REBEPORT

of the Secretary of thé Treasury

on the State of the Finances

i
‘ :
| i
Ik ¥
]
i
3
!
!
i
i
Digitized for FRASER
h tp://frase’r%}louisfe .org/

Federal Resev@ BANRDf Sﬁfﬁﬁl’é“ﬂ mme Fadad fmas AN TORR




Qigitized for FRASER
http://fraser.stlouisfed.org/
Hederal Reserve Bank of St. Louis




Annual Report

of the

Secretary of the Treasury

on the

State of the Finances

For the Fiscal Year Ended June 30, 1966

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



TREASURY DEPARTMENT
DOCUMENT NO. 3239

Secretary

UNITED STATES GOVERNMENT PRINTING OFFICE, WASHINGTON : 1967

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402 - Price $2.75 (paper cover)

Digitized for FRASER (

http://fraser.stlouisfed.org/
FeEera R E SRS oI




i

+4

C

JUN 28 1967

| PEDEMEL RUSFC G GANK
G ALCHMOND

=

3

A\

\

—

§=

)

CONTENTS
. Page
Statement by the Secretary of the Treasury. ..o .. _.__ XIX
REVIEW OF FISCAL OPERATIONS
Summary of financial opemtlons _____________________________________ 3
Administrative budget receipts and expenditures (actual and estimated) - _ 4
Trust receipts and expenditures (actual and estimated).________________ 11
Other budget measures_ _ _ - . .. 13
Corporations and other business-type activities of the Federal Government. 15
Account of the Treasurer of the United States________ .. _______________ 16
Government-wide financial management_ ________ . ___._______ 17
Public debt management and ownership__t_______ . ________________ 19
Financing operations____ _ __ . ____.__ 23
Ownership of Government secur fties_ ... . [ 31
Taxation developments______ L _______.__ 36
International financial affftirs ________________________________________ 50
ADMINISTRATIVE REPORTS
Admmlstratlve management________________ [ e 75
Comptroller of the Currency, Officeof the_ - ... 79
‘Customs, Bureau of - _ _ . iaoo_. 83
Director of Practice, Officeof the____________________________________ .93
Domestic Gold and Silver Operations, Office of ... ________ e 95
Engraving and Printing, Bureaw of . _________________________________ 96
Fiscal Service _ _ _ .. 101
Accounts, Bureauwof . ____________________________._._ . _______ 101
Public Debt Bureau of the_____ e e oo e eee . 107
Treasurer of the United States, Office of the_ .. . .. -__._____. . 111
Foreign Assets Control, Office of .. __ ... ... 118
Internal Revenue Service. __________ e e e 119
Mint, Bureau of the_ _ . e ooo_. 135
Narcotics, Bureau of . ______ . ________ 142
U.S. Coast Guard__ ______________ . 148
U.S. Savings Bonds Division . - - _ o 162
U.8. Secret, Serviee_ _ - _.__..... 165
EXHIBITS

PUBLIC DEBT OPERATIONS CALLS OF GUARANTEED SECURITIES, REGULATIONS
AND LEGISLATION

Treasury Certlﬁcates of Indebtedness, Treasury Notes, and Treasury Bonds
‘ Offered and Allotted

Treasury certlﬁcatcs of 1ndebtedness ______________ e 173

é Treasury notes_ - . _________.___ S - - <175
3. Treasury bonds-__ - ___________________________ Lol 184
Treasury Bills Offered and Tenders Accepted
4. Treasury bills. oo e e 186
’ Guarahteed Debentures Called
5. Call for partial redemptlon, before maturity, of insurance fund

‘debentures. . ..o ooooo_iozo oLl S )

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



12.
13.

14.

15.

16

17.

18.
19.

20.
21,

22.

- 23,

24

25

CONTENTS

Regulations

. Seventh revision, March 18, 1966, of Department Circular No. 653,

U. 8. savings bonds, Series E_ . . _ o ______.

. First amendment, May 3, 1966, to Department Circular No. 653,

seventh revision, U.S. savings bonds, Series E_.___ . ____.________

. Fourth revision, April 7, 1966, of Department Circular No. 905,

U.S. savings bonds, Series H_ .. _______.

. First amendment, May 3, 1966, to Department Circular No. 905,

fourth revision, U.S. savings bonds, Series H_ . __________________

. First amendment, May 23, 1966, to Department Circular No. 1-63,

regulations governing U.S. retirement plan bonds. _______________

. First amendment, May 24, 1966, to Department Circular No. 530,

ninth revision, regulations governing U.S. savings bonds_._._._____

Legislation ;

An act to provide for a temporary increase in the public debt limit
set forth in section 21 of the Second Liberty Bond Aet.__..______
An act to amend section 14(b) of the Federal Reserve Act, as amended,
to extend for 2 years the authority of Federal Reserve banks to
purchase U.S. obligations directly from the Treasury_________..._

FINANCIAL POLICY

Remarks by Secretary of the Treasury Fowler,” November 8, 1965,
be{pre the Economic Club of New York, on fiscal and economic
policy . e oo

Statement by Secretary of the Treasury Fowler, February 3, 1966,
before the Joint Economic Committee, on the economic situation
and fiscal policy for 1966. __ . _ . o eas

Statement by Secretary of the Treasury Fowler, April 21, 1966, before
the 9Chamber of Commerce, Appleton, Wis., on expenditure policy
N 1966 o e

Remarks by Secretary of the Treasury Fowler, May 4, 1966, before
the presidents of the American Bankers Association, the Association
of Reserve City Bankers, and the Mortgage Bankers of America,
Charlotte, N.C., on Federal credit programs and the sale of financial
ASSEIS . o L o e

Remarks by Secretary of the Treasury Fowler, June 16, 1966, at the
White House Conference for State Legislative Leaders, on the
financing of Government public programs_____ mme e

Remarks by Secretary of the Treasury Fowler, June 17, 1966, before
the 73d annual convention of the Virginia Bankers Association,
Hot Springs, Va., on economic and financial policies. _____________

Statement by Under Secretary of the Treasury Barr, July 21, 1965,
before the Joint Economic Committee, on long-range fiscal policy__ __

Statement by Under Secretary of the Treasury Barr, April 21, 1966,
before the Committee on Banking and Currency, House of Repre-
sentatives, on the Participation Sales Aet of 1966.________.______

Statement by Deputy Under Secretary of the Treasury for Monetary
Affairs Sternlight, March 31, 1966, before the Banking and Currency
Committee, House of Representatives, on the marketing of certain
debentures by the Small Business Administration. ______.______._

Other Treasury testimony published in hearings before congressional
committees, July 1, 1965-June 30, 1966__.____ e e

PUBLIC DEBT MANAGEMENT

Letter from the President to the Secretary of the Treasury, January 18,
1966, directing him to recommend a higher interest rate on U.S.
savings bonds. - . . .. @ ————

Press release, February 16, 1966, stating that the President had ap-
proved and announced the new savings bond interest rate, letter
from the Secretary of the Treasury to the President recommending
the new rate, and a summary of improved redemption values
and investment yields for Series E and H bonds.c.ec.-.... -

Digitized for FRASER
http://fraser.stlouisfed.org/
le CoOAmMnNuUrot Luuio

Page
197
258
258
280
280
281

288

288

289

294

301

307
311

314
320

326

329
331

331




27.
28.

29.
30.

31.

32.
33.
34.
35.

36.

37.
38.

39.
40,

41.
42,
43.

44.
45.

46.

2

CONTENTS

Statement by Secretary of the Treasury Fowler, June 13, 1966, before
the Senate Finance Committee, on the public debt limit__________

Remarks by Under Secretary of the Treasury for Monetary Affairs’

Deming, November 19, 1965, before the 34th mid-continent trust
conference of the American Bankers Association, St. Louis, Mo.,
on problems of Government financial management_ . _____________
Remarks by Under Secretary of the Treasury for Monetary Affairs
Deming, May 9, 1966, before the third annual meeting of the
Society of American Business Writers, Minneapolis, Minn., on debt
management in & Prosperous CONOMY o _ o oo mmccemcomemmee
Press release, May 6, 1966, announcing an increase in the annual limi-
tation on holdings of Series E and H savings bonds____.___________
Other Treasury testimony published in hearings before congressional
committees, July 1, 1965-June 30, 1966__ .. __.______...

TAXATION DEVELOPMENTS

Letter from President Johnson to the chairman of the House Com-
mittee on Ways and Means, January 19, 1966, concerning tax recom~
i%%%dations made in his state of the Union message of January 12,

Statement by Secretary of the Treasury Fowler, February 25, 1966,
before the Senate Finance Committee, on H.R. 12752, the Tax
Adjustment Act of 1966. _ .. oo

Statement by Assistant Secretary of the Treasury Surrey, March 30,
1966, before the Subcommittee on Fiscal Policy of the Joint Econom-
ic Committee, on tax changes for stabilization purposes_.__..____

Statement by Assistant Secretary of the Treasury Surrey, April 21,
1966, at the School of Law of the State University of New York, on
Federal tax policy in the 1960°s._ . . . ___.____

Statement by Assistant Secretary of the Treasury Surrey, May 16,

1966, before the Fiscal Policy Subcommittee of the Joint Economic

Committee, on pension and profit-sharing plans__. ... _._____.____
Other Treasury testimony published in hearings before congressional
committees, July 1, 1965-June 30, 1966_ .. .. oo ___._____

INTERNATIONAL FINANCIAL AND MONETARY DEVELOPMENTS

Excerpts from remarks by Secretary of the Treasury Fowler, July 10,
1965, before the Virginia State Bar Association. . .____________.___
Statement by Secretary of the Treasury Fowler, August 18, 1965,
before the Subcommittee on International Finance of the Senate
Banking and Currency Committee, on the U.S. balance of pay-
MeNtS . o e m— e
White House press release, September 13, 1965, on report to the Presi-
dent from Secretary of the Treasury Fowler on his visit to Europe.
Remarks by Secretary of the Treasury Fowler as Governor for the
United States, September 29, 1965, at the annual meeting of the
International Monetary Fund_ . _ . ___ ... . ...
Communique of the Ministers and Governors of the Group of Ten,
September 28, 1965_ . . _ . e
Remarks by Secretary of the Treasury Fowler, December 3, 1965,
announcing the 1966 balance-of-payments program.____________.___
Remarks by Secretary of the Treasury Fowler, December 8, 1965,
before the U.S. Council of the U.S. International Chamber of
COMMEree . — . o o e
Remarks by Secretary of the Treasury Fowler, December 12, 1965,
before the American Conference on the Atlantic Community and
Economic Growth, on expansion and interdependence_____ G
Remarks by Secretary of the Treasury Fowler as Governor for the
United States, April 27, 1966, at the seventh annual meeting of the
Inter-American Development Bank, Mexico City, Mexico_..______
Remarks by Secretary of the Treasury Fowler, May 3, 1966, before
the Chamber of Commerce of the United States, on the business-
man’s role and the balance of payments____.____._._____________.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

Page

334
336

340
346
347

347
' 348
356
366

381
384

385
390
398

399
403
405

408
415

424



VI

47.

48.

49.

50.
51.

52.

53.

54.
55.
56.

57.

58.
59.
60.
61.
62.

63.
64.
65.
66.

67.
68.
69.
- 70.
71.
72.

CONTENTS

Remarks by Secretary of the Treasury Fowler, May 27, 1966, at the
13th Annual Monetary Conference of the American Bankers
Association, Granada, Spain_._________._____ e em e

Statement by Under Secretary of the Treasury Barr, February 16,
1966, before the Senate Foreign Relations Committee, on the Asian
Development Bank Aet_.______ oo

Statement by Under Secretary of the Treasury Barr, March 29, 1966,
before the Senate Committee on Foreign Relations, on the Con-
vention on the Settlement of Investment Disputes. ... _________

Remarks by Under Secretary of the Treasury Barr, April 16, 1966,

before the fifth annual New England Conference on Legal Problems_

Excerpts from remarks by Under Secretary of the Treasury for
Monetary Affairs Deming, November 12, 1965, before the Southern
Economic Association and Southern Finance' Association, on the
international monetary system ... __._._.

Remarks by Under Secretary of the Treasury for Monetary Affairs
Deming, February 16, 1966, Washington University Assembly
Series Lecture, on updating our international monetary system.____

Statement by Assistant Secretary of the Treasury Trued, July 8, 1965,
before the House Banking and Currency Committee, on H.R. 8816,
a bill containing proposals relating to the IBRD and the IFC_____

Treasury and Federal Reserve foreign exchange operations, March—
August 1965 _ e

Treasury and Federal Reserve foreign exchange operations, September
1965-February 1966________________________ e

White House Press Release, July 16, 1965, on President Johnson's
meeting with Treasury Secretary Fowler and the new Advisory
Committee on International Monetary Arrangements.________._._

Press release, July 21, 1965, on meeting of a citizen’s committee and a
Cabinet committee on international cooperation in finance and
monetary affairs . _ _ . e

Press release, July 26, 1965, on a meeting of United States-Canada
Balance-of-Payments Committee_________________________.____.

Press release, July 28, 1965, announcing a U.S. drawing from the
International Monetary Fund_ _ . ____ . ____________.___

Press release, July 30, 1965, on a meeting of the Canadian Finance
Minister and the U.S. Secretary of the Treasury.__ ... _..____

Press release, September 28, 1965, announcing. a drawing by the
United States from the International Monetary Fund____________

Press release, October 15, 1965, announcing the sending of a U.S.
delegation to Bangkok for a meeting to draft :Asian Development
Bank Charter_ - - oo o e

Press release, November 9; 1965, announcing the postponement of
Canadian securities 1SSUeS. .. _ . iemeen

Press release, December 30, 1965, announcing the signing of an
exchange stabilization agreement by the United States and Mexico_

Press release, January 4, 1966, announcing a drawing by the United
States from the International Monetary Fund. ___.________._____

Press release, January 27, 1966, announcing that Abu Dhabi, Bahrain,
Indonesia, and other countries are to be made subject to interest
equalization tax. . _ e

Press release, March 8, 1966, announcing a drawing by the United
States from the International Monetary Fund_ _______._.________

Press release, March 9, 1966, containing background to announcement
of a U.8. drawing from the International Monetary Fund___._____

Press release, March 18, 1966, announcing the signing of an exchange
agreement by the United States and Venezuela_ . __________.______

Press release, April 5, 1966, announcing the signing of an exchange
stabilization agreement by the United States and Colombia_______

Press release, May 2, 1966, announcing a further drawing by the
United States from the International Monetary Fund______._____

Press release, May 20, 1966, announcing the addition of Guinea and
Tunisia to countries where U.S. citizens may buy local currencies
from the U.S. Government....._.__.._.__.... e ————

Digitized for FRASER
http://fraser.stlouisfed.org/

F

=

[ 1o o

Page

438

458

464

471
473
484

495

496
497
497
498
499

499
499
500
500

501
501
502
502
503

503




73.

74.

75.

76.

77.

78.

CONTENTS

Other Treasury testimony published in hearings before congressmnal
ommlttees, July 1, 1965-June 30 1966 o e

GOLD AND SILVER OPERATIONS

Statement by Fred B. Smith, General Counsel, Treasury Department,
May 4, 1966, before the Subcommittee on Minerals, Materials and
Fuels of the Senate Interior and Insular Affairs Committee_-._____

Statement by Leland Howard, Director, Office of Domestic Gold and
Silver Operations, May 5, 1966, before the Subcommittee on Mines
and Mining of the House Committee on Interior and Insular Affairs.

JOINT FINANCIAL MANAGEMENT IMPROVEMENT

Memorandum from the President, May 24, 1966, to heads of Govern-
ment departments and agencies, on the Joint Financial Management
Improvement Program_ . _ L o__o_l.

ORGANIZATION AND PROCEDURE
Treasury Department orders relating to organization and procedure__
ADVISORY COMMITTEES '

Advisory committees utilized by the Trea,sury Department under
Executive Order 11007 o o emacacmaeo

Bases of tables_ . ..._______ S
Description of accounts relating to cash operations______ . _____________

© 0 N om RWN

= o e
[N -

=
R Q0

_ e
=2

e
oo ~3

SUMMARY OF FISCAL OPERATIONS

. Summary of fiscal operations, fiscal years 1940-66 and monthly 1966__

RECEIPTS AND EXPENDITURES

. Receipts and expenditures, fiscal years 1789-1966_.__ . .. ___..__._

Refunds of receipts and transfers to trust funds, fiscal years 1931-66__

. Administrative budget receipts and expenditures, fiscal years 1964,

1965, and 1966 _________________________.___ ]

. Trust receipts and expenditures, fiscal years 1964, 1965, and 1966___

Investments in public debt and agency securities (net), fiscal years
1964, 1965, and 1966 . _ . e
Sales and redemptions of Government agency securities in market
(net), fiscal years 1964, 1965, and 1966 _ _ _ . __ . ____.___._

. Interfund transactions excluded from both net budget receipts and

budget expenditures, fiscal years 1963-66._ ... _____________

. Interfund transactions excluded from both net trust receipts and net

trust expenditures, fiscal years 1963—66

. Public enterprise (revolving) funds, receipts and expendltures for

fiscal year 1966 and net for 1965 and 1966 __.__._ ... . _______

. Trust enterprise (revolving) funds, receipts and expenditures for

fiscal year 1966 and net for 1965 and 1966 .- ______.__.

. Administrative budget receipts and expenditures monthly and total

for fiscal year 1966

. Trust receipts and expenditures monthly and total for fiscal year 1966_
. Trust receipts by sources and expenditures by major functions, fiscal

years 1958-66_ . _ e

. Administrative budget receipts by sources and expenditures by major

functions, fiscal years 1958-66

. Trust and other transactions by major classifications, fiscal years

1956-66

. Receipts from and payments to the public, fiscal years 1956-66______ '
. Administrative budget receipts and expenditures based on existing

and proposed legislation, actual for the fiscal year 1966 and esti-
mated for 1967 and 1968 _ _ ____ o o_i_.

Digitized for FRASER

http://fraser.

stlouisfed.org/

Federal Reserve Bank of St. Louis

VII
Page

504

504

506

508

509

542

569
570

572

574
582

584
596

601
602
603
604
605
608

609
612

614
615

619
621



VIII

19.
20.
21.
22.
23.
24.
25.

26.
27.

28.

33.
34.
35.

- 36.

37.
38.
39.
40.

41.
42,

43.
44,

45.

46.
47.

48.
49.
50.

