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U. S. TREASURY PROBLEMS AND PROGRAMS 

10 F e b r u a r y  1960 

GEN. MUNDY: One of the m o s t  s e r i o u s  e c o n o m i c  i s s u e s  be ing  

debated  today i s ,  Can we have sound e c o n o m i c  g rowth  without  i n f l a t i o n ?  

T h e r e  a r e  people  who take  both  s i d e s  of th is  ques t ion .  The P r e s i d e n t  

a p p a r e n t l y  b e l i e v e s  tha t  we can have i n f l a t i o n - f r e e  growth .  He made  

th i s  v e r y  c l e a r  in  h is  p r o g r a m  in his  r e c e n t  e conomic  r e p o r t  to C o n g r e s s .  

F a t h e r  T ime  wi l l  d e t e r m i n e  the a n s w e r  to th i s .  I t  i nvo lves  both 

the p r i v a t e  and the g o v e r n m e n t a l  s e c t o r s  of our  e conomy .  

On the g o v e r n m e n t a l  s ide ,  p e r h a p s  the m o s t  s i gn i f i c an t  r o l e  

i s  p l ayed  by the T r e a s u r y  D e p a r t m e n t  in f inanc ing  the o p e r a t i o n s  of the 

F e d e r a l  G o v e r n m e n t  and  in m a n a g i n g  the publ ic  debt.  This  m o r n i n g  

we s h a l l  e x a m i n e  these  as  wel l  as  o the r  p r o g r a m s  and  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 .  

As ou r  s p e a k e r  today we a r e  hono red  to have a m a n  who has  spen t  

h is  e n t i r e  p r o f e s s i o n a l  c a r e e r  in the f i nanc i a l  wor ld .  His connec t ion  

with the T r e a s u r y  D e p a r t m e n t  began in 1957. The sub jec t  of his  l e c t u r e  

i s  "The  Uni ted  S ta tes  T r e a s u r y  P r o b l e m s  and P r o g r a m s . "  This  i s  h is  

f i r s t  l e c t u r e  at  the Col lege .  I am p l e a s e d  to p r e s e n t  to you the Honorab le  

the Under  S e c r e t a r y  of the T r e a s u r y  for  M o n e t a r y  Ju l i an  B. Ba i rd ,  

A f f a i r s .  

MR. BAIRD: G e n e r a l  Mundy and Gen t l emen :  When I look ove r  

this  v e r y  ex t ens ive  c u r r i c u l u m  tha t  you unde rgo  h e r e  in  this  ins t i tu t ion ,  

I th ink  I ought to be a pupi l  h e r e  and l e a r n  s o m e t h i n g  about  i t  and  not  
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lecture about it. 

I think youVre finding that this big Government is a very complex 

affair. In fact, some of us wonder sometimes whether it isntt so com- 

plex that it's beyond human beings to properly run. The only thing we 

can say is that no one has devised a better system of government, with 

the checks and balances that afford it safety. 

Now, the Treasury Department itself is a very complex organiza- 

tion, I have found in the two and a half years that IWve been here. It 

covers a great gamut of activity--not only what we think of as the Treas- 

ury Department as being the central bookkeeper and the collector of 

revenue and the disburser of funds, but a whole gamut of activities from 

enforcement agencies like Narcotics, Secret Service, Customs; and 
Printing and 

manufacturing operations like the Mint and the Bureaulof Engraving; 

a regulatory agency like the Comptroller of the Currency, who super- 

v i s e s  a l l  the na t i ona l  banks;  and, not  the l e a s t  p e r h a p s ,  a f a i r - s i z e d  

m i l i t a r y  e s t a b l i s h m e n t  in a s p e c i a l  f i e l d - - t h e  Coas t  Guard .  

IVm not  going in to  any  of those  func t iona l  o p e r a t i o n s  of the T r e a s -  

u r y .  F r o m  what  G e n e r a l  Mundy has  to ld  me~ herd l ike to have me  ta lk  

on s o m e  of the po l i cy  c o n s i d e r a t i o n s  tha t  e n t e r  in to  the t h r e e  f i e l d s - -  

f i s c a l  po l icy ,  p a r t i c u l a r l y  tax pol icy;  m o n e t a r y  pol icy;  and  the m a n a g e -  

m e n t  of the debt .  That  I s h a l l  t r y  to do. 

F i r s t  I w o ~ d  m a k e  th i s  g e n e r a l  s t a t e m e n t ,  however :  I thirtk 

we can a l l  a g r e e  tha t  the f i r s t  and f o r e m o s t  p r o b l e m  which  a l l  of us  face 

in this  coun t ry  and which  the f r ee  wor ld  f aces  i s  the c o r r e c t  fo r e ign  
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p o l i c y  and tha t  ad junc t  to i t  which  i s  our  m i l i t a r y  p o s t u r e  and  how we 

c a r r y  i t  out, b e c a u s e ,  a f t e r  a l l ,  m i l i t a r y  p o s t u r e  i s  j u s t  an e x t e n s i o n  

of f o r e ign  p o l i c y  ~ when d i p l o m a c y  f a i l s .  We a l l  a g r e e  on tha t .  

I would add to tha t  a t  th is  point  and r e i t e r a t e  a s t a t e m e n t  tha t  

S e c r e t a r y  A n d e r s o n  has  made  on n u m e r o u s  o c c a s i o n s - - t h a t  a t  no t ime  

wi l l  the T r e a s u r y  D e p a r t m e n t - - a n d  S e c r e t a r y  A n d e r s o n  spen t  a n u m b e r  

of y e a r s  in  the Defense  D e p a r t m e n t ,  as  you k n o w - - t h a t  a t  no t ime  wi l l  

he o r  the T r e a s u r y  D e p a r t m e n t  a t t e m p t  to i n t e r p o s e  i t s  j u d g m e n t  a s  

to what  i s  adequa te  o r  i s  not  adequa te  for  na t i ona l  de fense .  When the 

d e c i s i o n s  a r e  t aken  on the h i g h e s t  leve l ,  w e  th ink i t ' s  up to the T r e a s u r y  

D e p a r t m e n t  to find the funds to pay  the b i l l s .  W h e t h e r  tha t  i s  by  t axes  

which  we r e c o m m e n d  to the C o n g r e s s  o r  by  b o r r o w i n g  would depend on 

the p a r t i c u l a r  c i r c u m s t a n c e s .  

J u s t  p a r e n t h e t i c a l l y  I would add one point  t h e r e .  Some of you wi l l  

r e m e m b e r  tha t  about  two y e a r s  ago the f ron t  pages  of the n e w s p a p e r s  

c a r r i e d  s t o r i e s  tha t  a lot  of b i l l s  of the Defense  D e p a r t m e n t  could not  

be paid ,  b e c a u s e  of the debt  l i m i t .  I want  to s c o t c h  tha t  f i n a l l y  and def i -  

n i t e l y .  It  was  s c o t c h e d  by  S e c r e t a r y  M c E l r o y  and M r .  McNei l  and the 

c i v i l i a n  heads  of the s e r v i c e s .  Tha t  was  a m i s t a k e n  s t o r y .  At no t ime  

did the T r e a s u r y  o r  wi l l  the T r e a s u r y  e v e r  s a y  tha t  we want  c o n t r a c t o r s  

to s i t  on t h e i r  b i l l s  and  put them in  t h e i r  desk  and not  p r e s e n t  them when 

they  a r e  due.  It  would c e r t a i n l y  be a s h o r t - s i g h t e d  S e c r e t a r y  of the 

T r e a s u r y  who would le t  the c r e d i t  of the G o v e r n m e n t  of the Uni ted  S ta tes  

su f f e r  by  not pay ing  a n y  b i l l s  tha t  a r e  due.  So I j u s t  wan ted  to put  tha t  
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but  i t ' s  gone.  

p a r e n t h e t i c a l  word  in .  

Now, I s a i d  tha t  the  m o s t  i m p o r t a n t  t h ! n ~  of c o u r s e ,  tha t  we face 

i s  our  p o s t u r e  v e r s u s  the Sov ie t s .  No ques t ion  about  i t .  But  I want  to 

s a y  wi th  a l m o s t  equa l  i m p o r t a n c e  tha t  tha t  r e s t s  on a s t r o n g  economy ,  

and a sound e c o n o m y  r e s t s  on sound  f i n a n c i a l  m e a s u r e s ,  and a r e a s o n -  

ab ly  s t a b l e  d o l l a r  to suppo r t  t h e m .  The de fense  p o s t u r e  in  the whole 

f r ee  wor ld  would be weakened  i f  we don ' t  a c t  p r u d e n t l y  and r e s p o n s i b l y  

in  tha t  f ie ld .  

A sound do l l a r  i s  not  on ly  e s s e n t i a l  to tha t  i n t e r n a t i o n a l  pos i t ion ,  

but we b e l i e v e  f i r m l y  in  th i s  A d m i n i s t r a t i o n  tha t  i t  u n d e r l i e s  any  r e a l ,  

s u s t a i n a b l e  growth;  tha t  i f  w e ' r e  going to put 13 m i l l i o n  people  to work  

in  the nex t  decade,  add i t i ona l  people ,  and we have to r a i s e  s o m e t h i n g  

l ike  400 b i l l i on  d o l l a r s  to f u r n i s h  the p lan t s ,  the tools ,  the h o m e s  to 

house  those  w o r k e r s ,  we 've  got  to do i t  in  one of two ways .  We can do 

i t  by  sav ing ,  or  we can do i t  by  p r i n t i n g  m o n e y .  T h e r e  i s n l t  any  o the r  

way  tha t  we know of. And we th ink  we have to have  an e c o n o m y  tha t  wi l l  

develop those  s a v i n g s  t h r o u g h  t he se  g r e a t  f i n a n c i a l  i n t e r m e d i a r i e s - -  

the i n s u r a n c e  c o m p a n i e s ,  the s a v i n g s  banks ,  the  s a v i n g s  and loan,  and 

a l l  those  i n s t i t u t i o n s .  And tha t  a b i l i t y  to do tha t  depends  on our  hav ing  
/f ,  

a r e a s o n a b l y  sound  d o l l a r .  

D u r i n g  a w a r  you can,  as  we did, do i n f l a t i o n a r y  th ings .  I t ' s  

i n e v i t a b l e .  W e ' l l  do i t  aga in  i f  t h e r e ' s  a n o t h e r  w a r .  And the publ ic ,  when 

i t ' s  over ,  wi l l  c h a r g e  t ha t  to the cos t  of =~ewar and s ay :  " T h a t ' s  too bad, 

" But  you cannot  have  the e x p e c t a t i o n  among  i n v e s t o r s  and 
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s a v e r s  tha t  t h e r e l s  going to be any  cont inu ing  in f l a t ion  wi thout  wa rp ing  

t h e i r  j udgmen t  and defea t ing  the v e r y  p u r p o s e .  

Now, I s ay  t h e r e l s  no o the r  way.  T h e r e  is  one o t h e r  way to do 

i t .  R u s s i a  does  i t .  The p r e s i d e n t  of the R u s s i a n  bank which  c o r r e s p o n d s  

to our  F e d e r a l  R e s e r v e  was  t a lk ing  to Mr ,  Mar t in°  C h a i r m a n  of the 

F e d e r a l  Rese rve°  h e r e  a y e a r  o r  so ago and he sa id :  "We have no p r o b -  

l e m s  of in f l a t ion .  We have none of those  p r o b l e m s  tha t  you face .  iF Of 

c o u r s e  they  dontt .  I t ' s  e n t i r e l y  d ic ta ted .  They  take  what  they  want  for  

capi ta l°  and  then they t l l  divide up the r e s t  among  the people .  

Now, i f  we wanted  to go I n - - a n d  t h e r e  a r e  some  economis t s °  

t h e r e  a r e  a few people  in the C o n g r e s s  tha t  lWve been  a rgu ing  with° who 

s a y  tha t  we ought to cheapen  m o n e y  and then put  In c o n t r o l s - - p r i c e  con-  

t r o l s  and  wage c o n t r o l s .  Wello then  i t  goes to a l l o c a t i o n  of cap i t a l .  It 

goes  the whole way.  

Well ,  tha t t s  what  w e l r e  f ight ing  th is  whole  thing a b o u t - - i s  to have 

f r e e d o m .  If we t r e  wi l l ing  to take Russia~s method ,  maybe  weld b e t t e r  

le t  them run  i t .  T h e y t r e  doing a damn  good job in  R u s s i a .  I~ut we 

p r e f e r  the f r ee  way of l~fe. 

Now° with that  p r e a m b l e ,  II iI  come  down to the t h r ee  ques t i ons  

of p o l i c y - - m o n e t a r y  pol icy ,  tax pol lcyj  and debt m a n a g e m e n t .  The f i r s t  

two I tm going to t r e a t  r a t h e r  h a s t i l y  and then spend m o r e  t ime  l a t e r  on 

the debt  m a n a g e m e n t .  

F i r s t ,  on the po l i cy  ques t ion  in the f ie ld  of m o n e t a r y  policy° 
I have a lways  ~elt tha t  

~Amy t i t le  as  Under  S e c r e t a r y  fo r  M o n e t a r y  Af f a i r s  is  a m i s n o m e r °  because  
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m o n e t a r y  a f f a i r s  a r e  not the r e s p o n s i b i l i t y  of the T r e a s u r y .  T h a t ' s  

the r e s p o n s i b i l i t y  of the c e n t r a l  banking  sys tem~ the F e d e r a l  R e s e r v e .  

Now, i t  i s  v e r y  ~mpor tant  that  we work  with t hem.  They  a r e ,  

a s  you know, an independen t  agency .  They  a r e  c r e a t e d  by  C o n g r e s s .  

They  a r e  not p a r t  of the Execu t ive  D e p a r t m e n t .  We do fee l  v e r y  d i r e c t -  

ly the i m p a c t  of e v e r y t h i n g  they  do, b e c a u s e  we have to do our  f inanc ing  

in the c l i m a t e  which  they  c r e a t e .  That  r e q u i r e s  the v e r y  c l o s e s t  

c oordinatlon. 

During a war we may dictate, and in World War II the Treasury 

did virtually dictate, monetary policy. It was necessary to do it. Bond 

prices were pegged in the market at a constant figure, which really made 

all Government securities very Liquid and the equivalent of money. But 

we had wage controls, price controls, the allocation of materials, and 

all, so that inflation could not take hold during the war. When they were 

released, it did take hold; and we cut the value of the dollar way down 

as the result of it. 

Beginning with the Accord of 1951, which I imagine you have 

heard of or will from the Federal Reserve, the Federal Re serve System 

resumed its independence. It has carried it down tothis day. The rela- 

tions between the two agencies, the Treasury and the Federal Reserve, 

where they have to be intimate, are most cordial. We have to understand 

the other personts problems. We meet frequently. Mr. Martin, the 

Chairman, comes over every Monday and has luncheon with the Secretary 

and me and one or two other staff members. On Wednesday noon--this 
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noon,  for  i n s t a n c e - - f o u r  o r  five of us  f r o m  the T r e a s u r y  go ove r  and 

m e e t  with the C h a i r m a n ,  the Vice C h a i r m a n ,  and four  m e m b e r s  of the 

F e d e r a l  R e s e r v e  s ta f f  and we ta lk  i n t i m a t e l y  about  the p r o b l e m s  that  we 

have in debt m a n a g e m e n t ;  and we h e a r  a good deal  of t h e i r  p r o b l e m s  in 

m o n e t a r y  m a n a g e m e n t .  So t he r e  is  a work ing  c o o r d i n a t i o n ,  wi th  n e i t h e r  

one of us d ic ta t ing  to the o the r ,  but r e a s o n a b l e  m e n  wi th  the s a m e  ob jec t  

in  v iew and r e s p e c t i n g  th is  idea  of s e p a r a t i o n .  We find thatWe can  get  

on v e r y  well ,  a t  l e a s t  we have .  And you have r e a d  noth ing  in the n e w s -  

p a p e r s  about  any  conf l i c t  be tween  the T r e a s u r y  and the F e d e r a l  R e s e r v e .  

