n t  w a s  a m a j o r  b l u n d e r ;  b e c a u s e  2 - 1 / 2  
p e r c e n t  i s  too low to a t t r a c t  s a v i n g s  o v e r  a p e r i o d .  It m e a n t  tha t  the 
s a v i n g s  i n s t i t u t i o n s  tha t  p u r c h a s e d  those  l o n g - t e r m  bonds  at 2 - 1 / 2  
p e r c e n t  d id  so  r e l u c t a n t l y ,  and t hey  have  b e e n  s e l l i n g  t h o s e  bonds  
w h e n e v e r  t h e r e  was  an o p p o r t u n i t y .  It was  a d i s t u r b i n g  f a c t o r  in the 
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m a r k e t ;  a m a j o r  f a c t o r  in  c r e a t i n g  in f l a t ion .  B a n k s  had to t ake  the 
a l l o t t e d  r a t e ;  i t  was  not  a t t r a c t i v e  to o t h e r  peop l e .  T h e y  bough t  the 
b o n d s  out of p a t r i o t i s m ;  bought  t h e m  in l a r g e  a m o u n t s ,  when  t h e r e  was  
no th ing  e l s e  to buy .  

Then  e s s e n t i a l l y  i n t e r e s t  r a t e s  a r e  not  an  a r b i t a r a r y  th ing .  L i fe  
i n s u r a n c e  c o m p a n i e s  w r i t e  c o n t r a c t s  fo r  i n s u r a n c e  wi th  you and m e  
and the o t h e r s  and t hey  invo lve  a g u a r a n t e e ,  in m a n y  c a s e s ,  of 2 - 3 / 4  
and 3 p e r c e n t .  It is  a c t u a l l y  the ob l iga t i on  of the i n s u r a n c e  c o m p a n y  
to e a r n  on y o u r  m o n e y  2 - 3 / 4  o r  3 p e r c e n t .  If you s t i c k  h i m  wi th  a 
2 - 1 / 2  p e r c e n t  o b l i g a t i o n  he is going  to d i s p o s e  of i t  as  f a s t  as  he can ,  
as  f a s t  as  t h e r e  is an o p p o r t u n i t y .  

Tha t  was  a m a j o r  b l u n d e r .  Tha t  was  not  a b l u n d e r  of l a c k  of 
a g r e e m e n t ;  t hey  had  a g r e e d  on the w r o n g  th ing  at tha t  t i m e ,  in m y  
j u d g m e n t .  As you got out of the w a r  p e r i o d ,  the F e d e r a l  R e s e r v e  b e g a n  
t r y i n g  to m a k e  i ts  d e c i s i o n s  s o m e w h a t  in  the l ight  of the e c o n o m i c  s i t -  
ua t ion ,  w h e r e a s  the T r e a s u r y  s t u c k  to the old w a r  i d e a s  tha t  you  take  
r a t e s  and s t i c k  to t h e m .  

I th ink  the i n f l a t i on  a f t e r  the w a r  tha t  kep t  w h o l e s a l e  p r i c e s  up was  
p a r t l y  due to the l a ck  of F e d e r a l  R e s e r v e - T r e a s u r y  a g r e e m e n t  on a 
sound  po l i cy .  

QUESTION:  In  o u r  v a r i o u s  du t i e s ,  we of ten  f ind  o u r s e l v e s  in the 
p o s i t i o n  of h a v i n g  to p r o m o t e  a s a v i n g s - b o n d  p a y r o l l - d e d u c t i o n  p lan .  
O f t e n t i m e s  it i s  d i f f i cu l t  to c o u n t e r  the ques t i on :  Is  th i s  a good i n v e s t -  
m e n t ?  Is  any  th ing  b e i n g  done,  o r  a r e  t h e r e  b e i n g  th ings  done,  to m a k e  
s a v i n g s  bonds  m o r e  a t t r a c t i v e - - a  h i g h e r  i n t e r e s t  r a t e ,  o r  p e r h a p s  
s o m e  g u a r a n t e e  as  to the f u t u r e  va lue ,  and so f o r t h ?  

S E C R E T A R Y  BURGESS:  We have  g iven  a g r e a t  d e a l  of thought  to 
tha t .  The  fac t  is  tha t  the  t h r e e  p e r c e n t  that  you e a r n  on S e r i e s  E and 
H s a v i n g s  bonds  is  the b e s t  r a t e  of i n t e r e s t  t h e r e  is  in the m a r k e t ;  f o r  
a 9 - 2 / 3  y~ear ob l iga t ion .  A 3 p e r c e n t  r a t e  of r e t u r n  is  an e x t r e m e l y  
f a v o r a b l e  r a t e .  In add i t ion ,  s a v i n g s - b o n d  h o l d e r s  take  no r i s k  of 
m a r k e t  f l u c t u a t i o n s  s i n c e  the bonds  m a y  be  r e d e e m e d  any t i m e  a f t e r  
s h o r t  ho ld ing  p e r i o d s  at f ixed  r e d e m p t i o n  v a l u e s .  T h e y  a r e  v e r y  good 
i n v e s t m e n t s .  

