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NOTICE 

This  is  a t r a n s c r i p t  of m a t e r i a l  p r e s e n t e d  to the r e s i d e n t  s t uden t s  
at  the I n d u s t r i a l  Co l l ege  of the A r m e d  F o r c e s .  M e m b e r s  of the Co l l ege  
m a y  quote  i t  only in s tuden t  r e p o r t s  or  pub l i ca t ions  fo r  use  wi th in  the 
C o l l e g e .  O t h e r  p e r s o n s  m a y  not  quote  o r  e x t r a c t  fo r  pub l ica t ion ,  r e p r o -  
duce ,  o r  o t h e r w i s e  copy th is  m a t e r i a l  wi thout  s p e c i f i c  p e r m i s s i o n  f r o m  
the au thor  and f r o m  the C o m m a n d a n t ,  ICAF,  in  each  c a s e .  
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H o n o r a b l e  F r e d  C. S c r i b n e r ,  J r . ,  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  bo rn  in  Bath,  Maine ,  on 14 F e b r u a r y  1908. He r e c e i v e d  h is  A . B .  
d e g r e e  f r o m  D a r t m o u t h ,  1930; and h i s  L L . B .  f r o m  H a r v a r d ,  1933. He 
was  a d m i t t e d  to the bar  in Maine  and M a s s a c h u s e t t s  in 1933, and i m m e -  
d i a t e ly  b e c a m e  a s s o c i a t e d  wi th  the law f i r m  of Cook,  HutcbAnson, 
P i e r c e ,  and Conne l l .  In 1946 he b e c a m e  g e n e r a l  c o u n s e l ,  v i c e  p r e s i -  
dent ,  and t r e a s u r e r  of the B a t e s  M a n u f a c t u r i n g  Company ,  L e w i s t o n ,  
Maine .  In Ju ly  1955 he was  n o m i n a t e d  as G e n e r a l  C o u n s e l  of the T r e a s -  
u ry  D e p a r t m e n t  and r e s i g n e d  his  c o n n e c t i o n s  wi th  the B a t e s  M a n u f a c t u r -  
ing C o m p a n y  and his  law f i r m .  Since J u l y  1955 he has  been  s u c c e s s i v e l y  
G e n e r a l  Counse l ,  A s s i s t a n t  S e c r e t a r y  of the T r e a s u r y  and U n d e r  S e c r e -  
t a ry  of the T r e a s u r y ,  the p o s i t i o n  he now ho lds .  This  is  h is  f i r s t  
l e c t u r e  at the I n d u s t r i a l  Co l l ege .  
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U.  S.  T R E A S U R Y  P R O B L E M S  A N D  P R A C T I C E S  

25 F e b r u a r y  1959 

G E N E R A L  M U N D Y :  T h i s  m o r n i n g  in  o u r  E c o n o m i c  S t a b i l i z a t i o n  
C o u r s e  we  a r e  g o i n g  to  d i s c u s s  a m a j o r  n a t i o n a l  p r o b l e m ,  a p r o b l e m  
t h a t  e a c h  o f  u s  h a s  a n  i m p e r s o n a l  a s  w e l l  a s  a p e r s o n a l  i n t e r e s t  i n .  
E v e r y b o d y  in  t h i s  r o o m ,  I b e l i e v e  d r a w s  h i s  p a y  i n  the  f o r m  of  a 
T r e a s u r y  c h e c k  a n d  in  r e t u r n  g i v e s  a g o o d  p o r t i o n  of  t h a t  m o n e y  b a c k  
to  t he  T r e a s u r y  i n  t he  f o r m  of  i n c o m e  t a x e s .  E a c h  of  u s  s h a r e s  i n  the  
p e r  c a p i t a  b u r d e n  of  o u r  n a t i o n a l  d e b t  to t he  a m o u n t  of  a b o u t  $ 1 , 6 2 5 .  

T h e  p r o b l e m  of  f i n a n c i n g  t h i s  N a t i o n ' s  c u r r e n t  o b l i g a t i o n s  a n d  of  
m a n a g i n g  t h e  n a t i o n a l  d e b t  i s  a t r e m e n d o u s  p r o b l e m .  I t  i s  o n e  t h a t  i s  
g r o w i n g  in  s c o p e  e a c h  y e a r ,  a s  y o u  p r o b a b l y  k n o w  f r o m  j u s t  t h e  c a s u a l  
r e p o r t s  i n  t h e  p a p e r s .  I t  a p p e a r s  t h a t  w e ' r e  g o i n g  to  r u n  a b o u t  12 b i l -  
l i o n  i n  t h e  r e d  t h i s  y e a r .  We d o n ' t  k n o w  w h a t  w i l l  h a p p e n  n e x t  y e a r ,  
s i n c e  C o n g r e s s  h a s n ' t  a c t e d  y e t ,  b u t  i t  i s  a n t i c i p a t e d  t h a t  we  w i l l  p r o b -  
a b l y  h a v e  a n o t h e r  d e f i c i t  n e x t  y e a r .  At  a n y  r a t e ,  i t ' s  g e t t i n g  to  be  a 
m o r e  s e r i o u s  p r o b l e m  f o r  t h e  T r e a s u r y  to s e l l  G o v e r n m e n t  b o n d s ,  b e -  
c a u s e  t h e  p e o p l e  s e e m  to  h a v e  a b e l i e f  t h a t  w e ' r e  g o i n g  to h a v e  a l o n g -  
t i m e  period of  i n f l a t i o n .  

O u r  s p e a k e r  t h i s  m o r n i n g  i s  t h e  U n d e r  S e c r e t a r y  of  t he  T r e a s u r y ,  
t h e  H o n o r a b l e  F r e d  C.  S c r i b n e r ,  J r .  S i n c e  y o u ' v e  b e e n  g i v e n  
M r .  S c r i b n e r ' s  b i o g r a p h y ,  s u f f i c e  i t  f o r  m e  to s a y  t h a t  we  in  t h e  
C o l l e g e  f e e l  t h a t  we  a r e  v e r y  f o r t u n a t e  t h i s  m o r n i n g  t h a t  h e  i s  a b l e  to  
t a k e  t i m e  o u t  f r o m  h i s  v e r y  b u s y  s c h e d u l e  to  c o m e  o v e r  a n d  t a l k  to  u s  
a b o u t  t h e s e  a n d  r e l a t e d  p r o b l e m s .  

S i r ,  i t ' s  a p l e a s u r e  to  w e l c o m e  y o u  to t h i s  p l a t f o r m  a n d  to p r e s e n t  
y o u  to t h i s  y e a r ' s  c l a s s  a t  t he  I n d u s t r i a l  C o l l e g e .  

G e n t l e m e n ,  M r .  S c r i b n e r .  

M R .  S C R I B N E R :  G e n e r a l  M u n d y  a n d  G e n t l e m e n :  I t ' s  a v e r y  r e a l  
p l e a s u r e  f o r  m e  to  h a v e  t h i s  o p p o r t u n i t y  to  m e e t  w i t h  y o u  t h i s  m o r n i n g  
to  r e v i e w  s o m e  of  t h e  f a c t s ,  w h i c h  I k n o w  m o s t  of  y o u  a r e  f a m i l i a r  w i t h ,  
bu t  p e r h a p s  I c a n  b r i n g  t h e m  t o g e t h e r  i n  a s o m e w h a t  d i f f e r e n t  f o r m .  
I w o u l d  l i k e  t o  t a l k  w i t h  y o u  a b o u t  s o m e  of  t he  p r o b l e m s  w h i c h  w e  h a v e  
in  t he  T r e a s u r y  D e p a r t m e n t  a n d  w h i c h  y o u  h a v e  a s  c i t i z e n s  of  t h i s  
c o u n t r y  a n d  a s  t a x p a y e r s .  



P e r h a p s  we  o u g h t  to  s e t  t he  s t a g e  a l i t t l e  b i t .  We a r e  c o n c e r n e d ,  
of  c o u r s e ,  w i t h  t he  b u d g e t ,  w h i c h  G e n e r a l  M u n d y  h a s  s p o k e n  to  y o u  
a b o u t .  I h o p e  h e ' s  w r o n g  in  h i s  p r e d i c t i o n  t h a t  t h e  b u d g e t  f o r  n e x t  
y e a r  i s  g o i n g  to be  o u t  of  b a l a n c e .  B u t  t h e  T r e a s u r y  D e p a r t m e n t  d o e s  
n o t  c r e a t e  t h e  b u d g e t .  T h e  b u d g e t  i s  t he  c r e a t i o n  of  t h e  P r e s i d e n t  of  
t h e  U n i t e d  S t a t e s ,  w o r k i n g  t h r o u g h  t h e  B u d g e t  B u r e a u .  We a r e  c a l l e d  
u p o n  a t  t h e  T r e a s u r y  D e p a r t m e n t  to  g i v e  the  p r o j e c t e d  r e v e n u e  i n c o m e  
f i g u r e s ,  b e c a u s e  of  c o u r s e ,  we  c o l l e c t  t h e  t a x e s  a n d  w e  h a v e  t h e  h i s -  
t o r i c a l  r e c o r d s  a n d  t h e  r e p o r t s  f r o m  b u s i n e s s  o n  w h i c h  to  b a s e  a n  
e s t i m a t e  of  w h a t  t he  i n c o m e  m a y  b e .  

N o w ,  h a v e  i n  m i n d  t h a t  we  a r e  t r y i n g  to  p r o j e c t  i n c o m e  18 m o n t h s  
a h e a d .  W h i l e  i t  h a s  b e e n  s a i d  a t  t i m e s  t h a t  w e  a l w a y s  u n d e r e s t i m a t e  
a n d  a t  o t h e r  t i m e s  t h a t  we  a l w a y s  o v e r e s t i m a t e ,  I c a n  a s s u r e  y o u  t h a t  
t h e  b e s t  a t t e m p t  p o s s i b l e  i s  m a d e  on  t h e  d a t a  a v a i l a b l e  to  a r r i v e  a t  
w h a t  we  r e a l l y  b e l i e v e  t h e  t a x  i n c o m e  f r o m  t h e  v a r i o u s  s o u r c e s  i s  g o -  
i n g  to  b e .  B u t  w i t h  o u r  e c o n o m y  a b l e  to  m o v e  up  a n d  d o w n  a s  r a p i d l y  
a s  i t  c a n ,  a s  h a s  b e e n  d e m o n s t r a t e d  in  t h e  l a s t  f e w  m o n t h s ,  a p r e d i c t i o n  
m a d e  18 m o n t h s  i n  a d v a n c e  c a n  p r o v e  to be p r e t t y  w e l l  o u t  of  l i n e .  

We do  t r y  to  p e r s u a d e  o t h e r  a g e n c i e s  to  c o o p e r a t e  i n s o f a r  a s  t h e  
e x p e n d i t u r e  s i d e  i s  c o n c e r n e d .  We h a v e  o u r  o w n  b u d g e t - - s o m e  $ 7 0 0  
m i l l i o n .  T h i s  i s  e x c l u s i v e  of  the  a m o u n t  n e c e s s a r y  to  p a y  i n t e r e s t  o n  
t h e  n a t i o n a l  d e b t ,  o v e r  w h i c h  we  h a v e  l i t t l e  c o n t r o l  a n d  w h i c h  y o u  k n o w  
r u n s  n o w  a b o u t  $8  b i l l i o n  a y e a r .  We h a v e  t h e  s a m e  r e s t r i c t i o n s  p l a c e d  
on  o u r  b u d g e t  a s  o t h e r  a g e n c i e s  h a v e .  B u t  t h e  n a t i o n a l  b u d g e t  i s  t he  
A d m i n i s t r a t i o n ' s  b u d g e t ,  t h e  b u d g e t  of  t he  e x e c u t i v e  b r a n c h .  I t  i s  t he  
r e s p o n s i b i l i t y  of t h e  P r e s i d e n t  a n d  i t ' s  j u s t  t h a t .  I t ' s  h i s  b u d g e t .  I t ' s  
w h a t  h e  s e n d s  u p  to  C o n g r e s s - - h i s  p r e d i c t i o n  of  w h a t  w i l l  n e e d  to  be 
s p e n t  to  do  w h a t  h e  f e e l s  t he  c o u n t r y  r e q u i r e s  a n d  w h a t  h e  p r o j e c t s  a s  
t h e  i n c o m e  a v a i l a b l e  to  m e e t  i t .  

N o w ,  the  e x p e n d i t u r e s  m u s t  a l l  be  a u t h o r i z e d  by the  C o n g r e s s ,  a s  
y o u  k n o w .  E x p e n d i t u r e  b i l l s  o r i g i n a t e  i n  t he  H o u s e  a n d  n o  F e d e r a l  
m o n e y  c a n  be s p e n t  by  a n y  i n d i v i d u a l  o r  a g e n c y  u n t i l  i t  h a s  b e e n  a u t h o r -  
i z e d  by t h e  C o n g r e s s .  So i t ' s  t he  C o n g r e s s  t h a t  d e c i d e s  the  a m o u n t  of  
t he  e x p e n d i t u r e s .  In  t h e  l a s t  a n a l y s i s  i t s  t he  C o n g r e s s  t h a t  d e c i d e s  
w h e t h e r  o r  n o t  t h e r e  w i l l  be  a d e f i c i t .  T h e y  a l s o  d e c i d e  h o w  f a s t  t h i s  
m o n e y  w i l l  be  s p e n t ,  w h i c h  h a s  a b e a r i n g  o n  h o w  we h a v e  to f i n a n c e  o u r  
o b l i g a t i o n s .  

I n  l i k e  f a s h i o n ,  t h e  t a x e s  w h i c h  c o m e  in  t o  p a y  a t  l e a s t  a p a r t  of  t he  
e x p e n d i t u r e s  a r e  d e t e r m i n e d  by t h e  C o n g r e s s .  A g a i n ,  t ax  b i l l s  m u s t  
o r i g i n a t e  i n  t h e  H o u s e  of  R e p r e s e n t a t i v e s .  T h a t  p e r h a p s  i s  m o r e  i n  



t h e o r y  t h a n  in  f a c t ,  b e c a u s e  t h e y  c a n  be r e w r i t t e n  w h e n  t h e y  g e t  i n t o  
t he  S e n a t e .  O n c e  a b i l l  w h i c h  h a s  a n y t h i n g  to do w i t h  t a x e s  g e t s  o v e r  
to  t h e  o t h e r  s i d e  of  the  C o n g r e s s ,  a l m o s t  a n y t h i n g  c a n  be t a c k e d  on  to 
i t .  W h i l e  we  a t  t he  T r e a s u r y  h a v e  t he  r e s p o n s i b i l i t y  of  i n d i c a t i n g  to  
t he  C o n g r e s s  a r e a s  w h e r e  we f e e l  t h e r e  s h o u l d  be s o m e  t ax  i m p r o v e -  
m e r i t - - t h a t  i s ,  s o m e  t a x  i n c r e a s e s  o r  s o m e  t ax  d e c r e a s e s - - a n d  w h i l e  
we  c e r t a i n l y  h a v e  t he  f u l l  r e s p o n s i b i l i t y  of  i n d i c a t i n g  w h a t  we  b e l i e v e  
the  t a x e s  w i l l  p r o d u c e  in  r e v e n u e  a n d  w h a t  t h e i r  i m p a c t  m a y  be on  o u r  
e c o n o m y ,  t h e  f i n a l  d e c i s i o n  on  w h a t  t a x e s  s h a l l  b e i m p o s e d  i s  a d e -  
c i s i o n  m a d e  b y  t he  C o n g r e s s .  

Of c o u r s e ,  t h i s  a l l  h a s  a b e a r i n g  o n  t he  a m o u n t  of o u r  d e b t ,  b e -  
c a u s e  t h e r e  a r e  o n l y  t h r e e  w a y s  in  w h i c h  we  c a n  f i n a n c e  o b l i g a t i o n s  
t h a t  a r e  i m p o s e d  u p o n  u s  to  p a y  b i l l s .  We c a n  c o l l e c t  m o n e y  f r o m  
t a x e s .  We c a n  r e s o r t  to  the  p r i n t i n g  p r e s s e s  a n d  j u s t  p r i n t  m o n e y  
a n d  g e t  a w a y  w i t h  i t  p e r h a p s  f o r  a s h o r t  p e r i o d  of  t i m e .  O r  we c a n  
b o r r o w .  T h e  a m o u n t  t h a t  we h a v e  to b o r r o w ,  a n d  w h e n  w e  h a v e  to  
b o r r o w  i t ,  a r e  a l s o  d e t e r m i n e d  in  t h e  p o l i c y  l a i d  d o w n  by the  C o n g r e s s .  

B a c k  of  the  C o n g r e s s m e n  t h e r e  a r e  t h e  p e o p l e  w h o m  t h e y  r e p r e -  
s e n t .  I f  t he  p e o p l e  u n d e r s t a n d  w h a t  t he  i s s u e s  a r e ,  t h e y  a r e  a p t  to  m a k e  
t h e m s e l v e s  p r e t t y  c l e a r l y  h e a r d  by t h e i r  C o n g r e s s m e n .  T h e y  m a y  be 
h e a r d  on  the  s i d e  of  s p e n d i n g  o r  t h e y  m a y  be h e a r d  o n  t h e  s i d e  of  e c o n -  
o m y .  T h e  i m p o r t a n t  t h i n g  i s  to  m a k e  s u r e  t h a t  t h e y  u n d e r s t a n d  f u l l y  
w h a t  t h e  i s s u e s  a r e ,  w h e r e  t he  o b l i g a t i o n  i s ,  a n d  w h a t  t he  l o n g - t e r m  
r e s u l t s  m a y  b e .  

I thought it useful to give you this background so you would see 
that we in the Treasury, who are many times spoken of as having some 
very major responsibilities in these areas--and we do--are limited 
in what we can do insofar as determining the size of the debt or how it 

will be financed. 