T h e r e  i s n ' t  any.  

Now, the T r e a s u r y  has  one r e s p o n s i b i l i t y ,  however ,  tha t  i s  p r e t t y  

c l o se  to m o n e t a r y  m a n a g e m e n t ,  and that  i s  in th is  ques t ion  of gold and 

s i l v e r  pol icy ,  whe re  unde r  the law the S e c r e t a r y  of the T r e a s u r y  has  a 

good dea l  of d i s c r e t i o n a r y  a u t h o r i t y ,  p a r t i c u l a r l y  with r e s p e c t  to s i l v e r .  

So to tha t  ex ten t  the T r e a s u r y  is  o o n c e r n e d  wi th  m o n e t a r y  po l i cy .  

I want  to s a y  jus t  a word  nowj - - and  I won ' t  go in to  de ta i l  now, 

because  I u n d e r s t a n d  you 've  had s o m e  d i s c u s s i o n s  on i t - - a b o u t  the ba l -  

ance  of p a y m e n t s  s i t ua t ion .  That  i s  a new phenomenon  in th is  c o u n t r y  

in  the l a s t  few y e a r s .  Dur ing  a l l  you r  l i f e t i m e  th is  c o u n t r y  up to 1950 

had  a f avo rab l e  ba l ance  of p a y m e n t s  g rowing  out of t r a d e  and s e r v i c e s .  

I t ' s  only  s ince  1950, whe re  we se t  out d e l i b e r a t e l y  unde r  the M a r s h a l l  

P l a n  and o the r  s i m i l a r  p l ans  to s e t  E u r o p e  aga in  up in b u s i n e s s  as  a going 

i n d u s t r i a l  c o n c e r n  for  the s t r e n g t h  of the f r e e  wor ld .  It was a m a z i n g l y  

s u c c e s s f u l .  They  a r e  a ~ . - - ~ - ~ . - , - , . :  s e r i e s  of s t r o n g  e c o n o m i e s  and 
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t h e y  a r e  v i g o r o u s  c o m p e t i t o r s .  We a c c o m p l i s h e d  that  p u r p o s e .  

But  in  doing i t  we have  b rough t  on an  a d v e r s e  ba l ance  of p a y m e n t s .  

Now, on the ques t ion  of j u s t  t r a d e  and s e r v i c e s ,  we jus t  about  

b roke  even  l a s t  y e a r .  What  t h rows  us  out of ba l ance  i s  our  f o r e ign  miLi-  

t a r y  e x p e n d i t u r e s ,  our  m u t u a l  aid,  our  e x p o r t s  of cap i t a l ,  and s o m e  of 

those  t h ings  tha t  we th ink we m u s t  cont inue ,  con f ron t ing  the Sovie t  as  

we do. I t ' s  p a r t  of the cold  war  to help  t he se  u n d e r - d e v e l o p e d  na t i ons .  

It  does happen,  i f  one wan t s  to be a l i t t l e  cyn ica l ,  tha t  we s e e m  

to be m o r e  s y m p a t h e t i c  to those  na t ions  tha t  s u r r o u n d  the Sovie t  Union 

than we do i f  t hey  a r e  f a r t h e r  away  f r o m  it ,  such  as  down in Af r i c a ,  for  

e x a m p l e .  So i t ' s  p a r t  of the cold w a r .  We m u s t  cont inue i t .  And y e t  i t  

t h rows  th i s  ba l ance  of p a y m e n t s  to a point  whe re  we had an  a d v e r s e  

ba l ance  of p a y m e n t s  th is  l a s t  y e a r  a p p r o a c h i n g  4 b i l l i on .  The y e a r  be fo re  

i t  was  3 .4  b i l l ion .  

Now, ove r  a p e r i o d  of y e a r s  tha t  shou ld  be b rough t  in to  s o m e  

n e a r  e q u i l i b r i u m ,  b e c a u s e  we have bu i l t  up in the hands  of f o r e i g n e r s ,  

p a r t l y  in  c e n t r a l  banks ,  p a r t l y  he ld  by  i nd iv idua l s  and b u s i n e s s  c o n c e r n s ,  

about  17 b i l l i ons  of s h o r t - t e r m  c l a i m s .  We a r e  p e r f o r m i n g  the funct ion  

of a b a n k e r  in  b o r r o w i n g  s h o r t  and l end ing  long.  We have t he se  s h o r t -  

t e r m  c l a i m s  on us ,  and i t  m e a n s  tha t  we m u s t  conduct  our  a f f a i r s  a s  any  

b a n k e r  m u s t  to hold the conf idence  of those  people  who have demands  on 

us ,  b e c a u s e  the on ly  ch i t  tha t  counts  in  s e t t l i n g  those  c l a i m s ,  i f  

the re  i s  not conf idence ,  i s  gold.  And w h e r e  we have ha l f  the w o r l d ' s  

gold  s t i l l ,  and we have  the conf idence  of the wor ld ,  and the d o l l a r  i s  the 
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reserve currency back of much, if not most, of the currencies of the 

western world, supplementing gold with them, it behooves us to act 

prudently and responsibly in the way we handle our affairs here domes- 

tically, the way we handle our budget, the way we handle our monetary 

s y s t e m ;  o r  we wi l l  s u f f e r  the s a m e  th ing  tha t  a b a n k e r  wi l l  s u f f e r  i f  

h i s  d e p o s i t o r s  lose  conf idence  in  h im.  They  wi l l  move  t h e i r  depos i t s  

to a n o t h e r  bank .  

How i m p o r t a n t  tha t  i s  I th ink  is  s u m m e d  up in  a s t a t e m e n t  tha t  

E r h a r d t ,  who was  one of the a r c h i t e c t s  of the g r e a t  r e c o v e r y  of G e r m a n y = .  

he and Fauke  w e r e  r e a l l y  the g e n i u s e s  who b rough t  i t  a b o u t - -  told us  
He 

h e r e  in Wash ing ton  s o m e  90 days  agoo /made  th i s  s t a t e m e n t  and i t  b u r n e d  

in to  m y  m e m o r y - - t h a t  i f  the d o l l a r ,  the sun a round  which  a l l  the c u r r e n -  

c i e s  of the w e s t e r n  wor ld  r evo lve  • , shou ld  s t a r t  to move ,  God forbid ;  

the c o n s e q u e n c e s  on the whole f r ee  w o r l d  a r e  un th inkab le ,  T h a t ' s  a 

foreigner's view, who holds a lot of these short-term claims on us and 

wants us to behave. 

On tax policy I'm going to be very brief, because there's an old 

saying that you don't do much about taxes in an even-numbered year in 

this country. This is an even-numbered year. There is also this prob- 

lem: tha t  tax p o l i c y  i s  u s u a l l y  i n i t i a t e d  by the T r e a s u r y  and the A d m i n i s -  

t r a t i o n .  But  when the oppos i t ion  p a r t y  i s  in  c o n t r o l  of those  two power fu l  

c o m m i t t e e s - - W a y s  and  M e a n s  and Senate  F i n a n c e - - w h i c h  con t ro l  t axes ,  

i t  m u s t  be done as  a c o o p e r a t i v e  v e n t u r e ,  T h e r e ' s  no use  j u s t  s end ing  

up whole p r o g r a m s .  T h e y  wouldn ' t  even  get  c o n s i d e r a t i o n .  W e ' r e  t r y i n g  
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to do i t  on a h i - p a r t i s a n  b a s i s .  The C h a i r m a n  of the power fu l  Ways 

and  Means  C o m m i t t e e ,  Wi lbur  Mi l l s ,  has  made  the s t a t e m e n t  tha t  they  

th ink th is  whole tax p r o g r a m  should  be r e f o r m e d  by b r o a d e n i n g  the base  

and  lower ing  r a t e s  up and down the s c a l e .  They  conduc ted  a lot  of h e a r -  

ings  l a s t  fa l l  and  s a y  tha t  next  y e a r  they  a r e  going to t r y  to b r i n g  out  

s o m e  l e g i s l a t i o n  that  p r e s u m a b l y  wi l l  i m p r o v e  tha t  tax s t r u c t u r e .  

Well ,  i t ' s  a nea t  t r i ck ,  b e c a u s e  when you b r o a d e n  the base ,  i t  

m e a n s  taking away  a lot  of e x e m p t i o n s  tha t  C o n g r e s s  has  put in  t he r e  

for  what  they  think a r e  r e a s o n s  of equ i ty  and they  a r e  v e r y  d i f f icul t  to r e -  

m o v ~ .  When you t r y  to cut r a t e s ,  t h e r e ' s  a lways  a t endency  to want  to 

cut  them in the v e r y  low a r e a s ,  whe re  they  have a heavy  i m p a c t .  F o r  

examp le ,  i f  you change  e x e m p t i o n s  one hundred  d o l l a r s  in the ind iv idua l  

b r a c k e t ,  you m a k e  2 b i l l ion ,  800 m i l l i o n  d i f f e r ence  in the r e v e n u e .  On 

the o the r  s ide ,  i f  you took no p e r s o n a l  i ncome  taxes  in any  b r a c k e t  above 

50 p e r c e n t ,  i n s t e a d  of the 91 p e r c e n t  that  i t  goes  up to, i t  m a k e s  a d i f -  

f e r e n c e  of only  one p e r c e n t  in the r evenue ,  o r  jus t  about  780 m i l l i o n  

d o l l a r s  on an e s t i m a t e  we made  l a s t  week.  

Or,  t ak ing  i t  a n o t h e r  way, to show where  you have to get  the 

t axes ,  whe re  the m a s s e s  of people  have the i ncome ,  i f  we were  to con-  
taxable  

f i s ca t e  e v e r y b o d y l s / i n c o m e  eve r  $i0. 000 for  an  ind iv idua l ,  and  ove r  

$20. 000 fo r  a husband  and wife, con f i s ca t e  it ,  the G o v e r n m e n t  take  i t  

a11, you would save  only  about  9 p e r c e n t ,  o r  you would add only  about  9 

p e r c e n t ,  w h i c h e v e r  way you want to take .  We would lose  $6. 800, 000,000 of 

r e v e n u e ,  which  would only  give an advan tage  to a l l  the r e s t  of us .  the 
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t a x p a y e r s ,  of  about  9 p e r c e n t  of t h e i r  t axes .  So you have to get  t axes  

f r o m  the lower  b r a c k e t s .  T h a t ' s  why that  th ing b e c o m e s  so i m p o r t a n t .  

So we hope t he r e  wi l l  be tax r e f o r m .  One has  to be a l i t t le  bi t  

s k e p t i c a l  about  w h e t h e r  t h e r e  wi l l  be any  d r a s t i c  r e f o r m  tha t  wi l l  both 

b roaden  the b a s e  and cut  the tax b r a c k e t j  b e c a u s e ,  for  one thing,  the 

b igges t  exemp t ion  is  in  th is  $600 p e r  head  and fo r  dependen t s .  Tha t  

a m o u n t s  to a t r e m e n d o u s  sum of the to ta l  e x e m p t i o n .  We have p e r s o n a l  

i n c o m e s  a p p r o a c h i n g  $400 b i l l ion ,  and the amoun t  s u b j e c t  to tax is  only  

$175 b i l l ion ,  and the g r e a t  p a r t  of tha t  i s  r e p r e s e n t e d  by these  $600 i t e m s .  

Now we come  to debt m a n a g e m e n t  and I would l ike to i n t roduce  

M r .  R o b e r t  T. Mayo,  A s s i s t a n t  to the S e c r e t a r y ,  who wi l l  p r e s e n t  s o m e  

s l i de s  as  a g r a p h i c  p r e s e n t a t i o n .  I th ink  th is  p r e s e n t s  a good base  fo r  

s t a r t i n g  tha t  off. M r .  Mayo has been  18 y e a r s  in the T r e a s u r y ,  and 

un t i l  he b e c a m e  m y  a s s i s t a n t  wi th in  the l a s t  y e a r ,  he was head  of the 

Debt  A n a l y s i s  D iv i s ion  of the T r e a s u r y .  

MR. MAYO: Gen t l emen ,  w e ' l l  s t a r t  r i g h t  off with a s l ide  tha t  

shows  the h i s t o r y  r e a l l y  of the public  debt  ou t s t and ing  ove r  the y e a r s .  

(Cha r t  t) Here  we have a publ ic  debt  of  $291 b i l l i on  a t  the end of D e c e m b e r ,  

1959. Al l  th i s  r e p r e s e n t s  i s  the s i m p l e  fac t  tha t  ove r  a p e r i o d  of y e a r s  

the G o v e r n m e n t  has  had a ne t  def ic i t  to f inance .  

To get  in to  what  you migh t  ca l l  a s t r o n o m i c a l  f i g u r e s - - w e  h a v e n ' t  

conve r t ed  them into  l i g h t - y e a r s  yet ,  but  we p r o b a b l y  s h o u l d - - w e  have had 

in th is  c o u n t r y  1.3 t r i l l i o n  d o l l a r s  of G o v e r n m e n t  e x p e n d i t u r e s  ove r  the 

l i fe  of th is  coun t ry .  Mos t  of  th is  was s ince  the p e r i o d  shown on th is  
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c h a r t .  

about  300 b i l l ion  d o l l a r s ,  291 to be p r e c i s e ,  

of the Uni ted  S t a t e s .  

We have  taken  in  a t r i l l i o n  d o l l a r s  in t a x e s .  The d i f f e r ence ,  

r e p r e s e n t s  the publ ic  debt  

You can  see  how tha t  has  gone up ove r  the y e a r s .  It  was  on ly  a 

b i l l i on  d o l l a r s  p r i o r  to W o r l d  War  I. We had  then what  s e e m e d  to be 

an  a s t r o n o m i c a l l y  s i z e d  publ ic  debt  a t  the end of Wor ld  W a r  l .  But t h rough  

budget  s u r p l u s e s  in the 20 ' s  we were  able  to p a y  i t  do11~. I n t e r e s t  r a t e s  

went  down du r ing  the 20 ' s ,  even  d u r i n g  p r o s p e r i t y ,  b e c a u s e  we w e r e  

able  to pay  i t  down. Came  the d e p r e s s i o n  and you can see  what  h a p p e n e d - -  

t r e b l i n g  the debt .  Then  on up to a new peak  in  Wor ld  War  If. 

A l i t t l e  b i t  of debt  p a y - o f f  a f t e r  W o r l d  War  II, but  not v e r y  much .  

Then  wi th  the cold  war  and the K o r e a n  b u s i n e s s ,  we got up to 281 b i l l i on  

a t  the end of '55.  We thought  we had tu rned  a c o r n e r  then.  We had 6 

b i l l i on  d o l l a r s  of budget  s u r p l u s e s  and debt  r e d u c t i o n  in  '56 and '57.  