CONTENTS

Trust and other transactions, actual for the fiscal year 1966 and
estimated for 1967 and 1968_____ ___________.______________.__
Effect of financial operations on the public debt actual for the fiscal
year 1966 and estimated for 1967 and 1968__. _____________....
Internal revenue collections by tax sources, fiscal years 1936-66.____

Internal revenue collections and refunds by States, fiscal year 1966._ -

Deposits of earnings by the Federal Reserve banks, fiscal years
194766 e
Customs collections and payments by regions and districts, fiscal
year 1966 . i
Summary of customs collections and expendltures, fiscal years 1965
and 1966 . i
Postal receipts and expenditures, fiscal years 1926-66____.__________
Increment resulting from reducnon in weight of the gold dollar, as of
June 30, 1966 ____ el _____
Selgmomge on coin and silver bullion, January 1, 1935—J une 30, 1966.__

PUBLIC DEBT, GUARANTEED DEBT, ETC.
I.—Outstanding

. Principal of the public debt, fiscal years 1790-1966______________.__
. Public debt and guaranteed debt outstanding, June 30, 1934-66____
. Public debt outstanding by classification, June 30, 1956-66._.______
. Guaranteed securities issued by Government corporations and other

business-type activities and held outside the Treasury, June 30,
195666 _ e
Interest-bearing securities outstanding issued by Federal agencies but
not guaranteed by the U.S. Government, fiscal years 1956-66____
Maturity distribution and -average length of marketable interest-
bearing public debt, June 30, 1946-66._ _ __ _____________________
Summary of public debt and guaranteed debt by classification,
June 30, 1966__ . e
Descnptlon of public debt issues outstanding, June 30, 1966___._____
Description of guaranteed debt held outside the Treasury, June 30,
1966 e e
Postal savings systems’ deposits and Federal Reserve notes outstand-
ing, June 30, 1946-66________________________________________
Statutory limitation on the public debt and guaranteed debt, June 30,
1086 o e
Debt limitation under the Second Liberty Bond Act, as amended,
191766 i

II.—Operations

Public debt receipts and expenditures by classes, monthly for fiscal
year 1966 and totals for 1965 and 1966 _ __ . _______________.__
Public debt increases and decreases, and balances in the account of
the Treasurer of the United States, fiscal years 1916-66__________
Changes in public debt issues, fiscal year 1966_ ___________________
Issues, maturities, and redemptions of interest-bearing public debt
securities, excluding special issues, July 1965-June 1966__________
Allotments by investor classes on subscriptions for public marketable
securities other than regular weekly Treasury bills, fiscal year

Statutory debt retirements, fiscal years 1918—66 ___________________
Cumulative sinking fund, fiscal. years 1921-66_ . ________________

IIL.—U.S. savings bonds

Sales and redemptions of Series E through K savmgs bonds by series,
fiscal years 1941-66 and monthly 1966_______ e e
Sales and redemptions of Series E and H savings bonds by denomina-
tions, fiscal years 1941-66 and monthly 1966___________________
Sales of Series E and H savings bonds by States fiscal years 1965,
1966, and cumulative. __ e caan

Digitized for FRASER
http //fraser stlouisfed.org/

[ PNy

Page

626
629
636
637
638

640
641

642
642

643
645
646-
649
650
651

652
654

682
684
685
686

688

699
700

727

758

- 760

761

762
766



51.

52.
53.

54.
55.

56.
57.

58.
50.

60.
61.
. Money in circulation by kmds, selected years, June 30, 1930-66
63.

64.

. Civil service retirement and disability fund, June 30, 1966
. District of Columbia teachers’ retirement and annuity fund, June 30,

. Federal disability insurance trust fund, June 30 1966
. Federal hospital insurance trust fund, June 30, 1966
. Federal old-age and survivors insurance trust fund June 30, 1966
. Foreign service retirement and disability fund, June 30, 1966
. Highway trust fund, June 30, 1966
. Judicial survivors annuity fund, June 30, 1966
. Library of Congress trust funds, June 30, 1966
. National service life insurance fund June 30, 1966
. Pershing Hall Memorial fund, June 30, 1966,
. Philippine Government pre-1934 bond account, June 30, 1966
. Railroad retirement account, June 30, 1966
. Unemployment trust fund, June 30, 1966
. U.S. Government life insurance fund, June 30, 1966

CONTENTS

IV.~Interest -

Amount of interest-bearing public debt outstanding, the computed
annual interest charge, and the computed rate of interest, June 30,
1939-66, and at the end of each month during 1966.._._____._____

Computed annual interest rate and computed annual interest charge
on the publiec debt by classes, June 30, 1939-66__ . ___.._.___

Interest on the public debt by classes, fiscal years 1962-66

V.

Average yields of taxable long-term Treasury bonds by months,
October 1941-June 1966
Prices and yields of taxable public debt marketable issues June 30,
1965, and June 30, 1966, and price range since first traded

Ownership of governmental securities

Estimated ownership of interest-bearing governmental securities out-
standing June 30, 1954-66, by type of issuer.______________..____
Summary of Treasury survey of ownership of interest-bearing public
debt and guaranteed securities, June 30, 1965 and 1966____.____.

ACCOUNT OF THE TREASURER OF THE UNITED STATES

Assets and liabilities in the account of the Treasurer of the United
States, June 30, 1965 and 1966_ _ . _ __ .. ___ . ___ . ______.

Analysis of changes in tax and loan account balances, fiscal years
195566 e

STOCK AND CIRCULATION OF MONEY IN THE UNITED STATES

Curreney and coin outstanding, in the Treasury, in the Federal Re-
serve banks, and in circulation, by kinds, June 30, 1966.._________
Stock of money by kinds, selected years, June 30, 1930-66

Location of gold and silver bullion, coin, and coinage metal held by
the Treasury on June 30, 1966
Paper currency issued and redeemed during the fiscal year 1966 and
outstanding June 30, 1966, by classes and denominations

TRUST AND OTHER FUNDS

. Holdings of public'debt and agency securities by Government agencies

and accounts, June 30, 1962-66

1966

. Retired employees health benefits fund, Civil Service Commission,

June 30, 19

FEDERAL AID TO STATES

. Federal grants in aid to State and local governments and to individ-

uals and private institutions within the States, fiscal year 1966

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

IX

Page

769

770
772

773

774

777
778

780
781

782
784
786
787

788



X CONTENTS

CUSTOMS-OPERATIONS .

. Page
85. Merchandise entries, fiscal years 1965 and 1966. .. _ . _.____.__-_i_._ 849
86. Principal commod1t1es on which drawback was pald ﬁscal years 1965
and 1966. _____ . .G kool 850

87. Carriers and pexsons arriving in the United States ﬁscal years 1965
and 1966 e e 851

88. Aircraft and aircraft passengers entering the “United ’States, ﬁscal
years 1965 and 1966 _ ool 852
89. Seizures for violations of customs laws, fiscal years 1965 and 1966____ 854
90. Investigative activities, fiscal years 1965 and 1966 855

ENGRAVING AND PRINTING PRODUCTION . e

91. New postage stamp issues dehvered fiscal year:1966_.. . __._______. 855

92. Deliveries of finished work by the Bureau of Engravmg and Pnntmg,
fiscal years 1965 and 1966 __ _ . ..o _._.. 856

INTERNATIONAL CLAIMS R

93. Status of class IIT awards of the Mixed Claims- Commlssmn, United
States and Germany, and Private Law 509 as of June 30, 1966..._. 857

94. Status of claims of American nationals against certam forelgn govern-
ments as of June 30, 1966______ .. ________.____._____________ 858

INTERNATIONAL FINANCIAL TRANSACTIONS

95. U.S. net monetary gold transactions with forelgn countries and mter-
national institutions, fiscal years 1945-66_ . _. _ ______________-__ 859

. 96. Estimated gold reserves and dollar holdings of foreign countries and
international institutions as of June 30, 1965, and June 30, 1966.__ 861

97. U.S. gold stock, and holdings of convertible foreign currencies by
- U.S. monetary authorities, fiscal years 1952-66______-_________. 863

- 98. Internatlonal investment position of the United States, total 1950;
. by area, 1964-65____ __ . ___ L ___ .. 864
©99. U. S%l%alance of payments, calendar years 1963-65 and January—-June - 366

100. Assets and liabilities of the Exchange Stablhzatwn Fund as of June
30, 1965 and 1966 _ . i eieeeliol 868

101. Summary of receipts, withdrawals, and balances of foreign currencies

acquired by the United States without purchase with dollars, fiscal
year 1966. . e 871
102. Balances of foreign currencies acquired by the Umted States without .
purchase with dollars, June 30,-1966______ .. . . _._ 873

INDEBTEDNESS OF FOREIGN GOVEI;NMENTS,

'103. Status of indebtedness of foreign governments to the United States
arising from World War I as of June 30, 1966 _ __________.__.___ 875
104. Status of German World War I indebtedness as of June 30, 1966__.. 876

105. OQutstanding indebtedness of foreign countries on U.S. Government

credits (exclusive of indebtedness arising from World War I) as of
June 30, 1966, by area, country, and major program-________.__ - 877

“106. Status of accounts under lend-lease and surplus property agreements
(World War II) as of June 30, 1966_ _ ___ ___ . _ . _____... 880

" CORPORATIONS AND OTHER BUSINESS-TYPE ACTIVXT-IES OF THE
UNITED STATES GOVERNMENT

107. Comparative statement of securities of Government corporations and

%her business-type activities held by the Treasury, June 30, 1956— 289
108. Capital stock, notes, bonds, and other securities of Government

agencies held by the Treasury or other Government agencies,

June 30, 1965 and 1966, and changes during 1966 __.__..__.___ 884
109. Borrowmg authority and outstandmv issues of Government corpora-

tions and other business-type activities whose, securltles are issued

to the Secretary of the Treasury, June 30, 1966 ... 887
110. Description of securities of Government corporatlons and other

business-type activities held by the Treasury, June 30, 1966_.__. 888
111. Summary statements of financial condition of Government corpora~

tions and other business-type activities, June 30, 1966__________ 892

Digitized for FRASER
http://fraser.stlouisfed.org/

E e [l o) D £ oL |




CONTENTS X1

Page
112. Statement of loans outstanding of Government corporations and
other business-type activities, June 30, 1966______ . ___________ 894
113. Dividends, interest, and similar earnings received by the Treasury
from Government corporations and other business-type activities,
fiscal years 1965 and 1966 _ . __ ________ . ____ . _______._____ 8¢8
GOVERNMENT LOSSES IN SHIPMENT
114. Government losses in shipment revolving fund, June 30, 1966______ 900
PERSONNEL
115. Number of employees in the departmental and field services of the
Treasury Department quarterly from June 30, 1965, to June 30,
1966 e eiicceee- 901
INDEX e 903

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/
[ ————————————




SECRETARIES, UNDER SECRETARIES, GENERAL COUNSELS, ASSIST-
ANT SECRETARIES, SPECIAL ASSISTANT TO THE SECRETARY (FOR
ENFORCEMENT), AND DEPUTY UNDER SECRETARIES FOR MONE-
TARY AFFAIRS, SERVING IN THE TREASURY DEPARTMENT FROM
JANUARY 20, 1965, THROUGH DECEMBER 5, 1966!

Term of service
_ Official
From To
Secretaries of the Treasury
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ANNUAL REPORT ON THE FINANCES

TrREASURY DEPARTMENT,
Washington, March 1, 1967.

- S1rs: I have the honor to report to you on the finances of the
Federal Government for the fiscal year 1966. The main text of this
report consists of a detailed review of Treasury fiscal operations and
administrative reports of the offices under my supervision during the
fiscal year 1966, along with supporting exhibits and statistical material.
This brief general introduction reviews the major fiscal and financial
developments that have taken place since the time of my last report
in early 1966. ‘

Overall Review

During the calendar year 1966, the Federal finances were strength-
ened by a sixth successive year of economic expansion. Gross national
product—our most comprehensive measure of economic activity—
increased by more than 8% percent over 1965, reaching a rate of about
$760 billion by the fourth quarter of 1966. After allowance for rising
prices, the advance in gross national product between 1965 and 1966
was nearly 5% percent. - :

In contrast to the 1961-65 period, prices rose appreciably during
1966. But, by yearend, the price situation was much improved.
Wholesale prices had fallen back from the peaks reached in late summer
and the rate of increase in consumier prices had slackened. The year-
to-year increase in consumer prices was slightly less than 3 percent,
far less than the 8 percent between 1950 and 1951 during early stages
of the Korean defense buildup, and even less than the 3% percent
between the peacetime years 1956 and 1957. N onetheless, an early
restoration of the 1961-65 pattern of cost-price stability is a ma]or
policy objective.

Despite the direct and indirect impact of Vietnam on the U.S.
balance of international payments, the 1966 results were encouraging.
On the liquidity basis, the deficit was estimated near $1.4 billion, only
slightly above the $1.3 billion deficit in 1965. On an official reserve
transactions basis, our international accounts actually recorded a
small surplus, the first since the accounts have been kept on this basis.
The 1966 gold loss was cut more than 50 percent relative to 1965.
And, during 1966, significant progress was made toward strengthening
the international monetary system.

’ XIX
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XX 1966 REPORT OF THE SECRETARY OF THE TREASURY

Domestically, the period under review was one of difficult but
successful transition. A year ago, the economy had reached virtual
full employment and faced the task of meeting the requirements of a
rapidly expanding defense effort. Therefore, a measured shift in
economic policy from stimulus to restraint was essential. On the
fiscal side, that shift was reflected in the movement of the Federal
budget on national income account from deficit in the second half of
calendar 1965 into sizable surplus during the first half of calendar 1966.
On the monetary side, a shift in policy was signaled by the Federal
Reserve’s December 1965 increase in the discount rate. Monetary
restraint, at first reflected primarily in rising interest rates, led to a
sharp reduction in the pace of credit expansion after mid-1966. ,

The shift to a more restraining economic policy helped to relieve
much of the industrial price pressure induced by the heavy demands
of the defense buildup and business capital ‘spending programs.
Growth in total demand was brought into reasonable correspondence
with growth in productive potential by the second quarter of 1966,
and the pace of expansion—as reflected in quarterly increments in
gross national product—became more moderate than in late 1965 and
early 1966. During the rest of the year, unemployment and industrial
utilization rates were relatively stable and the rate of price increase
began to taper off.

While the policy of overall restraint achleved its major objectives
rather promptly, some strains and imbalances did develop during the
course of the year. These primarily took the form of selective pressures
on productive capacity and a growing imbalance in credit flows. By
late summer, interest rates had reached their highest levels in four
decades and steps had to be taken to insure the continued orderly
functioning of financial markets.

With the announcement of the President’s September 8 anti-
inflationary program and the benefit of subsequent steps taken
by the Congress and the financial regulatory agencies, a concerted
easing of interest rates was set in motion. Temporary suspension
of the investment tax credit and accelerated depreciation reduced
selective pressures in certain areas of the economy and helped ease
the strain on financial markets. The financial environment improved
steadily throughout the balance of the year, aided by a shift toward
monetary ease set in motion by the Federal Reserve during the
autumn.

The heaviest burden of adjustment during the year fell on the
home-financing and residential-construction sectors. Rising interest
rates and aggressive competition for savings led to a sharp contraction
in the availability of mortgage funds. Net savings flows to savings
and loan associations and mutual savings banks in 1966 were only
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ANNUAL REPORT ON THE FINANCES - XXI1

about one-half as great as in 1965 and loan commitments were cut
back sharply. Tight money and competing demands for funds also
reduced the flow of money into mortgage markets from insurance
companies and commercial banks. Because of the sharp reduction
in the availability of mortgage funds, residential construction activity
fell off substantially. By late summer and early fall, the seasonally
adjusted rate of new private housing starts had fallen by about
one-third. ‘

A range of special measures was taken to ease the burden of
adjustment in home financing and residential construction. Liberal
advances by the Federal Home Loan Bank System and an expanded
scale of mortgage purchases by the Federal National Mortgage
Association helped cushion the financial impact of monetary strin-
gency. Congressional legislation provided an extra potential of $4.8
billion for FNMA operations. In addition, legislation enabled the
financial regulatory authorities to set maximum rates with greater
flexibility on time and savings accounts. This dampened the aggres-
sive competition for savings which had been contributing to an overall
escalation of interest rates and to the shunting of funds away from
the mortgage markets. By the end of 1966, savings flows to thrift
institutions were improving and a revival of residential construction
activity was in prospect.

It is a major objective of economic policy during 1967 to restore the
balanced character of the expansion while keeping the economy moving
ahead steadily and safely. This would mean a rate of growth in real
output somewhat below that averaged in recent years, and nearer
to the 4 percent or so estimated to be the current growth potential of
the economy at full employment. Very high real rates of growth—
averaging more than 5 percent during the current expansion—have
been achieved by putting to productive use not only new capacity and
new entrants into the labor market, but also idle capacity and the
unemployed. With most of this slack removed, the economy’s rate

" of growth would increasingly come to depend almost entirely upon
the rate of growth, in quantity and quality, of new capacity and new
manpower.

The importance of insuring a smooth transition from cyclical
expansion to balanced growth at full employment had been well
appreciated prior to mid-1965, and policies were consciously shaped
to facilitate just such a transition. But, with the intensification of
hostilities in Vietnam, the transition to a full employment economy
was further complicated by the need to expand defense production
at an accelerating rate. Two separate, but related, adjustments in
the growth and pattern of output were taking place in the latter part of
1965 and throughout much of 1966. The economy was adjusting to the
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XXII 1966 REPORT OF THE SECRETARY OF THE TREASURY

growth constraint imposed by the attainment of near full employment
at the very time that an increasing proportlon of extra output was
being shifted to military use.

Under the cucumstances, economic policy faced a new and dlﬁicult
situation, requiring the flexible adaptation of policy tools. It was
obviously essential to moderate the pace of the economy to avoid

. serious inflationary pressures, and signs that this objective was being
successfully achieved were apparent fairly early in the year. Bu,
1t was al#o essential—if the transition to a full employment economy
were actually to be achieved—to avoid an excessive degree of total
restraint during the period in which a concerted effort at monetary
tightening was taking place. Therefore, a moderate degree of restraint
was applied from the fiscal side. Supplemented.by the selective anti-
inflationary program announced in September 1966, this pattern
of fiscal action was successful in averting the threat of excessive de-
mand, while avoiding the much harsher restrictions that could have
sent the economy on to a downward path. :

As 1966 drew to a close, the economy had remained reasonably well
on target. Between the second and fourth quarters of 1966, growth
in gross national product in real terms was just a shade over 4 percent
at an annual rate, and price pressures were moderating.. Strains and
imbalances had developed during the year, but seemed to be lessering,
or in the process of removal, by yearend. All things considered,
a difficult period of transition had been completed with remarkably
few lasting difficulties. An economy, alreedy nearing full employ-

ment, had met the demands of a sharply increasing defense effort
without resort to controls, while a measured degree of restraint brought
its overall rate of growth closely 1nto line with its longer run potential.

Tax Pollcy

Late in 1965 the p0551ble need for a shift toward fiscal restraint
became increasingly apparent. , Theé commitment to the defense of
freedom in Southeast Asia would inevitably bring a. substantial rise
in defense expenditures. Business intentions to spend on plant and
equipment, as revealed in private and official surveys, were showing
unexpected strength, and other sources of demand: were buoyant.
. A major element of uncertainty was the amount and duration of
the extra defense expenditures that would be required. This was an
uncertainty which, by the nature of things, only the passage of time

. could resolve. Defense expenditures could only be projected on the
basis of assumptions as to the intentions of our adversaries in Vietnam,
and, obviously, any such assumptions were subject to error.-: ; .

Because the required amount and duration of defense expenditures

was inherently uncertain, the move to fiscal restraint was deliberately

Digitized for FRASER
http://fraser.stlouisfed.org/

F doral Do o Dol Lot Lo




ANNUAL REPORT ON THE FiNANCES . XXIII

of temporary character and limited in overall extent. Some restraint
was t0.occur in any event in early 1966 through the increase in social
security and medicare payroll taxes of $6 billion, annual rate, going
into effect January 1, 1966, with medicare payments not beginning
until the second half of 1966. In additiom, in his January 1966
budget message, President Johnson recommended the enactment of
new tax legislation designed to raise additional revenues. These tax
proposals were promptly considered by the Congress and enacted,
essentially in their original form, as the Tax Adjustment Act of 1966.

The main elements in this program were the temporary restoration
of the rates of excise taxes on automobiles and telephones that were
in effect at the end of 1965, and the adoption of collection procedures
putting income and self-employment taxes closer to a pay-as-you-go
system. (For details of the legislation, see pages 36~43 of the ac-
companying report.) In.terms of cash payments, the changes in the
new law were estimated to take about $2.7 billion out of the individual
and corporate spending stream in calendar 1966.

