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TREASURY DEPARTMENT

wgshlngton oblems of public

~ement objectives
o rr-Ai+tinong

The following address by Under Socretary'Edward He
Foley, Jrs., before the American Institute of Accountants,
» Grand Ball Room, Palmer House, Chicago, Illinois, is
scheduled for delivery at 11:15 Aq Me, CuD,T,., Thursday
September 23, 1948, and is for release at that time.

During the recent war, and particularly in the immediate
post«war period in connection with the settlement of cancelled w
contracts, I had an opportunity to work closely with many of the '
members of the American Institute of Accountants, some of whom are
present today. Your President George D, Bailey, your Vice-
President J, Harold Stewart, Paul Grady, George O. May, John
McEachern and Coleman Andrews, to mention only a few whose names
come most readily to mind, all performed patriotic yeoman services
on behalf of the Government in connection with the swift solution
of some of the most complicated and baffling problems ever to
confound accountants and lawyers. Every lawyer who was privileged
to work with them was impressed with their competence, skill and
cooperation. And that's a lot for a lawyer to say sbout an ace
countante The Government owes them much for their sacrifices and
helipe

I was delighted when George Bailey and Hal Stewart invited me
to come here today, not only because it affords me an opportunity
to renew acquaintances, but also because it provides an occasion
to tell you about some of our problems in the Treasury and bespeak
your help in scolving them, :

One of the principal responsibilities of the Treasury is the
management of the public debté The very size of the puolic debt
is in itself a real challenge =~ 253 billion dollars is a tremendous
sum. While you should not be over-whelmed by the magnlnude of the
public debt, nonetheless you cannot prudently underestimate its
farwreaching effect upon the national economys

The public debt today mckes up about 55 percent of all of the

~debt in the United States. Federal obligations are the principal

investments of millions of 1nd1v1duals, and of thousands of banks,
other finencial institutions and corporations. Individuals directly
own 67 billion dollars of Federsl sccuritiess In addition, they
have an indirect steke in the larger portion of the public debt
owned by banks, insurance companies and other financial institutions
which hold their savings and deposits and underwrite their policiess -
Federal sccurities constitute about 55 percent of the earning assets
of commercial banks, about 40 percent of the assets of insurance
campanies, snd gbout 60 percent of the. assets of mutual savings
bankse. The Treasury, thercfore, has a responsibility for whet
- hoppens to its obligations such as no private financial organization

could haves .
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TREASURY DEPARTMENT

Washington

The following address by Under Secretary Edward H,

Foley, Jr., before the American Institute of Accountants,
Grand Ball Room, Palmer House, Chicago, Illinois, is
scheduled for delivery at 11:15 A¢ Me, Co.D.T., Thursday
September 23, 1948, and is for release at that time.

During the recent war, and particularly in the immediate
post-war period in connection with the settlement of cancelled war
contracts, I had an opportunity to work closely with many of the
members of the American Institute of Accountants, some of whom are
present todays Your President George Do Bailey, your Vice-
President J. Harold Stewart, Paul Grady, George 0. May, John
McEachern and Coleman Andrews, to mention only a few whose names
come most readily to mind, all performed patriotic yeoman services
on behalf of the Government in connection with the swift solution
of some of the most complicated and baffling problems ever to
confound accountents and lawyers. Every lawyer who was privileged
to work with them was impressed with théir competence, skill and
cooperation, And that's & lot for o lawyer to say about an ac-
countante The Government owes them much for their sacrifices and
helpc

I was delighted when George Bailey and Hal Stewart invited me
to come here today, not only because it affords me-an opportunity
to renew acguaintances, but -also because it provides an occasion
to tell you about some of our problems in the Treasury and bespeak:
your help in solving them.

One of the principal responsibilities of the Treasury is the
management of the public debte The very size of the public debt
is in itself a real challenge — 253 billion dollars is a tremendous
sum. ihile you should not b¢ over-whelmed by the magnitude of the
public debt, nonetheless you cannot prudently undercstimate its
far-reaching effect upon the national economy.