But  then  c a m e  the r e c e s s i o n .  The debt  went  on up again ,  r e a c h i n g  a 

new peak  of 2 el b i l l i on  d o l l a r s  at  the end of D e c e m b e r .  

O v e r  in  th i s  l i t t l e  i n s e r t  you can s e e  tha t  we th ink w e ' r e  t u rn in g  

a c o r n e r  aga in .  We hope tha t  i t ' s  a m o r e  p e r m a n e n t  c o r n e r  than the l a s t  

one. We expec t  tha t  the debt  wi l l  go down s e a s o n a b l y  m o s t l y  du r ing  t h e s e  

s ix  mon ths  to o f f se t  the i n c r e a s e  in  the debt in  the p r e c e d i n g  s ix  m o n t h s ,  
f i s c a l  

wi th  a b a l a n c e d  budget  t h e r e f o r e  forA1960 . 

We expec t ,  f u r t h e r ,  tha t  even  with  a r i s e  s e a s o n a b l y  in the debt  

in  Ju ly  to D e c e m b e r ,  1960, i t  wi l l  be going down m o r e  nex t  J a n u a r y  t h rough  

June than  th i s  y e a r .  So we wi l l  be back  down to, say ,  280 b i l l i on  by  the 
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end  of June,  196I. 

We fee l ,  t h e r e f o r e ,  tha t  some  p r o g r e s s  has  been  made  in th i s  

r e s p e c t .  

Now, as  we look at  the s econd  c h a r t  ( C h a r t  2), k ~ ~ , h y  

we can  have a look h e r e  a t  what  r e a l l y  has  been  the b a s i s  of m o s t  of the 

e x p a n s i o n  of the debt  o v e r  the y e a r s ,  n a m e l y ,  the f inanc ing  of w a r s .  

We 've  done a f a i r l y  good job in th i s  c o u n t r y  in f i nanc ing  our  w a r s  out 

of t a x e s  a s  we went  a long.  We a c t u a l l y  did a b e t t e r  job in  Wor ld  War  II 

than  e i t h e r  in  W o r l d  W a r  I o r  du r ing  the Civ i l  War ,  a s  you can see  in 

the ye l low b a r s  on th i s  c h a r t .  F o r t y - f i v e  p e r c e n t  of W o r l d  War  H was  

f i nanced  th rough  t a x e s .  

( C h a r t  3) Our  next  c h a r t  shows ,  however ,  that ,  a s  good as  tha t  

job was ,  i t  was  s t i l l  not a s  good a s  the two a l l i e s  which  you m i g h t  c o n s i d e r  

the m o s t  c o m p a r a b l e ,  f i n a n c i a l l y  speak ing ,  in  the way  they  f inanced  t h e i r  

W o r l d  War  H e x p e n s e s .  It was  52 p e r c e n t  in  the Uni t ed  Kingdomj 57 

p e r c e n t  in  Canada ,  as  a g a i n s t  our  45 p e r c e n t .  

Now, no one i s  going to a r g u e  tha t  you can  have the e n t i r e  f inano 

c i a l  b u r d e n  o f f ,  w a r  a t  the t ime  tha t  you a r e  u n d e r t a k i n g  the job of winning  

a w a r .  It i s  a l m o s t  i m p o s s i b l e  to ge t  the  t a x e s  up tha t  f a s t  wi thout  

d e s t r o y i n g  p a r t  of the i n i t i a t i v e  n e c e s s a r y  to r u n  the war  e f fo r t  s u c c e s s -  

fu l ly .  However ,  in  the o the r  w a r s  we have  had the e x p e r i e n c e  of be ing  

able  t o  r e d u c e  the debt  a f t e r  the wa r ,  to he lp  m a k e  up for  s o m e  of tha t .  

We have  not  been  able  to do that ,  as  we ju s t  saw,  a f t e r  Wor ld  W a r  II.  

( C h a r t  4) Our  next  c h a r t  t a k e s  on the publ ic  debt  in  i t s  p lace  in 
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a g rowing  e c o n o m y .  We have  a publ ic  debt  today,  to t r y  to b r i n g  i t  

down to t e r m s  tha t  we can  a l l  u n d e r s t a n d  b e c a u s e  b i l l i ons  a r e  odd f ig-  

u r e s ,  of $1623 p e r  cap i t a  for  e v e r y  man ,  woman,  and ch i ld  in  the Uni ted  

S t a t e s .  Tha t  i s  r e a l l y  what  th i s  n a t i o n a l  debt  bu rden  adds  up to today.  

Thatvs an i m p r o v e m e n t  o v e r  1946, b e c a u s e  our  popula t ion  has  grown 

f a s t e r  than  our  publ ic  debt .  ThatVs a l l  to the good. 

We have  now a n a t i o n a l  debt  tha t  i s  equa l  to about  59 p e r c e n t  of 

our  na t i ona l  output,  our  g r o s s  p roduc t .  Tha t  i s  on ly  ha l f  as  b ig  r e l a t i v e  

to g r o s s  p roduc t  as  i t  was  in  1946. 

Now, s o m e  of th i s  i m p r o v e m e n t  in  the g r o s s  r e p r e s e n t s  r e a l  

i m p r o v e m e n t  in  t e r m s  of the fac t  tha t  we have i n c r e a s e d  p r o d u c t i v i t y  

in  th i s  c o u n t r y  and have g r e a t e r  a b i l i t y  to c a r r y  a na t i ona l  debt .  Some 

of the r e s t  of i t  r e p r e s e n t s  what  you m i g h t  ca l l  a p r e c a r i o u s  i m p r o v e m e n t ,  

in  tha t  itVs an  i m p r o v e m e n t  due to in f l a t ion .  Af t e r  a l l ,  I t a l y  and v a r i o u s  

o the r  c o u n t r i e s  donSt w o r r y  about  t h e i r  na t i ona l  deb t~ ,because  t hey  have 

in  e f f ec t  pa id  off a lot  of t hem th rough  in f l a t ion  and t hey  a r e  not the b u r -  

den tha t  t hey  u s e d  to be.  In a s e n s e ,  then,  we can  a c t u a l l y  be p roud  of 

the fac t  tha t  we have a debt tha t  weackn0wte,dg¢ a s  a r e a l  debt,  not s o m e -  

th ing  we can  s lough  off t h rough  d e b a s e m e n t  of our  c u r r e n c y .  

The r i g h t - h a n d  s ide  of the c h a r t  shows  tha t  the Uni ted  S ta t e s  

G o v e r n m e n t  i s  the l a r g e s t  s ing l e  borrow~rm the coun t ry .  In fact ,  our  

291 b i l l i on  i s  a l m o s t  a s  l a r g e  a s  a l l  of the debts  of the c o r p o r a t i o n s  in  

th i s  c o u n t r y  put t o g e t h e r .  I t t s  a l m o s t  a s  l a r g e  a s  the debts  of i nd iv idua l s  

fo r  m o r t g a g e s  and so  fo r th  and of State  and loca l  g o v e r n m e n t s .  
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The debt  h e r e ,  the F e d e r a l  debt,  i s  a s m a l l e r  p r o p o r t i o n  of the 

to ta l  publ ic  and p r i v a t e  debt  than  i t  was  a t  the end of the w a r .  T h a t ' s  

a l l  to the good. But we don ' t  u se  th i s  c h a r t  as  an i n d i c a t i o n  that ,  wel l ,  

you don ' t  have  to w o r r y  about  the debt,  b e c a u s e  i t ' s  s m a l l e r  than  i t  

u s e d  to be a n y  way  you cut  i t .  We fee l  tha t  i t  i s  s t i l l  a t e r r i b l y  i m p o r t a n t  

p r o b l e m .  When you have  one b o r r o w e r  accoun t ing  for  ove r  30 p e r c e n t  

of y o u r  debt,  obv ious ly  he i n f l u e n c e s  the m a r k e t s  in which  he b o r r o w s .  

H e ' s  the l a r g e s t  s ing l e  f a c t o r .  E v e r y b o d y  w a t c h e s  h im c a r e f u l l y  as  to 

what  type of b o r r o w i n g  he goes  into  and  so for th .  

Also ,  when you get  r i g h t  down to it ,  to the ex ten t  tha t  we have  

been  able  to a c t u a l l y  r e d u c e  the do l l a r  amoun t  of the F e d e r a l  debt, i n s t e a d  

of hav ing  i t  i n c r e a s i n g  a f t e r  the war ,  we would have p e r m i t t e d  e i t h e r  of 

two th ings  to happen  o r  s o m e  combina t i on  of t h e m .  E i t h e r  we could have 

had m o r e  p r i v a t e  b o r r o w i n g ,  m o r e  s t i m u l u s  to the p r i v a t e  economy,  

wi thout  m o r e  in f la t ion ;  or  we could  have r e d u c e d  the amoun t  of in f l a t ion  

tha t  we a c t u a l l y  have .  

( C h a r t  5) So you come r i g h t  back  to the budge t  pos i t i on .  We have  

h e r e  the budget  s u r p l u s ,  which  i s  the on ly  way  we can pay  off debt in  

r e a l  t e rms~  We have a budge t  s u r p l u s  i n d i c a t e d  for  f i s c a l  '61 of 4 b i l l i on  

d o l l a r s .  But,  as  you can see ,  tha t  4 b i l l i on  d o l l a r s  i s  a f a i r l y  s m a l l  

p a r t  of the de f i c i t  tha t  we had to i n c u r  in  1958 and 1959; and  a de f ic i t  

tha t  for  I N ~ J ~ f i s c a l  p o l i c y  r e a s o n s  has  m a n y  d e s i r a b l e  a s p e c t s ,  b e c a ~  

of the fac t  tha t  we were  in  a r e c e s s i o n  a t  the t i m e ,  but a de f ic i t  of, s ay ,  

15 b i l l i on  d o l l a r s  fo r  those  two y e a r s .  So the 4 b i l l i on  d o l l a r s  surplusi~ 
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s u g g e s t e d  by the P r e s i d e n t  for  th is  nex t  y e a r  i s  only,  t h e r e f o r e ,  about  

a q u a r t e r  of that .  

This  aga in  b e c o m e s  the h e a r t  of the debt m a n a g e m e n t  p r o b l e m ,  

whe re  the S e c r e t a r y  of the T r e a s u r y  is  in e f fec t  g iven  a s ize  of the pub- 

l ic  debt  in  the a g g r e g a t e  to work  with; and his  job, as  we wi l l  see  in 

the next  s l ide  coming  up~s  to take  tha t  debt  and m a n a g e  i t  in  the b e s t  

way he can  wi th in  the to ta l  that  he is  in  e f fec t  g iven.  

(Cha r t  6) Here  is  the 291 b i l l ion ,  then,  of the public  debt  a t  the 

end  of D e c e m b e r ,  1959. Of that ,  188 1/2 b i l l i on  ~ i s  in  the kind of 

debt tha t  i s  t r a d e d  f r e e l y  in the G o v e r n m e n t  s e c u r i t i e s  m a r k e t  e v e r y  d a y - -  

b i l l s ,  c e r t i f i c a t e s ,  no tes ,  and b o n d s - - m a r k e t a b l e  s e c u r i t i e s .  The r e s t  

of  the debt i s  in n o n m a r k e t a b l e  f o r m - - s a v i n g s  bonds,  i n v e s t m e n t  b o n d s - -  

in  these  s p e c i a l  i s s u e s  of this  G o v e r n m e n t  t r u s t  fund, which,  of cou r se ,  

a r e  run  on s t r a i g h t  i n s u r a n c e  p r i n c i p l e s .  

Now, on the m a r k e t a b l e  debL we have 80 b i l l i on  d o l l a r s  of our  

m a r k e t a b l e  debt  coming  due wi th in  one y e a r - - 8 0  b i l l i on  d o l l a r s  coming  

due in the c a l e n d a r  y e a r  1960. We have to do s o m e t h i n g  with that .  Obv ious -  

ly  we c a n ' t  pay  i t  off. We don ' t  have budget  s u r p l u s e s  of tha t  o r d e r .  We 

have  to r e fund  i t .  

Al l  r i g h t .  What happens  i f  we r e fund  i t  only  wi th in  one y e a r ,  

in  o t h e r  words ,  j u s t  put  out s e c u r i t i e s  due in '61? W e l l  that  ye l low 

b a r  wi l l  cont inue  to grow,  b e c a u s e  the p a s s a g e  of  t ime  wil l  wi th in  the 

next  four  y e a r s  or  so b r ing  a n o t h e r  61 1/2 b i l l i on  d o l l a r s  in to  the de f i c i t  

in  you r  u n d e r - o n e - y e a r  a r e a .  We have  on ly  47 b i l l i on  of our  debt  runn ing  
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f ive  y e a r s  a n d  o v e r .  

( C h a r t  7) Now, w e ' v e  m a d e  s o m e  p r o g r e s s ,  a s  we c a n  s e e  on 

t h i s  n e x t  c h a r t ,  o v e r  the  l a s t  few y e a r s  i n  the  w a y  we h a n d l e d  t h i s  u n d e r -  

o n e - y e a r  deb t .  T h i s  y e l l o w  a r e a  i s  no l a r g e r  t h a n  i t  was  in  1953; and  

we t h i n k  we c a n  s u s t a i n  in  t h i s  c o u n t r y  the  l i q u i d i t y  o r  the  80 b i l l i o n  do l -  

l a r s  o r  so  a s  m e e t i n g  e s s e n t i a l  l i q u i d i t y  n e e d s .  Bu t  we d o n ' t  wan t  

t h i s  y e l l o w  a r e a  to g r o w .  

W h a t ' s  b e e n  h a p p e n i n g ,  then ,  i s  t h a t  t h i s  o n e - t o - f i v e - y e a r  a r e a ,  

the  bIue  a r e a ,  h a s ,  u n f o r t u n a t e l y ,  b e e n  g r o w i n g  r a p i d l y ,  p a r t l y ,  a s  M r .  

B a i r d  w i l l  d i s c u s s  s o m e  m o r e  when  he  i s  b a c k  a t  the  p o d i u m ,  b e c a u s e  

we a r e  r e s t r a i n e d  a t  the  p r e s e n t  t i m e  to u n d e r - f i v e - y e a r  b o r r o w i n g  b y  

c o n g r e s s i o n a l  l i m i t s .  

O u r  f i v e - y e a r - a n d - o v e r  deb t  i s  no ~ l a r g e r  now and  no 

s m a l l e r  t han  i t  w a s  s i x  y e a r s  ago .  But  aga in ,  j u s t  to s h o w  wha t  h a p p e n s  

j u s t  w i t h  the  p a s s a g e  of t i m e  a s  b o n d s  ge t  s h o r t e r  a n d  s h o r t e r ,  we have  

pu t  out  s i n c e  1953, 47 b i l l i o n  d o l l a r s  of new s e c u r i t i e s  r u n n i n g  f ive  y e a r s  

o r  m o r e  to m a t u r i t y .  We l l ,  47 p lu s  47 i s  94. But  of tha t ,  47 b i l l i o n  

h a s  f a l l e n  down u n d e r  the  f i v e - y e a r  m a t u r i t y  r a t e .  So w e ' r e  b a c k  e x a c t l y  

w h e r e  we s t a r t e d .  We h a v e  b e e n  b a r e l y  ab l e  to k e e p  e v e n .  