I am reminded of a New England story, a story which takes place in 
the State of Vermont. A gentleman moved up into the State of Vermont 
from the New York area and he thought he wanted to become a good 
citizen. He noticed that the town seemed to be rather poor, and he felt 
that one way of establishing himself would be to provide work for some 
of the people there who seemed to be unemployed and in need of work. 
He remodeled his house, he decided to build a swimming pool, and he 
did some work grading the lawn. But he felt that the more he spent and 
the more he poured into this community, the less popular he was. 
Finally he found that some people were refusing to work for him. 
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So h e  s p o k e  to o n e  of  t h e  n a t i v e s ,  a m a n  w h o m  h e  f e l t  h e  k n e w  
the  b e s t ,  a n d  h e  s a i d :  "I d o n ' t  u n d e r s t a n d  t h i s .  I ' v e  t r i e d  to  do  
e v e r y t h i n g  w h i c h  I f e l t  w a s  i n d i c a t e d  h e r e .  I h a v e  t r i e d  to  be  a g o o d  
c i t i z e n .  I h a v e  s p e n t  m y  m o n e y  a s  f r e e l y  a s  I c o u l d .  I h a v e  c r e a t e d  
w o r k .  A n d  y e t  I h a v e  a f e e l i n g  t h a t  t h e r e ' s  a n  a n i m o s i t y  h e r e  i n  t h i s  
a r e a .  W h a t ' s  c a u s i n g  i t ? "  

"WED,  " t he  n a t i v e  s a i d ,  " t h e  w h o l e  t h i n g  i s  t h i s :  Y o u  s e e ,  t h e r e  
s e e m s  to be  a f e e l i n g  a r o u n d  t h i s  c o m m u n i t y  t h a t  y o u ' r e  s p e n d i n g  y o u r  
principal. " 

W e l l ,  I c a n  a s s u r e  y o u  g e n t l e m e n  t h a t  i n  t h e  T r e a s u r y  D e p a r t m e n t  
w e ' r e  s p e n d i n g  a l l  t he  i n c o m e  t h a t  w e  h a v e  a n d  w e ' r e  a l s o  s p e n d i n g  o u r  
p r i n c i p a l .  We h a v e  b e e n  s p e n d i n g  in  s i z a b l e  a m o u n t s , f u n d s  t h a t  w e  do 
n o t  h a v e .  So t h a t  t h e  s t o r y  of  N e w  E n g l a n d  t h r i f t ,  w h i c h  i s  c h a r a c t e r -  
i s t i c  of  V e r m o n t ,  i s  n o t  a t  t he  p r e s e n t  t i m e  e n t i r e l y  c h a r a c t e r i s t i c  of  
o u r  p o l i c i e s  in  the  F e d e r a l  G o v e r n m e n t .  

I h a v e  w i t h  m e  t o d a y  a f e w  c h a r t s  w h i c h  I t h i n k  w i l l  i n  g r a p h i c  f o r m  
h e l p  to  b r i n g  o u t  s o m e  i d e a  of  t h e  f a c t u a l  s i t u a t i o n  w h i c h  w e  c o n f r o n t  
a n d  s o m e  i d e a  of  t he  p r o b l e m s  w h i c h  we  w i l l  h a v e  to  f a c e  i n  t h e  n e x t  
f ew m o n t h s  i n  the  f i e l d  o f  f i n a n c i n g  o r  r e f i n a n c i n g  o u r  d e b t  s i t u a t i o n .  

C h a r t  1, p a g e  5 . - - T h i s  g i v e s  y o u  t h e  s t o r y  of  o u r  p u b l i c  d e b t  
s i n c e  1916.  Y o u  w i l l  n o t e  t h a t  we  s t a r t e d  w i t h  a b o u t  a b i l l i o n  d o l l a r s  
of  d e b t  i n  1916.  I n  o r d e r  to f i n a n c e  t h e  F i r s t  W o r l d  W a r ,  t h e  d e b t  
b u i l t  up .  T h e n  we  w e r e  a b l e  to p a y  off  s o m e  $10  b i l l i o n  u p  to  t h e  
t h i r t i e s .  T h e r e a f t e r ,  i n  o r d e r  to  f i n a n c e  v a r i o u s  p r o g r a m s  w h i c h  
w e r e  t h o u g h t  a d v i s a b l e  to  h e l p  t he  e c o n o m y ,  w e  b u i l t  u p  to  a t o t a l  d e b t  
i n  1939 of  $ 4 7 . 5  b i l l i o n .  T h a t  w a s  t h o u g h t  to  be  a t r e m e n d o u s  s u m  a t  
t h a t  t i m e .  T o  f i n a n c e  W o r l d  W a r  II  w e  w e n t  u p  to  a p e a k  of  $ 2 8 0  b i l -  
l i o n .  A c t u a l l y  we  w e n t  up  to a p e a k  of  o n l y  a b o u t  $ 2 6 0  b i l l i o n .  B e -  
c a u s e ,  a s  y o u  w i l l  r e c a l l  t h o s e  d a y s ,  w e  o v e r f i n a n c e d  a t  t h e  v e r y  e n d  of  
W o r l d  W a r  I I .  We h a d  o n  h a n d  a t  t he  e n d  of  t he  w a r  a l o t  of  m o n e y  in  t h e  
T r e a s u r y .  I t  w a s  t h o u g h t  t h a t  t h e r e  m i g h t  be  a s u b s t a n t i a l  f a l l i n g  off  of  
e c o n o m i c  a c t i v i t y  i n  t h e  U n i t e d  S t a t e s  w h e n  p e a c e  c a m e .  T h e s e  f u n d s  w e r e  
k e p t  on  h a n d  to m e e t  t he  p r o j e c t e d  s i t u a t i o n .  T h e r e  w a s  n o t  t h e  e x -  
p e c t e d  f a l l - o f f ,  a n d  s o  t h a t  e x t r a  a m o u n t  of  m o n e y  on  h a n d  w a s  v e r y  
q u i c k l y  u s e d  to r e d u c e  t he  d e b t .  
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T h e r e  w a s  s o m e  s u c c e s s  f o l l o w i n g  t h a t  i n  g e t t i n g  t h e  d e b t  d o w n  
to  $ 2 5 1 . 5  b i l l i o n  in  1949.  T h e n  w i t h  the  w o r l d  d e v e l o p m e n t s  a n d  o u r  
o w n  d e v e l o p m e n t s  i n  t he  e c o n o m y ,  we b u i l t  u p  to a d e b t  on  31 D e c e m b e r  
1955 ,  o f  $281  b i l l i o n .  We h a d  two y e a r s  t h e n  w i t h  s o m e  s u r p l u s  a n d  we  
b r o u g h t  t he  d e b t  d o w n  to $275  b i l l i o n .  N o w  w e ' r e  b a c k  u p  a g a i n  to  an  
a l l - t i m e  p e a k  of  $ 2 8 3  b i l l i o n .  

T o  m e  i t  i s  e x t r e m e l y  i n t e r e s t i n g  t h a t  f r o m  the  b e g i n n i n g  of  t h i s  
c o u n t r y  b a c k  i n  t h e  1 7 8 0 ' s ,  we  h a v e  s p e n t  a s  a n a t i o n ,  on  t h e  F e d e r a l  
l e v e l ,  $ 1 . 2 5  t r i l l i o n .  A t r i l l i o n  d o l l a r s  i s  a t h o u s a n d  b i l l i o n .  B u t  w e  
o w e  o n e - f i f t h  of  t h a t .  I n  o t h e r  w o r d s ,  d u r i n g  t h e  t i m e  t h a t  we  h a v e  
e x i s t e d  a s  a n a t i o n  we  h a v e  b e e n  u n a b l e  to  p a y  o u r  w a y  a s  we w e n t  to  
t h e  e x t e n t  of  o n e - f i f t h  of  a l l  of  t he  m o n e y  t h a t  w e  h a v e  s p e n t .  

C h a r t  2, p a g e  7 . - - T h i s  c h a r t  i s  a s t a t e m e n t  f o r  y o u r  i n f o r m a t i o n  
of  o u r  b u d g e t  o p e r a t i o n s ,  i n d i c a t i n g  w h e r e  t he  a d d i t i o n s  to  o u r  d e f i c i t  
c a m e  f r o m  s i n c e  1953.  

Y o u  w i l l  n o t e  t he  v e r y  L i m i t e d  p e r i o d  of  t i m e  w h e n  we  h a d  a s u r p l u s  
a n d  h o w  s m a l l  t h a t  s u r p l u s  w a s .  Y o u  w i l l  n o t e  t h a t  i n  t he  f i s c a l  y e a r  
1959,  t he  y e a r  t h a t  we  a r e  i n  a t  t he  p r e s e n t  t i m e ,  w e  e x p e c t  to h a v e  
e x p e n d i t u r e s  of  a b o u t  $81 b i l l i o n ,  i n c o m e  of  a r o u n d  $68  b i l l i o n ,  a n d  a 
p r o b a b l e  d e f i c i t  f o r  t h i s  y e a r  of  $13 b i l l i o n .  

We n o w  p r o j e c t  a v e r y  n a r r o w  s u r p l u s  f o r  f i s c a l  1960,  t he  b u d g e t  
we  a r e  w o r k i n g  on  a t  t he  p r e s e n t  t i m e .  T h i s  d o e s  c a l l  f o r  a s t e p - u p  
in  r e v e n u e  of  a b o u t  $9 b i l l i o n .  T h a t  s e e m s  a v e r y  s i z a b l e  s t e p - u p .  
H o w e v e r ,  we  h a v e  c h e c k e d  t h i s  v e r y  c a r e f u l l y  w i t h  v a r i o u s  p r i v a t e  
b u s i n e s s  o r g a n i z a t i o n s .  We h a v e  c h e c k e d  w i t h  s o m e  of t h e  l a r g e r  c o r p o -  
r a t i o n s  a s  to  w h a t  t h e y  p r e d i c t  f o r  t h e i r  o w n  b u s i n e s s  a n d  w h a t  t h e i r  o w n  
b u s i n e s s  p l a n n i n g  i s .  We t h i n k  t h a t  t h i s  i s  a p r o p e r  f i g u r e  a n d  o n e  w h i c h  
i s  e n t i r e l y  f e a s i b l e ,  a s s u m i n g  t h e r e  i s  no  u n e x p e c t e d  d o w n t u r n  in  t he  
e c o n o m y .  C e r t a i n l y  no  s u c h  d o w n t u r n  s e e m s  to  be  on  t he  h o r i z o n  a t  t he  
p r e s e n t  t i m e .  

C h a r t  3, p a g e  8 .  - - U s i n g  t h i s  c h a r t ,  I w i l l  v e r y  q u i c k l y  t o u c h  on  
F e d e r a l  b u d g e t  r e c e i p t s .  T h i s  w i l l  g i v e  y o u  a p i c t u r e  of  t h e  s o u r c e s  
o v e r  t h e  y e a r s  a n d  h o w  t h e y  b r e a k  d o w n  n o w .  
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I t h i n k  i t ' s  r a t h e r  i n t e r e s t i n g  to n o t e  t h a t  o u r  i n c o m e  f r o m  e x c i s e  
t a x e s ,  i n  s p i t e  of  t h e  v a r i e d  t y p e s  o f  e c o n o m y  t h a t  w e  h a v e  h a d  s i n c e  
1955 ,  h a s  r e m a i n e d  s t e a d y - - a t  a b o u t  t h e  $15 b i l l i o n  l e v e l .  C o r p o r a t e  
i n c o m e  t a x e s  h a v e  n o t  f l u c t u a t e d  n e a r l y  a s  m u c h  a s  m i g h t  be  e x p e c t e d .  
T h e y  h a v e  g o n e  d o w n ,  of  c o u r s e  a t  t i m e s .  We e x p e c t  t h e m  to  go d o w n  
d u r i n g  t h i s  y e a r ,  1959 ,  r e f l e c t i n g  t h e  f a l l - o f f  i n  b u s i n e s s .  B u t  t h e n  we  
e x p e c t  t h e m  to  go b a c k  u p  a g a i n  in  f i s c a l  y e a r  1960 to a b o u t  w h e r e  t h e y  
w e r e  i n  1956,  1957 ,  a n d  1958 .  

Of  c o u r s e ,  t he  s u b s t a n t i a l  p a r t  of  t he  r e v e n u e  s t e p - u p  i s  e x p e c t e d  
to  c o m e  in  i n d i v i d u a l  i n c o m e  t a x e s .  I t h i n k  y o u  s h o u l d  n o t e  t h a t  w e  
c o l l e c t  m o r e  t h a n  o n e - h a l f  of o u r  t o t a l  i n c o m e  f r o m  o u r  i n d i v i d u a l  i n -  
c o m e  t a x  s e t u p .  

C h a r t  4 ,  p a g e  1 0 . - - T h i s  c h a r t  s h o w s  the  T r e a s u r y  f i n a n c e  r e q u i r e -  
m e n t s .  T h e s e  w e r e  t h e  f i n a n c e  r e q u i r e m e n t s  w h i c h  we  h a d  in  the  s i x -  
m o n t h  p e r i o d  t h a t  e n d e d  D e c e m b e r ,  1958 .  

Y o u  w i l l  n o t i c e  t h e  t o t a l  a m o u n t  of  $ 1 7 . 2 5  b i l l i o n  w h i c h  we  w e r e  
r e q u i r e d  to f i n a n c e .  T h a t  i s  a t r e m e n d o u s  s u m  of  m o n e y .  I t  i s  s u b -  
s t a n t i a l l y  i n  e x c e s s  of  a l l  of  t h e  m o n e y  t h a t  a l l  p r i v a t e  b u s i n e s s  i n  t h e  
U n i t e d  S t a t e s  b o r r o w s  i n  t he  c o u r s e  of  a y e a r .  T h i s  h a d  to be  r e f i n a n c e d  
w i t h i n  a p e r i o d  of s i x  m o n t h s .  We a r r i v e d  a t  t h a t  a m o u n t  b e c a u s e  of  a n  
$11 b i l l i o n  b u d g e t  d e f i c i t .  We s p e n t  in  t h i s  p e r i o d ,  i n  o t h e r  w o r d s ,  
$11 b i l l i o n  m o r e  t h a n  we  t o o k  i n  f r o m  t a x e s  a n d  f r o m  r o l l i n g  o v e r  t h e  
s e c u r i t i e s  t h a t  w e r e  o u t s t a n d i n g .  

We h a d  a b i l l i o n  d o l l a r s  to  m e e t  f r o m  t h e  F, G,  J ,  a n d  K b o n d  
r e d e m p t i o n s .  T h o s e  a r e  l a r g e - s i z e  i n v e s t m e n t  b o n d s  w h i c h  we  a r e  no 
l o n g e r  i s s u i n g .  We h a d  a n  a t t r i t i o n  of  $ 3 . 5  b i l l i o n .  T h a t  i s ,  we  g a v e  
p e o p l e  h o l d i n g  b o n d s  a n  o p p o r t u n i t y  to  t a k e  n e w  b o n d s  a n d  t h e y  w e r e  n o t  
w i l l i n g  to do  s o  to  t he  e x t e n t  of  $ 3 . 5  b i l l i o n .  

We n e e d e d  $ 1 . 7 5  b i l l i o n  f o r  o u r  t r u s t  a c c o u n t s ,  b e c a u s e  d u r i n g  t h i s  
p e r i o d  of  t i m e  m o r e  m o n e y  w e n t  o u t  o f  o u r  t r u s t  a c c o u n t s  t h a n  c a m e  i n .  
T h o s e  a r e  t h e  u n e m p l o y m e n t  a c c o u n t ,  t he  r a i l w a y  p e n s i o n  a c c o u n t ,  a n d  
s i m i l a r  a c c o u n t s ,  w h i c h  t he  F e d e r a l  G o v e r n m e n t  h o l d s .  I n  s o m e  
p e r i o d s  the  p a y m e n t s  b u i l d  up a n d  t h e r e f o r e  t h e  f u n d s  t h a t  we  c a n  b o r r o w  
f r o m  t h e m  a r e  i n c r e a s e d .  W h e n  t h e y  a r e  s p e n d i n g  m o r e  t h a n  t h e y  a r e  
r e c e i v i n g ,  t h e i r  l o a n i n g  c a p a c i t y  i s  r e d u c e d .  

9 



~Bil. 

15 

I0 

5 

0 

CHART 4 

~ T R E A S U R Y  FINANCING PICTURE JULY-DEC. 1 9 5 8 ~  

Financing Requirements 

r ~  . . . .  

Aftrifion~ ~ - 

EG, J,K 
Redempl/ons 

Means of Financing 

Trust Accts., 
elc. 

I I ~Budget Deficil 

--17 4 - - -  

3 

::/2 B#/ion I New 
Borrowing 4 

~ Bills 

~ Nov. 

~:~ 0~ 

E ond H Bonds 

Decrease in Cash Balance 

(: 

Office of the Secretary of the Treasu~ B - 1 3 1 2 - A  o 5 



T h e  o t h e r  s i d e  of the  c h a r t  i n d i c a t e s  how we did  tha t  f i n a n c i n g .  
At  t h e  s t a r t  of  t he  p e r i o d  we h a d  a s u b s t a n t i a l  a m o u n t  of  c a s h  on h a n d .  
T h a t  w a s  p a r t l y  due  to the  f a c t  t h a t  we  r e c e i v e  the  bu lk  of o u r  t a x e s  
in  the  f i r s t  of  the  c a l e n d a r  y e a r ,  a n d  t h e r e f o r e  we  a r e  ap t  to h a v e  a 
f a i r l y  good  b a l a n c e  on h a n d  a t  the  s t a r t  of  a f i s c a l  y e a r .  We r e a c h  a 
low p e a k  a t  t he  e n d  of  the  c a l e n d a r  y e a r ,  b e c a u s e  o u r  tax  t a k e  i s  no t  
e v e n  d u r i n g  the  y e a r .  

We s o l d  a h a l f  b i l l i o n  d o l l a r s  m o r e  of the  E a n d  H b o n d s  t h a n  w e r e  
r e d e e m e d .  

We h a d  $12 b i l l i o n  of  n e w  b o r r o w i n g s .  P a r t  of t h a t  w a s  done  by 
g o i n g  to t he  m a r k e t  in  A u g u s t ,  O c t o b e r ,  a n d  N o v e m b e r  in  the  a m o u n t s  
t h e r e  i n d i c a t e d .  O n e  a n d  o n e - h a l f  b i l l i o n  d o l l a r s  w a s  d o n e  by  i n c r e a s -  
i n g  the  a m o u n t  of  o u r  o u t s t a n d i n g  b i l l s .  T h o s e  a r e  the  v e r y  s h o r t - t e r m  
b i l l s  t h a t  c o m e  ou t  a n d  tha t  we  r o l l  o v e r  e v e r y  60 o r  e v e r y  120 d a y s .  

C h a r t  5, p a g e  1 2 . - - T h i s  c h a r t  s h o w s  the  f i n a n c i n g  o u t l o o k  f r o m  
J a n u a r y  to J u n e  of  1959.  T h i s  i s  w h a t  w e ' r e  g o i n g  to h a v e  to  do in  the  
s i x - m o n t h  p e r i o d  t h a t  we  a r e  in  a t  t he  p r e s e n t  t i m e .  You  c a n  s e e  t h a t  
in  the  l a s t  s i x  m o n t h s  we  h a v e  t a k e n  c a r e  of m o s t  of o u r  b u d g e t  d e f i c i t ,  
bu t  we  s t i l l  w i l l  h a v e  a $2 b i l l i o n  d e f i c i t  in  t h i s  p e r i o d .  