The public debt today mokes up about 55 percent of all of the
debt in the United States. Federal obligations are the principal
investments of millions of individuals, and of thousands of banks,
other finencial institutions and corporations. Individuals directly
own 67 billion dollars of Federzl sccurities. In addition, they
have an indirect steke in the lerger portion of the public debt
owned by banks, insurance companies and other financial institutions
which hold their savings and deposits and underwrite their policies,
Federal sccurities constitute about 55 percent of the earning assets
of commercial banks, about 40 percent of the assets of insurance
companies, end ebout 60 percent of the. assets of mutual savings
bankse The Treasury, thercfore, has a responsibility for what
happens to its obligations such as no private financial organization
could havee , :
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In the Treesury we work constantly at the problems of publie
debt menagement and we try to mold our debt.monagoment objectives
to the necds of the country as the fiscal and econoridc conditions
change from day to day. Eachdecision nust bec weighed carefully in
the light of its swift and chain-like ramifications.

Before telling you how we are attempting to shape - and have
shaped - our riscel policy to the nceds of the econocmy, I should
like first to review briefly our economic situation.

The United Statcs is enjoying a prosperity never before equaled
in peacetime. 1t is a prosperity so great in its proportions that
hardly anyone would have dared forecast it taree years agos The
reconversicn slump, which so many perscns then were so certain we
could not avoidy simply has not materializeds

In July, cmployment reached an all-time record cf nearly
62 million jobs, Most of you will recall that only thrce years ago
a geal of €0 million Jobs for the percetime economy was considered
over-optimistic. Unemploynent has fluctuated between 1-3/4 and
2-3/4 million since VJ-Deys This represents pretty close to
maximum employment in a dynamic cconomy such zs curs, where you
always find workers who are changing from onc job to 2nother or
are looking for new and better Job opprortunitics.

According to the figures compiled by the Federzl Russrve
Board, industrizl production early this year reached a peacetime
recotd of 194 percent of the 1935-39 average — far above any level
reached in the prewar yearss

This presperity is distributed broadly throughout the economye
A11 scctors share in its. Wages and salarics, farm incone, and
business profits have all rcached new peak levelse

The standard of living of the American pecple, measured in
terms of goods and scrvices, is higher than ever bsforee

: This record prosperity is in. sharp contrast to the situation
which existed at a similer period after the end of “Vorld Var Te

. Many of you will recall that by the end of 1921 this country had
already expericnced, and was just beginning ‘o recover fron a
severe postwer recessions Eorly in 1621, industrial prcduction
had reached a level one~third below the postwar peake. Wholesale
prices ~— as measurcd by the Bureau of Labor Stabtistics index ——
had drcpped nearly 45 percent from their 1920 peako

Our prasent prosperity is not, hcwever, without a very serious
dangers. This danger is the persistent upward pressure cn prices
which has existed throughout most 6f the postwar period, iholesale
prices have riscn almost without interruption since shortly after
Vd-Daye They rose 12 percent in the 1l2-morith pericd ending last :
July -~ the latest nocnth for which.figures are available, Consumer



prices have.followed & similar coursc; the rise in the same l2-month
period amountirg to 10 percent, according to the Burcau of Labor
Statistics Consussr Price Indsxe Both of thosc indexes reeched all-
time highs this summocre

It wes to deel with this serious problem of inflationary
pressuras that President Truman called Congress inte special sessicn
last November and agnin lrst Julye. He Zaid bofore Congress a con-
prehensive anti-irflation program, which Congress choss not to enacte
I will nct go into the details of that program or why President
Truman considered that it wes essential to have 211 of ite I merely
want to point out that the program centeinca speciific measures for
remedying specific instances of excessively u&gh pricses, which cannot
be reached by the gereral anti-~inflationsry wearcns at the disposal
of the Administration tcdayve.

Fiscal policy ean be employed agairst inflation, for example,
by cutting down the twtal purchasing power of the economye It is
nct, however, a suitable weaper for bringing under contrel the price
of any one specific item which is seriously out of line. Tt could

s u or this purpose only at the ri © drestic doflati i

be used for this purposs only at th sk of a deflation in
the entire economye In the ;c;n, iscal policy con deal « only with
general excesses cor deficisncies of purchasing pocware

Before I began tc talk about the way we have tried to direct
our pclicics toward cumbating inflaticnary pressures, I wanted to
" make that clear.