( C h a r t  8) We do o u r  m a r k e t i n g ,  of  c o u r s e ,  in  a r e a l  e n v i r o n m e n t .  
W h e a t i e s  

I t ' s  j u s t  l i ke  m a r k e ~ n g . ~  o r  a n y t h i n g  e l s e .  You have  to s e l l  G o v e r n -  

m e n t  s e c u r i t i e s  to c u s t o m e r s  who w a n t  G o v e r n m e n t  s e c u r i t i e s .  You have  

to m a k e  t h e m  a t t r a c t i v e  to t h o s e  c u s t o m e r s  o r  t h e y  w i l l  p r e f e r  s o m e  a l t e r -  

n a t i v e  i n v e s t m e n t  o r  one  of  y o u r  own s e c u r i t i e s  t h a t  i s  o u t s t a n d i n g  in  
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the m a r k e t ,  w h e r e  they  can r e a d  the p r i c e  in  the p a p e r  any  day  and buy  

i t  a t  tha t  p r i c e  i f  t h e y  don ' t  l ike  what  you a r e  put t ing  out fo r  new ones .  

T h e r e f o r e ,  t h e r e t s  a g r e a t  s i m i l a r i t y  b e t w e e n - - l e t ' s  j u s t  take 

for  the m o m e n t - - t h e  two top c u r v e s  on th i s  c h a r t - - l o n g - t e r m  T r e a s u r y  bonds  

in  the b l a c k  cu rve ,  and  c o r p o r a t e  bonds ,  ove r  which,  of c o u r s e ,  the 

G o v e r n m e n t  has  no c o n t r o l  w h a t s o e v e r  in  the r a t e s  tha t  a r e  pa id .  

Our  s h o r t - t e r m  r a t e s  a l s o  foUow a long  a v e r y  def in i te  p a t t e r n  

in  r e l a t i o n  to the d i scoun t  r a t e .  Or  I should  s a y  tha t  b a s i c a l l y  in  m o r e  

r e c e n t  y e a r s  the d i scoun t  r a t e s  p r e t t y  m u c h  follow a long  w h e r e  s h o r t -  

t e r m  r a t e s  a r e ,  in  t e r m s  of m o r e  wide f luc tua t ions  than in  l o n g - t e r m  

r a t e s ,  p a r t i c u l a r l y  in  r e c e s s i o n s  such  as  '54 and '58.  

( C h a r t  9) Our  nex t  c h a r t  shows  the c o u n t e r p a r t :  of the s t r u c t u r e  

of the publ ic  debt  c h a r t .  H e r e ' s  the 291 b i l l i on  d o l l a r s ,  b roken  down as  

to who owns i t - - 5 3  b i l l ion  by  G o v e r n m e n t  i n v e s t m e n t  accounts~.-Sociat  

S e c u r i t y  funds,  and so  for th ;  2 6 1/2 b i l l i on  by the c e n t r a l  banks ;  and 

59 1/2 b i l l i on  by c o m m e r c i a l  b a n k s .  

Now, we would r a t h e r  s e l l  our  s e c u r i t i e s  to non -bank  i n v e s t o r s  

than  we would to the banks ,  b e c a u s e  b a s i c a l l y  the s e c u r i t i e s  we s e l l  to 

banks  a r e  v e r y  c lose  to p r i n t i n g  m o n e y  in  t h e i r  i n f l a t i o n a r y  i m p a c t .  

We would r a t h e r  s e l l  l onge r  s e c u r i t i e s  to n o n - b a n k  i n v e s t o r s  than s h o r t  

s e c u r i t i e s ,  b e c a u s e  those  s h o r t  s e c u r i t i e s ,  even  in  the hands  of n o n - b a n k  

i n v e s t o r s ,  a r e  p r e t t y  c lo se  to m o n e y .  Mos t  of the r e d  a r e a  t h e r e  and 

the o l i v e - g r e e n  a r e a ,  50 b i l l i on  in  to ta l ,  r e p r e s e n t  n o n - b a n k  i n v e s t m e n t  

in  s h o r t - t e r m  ob l iga t i ons .  We would r a t h e r ,  t h e r e f o r e ,  expand  the 
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hold ings  of  s av ings  i n s t i t u t i o n s  and ind iv idua l s  in  G o v e r n m e n t  s e c u r i t i e s ,  

b e c a u s e  they  a r e  m o r e  l i ke ly  to be p e r m a n e n t  s t r u c t u r a l l y .  

(Cha r t  I0) Our  p r o g r e s s  dur ing  the p o s t w a r  p e r i o d  on th is  

s c o r e  has  been  not  so good in c e r t a i n  r e s p e c t s .  We have so ld  to n o n - b a n k  

i n v e s t o r s  as  aga in s t  b a n k s .  T h a t ' s  f ine .  

bank h o l d e r s  of G o v e r n m e n t  s e c u r i t i e s .  

We a r e  a t  a new high on non-  

But i t ' s  m o s t l y  in  th i s  ye l low 

a r e a  on the top h e r e  that  the expans ion  has  t aken  p l a c e - - a  doubl ing of 

s h o r t - t e r m  s e c u r i t y  ho ld ings  by non -bank  i n v e s t o r s - - s h o r t - t e r m  i n v e s t o r s ,  

c o r p o r a t i o n s ,  and  so f o r t h - - s i n c e  the end of the war .  F o r e i g n  accoun t s  

a lone  accoun t  fo r  a l a r g e  chunk of tha t .  

On sav ings  i n s t i t u t i o n s  and on ind iv idua l s  o the r  than the E and H 

bond p r o g r a m ,  which  I~ll come  to in  a minu te ,  the g r e e n  and blue  a r e a s  

have  been  going down h i l l  s i nce  the end of the wa r .  We have l o s t  about  a 

q u a r t e r  of ou r  ho ld ings  by  s av ings  i n s t i t u t i ons  and m o r e  than that  on the 

i nd iv idua l s  ~ in the l a r g e r  b r a c k e t .  Again,  why should  an in~l[vid- 
a 

ual  whols  in an uppe r  tax b r a c k e t  b u y / G o v e r n m e n t  secur i ty~ if  he can  

get  a State and loca l  t a x - e x e m p t  s e c u r i t y  a t  even  ju s t  a l i t t l e  bi t  l e s s e r  
\ 

yield to h im,  b e f o r e - t a x  yield? 
, our  s av ings  bonds;  

We have had s o m e  of tha t  in  our  E and H bond p r o g r a m ~  and that  

has  i n c r e a s e d .  These  a r e  the s av ings  he ld  by  s o m e  35 m i l l i o n  A m e r i c a n s .  

We have 8 m i l l i o n  A m e r i c a n s  buying on p a y r o l l  s av ings  r i g h t  now, i nc lud -  

ing a g r e a t  m a n y  th roughou t  the A r m e d  F o r c e s ,  as  you know. 

We got an i n c r e a s e  in tha t  p r o g r a m  s ince  the end  of the war  tha t  

has  been  s u b s t a n t i a l .  It  l eve l ed  off in  '59, and, as  you know, we got  
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permission from the Congress to change our rates last year to make 

that a more attractive program. 

(Chart II) Our increase in savings bonds, though, in the yellow 

area in the upper left-hand corner of this chart has been a very modest 

one, when you compare it with the other types of savings that are basically 

competitive with savings bonds. Commerclal bank savings accounts 

have gone up GI billion during the period shown on this chart, which is 

a much more rapid growth than in the case of the E and H bonds. Mutual 
most 

savings bank deposits have grown also. The/tremendous growth of all 

has been in savings and loan association~ ~ shares. 

Our rates are competitive with these institutions, even with say= 

ings and loan, where the average actually paid by savings and loan,~ti- 
associations 

~4m~mmn is still under 4 percent. Ours, as you know, is 3 3/4. As you 

know, therens actually a 3 percent limit on commercial bank savings 

accounts. Most mutual savings bank pay around 3 I/2 percent. 

(Chart 12) Just to finish up, letOs go back to a more basic problem, 

that Mr. Baird has been discussing, and thatVs the problem of inflation, 

the problem of prices. I just use this one price index to illustrate, because 

it goes back over a long period of time. 

We had throughout the 19th century basically a level price struc- 

ture. We had big increases of prices during the war of 1812 and the Civil 

War. We had it again in World War I. But after each of these wars 

there was a substantial decline in prices, somewhat as a result of Govern- 

ment surpluses. And, of course, after World War I we also had the 
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d e p r e s s i o n ,  wi th  tha t  b ig  dip in  e a r l y  1930. 

Af t e r  W o r l d  W a r  II0 wi th  the co ld  war  s i t u a t i o n  and so for th ,  

we have  not  had a dec l ine  in p r i c e s .  Tha t  d o e s n ' t  m e a n  tha t  our  goa l  

shou ld  be to cut  p r i c e s  in  ha l f  o r  any th ing  Like tha t .  You can t t  r o l l  the 

c lock  back .  T h a t ' s  a l l  t h e r e  i s  to ~t. Tha t  i s  not our  in t en t ion .  But 

wi th  p r i c e s  as  h igh as  t hey  a r e ,  h i s t o r i c a l l y  speak ing ,  we have  a p r e t t y  

i m p o r t a n t  duty h e r e  to s ee  tha t  the a v e r a g e  A m e r i c a n  has  a f ee l ing  tha t  

the va lue  of h i s  do l l a r  has  soeae  good chance  of be ing  p r o t e c t e d  in  the 

y e a r s  ahead .  O t h e r w i s e  we cannot  have the l eve l  of s a v i n g s  tha t  i s  n e c e s -  

s a r y  to p e r m i t  us  to expand  our  e c o n o m y  the way  i t  shou ld  be.  

Thaak  you v e r y  much .  

MR.  BAIRD: We hope tha t  g ives  you a s o r t  of b r o a d  sweep  of 

what  the p r o b l e m s  of debt  m a n a g e m e n t  a r e .  Now I~11 jus t  add a few po in t s  

h e r e .  

One ob jec t ive  of debt  m a n a g e m e n t ,  which  I t h ink  M r .  May~ touched 

on s o m e w h a t ,  i s  to ge t  a b e t t e r  m a t u r i t y  d i s t r i bu t i on ,  hot  j u s t  a s  an  end 

in  i t s e l f ,  but  b e c a u s e  th i s  e x c e s s  l i qu id i ty  in  the s h o r t  a r e a  i s  i n f l a t i o n a r y .  

I t t s  the nex t  th ing  to money ;  and i f  we le t  tha t  i n c r e a s e  too much ,  we 

put p r e s s u r e  on the p r i c e  l eve l .  

Also  we don~t want  to have  to f inance  too often.  We have too m u c h  

r o l l i n g  ove r  in the s h o r t - t e r m  a r e a .  WeWre in  the m a r k e t  too of ten.  We 

i n t e r f e r e  wi th  m o n e t a r y  po l i cy .  And we i n t e r f e r e  with the o r d e r l y  m a r k e t -  

ing  of c o r p o r a t e  and  m u n i c i p a l  bonds ,  b e c a u s e  they  have to s t and  a s i d e  

e v e r y  t i m e  we have one of t he se  b ig  f inanc ing  jobs ,  a s  we had l a s t  week .  
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Anothe r  one, we want  to keep  out  of the banks ,  as  Mr .  Mayo 

sa id ,  b e c a u s e  put t ing  G o v e r n m e n t  s e c u r i t i e s  in to  the banks  i s  adding 

to the m o n e y  supply .  

And, th i rd ,  we have to  c o n s i d e r  the b r o a d  e f fec t s  of our  o p e r a -  

t ions  on the e c o n o m y .  T h e r e  a r e  s e v e r a l  t h e o r i e s  t h e r e .  Some s a y  

that  we shou ld  only  s e l l  l o n g - t e r m  bonds  in t i m e s  of b u s i n e s s  a c t i v i t y  

and on ly  s e l l  s h o r t s  in  t i m e s  of r e c e s s i o n ,  to ope ra t e  in the s a m e  

d i r e c t i o n  the F e d e r a l  R e s e r v e  is  going.  T i m e  has  p r o v e n  and e x p e r i e n c e  

that  that  jus t  d o e s n ' t  work .  You have to get  some  ex t ens ions  when you 

can.  You c a n ' t  jus t  work  on a pure  t heo ry .  

And, of c o u r s e ,  the l a s t  ob jec t ive  i s  that  we a lways  want  to 

get  our  m o n e y  as  cheap ly  as  we can,  as  any  b o r r o w e r  would.  And we 
But 

c e r t a i n l y  t r y  to do that .  ~ we have to ope ra t e  in a r e a l  m a r k e t .  We c a n ' t  

r i s k  f a i l u r e  of our  i s s u e s .  

Now, the ba s i c  p r o b l e m s  in debt m a n a g e m e n t  I would s a y  a r e  th@~e: 

Why i s  i t  that ,  with the b e s t  c r e d i t  in the wor ld ,  which is  what  a U .S .  

G o v e r n m e n t  bond is ,  t h e r e  is  any  p r o b l e m  in p l ac ing  our  s e c u r i t i e s  ? 

Well ,  f i r s t ,  we have had o v e r  the l a s t  g e n e r a t i o n  a v e r y  r a p i d  i n c r e a s e  

in  i nd iv idua l  tax r a t e s .  The t a x - f r e e  bonds  i s s u e d  by our  Sta tes  and m u n i c -  

i p a l i t i e s  have gone f r o m  12 b i l l i on  up to ove r  64 b i l l i on  s ince  the war .  

T h a t ' s  an e n o r m o u s  i n c r e a s e .  The A d m i n i s t r a t i o n  t r i e d  to get  r i d  of 

tha t  tax e x e m p t i o n  ~n '42 and  got  nowhere  wi th  i t .  We don ' t  th ink  i t ' s  

p o l i t i c a l l y  p o s s i b l e  to do i t .  And yet  tha t  i s  what  has  d r i ven  the a v e r a g e  

i nd iv idua l  of any  m e a n s  out of the G o v e r n m e n t  bond m a r k e t .  M r .  M a y o ' s  
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chart showed how the individual holdings have gone down. 

The other thing is the competing Government instruments. Since 

the war we have increased enormously guaranteed mortgages, FHA and 

the GI mortgages. We have increased these various agency accounts. 

The public has come to believe that they are just about as good as Govern- 

ments. They enjoy a more and more active market, until that has grown 

from a total of less than 15 billion in the aggregate at the end of the war up to 

about 64 billion now. Those securities all pay more than U, S. Gezern- 

ments, and the public increasingly has the feeling that they're just as good. 

Now, we can always get the money if we want to bid the rate; 
we do, 

but when/we force the whole rate structure up, if we just went out to get 

individuals, say, into our Government bonds. 

Now, the savings bonds have been the area where we have been 

conspicuously successful. There are about 150 billion dollars of compar- 

able savings in those three classes of savings institutions that Mr. Mayo 

showed you. We think savings bonds should be compared, not with 

marketables--they're a different kind of animal--but with savings depos- 

its in the banks and the shares in savings and loan associations. And, 

as he said, we think we are competitive in them. And that for the unsoph- 

iscated investor is what he should buy, because he can get his money 

it, . 
when he wantsj ana he knows what he can get, 

It's always sad, and we get letters from many people who bought 

marketable bonds at some time and thought they could always get the 

price they paid for them. We get these pathetic letters that they have to 
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t ake  a big d i scoun t  now because  i n t e r e s t  r a t e s  have fa l l en .  We don ' t  

th ink i t ' s  a publ ic  s e r v i c e  to e n c o u r a g e  the u n s o p h i s t i c a t e d  i n v e s t o r  to 

get  in to  m a r k e t a b l e  bonds .  If he knows what he ' s  doing, f ine .  