Some of these investment bonds, F's, G's, J's, and K's, to the 
extent of a billion dollars, will be turned in. We expect an attrition of 
$2.75 billion. 

T h e r e  w i l l  be  t a x - a n t i c i p a t i o n  p a y o f f s .  C o r p o r a t i o n s  buy  s h o r t -  
t e r m  s e c u r i t i e s  e a r m a r k e d  to p a y  t h e i r  t a x e s .  We know t h a t  t h a t ' s  
w h a t  t h e y ' r e  g o i n g  to be  u s e d  f o r ,  a n d  we  w a n t  to  i n c r e a s e  o u r  c a s h  
b a l a n c e  s o m e w h a t  to  m e e t  t h e m .  T h a t  w i l l  a m o u n t  to  $13 b i l l i o n  in  
t h i s  s i x - m o n t h  p e r i o d .  

We will have special issues set up for some of the trust funds, 
possibly for some of the International Monetary Fund financing, where 
certain types of securities can perhaps be issued. 
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 )87: 

We a g a i n  h o p e  to  s e l l  a h a l f  b i l l i o n  d o l l a r s  m o r e  of  E a n d  H b o n d s  
t h a n  a r e  t u r n e d  in .  I n c i d e n t a l l y ,  we  h a v e  a b o u t  400 of  t h e  c o u n t r y ' s  
t o p  e x e c u t i v e s  in  W a s h i n g t o n  t h i s  w e e k - - a n d  t h e  P r e s i d e n t  w i l l  a d d r e s s  
t h e m  t o d a y - - t o  f u r t h e r  e n l i s t  t h e i r  s u p p o r t  f o r  t h i s  p r o g r a m  i n s o f a r  
a s  b u y i n g  b o n d s  b y  p a y r o l l  d e d u c t i o n  i s  c o n c e r n e d .  We e x p e c t  t o  do  
some of this .financing--half a billion dollars--by again increasing the 
amount of regular bills that are  put out. 

We h a v e  a l r e a d y  d o n e  $5 b i l l i o n  w o r t h  o f  f i n a n c i n g  in  J a n u a r y  a n d  
F e b r u a r y .  W e  h a v e  $5 b i l l i o n  l e f t  to  be  d o n e  b e t w e e n  n o w  a n d  t h e  e n d  
of  J u n e .  

C h a r t  6, p a g e  14. - - C o n g r e s s  i t s e l f  i n  t he  e a r l y  d a y s  o f  t h i s  c o u n t r y  
h a n d l e d  t h e  b o r r o w i n g  of m o n e y  a n d  t h e  s e t t i n g  of  t e r m s .  B u t  i t  b e c a m e  
e v i d e n t  a t  a n  e a r l y  d a t e  t h a t  t h a t  w a s  n o t  p r a c t i c a l ,  a n d  t h e  r e s p o n s i -  
b i l i t y  w a s  t u r n e d  o v e r  to  t h e  S e c r e t a r y  o f  t h e  T r e a s u r y .  H e  d o e s  h a v e  
w i d e  p o w e r s  i n  t h i s  a r e a .  T h e r e  a r e  a f e w  l i m i t a t i o n s .  We c a n n o t  on  
b o n d s ,  w h i c h  a r e  F e d e r a l  s e c u r i t i e s  m a t u r i n g  m o r e  t h a n  f i v e  y e a r s  
a f t e r  i s s u a n c e ,  h a v e  a c o u p o n  of  m o r e  t h a n  4 . 2 5  p e r c e n t .  A n y  i s s u e  
w h i c h  m a t u r e s  m o r e  t h a n  a y e a r  a f t e r  i t  i s  i s s u e d  m u s t  be  a p p r o v e d  i n  
w r i t i n g  by  t h e  P r e s i d e n t .  

T h e n ,  of  c o u r s e ,  t h e r e  i s  t h e  d e b t  l i m i t .  At  t h e  p r e s e n t  t i m e  w e  
a r e  a c t i n g  u n d e r  a t e m p o r a r y  d e b t  l i m i t  o f  $ 2 8 8  b i l l i o n .  T h e  p e r m a n e n t  
d e b t  l i m i t  n o w  i s  $283  b i l l i o n .  We w i l l  r e v e r t  to  t h a t  i n  J u n e .  We w i l l  
n o t  be  a b l e  to g e t  u n d e r  t h a t .  So w e  w i l l  h a v e  to  go  to the  C o n g r e s s  b e -  
t w e e n  n o w  a n d  t h e  e n d  of  J u n e  a n d  a s k  f o r  a f u r t h e r  i n c r e a s e  i n  t h e  d e b t  
l i m i t .  

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

T h e r e  h a s  b e e n  m u c h  d i s c u s s i o n  a s  to  w h e t h e r  o r  n o t  a d e b t  l i m i t  
i s  a g o o d  t h i n g ,  w h e t h e r  w e  n e e d  a d e b t  l i m i t .  P e o p l e  a s k :  " W o u l d n ' t  
i t  be  b e t t e r  to  h a v e  g r e a t e r  f r e e d o m ? "  I f  i t  s e e m e d  a d v i s a b l e  n o w  to  
p u t  o u t  a l o n g - t e r m  s e c u r i t y - - a n d  w e ' r e  a l w a y s  f i g h t i n g  to  g e t  o u t  l o n g -  
t e r m  s e c u r i t i e s - - w o u l d n ' t  i t  be  h e l p f u l  to  h a v e  s o m e  r o o m  in  w h i c h  to 
m o v e ,  s o  t h a t  p e r h a p s  we  c o u l d  p u t  o u t  $5  b i l l i o n  of  l o n g - t e r m  s e c u r i t i e s  
to  r e f i n a n c e  s o m e  s h o r t - t e r m  s e c u r i t i e s  t h a t  w o u l d  be  c o m i n g  d u e ,  s a y ,  
i n  30 d a y s ?  A l s o  i s n ' t  t h i s  a n o t h e r  r e s t r i c t i o n  t h a t  i s  u n n e c e s s a r y  in  
t h a t  w e  d o n ' t  s p e n d  a n y  m o n e y  u n l e s s  C o n g r e s s  a p p r o p r i a t e s  i t  ? I f  
C o n g r e s s  w a n t s  to p r e v e n t  t h e  d e b t  f r o m  g o i n g  up ,  t h e y  h a v e  a n  e f f e c -  
t i v e  m e a n s  of  d o i n g  t h a t  by  n o t  v o t i n g  a n y  e x t r a  m o n e y .  
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W e l l ,  f r a n k l y ,  w e  i n  t h e  T r e a s u r y  do n o t  u r g e  t h e  r e m o v a l  of  t h e  
d e b t  l i m i t .  We t h i n k  t h a t  i t  h a s  s o m e  s i g n i f i c a n c e  to  t he  p u b l i c .  I t  i s  
s o m e t h i n g  t h a t  p e o p l e  c a n  u n d e r s t a n d .  We  o u r s e l v e s  i n  o u r  o p e r a t i o n s  
a r e  w i l l i n g  to  h a v e  t h a t  b e n c h m a r k ,  i f  y o u  w i l l ,  t h a t  we  m u s t  w o r k  
a g a i n s t .  

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

C h a r t  7, p a g e  1 7 . - - T h i s  s h o w s  t h e  s t r u c t u r e  of  t h e  p u b l i c  d e b t ,  
w h i c h  i s  o f  m a j o r  i n t e r e s t .  Of c o u r s e ,  t h e  c l o s e r  y o u  g e t  to  a b o n d  
b e i n g  d u e ,  t h e  c l o s e r  y o u  g e t  to  t h a t  b o n d  b e i n g  n o t h i n g  b u t  c u r r e n c y .  
I f  i t ' s  d u e  t o m o r r o w ,  i t ' s  p r e t t y  m u c h  l i k e  a d o l l a r  b i l l  t h a t ' s  f l o a t i n g  
a b o u t .  

We  l i k e  to  h a v e  t h e  d e b t  s p a c e d  o u t .  I n  t h e  f i r s t  p l a c e ,  i n  t h i s  
c o u n t r y  of  o u r s ,  w i t h  i t s  i n v o l v e m e n t s  i n  t h e  b u s i n e s s  f i e l d ,  i t ' s  a g o o d  
t h i n g  to  h a v e  d i f f e r e n t  t y p e s  of  F e d e r a l  s e c u r i t i e s .  I t  i s  g o o d  to h a v e  
s o m e  t h a t  p e o p l e  c a n  b u y  i f  t h e y  w a n t  to  i n v e s t  t h e i r  m o n e y  f o r  a s h o r t  
p e r i o d  of  t i m e ,  o t h e r s  t h a t  c a n  go i n t o  t r u s t  f u n d s ,  a n d  s o  f o r t h .  B u t ,  
f u r t h e r  t h a n  t h a t ,  y o u  n e e d  s o m e  l i v i n g  r o o m  h e r e ,  j u s t  a s  y o u  do  i n  
y o u r  o w n  p r i v a t e  a f f a i r s .  I f  a l l  y o u r  i n d e b t e d n e s s  i s  g o i n g  to  c o m e  d u e  
i n  t h e  n e x t  t h r e e  m o n t h s ,  e v e n  t h o u g h  y o u  m a y  be  a b l e  to  r e f i n a n c e  i t ,  
i t ' s  a m u c h  m o r e  d i f f i c u l t  p r o b l e m ,  m u c h  m o r e  c o m p l i c a t e d  f o r  y o u  to 
h a n d l e ,  t h a n  i f  y o u  c a n  r e f i n a n c e  t h a t  s a m e  a m o u n t  of  d e b t  o v e r  m a n y  
y e a r s .  

N o w ,  $ 7 2 . 5  b i l l i o n  a r e  g o i n g  to  c o m e  d u e  w i t h i n  o n e  y e a r  f r o m  
1 J a n u a r y  of  t h i s  y e a r ,  $54  b i l l i o n  in  f r o m  o n e  to  f i v e  y e a r s ,  a n d  $49  
b i l l i o n  in  f i v e  y e a r s  a n d  o v e r .  We  h a v e  b e e n  t r y i n g  e v e r  s i n c e  t h i s  
A d m i n i s t r a t i o n  c a m e  i n - - a n d  I ' m  s u r e  t h a t  o t h e r  a d m i n i s t r a t i o n s  d id  
t o o - - t o  l e n g t h e n  o u t  t h i s  d e b t .  T h e r e  i s  a n o t h e r  c h a r t ,  n u m b e r  8 in  
t h i s  s e r i e s ,  w h i c h  w i l l  s h o w  y o u  w h e t h e r  o r  n o t  we  h a v e  had  m u c h  
s u c c e s s .  I t  h a s  b e e n  a n  e x t r e m e l y  d i f f i c u l t  t a s k .  

We p r e f e r  t o  h a v e  m o r e  o f  t h e  i n d e b t e d n e s s  o v e r  in  t h e  n o n m a r k e t -  
a b l e  a r e a s .  T h o s e  a r e  a r e a s  w h e r e  t h e  s e c u r i t i e s  c a n n o t  be  s o l d  b y  t h e  
i n d i v i d u a l  h o l d e r s  in  t h e  m a r k e t .  T h e y  a r e  n o t  f r e e l y  t r a d a b l e .  T h e y  
i n c l u d e  t h e  s e c u r i t i e s  t h a t  we i s s u e  to  o u r  s p e c i a l  t r u s t  f u n d s ,  w h i c h  I 
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h a v e  d e s c r i b e d  to y o u  b e f o r e .  T h e n  t h e r e  a r e  t h e  i n v e s t m e n t  b o n d s .  
T h o s e  a r e  t h e  o n e s  t h a t  h a v e  b e e n  c o m i n g  d u e  a n d  w i l l  c o n t i n u e  to  c o m e  
d u e .  T h e n  y o u  c a n  s e e  h e r e  t h e  t r e m e n d o u s  r e l i a n c e  t h a t  w e  a r e  p l a c i n g  
i n  o u r  s a v i n g s  b o n d s .  Y o u  s e e  t h e  l a r g e  a m o u n t  n o w  i n  t h e  p i c t u r e - -  
s o m e  $50  b i l l i o n .  T h i s  p a r t  of  t he  d e b t  h a s  a v e r y ,  v e r y  w i d e  b a s e .  I 
t h i n k  t h a t  t h e s e  s a v i n g s  b o n d s  a r e  h e l d  by  s o m e t h i n g  l i k e  40 m i l l i o n  
A m e r i c a n s .  M a n y  p e o p l e  h a v e  o n l y  a v e r y  f e w  b o n d s .  T h e  a v e r a g e  
h o l d i n g  t i m e  n o w  i s  a b o u t  s e v e n  a n d  o n e - h a l f  y e a r s .  So y o u  c a n  s e e  
t h a t  i t  f a l l s  i n  the  l o n g - t e r m  d e b t  a r e a .  

T h e r e  a r e  s o m e  w h o  h a v e  s a i d :  " t h i s  i s  a b a d  t y p e  of  d e b t  to  h a v e  
o u t  i n  s u c h  l a r g e  a m o u n t s ,  b e c a u s e  i t  c a n  a l l  be  p r e s e n t e d  a t  a n y  t i m e .  
I t ' s  a l l  a d e m a n d  o b l i g a t i o n . "  T h a t ' s  p e r f e c t l y  t r u e .  B u t  y o u  h a v e  to  
c o n s i d e r  o u r  e x p e r i e n c e .  I t  w a s  t h o u g h t  d u r i n g  W o r l d  W a r  II  t h a t  
i m m e d i a t e l y  a f t e r  t h e  w a r ,  t h e s e  b o n d s  in  t he  h a n d s  o f  t h e  g e n e r a l  p u b -  
l i c  w o u l d  c o m e  in  i n  g r e a t  n u m b e r s .  T h e y  d i d n ' t .  We n o w  h a v e  h a d  a 
n u m b e r  o f  y e a r s  of  e x p e r i e n c e .  J u s t  a s  p e o p l e  w h o  a r e  r u n n i n g  a 
s a v i n g s  b a n k  o r  a n  i n s u r a n c e  c o m p a n y  c a n  m a k e  s o m e  p r e d i c t i o n  of  
w h a t  t he  r a t e  of  r e d e m p t i o n  w i l l  be ,  w e  c a n  m a k e  s o m e  p r e d i c t i o n  h e r e .  
I t  i s  a t y p e  of  d e b t  t h a t ,  s i n c e  w e ' v e  g o t  to  h a v e  t h i s  h e a v y  o b l i g a t i o n  
a n y w a y ,  w e  t h i n k  i s  g o o d  to  h a v e  in  t he  p i c t u r e .  We h o p e  t h a t  we  c a n  
i n c r e a s e  t h e  h o l d i n g s  a m o n g  t he  g r e a t  r a n k  a n d  f i l e  o f  A m e r i c a n s  i n  
t h i s  s a v i n g s  b o n d  a r e a .  

C h a r t  8, p a g e  1 8 . - - T h i s  i s  a c h a r t  o f  t h e  a v e r a g e  l e n g t h  of  t h e  
m a r k e t a b l e  d e b t .  Y o u  c a n  s e e  t h a t ,  b e g i n n i n g  i n  1952 ,  we  h a d  a r e l a -  
t i v e l y  l o n g  a v e r a g e  t i m e .  I t  r a n  d o w n  p r e t t y  s h a r p l y  u n t i l  t h e  e n d  of  
1953.  I n  t h e  p e r i o d ,  1954 a n d  1955,  t h i n g s  w e r e  i m p r o v i n g  s o m e w h a t  
a n d  we  w e r e  a b l e  to  p u t  o u t  l o n g e r  i s s u e s .  B u t  f r o m  1955 o n  i t ' s  b e e n  
e x t r e m e l y  d i f f i c u l t .  

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

I n  t he  l a t t e r  p a r t  of  1957 a n d  d u r i n g  1958 we  h a d  s o m e  s u c c e s s  i n  
p u s h i n g  the  l o n g - t e r m  s e c u r i t i e s  o u t  a g a i n .  We h a v e  s l i p p e d  b a c k  a 
l i t t l e  b i t  s i n c e  t h e n .  B u t ,  a s  y o u  c a n  s e e  f r o m  t h i s  c h a r t ,  i f  y o u  a v e r -  
a g e d  i t  o u t ,  i t  h a s n ' t  b e e n  too  b a d  a j o b  of  h o l d i n g  the  l i n e ,  h a v i n g  in  m i n d  

t h e  r a t h e r  s u b s t a n t i a l i n c r e a s e  t h a t  we h a v e  e x p e r i e n c e d  in  t he  F e d e r a l  d e b t  

d u r i n g  t h i s  p e r i o d  of t i m e .  
i6  
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C h a r t  9, p a g e  2 0 . - - T h i s  c h a r t  i s  of i n t e r e s t  a s  i n d i c a t i n g  t h e  y i e l d  
t r e n d s .  A g a i n  w e ' r e  i n  a n  o p e n  m a r k e t .  We h a v e  to  p a y  w h a t  t h e  m a r -  
k e t  d e m a n d s  i n  the  w a y  of  i n t e r e s t .  

S o m e  of  t h e s e  s e c u r i t i e s  a r e  s o l d  a t  a u c t i o n .  O t h e r s  a r e  s o l d  a t  
p r i c e s  f i x e d  a f t e r  o u r  d e b t  m a n a g e m e n t  p e o p l e  h a v e  c a r e f u l l y  s t u d i e d  
the  m a r k e t .  

Y o u  w i l l  n o t i c e  t h a t  t h e  i n t e r e s t  r a t e s  on  t h e  T r e a s u r y  b i l l s  f o l l o w  
a t  l e a s t  p r e t t y  m u c h  t h e  d i s c o u n t  r a t e .  We h a v e  t r i e d  to  f i n d  o u t  w h i c h  
c o m e s  f i r s t - - t h e  d i s c o u n t  r a t e  o r  t h e  r a t e  o n  t he  T r e a s u r y  b i l l s .  T h e r e  
d o e s n ' t  s e e m  to  be  a n y  s e t  a n s w e r  on  t h a t .  A p p a r e n t l y  s o m e t i m e s  t h e  
d i s c o u n t  r a t e  c h a n g e s  a n d  t he  T r e a s u r y  b i l l  r a t e  w i l l  f o l l o w  i t ,  a n d  a t  
o t h e r  t i m e s  t he  T r e a s u r y  b i l l  r a t e  w i l l  g e t  a l i t t l e  b i t  a h e a d  of  t he  d i s -  
c o u n t  r a t e .  