In assessing the economic effectiveness of fiscal policy in 1966, the
most meaningful record is in the surplus or deficit position of the
Federal sector in the national income accounts. The administrative
and cash budget positions, while important from some standpoints,
do not provide an accurate reflection of current spending on the
output of the economy. The shift toward fiscal restraint in early
1966 is clearly mirrored in the behavior of the national income budget.
During the second half of 1965, the Federal budget on the national
income accounts basis was running an average deficit of about $1.4
billion, annual rate. As the new fiscal restraints went into effect,
the national income budget swung into surplus, at an average annual
rate of more than $3 billion during the first half of 1966.

During the first half of 1966, with the swing into budget surplus,
the overall advance of the economy slowed to a more sustainable pace.
This moderated rate of advance continued in the third quarter—
when the Federal budget on a national income basis moved to a
small deficit position. While there was by this time no need for
further measures of general fiscal restraint, there were developing
-pressures and imbalances which required selective action.

On September 8, President Johnson announced. additional steps
.that were considered necessary to assure the continuing health and
strength of the economy. These included: reduction in lower priority
Federal expenditures, a proposed temporary suspension of the 7-
percent investment tax credit and accelerated depreciation, and
special efforts to lower interest rates and to ease the inequitable
burden of tight money. (The favorable effect of these steps on the
financial markets is described in a later section of this introduction.)
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The temporary suspension of the-investment tax credit was recom-
mended because the combination of a rapidly expanding civilian
economy and special defense needs made such a course compelling.
This combination of circumstances was unique and quite unforeseeable
at the time the credit was adopted and stress was put on its permanent
character. Temporary suspension, rather than repeal, of the invest-
ment credit was the appropriate action, since the investment credit
continues to be regarded as a valuable, permanent structural com-
ponent of the tax system. Prompt congressional action followed,
along the lines of the President’s recommendations, and the special
investment incentives were temporarily suspended under the terms
of Public Law 89-800, effective October 10, 1966. Under the law,
the suspension remains in effect through December 31, 1967.

During 1966, there had been a significant shift away from the
stimulative fiscal policies of earlier years. As President Johnson
had noted in his January 24, 1966, budget message:

“Tax policy, however, must be used flexibly. We must be
equally prepared to employ it in restraint of an overly rapid
economic expa.nsion as we were to use it as a stimulus to a
lagging economy.”
In 1966, tax policy responded flexibly and effectively. Through
the shift from a stimulative fiscal policy to one of moderate restraint,
$10 billion of excess purchasing power was 31phoned off during calendar
year 1966:
—$6 billion through increased payroll taxes for social secunty
and medicare.
—=8$1 billion through restored excise taxes.
—3$1 billion through graduated withholding of individual income
taxes.
—$1 billion through the speedup in corporate tax payments.
—3$1 billion through an administrative acceleration of tax
payments.

By late 1966, it became clear that many of the heavy pressures on
‘the economy had abated. Although unemployment remained low,
construction, particularly housing, was declining. In addition, sales
and production increases slowed, larger inventory increases occurred,
-and surveys indicated a slower growth of investment. Consequently,
it appeared that during the first half of 1967 there would be a need
to complement a continuation of monetary ease with a moderate
degree of fiscal support.

By the second half of 1967, however, the economy is expected to be
in much less need of any fiscal push. On current estimates, Federal
expenditures for Vietnam and other defense outlays, as measured
in the national income accounts, would rise by another $5.8 billion in
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the fiscal year beginning July 1967. Therefore, the President’s
fiscal program for calendar 1967 has been carefully designed to provide
maximum flexibility. The President has recommended a 6-percent
surcharge on both corporate and individual income taxes to be effec-
tive at midyear and to last for 2 years or for so long as the unusual
expenditures associated with our efforts in Vietnam continue. .The
revenue effect of the proposed surcharge would increase calendar
year 1967 tax liabilities by $2.8 billion—$1.9 billion individual and
$0.9 billion corporate. In calendar year 1968, tax liabilities would
be increased by $5.8 billion—$3.9 billion individual and $1.9 billion
corporate. In addition, legislation is recommended to provide a
further acceleration of certain corporate tax payments commencing
in calendar 1968.

In view of the mixed behavior of economic indicators in late 1966
and early 1967, the prudent course would be to maintain a maximum
degree of flexibility to meet unforeseen developments. It appeared,
however, that the moderate tax increase the President had proposed
would be consistent with the needs of the economy in order to prevent
any resurgence of inflationary pressures. Furthermore, that increase
would meet the fiscal 1968 increase in defense costs, keep the cash and
administrative deficits within reasonable bounds, and provide extra
leeway for a continued easing of money and credit, giving some in-
surance against a return to the monetary stringency of 1966.

Balance of Payments

By mid-1965, the goal of balance-of-payments equilibrium seemed
to be within sight. Since then, the Vietnam conflict has, of course,
had a significant adverse impact. There has been a direct impact in
the form of a higher deficit on defense account in the balance of pay-
ments. And there has been an indirect impact primarily in the form
of larger imports. Despite these extra drains, there was no signifi-
cant widening of the deficit during 1966. Although the attainment of
equilibrium has been delayed, certain underlying forces continued to
help the United States in bringing its foreign exchange transactions
into sustainable equilibrium in more normal circumstances.

In calendar 1966, the balance-of-payments deficit on the liquidity
basis was at $1.4 billion, about $100 million above the 1965 deficit.
(Detailed discussion of balance-of-payments results, through the
first half of calendar 1966, will be found in the accompanying report,
pages 50-55.) This relatively small increase in the deficit should be
viewed in the perspective of a much greater increase during the year
in the direct-foreign-exchange costs associated with Vietnam, and
an additional increase in indirect-balance-of-payments cost resulting
from higher defense spending at home.
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On the official-reserve-transactions basis, there was a 1966 surplus
of $0.3 billion, compared to a deficit of $1.3 billion in 1965, and deficits
of $1.5 billion and $2 billion in 1964 and 1963, respectively. (The
liquidity balance is measured by changes in U.S, reserve assets and in
liquid labilities to all foreign residents and international organiza-
tions. The official-reserve-transactions balance differs from the
liquidity balance by excluding changes in liquid dollar holdings of
private foreigners, and including changes in certain of our nonliquid
liabilities to foreign official institutions which are not part of the
liquidity deficit.)

The surplus on the official-reserve-transactions ‘basis. in 1966 was
due to some extraordinary factors which are not likely to be present
to the same degree in 1967. There were heavy borrowings from
abroad by U.S. banks and a consequent accumulation of hquld dollar
claims by foreign commercial banks, including foreign branches of
U.S. banks. This reflected the very tight credit situation in this
country and the unsettled condition of sterling during part of the
year. Under more ordinary circumstances, a:larger proportion of
these dollars might have been expected to move into official hands.

Gold losses during 1966 amounted to $571 million in contrast to
$1,665 million in 1965, including a $259 million payment in connection
with an increase in IMF quotas. The overall reserve loss in 1966—
gold, convertible currencies, and IMF gold tranche position—was
$568 million in contrast to $1.2 billion in 1965.  Despite the surplus
on the official-reserve-transactions basis in 1966, our net reserve
position showed a decline, due mainly to continued heavy conversions
of gold by France during the first 8 months of the year.

In very broad terms, the 1966 payments results featured a \Vorsenmg
in the trade and military expenditure accounts offset by unusually
large receipts of foreign capital. On trade account, nonmilitary
exports for the year were $29.2 billion, up more than 11 percent from
1965. This was a substantially greater percentage rise than in any of
the past 5 years, except for 1964. But imports rose to $25.5 billion,
up almost 19 percent from 1965. As a result, the merchandise trade
surplus narrowed by $1.1 billion, averaging $3.7 billion for 1966 as a
whole.

The large advance in imports appeared to be primarily due to:

—the rapid rise in gross national product.

—near-capacity operation in some sectors of the economy, and
selected shortages of skilled labor.

—=a high level of military orders for specmhzed items.

—certain special situations such as that arising from the elimina-
tion of duties on automobiles produced in Canada under the
recent U.S.-Canadian auto agreement.
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With the economy moving ahead at a more moderate pace and
selective pressures reduced, imports were expected to grow more
slowly in 1967. While a longer period of time would be needed to
establish any trend, it was encouraging that by the end of 1966
imports were reflecting the slower rate of GNP growth that began in
the second quarter. On the export side, the U.S. competitive position
appeared to have been maintained. However, in order to insure
progress toward a balanced payments position, an early return to the
1961-65 pattern of cost-price stability is essential.

Data on capital flows during 1966 are not yet complete. Available
information suggests that the outflow of U.S. private capital ap-
parently continued at roughly the 1965 level of about $3% billion,
compared to a range of $4% to $6% billion in the years 1963 and 1964.
This showing undoubtedly reflected the tight credit situation in the
United States during 1966; but it also reflected the sharpening and
reinforcement for 1966 of the voluntary cooperation program for
business corporations and financial institutions.

The major change in 1966 was a large increase in receipts of foreign
capital. In the long-term area, there were investments of over $400
million by international lending institutions in long-term certificates
of deposit and in U.S. agency issues, and investments of over $700
million by foreign official agencies in long-term certificates of deposit.
Tighter monetary conditions domestically also induced an unusually
large accumulation of liquid dollar holdings by private foreigners,
mainly banks, including foreign branches of U.S. banks. Much of
this accumulation reflected the borrowing abroad by U.S. banks
during the period of monetary tightness in this country.

" Extension and reinforcement of the voluntary restraint programs
for corporate investment abroad and for foreign lending abroad was
announced in December 1966. The overall balance-of-payments
objective in 1967 is to continue to move toward balance-of-payments
equilibrium as fast as the continuing foreign exchange costs of Vietnam
would permit. In his Economic Report to the Congress in January
1967, President Johnson made additional recommendations designed
to promote the achievement of that objective. The President’s
recommendations included: ' '

1. Extension of the Interest Equalization Tax, in strengthened
form, to July 31, 1969. Under the proposed legislation, the
President would be given the authority to vary the level of tax
rates so that the effective annual interest cost to foreign borrowers
in the United States could be increased by an amount ranging
from zero to approximately 2. percent. '

2. Establishment of a special industry-Government task force
to make specific recommendations as to how best to stimulate
and encourage foreign travel in this country.
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3. Continuation and expansion of Export-Import Bank
lending authority to support the expansion of exports, and efforts,
in cooperation with other countries, to develop better means of
sharing the costs of common defense and foreign assistance
efforts.

4, Stimulation of exporters’ interest 'in supplying foreign
markets, enlistment of the support of the financial community
in attracting foreign investment in the United States, and
encouragement of further development of foreign capital markets.

It was widely recognized that the capital account of the U.S.
balance of payments was unlikely to benefit as much during 1967
as it had in 1966 from the inflow of foreign capital. On the other
hand, the U.S. trade surplus was expected to improve substantially
from its 1966 level. In general, the amount of further progress that
could be made in 1967 toward equilibrium seemed likely to depend
upon the direct and indirect impact that the Vietnam effort would
be exerting upon the balance of payments.

International Fmanclal Arrangements

A summary of a wide range of developments in international
financial affairs through mid-1966 will be found in the text of this report -
(pages 56—71). The coverage here will be limited to brief comment
on the major developments during the year in the area of improved
international financial arrangements.

During the past year, the process of mternatlonal balance-of-
payments adjustment was examined in depth by representatives
of 10 major industrial countries, and the resulis of this work were
made public in a report by Working Party 3 of the OECD. The
report pointed to the extremely complex character of the adjustment
process under modern conditions and stressed the need for strengthened
tools to carry out national economic policies. It emphasized the
responsibility of both surplus and deficit countries for proper inter-
national adjustment and the special need for international consultation
in the field of monetary policy to avoid undesirable levels of interest
rates. In recognition of the latter objective, I met in early 1967
with the Finance Ministers of the United Kingdom, West Germany,
France, and Italy to determine how interest rate policies might be
better coordinated, and particularly to deescalate interest rates on
an international scale. :

In his Economic Report, the President directed attention to the
significant progress made during 1966 toward strengthening the inter-
national monetary system. Early in the year, the enlarged quotas of
the International Monetary Fund became effective, raising its total
resources by a little more than 25 percent to a total of over $20 billion.
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Also, the supplementary resources which the Fund may call upon under
the General Arrangements to Borrow were extended for an additional
4-year period, beginning October 1966. Finally, the network of bi-
lateral swap arrangements betweén monetary authorities of the United
States and other leading countries was enlarged from a total of $2.8
billion to $4.5 billion. Taken together these actions have broadened
and strengthened the credit facilities that may be called upon to meet
payments imbalances.

In addition to strengthening existing arrangements, negotiations
went forward during 1966 toward agreement on a contingency plan
for the adequate and orderly growth of world monetary reserves. The
first major step was to reach a wide consensus on basic principles for
creating reserves, as set forth in the Report of the Deputies of the
Group of Ten leading industrial countries, in July 1966, and the
Ministerial Communique of July 26, 1966. The other major step
during the year was the broadening of the negotiations to include all
members of the IMF through joint meetings between representatives
of the Group of Ten major industrial countries and the Executive
Directors of the IMF. The first joint meeting was held in Washington
at the end of November, and the second took place in London on
January 25 and January 26, 1967. The outlines of a contingency plan
were beginning to emerge and it was hoped that the major provisions
and structure of a specific plan would become sufficiently clarified for
them to be presented to the annual meeting of the IMF Board of
Governors in Rio de Janeiro in September 1967.

Debt Management

Debt management operations during the first two-thirds of calendar
1966 were conducted within a market environment in which extraor-
dinarily heavy private demands for credit were pushing against an
increasing degree of monetary restraint.

The heavy credit demands of 1966 came mainly from the private
sector. Business borrowing, especially, made huge claims on the
capital markets. For the year as a whole, net debt and equity issues
of corporations came to an estimated $12% billion, while business
borrowing from banks rose $10 billion. State and local debt rose $7
billion, and mortgage debt by $25 billion, although this was $5%

. billion less than in 1965. Federal credit demands on the private
sector (netting out purchases by the Government investment accounts
and the Federal Reserve) came to just $3 billion, as a $2 billion decline
in Treasury issues in the hands of the public partly offset the $5 billion
increase in Federal agency debt and participation certificates.

Throughout the first two-thirds of the year, key interest rates
pushed steadily higher. From early December 1965—just before
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the discount rate rise—to the August—Septembér 1966 peaks, 3-month
Treasury bills rose by nearly 1} percentage points and long-term
issues also rose substantially. New issues of AA-rated corporate
bonds rose about 1% percentage points, reaching almost 6% percent.
The commercial bank prime lending rate also rose 1% percent.

" Yields on new municipal bonds advanced about three-fourth percent.

Rates on conventional new home mortgages as reported by FHA
also rose about three-fourth percent, and the availability of funds
to the mortgage market was drastically reduced.

The announcement of the President’s September 8 anti-inflationary
program and prompt action by the Congress and the financial regula-
tory agencies led to a much better financial environment. Credit
became more readily available and interest rates receded rapidly

from their peaks. Despite some interruptions, the downward trend

in interest rates continued into the early part of 1967. As part of
the September 8 program, it was decided to reduce substantially the
contemplated offerings of participation sales and Federal agency
securities and to hold those offerings to a minimum for the remainder
of calendar year 1966. Credit demands by Federal agencies had
led to '$5 billion of new agency borrowing in the first half of calendar
1966. Temporarily, the absorptive capacity. of the markets for .
further agency issues and participation certificates had been strained.
But with the return of an improved market atmosphere, Federal
agencies were able to borrow on much more attractive terms in early
1967 and the marketing of partlclpatlon certificates was resumed.

The Treasury’s own cash needs in the last half of calendar 1966
were met through additions to regular bill issues and sales of tax
anticipation bills. (A detailed review of public debt management

-and ownership developments during fiscal 1966 is provided on pages

19-36 of the accompanying report.) Following an August 1966
refunding operation, the Treasury invited tenders on August 11 for
$3 billion in tax anticipation bills. Additional auctions: of tax bills
consisted of $3.5 billion offered in early October and a further $800
million issued in early December. Improving market conditions
contributed to a highly successful November refunding operation to
retire $4.1 billion ‘in issués maturing November 15. As market
conditions improved further in early 1967, the Treasury was.able to
conduct.a-$7.5 billion refunding operation at the lowest interest rates
offeréd in refunding a coupon issue since November 1965.

‘Henry H. FowLER,
: Secretary of the Treasury.
To THE PRESIDENT OF THE SENATE.
To THE SPEAKER OF THE HOUSE OF REPRESENTATIVES
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Summary of Financial Operations

Net administrative budget receipts for fiscal 1966 totaled $104.7
billion ($11.7 billion over 1965). Net administrative budget expendi-
tures for the year amounted to $107.0 billion ($10.5 billion over 1965).
The administrative budget deficit for 1966 was $2.3 billion (compared
with $3.4 billion for 1965 and $8.2 billion for 1964).

Net trust receipts for the year amounted to $34.9 billion ($3.8
billion above 1965). Net trust expenditures also amounted to $34.9
billion ($5.2 billion above 1965).

On a consolidated cash basis, total receipts from the public for 1966
were $134.5 billion, and total payments to the public were $137.8
billion—an excess of payments to the public of $3.3 billion.

Gross public debt outstanding was $319.9 billion at June 30, 1966,
an increase of $2.6 billion from June 30, 1965. The Government’s
fiscal operations in fiscal years 1965-66, and their effect on the public
debt are summarized as follows:

In billions of dollars
1965 1966
Administrative budget receipts and expenditures:
Net 1eceiPts (—) ceeocm oo cme e m—mmmma e —-93.1 —~104.7
Net expendibures. ..o e cmimmimee———a—a 96.5 107.0
Administrative budget deficit. ... .. .. eaas 3.4 2,3
Trust receipts and expenditures:
Net receipts (—)cceeccnauc. _.-|-31.0 —34.9
Net expenditures. ..o ooeoooe oo S 29.6 34.9
Excess of trust receipts (—), or expenditures_._._______________________ —1.4 (&)
Net investments in public debt and agency securities ... ... ._____._._..__ 2.4 3.6
Net sales (—) of Government agency securities in the market____.__________. -1.4 —4,1
Increase (—), or decrease in checks outstanding, deposits in transit (net), ete-.. .8 .9
Increase (-), or decrease in public debt interest accrued. ..o oeeeeoo. . -1 .1
Change in cash balances, increase, or decrease (—):
Treasurer’s aCCOUN . .o oo ccce e 1.6 -2
Held outside Treasury e oo oo eee e e memm .2 .1
Net increase in cash balances. .. . 1.8 —.1
Increase in public debt. .. e 5.6 2.6

*Less than $50 million.

227-572—67——3
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Administrative Budget Receipts and Expenditures

CHART 2

The Administrative Budget
i

00+
Expenditures \

Surplus

Receipts .
~ The increase of $11.7 billion in net administrative budget receipts

-during fiscal 1966 brought the total to $104.7 billion, thus marking
the fifth successive year in which new peaks have been established.
The overall rise occurred despite the impact of reduced individual and
corporate income tax rates under the Revenue Act of 1964 and reduced
excises under the Excise Tax Reduction Act of 1965. The bulk of the
income tax reduction went into effect early in the calendar year 1964
and the remainder on January 1, 1965. Excise tax repeals on a
broad scale went into effect on June 22, 1965, and January 1, 1966.
On the other hand, receipts were bolstered in fiscal year 1966 by the
revenue raising: provisions of the Tax Adjustment Act of 1966. .

Economic activity continued to expand throughout the fiscal year
1966 and tax receipts accompanied this general rise.