Inc iden ta l ly ,  I m igh t  s a y  to you men  tha t  the Defense  D e p a r t m e n t  

ha s  done a beau t i fu l  job cti th i s  p a y r o l l  s a v i n g s .  T h e r e  a r e  I, 700, 000 

m i l i t a r y  and c i v i l i a n s  in  the s e r v i c e  tha t  a r e  on r e g u l a r  p a y r o l l  savings~ 

The deduc t ions  amoun t  to an a v e r a g e  of about  $25 a mon th .  They  amoun t  

to ove r  500 m i l l i o n  d o l l a r s .  And, i nc iden ta l l y ,  they  have a l i t t l e  e f fec t  

on our  ba l ance  of p a y m e n t s ,  b e c a u s e  a lot  of these  s e r v i c e m e n  a r e  a b r o a d .  

If they  hadn ' t  s i g n e d  up when they  went  in the s e r v i c e  for  p a y r o l l  s av ings ,  
i t  

t hey  would p r o b a b l y  have spen t  ] ab road  and put m o r e  bu rden  on our  b a l -  

ance  of p a y m e n t s .  And i t ' s  h a r d  to s ay  how m a n y  hundreds  of thousands  

of new homes  have been  bui l t  in th i s  c o u n t r y  by the s e r v i c e m e n  and 

o t h e r s  who have come  out of the s e r v i c e  and found they  had a n e s t  egg 

of  $500 o r  $1000 with which  to m a k e  the down p a y m e n t  on a house ,  whe re  
got ten  

o t h e r w i s e  they  ~ou~ldn't have got ten  m a r r i e d  a n d l s e t  up in l i fe .  So we 

th ink  t h e r e ' s  a g r e a t  educa t ion  p r o g r a m  t h e r e  and a g r e a t  publ ic  s e r v i c e  

in tha t  s av ings  bond p r o g r a m .  

Now, our  i m m e d i a t e  p r o b l e m ,  and a v e r y  p r e s s i n g  one, i s  th i s  

i n t e r e s t  r a t e  ce i l ing .  The h i s t o r y  of tha t  i s  that  i t  was put  on in  1918. 

C a r t e r  Glass ,  as  S e c r e t a r y  of the T r e a s u r y  a t  tha t  t ime ,  begged  the Con-  

g r e s s  not  to put tha t  4 1/4 p e r c e n t  ce i l i ng  on. With in  a y e a r  i t  p roved  to 

be an e r r o r ,  because  the V i c t o r y  Loan in  the F i r s t  V~orld War  had to be 
in  

f i nanced  the f i v e - y e a r  a r e a  a t  4 3]4 p e r c e n t ;  and 27 t i m e s  wi thin  two y e a r s  
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the  T r e a s u r y  had to go out s e l l i n g  in the u p - t o - f i v e - y ~ a r  a r e a  a t  r a t e s  

f r o m  5 to 6 p e r c e n t .  

Then  for  a long p e r i o d  the th ing b e c a m e  a moo t  ques t ion ,  b e c a u s e ,  

in  the  f i r s t  p lace ,  the Me l lon  r e g i m e  pa id  off a lot  of the  debt  in  the 

decade  of the 20 ' s ;  r e d u c e d  i t  f r o m  26 b i l l i on  to 16 b i l l ion ,  which  was  

a lot  of m o n e y  in  tha t  economy;  and that  kept  r a t e s  down. 

We went  in to  the d e p r e s s i o n  and  m o n e y  was  made  a r t i f i c i a l l y  cheap  

for  the whole decade .  T h e r e  w a s n ' t  any  demand  for  money .  The def ic i t  

p i l ed  a lot of i n d e b t e d n e s s  in to  the banks  and c r e a t e d  a m o n e y  supply .  

So that money was almost worthless in the short-term area during that decade. 

Then we came to the war and for good and valid reasons there had 

to be a pegging operation, which meant: that the Federal Reserve support- 

ed the market, and did so up to 1951, when we came to the Accord which 

I have referred to earlier. 

So you had about three decades where we ha~i artificial conditions; 

and we are now experiencing for the first time the combination of three 

factors. One is a free market, which we have had since 1951. The sec- 

ond is a peacetime period. The third is a period of expanding business. 

reserves 
I could say, a fourth, where the redundant ~ that had been created 

have 
out of w a r  and r e c e s s i o n  ~ been  s o a k e d  up. 

So w e t r e  going to have a d i f f e r en t  p a t t e r n  f rom h e r e  on. WeSre 

going to hav~  m u c h  wide r  f luc tua t ions  in  r a t e s ,  depend ing  on the condi t ion  

of the e c o n o m y  a t  the  t i m e .  And a g r e a t  m a n y  people  who a r e  not s t u de n t s  

in th i s  s u b j e c t  r a t h e r  t h in~  tha t  the l eve l  of r a t e s  which  p e r s i s t e d  for  
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n e a r l y  t h i r t y  y e a r s  u n d e r  those  t h r e e  cond i t ions  I m e n t i o n e d  a r e  n o r m a l  

and tha t  t h i s  i s  a b n o r m a l .  

Now, i t ' s  v e r y  d i f f icu l t  to ge t  tha t  i dea  ove r .  I t ' s  v e r y  d i f f icu l t  

to ge t  t ha t  i dea  ove r  up on the Hi l l .  And now we have had, on top of the 

r i s i n g  b u s i n e s s ,  to f inance  as  we come out of th i s  r e c e s s i o n  th i s  15 

billion dollars of deficits, 

finance, in  the recession, 

or  about  8 b i l l i on  of i t  in  th i s  l a s t  y e a r - - n o t  

whe re  i t  would have  been  e a s y ,  but a s  we have 

come out.  So we 've  had th i s  e n o r m o u s  demand  on the m a r k e t  tha t  e i t h e r  

has  to be m e t  by  s a v i n g s  or  by  p r i n t i n g  money ;  and we have t r i e d  to le t  

the  m a r k e t  m e c h a n i s m  r e g u l a t e  i t  and ~t~ie~o e n c o u r a g e  i t  by  e n c o u r a g i n g  

s a v i n g s  and t r a n s f e r  of id le  c ap i t a l  into G o v e r n m e n t  bonds .  

Now, t h e s e  l i m i t a t i o n s  b e c a m e  r e a l l y  e f fec t ive  la te  l a s t  sp r i ng ,  

when the r a t e  d ropped  o v e r  4 1/4 p e r c e n t .  So we have  been  f o r c e d  to 

b o r r o w  e v e r  s i nce  in the f i v e - y e a r  a r e a .  Mind  you, weh&ve f r e e d o m  for  

to f ive y e a r s ,  but  not beyond.  The r e s u l t  i s ,  the debt  i s  going to ge t  

s h o r t e r  and s h o r t e r  and s h o r t e r .  We now have an a v e r a g e  t e r m  of the 

m a r k e t a b l e  debt  of four  y e a r s  and t h r e e  mon ths ,  which  i s  the s h o r t e s t  

in  the h i s t o r y  of th i s  G o v e r n m e n t .  I t  c e r t a i n l y  i s  in th i s  c e n t u r y .  We 

h a v e n ' t  done any  r e s e a r c h  back,  but  I s u s p e c t  tha t  i t  i s  s h o r t e r  than  i t  

has  e v e r  been .  And i t ' s  going to ge t  v e r y  m u c h  s h o r t e r  i f  we don ' t  do 

s o m e t h i n g  about  i t .  

Now, s t r a n g e l y ,  t ak ing  off the c e i l i n g - - a n d  th i s  wi l l  sound l ike  
r a t e s  

a p a r a d o x i c a l  s t a t e m e n t - - w i l l  o p e r a t e  to l ower  ~ma1~t~, not r a i s e  r a t e s .  

Tha t  i s  one of the d i f f icu l t  th ings  we a r e  hav ing  to exp la in  to people  on 
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the Hil l .  

The r e a s o n  is  th is :  tha t  in  any  m a r k e t  i t ' s  the m a r g i n a l  demand  

tha t  c r e a t e s  the p r i c e .  When we fo rce  th is  t r e m e n d o u s  amoun t  of f i nanc -  

ing  in to  th is  v e r y  s h o r t  a r e a ,  as  we a r e  having  to do, i t  i s  d r iv ing  tha t  

p r i c e  up c o n s i d e r a b l y  beyond  what  i t  needed  to be .  T h a t ' s  what  h i t s  

our  budget  qu ick ly  when we r o l l  ove r  80 b i l l i on .  T h a t ' s  what  h i t s  a l l  

bank  r a t e s  tha t  they  c u r r e n t l y  a r e  lending  at,  b ecause  they  lend in the 

s h o r t - t e r m  a r e a .  The impac~  is  e n o r m o u s .  And tha t  sp i l l s  out to 

the whole r a t e  s t r u c t u r e .  W h e r e a s  i f  we could  j u d i c i o u s l y  and p r u d e n t l y  

have taken a v e r y  few b i l l i on  d o l l a r s  in the l a s t  y e a r  f r om this  s h o r t  

a r e a  and s p r i n k l e d  i t  out,  m o s t l y  in the f ive to ten, a l i t t l e  out beyond,  

the whole  s t r u c t u r e  of r a t e s  would have been  l owered .  I ' m  not  a lone  in tha t .  

I th ink  any  c o m p e t e n t  f i nanc i a l  a d v i s e r - - a n d  we 've  consu l t ed  lots  of t h e m - -  

would s a y  tha t  the e~i l ing  has  o p e r a t e d  to r a i s e  i n t e r e s t  r a t e s .  

The l e g i s l a t i v e  h i s t o r y  of th is  i s  th i s :  The P r e s i d e n t  s en t  up a 

s p e c i a l  m e s s a g e - - h e ' s  now sen t  t h r e e  of  t h e m - - i n  which  he has  s a id  tha t  

the m o s t  i m p o r t a n t  p iece  of l e g i s l a t i o n  b e f o r e  the C o n g r e s s  i s  th is  one.  

I t ' s  i m p o r t a n t  p a r t i c u l a r l y  for  th is  r e a s o n :  that  the f ight  i s  not  r e a l l y  on 

the T r e a s u r y  and i t s  debt m a n a g e m e n t  po l i cy .  The f ight  tha t  i s  deve lop-  

i n g  on the Hil l  i s  for  t he se  advoca t e s  who, fo r  w h a t e v e r  mo t ive ,  a r e  for  

cheap  m o n e y .  I t  sounds  l ike the old  P o p u l i s t  c a m p a i g n s  of the n ine t i e s ,  

i f  you r e a d  your  h i s t o r y ,  coming  up aga in .  It  m a y  develop~ into the g r e a t  

d o m e s t i c  i s s u e  tha t  we have ahead  of U~. It  should  not  be.  It  should  be a 

b i - p a r t i s a n  m a t t e r .  
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Jus t  a s  our  f o r e ign  po l i cy  is  too i m p o r t a n t  to p lay  po l i t i c s  with, 

so  the soundnes s  of the do l l a r  and our  m o n e t a r y  po l i cy  is  too i m p o r t a n t  

to have i t  get into p o l i t i c s .  And we a r e  t r y ing  to keep  i t  b i ' p a r t i s a n .  

But i f  the p a r t y  which  c o n t r o l s  both  houses  of C o n g r e s s  chooses  to m a k e  

i t  a p o l i t i c a l  i s s u e  in th is  campa ign ,  I ' m  a f r a i d  i t  m a y  r i v a l  the c a m p a i g n  

of 1896, when f r ee  s i l v e r  was the g r e a t  i s sue ,  because  w e ' r e  not  p lay ing  

for  m a r b l e s  in  th is  game .  As the wor ld  banke r ,  as  the g r e a t  e c o n o m i c  

power  of the wor ld ,  we cannot  as  a na t ion  e m b a r k  on a po l i cy  of cheap  

m o n e y .  

This  i s  a publ ic  r e c o r d .  
p a r t y  in C o n g r e s s  
0s~0axkWm m e t  in New York  and c a m e  out and s a i d  that  the p l a t f o r m  of 

tha t  p a r t y  shou ld  c a r r y  a cheap  m o n e y  p lank .  They  d idn ' t  c a l l  i t  tha t .  

They  ca l l ed  i t  " low i n t e r e s t  r a t e s , "  but i t ' s  the s a m e  thing.  F o u r  out  

of f ive of the P r e s i d e n t i a l  a s p i r a n t s  in  tha t  p a r t y  have  made  publ ic  s t a t e -  

m e n t s  tha t  t hey  a r e  fo r  low i n t e r e s t  r a t e s ,  which  m e a n s  cheap  m o n e y .  

None of t hem have p r e s e n t e d  any  p r o g r a m  where  you can  lower  i n t e r e s t  

r a t e s  without  i n c r e a s i n g  the m o n e y  s u p p l y - - n o t  one.  We have cha l l enged  

them and cha l l enged  them,  and they  don ' t  do i t .  

Now, why is  tha t  the case  ? I th ink  a g r e a t  dea l  of i t  i s  l ack  of 

i n f o r m a t i o n .  I t ' s  a v e r y  i n t r i c a t e  sub jec t ,  th i s  m o n e t a r y  sub j ec t .  I t ' s  

l ack  of i n f o r m a t i o n .  I ' m  a f r a i d  t h e r e ' s  s o m e  p o l i t i c a l  t empta t ion ,  in  

tha t  i t  sounds  p r e t t y  wel l  to be for  low i n t e r e s t  r a t e s .  I t ' s  the old a r g u -  

m e n t s  of the P o p u l i s t s  in the n i n e t i e s .  Itve been  r e a d i n g  some  of the 

s p e e c h e s  m a d e  a t  tha t  t i m e .  I th ink some  of t hem a r e  jus t  u s ing  them 
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v e r b a t i m .  

Vv-hen you th ink  of it ,  we have th is  I n t e r n a t i o n a l  M o n e t a r y  Fund.  

We a r e  the m o s t  pGwerful  na t ion  in i t .  We p r e a c h  sound m o n e y  to a l l  

t hese  c o u n t r i e s  a r o u n d  the wor ld ,  t hese  u n d e r - d e v e l o p e d  c o u n t r i e s  

tha t  have had these  t e r r i b l e  i n f l a t i ons  tha t  p r e v e n t e d  t h e i r  growth,  p r e -  

ven ted  the f o r m a t i o n  of c ap i t a l .  We p r e a c h  a l l  these  sound p r i n c i p l e s .  

And then  a g r e a t  p a r t y  in th is  c o u n t r y  is  toy ing  with the idea  of s t and ing  

on a p l a t f o r m  o f  cheap  m o n e y .  It  r e a l l y  shocks  a lot  of us,  and i t  shocks  

the m a j o r i t y  of the e c o n o m i s t s  of th is  coun t ry ,  a v a s t  m a j o r i t y  of the 

e c o n o m i s t s  of th is  count ry ,  co l lege  p r o f e s s o r s  and e v e r y b o d y  e l s e ,  r i g h t  

down to the bone .  