C h a r t  10,  p a g e  2 1 . - - N o w ,  w h a t  a b o u t  t h e  o w n e r s h i p  of  t h i s  p u b l i c  
d e b t ?  A g a i n  i t  i s  o u r  i n t e r e s t  a n d  d e s i r e  to  h a v e  a s  m u c h  of  t he  d e b t  
h e l d  by n o n b a n k  i n v e s t o r s  a s  p o s s i b l e .  T h e  r e a s o n  f o r  t h a t  I a m  s u r e  
i s  c l e a r  to  a l l  of  y o u .  W h e n  we  do  o u r  b o r r o w i n g  f r o m  the  c o m m e r c i a l  
b a n k s  o r  f r o m  t h e  F e d e r a l  R e s e r v e  S y s t e m ,  we  a r e  a d d i n g  to t h e  i n f l a -  
t i o n a r y  p r e s s u r e .  

W h y  is  t h a t ?  W e l l  l e t ' s  c o n s i d e r  t h e  f o l l o w i n g  e x a m p l e .  I f  we  
w e n t  t o  a n y  o n e  of  y o u  g e n t l e m e n  a n d  s a i d ,  " W e ' d  l i k e  to  s e l l  y o u  a 
t h o u s a n d  d o l l a r  b o n d ,  " y o u ' d  h a v e  to  g e t  t h e  t h o u s a n d  d o l l a r s  f r o m  
s o m e  p l a c e .  Y o u ' d  h a v e  to  e i t h e r  d r a w  it  ou t  of  t h e  b a n k ,  s e l l  s o m e  
s e c u r i t i e s  t h a t  y o u  h a d ,  o r  s e l l  s o m e  p e r s o n a l  p r o p e r t y  t h a t  y o u  h a d ,  
a n d  p u t  t h e  m o n e y  i n t o  t h e  b o n d .  So y o u  w o u l d  d i s p o s e  of  o n e  a s s e t  
a n d  a c q u i r e  a n o t h e r  a s s e t .  

B u t  i f  we  b o r r o w  e i t h e r  f r o m  t h e  F e d e r a l  R e s e r v e  S y s t e m  o r  f r o m  
b a n k s ,  a l l  t h a t  h a p p e n s  i s  t h a t  we  g i v e  t h e m  a t h o u s a n d  d o l l a r  b o n d ,  
w h i c h  t h e y  p u t  in  on  t h e  a s s e t  s i d e  of  t h e i r  l e d g e r  a n d  t h e y  c r e d i t  t h e  
F e d e r a l  G o v e r n m e n t  w i t h  a t h o u s a n d  d o l l a r  d e p o s i t  in  t h e  b a n k .  T h e y  
d o n ' t  t a k e  a t h o u s a n d  d o l l a r s  ou t  o f  a n y b o d y  e l s e ' s  a c c o u n t .  T h e y  d o n ' t  
m a k e  a n y  o t h e r  c h a n g e  in  t h e i r  h o l d i n g s .  I ' m  n o t  t a l k i n g  a b o u t  t h e  
r e s e r v e s  t h a t  t h e y  m i g h t  h a v e  to  s e t  up .  T h e y  do  c r e a t e  a d d i t i o n a l  b a n k  
c r e d i t ,  w h i c h  a d d s  to  t h e  a m o u n t  of  c r e d i t  a v a i l a b l e  in  t h e  c o u n t r y  a n d  
t h u s  f e e d s  i n f l a t i o n a r y  p r e s s u r e s .  
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The G o v e r n m e n t  i n v e s t m e n t  a c c o u n t s  I think s p e a k  fo r  t h e m s e l v e s .  
T h e s e  a r e  s e c u r i t i e s  w h i c h  the F e d e r a l  R e s e r v e  buys  f r o m  t i m e  to 
t i m e ,  e i t h e r  in  the open  m a r k e t  o r  in c o n n e c t i o n  wi th  t h e i r  f i n a n c i n g .  
I t  i s  he lpf l i l  to us at  t i m e s  w h e n  we have  a r e f i n a n c i n g  to have  t h e m  
i n d i c a t e  tha t  t hey  w i l l  r e f i n a n c e  a l l  of t h e i r  h o l d i n g s .  If an  i s s u e  i s  
h e l d ,  l e t  us  s a y ,  o n e - h a l f  by the F e d  and  o n e - h a l f  by the g e n e r a l  pub l i c ,  
and  we know that  the F e d  is  going to take  up a l l  of t h e i r  i s s u e  tha t  i s  
o u t s t a n d i n g  and  r e f i n a n c e  those  bonds ,  i t  m a k e s  the r e s t  of o u r  job 
s o m e w h a t  e a s i e r .  

T h e n  we have  the c o m m e r c i a l  h o l d i n g s - - l i f e  i n s u r a n c e  c o m p a n i e s  
and  so  f o r t h .  

You have  a l s o  the nonbank  i n v e s t o r s - - t h e  c o r p o r a t i o n s .  T h e r e  
you  i n c l u d e  both the c o r p o r a t i o n s  and  the S t a t e s .  The  S t a t e s '  i n v e s t -  
m e n t  w i l l  v a r y .  S o m e t i m e s  i t ' s  f o r  t h e i r  t r u s t  f unds .  S o m e t i m e s  t h e y  
i n v e s t  f o r  a s h o r t  p e r i o d  of t i m e  wi th  funds  tha t  they  a r e  go ing  to use  
f o r  S ta te  s p e n d i n g  but d o n ' t  n e e d  i m m e d i a t e l y .  

Sav ings  i n s t i t u t i o n s  s p e a k  fo r  t h e m s e l v e s .  T h e n  a g a i n  you  s e e  the 
i n d i v i d u a l  o p e r a t i o n s  a t  the v e r y  end.  

Now,  o u r  whole  push ,  ou r  whole  a t t e m p t ,  in  f i n a n c i n g  is  not  on ly  
to get  l o n g e r - r a n g e  s e c u r i t i e s  out and  keep  the i n t e r e s t  r a t e s  down,  but  
to get  as  m u c h  of the i n v e s t m e n t  as  p o s s i b l e  o v e r  in to  the h a n d s  of non-  
bank i n v e s t o r s .  

C h a r t  11, page  2 3 . - - T h i s  c h a r t  g ives  you  a p i c t u r e  of the pub l i c  
deb t  in  a g r o w i n g  e c o n o m y .  It  shows  the r e l a t i o n s h i p  of the pub l ic  debt  
to the p o p u l a t i o n - - h o w  m u c h  it  i s  p e r  cap i t a .  I t  h a s  c o m e  down p e r  
c a p i t a  s o m e w h a t  s i n c e  1946, a l t hough  i t  i s  g r o w i n g  in  to ta l .  I t  s h o w s  
you  a l so  the p e r c e n t a g e  of o u r  g r o s s  n a t i o n a l  p r o d u c t  tha t  the debt  r e p r e -  
s e n t s .  I t  s h o w s  the a m o u n t  of the debt  that  was  c r e a t e d  by the F e d e r a l  
G o v e r n m e n t ,  S ta te ,  l oca l ,  c o r p o r a t e ,  i n d i v i d u a l s  and  c o m p a r e s  i t  to 
1946. 

G e n t l e m e n ,  th is  of n e c e s s i t y  h a s  had  to be a v e r y  r a p i d  v i ew  of 
s o m e  of o u r  p r o b l e m s .  I hope  that  i t  g i v e s  you  s o m e  f e e l i n g  of the 
t r e m e n d o u s  p r o b l e m  tha t  we f a c e .  We wi l l  have  to r e f i n a n c e  a b o u t $ 7 2  
to $73 b i l l i on  d u r i n g  th i s  y e a r .  Tha t  i s  a t r e m e n d o u s  t a sk .  We n e e d  to 
have  a s  s a t i s f a c t o r y  a m a r k e t  as  p o s s i b l e  to t ake  that .  
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W h a t  do  we  t h i n k  a b o u t  a s  we f a c e  t h e  m a r k e t  i n  d o i n g  o u r  f i n a n c -  
i n g ?  W e l l ,  we  h a v e  f i v e  t h i n g s  t h a t  we  c h e c k  on  a n d  t r y  to  be s u r e  a r e  
t h e r e .  I f  y o u  h a v e  a l l  f i v e  of  t h e s e  w o r k e d  o u t  p r o p e r l y ,  t he  a n s w e r  i s  
e a s y .  Y o u  c o u l d  do i t .  

I n  t h e  f i r s t  p l a c e ,  we h a v e  to be  s u r e  t h a t  we. g e t  o u r  m o n e y .  We 
h a v e  to  be  s u r e  t h a t  w e  g e t  o u r  m o n e y  b e c a u s e  w e  n e e d  i t  v e r y  p r o m p t l y  
a f t e r  t he  f i n a n c i n g  d a t e .  I n  t he  l a s t  s i x  w e e k s  we  h a v e  b e e n  r u n n i n g  w i t h  
f r e e - c a l l a b l e  f u n d s - - t h a t ' s  m o n e y  on  d e p o s i t  i n  t h e  b a n k  t h a t  we  c a n  
c a l l  i n - - e q u a l  to  a b o u t  t w o  w e e k s  of  e x p e n d i t u r e s .  T h a t ' s  a p r e t t y  s h o r t  
o p e r a t i o n  to  be  r u n n i n g  w h e n  y o u ' r e  s p e n d i n g  s o m e  $ 8 0  b i l l i o n  a y e a r .  
I c a n  a s s u r e  y o u  t h a t  n o  p r i v a t e  c o r p o r a t i o n  w o u l d  w a n t  to  r u n  t h a t  
c l o s e l y .  

A l s o ,  i f  we  p r o j e c t  a n  i s s u e  a n d  p u t  i t  o u t  a n d  i t  d o e s n ' t  do  a s  w e l l  
a s  s o m e  p e o p l e  e x p e c t ,  t h a t  h a s  a b a d  e f f e c t .  I t  s t a r t s  off  a l o t  of  r u m o r s  
t h a t  h a v e  no  b a s i s .  I t  a l s o  s t a r t s  of f  a l o t  o f  c o n s i d e r a t i o n s  i n  t h e  p r i -  
v a t e  f i n a n c i n g  f i e l d .  So we  m u s t  be s u r e  t h a t  we  p u t  o u t  a n  i s s u e  of t h e  
r i g h t  s i z e ,  a t  t h e  r i g h t  t i m e ,  a n d  w i t h  the  r i g h t  i n t e r e s t  r a t e ,  s o  t h a t  
we  w i l l  g e t  i t  a l l  t a k e n  u p ,  a n d  p r o d u c e  t he  n e c e s s a r y  m o n e y .  

S e c o n d l y ,  we  w a n t  to  b o r r o w  o u r  m o n e y  a s  c h e a p l y  a s  p o s s i b l e .  
We a r e  p a y i n g  s o m e  $8  b i l l i o n  a y e a r  n o w  in  i n t e r e s t .  We d o n ' t  w a n t  to  
p a y  a c e n t  m o r e  t h a n  w e  h a v e  to p a y .  I t ' s  q u i t e  a j o b  to e s t i m a t e  j u s t  
w h e t h e r  y o u  n e e d  to p u t  i t  o u t  a t  2 - 1 / 2  p e r c e n t  o r  3 -114  o r  4 p e r c e n t .  
We d o n ' t  w a n t  to  p a y  t o o  m u c h .  If  we  m a k e  a m i s t a k e  t h e r e ,  the  p u b l i c  
i s  g o i n g  to k n o w  i t  v e r y  v e r y  q u i c k l y .  I f  we a g r e e  to  p a y  t o o  m u c h ,  t h e  
b o n d  o r  s e c u r i t y  w i l l  b e g i n  to  s e l l  a t  a p r e m i u m  v e r y  r a p i d l y .  Of c o u r s e ,  
i f  we  d o n ' t  p a y  e n o u g h ,  i t ' s  g o i n g  to  be  s o l d  a t  a d i s c o u n t  v e r y  r a p i d l y .  
T h e  f r e q u e n t  i s s u a n c e  of  G o v e r n m e n t  s e c u r i t i e s  w h i c h  i m m e d i a t e l y  go  to  
a d i s c o u n t  i s  n o t  h e l p f u l  e i t h e r .  

T h i r d ,  we  w a n t  to  e x t e n d  t he  m a t u r i t y .  We w a n t  to  e s t i m a t e  a s  
r e a s o n a b l y  a s  we  c a n  h o w  l o n g  a b o n d  t h e  m a r k e t s  w i l l  t a k e ,  a n d  t h e n  
p u t  t h a t  b o n d  ou t .  I f  t h e y  a r e  r e a d y  to  t a k e  a 2 0 - y e a r  b o n d ,  we  d o n ' t  
w a n t  to  p u t  o u t  a 5 - y e a r  b o n d .  I f  t h e y ' r e  r e a d y  to  t a k e  a 3 - y e a r  n o t e  
we  d o n ' t  w a n t  to  p u t  ou t  a 6 0 - d a y  b i l l .  

F o u r t h ,  we  w a n t  to  do  t he  m a x i m u m  a m o u n t  of  b o r r o w i n g  o u t s i d e  
of  t h e  b a n k i n g  s y s t e m .  We w a n t  to t a i l o r  t h e  o f f e r i n g  in  s u c h  a w a y  
t h a t  i t  w i l l  a p p e a l  to  t h e  n o n b a n k  i n v e s t o r s .  
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A n d ,  f i n a l l y ,  we w a n t  to  go  to  t he  m a r k e t  a s  s e l d o m  a s  p o s s i b l e .  
I f  we  go  i n t o  the  m a r k e t  e v e r y  30 d a y s ,  we  a r e  a n  u p s e t t i n g  i n f l u e n c e .  
A s  I h a v e  i n d i c a t e d  to  y o u ,  in  the  two  f i n a n c i n g  p e r i o d s  w h i c h  we  h a d  
o n  the  s c r e e n  o u r  b o r r o w i n g  w a s  m o r e  t h a n  d o u b l e  t h e  a m o u n t  of 
s e c u r i t i e s  i s s u e d  by p r i v a t e  b u s i n e s s  d u r i n g  t h a t  s a m e  p e r i o d  of  t i m e .  
We a l s o  h a v e  t he  S t a t e  a n d  m u n i c i p a l  b o r r o w i n g  to c o n s i d e r .  We v e r y  
f r e q u e n t l y  h a v e  h a d  i t  h a p p e n  t h a t  a f t e r  w e  h a v e  a n n o u n c e d  a n  i s s u e ,  
t h e  m a y o r  of  a c i t y  o r  t he  t r e a s u r e r  of a S t a t e  w o u l d  c a l l  a n d  c o m p l a i n  
b i t t e r l y  t h a t  t h e y  h a d  t h e i r  f i n a n c i n g  a l l  r e a d y  to c l o s e ;  t h a t  t h e y  w e r e  
g o i n g  to  s e c u r e  t h e i r  f i n a n c i n g  a t ,  w e ' l l  s a y ,  3 - 1 / 8  a n d  we j u s t  pu t  a 
s e c u r i t y  o u t  a t  3 - 1 [ 4 .  T h e  m i n u t e  t h a t  h a p p e n s ,  of c o u r s e ,  t he  p e o p l e  
w h o  w e r e  g o i n g  to buy  t h e  S t a t e  o r  t he  m u n i c i p a l  s e c u r i t y  w i l l  s a y ,  
" W e l l ,  t h e  F e d e r a l  G o v e r n m e n t  i s  p a y i n g  m o r e .  We w o n ' t  t a k e  y o u r s .  
So now w e  a r e  t r y i n g  to go  to t h e  m a r k e t  f o r  new  b o r r o w i n g s  n o t  m o r e  
t h a n  f o u r  t i m e s  a y e a r .  

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

Y o u  a r e  i n t e r e s t e d  h e r e  i n  t he  t o t a l  d e f e n s e  p i c t u r e .  You  a r e  h e r e  
b e c a u s e  we  a s  a n a t i o n  h a v e  a t w o - p r o n g e d  job  to do .  I k n o w  y o u  r e a l -  
i z e  t h a t .  O n e  of  t h e s e  t a s k s ,  w h i c h  i s  o n e  of  o u r  r e s p o n s i b i l i t i e s ,  i s  
to  p r o v i d e  a n  a d e q u a t e  d e f e n s e  e s t a b l i s h m e n t  to d i s c o u r a g e  a n y  t h r e a t  
to  t h i s  c o u n t r y  f r o m  a n y  o u t s i d e  s o u r c e .  O u r  o t h e r  job  i s  to m a k e  s u r e  
t h a t  o u r  e c o n o m y  h e r e  a t  h o m e  i s  s t r o n g  e n o u g h  now a n d  r e m a i n s  s t r o n g  
e n o u g h  to s u p p o r t  t h a t  d e f e n s e  e s t a b l i s h m e n t  a n d  a t  t he  s a m e  t i m e  to 
m a i n t a i n  h e r e  a t  h o m e  the  k i n d  of  a c o u n t r y  w h i c h  we  w a n t ,  w i t h  t h e  
f r e e d o m s  w h i c h  h a v e  b r o u g h t  u s  w h e r e  we  a r e  t o d a y .  I a m  s u r e  n o n e  
of  u s  w a n t  to  d e f e n d  t h i s  c o u n t r y  f o r  t he  s o l e  p u r p o s e  of d e f e n d i n g  s o m e  
r e a l  e s t a t e  a n d  s o m e  p e o p l e  w h o  m i g h t  be  l i v i n g  in  i t  a t  a p a r t i c u l a r  
t i m e .  We w a n t  to  d e f e n d  t h e  U n i t e d  S t a t e s  w i t h  t he  r i g h t s  a n d  the  p r i v i -  
l e g e s  a n d  t he  f r e e d o m s  w h i c h  w e  h a v e  h a d  in  t he  p a s t  a n d  s t i l l  p o s s e s s  
t o d a y .  