A comparison of net administrative budget receipts by major
sources for the fiscal years 1965 and 1966 is shown below. Additional
data for 1966 on the gross basis are presented in table 18.
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REVIEW OF FISCAL OPERATIONS 5

1965 1966 | Increase, or
decrease (—)
Source
In millions of dollars
Internal revenue:

Individual income taxes ___________________________________________ 48,792 55, 446 6, 654
Corporation income taxes. - 25, 461 30,073 4, 612
Excise taxes 10,911 9,145 —1,767
Estate and gift taxes. 2,716 3, 066 . 350
Total internal revenue . 87,880 97,730 9,850
. Customs duties . e ceeaccceee 1,442 1,767 324
Miscellaneous receipts. .o el 3,749 5,231 1,481
Net administrative budget receipts. .. ... 93,072 | 104,727 1}, 655

Individual income taxes—Receipts from individual income taxes
amounted to $55.4 billion in fiscal 1966, accounting for 53 percent
of total budget revenues and 57 percent of the year’s increase. The
net gain of $6.7 billion reflected a higher percentage yield from gen-
erally rising incomes and occurred despite higher tax rates in the
first. half of fiscal 1965. Receipts in 1966 were bolstered by the
graduated withholding system which went into effect on May 1, 1966,
and by the change in the method of dep051L1no withheld taxes be-
ginning in June 1966.

Corporation 1ncome taxes.—Corporation income tax receipts rose to
$30.1 billion in fiscal 1966, $4.6 billion above the previous year.

‘Collections from corporation income taxes depend primarily on the
amount of corporation profits earned during the calendar year which
ends within the fiscal year. However, with the acceleration of
corporate payments required by the Revenue Act of 1964 and the
further -acceleration imposed by the Tax Adjustment Act of 1966,
profits in ‘the current year have become increasingly important.
Corporation profits rose $8.7 billion on a national account basis from
calendar year 1964 to 1965. Tax receipts in fiscal 1966 were further
bolstered by the speedups in estimated payments required under the
two acts. Accelerated payments add to Government receipts in the
fiscal years involved but do not effect the tax liabilities computed
under the present rates.

Eaxcise tazes.—Receipts from excise taxes are shown in the followmg
table. : »

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



6 1966 REPORT OF THE SECRETARY OF THE TREASURY

1965 1966 Increase, or
decrease (~—)
Source
In millions of dollars

ALCONOL BBXES - - — - o oo oo e e e e e e 3,773 3,814 42

Tobaceo taxXeS. . e 2,149 2,074 75
Taxes on documents, other instruments, and playing cards... 186 146 —40
Manufacturers excise taxes. . .o ool ol 6, 418 5,614 —~ 3804
Retailers excise taxes. ..ol e 513 108 —405
Miscellaneous exeise SaXeS . oo 1,786 1, 603 —183
Undistributed depositary receipts and unapplied collections....__.._. —32 38 70
Gross excise TaXes. - - i mmaccmmecmm—mean 14, 793 13,398 ~1,395
€ss* .

Refunds of receipts. .- 223 337 114
Transfers to highway trust fund 3, 659 3,917 258

Net excise taxes ..o oo cieieea 10,911 9,145 —1,767

Net excise tax receipts, after deduction of refunds and transfers to
the highway trust fund, dropped to $9.1 billion in fiscal year 1966,
$1.8 billion below the $10.9 billion of collections in 1965. The drop
in excise tax revenue resulted from the repeal of most of the excises,
some effective June 22, 1965, and ‘the remainder January 1, 1966.
The phased reductions of the automobile and telephone excises were
postponed under the Tax Adjustment Act of 1966 but the effect on
fiscal 1966 receipts was minor.

The excises retained include those intended to impose a cost related
to areas of particular Government service, such as gasoline, tires,
fishing equipment, and firearms. The alcohol and tobacco taxes are
retained as well as certain taxes which are regulatory in nature.

Estate and gift tazes.—Estate and gift tax collections reached $3.1
billion in fiscal 1966, $350 million larger than the year before. Since
estate taxes are not payable until 15 months after death and the
valuation of the estate is the lesser of the value at time of death or 1
year later, the rise reflected the strong upsurge in stock prices which
began late in the calendar year 1962.

Customs.—Customs duties increased $324 million during 1966
reaching a total of $1.8 billion. This rise reflected a substantial
increase in taxable Imports accompanying the general rise in economic
activity.

Miscellaneous receipts.—Miscellaneous receipts are the total of
receipts by the Government of varied forms of income other than
taxes. The total of $5.2 billion received in the fiscal year 1966 was
$1.5 billion or 40 percent larger than in 1965. The net overall rise is

a composite of divergent movements in the various forms of nontax
receipts. Sales of Government property and products, dividends and
other earnings, and seigniorage showed strong advances, offset in part
by smaller realizations on loans and investments and lower interest
receipts.
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REVIEW OF FISCAL OPERATIONS 7

Estimates of receipts

The Secretary of the Treasury is required each year to prepare and
submit in his annual report to Congress estimates of public revenue
for the current fiscal year and for the fiscal year next ensuing (act of
February 26, 1907 (5 U.S.C. 265)).

The estimates of receipts from taxes and customs for the current
and succeeding fiscal years are prepared by the Treasury Department.
In general, the estimates of miscellaneous receipts are prepared by
the agencies depositing these receipts in the Treasury.

The estimates of receipts and the legislative and economic assump-
tions upon which they are based are the same as those presented in
the budget message of the President on January 24, 1967,

The estimated revenue effects of the detailed proposals contained
in the President’s budget message are shown in the accompanying
table. The revenues anticipated from these proposals are included
in estimated receipts for fiscal years 1967 and 1968 on pages 9-10
below.

Estimated effect of proposed legislation on adminisirative budgel receipts

Fiscal year | Fiscal year
1967 1968

In millions of dollars

Income taxes:
Proposed surcharge: !

ndividual income tax.. 3,400
Corporation income tax. 190 1,300
Subtotal proposed surcharge . 190 4,700
Accelerated corporation tax payments_ e
Subtotal, income tax proposals. .. . 190 5, 500

Excise taxes (transportation user charges):
Transfer 2-percent tax on automobiles to beauty-safety trust fund.._. . .| ... -~ 400

Tax transportation of air freight at 2 percent._.. .. __.__.___.______ - 9
Tax fuels used in general aviation at 4 cents per gallon....._. 1
Transier aviation gasoline tax receipts from highway trust fun 12

Repeal tax on gasoline used in commercial aviation._____ —6

Tax fuel used on inland waterways at 2 cents per gallon. 7
Subtotal, excise taxes . oo e —367
Miseellaneous TeCeiDtS - - - oo oom oo —204 —117
- Total administrative budget receipts_ .. o _. —104 5, 016

1 The surcharge proposal requested amounts to § percent on both individual and corporation income
taxes to become effective July 1, 1967, and to expire automatically on June 30,1969. (The individual income
tax proposal exempts taxpayers whose taxable incomes are wholly within thelst2 brackets.) The proposals
in effectt rinvi);gge a 3-percent increase in income tax liabilities for calendar year 1967, 6 percent for 1968, and 3
percent for .

A continuing effort is being made to put corporate tax collections
on a current basis. Two further accelerations in corporate payments,
effective calendar year 1968, are being proposed:

L. An increase from 70 percent to 80 percent in the portion that a
corporation’s estimated tax for any given calendar year must be of
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its final tax liability. The 80-percent requirement is already appli-
cable to those individuals who are required to make payments on
their estimated tax liabilities. Revenue resulting from this proposal
will be $400 million in fiscal year 1968.

2. Elimination in equal stages over a 5-year penod of the present
exemption on the first $100,000 of corporate tax liability from the
requirement of payment on a current estimated basis. This change
would put corporations on the same tax basis as an unincorporated
proprietor, who now must make estimated tax payments on his entire
liability. The revenue increase under this proposal would amount
to $400 million in fiscal year 1968.

A revolving fund for the mint is being proposed The operating
activities of the mint would be financed in part through mint receipts,
including seigniorage. Enactment of this legislation will reduce,
equally, miscellaneous receipts of the Treasury and expenditures by
the agencies without affecting the surplus or deficit.

The 1968 budget contemplates an easing of inflationary pressures
and a continuation of the economic expansion of the past 6 years,
with a gross national product of $787 billion in the calendar year 1967.
The major components of the projection are summarized in the
following table:

Calendar years

1965 actual 1966 1967
preliminary estimate

In billions of dollars

=

Gross national product. .. . ___________.___ - 681.2 739.5 | 787
Personal inCoMe . i iieeimceeaoaa 535.17] . 580.4 | 624
Corporate profits before tax_ . e 75.7 81.8 83

Estimates of tax revenues cannot be derived directly and simply
from the assumed levels of aggregate economic performance. The
definitions of taxable income in the tax statutes, which determine
tax liabilities, differ from the economic or statistical definitions of
income which are used to measure eéconomic performance.” In
addition, tax payments are received by the Treasury-at varying times
after the period in which tax liabilities are incurred.

The 1964 income tax legislation decreased tax liabilities by succes-
sively greater amounts in calendar years 1964 and 1965. Despite the
losses from income tax reduction and, in fiscal 1966, from the excise
tax cuts of 1965, total revenues rose in fiscal 1964 through 1966 and
are expected to continue rising in the fiscal years 1967 and 1968.
Receipts for fiscal 1967 are estimated to increase $12 billion over actual
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REVIEW OF FISCAL OPERATIONS 9

receipts in 1966 to $117 billion. A further increase of $10 billion to
$127 billion is estimated for 1968. Receipts will have risen for 7
consecutive years by fiscal 1968, reaching a level $49 billion above
1961.

Actual administrative budget receipts for fiscal 1966 and estimated
receipts for 1967 and 1968 are compared by major sources in the
accompanying table: Amounts shown for each revenue source are
net after deduction of refunds, transfers to trust funds, and interfund
transactions, and include the effects of proposed legislation.

Fiscal years

Ihcrease, or
decrease (~),
1967 to 1968

1966 1967 1968
actual estimate estimate

In millions of dollars .

Individual income taxes_._______ . ___.________ 55,446 62, 200 73, 200 11, 000
Corporation income taxes.__ - —— 30,073 34, 400 33,900 —500
Excise taxes...o.....___ . - 9, 145 9, 300 8, 800 —500
Estate and gift taxes.____ - . 3, 066 : 3,100 3,100 | oo .
Customs_.._._.___..___ - - 1,767 1,980 2,100 120
Miscellaneous receipts 5,231 6, 015 5,837 —178

Net administrative budget receipts_ - ___. 104, 727 116, 995 126, 937 9,942

Individual income taxes.—Collections of individual income taxes
which amounted to $55.4 billion in fiscal 1966, are estimated to rise to
$62.2 billion in fiscal 1967 and to $73.2 billion in fiscal 1968. The
increase of $6.8 billion forecast for fiscal 1967 reflects a substantial
increase in the individual income tax base offset in part by the effect
of the introduction of a speedup in the collection of withheld taxes
in the spring of 1966 which enlarged fiscal 1966 receipts. The larger
rise of $11.0 billion estimated for fiscal 1968 again reflects increased
incomes, and is bolstered by additional receipts due to the proposed
6-percent income tax surcharge.

Corporation. wncome tares.—Corporate receipts which amounted to
$30.1 billion in fiscal 1966, are expected to reach $34.4 billion in 1967,
and fall to $33.9 billion in 1968. ‘The 1967 revenue increase of $4.3
billion is largely due to increased profits and the accelerated collection
of corporation estimated tax. The decline of $0.5 billion in corpora-
tion income tax receipts from fiscal 1967 to 1968 is a composite result.
Larger profits, the proposed 6-percent income tax surcharge, and the

- two proposals which will tighten the estimated tax current payment
requirements- are factors expected to add to revenues in 1963. How-
ever, these will be more than offset by the dropoff in payments which
will occur because of the virtual completlon in fiscal 1967 of the pro-
gram of accelerated payments of estimated taxes embodied in the
legislation of 1964 and 1966.
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Excise taxes—Net excise tax revenues, excluding taxes collected
and transferred to the trust funds, which amounted to $9.1 billion in
fiscal 1966, are expected to rise slightly in fiscal 1967 but to decline by
$0.5 billion in fiscal 1968. Projected revenues from excises are $3.8
billion in 1968, down $0.3 billion from 1966.

The rise of $0.2 billion estimated for fiscal 1967 is based on a pro-
jected increase in sales of the products and services involved and to
administrative speedups in excise tax collections. These increases
are to be largely offset by the effect of the legislative tax actions of
1965 which repealed or reduced many of the excises. The expected
falloff of $0.5 billion in fiscal 1968 is attributable to the absence of
collection speedups in 1968 as compared with 1967, and the proposed
transfer of 2 percent of the automobile tax to a new beauty-safety
trust fund, partially offset by a larger tax base-and proposed additional
user charges.

Estate and gift taxes.—Estate and gift tax receipts are estimated at
$3.1 billion in each of the fiscal years 1967 and 1968, unchanged from
1966. Receipts from this source arise mostly from collections of
estate taxes which are payable 15 months after death. Estimates for
fiscal years 1967 and 1968, therefore, reflect asset valuations made some
time earlier. No significant change is expected.

Customs.—Customs receipts are estimated to increase from $1.8
billion in fiscal 1966, to $2.0 billion in 1967, and to $2.1 billion in 1968.
Enlarged receipts from customs duties reflect increasing imports
associated with a continued expansion of economic activity.

Miscellaneous receipts.—Miscellaneous receipts, which are all those
received by the general fund of the Treasury except for taxzes and
customs duties, are shown in the above table:net of interfund trans-
actions. Such receipts are estimated to increase from $5.2 billion
in fiscal 1966, to $6.0 billion in 1967, but to decline to $5.8 billion in
1968. The increase of $0.8 billion in fiscal 1967 is attributable to
seigniorage profits arising from full-scale production of coins with
the new composition authorized by the Coinage Act of 1965, to
increased receipts from the Outer Continental Shelf lands as new
areas are opened for exploration, and to higher payments of earnings
by the Federal Reserve System. The decline of $0.2 billion estimated
for 1968 will reflect lower seigniorage profits partially offset by larger
earnings of the Federal Reserve System.

Expenditures

Net administrative budget e\pendltures for fiscal 1966, by major
functions, are compared to 1965 in the followmg table. For more
detailed information see table 15.
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REVIEW OF FISCAL OPERATIONS 11

[Dollar amounts in millions]

1965 1966
Increase, or
Function decrease (—)
Amount | Percent Amount Percent
of total of total
National defense. ... oo _oooooaooo. $50, 163 52.0 $57,718 54.0 $7, 555
Interest a-- 11,435 1.8 12,132 | 1.3 697
Health, labor, and welfare___._.___ ® 5,797 6.0 7,574 7.1 1,777
Space research and technology ... 5,093 5.3 5,933 5.5 840
Veterans’ benefits and services.. _ 5,495 5.7 5,023 4.7 —472
International affairs and finance._.__ r 4, 506 4.7 4,101 3.9 -315
Agriculture and agricultural resources. T 4,696 4.9 3,307 3.1 ~1, 389
Natural resources- - ... ....._______ 2,851 3.0 3,120 2.9 269
Commerce and transportation.__._____ 3,499 3.6 2, 969 2.8 —530
Other . ____ ... r 3,842 4.0 5, 645 5.3 1,803
Less interfund transactions.........._... 870 .9 635 .6 235
B 7 I 96, 507 100.0 106,978 100.0 10,471
r Revised. !

1 Includes functions relating to housing and community development, education, and general government,

Estimates of expenditures

Estimated administrative budget expenditures for fiscal years 1967
and 1968 are $126.7 billion and $135.0 billion, respectively. These
estimates, by major functions, are compared with 1966 expenditures
in the following table. For like information, at various agency
levels, see table 18,

Increase, or Increase, or

1966 1967 decrease 1968 decrease

actual | estimate | (-—),1967 | estimate| (~), 1968

Function from 1966 from 1967

In millions of dollars

National defense_._....._._. 57,718 70, 222 12, 504 75, 487 5, 265
- International affairs and finai 4,191 4,608 417 X 189
Space research and technology. 5,933 5, 600 —333 5,300 —300
Agriculture and agricultural re: 3,307 3,035 —272 3,173 138
Natural resources. .__........_ - 3,120 3,226 - 106 3,518 202
Commerce and transportation._.._..___ - 2,969 3,495 526 3,089 —406
Housing and community development.______ 347 890 543 1,023 133
Health, labor, and welfare_._.______________._ 7,574 10, 389 2,815 11, 304 915
Edueation. ... 2, 834 3, 304 470 2, 816 —488
Veterans’ benefits and services. - ..._........ 5,023 6,394 1,371 6,124 —270
Interest - - o oo o ecaccanae 12,132 13, 508 1,376 14,152 644
General government .. ..o .o . 3 2,725 261 2,781 56
Other. o ... mmcemmmncmmmmem e ccee | ccce e ee 100 100 2,150 2, 050
Less interfund transactions._...._....... . 635 766 131 682 —84
Total it 106,978 | 126,729 19,751 | 135,033 8,304

Trust Receipts and Expenditures
Receipts
Trust receipts rose $3.8 billion over 1965 to $34.9 billion in fiscal
1966, due primarily to increased receipts for old-age and survivors,
disability, and health insurance. Net trust receipts for 1966, by

certain major sources, are compared with 1965 in the following table.
For more details see table 5.
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12 1966 REPORT OF THE SECRETARY OF THE TREASURY

1965 1966 Increase
Source
In millions of dollars

Employment $axes. oo 16, 905 20, 022 3,117
Unemployment tax deposits by States. 3,052 3, 067 15
Excise taxes e ccmce—emeen 3,659 3,917 258
Interest on trust funds 1,770 1, 908 138
Other1__ 6,299 6,707 408
Less interfund transactions. ._...______._______ ——- 638 770 132
Net trust receipts......ocoooo ..o 31,047 34,853 3,806

1 Includes Federal employee and agency payments to retirement funds, veterans’ life insurance premiums,
and other miscellaneous trust receipts.

Estimates of receipts

Trust receipts in fiscal years 1967 and 1968 ‘are expected to rise to
$44.9 billion and $48.1 billion, respectively, due principally to em-
ployment tax receipts, estimated to increase $6.4 billion in 1967 over
1966 and $1.9 billion in 1968 over 1967. These increases reflect, (1)
an expected increase in the number of people (and the dollar volume
of payrolls) covered by the social security system, as the economy
continues to expand; (2) an increase in the combined tax rate on
employers and employees to 8.8 percent, effective January 1, 1967,
under present law; and (3) the proposed increase in the wage ceiling
from $6,600 to $7,800 effective January 1, 1968.