Whe the r  t hey  wi l l  f i na l l y  take that  on, I don ' t  know. But we go 

to h e a r i n g s  next  Monday  be fo re  the Ways  and Means  C o m m i t t e e ,  and 

t h e r e ' s  no  t e l l i ng  how we wi l l  come  out  of th i s .  We in  the A d m i n i s t r a -  

t ion fee l  f r om the bo t tom of our  h e a r t s  tha t  this  i s  the g r e a t  i s s u e  on the 

d o m e s t i c  s ide .  I t  i s  ve ry ,  v e r y  i m p o r t a n t ,  we think,  for  the na t i ona l  

de fense .  Over  a p e r i o d  of t ime  we m a y  be in a cold  war ,  fo r  a g e n e r a t i o n .  

Sure,  i f  w e ' r e  going in to  a war  t o m o r r o w ,  we ' l l  f o rge t  a l l  r u l e s  of m o n e -  

t a r y  pol icy ;  but  i f  we want  to m a i n t a i n  our  pos i t i on  as  the s u p p o r t  of the 

f ree  wor ld ,  i t s  e c o n o m i e s  and i t s  c u r r e n c i e s ,  we m u s t  s t i ck  to sound 

f i n a n c i a l  m e a s u r e s .  

As A m e r i c a n  c i t i zens ,  a l l  of you, and as  our  n a t i o n ' s  m i l i t a r y  

l e a d e r s ,  I would hope tha t  you would wish  us s u c c e s s  in  tha t  f ight .  

Thank you v e r y  much .  
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COL. HARVEY: Gen t l emen ,  the S e c r e t a r y  has  been  kind enough 

to b r i n g  su f f i c i en t  cop ies  of a s p e e c h  by S e c r e t a r y  A n d e r s o n  en t i t l ed  

" F i n a n c i a l  P o l i c y  for  Sus ta inab le  Growth"  so tha t  you can  e a c h  have one.  

It  s u p p l e m e n t s  m a n y  of the r e m a r k s  m a d e  by the s p e a k e r  today.  They  

wi l l  be d i s t r i b u t e d  in the m a i l  r o o m .  

QUESTION: Mr .  S e c r e t a r y °  

We a r e  now r e a d y  for  q u e s t i o n s .  

I ' d  l ike to m a k e  an o b s e r v a t i o n .  

You po in t ed  out tha t  c ap i t a l  i s  c r e a t e d  by  people  work ing  t i m e s  a p r o d u c -  

t i v i ty  f ac to r ,  which wi l l  v a r y  with the s ta te  of  the t echno logy  of the p a r t i c -  

u l a r  c o u n t r y  invo lved .  Today  in the Uni ted  Sta tes  we have s e v e r a l  

people  unemployed .  I be l i eve  i t ' s  a round  t h r e e  m i l l i o n .  We have a l a r g e  

s h a r e  of  our  p roduc t i ve  c a p a c i t y  ly ing  id le .  I r e f e r  now to the s t e e l  

i ndus t ry ,  the a l u m i n u m  ind us t ry ,  the a i r c r a f t  i ndus t ry ,  the r a i l r o a d s ,  

pe t ro l eum°  coalo a l l  b a s i c  i n d u s t r i e s ,  and the ba se  m e t a l  i n d u s t r i e s .  

Th i s  m e a n s  tha t  not  only  the i n v e s t o r s  a r e  su f f e r i ng  because  the p r o d -  

uc t s  of t h e i r  i n v e s t m e n t s  a r e  not  a t  work,  but a l so  the G o v e r n m e n t  i s  

su f f e r i ng  b e c a u s e  the G o v e r n m e n t  in e f fec t  i s  paying  a d e p r e c i a t i o n  cos t  

on unused  cap i t a l .  Th i s  m e a n s  a l so  tha t  the tax  base  which  the Gove rn -  

m e n t  o p e r a t e s  on is  d e c r e a s e d ,  because  i n s t e a d  of ge t t ing  m o n e y  f r o m  

people  th rough  taxes ,  they  a r e  pay ing  out  to people  th rough  u n e m p l o y m e n t  

i n s u r a n c e  and so  fo r th .  This  m e a n s  in  e f fec t  high o v e r h e a d  and  low 

p roduc t i v i t y ,  which  in  t u rn  cause s  in f l a t ion .  Why° then,  don ' t  we spend 

m o r e  m o n e y  for  s o m e  of the th ings  in th is  c o u n t r y  tha t  e v e r y b o d y  s a y s  

we n e e d - - m o r e  educa t ion ,  m o r e  d e f e n s e ?  Why a rgue  the po in t ?  As m y  

f a t h e r  u s e d  to t e l l  me  when I was s m a l l ,  we s e e m  to be s t a r v i n g  to dea th  
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wi th  a h a m  on our  s h o u l d e r s .  

MR. BAIRD: It  s e e m s  to me  t h a t ' s  a s p e e c h  tha t  i nvo lves  about  

t h r e e  po in t s .  I th ink  i t  p o s e s  about  t h r e e  q u e s t i o n s .  In the f i r s t  p l ace ,  

why wi th  s o m e  u n u s e d  r e s o u r c e s  and s o m e  id le  hands ,  don~t we put t h e m  

a l l  to w o r k ?  

I would ques t i on  ~h~t t h e r e  a r e  a g r e a t  dea l  of id le  r e s o u r c e s  in  

s t e e l  today,  fo r  e x a m p l e .  You s t a r t e d  out on tha t .  T h e y ' r e  r u n n i n g  

95 p e r c e n t  of c a p a c i t y .  I donTt be l i eve  t hey  wi l l  be able  to m a i n t a i n  tha t  

v e r y  long, but  i t ' s  a v e r y  h igh p e r c e n t a g e .  

When you come  to the unemployed ,  you u n d e r s t a t e d  i t  a l i t t l e .  

You s a i d  i t  i s  t h r e e  m i l l i o n .  I th ink  i t l s  t h r e e  and a ha l f .  Of tha t  t h r e e  

and a ha l f  m i l l i o n  you can s a y  tha t  two and a ha l f  m i l l i o n  i s  an i r r e d u c i b l e  

m i n i m u m  in th i s  c o u n t r y .  When weSve had the b i g g e s t  k ind of a boom,  

you don ' t  ge t  those  a l l  e m p l o y e d .  T h e y  a r e  sh i f t i ng  f r o m  one job to 

a n o t h e r .  T h e y ' r e  women  who r e g i s t e r  as  unemployed ,  but  t hey  on ly  

w o r k  p a r t  of the t i m e .  If s o m e b o d y  o f f e r ed  t h e m  j u s t  the job t hey  want,  

t h e y  would take i t .  And m o s t  e c o n o m i s t s  would a g r e e  tha t  s o m e w h e r e  

f r o m  two to two and a ha l f  m i l l i o n  i s  the i r r e d u c i b l e  m i n i m u m .  

Well ,  how about  the  o the r  m i l l i o n ?  A good chunk of tha t  i s  s t r u c -  

t u r a l  u n e m p l o y m e n t  in  c e r t a i n  l o c a l i t i e s  tha t  no boom of any  p r o p o r t i o n  

in  th i s  c o u n t r y  wi l l  put  to work .  F o r  i n s t a n c e ,  take  the coa l  m i n i n g  

i n d u s t r y  of Wes t  V i r g i n i a .  The o l d e r  people  a r e  j u s t  going to s t a y  t h e r e  

un t i l  you bringa.n: i n d u s t r y  in  to h i r e  t hem or  t hey  move  out, and the 

y o u n g e r  peop le  wi l l .  The s a m e  th ing  i s  t rue  of the Lynn  a r e a  of M a s s a -  
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c h u s e t t s .  I t ' s  t rue  in W i l k e s b a r r e .  I t ' s  t rue  to s o m e  ex t en t  in  D e t r o i t  

b e c a u s e  of the d e s i r e  of the m o t o r  m a n u f a c t u r e r s  to put m o r e  of t h e i r  

work  out of tha t  a r e a ,  which  i s  not  an  e f f i c i e n t  a r e a  to o p e r a t e  in  c o m -  

p a r e d  wi th  s o m e  o t h e r s .  

So you 've  got those  s t r u c t u r a l  t h ings .  Our  people  don ' t  move  

a round  too f r e e l y  in  th i s  coun t ry .  And no amoun t  of boom,  s going to take 

s o m e  fe l low who ' s  s i t t i ng  in  h i s  house  up h e r e  in  Wes t  V i  r g i n i a  and  ge t  

h i m  to move  to J e r s e y  C i t y  to take  a job.  

So, un t i l  we can  so lve  t h a t - - a n d  th i s  A d m i n i s t r a t i o n  i s  s u p p o r t -  

ing  m e a s u r e s  for  r e - e d u c a t i o n  of p a r t i c u l a r l y  the y o u n g e r  people  in  those  

c o m m u n i t i e s - - a n d  t r y i n g  to get  i n d u s t r i e s  to go into  those  a r e a s ,  but 

you have v e r y  g r e a t  d i f f i cu l ty  in  the G o v e r n m e n t  doing tha t .  We can t t  

a s  a g o v e r n m e n t  go and t r y  to t r a n s f e r  an i n d u s t r y  f r o m  one l o c a l i t y  

to a n o t h e r .  You can on ly  t r y  to s t a r t  a new i n d u s t r y  t h e r e .  N e i t h e r  can  

we go into  a c o m m u n i t y  and t r y  as  the G o v e r n m e n t  to move  people  out.  

Vie can  educate~ them so  they  wi l l  look for  a job and  move  out.  But 
un 

y o u t r e  going to have  tha t  s t r u c t u r a l / e m p l o y m e n t  in  a c o u n t r y  wi th  a 

r a p i d l y  chang ing  t e chno logy  for  a long t ime ;  and no boom cond i t ions  wi l l  

o v e r c o m e  i t .  

Now, you can  get  i n f l a t ion  w h e r e  you have  a r e a s  of the e c o n o m y  

tha t  a r e  not fu l ly  used ,  b e c a u s e  we have  f r e e  choice  of what  people  want .  

But  i f  you get  too m u c h  b idd ing  in  a r e a s  tha t  t h e y  do want,  the p r i c e  s t r u c -  

t u r e  ge t s  in to  those  wages  and those  cos t s  and then s p r e a d s  out to the 

o t h e r s .  You c a n ' t  r a i s e  an e c o n o m y  u n i f o r m l y .  T h e r e  a r e  a l w a y s  going  
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to be soft spots in it as long as there's freedom of choice and a rapidly 

changing technology. 

QUESTION: Mr. Secretary, I'm almost afraid to start on my 

question, but I would like to explore this dilemma that happened a couple 

of years ago, that you mentioned in your speech, when we were told that 

there were not sufficient dollars in the Treasury to pay our bills if we 

continued to do our procurement business in the normal fashion, and as 

a result we were required to go into this incremental funding situation, 

wherein we had to let a considerable number of more procurements than 

we would normally let in order to get the same amount of goods and services. 

We in the Air Force estimated that we wasted hundreds of millions of 

dollars through this increased overhead and also the fact that we had to 

buy in smaller quantities, not in bulk purchases, in other words. I'm 

sure that if you hinted that the reason was not because we didn't have 

enough dollars, I wonder what the real reason was, and how we can jus- 

tify doing our business in this inefficient manner. 

MR. BAIRD: Well, I was right in the middle of that experience. 

I sat with Secretary Anderson over in the Defense Department and Secre- 

tary McElroy, Comptroller McNeil, and the civilian heads of the three 

services; and at no time, I repeat, did the Treasury say, "We will not 

honor, because of a debt ceiling, bills that are due." 

Now, at that time there were certain things that the Defense Depart- 

ment wanted to phase out. There was also a desire, particularly in the 

Air Force, to have smaller progress payments as a matter of future policy. 
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B u t  the  s t a t e m e n t  tha t  c a m e  out  and  tha t  was  in  the  n e w s p a p e r s  tha t  a 

b i l l i o n  and  a h a l f  d o l l a r s  of  b i l l s  tha t  w e r e  due,  the  T r e a s u r y  w o u l d n t t  

p a y  an d  tha t  the  a i r f r a m e  c o m p a n i e s  p a r t i c u l a r l y  wou ld  have  to f i n a n c e  

a 

t h r o u g h  t h e i r  b a n k s ,  s i m p l y  w a s n ' t  t r u e .  And  a f t e r  t h i s  m e e t h ~ ,  ~ r e c -  

t ive.  w e n t  out,  i f  you  r e m e m b e r ,  in  the  t h r e e  s e r v i c e s  and  s t r a i g h t e n e d  

t h i s  m a t t e r  out  and  s a i d  tha t  any  c o n t r a c t o r  who had  a due b i l l  c o u l d  

s e n d  i t  in  and  i t  w o u l d  be  pa id .  

QUESTION:  Wel l ,  yes~ t h a t ' s  t r u e .  But  the  r e a s o n  tha t  i t  c o u l d  

be  pa id ,  a s  we u n d e r s t o o d  i t ,  was  b e c a u s e  we w e r e  not  a l l o w e d  to c o n -  

t r a c t  fo r  a n y  l o n g e r  t h a n  a p e r i o d  of one q u a r t e r ,  r a t h e r  than  c o n t r a c t i n g  

fo r  a y e a r - -  

MR.  BAIRD: That was a question of your budget, not a question 

of the Treasury not paying the bills. No Secretary of the Treasury, I 

repeat, would think of being responsible for the injury to the credit of 

this country that would be involved by saying that if a man has a bill and 

presents it, we wonSt pay it. Keep it in the desk for a while and present 

it next month. It was a question of budget at that point, not a question 

of whether completed contracts were paid. 

QL~'IiSTION: Mr. Secretary, I think you said that one of the reasons 

for the interest rates going up was because you had to float such a vast 

amount of short-range securities. I noticed that in the last month the 

short-range interest rate has dropped about a percentage point, and that 

also in the long-term securities the trend has changed; in other words, 
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the interest rate is going down. Now, how do you account for that, partic- 

ularly when you have a 12 billion dollar decline in defense work? 

MR. BAIRD: Well, that was a refinancing and put no strain on 

the market at all, the February. 

There is never a simple answer to these questions. There are 

a number of forces that come into play. We are tallcing about the short- 
market 

termAnow. I would say that there was an undue pessimism in December-- 

and markets are apt to overdo those things--that there was going to be 

a tremendous boom and surge in accumulating inventories in the first 

quarter of this year, tremendous demands on the banks, and that inter- 

est rates were going to go higher. That was overdone. 

The fact is, the progress of the economy is more orderly. Bank 

loans went down more in the first quarter of this year than in the first 

quarter last year, to the surprise of people. So there has not been 

the pressure on the market there. 

There are two other factors. We rounded the corner the first of 

the year where the Treasury, instead of taking money out of the market, 

15 billion over the last two years, we're going to put 6 billion dollars 

into the ~arket up to June, because our heavy tax payments will come 

in next fall. Therefore for the short-term market, we are feeding funds 

into the market. 

I think that one factor that affected the intermediate and long-term 

bond was that, if you want to look at your quotations, they started to 

improve the day after the state of the Union message, where, to the 
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surprise of everybody, the President said we were going to have a four 

s u r p l u s  
b i l l i on  d o l l a r  ~ and would ba l ance  in th i s  f i s c a l  y e a r .  