D u r i n g  t h e  p a s t  two  d e c a d e s  the  v a l u e  of the  d o l l a r  f e l l  by  m o r e  
t h a n  o n e - h a l f ;  b u t  t h e r e  i s  c e r t a i n l y  l i t t l e  g e n e r a l  u n d e r s t a n d i n g  of  t he  
i n f l a t i o n a r y  d a n g e r s  r e s u l t i n g  f r o m  c o n t i n u i n g  l a r g e  G o v e r n m e n t  d e f i c i t s .  
W h e n  the  G o v e r n m e n t  l i v e s  b e y o n d  i t s  m e a n s ,  g o i n g  i n t o  d e b t  to  p a y  f o r  
p a r t  o f  i t s  r e q u i r e m e n t s ,  a s  y o u  h a v e  s e e n  w e  h a v e  b e e n  d o i n g ,  we  
c r e a t e  h e a v y  p r e s s u r e s  f o r  an  i n f l a t i o n a r y  p r i c e  r i s e .  I n f l a t i o n  w e a k e n s  
t h e  w h o l e  e c o n o m y .  I t  b r i n g s  s e r i o u s  h a r d s h i p  to  t h o s e  of o u r  c i t i z e n s  
w h o  a r e  l e a s t  a b l e  to  p r o t e c t  t h e m s e l v e s  a g a i n s t  a r i s i n g  c o s t  of l i v i n g .  
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W h e n  the  G o v e r n m e n t  s p e n d s  m o r e  t h a n  i t  t a k e s  i n ,  i t  m u s t  b o r -  
r o w  t h e  d i f f e r e n c e  in  o r d e r  to  p a y  i t s  b i l l s .  T o  t h e  e x t e n t  t h a t  t h e s e  
f u n d s  c a n  be o b t a i n e d  o n l y  by  r e s o r t i n g  to b o r r o w i n g  f r o m  the  c o m -  
m e r c i a l  b a n k i n g  s y s t e m ,  t h e r e  i s  r e a l  i n f l a t i o n a r y  p r e s s u r e ,  a s  I h a v e  
a l r e a d y  p o i n t e d  ou t .  H e a v y  c o m p e t i t i o n  f r o m  p r i v a t e  b o r r o w e r s  f o r  
a v a i l a b l e  s a v i n g s  u s u a l l y  m e a n s  t h a t  a l a r g e  p a r t  of  o u r  d e f i c i t  w i l l  
h a v e  to  be  f i n a n c e d  t h r o u g h  i s s u i n g  s e c u r i t i e s  to  t h e  b a n k i n g  s y s t e m .  
T h i s  r e s u l t s  i n  a n  e q u i v a l e n t  i n c r e a s e  i n  b a n k  d e p o s i t s .  I t  i n c r e a s e s  
t h e  m o n e y  s u p p l y .  T o  a d d  to t h e  s u p p l y  of  m o n e y  m o r e  t h a n  i s  a d d e d  
to t he  a m o u n t  of  g o o d s  a n d  s e r v i c e s  t e n d s  to  d e c r e a s e  t h e  v a l u e  o f  o u r  
m o n e y .  In  t h a t  w a y  d e f i c i t  f i n a n c i n g  g e n e r a t e s  i n f l a t i o n a r y  p r e s s u r e s  
s o o n e r  o r  l a t e r .  

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

N o w ,  y o u  g e n t l e m e n  k n o w  t h a t  t h a t ' s  n o t  t h e  p o i n t  a t  a l l .  T h e  p o i n t ,  
a g a i n ,  i s  t h a t  i f  y o u  i n c r e a s e  t h e  s u p p l y  o f  m o n e y  w i t h o u t  a d d i n g  to  t h e  
a m o u n t  of  g o o d s  a n d  s e r v i c e s  a v a i l a b l e ,  y o u  a r e  g o i n g  to d e c r e a s e  t h e  
v a l u e  of  o u r  m o n e y .  A n d  w h e n  y o u  g i v e  a w a g e  i n c r e a s e  w i t h  n o  i n -  
c r e a s e  in  p r o d u c t i o n ,  w h e n  y o u  a r e  g e t t i n g  no  m o r e  l a b o r  f o r  t h e  h i g h e r  
w a g e s  t h a n  y o u  go t  f o r  t he  s m a l l e r  a m o u n t ,  w h e n  y o u  a r e  p r o d u c i n g  n o  
m o r e  g o o d s  t h a n  y o u  d i d  f o r  t he  s m a l l e r  a m o u n t ,  y o u  a r e  c r e a t i n g  t h e  
s a m e  k i n d  of  i n f l a t i o n a r y  p r e s s u r e s  t h a t  y o u  c r e a t e  w h e n  y o u  h a v e  a 
d e f i c i t  i n  F e d e r a l  f i n a n c i n g  a n d  go to t he  c o m m e r c i a l  b a n k i n g  s y s t e m  
to  h e l p  to  c a r r y  i t .  

I ' m  s u r e  i t ' s  c l e a r  to  y o u - - i f  n o t ,  i t  s h o u l d  b e - - t h a t  we  i n  t h e  
T r e a s u r y  D e p a r t m e n t  h a v e  n o t  f o l l o w e d  o r  u r g e d ,  a n d  w i l l  n o t  f o l l o w  
o r  u r g e ,  p o l i c i e s  w h i c h  a r e  i n  a n y  w a y  i n i m i c a l  t o  o u r  n a t i o n a l  d e f e n s e ,  
o r  t r y  to  i m p o s e  o u r  j u d g m e n t  u p o n  t h o s e  r e s p o n s i b l e  f o r  o u r  n a t i o n a l  
s a f e t y .  H o w e v e r ,  m i l i t a r y  s t r e n g t h  i s  n e c e s s a r i l y  b a s e d  u p o n  a s t r o n g  
a n d  a d y n a m i c  e c o n o m y .  If  w e ' r e  g o i n g  to c o n t i n u e  to  c a r r y  t h e  h e a v y  
l o a d  in  the  m i l i t a r y  f i e l d  w h i c h  we  h a v e ,  we  n e e d  to h a v e  a n  e c o n o m y  
w h i c h  w i l l  g r o w  a n d  w h i c h  i s  d y n a m i c .  W e a k e n i n g  o u r  e c o n o m y  w i l l  
p l a y  i n t o  t h e  h a n d s  of  t h o s e  w h o  t h r e a t e n  o u r  w a y  of  l i f e  j u s t  a s  s u r e l y  
a s  w e a k e n i n g  o u r  m i l i t a r y  p o s i t i o n .  

S o m e  p e o p l e  w i l l  t e l l  y o u ,  I ' m  s u r e ,  a n d  p e r h a p s  h a v e  h e r e ,  t h a t  
a l l  t h e  G o v e r n m e n t  n e e d s  to do  i s  to  s p e n d  m o r e  m o n e y ;  t h a t  t h e  e c o n o m y  
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w i l l  t h e n  g r o w  f a s t e r ,  a n d  we  w i l l  h a v e  m o r e  r e s o u r c e s  f o r  e v e r y t h i n g - -  
f o r  d e f e n s e ,  f o r  h o u s i n g ,  f o r  p e r s o n a l  c o n s u m p t i o n .  F r a n k l y ,  i n  m y  
o p i n i o n  t h i s  i s  a s h o r t - s i g h t e d  d o c t r i n e ,  b e c a u s e  i t  w i l l  i n e v i t a b l y  l e a d  
t h e  i n f l a t i o n a r y  s p i r a l .  

T o  a r g u e  t h a t  w i t h  a l a r g e r  o u t p u t ,  c o s t s  t e n d  to  f a l l  o v e r l o o k s  t h e  
s i m p l e  f a c t  t h a t  a r i s i n g  d e m a n d  f o r  l a b o r  a n d  r a w  m a t e r i a l s  d r i v e s  up  
c o s t s .  A n  e c o n o m y  r u n n i n g  u n d e r  f o r c e d  d r a f t ,  l i k e  a w a r  e c o n o m y ,  i s  
b o u n d  to be  i n f l a t i o n a r y .  F o r  a s h o r t  w h i l e  p e o p l e  w i l l  e n j o y  t he  i l l u -  
s i o n  of  g o o d  t i m e s  t h a t  t h e  i n f l a t i o n a r y  b o o m  w i l l  b r i n g .  T h i s  i s  a n  
a t t r a c t i o n  o n  w h i c h  t h i s  d o c t r i n e  h a s  b e e n  s o l d  t i m e  a f t e r  t i m e  in  t h i s  
w o r l d .  I t  w a s  s o l d  i n  G e r m a n y .  I t  w a s  s o l d  i n  F r a n c e .  Y o u  k n o w  t h e  
a n s w e r .  

W h a t  h a p p e n s  a y e a r  o r  two  l a t e r ,  a f t e r  y o u  h a v e  s t a r t e d  of f  on  t h i s  
i n f l a t i o n a r y  s p i r a l  a n d  s o r t  of  r e l a x e d  a n d  s t a r t e d  to  e n j o y  i t ?  W e l l ,  t h e  
e x h i l a r a t i o n  p a s s e s  of f ,  a n d  t h e  h a n g o v e r  b e g i n s .  A n  i n f l a t i o n a r y  
s o c i e t y  i s  n e c e s s a r i l y  a d i s o r g a n i z e d  a n d  a n  i n e f f i c i e n t  o n e .  I t  i s  a v e r y  
p o o r  b a s e  f r o m  w h i c h  to  c o n d u c t  a l o n g - t e r m  w o r l d w i d e  s t r u g g l e  a g a i n s t  
t h o s e  w h o  w o u l d  d e s t r o y  u s  i f  t h e y  c o u l d .  I t ' s  a p a r t i c u l a r l y  p o o r  b a s e  
f r o m  w h i c h  to m e e t  t he  s t r a i n  of  a s u d d e n  e m e r g e n c y .  We w o u l d  h a v e  a 
h a r d  t i m e ,  g e n t l e m e n ,  t a k i n g  t h e  a d d i t i o n a l  s t r a i n  o f  e v e n  a m i n o r  e m e r -  
g e n c y  i f  w e  w e r e  to go i n t o  o n e  a l r e a d y  o v e r e x t e n d e d .  

We h a v e  a c l e a r  r e s p o n s i b i l i t y  a s  a n a t i o n  to a d h e r e  to  p r u d e n t  p r o -  
g r a m s  w h i c h  w i l l  c o n t r i b u t e  to  s u s t a i n e d  g r o w t h  in  o u r  e c o n o m y  o v e r  the  
l o n g  t e r m .  O n e  of  t he  m o s t  i m p o r t a n t  of  t h e s e  i s  t h e  m a i n t e n a n c e  of  
f i s c a l  s o u n d n e s s .  I m p r u d e n t  s p e n d i n g  a n d  a c o m p l a c e n t  a t t i t u d e  t o w a r d  
d e f i c i t  f i n a n c i n g  c o u l d  in  t i m e  d e s t r o y  t h e  v e r y  b a s i s  of  o u r  e c o n o m i c  
g r o w t h - - t h e  c o n f i d e n c e  of  A m e r i c a n s  i n  t h e  f u t u r e  of  t h i s  c o u n t r y .  

I ' v e  b e e n  a s k e d  to t o u c h - - a n d  I ' l l  h a v e  to  do i t  v e r y  b r i e f l y - - o n  t w o  
o t h e r  s u b j e c t s .  O n e  i s  o u r  t a x  p o l i c y  a s  i t  a f f e c t s  o u r  e c o n o m y ,  a s  i t  
a f f e c t s  t h e  s t r e n g t h  of  o u r  N a t i o n ;  a n d  t he  o t h e r  i s  s o m e t h i n g  a b o u t  
w h a t  we  w o u l d  do  i n  t h e  f i s c a l  a r e a  i n  c a s e  of  a s e r i o u s  n u c l e a r  a t t a c k  
o r  a s e r i o u s  a t t a c k  of  s o m e  o t h e r  k i n d ,  w h i c h  d e s t r o y s  p a r t  o f  t h e  p r o -  
d u c t i v e  c a p a c i t y  of  t h i s  N a t i o n .  

A s  to  t h e  f i r s t  s u b j e c t ,  t h e r e  h a s  b e e n  s o m e  t a l k  a b o u t  a t a x  r e d u c -  
t i o n .  I t h i n k  i t ' s  o b v i o u s  to  y o u  f r o m  t h e  c h a r t s  t h a t  y o u  h a v e  s e e n  h e r e ,  
a n d  f r o m  t h e  e m p h a s i s  t h a t  w e ' v e  p l a c e d  on t he  d e s i r e  to  c o m b a t  i n f l a -  
t i o n  t h r o u g h  f i g h t i n g  d e f i c i t  f i n a n c i n g ,  t h a t  we  d o n ' t  h a v e  a p i c t u r e  a t  t h e  
p r e s e n t  t i m e  w h i c h  i s  p a r t i c u l a r l y  c o n d u c i v e  to  a t a x  r e d u c t i o n .  
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T h e r e  i s  no q u e s t i o n  t h a t  o u r  tax  s y s t e m  i s  o n e  t h a t  h a s  j u s t  s o r t  
of g r o w n  up.  F o r  e x a m p l e ,  we  s t i l l  h a v e  a t ax  on  the  t r a n s p o r t a t i o n  of  
p e r s o n s .  P a r t  of  t he  r e a s o n  f o r  p u t t i n g  t h a t  on  d u r i n g  the  w a r t i m e  
p e r i o d  w a s  to d i s c o u r a g e  u n n e c e s s a r y  t r a v e l i n g .  I t ' s  s t i l l  on.  I t ' s  on 
b e c a u s e ,  f r a n k l y ,  we  n e e d  the  r e v e n u e .  

We do h a v e  a v e r y  h e a v y  d e p e n d e n c e  on the  p e r s o n a l  i n c o m e  t ax .  
T h e r e  a r e  m a n y  e c o n o m i s t s  who  th ink  t h a t  t h i s  i s  h e l p f u l ;  t h a t  i n  t h i s  
l a s t  r e c e s s i o n  the  f a c t  t h a t  we c o l l e c t e d  a l a r g e  p e r c e n t a g e  of o u r  i n -  
c o m e  f r o m  p e r s o n a l  i n c o m e  t a x e s  a n d  t h a t  t h i s  t ax  f e l l  of f  q u i t e  q u i c k l y  
a n d  in  a s e n s e  qu i t e  s h a r p l y  w h e n  the  e c o n o m y  w e n t  d o w n ,  t h e r e f o r e  
r e l i e v i n g  the  i n d i v i d u a l  f r o m  t h a t  m u c h  of h i s  t ax  b u r d e n ,  w a s  h e l p f u l  
in  g e t t i n g  t h i n g s  b a c k  on the  r o a d .  

I t h i n k  t h a t  i f  a n y b o d y  w a s  m a k i n g  a s t u d y  of o u r  t a x  s y s t e m ,  he  
w o u l d  look  p r e t t y  h a r d  a t  the  q u e s t i o n  a s  to w h e t h e r  o r  no t  he  m i g h t  
r e l i e v e  s o m e  of the  d e p e n d e n c e  w h i c h  we now h a v e  on p e r s o n a l  i n c o m e  
t a x e s ,  b e c a u s e  f r o m  the G o v e r n m e n t  i n c o m e  s i d e ,  a t  the  v e r y  t i m e  
w h e n  we m a y  n e e d  a l l  of  the  i n c o m e  we c a n  g e t ,  s u c h  a s  in  a r e c e s s i o n ,  
w h e n  we m a y  n e e d  m o n e y  to f i n a n c e  t h i n g s  on the  F e d e r a l  l e v e l ,  o u r  
i n c o m e  i s  g o i n g  to f a l l  off .  

Y o u ' v e  s e e n  the d e p e n d e n c e  on e x c i s e  t a x e s  in  the  m a g n i t u d e  of 
$15 b i l l i o n  a y e a r .  T h e  l a r g e s t  p a r t  of t h o s e  t a x e s  c o m e s  a t  the  p r e s e n t  
t i m e  f r o m  the t ax  on a l c o h o l  a n d  the  tax  on t o b a c c o .  T h e r e  a r e  s o m e  
o t h e r  e x c i s e  t a x e s  w h i c h  m a n y  c h a r a c t e r i z e  a s  n u i s a n c e  t a x e s ,  bu t  t h e y  
do a d d  s u b s t a n t i a l l y  to the  t o t a l  r e v e n u e  t h a t  we  t a k e  in .  

Of  c o u r s e ,  we h a v e  a v e r y  h e a v y  t ax  b u r d e n  on o u r  c o r p o r a t i o n s .  
E x c e p t  f o r  t h o s e  wi th  r e l a t i v e l y  s m a l l  p r o f i t s ,  the  r a t e  i s  52 p e r c e n t .  
T h e r e  i s  g r e a t  c o m p l a i n t  t h a t  th i s  p r e v e n t s  t h e m  f r o m  p i l i n g  up the 
c a p i t a l  w h i c h  t h e y  n e e d  to r e b u i l d  t h e i r  p l a n t ,  a s  w e l l  a s  to do the  r e -  
s e a r c h  w h i c h  t h e y  b e l i e v e  i s  n e c e s s a r y  to r e m a i n  c o m p e t i t i v e .  T h e y  
h a v e  no t  o n l y  to m e e t  c o m p e t i t i o n  in th i s  c o u n t r y  but  a l s o  c o m p e t i t i o n  
in  o t h e r  c o u n t r i e s .  

T h e r e  a r e  m a n y  who  f e e l  t ha t  if  we  c o u l d  g e t  the  c o r p o r a t e  r a t e  d o w n  
b e l o w  50 p e r c e n t ,  we c o u l d  g e t  o v e r  a p s y c h o l o g i c a l  h u m p  w h i c h  i s  a t  
p r e s e n t  h a r m f u l .  T h e y  s a y  t h a t  a t  the p r e s e n t  t i m e  m a n y  c o r p o r a t e  
p o l i c i e s  a r e  d i c t a t e d  on the  b a s i s :  " W e l l ,  U n c l e  S a m  i s  g o i n g  to  p a y  
m o r e  t h a n  o n e - h a l f  of th i s ;  so  a n y  t i m e  I c a n  g e t  s o m e t h i n g  f o r  l e s s  t h a n  
50 c e n t s  on the  d o l l a r ,  I a s  a c o r p o r a t e  e x e c u t i v e  wi l l  t a k e  i t .  " T h e y  
a r g u e  tha t  if  we cou ld  t u r n  t h a t  a r o u n d  a n d  l e t  the  c o r p o r a t i o n s  p a y ,  we 
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wi l l  s a y  49 p e r c e n t ,  we m i g h t  c h a n g e  t h e i r  p o l i c i e s  and it  m i g h t  r e s u l t  
in  a to t a l  tax take  wh ich  w i l l  be g r e a t e r  f r o m  the c o r p o r a t i o n s  than a t  
the p r e s e n t  t i m e .  No one would  e v e r  know the w i s d o m  of th is  c o n t e n t i o n  
un t i l  you  cou ld  a c t u a l l y  m a k e  the t e s t .  

On the q u e s t i o n  of tax r e f o r m  as  o p p o s e d  to tax r e d u c t i o n ,  t h e r e  a r e  
a r e a s  w h e r e  we think we ought  to h a v e  s o m e  r e f o r m .  The who le  a r e a  of 
d e p r e c i a t i o n  is  one  w h i c h  we a r e  s t u d y i n g  v e r y  ~ a r e f u l l y  in the T r e a s u r y .  
W e ' d  l ike  to g i v e  s o m e  r e l i e f .  We know s o m e  of the th ings  tha t  cou ld  be 
done .  One of the th ings  we have  to look at  though,  f r a n k l y ,  i s  how m u c h  
a d d i t i o n a l  r e v e n u e  we m i g h t  l o s e  t h rough  c h a n g e s  in the law.  