Increase, or Increase, or
1966 1967 decrease 1968 decrease
actual | estimate [ (-—), 1967 | estimate [ (—), 1968
Source from 1966 from 1967

In millions of dollars

Employment taxes. ... oo oo 20, 022 26, 444 y 6,422 28, 392 1,948
Unemployment tax deposits by States- ... 3,067 3, 000 . —67 3,000 |occoomoo.
EXCise taXeS - oo oo eccmaman 3,917 4,514 597 4,946 432
Interest on trust funds... 1,908 2,268 ’ 360 2,680 422
Other ... . ... 6, 707 9, 406 2,699 9,844 438
Less interfund transaections_._.__________ 770 734 . —36 730 —4
Net trust receipts e ooomaacocooaean 34,863 44, 898 10, 045 48,142 3,244

1 Includes Federal employee and agency payments to retirement funds, veterans’ life insurance premiums,
and other miscellaneous trust receipts.
Expenditures
Net trust expenditures were $34.9 billion in fiscal 1966, $5.2 billion
above 1965. There follows a summary of trust expenditures, by
major functions, comparing 1966 and 1965. For details see table 5.
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REVIEW OF FISCAL OPERATIONS 13

[Dollar amounts in millions]

1965 1966
Increase, or

Function decrease (—)

Amount | Percent | Amount | Percent

of total of total
Health, labor, and welfare___.________________.__ $23, 186 78.2 1 $26,384 75.7 $3,198
Commerce and transportation__.__.___ - 3, 864 13.0 3,751 10.8 —113
Housing and community development_ - 1,136 3.8 3,202 9.2 2, 066
Agriculture and agricultural resources. . 927 3.1 1,151 3.3 224
National defense.___...____..___._____ - 751 2.5 760 2.2 9
Veterans’ benefits and services... - 624 2.1 565 1.6 —59
Other ! . - —213 -7 —177 —-.5 36
Less interfund transactions.. ... ___._..______ 638 2.2 770 2.2 132
Net trust expenditures. ... 29, 637 100. 0 34, 864 100. 0 5,227

1 Includes functions relating to natural resources, international affairs and finance, education, and general
government; also includes net transactions in deposit funds.

Estimates of expenditures

~ Trust expenditures in fiscal years 1967 and 1968 are expected to
reach $40.9 billion and $44.5 billion, respectively. These estimates,
by major functions, are summarized below, compared with 1966
expenditures. For more detail see table 19.

Increase, or Increase, or
1966 1967 decrease 1968 decrease
actual | estimate | (-), 1967 | estimate | (—), 1968
Function from 1966 from 1967

In millions of dollars

Health, labor, and welfare_ .. _______ 26, 384 31,477 5,093 37,111 5,634
Comunerce and transportation.__.____.. - 3,751 3,722 — 2! 3 16
Housing and community development____- 3,202 2,999 —203 981 -~2,018
Veterans’ benefits and services_......... - 565 770 205 557 —213
Agriculture and agricultural resources..__.__ 1,151 1,382 231 1,224 - -~ 158
National defense. . _ .- _______.______ 760 1,138 378 1,370 232
Other .. ... —177 126 303 255 129
Less interfund transactions__.._.________ 770 734 —36 730 —4
Net trust expenditures. ... __________ 34, 864 40, 882 6, 018 44, 507 3,625

1 Includes functionsrelating to natural resources, international affairs and finance, education, and general
goverment; also includes net transactions in deposit funds.

Other Budget Measures

Consolidated cash statement

Federal Government cash transactions with the public during
. fiscal 1966 show total receipts of $134.5 billion from the public, while
total payments to the public reached $137.8 billion, resulting in an
excess of payments totaling $3.3 billion.
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14 1966 REPORT OF THE SECRETARY OF THE TREASURY

The consolidated cash statement is helpful in assessing the results
of the Federal Government’s financial operations since it presents the
flow of cash transactions between the Federal Government and the
public. To determine consolidated cash figures, the totals of admin-
istrative budget receipts and expenditures are added to trust fund
receipts and expenditures, with deductions for intragovernmental
transactions and certain other adjustments' for transactions not
involving cash exchanges with the public. The 1962 annual report,
page 31, contains a detailed explanation of the procedure for com-
piling the consolidated cash statement. Table 17 of this report
provides an 11l-year comparative table showing details of cash trans-
actions with the public. :

National income accounts t

Analysis of the budget’s impact on the flow of national production

and income requires the use of Federal receipts and expenditures as

developed in the national income accounts. Unlike the consolidated
cash statement, the national income budget excludes Federal loans
and receipts from the repayment or sale of loans. Most expenditures
are recorded in the national income accounts at the time goods or
services are delivered (when liability for payment is incurred), while
the consolidated cash statement is on the basis of cash paid out.
Some tax receipts, particularly corporation income taxes, are recorded
on the accrual or liability basis in the national income accounts
rather than the cash collection basis used for the consolidated cash
statement. There are also other differences between the two in-
volving such matters as the inclusion of District of Columbia trans-
actions and treatment of contributions to Federal employee retire-
ment funds. '

Federal receipts and expenditures as measured in the national
income accounts for the fiscal years 1966-68 are compared with the
consolidated cash statement and the administrative budget in the
following table.
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REVIEW OF FISCAL OPERATIONS 15

Summary of Federal receipts and payments

Estimated
Actual
1966
1967 1968
In billions of dollars
FEDERAL RECEIPTS
Administrative budget receipts. 104.7 117.0 126.9
Add: Trust fund receipts 34.9 4.9 48.1
Deduct: Intragovernmental tran: 5.1 7.2 7.0
Total cash receipts from the public. ... ... 134.5 154.7 168.1
Add: Timing adjustment (cash versus accrual) ~1.2 -3.9 .4
Deduct: Loans repaid, differences in coverage, and other adjustments..... 7 1.0 1.4
National income accounts receipts—Federal sector. ... 132.6 149.8 167.1
FEDERAL PAYMENTS
Administrative budget expenditures. .. ... 107.0 126.7 135.0
Add: Trust fund expenditures ... .. - 34.9 40.9 44.5
Deduct: Intragovernmental transactions and other adjustments. .. - 4.0 6.8 7.1
Total cash payments to the public._..___ 137.8 160.9 172.4
Add: Timing adjustment (cash versus accrual). -3 .2 K
Deduct: Loans, differences in coverage, and other adjustments 5.2 7.5 3.6
National income accounts expenditures—Federal sector..__..._.._._ 132.3 153.6 169.2
EXCESS OF RECEIPTS (+) OR PAYMENTS (—)
Administrative budget..........._... - —2.3 -9, —8.1
Receipts from and payments to the publie.. .. .. -3.3 —6.2 —4.3
National income accounts—Federal Sector. ... .o oo ommae +.3 - —-2.1

Corporations and Other Business-Type Activities of the Federal
Government

The business-type programs which Government corporations and
agencies administer are financed by various means: Appropriations;
sales of capital stock; borrowings from either the U.S. Treasury or
the public; or by revenues derived from their own operations.

Corporations or agencies having legislative authority to borrow
from the Treasury issue their formal securities to the Secretary of
the Treasury. Amounts borrowed are reported in the periodic finan-
cial statements of the Government corporations and agencies as part
of the Government’s net investment in the enterprise.. In fiscal 1966,
borrowings from the Treasury, exclusive of refinancing transactions,
totaled $8,862 million, repayments were $10,252 million, and out-
standing loans on June 30, 1966, totaled $26,964 million,
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16 1966 REPORT OF THE SECRETARY -OF THE TREASURY

Those agencies having legislative authority to borrow from the
public must either consult with the Secretary of the Treasury re-
garding the proposed offering, or have the terms of the securities to
be offered approved by the Secretary.

During fiscal 1966, Congress granted new authority to borrow from
the Treasury in the total amount of $979 million, and reduced existing
authority by $822 million, resulting in a net increase of $157 million.
The status of borrowing authority and the amounts of corporation
and agency securities outstanding as of June 30, 1966, are shown in
table 109.

Unless otherwise specifically fixed by law, the Treasury each month
determines interest rates on its loans to agencies by considering the
Government’s cost for its borrowings in the current market, as re-
flected by prevailing market yields on Government securities which
have maturities equal to the Treasury loans to the agencies. A
description of the Federal agencies’ securities held by the Treasury
on June 30, 1966, is shown in table 110.

During fiscal 1966, the Treasury received from agencies a total of
$844 million in interest, dividends, and similar payments. (See
table 113.)

Quarterly statements of financial condltlon income and expense,
and source and application of funds are submltted to the Treasury by
Government corporations and agencies. Semiannual statements of
long-range commitments and contingencies are also submitted. The
individual statements and combined financial statements compiled by
the Treasury are published periodically in the Treasury Bulletin.
Summary statements of financial condition of Government corpora-
tions and other business-type activities, as of June 30, 1966, are
shown in table 111.

Account of the Treasurer of the United States

" Gold, silver, and the general account are the three major categories
of the account of the Treasurer 6f the United States. On June 30,
1966, gold held was valued at $13,433 million, held principally at the
Fort Knox Depository, with lesser amounts at mints and assay offices.
Gold liabilities totaled $13,332 million, covering gold certificates issued
(series 1934), the reservation for the gold certificate fund of the
Federal Reserve System, an International Monetary Fund gold
deposit, and reserves against Federal Reserve notes and U.S. notes,
leaving a gold balance of almost $102 million. .

Assets of the silver account, consisting of silver bullion and silver
dollars, had a value of $891 million as of June 30, 1966. Liabilities
against the silver account (currency issued against silver assets)
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REVIEW OF FISCAL OPERATIONS 17

amounted to $602 million, leaving a silver. balance totaling $289
million. :

The assets of the general account of the Treasurer at yearend
included the gold and silver balances, cash in the form of currency
and coin, unclassified collections, and funds on deposit with Federal
Reserve banks and other depositaries. During the year the balance
in the general account decreased by $203 million. The net change is
accounted for as follows:

Transactions affecting the account of the Treasurer of the United States, fiscal year 1966

[In millions of dollars]
Ba,lance June 30, 1965 ___________________________________________ 12,610
Excess of deposms, or withdrawals (—), budget, trust, and
other accounts:
Deposits. o - o ___. 141, 095
Withdrawals (—) oo oo oo e emen 142, 190

. —1, 095
Excess of deposits, or withdrawals (—), public debt accounts:
Increase in gross publicdebt____________________.____ 2, 633
Deduct:
Excess of Government agencies’ in-
vestments in public debt issues._. 3, 083
Accrual of discount on savings bonds
and bills (included in increase in
gross public debt above)_________ - 4,179
Less certain public debt redemptions
(included above in withdrawals,
budget, trust, and other accounts). —3, 648

Net deductions___ ____________________. 3,614

Excess of sales of Government agencies’ securities in the market______ 2, 948
Net transactions in clearing accounts (documents not received or classi-
fied by the Office of the Treasurer) . .. __ . ____________. —1,075

Balance June 30, 1966__ _ . . . - e oo 12, 407
Government-wide Financial Management

The Secretary of the Treasury met with the Comptroller General
and the Director of the Bureau of the Budget on May 9, 1966, to
consider ways and means of reinvigorating and accelerating the pace
of the Joint Financial Management Improvement Program. They
agreed to intensify efforts, in cooperation with other Government
departments and agencies, and directed the staff-level Steering Com-
mittee for the Joint Program to take immediate steps to get a more
vigorous program underway. At the invitation of the heads of the
three central fiscal agencies, the Chairman of the Civil Service Com-
mission also attended this meeting. He agreed to expand the Com-
mission’s role in the Joint Program with a view to strengthening
recruiting, training, and classification activities in the financial man-
agement area.
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18 1966 REPORT OF THE SECRETARY OF THE TREASURY

The President addressed & memorandum ! on' May 24, 1966, to the
heads of departments and agencies endorsing the plan to accelerate
the pace of the Joint Financial Management Improvement Program.
He requested the head of each executive department and agency to
take immediate action to: '

—Insure that the system of accounting and internal control in his
agency meets management needs and conforms to the principles,
standards, and related requlrements prescribed by the Comp-
troller General.

—Work with the Civil Service Commission in developing a more
vigorous program for recruiting and developing the professional
personnel to design and operate effective financial management
systems.

—Assure that financial reports and cost data provide adequate
support for the planning-programing-budgeting system.

—See that the agency’s managers are given the basic tools they
need—responsibility centered cost-based operating budgets and
financial reports—for setting and achieving maximum cost
reduction goals.

In addition to the Treasury Department’s participation in Govern-
ment-wide financial management matters through the Joint Program,
the Department made considerable progress in fiscal management
areas for which it has responsibility and which have an impact on the
total Federal Government fiscal operations. Many additional Gov-
ernment agencies and programs improved their advance financing
practices as required by Treasury Department Circular No. 1075.
Early in fiscal 1966 the State Department, the Office of Civil Defense,
and the Department of the Interior began using letters of credit.
Effective July 1, 1966, letters of credit will be used for the medicare and
hospital program of the Social Security Administration and one grant
program of the Vocational Rehabilitation Administration. Plans to
improve and simplify agency and Treasury procedures involved in the
use of letters of credit were crystallized to the extent that certain
modifications will become effective July 1, 1966. For example, the
present practice of agency reimbursement by Treasury check will be
discontinued. Letters of credit will be certified by an authorized
certifying officer, and payment transactions, reported to Treasury in
agency statements of transactions, will be reconciled with withdrawals
from the account of the Treasurer of the United States.

Treasury regulations were issued on December 22, 1965, for the

guidance of Federal agencies under the new law which authorizes
checks to be drawn in favor of financial organizations for credit to a

1 See exhibit 76.
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REVIEW OF FISCAL OPERATIONS . 19

person’s account (31 U.S.C. 492). The regulations provide that all
Federal agencies may, upon the written request of a person to whom
payment is to be made, authorize a disbursing officer to make payment
by issuing a check drawn in favor of a designated financial organization
for credit to the account of that person. If more than one person
designates the same financial organization, a composite check may be
issued for the total amount due, supported by a listing showing the
amount to be credited to the account of each person.

In April 1966 parts I and III of a revisable fiscal requirements
manual were published. This manual is intended ultimately to cover
all Treasury regulations on central accounting, reporting, disbursing,
and other fiscal matters, including those procedures and forms relating
to Government-wide fiscal activities to be eliminated from the ‘“Gen-
eral Accounting Office Policy and Procedures Manual.” Part I
covers introductory material and part III covers withholding and
payroll procedures previously included in certain Treasury regulations
and in title 6 of the GAO manual.

In October 1965 an agreement was concluded with the State of
Towa for the withholding of State income taxes by Federal agencies.
The agreement with the State of Rhode Island for withholding taxes
was terminated as of June 30, 1966, with the abolition of the Rhode
Island medical care tax. Federal agencies now withhold taxzes for 30
States and the District of Columbia. More explicit instructions were
furnished Federal agencies because of the difficulty some Federal em-
ployees had in obtaining refunds of State income taxes due to agencies
not meeting the State requirements in adapting copies of Federal
form W-2 for use in lieu of State prescribed reporting forms.

Public Debt Management and Ownership

As in the past, the primary function of Government debt manage-
ment during the fiscal year 1966 was to raise the money required to
meet the Government’s obligations; that is, to finance the excess of
expenditures over revenues and to refinance maturing issues. In
addition, debt management has sought in recent years to aid in the
achievement of major national economic objectives—the maintenance
of sound, noninflationary growth of the domestic economy and prog-
ress toward equilibrium in the U.S. balance of payments. A further
continuing goal of debt management is the maintenance and improve-
ment of the debt structure. Another aspect of Government debt
management policy, which claimed particular attention in the past
year, was the close integration of Federal agency financing operations
and asset sales with Treasury debt operations and with broad economic
policy objectives.
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20 1966 REPORT OF THE SECRETARY OF THE TREASURY

While the long-term aims remained the same, the direction and
thrust of debt management policies were adapted in fiscal 1966 to
meet changing domestic and international economic conditions. At
the start of the fiscal year, policies were still being shaped by the need
to maintain U.S. short-term rates at levels competitive with those
abroad, and by the desire to moderate upward pressure on long-term
rates which might impede domestic economic growth. In July 1965,
with the escalation of military operations in Vietnam, the general
economic climate began to change. In the money and credit markets
short-term rates rose sharply and intermediate and longer term rates
also moved perceptibly higher. The Treasury modified its debt
lengthening objectives—in part because long-term rates were coming
under sharply increased pressure from market sources, and in part
because the statutory 4% percent interest rate ceiling on Treasury
borrowing soon precluded any borrowing in the long-term maturity
area. |

CHART 3

Market Yields At Constant Maturities' 1960-'66

20 Years,

N

8 Years,

AY

t
June 1966

0 , ,

G 9 Q G 0 Q Q
60 b 6 O b4 0 00

1 Estimated yields of U.S. Government securities at 1, 5, and 20 years; bank discount rates on bills; monthly
averages of end of week figuves. :

The objective of maintaining & balanced debt structure was by no
means abandoned, however. In January 1966, as soon as the financial
markets had settled down in the wake of the discount rate increase
in December, the Treasury offered a 4%-year note as part of its
February refunding operation. This was the longest term marketable
Treasury security issued during the fiscal year, and the note was
offered not only to holders of the issues maturing in February but also
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REVIEW OF FISCAL OPERATIONS 21

to holders of debt maturing in April, May, and August 1966. In
all, some $6% billion of maturing or nearly maturing debt was ex-
changed by the public for the new note. .

Notwithstanding, this debt-lengthening step, the inexorable working
of the calendar, and the borrowing of new cash in the short-term
area, resulted in a reduction in the average maturity of the marketable
Treasury debt to 4 years 11 months at the end of June 1966, compared
with 5 years 4 months a year earlier and the recent high of 5 years
5 months in January 1965.

While market conditions precluded aggressive actions to lengthen
the debt, passive submission to debt shortening, merely because of an
arbitrary statutory ceiling, was also considered undesirable. It was in
this context that Secretary Fowler said in the spring of 1966 that it
would be useful to have some greater degree of flexibility in debt
management—to be able to market at least a modest amount of long-
term debt under appropriate market conditions.

In meeting needs for net new cash in fiscal 1966, the Treasury relied
largely on additional sales of Treasury bills. In the period prior to
June 1965 Treasury bill issues were increased in part to keep U.S.
short-term rates competitive with those abroad, but during fiscal
year 1966 the bill market was used because this area could most
readily absorb the added borrowing.

A particular feature of U.S. debt management beginning in fiscal
1966 was the increased prominence of Federal credit agency financing,
and the need to integrate such financing with Treasury borrowing and
with overall economic policy objectives. As credit markets tightened
in 1965-66, specialized Federal lending agencies faced sharply in-
creased demands from borrowers unable to obtain funds readily from
commercial banks or other usual lenders. To satisfy agricultural
credit demands, and increase farm output, the farm credit agencies
increased their own market borrowings. To support the housing
market, and to assist the savings and loan associations which were
losing funds because of rate competition from bank certificates of
deposit and other market instruments, the Federal home loan banks
borrowed in the market and made advances to the associations. The
Federal National Mortgage Association also borrowed substantial
sums to support its secondary market purchases of mortgages.
Sales of participations in existing portfolios of financial assets to
provide funds for various other Federal credit programs added further
to demands on the markets.

Credit demands by Federal agencies reached a peak in the last half
of fiscal 1966, when these agencies borrowed over $5 billion in new
money. In view of these continuing needs and the demands of business
and other borrowers some observers questioned whether the financial
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markets could continue to cope with the situation in an orderly manner.
The administration moved vigorously to dispel apprehensions and to
ease particular pressures on the economy and on financial markets.
On September 8, 1966, the President called for reductions in Federal
expend1tures and reduced sales of Federal securities, including agency
issues. This was followed by an announcement by the Secretary of
the Treasury postponing scheduled sales of ‘participation certificates
and planning for the Government trust funds to temporarily absorb
debt offerings of Federal agencies in excess of current maturities.

CHART 4

Public Holdings of Marketable Treasury and Federal
Agency Obligations

$Bil. $BIl. ‘
Treasury Securities Federal Agency Obligations

LCCC, Export-import and FNMA porficipations.