In the field of fiscal policy, a surplus of Government receipts
over. expenditures — which can be used for debt retirement — is the
most effective instrumsnt. The fact thet the Federsl Government has
been able to operatc at a substantial surplus during the past two
years has been a fector of significant anti-inflotionary importance,

As you know, the public debt rcached 2 peak of 2380 billion
dollars in Februnry 1946, just after the close of the Victory Loan.
At the same time, the Treasury cash balsnce, swellon oy the proceeds
of the Loan, alsc was at its recerd level., Rezause Faderal ex—
penditures were then being cut more repidly than hed 2t first seenfed
possible, we no lenger needed a Tressury cesh bolance as large as
nad becn required to meet the contingercics of the preceding war
yearse

Consequently, a debt pay-cff program was inaugurated on March 1,
1946 This progrzm, carried on over the last 2~l/2 yaars, has
brought the debt down tc the present level of a littlie under 253
billicn dollars,

From March 1 to the clese of 1946, the debt was rcduced 20
billion dollars through the applicoation of cash balrnece fundse By
this time, th¢ cash lcft cver from the Victoery Loen had been expended,
so that subsequent debt reduction had tc come from a budget surplus .
During 1947 and the first fowr months of 1948, by the use of the



budget surplus, we were eble te cut the debt by cver 7 billicn
decllers, Two-thirds of this reducticn was concentroted in the first
four months of 1948

The money for this concentrcted program in the early months of
the current calendar year came from a budget surplus oi appreximately
6 billion dollers accurulnted in the first aquarter c¢f the year. The
rcst of the surplus was used to build up the cash bzlance e par-
tially to meet expsuditurcs in the latbter part of the year when
current expenditures exceed current rsceipts. Some of the remtinde ry
however,; is still aveileble for debt reducticn —— for exampley, 2
bond maturity cf 451 aillicn dollors was paid off only last weeks

While the total debt is now down 27 bhillion dollors from its

de
peck, it is smgnﬂxlca nt to point cut that the debt Leld by the
comercicl banking system is 20 billion colicrs la ss than it was at
the pcak two and cne—nﬂlf years &gos ind bhe voluiie of sccurities

own.d by individuals end other nonbank investors is l‘rgbr than it
was in February 1946 This transfer of uovurn“ur+ szourities from
banks tc nonbank investors was a direct censeguence of the rublic
debt management policies of the Treasury. These prlicies have con—
tributed tc the fight sgainst inflation, ond will be continued as
long as they are appropriate,

Unfortunctely, however; the Foderal Government no lenger hes a
budget surplus; with the battlea g"inst'inflation net yet wen we
have lost our most powcrful fiscal weapon. A8 a result of the comwe
bined impact of incr ased expenditures for foreign aid and National
defense, brought abcut by the tunse interneticnel situstion, and
decreased tax rovenuus, brought coout by an ill-timed tax °’duction,
the Federal Govermacnt will this year have an operating deficit
estimrted by the President at approximetely 1-1/2 billicn aullars,
as contrasted with an operating surplus of nearly &-i/2 billion
dollars last yezra

You will note that I say operating deficit and opsrating
surpluss In secking for a Government surplus we nuet bc sure that
we have a real surplus, and not ocnc that appears only on papcre
We should be carcful that we do not get mizcd up by ovr bookkeepingse
I don't have to tell you accocuntents that the Government should
keep its records sc that a CPA cculd certify to them without putting
embarrassing qualifications in his certificate, That I have in
mind, of cowrse, is the law passed by the last Congress which
direccted that 3 billion dellars spent during this fiscal yeor for
the Eccnomic Coopersticn Program be treated for the pvrpuse of
reporting CGovermment expenditurcs as if it jasd tsen spent in the
preceding fiscal year. Keeping the bocks that way dous not make it
soe This bookkeeping upgrution, dirzcted by the Ccngress, deoes not
change the timing of the impact of the soonomy of & single dollar
of Govermment receipts or expenditures, This transacticn is ir—
relevant as far as the problem of inflation is concernede  You
accountants arc in a better positicn to realize thet than any other
group in the country. ‘



The Federal Government has, cf ccurse, other —— but less
effective -~ anti-inflationery fiscal instruments, end is using
them to the greatest possible cxtent, For example, the Treasury,
during the pest year, has increased substantially thic intorest rates
which it pays on short-tern Govermment securitics. Thisy of courses
results in higher intersst rates on private berrowing and, so, has
a restraining effect c¢n such berrowinge The Federal. Reserve Systenm
has fcllowed with increased rediscount rates; and has recontly
anncunced increases in rescrve requirements against demand and time
deposits of all member banks, pursuant to the new authority granted
by Congress last Auguste R