If  you a r e  t a l k ing  about  a tax r e f o r m  w h i c h  m e r e l y  e r o d e s  the b a s e ,  
w h i c h  a l l o w s  s o m e b o d y  e l s e  to e s c a p e  pay ing  t a x e s ,  then  w e ' r e  go ing  to 
be a g a i n s t  i t .  Bu t  if y o u ' r e  t a l k ing  about  a tax r e f o r m  w h i c h  adds  to the 
b a s e ,  and  then l e t s  e v e r y b o d y  pay l o w e r  r a t e s ,  then  t h a t ' s  s o m e t h i n g  
in  wh ich  we h a v e  a v e r y  g r e a t  i n t e r e s t .  

Now,  wha t  do I m e a n  by a d d i n g  to the ba se  ? Wel l ,  we have  bu i l t  
in to  o u r  tax s y s t e m ,  b e c a u s e  of the h e a v y  r a t e s ,  a lot  of e s c a p e  a r e a s .  
If y o u ' r e  o v e r  65, you  get  a double  d e d u c t i o n .  We a l low a c e r t a i n  tax 
c r e d i t  f o r  peop le  o v e r  65 to s o r t  of o f f se t  c e r t a i n  p e n s i o n  o p e r a t i o n s .  
We a l low a s p e c i a l  d e d u c t i o n  f o r  m e d i c a l  e x p e n s e s .  We a l low now a 
s p e c i a l  l i m i t e d  d e d u c t i o n  f o r  d i v i d e n d  c r e d i t .  

The  f o r m  is  c o m p l i c a t e d .  I ' v e  b e e n  a s k e d  m a n y  t i m e s :  "Why don ' t  
you  s i m p l i f y  the f o r m ? "  Wel l ,  in  tha t  r e s p e c t  we do have  a v e r y  s i m p l e  
f o r m  now.  I t ' s  p o s t c a r d  s i z e .  P e o p l e  w h o s e  i n c o m e  is  a l m o s t  e n t i r e l y  
f r o m  w a g e s  and  s a l a r i e s  can  f i l l  out  this  c a r d  in a m a t t e r  of f o u r  o r  
f ive  m i n u t e s .  The  only  d i f f i cu l ty  i s  ge t t i ng  the m o n e y  to s e n d  in wi th  i t .  

We took the l o n g e r  f o r m  and we wen t  o v e r  i t  l ine  by l ine .  T h e r e  
i s n ' t  a Line in t h e r e  tha t  i s n ' t  r e q u i r e d  by s o m e  s t a t u t e  tha t  h a s  b e e n  
p a s s e d  by the C o n g r e s s .  

Now,  the r e a s o n  f o r  m a n y  of the e x e m p t i o n s  and c r e d i t s  i s  tha t  we 
have  s u c h  h igh  i n d i v i d u a l  r a t e s ,  p a r t i c u l a r l y  in  the top b r a c k e t s ,  tha t  
t hey  do c r e a t e  i n e q u i t i e s .  You  have  to a l l ow  d e d u c t i o n s  to c o r r e c t  the 
i n e q u i t i e s .  I ' m  not  u s i n g  this  t e r m  a c c u r a t e l y .  T h e s e  a r e  not  l o o p h o l e s .  
None  of e x e m p t i o n s  o r  c r e d i t s  a r e  l o o p h o l e s  in  the s e n s e  tha t  they  
s l i p p e d  in  and  did s o m e t h i n g  tha t  the tax w r i t e r s  d i d n ' t  i n t e n d  fo r  t h e m  
to do. T h e s e  w e r e  a l l  i t e m s  w h i c h  w e r e  a u t h o r i z e d  by the C o n g r e s s  
i n t e n t i o n a l l y ,  b e c a u s e  they  f e l t  tha t  s o m e  r e l i e f  was  n e e d e d  in t h e s e  
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a r e a s .  T h e y  c a m e  i n t o  t he  s y s t e m ,  h o w e v e r ,  b e c a u s e  the  r a t e s ,  
p a r t i c u l a r l y  i n  t h e  u p p e r  l e v e l s  a r e  s o  h i g h .  

T h e r e ' s  a g o o d  b o d y  of  t h o u g h t  i n  f a v o r  o f  e l i m i n a t i n g  s o m e  of  t h e s e  
e s c a p e  a r e a s .  A s  a m a t t e r  of  f a c t ,  I t h i n k  t h a t - t h e  H o u s e  W a y s  a n d  
M e a n s  C o m m i t t e e  a n d  the  T r e a s u r y  w i l l  b e g i n  s h o r t l y  s o m e  i n t e n s i v e  
a n d  e x t e n s i v e  s t u d i e s  a s  to  w h e t h e r  i t  m a y  n o t  be  p o s s i b l e  to  e l i m i n a t e  
s o m e  of  t h e s e  a r e a s  w h i c h  I h a v e  t a l k e d  a b o u t  a n d  a t  t h e  s a m e  t i m e  r e -  
d u c e  t he  r a t e  a l l  a l o n g ,  s o  t h a t  e v e r y b o d y  w i l l  p a y  l e s s  t a x e s  b e c a u s e  
t h e  b a s e  w i l l  be  b r o a d e r .  

L e t  m e  tuz n n o w  j u s t  f o r  a m o m e n t  f r o m  t h e s e  s p e c i f i c  i t e m s  i n  o u r  
t a x  p o l i c y  to t a x a t i o n  g e n e r a l l y  a s  i t  r e l a t e s  to  t he  b r o a d e r  q u e s t i o n  of  
f i s c a l  p o l i c y .  

Y o u  w i l l  a l l  r e c a l l ,  I a m  s u r e ,  t h e  v e r y  s t r o n g  p r e s s u r e s  t h a t  we  
h a d  j u s t  a y e a r  a g o  f o r  a t a x  c u t .  I t  w a s  c o n t e n d e d - - a n d  I t h i n k  t h a t  w e  
in  t he  T r e a s u r y  s t o o d  p r e t t y  m u c h  a l o n e  a g a i n s t  i t - - t h a t  we  n e e d e d  a 
t a x  c u t  to  i n s u r e  e a r l y  r e c o v e r y .  D i r e  p r e d i c t i o n s  w e r e  m a d e  a s  to  
w h a t  t h e  e f f e c t  of  G o v e r n m e n t  i n a c t i o n  w o u l d  be .  

We r e s i s t e d  t h o s e  d e m a n d s ,  a n d  I t h i n k  t h a t  t h e  e v e n t s  j u s t i f i e d  t h a t  
d e c i s i o n .  T h e  t u r n i n g  p o i n t  i n  t he  r e c e s s i o n  c a m e  i n  A p r i l - - v e r y  m u c h  
e a r l i e r  t h a n  m o s t  p r o p h e t s  e x p e c t e d .  T h e  r e c o v e r y ,  w h i c h  s o m e  h a d  
s a i d  w o u l d  be  s l o w  a n d  h a l t i n g ,  w a s  i n  f a c t  v i g o r o u s  a n d  s u s t a i n e d .  I 
d o n ' t  b e l i e v e  a t a x  c u t  w o u l d  h a v e  b r o u g h t  a q u i c k e r  t u r n a b o u t ,  a n d  I ' m  
s u r e  i t  w o u l d  h a v e  m u l t i p l i e d  o u r  p r o b l e m s  of  i n s u r i n g  f i s c a l  s o u n d n e s s  
d u r i n g  t h i s  c u r r e n t  p e r i o d  of  e c o n o m i c  g r o w t h :  

I p e r s o n a l l y  a m  s u r e  o f  a n o t h e r  t h i n g .  We h a v e  h a d  a v e r y  d r a m a t i c  
e c o n o m i c  t u r n a r o u n d .  I t  r e a l l y  w a s  d r a m a t i c ,  a s  y o u  h a v e  s e e n  i n  t h e  
c h a r t s .  We w e r e  u s i n g  t h e  t e r m  " s a u c e r i n g  o u t "  to  d e s c r i b e  w h a t  w a s  
g o i n g  to  h a p p e n .  T h e  e c o n o m y  d i d n ' t  s a u c e r  o u t  a t  a l l .  I t  c o n t r a c t e d  
s h a r p l y  a n d  i t  e x p a n d e d  s h a r p l y .  I f  we  h a d  h a d  a t a x  c u t ,  f o l l o w e d  by  
t h i s  d r a m a t i c  t u r n a b o u t ,  y o u  w o u l d  h a v e  a g r e a t  b o d y  of  o p i n i o n  a t  t h e  
p r e s e n t  t i m e  s a y i n g :  " S e e ,  i t  w a s  t h e  t a x  c u t  t h a t  b r o u g h t  t h i s  r e s u l t . "  
We w o u l d  h a v e  h a d  b u i l t  i n t o  o u r  e c o n o m i c  t h i n k i n g  f o r  s o m e  t i m e  to  
c o m e  t h e  i d e a  t h a t  t h e  i m m e d i a t e  r e m e d y ,  w h e n e v e r  b u s i n e s s  b e g i n s  to  
f a l l  of f  a l i t t l e  b i t ,  i s  to  h a v e  a t a x  c u t .  I t h i n k  t h a t  w h a t  a c t u a l l y  
h a p p e n e d  h a s  e s t a b l i s h e d  t h a t  y o u  c a n  r e c o v e r  f r o m  a r e c e s s i o n ~  w i t h o u t  
i m m e d i a t e l y  r u s h i n g  i n  a n d  p u t t i n g  i n t o  e f f e c t  a t a x  c u t .  

O u r  e c o n o m y  g a v e  a v e r y  i m p r e s s i v e  d e m o n s t r a t i o n  of  i t s  r e s i l i e n c y  
a n d  p o w e r s  o f  r e c u p e r a t i o n .  T h e s e  a r e  d u e  to  t h e  i n h e r e n t  c o n f i d e n c e  
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a n d  good s e n s e  of ou r  p e o p l e ,  to the s o l i d a r i t y  and  s t r e n g t h  of our  e c o -  
n o m i c  o r g a n i z a t i o n  and of o u r  f i n a n c i a l  i n s t i t u t i o n s ,  and  to the a u t o m a t i c  
s t a b i l i z e r s  w h i c h  have  been  bui l t  in to  ou r  p r i v a t e  e n t e r p r i s e  e c o n o m y  
t h r o u g h  u n e m p l o y m e n t  c o m p e n s a t i o n  and  th rough  the a u t o m a t i c  a d j u s t -  
m e n t  of o u r  tax b u r d e n s  wh ich  I have  s p o k e n  about .  We can  have  c o n f i -  
d e n c e ,  I b e l i e v e ,  in  the s t r e n g t h  of o u r  e c o n o m y .  We don ' t  n e e d  to 
r e s o r t  to h a s t y ,  d r a s t i c  m e a s u r e s  e a c h  t i m e  tha t  t h e r e  m a y  be a t e m p o -  

r a r y  f a l l i n g  off in  e c o n o m i c  a c t i v i t y .  

I wan t  to m a k e  i t  c l e a r ,  h o w e v e r ,  tha t  I hope ,  as  we p r o g r e s s  in  
ou r  f i s c a l  a f f a i r s ,  tha t  we can  e v e n t u a l l y  have  a tax cut .  Our  e c o n o m y  
does  c a r r y  a h e a v y  f i s c a l  b u r d e n ,  and  s t e p s  to r e d u c e  the p r e s s u r e s  
a g a i n s t  i n c e n t i v e s  and  the p r e s s u r e s  a g a i n s t  s a v i n g  and  c a p i t a l  f o r m a -  

t i on  wou ld  h e l p  the e c o n o m y .  

I don ' t  m e a n  to s ay  that  the e c o n o m y  c a n ' t  b e a r  the b u r d e n  w h i c h  we 
have  now.  I t  can .  I t  can  b e a r  a h e a v i e r  b u r d e n ,  in f ac t ,  f o r  a r e a s o n -  
ab le  p e r i o d  of t i m e  if o u r  peop le  a r e  c o n v i n c e d  that  tha t  h e a v i e r  b u r d e n  
i s  r e a l l y  n e c e s s a r y  and i s  not  due to poo r  j u d g m e n t  in  the s e l e c t i o n  of 
the p l a c e s  w h e r e  you  s p e n d  the m o n e y ,  o r  to j u s t  l a ck  of e c o n o m y  in 

t r y i n g  to r e a c h  n e c e s s a r y  goa l s .  

As we c o n s t a n t l y  e v a l u a t e  o u r  e c o n o m i c  g r o w t h ,  h o w e v e r ,  c e r t a i n  

c o n d i t i o n s  s h o u l d  be m e t  b e f o r e  we c o n s i d e r  any  tax cut .  

F i r s t ,  we shou ld  be s u r e  tha t  by r e d u c i n g  t axes  we do not  c o n t r i b u t e  
to i n f l a t i o n a r y  p r e s s u r e s .  T h e s e  p r e s s u r e s ,  now m o s t l y  in a b e y a n c e ,  
cou ld  r e v i v e .  In  tha t  c a s e  we s h o u l d  a i m  f o r  a s u r p l u s  in  o u r  budge t .  
We s h o u l d  not  e l i m i n a t e  the s u r p l u s  t h r o u g h  a tax  r e d u c t i o n  u n l e s s  o u r  

who le  e c o n o m i c  p o s t u r e  w a r r a n t s  i t .  

Second ,  we  m u s t  give thought  to r e d u c i n g  the pub l i c  debt .  If in  bad  
t i m e s  we a l low o u r s e l v e s  to r u n  a d e f i c i t  in  o r d e r  to s t i m u l a t e  the r e -  
c o v e r y ,  we m u s t  pay  tha t  deb t  off in  good t i m e s .  O t h e r w i s e  w e ' r e  going 
to e n g a g e  in  p e r i o d i c  i n c r e a s e s  in  the pub l i c  debt  w i thou t  any  c o u n t e r -  

v a i l i n g  r e d u c t i o n s .  

A few y e a r s  ago I th ink  t h e r e  w a s  a sound  body,  o r  a t  l e a s t  a l a r g e  
body,  of e c o n o m i c  thought  w h i c h  h e l d  tha t  you  pa id  off y o u r  debt  in good 
t i m e s  but  m i g h t  h a v e  to add  to y o u r  debt  in  bad  t i m e s  to take  c a r e  of the 
s i t u a t i o n .  We s e e m  to con t inue  wi th  the thought  of add ing  to the deb t ,  
but  s o m e w h e r e  a long  the l ine  we have  d r o p p e d  out  the i d e a  tha t  we e v e r  

pay  any  of i t  off. 
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F i n a l l y ,  and  I b e l i e v e  m o s t  i m p o r t a n t l y ,  the  p r o s p e c t  f o r  a tax 
cu t  d e p e n d s  upon  o u r  s u c c e s s  in  h o l d i n g  down  p u b l i c  e x p e n d i t u r e s .  You  
k n o w  the e f f o r t s  tha t  a r e  b e i n g  m a d e  in  the T r e a s u r y ,  a n d  you  know 
the  e f f o r t s  tha t  a r e  b e i n g  m a d e ,  and  w i th  s u c c e s s ,  in  the  A r m e d  F o r c e s .  

I t ' s  v e r y  e a s y  i n d e e d  f o r  e v e r y b o d y  to s u g g e s t  t ha t  p u b l i c  e x p e n d i -  
t u r e s  s h o u l d  be cu t  down.  I s a y  s o m e t i m e s  to m y  c o n g r e s s i o n a l  f r i e n d s ,  
w h e n  t h e y  c o m e  down to t a lk  to us  a b o u t  s o m e  p r o j e c t ,  t ha t  e v e r y  
C o n g r e s s m a n  i s  f o r  e c o n o m y  e x c e p t  in  h i s  own d i s t r i c t .  In  l i ke  f a s h i o n ,  
e v e r y  i n d i v i d u a l  i s  f o r  e c o n o m y  u n l e s s  i t  h a p p e n s  to a f f e c t  s o m e  p e t  
p r o j e c t  t ha t  he  h a s - - h i s  own b u s i n e s s  o r  h i s  own p a r t i c u l a r  a r e a .  

W e ' v e  go t  to be p r e p a r e d  to a c c e p t  s o m e  e c o n o m i e s  tha t  w i l l  h i t  u s .  
W e ' v e  go t  to be p r e p a r e d  to g ive  up s o m e t h i n g  on the  F e d e r a l  l e v e l  t ha t  
p e r h a p s  we  w o u l d  l ike  to h a v e .  When  the  r e a l i z a t i o n  g a i n s  g r o u n d  tha t  
h o l d i n g  down e x p e n d i t u r e s  m e a n s  h o l d i n g  down e v e r y b o d y ' s  e x p e n d i t u r e s ,  
w h e n  e v e r y b o d y  a c c e p t s  tha t  f o r  a f a c t ,  t h e n  we w i l l  h a v e  e s t a b l i s h e d  
f i s c a l  d i s c i p l i n e ;  and  the  b u d g e t ,  I b e l i e v e ,  w i l l  be u n d e r  c o n t r o l .  

Now,  j u s t  a v e r y  b r i e f  r e f e r e n c e  to w h a t  we  m i g h t  do w i t h i n  the  
b a n k i n g  s y s t e m ,  the  f i s c a l  s y s t e m ,  if  we h a v e  a n u c l e a r  d i s a s t e r  b r o u g h t  
a b o u t  h e r e  in  t h i s  c o u n t r y  in  t i m e  of w a r .  I ' m  s u r e  y o u  h a v e  a l l  s t u d i e d  
w h a t  the  p o s s i b i l i t i e s  a r e .  W e ' r e  no t  t a l k i n g  now a b o u t  a l i m i t e d  d e -  
s t r u c t i o n  s p r e a d  a l l  o v e r  the c o u n t r y ,  o r  a v e r y  s u b s t a n t i a l  d e s t r u c t i o n  
but  l i m i t e d  to a v e r y  s m a l l  a r e a  of the  c o u n t r y .  W e ' r e  t a l k i n g  a b o u t  a 
w i d e ,  m a s s i v e  n u c l e a r  b low tha t  w o u l d  k i l l  m i l l i o n s  of o u r  p e o p l e  and  
t h a t  w o u l d  t ie up  o u r  e c o n o m y  t h r o u g h o u t  a l l  s e c t i o n s  of the  c o u n t r y .  
Wha t ,  i f  a n y t h i n g ,  i s  b e i n g  done  a b o u t  t h a t ?  

My u n d e r s t a n d i n g  i s  t h a t  f u t u r e  s p e a k e r s  in  t h i s  c o u r s e  w i l l  go i n to  
s o m e  d e t a i l  in  tha t  a r e a .  Su f f i ce  i t  f o r  m e  to s a y  t ha t  a g o o d  d e a l  of 
p l a n n i n g  a n d  t h i n k i n g  i s  g o i n g  on in  t h i s  a r e a  bo th  in  the  F e d e r a l  R e s e r v e  
S y s t e m  a n d  in  the T r e a s u r y  D e p a r t m e n t .  At s u c h  a t i m e  we w o u l d  w o r k  
v e r y  c l o s e l y  t o g e t h e r .  The  F e d e r a l  R e s e r v e  S y s t e m  w o u l d  be o u r  i n -  
s t r u m e n t  o r  a g e n c y  f o r  c a r r y i n g  out  m a n y  of o u r  p o l i c i e s .  