Tha t  a l l a y e d  i n f l a t i o n a r y  f e a r s  to a g r e a t  ex ten t .  M a r k e t s  in 

i n t e r m e d i a t e s  and  longs  a r e  l a r g e l y  d e t e r m i n e d  by e x p e c t a t i o n s .  In 

s h o r t - t e r m  m a r k e t s  i t  i s  the amoun t  of m o n e y  tha t  i s  a v a i l a b l e  and 

d e m a n d e d  r i g h t  a t  the m o m e n t .  If you want  to use  s o m e  m o n e y  t h r e e  

m o n t h s  f r o m  now, y o u ' r e  not  going to s i t  on i t  t h r e e  weeks  to see  w h e t h e r  

the rate goes down. You're going to put it to work today. That is a very 

sensitive market and subject to the supply and demand at the time. 

But when you come to longer markets, they are based on expec- 

tations. If you're going to tie your money up for 25 years, and youtve 

had a feeling° as £t was in the summer of '58° that inflation was inev- 

itable in this country--buy nothing but stocks, dollars going down and 

down--you just don't want to make 25-year fixed-interest-rate invest- 

m e n t s .  

If you s e e  what  t h e r e  i s  now, tha t  s t o c k s  a r e  y i e ld ing  f a r  l e s s  

than bonds ,  and tha t  t h e r e  i s  a r e a l  d e t e r m i n e d  e f fo r t  in  th i s  G o v e r n m e n t  

to b r i n g  about  s o m e  s t a b i l i t y  in the fu ture  va lue  of the do l l a r ,  and you 

can get  a p r e t t y  good r a t e ,  you think:  "Wel l ,  I ' m  wi l l i ng  to r e a c h  out 

and ex tend  m y  debts  for  ten  o r  f i f t een  y e a r s . "  But  tha t  conf idence  

f a c t o r  i s  what  people  think,  g e n t l e m e n ,  in  i n v e s t m e n t  m a r k e t s  tha t  coun t s .  

Some co l l ege  p r o f e s s o r  can  s i t  in  an i v o r y  tower  and s a y  what  t h e y  

ought  to think,  but the m a r k e t s  a r e  m a d e  by  the people  who make  those  

d e c i s i o n s  by  the h u n d r e d s  of t housands  e v e r y  day on what  t hey  think;  and 
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that's what counts. 

MR. MAYO: I want to add one thing on the figures cited. You 

are correct in stating that the short-term rate has gone down a full 

percent, but that is the 90-day bill rate and the 6-months bill rate. 

As far as even the one-year rate is concerned, it's down only about a 

quarter of one percent and only about an eighth in the five-year area. 

QUESTION: Mr. Secretary, I believe you stated that the Admin- 

istration desired the elimination of the rate ceiling and that such elimin- 

ation would ultimately result in a decline in the interest rate. 

MR. BAIRD: From what it otherwise would be. 

QUESTION (continued): You also stated that there were certain 

Congressmen, who weren't too knowledgeable necessarily, that desired 

a low interest rate~ were in favor of a low interest rate;and that this 

would result in cheap money. Now, it seems to me--and I don~t know 

too much about thiS--that the Democrats want what the Administration 

is going to get if you eliminate the interest rate ceiling. 

MR. BAIRD: We a l l  want  low i n t e r e s t  r a t e s  i f  t hey  can come about  

as  a r e s u l t  of the n a t u r a l  f o r c e s  in  the m a r k e t .  The only  k ind of low 

i n t e r e s t  r a t e s  tha t  h u r t  a r e  those  tha t  a r e  a r t i f i c i a l l y  c r e a t e d  by s u p p o r t  

of the bond m a r k e t  by  the F e d e r a l  R e s e r v e  Banks ,  in  which  they  c r e a t e  

r e s e r v e s ,  which  r e s u l t  in  expans ion .  If r a t e s  w e r e  one p e r c e n t  in  a 

n a t u r a l  m a r k e t ,  i t  i s n ' t  i n f l a t i o n a r y .  It i s n l t  the tow r a t e s  p e r  se;  i t ' s  

a r t i f i c i a l l y  c r e a t ! n g l o w  r a t e s  by  pumping  in m o n e y  tha t  i s  the ev i l .  
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C O M M E N T :  I t h i n k  one of the  r e a s o n s  w h y  the T r e a s u r y  D e p a r t -  

m e n t  h a d  t ha t  c o n f e r e n c e  w a s  b e c a u s e  a l m o s t  a l l  of u s  a r e  v e r y  u n h a p p y  

w i t h  the U n i t e d  S t a t e s  G o v e r n m e n t  on y o u r  s a v i n g s  bonds  a t  t h i s  po in t .  

I ~Dr one a t  t h i s  m o m e n t  would  l i ke  to go on r e c o r d  a s  s a y i n g  t h a t  I don ' t  

t h ink  you  cou ld  e v e r  s e l l  m e  a n o t h e r  s a v i n g s  bond  a s  p a r t  of y o u r  T r e a s -  

u r y  o p e r a t i o n s ,  b e c a u s e  I c a n  go a n y  p l a c e  in  the  U n i t e d  S t a t e s  and  buy ,  

pu t  m y  m o n e y  down on a f i xed  b a s i s ,  and  c o l l e c t  m o r e  i n t e r e s t  t h a t  i s  

g u a r a n t e e d  by  the  U n i t e d  S t a t e s  G o v e r n m e n t  than  I c a n  ge t  f r o m  one of 

y o u r  b o n d s .  I t h i n k  the  p e o p l e  a r e  f i n d i n g  t h i s  out .  

I f u r t h e r  r e s e n t  b a s i c a l l y  t h a t  the  D e f e n s e  D e p a r t m e n t  w i l l  p e r -  

m i t  t h e i r  peop l e  to put  t h e i r  m o n e y  in  and  do t h i s  t h i n g  w h e n  t h i s  s i t u a t i o n  

e x i s t s .  I f o r  one  h a v e  t o ld  m y  p e o p l e  v e r y  d e f i n i t e l y ,  when  y o u r  bond  

i s s u e s  have  c o m e  out,  t h a t  I d o n ' t  t h i n k  t h i s  i s  a p r o p e r  w a y  fo r  t h e m  

to s a v e  t h e i r  m o n e y ,  when  t h e y  c a n  ge t  a 4 o r  4 t / 2  p e r c e n t  g u a r a n t e e d  

by  the  C o v e r n m e n t  bond .  I t h ink  y o u ' r e  go ing  to  h a v e  to g e t  c o m p e t i t i v e  

w i t h  y o u r  own p e o p l e  on y o u r  s a v i n g s  b o n d s .  

M R .  B E A R D :  Our  r e a l  c o m p e t i t i o n ,  s i r °  i s  no t  w i t h  m a r k e t a b l e  

b o n d s .  And  t h e r e  a r e  s o m e  a r e a s  of the  c o u n t r y  w h e r e  s a v i n g s  a n d  l o a n s  

a r e  p a y i n g  4 1/2 p e r c e n t .  The  a v e r a g e  r a t e  on s a v i n g s  a n d  l o a n s  i n  the  

U n i t e d  S t a t e s ,  a s  n e a r  a s  we c a n  e s t i m a t e  i t  a t  the  end  of the  y e a r ,  i s  

abou t  3 7 / 8  p e r c e n t .  T h e r e  i s  v e r y  l i t t l e  d i f f e r e n c e .  As  I say°  t h e r e  

a r e  60 b i l l i o n s  of  m o n e y  tha t  the  p e o p l e  a r e  p u t t i n g  in  the  c o m m e r c i a l  

b a n k s ,  and  i t ' s  l i m i t e d  to 3 u n d e r  the  r e g u l a t i o n s ;  and  the m u t u a l  s a v i n g s  

b a n k s  a r e  35 ~ l l i o n  a t  abou t  a 3 1/2 a v e r a g e .  
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But don ' t  f o rge t  tha t  th i s  i s  a hyb r id  i n s t r u m e n t  tha t  we a r e  s e l l -  

ing.  You get  tha t  i n s t i t u t i on  to g u a r a n t e e  you for  s even  y e a r s  and nine 

mon ths  tha t  they  wi l l  pay  you the s a m e  r a t e .  T r y  i t .  They  won ' t  do i t .  

You 've  got a demand  ob l iga t ion  in a Uo S, s av ings  bond, and you 've  got  

a c o m m i t m e n t  we c a n ' t  a b r o g a t e  for  s even  y e a r s  and nine m o n t h s .  And 

you 've  seen  in  the l a s t  f ive y e a r s  where  r a t e s  have been  cut  in s av ings  

i n s t i t u t i ons ,  and y o u r s  could  be cut .  

We don ' t  apo log ize  a t  a l l .  We think that  for  the a v e r a g e  m a n  

in  the s t r e e t  a U. S. s av ings  bond today i s  as  good an i n v e s t m e n t  on the 

a v e r a g e  as  he can m a k e .  We have no apo log ies  for  i t .  We th ink i t  does 

a g r e a t  th ing b e s i d e s  f inanc ing  20 p e r c e n t  of the pub l i c ly  he ld  debt for  

the T r e a s u r y .  We th ink  i t ' s  a g r e a t  educa t i ona l  p r o g r a m  in s t a r t i n g  

people  on th r i f t ,  b e c a u s e  f i r m s ,  c o r p o r a t i o n s ,  and the U .S .  G o v e r n m e n t  

can  u rge  i t s  people  to s ign  up for  i t .  A lot  of  those  people  would not  have 

the i n t e s t i n a l  fo r t i t ude  to s ave  out of t h e i r  pay  check  and walk  in to  tha t  

i n s t i t u t i o n  and depos i t .  

T h e r e  a r e  m i l l i o n s  of people  who have been  c o n v e r t e d  to sav ing  

by tha t .  In a c o u n t r y  tha t  is  dependent  on deve lop ing  th r i f t ,  i f  w e ' r e  going 

to m a k e  the p r o g r e s s  tha t  we should  in the nex t  decade ,  i f  w e ' r e  going 

to do i t  n o n - i n f l a t i o n a r y ,  i t ' s  v e r y  i m p o r t a n t  that  t he r e  be this  m i l d  

d u r e s s  s c h e m e  of ge t t ing  people  s t a r t e d  on sav ing .  I t ' s  a s e r v i c e  to t hem.  

They  wi l l  a c c u m u l a t e  m o n e y  tha t  they  wouldn ' t  a c c u m u l a t e  in any  o the r  

way.  ~ n d  they  a r e  ge t t ing  a r a t e  c o m p a r a b l e  to the r a t e  t h e y ' r e  ge t t ing  

whe re  they  v o l u n t a r i l y  go and put t h e i r  150 b i l l ion  d o l l a r s  in  o the r  s av ings  
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i n s t i t u t i o n s .  I t h ink  y o u ' r e  c o m p l e t e l y  w r o n g  on t ha t .  

Q U E S T I O N :  M r .  S e c r e t a r y ,  a s  M r .  M a y o ' s  c h a r t s  wen t  by ,  t h e r e  

a p p e a r e d  to be  a c o i n c i d e n c e  i n  the  one t h a t  d e a l t  w i t h  the  debt ,  the  w a y  

i t  w e n t  up and  w a s  r e d u c e d  in  t h o s e  p e r i o d s .  I t  a p p e a r e d  t h a t  e i t h e r  

a t t e m p t s  to p a y  off  the  n a t i o n a l  deb t  o r  r e d u c e  i t  c a u s e d  r e c e s s i o n s  o r  w e r e  

c o i n c i d e n t  w i t h  t h e m ,  o r  t h a t  the r e c e s s i o n s  w e r e  c r e a t e d  in  o r d e r  to be  

ab l e  to p a y  off  p a r t  of  the  n a t i o n a l  deb t .  Wi th  r e f e r e n c e  to the  f o u r  b i l -  
s u g g e  s t ed  

l ion  t h a t  i s  b e i n g  ~ in  the  1961 b u d g e t  a s  s u r p l u s ,  I w a n t e d  to  a s k ,  

f i r s t ,  A r e  we e x p e c t i n g  a r e c e s s i o n ?  O r  a r e  we p l a n n i n g  o n e ?  O r  do 

we f ind  t h a t  t h e r e  a r e  o t h e r  f o r c e s  a t  w o r k  now t h a t  m i g h t  e n a b l e  u s  to 

r e d u c e  the  deb t  b y  t h i s  a m o u n t ,  in  o t h e r  w o r d s ,  t h a t  m i g h t  o f f s e t  a 

r e c e s s i o n  ? 

M R .  BAIRD:  

y o u r  f i r s t  one,  

w i l l  s h o c k  you,  

You have  s e v e r a l  q u e s t i o n s  t h e r e .  In a n s w e r  to 

Do we e x p e c t  a r e c e s s i o n ?  I ' l l  a n s w e r  i t  i n  a w a y  t h a t  

and  t hen  I ' l l  e x p l a i n .  Yes ;  we e x p e c t  a r e c e s s i o n ;  and  

no t  o n l y  one ,  bu t  m a n y .  In a f r e e  e c o n o m y  the  o n l y  w a y  you  c a n  e v e r  

k e e p  the  t h i n g  in  b a l a n c e  when  t h i n g s  ge t  ou t  of  l i ne  i s  by  c o r r e c t i o n s .  

Now, the t i m i n g  i s  a n o t h e r  t h i n g .  T h e r e l l l  be  a r e c e s s i o n  in  

the  n e x t  t h r e e  y e a r s  s o m e t i m e .  We hope i t ' l l  be  m i l d ,  of the  o r d e r  of 

the  l a s t  t h r e e ,  i n s t e a d  of go ing  b a c k  to the  d e p r e s s i o n s  t h a t  s p i r a l e d  on 

t h e m s e l v e s .  R e c e s s i o n s  a r e  w h o l e s o m e  t h i n g s  i f  t h e y  d o n ' t  go too f a r ,  

b e c a u s e  t h e y  ge t  r i d  of s o m e  e x t r a v a g a n c e s  and  a b u s e s  t h a t  c r e e p  i n to  a 

prLvate  e n t e r p r i s e  s y s t e m .  And  I hope  we a l w a y s  have  r e c e s s i o n s  of a 

m e a s u r e .  When  i t  w i l l  c o m e  we c e r t a i n l y  w o u l d n ' t  s i t  h e r e  a n d  p r e d i c t .  
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Now, whe the r  th is  four  b i l l i o n  d o l l a r s  of tak ing  m o n e y  out of the 

s t r e a m  in the next  y e a r  wi l l  c r e a t e  a r e c e s s i o n - - I  would s a y  tha t  wi l l  be 

fa r  m o r e  than  o f f se t  by expans ion  of c r e d i t  in  o the r  a r e a s .  As long a s  

i t  i s ,  i t ' s  not  d e f l a t i o n a r y .  T h e r e  i s  a s choo l  of thought  tha t  s a y s  that  

b e c a u s e  t h e r e  i s  tha t  c o r r e l a t i o n  be tween  r e c e s s i o n s  and  p a y m e n t  of the 

debt, which  c o m e s  f i r s t ,  the hen o r  the egg, they  th ink  that  pay ing  off 

the debt c a u s e s  the r e c e s s i o n .  I don ' t  th ink  y o u ' l l  find v e r y  m a n y  e c o n -  

o m i s t s  tha t  wi l l  be l i eve  tha t .  I t ' s  the t o t a l  expans ion  of c r e d i t  o r  dec l ine  

in c r e d i t  that  d e t e r m i n e s  the s t a t e  of the e c o n o m y .  The to ta l  c r e d i t  

tha t  i s  be ing  ex tended  is  i n c r e a s i n g  and wi l l  in sp i te  of our  r e t i r e m e n t  
come in and 

of s ix  billions" in t he se  s ix  m o n t h s .  Then  next  fa l l  we wi l l /have  to b o r r o w  

s e v e r a l  b i l l i on  fo r  s e a s o n a l  p u r p o s e s  again,  even  though we have a 

s u r p l u s .  