The impact of the sharp increase in Federal agency borrowing was
ameliorated by a comparable decline in publicly held marketable
Treasury securities. (See chart 4.) In the last half of fiscal 1966
public holdings of Treasury marketable debt fell $6.9 billion as tax
anticipation bills, issued the previous fall, and other securities were
retired at maturity. For the full fiscal year, public holdings of all
Treasury securities declined nearly $4 billion, the largest such reduc-
tion in 10 years—as Federal Reserve banks and Government invest-
ment accounts acquired net $6.4 billion of governments—only
slightly less than the $6.6 billion acquired in ﬁscal year 1965.
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CEART 5

Changes in Public Debt Holdings by Investor Classes
$Bil. |

14y 79 .~ Fiscal Yeor /96‘.;

2§ L~ Fiscol Year 1966

i :Cf_d_rﬁor.-
“dtions

" As illustrated by chart 5, commercial bank holdings of Government
securities again registered a net decline during the fiscal year. The
pace of disinvestment was increased during the fiscal year in order to
meet the strong demand for business and other loans, and to switch
to higher yielding investments. Corporations, on the other hand,
showed a noticeable slackening in their liquidation of governments in
fiscal 1966, although holdings fluctuated near record low levels
throughout the year and reached a postwar low of $13.9 billion on
June 30, 1966. Other private nonbank investors acquired a net
$0.8 billion Government securities in fiscal year 1966 against a gain
of $4.2 billion the previous year, with savings-type tnstitutions alone
accounting for $2.7 billion of the year-to-year difference.

FINANCING OPERATIONS

The financing outlook at the beginning of fiscal 1966 appeared
favorable. On June 30, 1965, the Treasurer’s account balance was
$12.6 billion—an amount sufficient to meet the large seasonal budget.
deficits through the first 3 months of the new fiscal year. The new
cash needed from then until January 1966 was estimated in the range
of $6 billion to $7 billion, or approximately the borrowing accomplished
in July-December of 1964. The refinancing of publicly held securities
maturing within fiscal year 1966 was also of manageable proportions:
$14% billion of the $34 billion total of maturing notes and bonds,

Q
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The modest size of anticipated new cash and refunding needs during
the fiscal year 1966 meant that Treasury demands in the credit
markets would very likely be again at the low levels of the previous
fiscal year. In addition, debt restructuring efforts during the previous
5 years had achieved significant progress toward lengthening the
marketable debt and increasing Treasury financing flexibility. Condi-
tions permitting, it was considered desirable to continue these efforts
in the year ahead, and in such & way as to minimize the impact of
Treasury requirements on the flow of funds to other borrowers.

The first major borrowing operation of the new fiscal year was
announced late in July: to refund $7.3 billion Treasury notes maturing
in mid-August. Holders of the maturing issue were offered a choice
of 4 percent, 18-month notes (priced to yield 4.10 percent) and re-
opened 4-percent bonds of February 1969 (at a discount to yield
4.17 percent). Public investors held $3.2 billion of the maturing
security and exchanged all but 7% percent of their holdings into the
two new issues. The exchange was considered very favorable,
especially since news of the intensification of military involvement in
Vietnam was just then becoming available. The investment climate
became heavy following the financing, however, and yields of Treasury
securities rose steadily throughout August. The added American
commitment to the Vietnam war effort was interpreted as a forerunner
of higher defense spending and of increased credit demands in the
domestic economy—against a background of near-full employment of
labor and resources. This new factor created uncertainties in the
Government fiscal picture and strengthened the possibility of a shift
in monetary policy.

A cautious atmosphere continued in the Government securities
market in September 1965 and became a consideration in the Treas-
ury’s first cash borrowing operation of fiscal 1966. In light of this
atmosphere and of the continuing satisfactory Treasury cash position
through September, the new cash borrowing was postponed wuntil
early October. The offering consisted of $3 billion March 1966 tax
bills and $1 billion June 1966 tax bills, both auctioned on October 5.
The amount was set at $4 billion in order to ¢over cash needs until
late November. Payment through tax and loan account credit was
allowed and commercial banks bid aggressively for the securities,
which were sold at average rates considerably below market rates of
outstanding comparable maturities.

‘The general decline in Government securltles prices paused in
October as market participants became more active at the higher
yield levels, but resumed during the latter half of the month. The
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Treasury was faced with an upcoming refunding of $9.7 billion securi-
ties eoming due on November 15, and—in an apprehensive market
environment—pricing of new issues was considered critical. Al-
though almost two-thirds of the maturing securities were held by
official accounts (the Federal Reserve and Government trust funds),
$3.3 billion was in public hands and a large part of this total appeared
to be held by small institutional investors and individuals. The
potential cash redemption from this group of investors in an exchange
offering was expected to be on the high side and would deplete the by
now low cash balances. To avoid the “attrition’ of a rights exchange,
a new issue of 4% percent, 18-month notes were offered for cash sub-
scriptions up to the full amount needed to redeem the maturing
securities. The new notes were priced “to the penny” to yield
4.37 percent—the highest yield offered by Treasury on a coupon
security since May 1960—and investors were assured in advance of
receiving full allotments on subscriptions up to $200,000. Investor
response to the offering was lighter than expected and the allotment
ratio of 48 percent of subscriptions in excess of $200,000 was unusually
high.

Soon after the subscription and allotment figures for the new 4%
percent security were released, the Treasury announced the second
and final step in the July-December 1965 cash borrowing program.
An additional $2% billion of June 1966 tax bills were offered in Novem-
ber. The auction drew sizable commercial bank interest as these
institutions were again, as in October, allowed to make full payment
by crediting their Treasury tax and loan accounts.

Investment demand was adversely affected in late November by
reports that the fiscal year 1966 budget deficit would be larger than
previously estimated. While market participants were still appraising
this news, the Federal Reserve, on December 5, announced an increase
in the discount rate from 4 percent to 4J4 percent and major changes
in Regulation Q governing the rate of interest on time and savings
deposits paid by member commercial banks. The announcement
caught the market by surprise and an immediate sharp rise in-yields
followed.

The increased level of budget expenditures associated with military
spending in Vietnam required an increased estimate of new cash
requirements during the last 6 months of the fiscal year. It appeared
by mid-December that a total of $4 billion to $5 billion of new money
borrowing would be necessary during the winter months. The mood
of uncertainty in the Government securities market, following the
discount rate increase, called for a borrowing approach which would
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have the least impact upon investor expectations. It was con-
sequently decided to raise most, if not all, of the total cash need in
three steps: An initial $1 billion addition to the June tax bills, followed
by $100 million per week increases in the 3-month bills auctioned
through the full 13-week cycle beginning January 3, and finally by a
$1% billion short-term coupon issue for cash in January. The an-
nouncement on December 22 of the schedule for the additional June
tax bills mentioned the other two proposed steps as well, and short-
term yields adjusted upward in anticipation, of increased supplies.
The tax bill auction late in the month drew heavy commercial bank
interest as these institutions were again allowed to pay for their
allotments of the new bills through full credit to Treasury tax and loan
accounts,

The terms of the $1% billion short-term coupon issue offering were
announced on January 5, and met a favorable market response. The
security was set as a 4% percent, 10-month certificate to be dated
January 19, and priced at a small discount to yield 4.85 percent.
Commercial banks were allowed to pay for their allotments through
tax and loan credit and, as. a result, over $10 billion of subscriptions
were received for the issue. Subscriptions of $50,000 or less were
allotted in full; larger subscriptions were subject to a 14% percent
allotment ratio but assured of the $50,000 minimum allotment.

As the financing discussions surrounding ‘the refunding of $4.8
billion February 15 maturities were underway, the market environ-
ment improved slightly because of the favorable budget outlook for
fiscal 1967 and the restrictive fiscal action outlined in the new budget
document. The atmosphere appeared propitious for a modest debt
extension effort as well as for lightening the refunding task in the
months ahead. Against this background it was decided to include
a long 5 percent note in the offering and make this security available
to holders of the April, May, and August 1966 maturities as well as
the February holders. In addition to this 4%-year security, holders
of the February 15 maturities were offered an exchange into 4% per-
cent 18-month notes priced to yield 4.96 percent. Public holdings
of the seven eligible issues totaled some $13.7 billion and of this
amount $6% billion was exchanged for the new 5 percent notes and
close to $1 billion for the 4% percent issue.

In addition to placing this volume of debt virtually as far forward
In time as was possible; under statutory limitations, the amount of
debt to be refinanced in the subsequent six months was reduced by
almost $5 billion. The enthusiastic response to the 5 percent notes
was clouded slightly by the 14 percent cash redemption on the part
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of February maturities, which was the highest rate of attrition in
over 5 years. ' '

Following the February exchange operation the cash and refunding
operations for fiscal year 1966 were concluded except for the refunding
of $9.3 billion May 15 maturing securities, all but $2.5 billion in
official accounts. However, during the period from late January
to late April, when Treasury was absent from the market, a heavy
volume of agency issues was sold to the public. Federal agencies
raised a net of $2 billion during this 3-month period and an additional
$2.7 billion in May and June 1966. As a result, rates on agency
issues moved sharply higher at a time when business borrowing was
increasing and funds available for capital investment were limited,
with investors committing their funds with caution.

It was decided to offer an exchange security to holders of the May
15 maturities. Because of the uneasiness of the market prior to the
announcement date, the environment was not conducive to anything
but the most routine refunding approach. A 4% percent, 18-month
note priced to yield 4.98 percent was offered in exchange for the
maturing securities and investor interest in this new issue proved to
be disappointingly light. A total of $1.1 billion of public holdings,
and $0.1 billion of the Federal agency total, was redeemed for cash
on May 15. Although the public attrition rate of 43 percent was the
largest attrition percentage in any modern refunding, the Treasury
cash position had improved markedly from the record low levels of
April and the cash drain was not a serious factor by mid-May.

The two accompanying tables summarize the Treasury’s major
financing operations during the fiscal year and table 45 provides
data on allotments by investor classes. The exhibits on public debt
operations provide further information on public offerings and allot-
ments by issues in tables and representative circulars.
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Public offerings of marketable Treasury securities excluding refinancing of regular
bills (3 month, 6 month, and 1 year) fiscal year 1966

[In millions of dollars]

Issued for cash Issued in
: exchange
Date Description Total
For .| For For | In ad-
new |refund-|matur-| vance
money:| ing ing [refund-
issue ing

BoXNDS, NOTES, AND CERTIFICATES

1965
Apr. 1| 1449% exchange note—Apr. 1, 1970 * 56
Aug. 13 | 4% note—Teb. 15, 1967 at, 99'85._________ 5,151
Aug. 13 | 4% bond—Feb. 15 1969 addltlonal at 99.45 - 1,884
Oct. 1} 114% exchange note—Oct. 11,1970 il|eeeees - 113
Nov. 15 | 414% note—May 15, 1967 3 9, 9,748

1968 .
Jan. 19 | 43/% certificate—Nov. 15, 1966____..____..__________ 1,652 {oo o] amacaan 1, 652
Feb. 15 | 414% note—Aug. 15, 1967 . i |ocimnan 2,117 |ooe . 2,117

Feb. 15 | 59, note—Nov. 15,1970 _._________

Apr. 1| 1145% exchange note—Apr.1,1971t____ 14 (oo
May 15 | 474% note—Nov. 15, 1967 ommuomcimco|eaca ol 8,135 [-onoeens - 8,135

Total bonds, notes, and certificates. _........_ | 1,684 | 9,716 | 20,309 | 4,836 | 36,545

BiLLs 4 (MATURITY VALUE)

Increase in 3-month and 6-month bills:

1966 July through September.. .. ____._____..___
October through December. -
1966 January through March

April through June. .

Total increase

1965 Other bill offerings:

Oct. 11 3.783%, 162-day (tax anticipation) Mar. 22, 1966._ 3,009
QOct. 11 3.9419, 254-day (tax anticipation) June 22, 1966. . 1, 003
Nov. 24 4.075%, 210-day (tax anticipation) June 22, 1966, 2,513
additional. :
1966 Iy
Jan. 5 42819, 168-day (tax ant1c1pat10n) June 22,1966, | 1,007 |- oo |oooeano]o-s e 1, 007
: * additional. » ; .
Total bills. . ... 8,840 |. I 8,840
Total public offerings. ... 10,524 |. 9,716 | 20,309 | 4,836 | 45,385

1 Issued only on demand in exch'mge for 234 percent Treasury bonds Investment Serles B-1975-80.

2 Issued subsequent to June 3

3 A cash offering (all subscnptlons subject to allotment) was madefor the purpose of paying off the matured
securities in cash. Holders of the maturing securities were permitted to present them in payment in lieu of
cash to the extent subscriptions were allotted. For further detail see exhibit 2.

¢ Treasury bills are sold on a discount basis with competitive bids for each issue. The average price for
auctioned issues gives an approximate yield on a bank discount as indicated for each series.
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Disposition of marketable Treasury securities excluding regular bills (3 month, 6
month, and 1 year) fiscal year 1966

(In millions of dollars]

. Securities Re- Exchange for new
Date of deemed issue
refund- for cash
ing or or car- Total
retire- ried to | At ma- In
ment Description and maturity date Issue date |matured | turity | advance
debt refunding
BoxNDs AND NOTES
1965
Aug. 13 | 3749, note—Aug. 13,1965 .. ___________ . 15,1964 233 7,035
Oct. 1| 1149, exchange note—Oct. 1, 1965. 1, 1960 816 f
Nov. 15, | 3149, note—Nov. 15,1965___._____ - . 15,1962 1,417 1200
Nov. 15 | 4% note—Nov. 15, 1985l 15, 1964 1,676 16,423
1966
Feb. 15 | 3%4% note—TFeb. 15, 1966__..___________ May 15,1962 238 1,957
Feb. 15 | 3749 note—Feb. 15, 1966__..___ Aug. 15,1964 121 2,475

Feb. 15 | 114% exchange note-~Apr. 1, 196
Feb. 15 | 4% note—May 15, 1966
Feb. 15 | 3% % bond—May 15, 19
Teb. 15 | 49, note—Aug. 15, 1966_
Feb. 15 | 3%, bond—Aug. 15 1966
May 15 | 4% note—May 15, ig66__...2]

524 |-

May 15 | 334% bond—May 15,1966.___._..__._.. Nov. 15: 1960 378 "650 |- 1,028
Total bonds and notes._ . ._______|..____________. 5,332 26, 749 4,836 | 36,917
BrLis
1956
Mar. 22 | 3.783%, (tax anticipation)_ ... ____.____ Oct. 11,1965 3, 009
June 22 | 3.9419, (tax anticipation)._.. Oct. 11,1965 1, 003
June 22 | 4.075% (tax anticipation)...__ _| Nov. 24,1965 2,513
June 22 | 4.281% (tax anticipation).....______.____ Jan. 5,1966 . 1, 007
Total bills. . e iicaieel 7,532 |cecccanec|emmaeee 7,532
Total securities. ..} . 12, 864 26, 749 4,836 | 44,449

1 Accepted in payment in lieu of cash.
2 Including tax anticipation issues returned for taxes.

Public debt changes

The Treasury issued $45.4 billion of new marketable securities
during fiscal 1966, exclusive of regular bill rollovers. Securities issued
for new cash totaled $10.5 billion, or slightly more than the $9.6
billion of fiscal year 1965, and were largely in the form of tax anticipa-
tion bills which were issued and redeemed within the fiscal year.
The remaining debt issued for cash was slightly more than the total
of marketable debt redeemed in refundings during the year plus the
payoﬁ of maturing exchange notes and redemption of Treasury bonds
in payment of estate taxes. As a result; the marketable debt in-
creased $0.4 billion in the fiscal year. In addition to new cash opera-
tions, $30 billion of notes and bonds were issued to replace securities
maturing during the year, and $4.8 billion of near-matumtles were
extended in the advance refunding of Februa,ry 1966. '
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. *
=l o I oKD

June 30, 1965 | June 30, 1966 | Increase, or
decrease (—)
Class of debt
In billions of dollars
Public debt:
Marketable public issues, maturing:
Within one year_____._.__________ . 87.6 80.1 1.5
One to five years_.. ' 56.2 . 60.9 4.7
Five to twenty years. 47.6 42.0 —~5.6
Over twenty years. . .o i o- 17.2 17.0 -.2
Total marketable issues... ... ..o 208.7 209.1 .4
Nonmarketable public issues:
Savings bonds i
Sertes Eand H. _____ . ... 48.8 49.7
Other series... oo oo - 1.2 .9 —.
Investment series bonds_..._...._....__ - 3.3 2.7 —.
TForeign series securities......_..._.._._. - 1.1 .8 —.
Foreign currency securities....___.______ - 11 1.0 —-.
Other nonmarketabledebt_____.__.____________ - .2 .2 (
Total nonmarketable fssues. ... - 55.8 55.2 —.
Special issues to Government investment accounts...._.__ 48.6 51,1 2.
Noninterest-bearing debt_ ... .. __.__ © 4.2 4.5
Total publicdebt_ ... 317.3 319.9 2.
Guaranteed debt not owned by Treasury._.._..___.._. .6 .5 -
Total gross public debt and guaranteed debt_.__________ 317.9 320. 4 2.5

*Less than $50 million.

Marketable debt maturing within the following year rose by $1.5
billion in fiscal 1966, or by little more than the increase in regular
Treasury bills. Debt maturing in from 1 to 5 years increased by
$4.7 billion and the volume of debt maturing beyond 5 years declined
by $5.8 billion. The increase in intermediate term debt and the
drop in longer maturities reflected the inability of Treasury to offer
bonds, because of the statutory 4% percent interest ceiling on these
instruments, during most of the fiscal year. Treasury notes—which
may be issued for a term of not,less than 1 nor more than 5 years
from issue date—were the longest term securities the Treasury could
offer once market yields of outstanding over-5-year-to- maturity
securities exceeded 4% percent.

Public nonmarketable debt declined $0.6 billion in fiscal year 1966
as the $0.9 billion increase in series E and H savmgs bonds was more
than offset by net redemptions of investment serles bonds and secu-
rities issued directly to foreign official agencies.

It became evident early in the fiscal year 1966 that the E and H
bond program was beginning to lag, despite the success of recent
payroll savings efforts. The unfavorable performance was high-
lichted by a net cash loss of $305 million in the first 6 months of
fiscal 1966, and an additional $209 million in the following 2 months,
as redemptions exceeded sales by a widening margin. This trend
was largely due to the hlgher level of rates avallable on a variety
of alternative forms of savings.
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On February 16, 1966, Treasury announced an increase in the rate
of return on old and new series E and H bonds effective as of Decem-
ber 1, 1965.! The yield to maturity on new savings bonds was
increased to 4.15 percent, from the previous rate of 3.75 percent,
and all outstanding bonds held to their next maturity received a
.comparable increase with lesser improved yields for shorter periods
of holdings. Details of these changes will be found in exhibits 6 and
8. Monthly detail of savings bond activity in fiscal year 1966 is
shown in tables 48 and 49.

Special securities issued directly to Government trust funds and
‘accounts rose $2.5 billion (accounting for almost the entire fiscal
year increase in the total debt) during fiscal year 1966 to $51.1 billion
on June 30, 1966. A surplus in the accounts of the unemployment,
civil service retirement, and the Federal hospital insurance funds
was largely responsible for the rise in trust fund holdings of the special
issues. The fiscal year 1966 income, expenditure, and investment
activities of the major trust funds and accounts are shown in tables
65-83 and discussed on pages 35-36.

Guaranteed debt not owned by Treasury consists of $20 mllhon
District of Columbia stadium bonds, due in 1979, and $441 million
Federal Housing Administration debentures issued under the Housing
Act of 1934. The $0.1 billion decline in this category during fiscal
year 1966 was the result of FHA debentures called for redemption
durlng the year. .

OWNERSHIP 'OF GOVERNMENT SECURITIES

Government securities outstanding at the end of fiscal year 1966
‘totaled $320.4 billion. Slightly more than one-third of this total,
$108.9 billion, was held by Government -investment accounts and
Federal Reserve banks. Commercial banks held just over one-
sixth, $54.7 billion, and private nonbank investors held nearly one-
half, $156.8 billion. The ownership distribution of the debt on
June 30, 1966, is shown graphically in chart 6.