We h a v e  h a d  s p l e n d i d  c o o p e r a t i o n  f r o m  the b a n k i n g  i n s t i t u t i o n s .  
One  of the  i m p o r t a n t  t h i n g s ,  of c o u r s e ,  if  we a r e  go ing  to c o n t i n u e  to 
w o r k  t h r o u g h  o u r  p r e s e n t  b a n k i n g  s y s t e m ,  w h i c h  h a s  b e e n  b u i l t  up o v e r  
m a n y  y e a r s  a n d  w h i c h  h a s  h a d  bu i l t  i n to  i t  m a n y  t h i n g s  w h i c h  we c o u l d n ' t  
o v e r n i g h t  r e c r e a t e ,  is  t h a t w e  n e e d  to h a v e  as  m a n y  of the b a n k i n g  p e r s o n -  
n e l  rxvai lable  a f t e r  a m a j o r  n u c l e a r  b low a s  p o s s i b l e .  We n e e d  to h a v e  
t h e i r  r e c o r d s  a v a i l a b l e ,  so  t ha t  t hey  w i l l  a t  l e a s t  know w h e r e  t h e y  s t a n d ,  
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so  the banks  wi l l  have  s o m e  k n o w l e d g e a b l e  peop l e  to p ick  up the p i e c e s  
and  so that  you wi l l  have  an a r e a  of m a t e r i a l  and m a n p o w e r  with w h i c h  

to w o r k .  

Now, m a n y  of the banks ,  u n d e r  F e d e r a l  R e s e r v e  l e a d e r s h i p ,  h a v e  
paid  m u c h  m o r e  a t t e n t i o n  to th is  than  m o s t  a r e a s  of our  e c o n o m y .  A 
s e r i e s  of v e r y  he lp fu l  b o o k l e t s  have  b e e n  p r o d u c e d  by a g roup  in  w h i c h  
the T r e a s u r y  p a r t i c i p a t e s .  T h e s e  b o o k l e t s  have  b e e n  s e n t  out t h r o u g h  
the  coun t ry .  Many banks  h a v e  m a d e  m i c r o f i l m  p i c t u r e s  of a l l  of t h e i r  
n e c e s s a r y  r e c o r d s  and  have  p l a c e d  t h e m  in  p o s i t i o n s  away f r o m  t h e i r  
p r e s e n t  bank ing  h o u s e s ,  in p l a c e s  wh ich  they  b e l i e v e  to be r e a s o n a b l y  
sa fe .  They  a r e  do ing  a g r e a t  d e a l  to i n s t r u c t  t h e i r  p e r s o n n e l  not  only  
in  t h e i r  own p r o t e c t i o n ,  but in  the p r o t e c t i o n  of n e c e s s a r y  r e c o r d s .  

I wou ld  l ike  to i n d i c a t e  j u s t  one p h a s e  of the m a n n e r  in  wh ich  we 
have  b e e n  w o r k i n g  on th is  in  O p e r a t i o n  A l e r t .  In the l a s t  e x e r c i s e ,  
w h i c h  we p l ayed  u n d e r  OCDM d i r e c t i o n ,  T r e a s u r y  D e p a r t m e n t  was  
a d v i s e d  that  State  banks  in  m a n y  S ta t e s  had  b e e n  c l o s e d  by the g o v e r n o r s  
ac t i ng  u n d e r  t h e i r  e m e r g e n c y  p o w e r s  and  that  in  n u m e r o u s  c a s e s  t h r o u g h -  
out the coun t ry ,  o t h e r  banks  had  c l o s e d  by t h e i r  own d e c i s i o n .  A l so ,  
tha t  s o m e  S ta tes  had  i s s u e d  s c r i p t  to f a c i l i t a t e  the exchange  of s u r v i v a l  
goods ,  in  v i e w  of the s u d d e n  s toppage  of c r e d i t  and the s c a r c i t y  of c u r -  

r e n c y  in  t h e i r  a r e a s .  

Then  they  a s k e d  s e v e r a l  q u e s t i o n s  such  as  the s t e p s  we would  r e c -  
o m m e n d  to u n d e r w r i t e  the s o l v e n c y  and l iqu id i ty  of the N a t i o n ' s  m o n e -  
t a r y  and  c r e d i t  s y s t e m  in  a c c o r d a n c e  wi th  s t a n d a r d s  of the e x e r c i s e .  

Wel l ,  i t  would  take  l o n g e r  than  the t i m e  I have  a v a i l a b l e  today  to 
go in to  a l l  of th is  in  de ta i l ,  but the w o r d  wen t  out that  in  g e n e r a l  we 
would  a sk  t hose  banks  tha t  cou ld  get  back  in to  s o m e  k ind  of shape  to 
open  in  a c c o r d a n c e  wi th  T r e a s u r y ' s  e m e r g e n c y  r e g u l a t i o n s  with F e d e r a l  
bank s u p e r v i s o r y  a u t h o r i t i e s  g iv ing  adv i ce  and  d i r e c t i o n  to bank ing  in -  
s t i t u t i ons .  F e d e r a l  s u p e r v i s o r y  a u t h o r i t i e s  have  p r e l i m i n a r y  d i r e c t i o n s  
now as  to the type of l oans  which  bank ing  i n s t i t u t i o n s  cou ld  m a k e ,  i n -  
c lud ing  l i m i t e d  loans  to he lp  i n d i v i d u a l s  and l a r g e r  loans  fo r  c e r t a i n  p r o -  
duc t ive  p u r p o s e s .  We h a v e  i n d i c a t e d  that  the F e d e r a l  G o v e r n m e n t  would  
g u a r a n t e e  t h r o u g h o u t  the c o u n t r y  c e r t a i n  types  of loans  in  o r d e r  to ge t  

s o m e  m o v e m e n t .  

I don ' t  want  to i n d i c a t e  that  I p e r s o n a l l y  th ink th i s  i s  n e c e s s a r i l y  
the f i r s t  th ing  tha t  i s  going  to be l o o k e d  to or  tha t  is  going to h a p p e n  if  
a s e r i o u s  n u c l e a r  s t r i k e  shou ld  o c c u r .  I th ink  m y s e l f  tha t  we n e e d  to 

s tudy  i t .  
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I h a v e  t r i e d  to f i g u r e  o u t  w h e r e  y o u  c o u l d  f i n d  a s i t u a t i o n  to s t u d y  
t h a t  w o u l d  p e r h a p s  be  s i m i l a r  to t h i s .  I t h i n k  the  e x p e r i e n c e  in  G e r m a n y ,  
p a r t i c u l a r l y  i n  B e r l i n ,  r i g h t  a f t e r  t he  c o l l a p s e  a n d  d e a t h  of  H i t l e r ,  w i t h  
the  R u s s i a n s  m o v i n g  in ,  i s  a b o u t  a s  g o o d  a n  a r e a  i n  r e c e n t  t i m e s  a s  y o u  
c a n  g e t  to  s t u d y .  T h a t  s t u d y  h a s  b e e n  m a d e .  

A s  a m a t t e r  of f a c t ,  t h e r e  the  p e o p l e  w e n t  p r e t t y  m u c h  u n d e r  a 
b a r t e r  s y s t e m  f o r  s o m e  t i m e .  T h e  b a n k s  w e r e  f o r  a l l  p r a c t i c a l  p u r -  
p o s e s  c l o s e d ,  o r  w e r e  u n d e r  v e r y ,  v e r y  r e s t r i c t i v e  o p e r a t i o n ,  f o r  a l -  
m o s t  t h r e e  y e a r s .  D u r i n g  t ha t  t i m e  s o m e  p a r t s  o f  t h e  e c o n o m y  d i d  
b e g i n  to r e v i v e .  

B u t  the  p o i n t  i s  t h a t  w e  w o u l d n ' t  k n o w  u n t i l  w e  a c t u a l l y  w e n t  t h r o u g h  
o n e  of  t h e s e  a t t a c k s - - w h i c h  we  a l l  h o p e  a n d  e x p e c t  w i l l  n e v e r  h a p p e n - -  
a t  j u s t  e x a c t l y  w h a t  s t a g e  the  e c o n o m y  w o u l d  be  a f t e r  t he  a t t a c k .  So w e  
a r e  t r y i n g  to p l a n  to b e  r e a d y ,  w h a t e v e r  the  s t a g e  m a y  b e ,  to  m a k e  w h a t -  
e v e r  c o n t r i b u t i o n  c a n  b e s t  be  m a d e  t h r o u g h  t he  f i s c a l  s y s t e m  a n d  t h r o u g h  
h a v i n g  w h a t e v e r  b a n k s  a r e  l e f t  a c t u a l l y  f u n c t i o n .  

D e b t  m a n a g e m e n t ,  f i s c a l  p o l i c y ,  c e n t r a l  b a n k s ,  p l a n n i n g  f o r  t he  
f u t u r e ,  a n d  h e a v y  t a x a t i o n  a r e  a l l  i m p o r t a n t .  I ' m  a f r a i d  t h e y ' r e  g o i n g  
to be p a r t  of  o u r  p i c t u r e  f o r  s o m e  t i m e .  B u t  t h e y  a r e  n o  s u b s t i t u t e  f o r  
a r e a l  s e n s e  of  d e d i c a t i o n ,  f o r  a w i l l i n g n e s s  to s a c r i f i c e  f o r  p r i m e  
o b j e c t i v e s ,  f o r  h a r d  w o r k ,  f o r  s a v i n g s .  

T h e  p r o b l e m  w h i c h  y o u  a r e  s t u d y i n g  a n d  w i t h  w h i c h  w e  a r e  a l l  c o n -  
c e r n e d  i s  n o t  a n  e a s y  o n e .  T h e r e ' s  o n l y  o n e  t h i n g  of  w h i c h  w e  c a n  be 
c e r t a i n  a n d  t h a t  i s  t h a t  t h e r e  i s  no  p a i n l e s s  s o l u t i o n .  

C A P T A I N  S C H O E N I :  T h e  S e c r e t a r y  i s  r e a d y  f o r  y o u r  q u e s t i o n s .  

Q U E S T I O N :  M r .  S e c r e t a r y ,  I a m  n o t  c l e a r  o n  s o m e t h i n g  w i t h  r e f -  
e r e n c e  to  t h i s  n e w  t ax  r e f o r m  t h a t  y o u  m a d e  r e f e r e n c e  to.  Y o u  s a i d  t h a t  
by  e n l a r g i n g  the  b a s e ,  we  m i g h t  be  a b l e  to l o w e r  t a x e s  o n  e a c h  i n d i v i d u a l .  
I a m  a l i t t l e  p u z z l e d  a b o u t  t h i s ,  b e c a u s e  i t  o c c u r s  to m e  t h a t  p r a c t i c a l l y  
e v e r y b o d y  w h o  i s  a w a g e  e a r n e r  i s  a l r e a d y  p a y i n g  t a x e s .  W h a t  i s  t h i s  
b a s e  t h a t  i s  b r o a d e n e d ?  I a m  n o t  q u i t e  s u r e  I u n d e r s t a n d .  

MR. S C R I B N E R :  P e r h a p s  I w a s  n o t  a s  c l e a r  a s  I s h o u l d  h a v e  b e e n .  
I d id  n o t  i n t e n d  by  t h a t  to  i n d i c a t e  t h a t  we  w o u l d  n e c e s s a r i l y  t a k e  m o r e  
i n d i v i d u a l s  i n .  I i n t e n d e d  to  i n d i c a t e  t h a t  t h e  b a s e  o n  w h i c h  t h e  t a x w o u l d  
be  m e a s u r e d ,  t h a t  i s ,  t h e  a m o u n t  of  d o l l a r s  t h a t  t he  i n d i v i d u a l  h a d  w h i c h  
w o u l d  be  s u b j e c t  to t ax ,  w o u l d  be  i n c r e a s e d .  
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If  you  t a k e  the  f i g u r e s  tha t  the  C o m m e r c e  D e p a r t m e n t  i s s u e s ,  
w h i c h  show the t o t a l  g r o s s  i n c o m e  of i n d i v i d u a l s ,  t hey  show w e l l  o v e r  
a h u n d r e d  b i l l i o n  d o l l a r s  of p e r s o n a l  i n c o m e  w h i c h  i s  not  s u b j e c t  to tax 
at  a l l .  I t  i s  no t  r e a c h e d  f o r  t a x a t i o n .  S o m e  of t h i s  a m o u n t  of c o u r s e ,  
i s  in  the  $600 e x e m p t i o n  w h i c h  i s  g i v e n  e a c h  t a x p a y e r .  M u c h  of i t  i s  in  
the  a m o u n t  tha t  y o u  a r e  p e r m i t t e d  to d e d u c t  f o r  v a r i o u s  r e a s o n s - - b e -  
c a u s e  you  g ive  to c h a r i t a b l e  o r g a n i z a t i o n s ,  b e c a u s e  of m e d i c a l  e x p e n s e s ,  
i n t e r e s t  and  t a x e s  pa id ,  and  so  f o r t h .  

T h e  e x t r e m i s t  w o u l d  say :  " D o n ' t  g ive  any  d e d u c t i o n s  a t  a l l .  P u t  
the  w h o l e  a m o u n t  of p e r s o n a l  i n c o m e  i n t o  the  tax b a s e .  B r o a d e n  i t  by 
b r i n g i n g  i t  a l l  in .  " If you  did  tha t ,  i n s t e a d  of s t a r t i n g  o u r  t a x e s  a t  20 
p e r c e n t ,  y o u  m i g h t  be ab le  to s t a r t  a t  10 p e r c e n t  o r  12 p e r c e n t .  You  
b r o a d e n  the  b a s e  no t  by b r i n g i n g  m o r e  i n d i v i d u a l s  in ,  but  by m a k i n g  
m o r e  of the  m o n e y  w h i c h  i n d i v i d u a l s  r e c e i v e ,  s u b j e c t  to tax.  

QUESTION:  M r .  S c r i b n e r ,  t h i s  w e e k ' s  "U. S. News  and  W o r l d  
R e p o r t "  s t a t e s  t h a t  the  S e c r e t a r y  of the  T r e a s u r y  i s  r e p o r t e d  to h a v e  
m a d e  up h i s  m i n d  tha t  the  i n f l a t i o n  h a s  b e e n  b r o u g h t  u n d e r  c o n t r o l  f o r  
the  t i m e  b e i n g .  Now,  if  the  f a c t o r s  tha t  y o u  m e n t i o n e d  tha t  l e a d  to in -  
f l a t i o n - - d e f i c i t  s p e n d i n g  and  a w a g e  s p i r a l - - s t i l l  e x i s t ,  w h a t  o t h e r  
f a c t o r s  w o u l d  b r i n g  abou t  a s i t u a t i o n  s u c h  as  ha s  b e e n  r e p o r t e d  h e r e  ? 

MR.  S C R I B N E R :  I t h ink  t h e r e  i s  a f e e l i n g  tha t  i n f l a t i o n a r y  p r e s -  
s u r e s  h a v e  s u b s i d e d  s o m e w h a t .  One  of the  t e s t s  tha t  you  look  a t  i s  the  
c o s t  of l i v i n g  i n d e x .  S i n c e  l a s t  May  the  c o s t  of l i v i n g  h a s  s t a y e d  p r e t t y  
l e v e l .  As you  know,  t h e r e  was  a v e r y  s m a l l  i n c r e a s e  in  the  l a s t  f i g -  
u r e s  tha t  w e r e  r e p o r t e d ,  bu t  i t  w a s  a r e l a t i v e l y  s m a l l  i n c r e a s e .  

N e v e r t h e l e s s ,  the  f a c t o r s  tha t  w o u l d  c a u s e  i n f l a t i o n ,  o r  tha t  m a k e  
f o r  i n f l a t i o n a r y  p r e s s u r e s ,  a r e  r i g h t  t h e r e ,  r e a d y  to be l o o s e d  v e r y  
e a s i l y .  F o r  e x a m p l e ,  y o u  h a v e  s e e n  in  t h e s e  c h a r t s  a l l  of the  b a c k -  
g r o u n d  as  to the  F e d e r a l  deb t .  You  know w h a t  the  p r e s s u r e s  a r e .  You 
know a b o u t  a l l  of the  d e m a n d s  tha t  a r e  b e i n g  m a d e  a t  the  p r e s e n t  t i m e  
by s p e c i a l  g r o u p s  who w a n t  m o r e  F e d e r a l  s p e n d i n g .  

I t ' s  p r e t t y  g e n e r a l l y  p r e d i c t e d  tha t  i t ' s  go ing  to be v e r y  d i f f i c u l t  to 
h o l d  the  b u d g e t  a t  the  p r e s e n t  l e v e l .  We m a y  no t  be ab le  to h o l d  i t .  If 
we a r e n ' t ,  to the  e x t e n t  t ha t  we go in to  deb t ,  t h e r e  w o u l d  be a d d e d  in -  
f l a t i o n a r y  p r e s s u r e s .  

Also there is the question of what labor may do, or what labor and 
management may do, for that matter. You can get another spiral set 
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off t h r o u g h  wage  i n c r e a s e s  that  have  no r e l a t i o n s h i p  to p r o d u c t i v i t y .  
Tha t  wou ld  have  an even  m o r e  s e r i o u s  e f fec t ,  in  m y  op in ion ,  on the 
i n f l a t i o n a r y  p r e s s u r e s ,  if  i t  was  v e r y  w i d e s p r e a d ,  than an i n c r e a s e  in  
the F e d e r a l  debt .  

I t  was  m y  p r i v i l e g e  to v i s i t  a n u m b e r  of the c e n t r a l  banks  in  
E u r o p e  l a s t  N o v e m b e r  and D e c e m b e r  and to ta lk  wi th  the g o v e r n o r s  of 
t hose  banks  and wi th  s o m e  of t h e i r  c h i e f  o f f i c e r s .  

At tha t  t i m e  t h e r e  was  s o m e  f e e l i n g  a b r o a d  tha t  p e r h a p s  we in  the 
U n i t e d  S ta t e s  had  g iven  up on o u r  f ight  a g a i n s t  in f l a t ion ;  tha t  the s t o c k  
m a r k e t  r e f l e c t e d  this  s u r r e n d e r .  T h e r e  was  b e l i e f  that  if  we h a d  to 
s p e n d  $80 b i l l ion  a y e a r - - w h i c h  is  what  we a r e  s p e n d i n g  in this  f i s c a l  
y e a r - - w e  c o u l d n ' t  hope  to r a i s e  tha t  m u c h  out  of any  tax i n c r e a s e s  that  
cou ld  be put  t h r o u g h  the C o n g r e s s .  They  thought  we  w e r e  h e a d e d  f o r  
f u r t h e r  l a r g e  d e f i c i t s .  T h e y  a l s o  thought  that  l a b o r  and  m a n a g e m e n t  
w e r e  not  r e a l l y  a w a r e  of the i n f l a t i o n a r y  t h r e a t  w h i c h  we f a c e d .  T h e y  
fe l t ,  of c o u r s e  that  if we w e r e  going to s u r r e n d e r  to i n f l a t i o n  h e r e ,  i t  
was  go ing  to s w e e p  the r e s t  of the w o r l d .  