QUESTION: A p r e v i o u s  s p e a k e r  s u g g e s t e d  tha t  the F e d e r a l  

R e s e r v e  Banks  should  be a p a r t  of the G o v e r n m e n t  o p e r a t i o n s  r a t h e r  

than  s e p a r a t e .  As Under  S e c r e t a r y  of the T r e a s u r y  r e s p o n s i b l e  for  

f i s c a l  and m o n e t a r y  m a t t e r s ,  what  do you th ink  of th is  ? 

MR. BAIRD: I th ink m o s t  f i nanc i a l  opinion in th is  coun t ry ,  m o s t  

e c o n o m i s t s ,  be l i eve  in the s e p a r a t i o n .  The wor ld  i s  r e p l e t e  with e x a m p l e s  

of c o u n t r i e s  whe re  the c e n t r a l  bank has been  domina t ed  by the T r e a s u r y .  

Jus t  take  F r a n c e  fo r  e x a m p l e .  When i t ~  a l i t t l e  tough to give the 

s a l a r y  r a i s e s  and e v e r y t h i n g  or  to expand s o m e  i n d u s t r y ,  what  did they  

do? They  went  to the c e n t r a l  bank and  got  the money .  The r e s u l t  was,  
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t hey  knocked  t h e i r  c u r r e n c y  out.  The bad  f i n a n c i a l  po l i c i e s  of F r a n c e  

and  o the r  c o u n t r i e s  g r e w  out of an uns t ab l e  p o l i t i c a l  s i tua t ion ;  but, a n y -  

way,  t h e i r  f i n a n c i a l  m a n a g e m e n t  has  been  bad.  That  i s  one of the r e a s o n s  

tha t  F r a n c e  s i t s  in  the midd l e  of E u r o p e  with  the m o s t  p roduc t ive  r e s o u r c e s  

in  the way  of a g r i c u l t u r a l  l and  and with  i t s  s t r a t e g i c  s i t u a t i o n  and ought 

~o be the l e a d e r ;  and i t  has  fumbled  a long .  And i t ' s  done i t  e x a c t l y  on 

tha t  b a s i s ,  of a domina t ion  of the c e n t r a l  bank  by the G o v e r n m e n t .  

E v e r y  c o u n t r y  in  which  the T r e a s u r y ,  wi th  chang ing  p o l i t i c a l  

complex ion ,  has  been  able  to d ic ta te  an e x p a n s i o n  of the m o n e y  supp ly  

u s u a l l y  r u n s  into d i f f i cu l t i e s ,  in a l m o s t  e v e r y  c a s e .  T h e r e  i s  m o r e  

p r e s s u r e  on a p o l i t i c a l  g roup .  They  t r y  to c r e a t e  the F e d e r a l  R e s e r v e  

m o r e  l ike  a cour t .  They  have  a 14 -yea r  t e r m .  T h e y  o v e r l a p .  T h e y  

a r e  not  s u b j e c t  to the s a m e  d a y - t o - d a y  p r e s s u r e  tha t  a Cab ine t  o f f i ce r  i s .  

I th ink  we have at  the p r e s e n t  t ime  a Cab ine t  o f f i ce r  t h e r e  tha t  

would be e n t i r e l y  i m m u n e  to i t .  But  we 've  had t i m e s  when they  w e r e n ' t  

and w e ' l l  have them aga in .  I th ink  tha t  s e p a r a t i o n ,  j u s t  l ike  we s e p a r a t e  

the j u d i c i a r y ,  i s  a v e r y  n e c e s s a r y  th ing  in  the i n t e r e s t  of l o n g - t e r m  

s t a b i l i t y .  

QUESTION: Mr.  S e c r e t a r y ,  be fo re  I a s k  m y  ques t ion ,  I ' d  l ike 

to s a y  tha t  I have a s m a l l  k i t t y  of E bonds and I ' m  going to hang on to them.  

My ques t ion  has  to do wi th  the l a s t  c h a r t  tha t  was  on the s c r e e n  which  

showed w h o l e s a l e  p r i c e s  ove r  the l a s t  h u n d r e d  y e a r s  or  so  and showed  

tha t  we a r e  now at  a new high.  I be l i eve  M r .  Mayo s a i d  t h e r e  i s  no r o l l i n g  
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back  of p r i c e s  to f o r m e r  l e v e l s ;  tha t  w e ' r e  going to t r y  to hold  the l eve l  

to a b o u t  w h e r e  i t  i s .  Wel l ,  th i s  i s  f ine i n s o f a r  as  d o m e s t i c  c o n c e r n s  

in  the Uni ted  S ta tes  a r e  c o n c e r n e d ,  but  I w o n d e r e d  i f  you f ee l  tha t  i s  e v e r  

going to ge t  us  back  into  the fo r e ign  m a r k e t  aga in .  

MR.  BAIRD: You have  r a i s e d  a v e r y  tough ques t ion .  In s o m e  

a r e a s  wetve  p r i c e d  o u r s e l v e s  out of wor ld  m a r k e t s .  We th ink tha t  wi th  

the t e c h n o l o g i c a l  gen ius  of th i s  coun t ry ,  well1 a l w a y s  be c r e a t i n g  p roduc t s  

tha t  wi th  a g g r e s s i v e  s a l e s m a n s h i p  we can keep  our  e x p o r t s  up.  But i t  
run  up 

i s  a p r o b l e m ;  and i f  we w e r e  to le t  ou r  p r i c e s  mmLand  i f  we were  to pay  

l a b o r  on the a v e r a g e  m o r e  than  i t s  i n c r e a s e  in  p roduc t iv i t y ,  which  i s  

the r e a l  d r i v i n g  fo rce  t h e r e ,  I th ink,  we a r e  headed  for  s o m e  t roub le .  

Now, i t  p a r t l y  depends  on how f a s t  the wage l e v e l s  of some  of 

t hese  c o m p e t i n g  i n d u s t r i a l  c o u n t r i e s  i n c r e a s e  and how m u c h  they  a r e  

f o r c e d  upward  in  c o m p a r i s o n  wi th  our  own. You h e a r  a v e r y  de l i ca t e  

p r o b l e m - - t h a t  we would be b e t t e r  off i f  i t  w e r e  p o s s i b l e  to hold wages  

and lower  p r i c e s ,  b e c a u s e  i t  would m a k e  us  m o r e  c o m p e t i t i v e .  We have 

to r e c o g n i z e  tha t  in a r e a l  wor ld ,  wi th  the r i g i d i t i e s  tha t  we have in h e r e  

in the two g r e a t  c o s t s - - l a b o r  and t a x e s - - i n  our  s y s t e m ,  we p r o b a b l y  

c a n ' t  a c c o m p l i s h  a n y  a c t u a l  l o w e r i n g  o v e r a l l .  

Now, c e r t a i n  i n d u s t r i e s  wi l l  s e e k  to l ower  a s  t echno logy  i m p r o v e s ,  

whi le  s o m e  o t h e r s  wi l l  go up. I t l s  v e r y  h a r d  to l ower  p r i c e s  in the s e r -  

v ice  i n d u s t r i e s ,  b e c a u s e  t e c h n o l o g ~  doesn , t  i m p r o v e  them much .  Your  

b a r b e r  i s n , t  any  m o r e  e f f i c i en t  now than he was  25 y e a r s  ago.  On the 
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o t h e r  hand,  a l u m i n u m  p r i c e s  ha~,~ gone down to about  20 p e r c e n t  of 

wha t  they  w e r e  25 y e a r s  ago.  I t ' s  a t r e m e n d o u s  drop  w h e r e  the t e c h -  

no logy  has  p e r m i t t e d  tha t  and the expand ing  m a r k e t .  

So what  we hope i s  tha t  s o m e  i n d u s t r i e s  wi l l  be able  to l o w e r  

p r i c e s  and o t h e r s  w i l l  not .  The s e r v i c e  i n d u s t r i e s  p r o b a b l y  wi l l  not .  

And s e r v i c e  i n d u s t r i e s  a r e  ge t t i ng  to be a l a r g e r  and l a r g e r  p r o p o r t i o n .  

You 've  got to r e m e m b e r  tha t  only  about  a t h i r d  of the e c o n o m y  is  m a n u -  

f a c t u r i n g .  The r e s t  i s  s e r v i c e  i n d u s t r i e s  and  a g r i c u l t u r e ,  and the s e r -  

v ice  p a r t  i s  g rowing  a l l  the t ime ,  as  we want  m o r e  t r a v e l  and m o r e  

e n t e r t a i n m e n t  and a l l  those  th ings  i n s t e a d  of j u s t  m o r e  th ings .  

QUESTION: M r .  S e c r e t a r y ,  I had a l i t t l e  a r t i c l e  come to me  

in the m a i l  y e s t e r d a y  f r o m  the A m e r i c a n  Ins t i t u t e  for  E c o n o m i c  R e s e a r c h ,  
in  M a s s a c h u s e t t s ,  
Aand i t  t a l k s  about  the i n c r e a s e d  l eve l  in  p u r c h a s i n g  m e d i a  v e r s u s  the 

r e d u c e d  l e v e l  of gold  r e s e r v e s  not  s u b j e c t  to f o r e i g n  t r a d e .  It i s  t i t l ed ,  

"How to Cope wi th  the F i n a n c i a l  C r i s i s  A h e a d . "  It  r e c o m m e n d s  tha t  

h u n d r e d s  of t housands  of A m e r i c a n s  buy s tock  in w e l l - r e g u l a t e d  gold-  

m i n i n g  c o m p a n i e s  in South A f r i c a .  I ' d  j u s t  l ike to r e a d  th i s  one sen , t ence :  

" T h e r e  i s  e v e r y  r e a s o n  to beLieve tha t  the T r e a s u r y  wi l l  be f o r c e d  wi th in  

a few y e a r s  and p o s s i b l y  wi th in  a few mon ths  to s u s p e n d  p a y m e n t s  in  

gold.  When tha t  t i m e  c o m e s ,  the m o r e  gold tha t  i s  owned by A m e r i c a n  

c i t i z e n s  and the l e s s  tha t  i s  owed  t o  f o r e i g n  c l a i m a n t s ,  the b e t t e r  off 

i t w i l l  be for  the Uni ted  S t a t e s . "  Would you c o m m e n t ?  

MR.  BAIRD: I r e a d  the whole  a r t i c l e .  I can c i te  you one f r o m  
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Hous ton ,  T e x a s ,  t h a t ' s  m u c h  w i l d e r .  Y o u ' l l  p r o b a b l y  f ind  t ha t  t h o s e  

f e l l o w s  a l s o  w i l l  r e c o m m e n d  tha t  you  s t i c k  to the  go ld  s t o c k s  to buy,  

a n d  t h a t  p e r h a p s  t h e y  h a v e  a n  i n t e r e s t  

tha t ,  a n d  p e r h a p s  t h a t t s  go ing  too f a r .  

in  the  t h ing .  P m not  s u r e  of 

I r e t r a c t  t h a t  s t a t e m e n t .  

BuL y e s ,  you  c a n  c r e a t e  a l a r m s  t h a t  w e ' r e  go ing  to m i s m a n a g e  

o u r  a f f a i r s ,  j u s t  a s  a lo t  of o t h e r  c o u n t r i e s  have ;  t h a t  in  s p i t e  of the  f ac t  

t ha t  we h a v e  h a l f  of the  wor td~s  gold,  w e ' r e  g o i n g  to l e t  i t  a l l  d r a i n  out;  

t ha t  w e t r e  no t  go ing  to  do the  r i g h t  th ing ;  t h a t  we a r e  go ing  fo r  c h e a p  

m o n e y ;  t ha t  w e ' r e  no t  go ing  to have  b a l a n c e d  b u d g e t s ; t h a t  weSre  no t  go ing  

to  k e e p  o u r  c o s t  l e v e l s  w i t h i n  r e a s o n .  And i f  t h a t ' s  t r u e ,  a l l  s o r t s  of 

d i r e  t h i n g s  c a n  h a p p e n .  But  s o m e  m a n  i s n ' t  g o i n g  to  s a v e  h i s  s k i n  j u s t  

b y  a n  i n v e s t m e n t  in  s o m e  s h r e w d  s t o c k .  T h e  who le  w o r l d  i s  go ing  to  be  

in  a s t a t e  of s h o c k  t hen .  T h e r e  a r e  no  e a s y  w a y s  to b e a t  a d e m o r a l i -  

z a t i o n  on a w o r l d  s c a l e  w h i c h  wou ld  c o m e  b y  a d e v a l u a t i o n  of  go ld .  

L e t  m e  h a r k  b a c k  to 1933. Go ld  w a s  d e v a l u e d  b y  the  A d m i n i s t r a -  

t ion  a t  t h a t  t i m e .  W h e t h e r  i t  s h o u l d  o r  s h o u l d  no t  h a v e  b e e n - - I  w i l l  

not  e n t e r  i n to  t h a t  d i s c u s s i o n .  T h e r e  i s  qu i te  a s t o r y  on t h a t .  I t  w a s .  

And  the a r g u m e n t  f o r  do ing  i t  w a s  t h a t  a g r i c u l t u r a l  p r i c e s  and  o t h e r  p r i c e s  

w e r e  so  low t h a t  i t  wou ld  b r i n g  abou t  an  i n f l a t i o n  of p r i c e s .  T h e y  w e r e  

t r y i n g  to d e l i b e r a t e l y  i n f l a t e  p r i c e s .  

If  t h e r e  w a s  a n y  e f f e c t  on i t ,  i t  c e r t a i n l y  w a s  i n f l a t i o n a r y .  Now 

w e t r e  f i g h t i n g  i n f l a t i o n  a l l  a r o u n d  the w o r l d .  W h a t  w i l l  i t  do to the  

w o r l d  i f  the  a n c h o r  c u r r e n c y  of the  w o r l d  w a s  to  be d e v a l u e d ?  I t  wou ld  
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b r i n g  a shock  ove r  the wor ld ,  e v e r y  o the r  c o u n t r y  would devalue  a t  the  

s a m e  t ime ,  and we would have  an i n f l a t i o n a r y  cyc le  tha t  would d e s t r o y  

a g r e a t  dea l  of what  we have  bui l t  up t h rough  a c en tu ry ,  in  m y  opin ion .  

COL.  HARVEY~ 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 Col lege ,  I shou ld  l ike  to e x p r e s s  our  a p p r e c i a t i o n  for  a v e r y  

luc id  d i s c u s s i o n  of the f i s c a l  p o l i c i e s  of the U. So G o v e r n m e n t ,  and M r .  

M~jo for  y o u r  exp l ana t i on  of the m a n a g e m e n t  of the publ ic  debt .  Thank  

you v e r y  much .  
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