In addition, the Government has asked private benkers to
reexamine their lending policies, with a view to cutting dewn lending
which does nct result in an increcse in the production of goods and
services. The Americen Bankers Associatinn carried cut a special
program to ccopercte with the Government in this respect; and I
shcula like to t ake this occasion to repeat the thanks which Secrctary
Snyder hes already expressed for the asscciation's cooperatione

The task is far from complete, however; end, as Secrcetary
Snyder and President Dodge of the amcrican Brrkers asscciation each
commented in an exchonge of correspondonce last July, ncw that the
Federal Government is no longer able to operate at & surplus, a
heavy and added responsibility is pleced upon the brrks to re-
intensify their efforts to reduce nonessentizli lending. When one
bastion is put out of action, the remeining bastion must double its
fire, The bankers of the country, I am happy to say, are accepting
the challenge in this spirite

In your capacity as professional zccountants you can be very
helpful in this connectione By counseling your clients not to
borrow money for purposes which do not increase production, you can
join the ranks of those zctively engaged against the forces of

“inflation, You know better than any other group in the community
the dangers of over-extension ~- over-—extension of credit, over-
extension of inventcries, and over-extension of plant ~nd equipmente
By carrying to your ciienvs a message both of optimism and con-
servatism, you can mfke your influence felt in the battle against
high prices. Both are needed, for it is only by maintaining a
balance between the two that we can avoid the boom~nnd-bust cycle
characteristic of so much of our past history.

So much for fiscal policy. Now I want to talk briefly about
another matter on which the Treasury would like to hove your help
and cooperation. As I indicated, for the full fiscal year 1949, we
will not be able to cffect a net reduction in the debto We will,
however, be able to continue in same degree our enti-inflationary
policy of cutting down the amount of bonk-held dobte But the only
funds available for this purpose will be the cash rcceipts from
trust funds and the receipts from the sales of savings bondse. It
is, therefore, highly important that a meximum effort should be
devoted to the sale of savings bonds to nonbank holderse



The heart of the Savings Bonds Program, as you know, is the payroll
savings plan. It is in firms like those with which you come in daily
contact that the payroll savings plan can be the most effcctives During
the wer, business and industrisl firms throughout the country cooperated
whole~heartedly in promoting participation in this plane At its peak,
about 27 million people were purchasing bends through payroll deductions.
After the war, there was a substential decline in the number of partic-
ipants in the payroll savings plan which was, of course, tc be expected.
No need in peacetime c¢:n equal the need of actual war, nor can any peace-—
time eppeal be as effective as the patriotic one which w:zs mede during
the war, when most purchasers of bonds had sons, nusbznds, fathers and
loved ones on the fighting fronts.

The low point of participation in the payroll savings plan was
reached about a year ago, and the trend has been upwrrd sinces This
upward trend has been due, in large part, to the cooperation end activity
of musiness executives throughout the country. Hundreds of companies
have reestablished the plan, or have revitalized it; and importent
increases in participation are reported everywhere. /e hope in your
capacity as financial advisers and consultents to busincss, that you will
look upcn the plen from the viewpoint of its eccnomic and financial
benefits to the employer, the employes, and the country as a whole, and -
disregard the small cost involved in its operation. As you know, each
dollar of debt which is transferrcd from the banks to the generscl public
cuts down the money supply and relisves the pressure upon prices. That
is why emphasis on that phase cf our anti-inflation progrom is more
important now than ever befores

You can help gre=atly in our fight cgainst inflation by using your
influence with your clients to see that the payroll savings plan is put
into effect in those cowmpanies which do not now have it 2nd is maintained
and strengthened in those companies wherc it is now in operation, to the
end that it be mode available to every worker in the country who wants
to participate in ite Thot's good for menagement because it benefits
fron the effects of a more steble eccnomy. It's goed for the worker
who saves a porticn of his esrnings against the day when they are really
neededs 4And it's good for you and me and the country as a whole
because it puts the brakes on inflation and brings down living costse

I have enjoyed talking to you about these problems which we, as
citizens, hold in common. In asking f.r your cocperaticn and assistance
in our struggle to cut down inflationary pressures, I lmow I am appealing
to a sympathetic rnd responsive crganization whose members have never
turned away when there was a legitimate public service to be performede
No other group has a greater understanding of Government and its
financial problems. I know we in the Treasury can count cn you.
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