We have  c o n s i d e r e d  a l l  k inds  of ways  fo r  i m p r o v i n g  i t .  We have  
not b e e n  able  to f ind  any  such  way .  S o m e b o d y  p r o p o s e d  tax  e x e m p t i o n .  
We e x p l o r e d  that .  Tha t  wou ld  m a k e  t h e m  too at t ract i<re c o m p a r e d  to 
o t h e r  f o r m s  of s a v i n g s .  It would  d r a w  m o n e y  out  of s a v i n g s  b a n k s ,  and 
s 0 on. 
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It is  p r e s e n t l y  a t t r a c t i v e  and f a i r l y  c o m p e t i t i v e  wi th  o t h e r  f o r m s  
of s av ing .  The  g r e a t  d r a w b a c k  up to r e c e n t  y e a r s  was  the g e n e r a l  
no t ion  tha t  we w e r e  in an i n f l a t i o n a r y  p e r i o d ,  so  we had  b e t t e r  b u y  
c o m m o n  s t o c k s .  

One a n s w e r  to tha t  is  we t r y  to c o n d u c t  the a f f a i r s  of the G o v e r n -  
m e n t  in  s u c h  a w a y  tha t  p r i c e s  s t a y  r e l a t i v e l y  s t a b l e .  We a r e  w o r k i n g ,  
I th ink ,  as  h a r d  as we can .  We don ' t  have  to have  r i s i n g  p r i c e s  to 
a s s u r e  p r o s p e r i t y .  

We d o n ' t  t h ink  i n f l a t i o n a r y  p o l i c y  is  n e c e s s a r y  o r  d e s i r a b l e .  L o o k -  
ing  b a c k  o v e r  h i s t o r y - - t h i s  c h a r t  w a n t e d  to c a l l  i t s e l f  to o u r  a t t e n t i o n - -  
you w i l l  s e e  tha t  the  p r i c e  i n c r e a s e  has  not  b e e n ,  in the h i s t o r y  of t h i s  
c o u n t r y ,  the d o m i n a t i n g  f a c t o r .  T h o s e  p r i c e s  have  t e n d e d  to c o m e  b a c k  
to the  o ld  l e v e l  a f t e r  the w a r  p a s s e s .  Th i s  i d e a  tha t  t h e y  have  to k e e p  
on go ing  up is  r a t h e r  a new idea .  We don ' t  t h ink  it  is go ing  to s t i c k .  

QUESTION:  M r .  S e c r e t a r y ,  in the e v e n t  tha t  you  have  ju s t  d e -  
s c r i b e d ,  i t  s e e m s  tha t  th is  p l a n n i n g  tha t  we have  now fo r  b a l a n c i n g  the  
b u d g e t  as  we go in to  a p e r i o d  of p r o s p e r i t y  h a s  not  w o r k e d  v e r y  w e l l .  
Do you have  any  p lans  f o r  cu t t i ng  off i n c o m e  s u f f i c i e n t l y  if we have  a 
s l i g h t  r e c e s s i o n ,  o r  w i l l  the  s a m e  th ing  h a p p e n  as in  the d e p r e s s i o n  
t h a t  you  s h o w e d  us  in the t h i r t i e s ,  w h e r e  ou r  b u d g e t  wen t  in the ho le  
about  10 b i l l i o n  d o l l a r s  in  a p e r i o d  of r e c e s s i o n ?  

SECRETARY BURGESS: Wel l ,  we h a v e n l t  got any  gadge t .  We 
don ' t  b e l i e v e  you  c a n  do it wi th  g a d g e t s .  O u r  no t ion  is  tha t ,  if you 
fo l low p e r s i s t e n t l y  a sound  f i s c a l  and m o n e t a r y  po l i cy ,  you c a n  avo id  
m a n y  of y o u r  p r o b l e m s .  

Of c o u r s e  you g e n t l e m e n ,  as you go b a c k  in to  y o u r  s e r v i c e s ,  a r e  
go ing  to g r a d u a l l y  f ind  out how to give us  the s a m e  a m o u n t  of s e c u r i t y ,  
o r  m o r e  s e c u r i t y ,  f o r  l e s s  m o n e y .  Tha t  is  go ing  to be  a g r e a t  he lp .  

DR. KRESS: M r .  S e c r e t a r y ,  you have  e x h a u s t e d  t h e i r  q u e s t i o n s .  
On b e h a l f  of the C o l l e g e ,  we t h a n k  you v e r y  k ind ly .  
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