Magjor changes.—During fiscal year 1966 Government security
holdings of Government investment accounts and Federal Reserve
banks increased $6.4 billion. Individuals acquired net $2.8 billion,
primarily marketable securities. Commercial banks reduced their
holdings $3.6 billion. All other investors, on balance, reduced
their portfolios moderately, $3.1 billion.. Ownership by investor
category on selected dates and changes in ownership during fiscal
year 1966 are shown in the following table. Data on the ownership
of agency securities are shown in table 56.

1 See exhibit 25.
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CHART 6
Ownership of the Federal Debt, June 30, 1966
$8il.
Total
300-- . ’i
Gov! tavest.
~Decounts -

z Federal
7 Reserve

Private
Nonbank Investors

” ‘
;{/3{/7 <~ /pdividuols

Savings Instit +*

Ownership of Federal securities! on selected dates, 1956-66

[Dollar amounts in billions] |

N WHOIW | BRVWR DM | ©©

: Change
June 30, | June 30, | June 30, | June 30, | during
1956 1961 1965 1966 fiseal
. year 1966
Estimated ownership by:
Private nonbank investors:
Individuals: 2
Series E and H savings bonds......._.._ $40.9 $43.6 $48.3 $49.2 $0.
Other securities. ———- 25.7 21.1 22.8 24.7 1.
Total individuals. - 66.6 64.6 71.1 73.9 2.
Insurance companies. . -.oooooocooocoooooo 13.6 1.4 10.6 9.7 -
Mutual savings banks.....__ 8.4 6.3 5.8 5.1 -
Savings and loan associations 2.6 5.0 7.2 7.3
State and local governments. 16.1 ©19.3 24.1 24.5
Foreign and international ____.__.__ 7.9 12.7 15.7 15.4 -
Corporations. . 17.3 18.5 15.1 13.9 -1
Miscellaneous investors 3. ... 5.8 5.5 7.6 7.0 -
Total private nonbank investors..._._____. 138.3 143.3 157.1 156.8 -
Commercial banks_ .. __.._..._...__ 57.3 62.5 58.3 54.7 -3
Federal Reserve banks___......_.i ... - 23.8 27.3 39.1 42.2 3.
Federal Government investment accounts...__:. 53.5 56.1 63.4 66.7 3.
Total gross debt outstanding. .. ... 272.8 289.2 317.9 320. 4 ‘2.
i+ Percent
Percent owned by: . . :
Individuals. iy 24 22 23
Other private nonbank investors 26 27 27
* Commercial banks._ .. oo oo ioiicieniacianan 21 22 18
. Federal Reserve banks. “ 9 10 12
*  Federal Government investment accounts....... 20 19 20
Total gross debt outstanding. - - acceaeacaaao o 100 100 100

1 Gross public debt and guaranteed debt held outside the Treasury.
2 Includes partnerships and personal trust accounts. 5

d l:ﬂlncludes nonprofit institutions, corporate pension trust funds, and nonbank Government security
ealers,
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Individuals.—Government security holdings of individuals increased
sharply during the fiscal year, from $71.1 billion in June 1965 to
$73.9 billion in June 1966, and this investor group continued to hold
more Federal debt than any other single ownership category. Three-
fourths of the increase was marketable securities which were available
at the highest yield levels in many years. In contrast, in the pre-
ceding 5 years, increases in E and H bond holdings had accounted
for 50 percent or more of the rise in Government security holdings
of individuals. As shown in table 56, individuals also increased their
holdings of Federal agency securities by $1.8 billion.

Insurance companies.—Holdings of Government - securities by
insurance companies declined $0.9 billion during fiscal 1966. Life
companies reduced their holdings $0.6 billion to $4.6 billion. Fire,
casualty and marine companies liquidated net $0.3 billion to reduce
their portfolios to $5.1 billion. The average maturity of marketable
governments held by life insurance companies at end-of-year was 19
years 11 months—about the same as the year before—as these insti-
tutions continued to hold a large proportion of their portfolios in

“long-term securities. The average maturity of the marketable
governments of fire, casualty and marine companies also showed little
change from the year before—rising slightly from 6 years 11 months
at the beginning of the year to 7 years 1 month on June 30, 1966, as
a result of the exchange for higher yielding issues in the February 1966
advance refunding. '

Mutual savings banks—Holdings of Government securities by
mutual savings banks declined $0.7 billion in fiscal 1966 to $5.1 billion
at yearend:. These institutions normally use short-term Treasury
securities as liquid reserves and as temporary investments for funds
earmarked for future mortgage acquisitions or other long-term
investments. In adjusting to the slackening in deposit gains, particu-
larly during the second half of the year, these institutions reduced
their holdings of Treasury bills $0.2 billion and other securities $0.5
billion, and the average maturity of all marketables fell 9 months to
10 years 1 month. By contrast holdings of Federal agency securities
increased slightly—to $0.8 billion—and net acquisitions of corporate
securities more than tripled—to $5.4 billion.

Savings and loan associations:—Government security holdings of
‘savings and loan associations have increased during each of the past
‘12 fiscal years from less than $2 billion on June 30, 1954, to $7.3
billion at the end of fiscal 1966. In the face of slackened deposit
growth, however, the industry’s rate of investment in Federal
securities was much slower in fiscal 1966—$0.1 billion—than the $0.5
billion average increase in the past 5 years. Federal securities
purchased by savings and loan associations are generally short- to
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intermediate-term maturities. Close to 80 percent of their Govern-
ment portfolio matures within 10 years with the heaviest concentration
of holdings in bonds with from 5 to 10 years to maturity.

State and local governments.—On June 30, 1966, State and municipal
governments held $24.5 billion of Federal :securities—$0.4 billion
more than at the end of fiscal year 1965. Holdings of pension funds
of State and municipal employees declined $0.4 billion during the
fiscal year, while nonretirement funds increased their holdings $0.8
billion. The bulk of pension fund investment in governments is
long-term as evidenced by the 20 year 6 month average maturity of
their holdings. The general purpose funds of States and municipali-
ties are invested in governments for a relatively short period of time,
with Treasury bills in especially heavy demand for this purpose.
State and local governments continued to acquire Federal agency
securities, increasing their holdings $0.5 billion. The nonretirement
type funds added more than $0.5 billion of these securities while the
pension funds liquidated less than $50 million.

Foreign and international —Foreign hOldlIlO'S of U.S. Government
securities declined $0.2 billion—from $10.3 billion to $10.1 billion-—
and governments held by international and regional institutions
decreased $0.1 billion—to a yearend level of $5.3 billion.

Most of the foreign disinvestment was in marketable securities,
rather than special nonmarketable securities issued directly to foreign
monetary authorities. The major change during the year was a
$0.3 billion liquidation by German accounts, most of which was offset
by an increase in U.S. securities held by Italy.

The decline in international and regional institutions’ holdings
reflected a $0.4 billion drop in marketable securities held mainly by
the International Bank for Reconstruction and Development, which
was partly offset by an $0.3 billion increase in special noninterest-
bearing notes issued to the International Monetary Fund, the Inter-
national Development Association and the Inter-American Develop-
ment Bank. On June 30, 1966, international and regional accounts
held $3.8 billion noninterest-bearing special notes and $1.5 billion
marketable issues.

Fiscal year 1966 marked the first time the foreign and international
investor group acquired Federal agency securities. During the fourth
quarter of the year this group purchased $0.2 billion of these securities.

Nonfinancial corporations.—Liquidation of U.S. Government securi-
ties: by nonfinancial corporations continued during the fiscal year,
but at a much slower pace than in fiscal 1965—%$1.2 billion in fiscal
1966 compared to $3.5 billion in fiscal 1965—but corporate holdings
of governments were reduced to $13.9 billion on June 30, 1966—the
lowest level of the postwar period. As in ﬁscal 1965 the liquidation
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was mainly the result of large. industrial firms switching into higher
yielding alternative short-term investments. In fiscal 1966 corporate
holdings of negotiable certificates of deposit increased $2.4 billion and
holdings of Federal agency securities increased $0.4 billion.

Other private nonbank investors.—Nonprofit institutions, nonbank
dealers, corporate pension funds, and miscellaneous smaller institu-
tions reduced their holdings of Government securities in fiscal 1966,
$0.6 billion compared to the increase of $0.5 billion in fiscal 1965.
Corporate pension funds dropped $0.1 billion, while dealers and non-
profit and other smaller institutions holdings of Federal securities fell
$0.5 billion. :

Commercial banks.—In fiscal 1966 commercial banks were net
sellers of IFederal securities for the fourth consecutive fiscal year,
liquidating $3.6 billion to help meet strong demand for business and
other loans. Reserve city banks accounted for $2.5 billion of the
total reduction, and country and nonmember institutions accounted
for $1.1 billion. '

During the first 6 months of the year the larger reserve city banks
acquired $0.3 billion and the smaller banks $2.3 billion. With the
subsequent tightening of credit conditions following the increase in
the discount rate in December 1965, holdings of governments of the
reserve city banks declined $2.8 billion and of the smaller banks $3.4
billion during the second half of the year. The year-to-year increase
in bank holdings of State and local government securities was down
sharply—$3.7 billion in fiscal 1966 compared to $5.1 billion in fiscal
1965—and holdings of Federal agency securities increased $0.9 billion.

Federal Reserve System.—To provide for growth in member bank
reserves and to offset reserve drains caused by sales of gold and other
factors affecting reserves, the Federal Reserve System acquired a net
$3.1 billion of Government securities during fiscal 1966. This was
$1.2 billion less than in fiscal 1965, mainly reflecting the reduced
outflow of gold in fiscal 1966. Treasury bills accounted for $2.5
billion of the increase; $0.6 billion was in coupon securities. As of
June 30, 1966, the System Open Market Account held $42.2 billion
of Federal securities with an average maturity of 16 months, ¢om-
pared to 15% months a year ago.

Government investment accounts.—The holdings of Government
investment accounts rose $3.3 billion in fiscal year 1966—$1.0 billion
more than in fiscal 1965. Special issues accounted for $2.5 billion of
the increase while the remaining $0.8 billion was in marketable
securities. Major increases occurred in the accounts of the unem-
ployment trust fund—3$1.4 billion; thecivilserviceretirement fund—$1.1
billion; and the Federal hospital insurance trust fund—$0.8 billion.

227-572—6T—5
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At the end of fiscal 1966 the Government investment accounts held
$66.7 billion of Federal securities. Over three-fourths—$51.1 bil-
lion—was in the form of special issues held only by these accounts.
The remaining one-fourth included $2.1 billion of nonmarketable
investment series B bonds and $13.5 billion of other issues—mostly
intermediate and longer term marketable securities.

A summary of the Treasury survey of ownership of the interest-
bearing public debt and guaranteed debt for fiscal 1966 is shown in
table 57.

Taxatlon Developments

Taxation developments in fiscal 1966 were highlighted by the
enactment of the Tax Adjustment Act of 1966, Public Law 89-368,
which was approved by President Johnson on March 15, 1966. This
measure instituted a system of graduated withholding for individuals
and accelerated the existing transitional schedule of estimated income
tax payments by corporations with respect to annual tax liabilities
in excess of $100,000 so that the current payment basis would be
reached in 1967 instead of 1970. It also deferred reductions in the
automobile and telephone excise taxes previously scheduled under the
Excise Tax Reduction Act of 1965. Along with its other current
payment provisions, the act provided for the making of quarterly
payments of estimated self-employment tax and revised the applica-
tion of the penalties for underpayment of estimated tax by individuals.
Among the miscellaneous provisions of the act was the disallowance
of deductions for indirect political contributions through advertising
in any political publication and payment of admissions to political
dinners and programs and inaugural and smmlar events identified with
a political party or candidate.

President’s recommendations

The President in his state of the Union message to Congress of
January 12, 1966, indicated that increases in military expenditures for
continuing operations in Southeast Asia would be necessary and asked
the Congress to enact a combination of tax proposals which he out-
lined. The details of this tax program were presented the next day
to the chairman of the Ways and Means Committee in a letter from
Secretary Fowler.!

The Secretary indicated that the increased defense costs came at a
time when the Nation was reaping the benefits of prior tax reductions
in the form of higher levels of income and employment. The existing
economic and financial situation called for avoiding additional stimulus
to demand. The President, therefore, was reCOmmending a reschedul-

1 See hearings before the Com.rmttee on Ways and Means on “1966 Tax Proposals of the Presxdeut ’’ 89th
Cong., 2d sess., pp. 19-43. )
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ing of the gradual reductions in excise taxes on automobiles and tele-
phone service which had been provided by the Excise Tax Reduction
Act of 1965. He was also recommending modifications of tax collec-
tion procedures for individual income and social security taxes and
corporate income taxes which would be an improvement of the tax
system as well as have the effect of increasing revenues in 1966 and
1967.

The President’s views on the tax proposals were developed more
completely in a letter of January 19, 1966, to the chairman of the
Ways and Means Committee (exhibit 31), and on the same day
Secretary Fowler appeared before the committee to explain the pro-
gram. On February 25, 1966, the Secretary made a statement before
the Senate Finance committee on the same subject (exhibit 32).

In his budget message of January 24, 1966, the President reviewed
the important tax reductions put into effect in the years 1962-65 and
observed that tax policy must be used flexibly. He stated, ‘“We must
be equally prepared to employ it in restraint of an overly rapid
economic expansion as we were to use it as a stimulus to a lagging
economy.” He again outlined his tax program and provided estimates
of the revenue effects of the various proposals.

His budget proposals also included a number of new or increased
user charges, the largest of which were in the transportation field
(highways, airways, and waterways). The President urged the
Congress to enact these charges so that the primary beneficiaries would
defray a larger part of the costs incurred by the Federal Government
in providing these transportation facilities and services. No action
was taken during fiscal 1966 on the President’s proposals for user
charges in the transportation area.

Tax Adjustment Act of 1966

The Congress took prompt action on the President’s tax recom-
mendations and the tax bill (Public Law 89-368) was finally approved
by both Houses on March 15, 1966, and was signed by the President
the same day.

Graduated withholding.—A major feature of the Tax Adjustment
Act of 1966 was replacement of the previous single rate withholding
system by a six-rate graduated system which incorporates features
designed to reflect the greater of the minimum standard deduction or
a 10-percent allowance for deductions. The graduated rates, which
range from 14 percent to 30 percent, are included in two separate rate
schedules, one for single persons and heads of households, and the
other, with wider brackets to take account of statutory income split-
ting, for married persons and surviving spouses.

The minimum standard deduction is taken into account by raising
the value of an exemption to $700 for withholding purposes and by
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establishing an initial band of wage income after exemptions, equal to
$200 on an annual basis, from which no tax will be withheld. This
is consistent with the provisions regarding the minimum standard
deduction, which provide a deduction equal to a basic $200 for a
single person, a head of household, or a married couple, and an addi-
tional $100 for each exemption claimed. For the purpose of graduated
withholding, married persons are required to file withholding exemp-
tion certificates with their employers if they wish to have the tax
withheld from them based on the rates applicable to married couples.

The act establishes a procedure (applicable to tax years beginning
after December 31, 1966) whereby taxpayers with relatively large
itemized deductions may claim withholding allowances in addition to
the regular withholding exemptions. Each of these allowances will
have the same effect on withholding from wages and salaries as a
claimed exemption, that is, it will exempt $700 from withholding on
an annual basis.

For those with estimated wage or salary incomes of $7,500 or less,
the number of withholding allowances will be based on the amount by
which estimated itemized deductions exceed 10 percent of estimated
wage and salary income. For those with higher estimated wages, the
allowances will be based on the excess over the total of $750 (10 per-
cent of $7,500) plus 17 percent of estimated wage and salary income in
excess of $7,500. One allowance may be claimed with respect to each
full $700 of such excess. For example, if his estimated wage income
for the year is $7,000 a taxpayer with $1,500 of estimated itemized
deductions will be permitted to claim one withholding allowance based
on the fact that his estimated itemized deductions exceed 10 percent
of his estimated wages by more than $700 but by less than $1,400.

Ready reference tables will be supplied by the Internal Revenue
Service to employers for the guidance of the employees which simplify
the determination of the number of withholding allowances to which
an employee is entitled (schedule A, form W—4). These tables, which
are based on reasonable wage and itemized deduction brackets, are the
exclusive method for determining the number of withholding allow-
ances. They may decrease, under defined circumstances, the number
of withholding allowances computed under the 10 percent and 17
percent limits to the extent such departure results in withholding
which more closely approximates the tax liability.

Claims for withholding allowances are filed by employees with
their employers on withholding exemption certificates. Withholding
allowances must be claimed anew each year. The act increases the
number of dates on which employers are required to recognize changes
in the number of exemptions and withholding allowances claimed by
employees. In addition to the January 1 and July 1 status deter-
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mination dates, the act adds the further dates of May 1 and October 1.

The effect of the graduated withholding provisions of the act as
compared with withholding under prior law is indicated in the follow-
ing table.

Effect of withholding provisions under the Tax Adjustment Act of 1966 and under
prior law 1

Change from prior law " With-
With- resulting from— holding
holding under
under Tax Ad-
prior 6-rate Extra Com- |justment
law system | $700 al- bined Act of
lowance 2| total 1966
All returns:
Number of returns (millions):
Overwithholding_____..___________..__. - 39.8 —6.3 —0.8 —7.1 32.7
Underwithholdi 12.5 —3.5 +.7 —-2.8 9.7
Breakeven 3__ 10.8 +9.8 +.1 +9.9 20.7
Total e 63,1 ||l 63.1
Amount (mill
Overwithholding. 6,130 +50 —850 -—800 5,330
Underwithholding. 2,700 —1,190 485 | -1,105 1,595
Total withholding_____.___________________ 36,440 | -+1,240 -935 -+305 36,745
Under $5,000 adjusted gross income:
Number of returns (millions):
Overwithholding. . 12.9
Underwithholding.. - 3.1
Breakeven 3. ... 15.4
Motal . 31.4
Amount (millions of dollars): .
Overwithholding_ __ ... ... _.___._.__ 2,130 —500 —105 —605 1, 525
Underwithholding ... .. __________.____ 340 ) +5 +5 1. 345
Total withholding._ ... _________ 5,720 —500 —110 —610 5,110
. $5,000 to $10,000 adjusted gross income:
Number of returns (millions):
Overwithholding. .. ______ .. _____________ 15.0 —1.4 —0.5 -1.9 13.1
Underwithholding. 5.7 —1.2 +.4 —.8 4.9
Breakeven 3. o eiiciccmacenas 2.0 +2.6 +.1 +2.7 4,7
o) 2 ) U b2 2 SRR IR N 22.7
Amount (mllhons of dollars):
Overwithholding. . _________________________._ 3, 000 ~20 —435 —455 2, 545
Underwithholding_ ... ___________ 760 —250 +30 -220 4
Total withholding_..__.___________________ 17,140 +230 —465 -—235 16, 905
$10,000 and over adjusted gross income:
Number of returns (millions):
Overwithholding ___________________________ 4.8 +2.1 —0.2 +1.9 6.7
Underwithholding 3.8 -2.3 +.2 -2.1 1.7
Breakeven B e e eem 4 +.2 [O] +.2 .6
BNE2 7 ) D 9.0 | ool 9.0
Amount (millions of dollars):
Overwithholding. ... . _________ .. 1,000 +570 —310 260 1,260
Underwithholding_ ... __.______ 1, 600 -940 450 | . -—890 710
Total withholding. . ..coo oo 13, 580 +1, 510 —360 | +1,150 14,730

1 Based on taxable and nontaxable returns with no declaration payments.
2 Assumes 24 utilization by eligible persons.

3 Breakeven defined as within $10 of the tax liability.

4 Negligible.

The average amount of overwithholding and underwithholding
under prior law and under the graduated withholding system for all

returns and for three income categories is compared in the following
table.
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Comparison of average amount of underwithholding and overwithholding under the
Tax Adjustment Act of 1966 and under prior law

Under prior law Under Tax Adjustment Act
of 1966
Returns !| Amount | Average |Returns 1| Amount | Average
Allreturns: Millions | Millions Millions | Millions
Overwithholding, : 45.2 $6, 130 $136 43. $5,330 $124
Underwithholding 17.9 2,700 151 20.1 . 1,595 79
Under $5,000 adjusted gross income:
Overwithholding._ ___ ... 24.2 2,130 88 20.6 1,525 74
Underwithholding. .. ________________ 7.2 340 47 10.8 345 32
$5,000 to $10,000 adjusted gross income: :
Overwithholding_..._ . .___......... 16.0 3,000 188 T 15.4 2,545 1685
Underwithholding.___________________ 6.7 760 113 7.3 540 74
$10,000 and over adjusted gross income:
Overwithholding___ ... 5.0 1,000 200 7.0 1, 260 180
Underwithholding. .. .. ...__.o..._. 4.0 1,600 400 2.0 710 355

‘1 Returns from the $10 tolerance breakeven class have been assigned equally to overwithholding and
underwithholding.