The  s t i f f n e s s  wh ich  we h a v e  s h o w n  h e r e  in  r e s i s t i n g  i n f l a t i o n  h a s ,  
in  m y  op in ion ,  been  v e r y  h e l p f u l  a l l  o v e r  the w o r l d .  I t  h a s  b e e n  p a r t i c u -  
l a r l y  he lp fu l ,  I th ink ,  to the F r e n c h .  When they  d e c i d e d  that  they  had  
to m a k e  s o m e  tough e c o n o m i c  d e c i s i o n s ,  ou r  e x a m p l e  was  he lp fu l .  
Tough d e c i s i o n s  w e r e  m a d e  by the F r e n c h .  They  a r e  go ing  to be d i f f i -  
cu l t  ones  fo r  t h e m  to m a k e  w o r k .  They  a r e  do ing  s o m e  of the  th ings  
now w h i c h  they  shou ld  h a v e  been  doing  long  ago.  It  gave  t h e m  s t r e n g t h  
to s e e  the p o s i t i o n  t aken  by the P r e s i d e n t ,  the S e c r e t a r y  of the T r e a s u r y ,  
and  o t h e r s  that  we w e r e  not  go ing  to g ive  in  to i n f l a t i o n a r y  p r e s s u r e s  
and s a y ,  " Y e s ,  w e ' v e  got  to have  a l i t t l e  i n f l a t i o n  o r  p e r h a p s  a lot  of i t .  " 

To answer your question in a capsule, which I haven't done, the 
possibility of a wage and price spiral and the possibility of further 
deficit financing are the factors which are being carefully watched. 

QUESTION: A local columnist Monday night made this quotation 
from "News Letter:" "The flight from Government bonds is more 
ominous than most Washington officials care to admit publicly. Several 
recent Treasury financing operations have failed badly. " My question, 
sir, is, Have there been any recent bad failures in financing operations ? 
Is the situation ominous ? Or is this an unduly pessimistic report, as 
it may well be ? 
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MR. SCRIBNER: Wel l ,  I th ink that  i t ' s  a l w a y s  e a s i e r  to ge t  
r e a d e r s  if you  u s e  w o r d s  l i ke  " o m i n o u s "  o r  " i m m i n e n t .  " I p e r s o n a l l y  
w o u l d  no t  s ay  that  t h e r e  h a v e  b e e n  any  bad  f a i l u r e s .  The  one tha t  gave  
s o m e  c o n c e r n  was  in  th is  v e r y  l a r g e  r e f i n a n c i n g  w h i c h  we had  about  a 
m o n t h  ago ,  w h e n  new s e c u r i t i e s  w e r e  o f f e r e d  wi th  a p r e t t y  good i n t e r e s t  
r a t e  and  a s h o r t  t e r m  and  w h e r e  t h e r e  w a s  a v e r y  l a r g e  a t t r i t i o n ,  a 
m u c h  l a r g e r  a t t r i t i o n  than s o m e  had  f o r e c a s t .  I t  w a s  n e c e s s a r y  t hen  to 
go in to  the m a r k e t  i m m e d i a t e l y  wi th  a n o t h e r  g e n e r a l  o f f e r i n g .  Tha t  
o f f e r i n g  wen t  f o r  the m o s t  p a r t  in to  the b a n k s .  

We can  s e l l  the s e c u r i t i e s  tha t  we  h a v e  to s e l l .  I t ' s  a q u e s t i o n ,  
though,  w h e t h e r  we can  s e l l  t h e m  in the p l a c e s  w h e r e  we  w o u l d  l ike  to 
s e l l  t h e m .  I po in t ed  th is  out  b e f o r e .  I t  i s  a q u e s t i o n  w h e t h e r  you  c a n  
ge t  i n d i v i d u a l s  to take  t h e m  and w h e t h e r  you  c a n  get  l o n g e r  t e r m s .  

Of c o u r s e ,  as  you  have  c o n c e r n  about  i n f l a t i on ,  w h i c h  m e a n s  tha t  
p e o p l e  don ' t  wan t  a f i xed  ob l i ga t i on  tha t  ex t ends  any  d i s t a n c e  in to  the  
f u t u r e ,  you  a r e  going to have  d i f f i cu l t y  in  pu t t ing  out  a n y t h i n g  tha t  i s  due 
in  o v e r  f ive  y e a r s  and  in  ge t t ing  y o u r  i n t e r e s t  r a t e  down.  I th ink  we 
a l w a y s  w i l l  be ab le  to s e l l  s e c u r i t i e s  enough  to f i n a n c e  the G o v e r n m e n t ;  
but we  m a y  not be ab le  to do i t  in  the  w a y  tha t  we wou ld  l ike  to do i t  and  
in a way  w h i c h  w o u l d  c o n t r i b u t e  m o s t  to the  s o u n d n e s s  of o u r  e c o n o m y .  

QUESTION: M r .  S e c r e t a r y ,  i t  ha s  been  m y  o b s e r v a t i o n  tha t  the  
m o r e  k n o w l e d g e a b l e  peop l e  b e c o m e  about  h a n d l i n g  t h e i r  p e r s o n a l  a f f a i r s ,  
the  l e s s  i n t e r e s t e d  t hey  b e c o m e  in  buy ing  G o v e r n m e n t  bonds .  D u r i n g  \ 
the i n t e r m i s s i o n  I p e r s o n a l l y  spoke  to 24 peop le  out  t h e r e  and found tha t  
only  two of t h e m  have  a p r o g r a m  f o r  buy ing  bonds .  At the s a m e  t i m e  
t h e r e ' s  a p i c t u r e  in  th i s  m o r n i n g ' s  " W a s h i n g t o n  P o s t "  i n d i c a t i n g  tha t  the  
P r e s i d e n t  i s  a p p e a l i n g  to the p o p u l a c e  to buy bonds .  It  s t r i k e s  m e ,  if  
you  fo l low th is  th ing ,  tha t  h e ' s  a p p e a l i n g  to the  l e s s  k n o w l e d g e a b l e  and  
the m o r e  i g n o r a n t .  Would  you  c o m m e n t  on t h a t ?  

MR. SCRIBNER: L e t  m e  s a y  f i r s t  tha t  p e r h a p s  y o u ' v e  c h a r a c t e r -  

i z e d  m e .  I a m  buy ing  the bonds .  

Th i s  i s  a q u e s t i o n  tha t  I don ' t  wan t  to t r e a t  at  a l l  l i gh t ly  and  w h i c h  

ought  to be a n s w e r e d  a t  s o m e  l eng th .  

T h e r e  i s  a f ixed  i n t e r e s t  r a t e  tha t  we  a r e  ab le  to pay  on t h e s e  bonds .  
I t  i s  now 3 .25 p e r c e n t .  T h e s e  bonds  a r e  not  n e g o t i a b l e  and  t h e r e f o r e  
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t h e y  a r e  not  t r a d a b l e  a s  e a s i l y  in  the  m a r k e t  a s  s o m e  of the  r e a s o n a b l y  
s h o r t - t e r m  s e c u r i t i e s  w h i c h  we a r e  now p u t t i n g  ou t  and  tha t  a r e  due  in  
t h r e e  y e a r s  o r  e v e n  l e s s  than  tha t .  So y o u  m i g h t  s a y  tha t  t h e s e  p e o p l e  
a r e  b e i n g  u r g e d  to buy s o m e t h i n g  t ha t  p a y s  t h e m  l e s s  r e t u r n  t han  s o m e  
o t h e r  s e c u r i t i e s  tha t  t h e y  c o u l d  buy.  

Bu t  t h e r e  a r e  s o m e  f a c t o r s  tha t  a r e  o v e r l o o k e d  h e r e .  In  the  f i r s t  
p l a c e ,  one  of the t h i n g s  w h i c h  ha s  d i s t u r b e d  m e  v e r y  m u c h  in  the  
T r e a s u r y  h a s  b e e n  l e t t e r s - - f r a n k l y  r a t h e r  p a t h e t i c  l e t t e r s - - t h a t  we 
h a v e  r e c e i v e d  f r o m  r e t i r e d  p e o p l e - - I  d o n ' t  m e a n  a g r e a t  r u s h  of t h e m ,  
but  a few l e t t e r s  a w e e k - - s a y i n g :  "I  was  a d v i s e d  by m y  b r o k e r  to buy  
G o v e r n m e n t  s e c u r i t i e s ;  t ha t  t h e y  w e r e  the  safes~t s e c u r i t i e s  in  the  
w o r l d .  I b o u g h t  s o m e  bonds  and  now I h a v e  s i c k n e s s  o r  I ' v e  h a d  a 
d e a t h  and  we h a v e  go t  to c a s h  o u r  b o n d s .  I f ind  tha t  I c an  ge t  on ly  
$900 f o r  a b o n d  tha t  I p a i d  $ 1 , 0 0 0  f o r , "  o r  "I c an  ge t  o n l y  $850 f o r  a 
bond  tha t  I pa id  s u c h  and  s u c h  a m o u n t  f o r .  " 

Now,  y o u  s e e ,  t hey  b o u g h t  the  m a r k e t a b l e  bond ,  w h i c h  i s  no t  s u p -  
p o r t e d  and  w h i c h  t r a d e s  in  the  o p e n  m a r k e t .  Had  they  b o u g h t  an E bond ,  
t h e y  c o u l d  t u r n  i t  in  at  any  t i m e  to t h e i r  bank  and  ge t  the a m o u n t  tha t  
t hey  pu t  in  i t ,  p l u s  w h a t e v e r  i n t e r e s t  h a d  a c c r u e d  on i t .  The  E bond  i s  
a d e m a n d  o b l i g a t i o n .  I t ' s  s o m e t h i n g ,  as  a m a t t e r  of f a c t ,  t ha t  e v e r y -  
body  o u g h t  to own in  s o m e  a m o u n t .  He ough t  to  h a v e  t h e m  j u s t  a s  he  
o u g h t  to h a v e  a s a v i n g s  a c c o u n t .  I t ' s  the  s a m e  type  of i n v e s t m e n t .  

F u r t h e r  than  tha t ,  t h i s  bond  p r o d u c e s  c o m p o u n d  i n t e r e s t .  A lo t  
of p e o p l e ,  e v e n  y o u r  m o r e  k n o w l e d g e a b l e  p e o p l e ,  if  t h e y  r e c e i v e  a 
c o u p o n  d o n ' t  ge t  t ha t  m o n e y  r e i n v e s t e d  i m m e d i a t e l y .  T h e y  pu t  i t  a s i d e  
s o m e w h e r e ;  and  i t  m a y  be two m o n t h s ,  t h r e e  m o n t h s ,  o r  s ix  m o n t h s ,  
b e c a u s e  i t  m a y  be a s m a l l  a m o u n t ,  b e f o r e  the  i n c o m e  g o e s  to w o r k .  
So t ha t  f o r  the f e l l ow  who d o e s n ' t  know m u c h  a b o u t  s e c u r i t i e s  an  E bond  
i s  s o m e t h i n g  tha t  r e i n v e s t s  h i s  m o n e y  f o r  h i m  i m m e d i a t e l y .  

In  a d d i t i o n ,  i t ' s  the  s a f e s t  s e c u r i t y  in  the  w o r l d .  We h a v e  a m o s t  
c o m p l e x  and  f r a n k l y ,  v e r y  e x p e n s i v e ,  s y s t e m  of r e g i s t e r i n g  e v e r y  
b o n d h o l d e r ;  so  t ha t  if  y o u r  bond  is l o s t ,  y o u  c a n  c o m e  in  and  w i th  r e l a -  
t i v e l y  s i m p l e  p r o o f  of the  l o s s  of y o u r  s e c u r i t y ,  ge t  a new one  i s s u e d  
to you .  W e ' r e  do ing  i t  a l l  the t i m e  f o r  p e o p l e  w h o s e  h o u s e s  b u r n e d  
down,  and  who l o s t  t h e i r  bonds  in  the  f i r e ,  o r  t hey  h a v e  l o s t  the  b o n d s  
o r  h a v e  h a d  t h e m  s t o l e n .  I know of no o t h e r  s e c u r i t y  t ha t  w i l l  g ive  you  
b e t t e r  p r o t e c t i o n .  
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T h e r e ' s  a n o t h e r  a n g l e  to t h i s  th ing .  T h i s  type  of s e c u r i t y  i s  s o l d  
in  l a r g e  m e a s u r e  t h r o u g h  the  p a y r o l l  d e d u c t i o n  p l an .  I know m a n y ,  
m a n y  p e o p l e  who  f o r  s o m e  r e a s o n  a r e  no t  ab le  to s a v e  on t h e i r  own.  
If  you  g ive  t h e m  the m o n e y ,  i t ' s  g o n e .  Bu t  b e c a u s e  t h e r e  i s  a b u i l t - i n  
s y s t e m  t h r o u g h  w h i c h  the m o n e y  can  be d e d u c t e d  f r o m  t h e i r  pay  and  pu t  
a s i d e  f o r  t h e m ,  t h e y  a r e  s a v i n g .  At  the  end  of the  y e a r  t hey  h a v e  a few 
b o n d s - - b o n d s  t h a t  a r e  g u a r a n t e e d  to r e t u r n  e v e r y  c e n t  t h e y  pu t  in to  
t h e m ,  b o n d s  t ha t  e a r n  c o m p o u n d  i n t e r e s t ,  b o n d s  tha t  a r e  r e g i s t e r e d .  

F i n a l l y ,  t h e r e  i s  one  o t h e r  t h i n g - - a n d  if  t h i s  i s  a s e l l i n g  p i t c h ,  
I ' m  w i l l i n g  to m a k e  i t .  We n e e d  to h a v e  the  p e o p l e  of t h i s  c o u n t r y  m a k e  
an  i n v e s t m e n t  in  the  U n i t e d  S t a t e s .  We n e e d  to h a v e  the  p e o p l e  in  t h i s  
c o u n t r y  own s o m e  G o v e r n m e n t  s e c u r i t i e s ,  so  tha t  w h e n  a n y t h i n g  h a p -  
p e n s ,  i t ' s  h a p p e n i n g  to p a r t  of t h e i r  own i n v e s t m e n t .  E v e r y o n e  i n t e r -  
e s t e d  in  p r i v a t e  e n t e r p r i s e  s a y s :  " G e t  p e o p l e  to buy s t o c k .  Ge t  t h e m  
to know s o m e t h i n g  a b o u t  the  p r i v a t e  e n t e r p r i s e  s y s t e m .  " By  the  s a m e  
t o k e n  we o u g h t  to  u r g e  e v e r y o n e  if  p o s s i b l e ,  to  own a s m a l l  i n t e r e s t  in  
th i s  c o u n t r y  of t h e i r s .  And  I d o n ' t  know of a s e c u r i t y ,  on b a l a n c e ,  t ha t  
i s  a b e t t e r  p l a c e  f o r  the g r e a t  r a n k  and  f i l e  of p e o p l e ,  and  m o s t  p e o p l e  
a r e  no t  s o p h i s t i c a t e d  in  i n v e s t m e n t  m a t t e r s ,  to pu t  t h e i r  m o n e y  t h a n  in  
"E" bonds. 

I n c i d e n t a l l y ,  I ' m  g o i n g  to c o n t r a c t  the  s a v i n g s  bond  p r o g r a m  p e o p l e ,  
a n d  t e l l  t h e m  tha t  h e r e ' s  a f i e l d  w h e r e  t h e y  r e a l l y  s h o u l d  go to w o r k .  

C A P T A I N  SCHOENI:  I k n o w  t h e r e  a r e  m a n y  m o r e  q u e s t i o n s  t h a t  
we a l l  w o u l d  l ike  to a s k  the  S e c r e t a r y ,  bu t  I b e l i e v e  he  h a s  a v e r y  i m -  
p o r t a n t  e n g a g e m e n t  a t  the  T r e a s u r y  t h i s  a f t e r n o o n ,  p r o b a b l y  t a l k i n g  
a b o u t  b o n d s .  

M r .  S e c r e t a r y ,  on  b e h a l f  of the  C o m m a n d a n t  and  the  s t u d e n t  body ,  
I w i s h  to t h a n k  y o u  f o r  a v e r y  i l l u m i n a t i n g  l e c t u r e  on the  p r o b l e m s  of 
the  T r e a s u r y  D e p a r t m e n t  and  y o u r  v e r y  f r a n k  d i s c u s s i o n .  

MR.  S C R I B N E R :  M a y  I s a y  tha t  I h a v e  b e e n  d e l i g h t e d  to be h e r e .  
T h e  f a c t s  a r e  the  f a c t s .  You  can  f i n d  t h e m  in  the  f o r m  w e ' v e  g i v e n  
t h e m ;  y o u  c a n  f i n d  t h e m  in  o t h e r  f o r m s - - t h a t  i s ,  w h a t ' s  h a p p e n e d  in  the  
p a s t ,  w h a t  we  owe now,  ~nd w h e r e  i t ' s  p l a c e d .  

Wha t  s h o u l d  be done  in  the  f u t u r e  in  the  tax f i e l d ,  in  the  g e n e r a l  
f i s c a l  f i e l d ,  i s  an  u n c e r t a i n  r o a d .  You  can  s e c u r e  a l l  s o r t s  of a d v i c e .  
I a s s u r e  you  t h a t  we w e l c o m e  a d v i c e  f r o m  g r o u p s  s u c h  as  t h i s ,  t h a t  a r e  
l o o k i n g  a t  a n d  s t u d y i n g  th i s  p r o b l e m ,  I t r u s t ,  w i th  an  o p e n  m i n d .  I t  i s  
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o u r  hope  tha t  f r o m  a l l  such  r e s o u r c e s  t h r o u g h o u t  the U n i t e d  S ta te s  
w e ' r e  going  to r e c e i v e  s o m e  s u g g e s t i o n s ,  p e r h a p s  fo r  doing  s o m e  
th ings  d i f f e r e n t l y ,  p e r h a p s  fo r  chang ing  s o m e  th ings ,  that  wi l l  h e l p  
us a l l  to m o v e  t o w a r d  the goa l s  that  we a l l  want  to a c h i e v e .  

( l l  June  1959- -4 ,  1 5 0 ) B / e n / p c  
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