As is indicated in these tables, the graduated withholding system
makes 8 substantial reduction in underwithholding, decreasing it in
the average case from $151 to $79. In addition, although primarily
concerned with underwithholding, it substantially decreases overwith-
holding. This is attributable both to the provision for the minimum
standard deduction in the lower brackets and to the provision of with-
holding allowances for those with substantial itemized deductions.
It will be noted that in the average case overwithholding is decreased
in all three of the major income categories as well as on an overall
basis.

The special relief procedures for persons with substantial itemized
deductions will apply in years beginning after December 31, 1966.

It was estimated that the proposals relating to graduated with-
holding would increase the amount of tax withheld by $1,240 million
at annual rates during the calendar year 1966. When the procedures
for claiming withholding allowances become effective, this amount
would be reduced, if two-thirds of those eligible avail themselves of
the procedure, to $305 million. As a result of the increase in amounts
withheld, there would be an increase of $95 million in budget receipts
in the fiscal year 1966 and an increase of $245 million in budget
receipts for the fiscal year 1967. A decrease in revenues of $230
million was expected in the fiscal year 1968, the year in which the
withholding allowance system becomes fully effective.

Payments of estimated social security and hospital insurance taxes by
self-employed persons.—Under the act, quarterly payments of esti-
mated self-employment social security and hospital insurance taxes
are required. A self-employed person generally will be required to
file a declaration of estimated tax whenever the combined total of his
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estimated income tax liability and his estimated social security and
hospital insurance tax liability exceeds $40.

Persons whose gross income derived from farming and fishing activi-
ties will be at least two-thirds of their estimated gross income from
all sources will not be required to make quarterly payments of esti-
mated self-employment tax. Such persons will have until January 15
of the year following the taxable year to file a declaration of estimated
tax, and need not file a declaration at all if they choose to file their
final tax return by February 15.

A penalty for underpayment of estimated tax will not be imposed
unless the amounts paid by the quarterly payment dates are less than
the amounts that would be due on those dates if the estimated tax for
the year equaled 80 percent of the combined liability for income and
self-employment taxes. The penalty will be computed with respect
to each installment separately. This is the same as the requirement
under prior law for income tax payments alone, except for the substitu-
tion of an 80 percent requirement for a 70 percent requirement. Even
if the 80 percent rule is not met, no penalty will be imposed if one of
four exceptions apply. These exceptions are essentially the same
provisions which applied under prior law to income tax payments only.

This provision becomes effective for taxable years beginning after
December 31, 1966, and is estimated to increase fiscal 1967 trust
fund revenues (which are not reflected in the administrative budget)
by $200 million.

Acceleration of corporation income tax payments.—The act provided
for acceleration of corporate tax payments whereby the 7-year transi-
tion to a fully current payment system provided under the Revenue
Act of 1964 was to be accelerated in 1966 and completed in 1967.
This shortening of the transition was estimated to produce increased
corporate tax collections of $1 billion in 1966 and $3.2 billion in 1967.
No change in final tax liabilities was involved.

The shorter transition schedule carried out the President’s recom-
mendation. It provided that calendar year corporations would pay
12 percent of their estimated 1966 tax liabilities in April and June of
1966 instead of the previously scheduled 9 percent on each of these
payment dates. In 1967 and subsequent years, companies will pay
25 percent of their estimated tax liabilities on each payment date.
As under the original current payment provisions of the 1964 Revenue
Act and the previous partially current payment provisions of 1954,
the new accelerated payment schedule is applicable only to the larger
corporations with estimated income tax in excess of $100,000 and to
the portion of estimated income tax liabilities in excess of $100,000.
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The corporate payment schedules under the prior law and the faster
transition provided by the Tax Adjustment Act of 1966 are compared
in the following table.

Estimated tax payment schedule for calendar year corporations

[Quarterly payments as percentages of tax in excess of $100,000]

1966 . 1967

Calendar year Apr. 15' June 15 | Sept: 15 | Dec. 15 | Mar. 15 | June 15

Prior law—Revenue Act of 1964

9 9 25 25 16 16
14 14 25 25 11 1
19 19 25 25 6 6
22 22 " 25 25 3 3
25 25 25 P52 I [

New law—Tax Adjustment Act of 1966

12 12 25 25 13 13

19
1967 and subsequent years_ . _...o.....__.. 25 25 25 b21: 20 [ I

Excise taxzes.—Under the provisions of the Excise Tax Reduction
Act of 1965 the excise tax rate on passenger automobiles had been
reduced from 10 percent to 7 percent for the period June 22, 1965,
to December 31, 1965, and had become 6 percent on January 1, 1966,
(Refunds were allowed with respect to new automobiles sold to an
ultimate purchaser after May 14 and before June 22.) The Tax
Adjustment Act of 1966 restored the rate to 7 percent for about a 2-.
year period beginning March 16, 1966, and ending March 31, 1968.
The rate then will become 2 percent, as scheduled under the Excise
Tax Reduction Act, and 1 percent on January 1, 1969.

The 10 percent excise tax rate for general and toll telephone and
teletypewriter exchange service had been lowered to 3 percent, effec-
tive as of January 1, 1966, under the provisions of the Excise Tax
Reduction Act of 1965. The Tax Adjustment Act of 1966 restored
the 10 percent rate for the period April 1, 1966, to April 1, 1968.
At that time the rate will be reduced to the 1 percent scheduled under
the Excise Tax Reduction Act and the tax will be repealed on Jan-
uary 1, 1969. The act provides an exemption from the excise tax
for telephone services furnished to nonprofit hospitals exempt from
income tax.

Revenue effect—The Tax Adjustment Act of 1966 was estimated
to increase administrative budget receipts in fiscal year 1966 by
$1,130 million and by $4,800 million in the fiscal year 1967. In ad-
dition, trust fund receipts in fiscal year 1967 would be expected to
increase by a net $105 million. Quarterly payments of the self-
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employment social security tax would increass by $200 million but
would be offset by $95 million increased expenditures from the pay-
ment by the FOASI trust fund of benefits to persons aged 72 or over.
(The Tax Adjustment Act of 1966 qualifies certain individuals age 72
or over for old-age benefits even though they have no quarters of
coverage under the social security system, provided they do not
already receive equal or greater amounts under another Federal,
State, or local government pension system.)

The revenue effects of the act for fiscal years 1966 and 1967 are
summarized in the following table:

Estimated increases in receipts less expenditure increases under the Tax Adjustment
Act of 1966 (Public Law 89-368) for fiscal years 1966 and 1967

[In millions)

Fiscal Fiscal
year 1966 | year 1967

Excise taxes: . . :
Telephone and teletypewriter services. .o ccceae e iinaae . $785

Passenger automObIIeS. .. o o oo - $35 420
Total excise taxes. - o 35 1, 205
Accelerated corporation tax payments.._. 1, 000 3, 200
Graduated withholding for individuals_. 95 245

Increase declaration requirement to 80 percént 150

Total administrative budget . - 4,800
Self-employment tax, quarterly declaration_ ... ______ . _____ 200
Social security benefits for certain aged persons L —95

Total consolidated cash budget - - - oo 4,905

1 The general fund will reimburse the social security trust funds in fiscal year 1969 for benefit payments
in fiscal year 1967 and for administrative expenses and interest foregone.

User charges in the transportation field

The President’s recommendations regarding user charges in the
transportation field were not acted upon by the Congress during
the fiscal year 1966. In a letter of March 21 to the Speaker of
the House of Representatives, the Secretary of the Treasury and
the Secretary of Commerce submitted a draft bill which would have
implemented these recommmendations. This bill provided for raising
additional revenues for the highway trust fund by increased highway
user charges on diesel fuel and use of heavy trucks and buses. It
also provided for financing the Highway Beautification Act and the
proposed Traffic Safety Act from the trust fund by transferring to
the trust fund amounts equivalent to a l-percent excise tax on auto-
mobiles, and if such revenues were not sufficient to meet the cost of
these programs, additional amounts would be appropriated from the
general fund to the trust fund.

Subsequently it was recommended that a separate self-sustaining
trust fund be established for -highway beautification and traffic
safety programs which would be financed during the fiscal years 1967
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through 1969 by transferring revenues equivalent to an excise tax
of 1 percent on passenger automobiles from July 1, 1966, through
December 31, 1966 ; 2 percent from January 1, 1967, through December
31, 1968; and 1 percent from January 1, 1969, through June 30, 1969.
(Letter of June 30 from the Under Secretary of the Treasury to the
Chairman of the Ways and Means Committee.) These provisions
were incorporated in H.R. 16091, introduced in the Congress on June
30, 1966, but no action was taken on this bill.

The draft bill submitted in March also proposed charges on users
of inland waterways and airways. A tax of 2 cents per gallon on all
fuel used on inland waterways was proposed.

With respect to airway user charges the draft bill proposed (1) an
increase in the tax on air passenger tickets to 6 percent until January .
1, 1969, when it would revert to 5 percent; (2) a 2 percent tax on
amounts paid for transportation of property by air, with an increase
to 4 percent as of January 1, 1969; (3) repeal of the 2 cents per gallon
tax on gasoline used in planes subject to the taxes on persons or air
cargo; and (4) imposition of a tax of 4 cents a gallon on all fuel (jet
or gasoline) used in other civilian planes. The recommendations with
respect to the first two items were subsequently modified to propose
that the tax on passenger fares be continued at 5 percent, rather than
raised temporarily to 6 percent, and that in the case of the cargo tax
no provision be made for an automatic increase in 1969 over the 2
percent rate, although some provision should be made for future
evaluation of the desirability of an increase. :(Submitted in a letter
of August 21 from the Under Secretary of the Treasury to the Chair-
man of the Committee on Ways and Means and also presented in the
Under Secretary’s testimony of August 24, 1966, before this com-
mittee’s hearings on airways user charges.)

Social Security Amendments of 1965 relating to health insurance for the aged
(Medicare)

The Social Security Amendments of 1965 (Public Law 89-97),
approved by President Johnson on July 30, 1965, established two
related health insurance programs for persons 65 and over: (1) a
basic plan of hospital insurance and related care with financing
through a separate earnings tax and a separate trust fund, and (2)
a voluntary supplementary plan covering payments for physicians’
services and other medical and health services, financed by a small
monthly premium ($6 a month initially—$3 paid by enrollees and an
equal amount paid by the Federal Government from general revenues).

Contributions to finance the hospital insurance plan, paid by
employers, employees, and self-employed persons, are to be placed
in a separate hospital insurance trust fund established in the Treasury.
The earnings base, the amount of annual earnings subject to the new
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tax, is the same $6,600 as the earnings base for purposes of financing
the social security cash benefits. The same contribution rates apply
equally to employers, employees, and self-employed persons and are

as follows:

Percent
1966 - - e e 0. 35
196772 e e e .50
197875 e e 55
1976-79 . e e 60
198086 - .o o e 70
1987 and thereafter ... ... . ______.__ 80

The cost of hospital insurance benefits for persons who are currently

- aged 65 or over (or will reach age 65 before 1968) but who are not

eligible for social security or railroad retirement benefits will be paid’
from general funds of the Treasury.

With the adoption of these health insurance programs for the
aged which are designed to provide protection for the Nation’s
workers and their families against the high cost of medical care
in old age, the need for the special tax provisions regarding the
deduction of medical expenses of the aged largely disappeared and
these provisions have been repealed for taxable years beginning after
December 31, 1966. For taxable years prior to January 1, 1967,
elderly persons, in computing their medical expenses, are permitted
to deduct the full amount of their medical expenses without being
subject to the floors on such costs applicable to other taxpayers
which limit the deduction for medical care expenses to the excess
of 3 percent and their medicine and drug expenses to the excess of
1 percent of their adjusted gross income.

Two other changes in the medical expense deduction made by the
Social Security Amendments of 1965 applicable to all taxpayers and
of possible assistance to the aged are: (1) the allowance of a deduction
for a portion of health insurance premiums outside the regular medical
expense category, and (2) the elimination of the ceiling on the
deduction.

Another change made by the Social Security Amendments of 1965
is the provision that cash tips received after 1965 by an employee in
the course of his employment are covered as wages for social security
and income tax withholding purposes, except that employers are not
required to pay the social security employer tax on the tips.

Public Law 89-212, approved September 29, 1965, amends the
Railroad Retirement Act of 1937 and the Railroad Retirement Tax
Act to (1) treat tips received by railroad employees as compensation
for purposes of railroad retirement benefits and taxes; (2) increase the
base on which benefits and taxes are computed to accord with the
wage base provided in the Social Security Amendments of 1965; (3)
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provide for a temporary reduction in the rates of tax to be collected
from employees, employers, and employer representatives under the
Railroad Retirement Tax Act; and (4) permit the payment of a
spouse’s annuity under the Railroad Retirement Act of 1937 without
reduction on account of social security or other railroad retirement
benefits.

Other legislation enacted

Public Law 89-352, approved February 2, 1966, amended the tax-
exempt organization provisions of the income tax law (section 501(c)
of the Internal Revenue Code) to exempt from taxation certain non-
profit corporations and associations operated to provide reserve funds
for domestic building and loan associations, cooperative banks, and

" savings banks.

Public Law 89-389, approved April 14, 1966, adopted several
amendments dealing with certain problems which have arisen in the
operation of subchapter S of chapter 1 of the Internal Revenue Code,
relating to the option for certain closely held :corporations and their
shareholders to be taxed in a manner similar to partnerships and
partners. These changes dealt with unintended burdens as well as
possible manipulations in connection with the ‘“pass-through’ treat-
ment. The new provisions relate to the treatment of (1) cash dis-
tributions of dividends within 2% months after the end of the taxable
year, (2) corporations with relatively large proportions of passive
investment income during their initial phase of operation, and (3)
certain large capital gain distributions shortly after the election of the
pass-through treatment. This legislation also repealed the provisions
of subchapter R which extended an option for certain partnerships
and proprietorships to be taxed basically like corporations, and further
provides for the tax-free incorporation of these businesses in certain
cases.

Public Law 89-331, approved November 8, 1965, extended the
effective date of the excise tax on sugar from June 30, 1967, to June 30,
1972.

Public Law 89-384, approved April 8, 1966, added a new section to
the code with respect to losses arising from expropriation, interven-
tion, or confiscation of properties by governments of foreign countries.
It grants the taxpayer an election to limit the tax payable upon the
recovery of a loss to the amount of tax that was saved as a result of
the deduction of that loss.

Public Law 89-365, approved March 8, 1966, grants retired military
personnel who participate in the retired serviceman’s family protec-
tion plan the same tax advantages which are enjoyed by Government
personnel under the civil service system. Under prior law, retired
military personnel who elected to participate in this plan received less
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favorable income, gift, and estate tax treatment than did civil service

personnel and private employees who participated in tax-qualified

retirement plans. This legislation, by eliminating these disparities,
. made the retired serviceman’s family protection plan a more attractive

family security device.

Legislation pending as of June 30, 1966

The following legislation which was pending as of June 30, 1966,
was approved by the 89th Congress after the close of the fiscal year:

H.R. 11256 revises the provisions of present law governing the
priority of Federal tax liens (as against the claims of third party
creditors of delinquent taxpayers) in conformance with modern com-
mercial financing arrangements.

H.R. 6958, which permits the Commissioner of Internal Revenue to
require the filing of tax returns at regional service centers, rather than
at district directors’ offices, is designed to help implement the Internal
Revenue Service’s ADP program.

H.R. 11660 provides that the Internal Revenue Service shall have
45 days, starting either from the due date for filing an income tax
return or the actual filing date, whichever is later, to make interest-free
tax refunds.

H.R. 11782 allows a deduction for additions to reserves for certain
guaranteed debt securities established by dealers in real and tangible
personal property.

H.R. 11765 allows short-term capital gain treatment to gain from
the lapse of an option granted by the taxpayer as part of a straddle
(added to H.R. 13103, the Foreign Investors Tax Bill of 1966, and
approved by the 89th Congress).

H.R. 4665 adds a new section 617 to the code which permits un-
limited deduction of domestic (but not foreign) exploration expendi-
tures in the case of mining, but provides that amounts deducted under
this new provision would be subject to ‘“recapture’” if the mineral
property on which such expenditures were incurred reaches production.
(Public Law 89-570.)

H.R. 483 amends the Internal Revenue Code of 1954 with respect
to the effect of disclaimers on the allowance of the marital deduction
for estate tax purposes. - (Public Law 89-621.)

H.R. 318 provides that manufacturers or importers of tires and tubes
shall be Liable for excise taxes at the time of delivery to their retail
stores of tires and tubes produced or imported by them. (Public
Law 89-523.)

As of June 30, 1966, the following legislation was pending but no
final action was taken on it by the 89th Congress:

H.R. 15942 and H.R. 15943 (identical bills) deal with the problems
which arise when tax-exempt organizations borrow money for purposes
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unrelated to their exempt functions. These bills seek to neutralize
the incentive which exists under present law for the transfer of busi-
nesses and other classes of productive property to the tax-exempt
sector of the economy. This incentive arises because in any acquisi-
tion of productive property in which the purchase price is to be
financed from the future earnings of the transferred property, tax-
exempt organizations are able to pay higher prices than taxable
purchasers can afford. The proposed legislation would neutralize
this incentive by taxing income derived from property acquired or
improved with borrowed funds if the use of the property is unrelated
to the organization’s exempt function. The 89th Congress took no
action on this legislation during the fiscal year 1966, but hearings
on these bills were held on August 29, 1966, at which the Assistant
Secretary of the Treasury explained the views of the Treasury
Department. '

H.R. 15119 which proposed changes in the Federal-State unemploy-
ment compensation program was passed by the House of Representa-
tives on June 22, 1966, and by the Senate, with amendments, on
August 8, 1966, but no final action was taken on it. H.R. 15119
superseded H.R. 8282, the administration’s bill, which had been
introduced on May 19, 1965. The Treasury Department’s views
were presented by the Under Secretary of the Treasury at the hearings
on H.R. 8282 before the Committee on Ways and Means on August
11, 1965. The aspect of H.R. 8282 which was particularly within the
interest of the Treasury Department was the financing of the Federal
unemployment adjustment benefits and the matching grants to
States for excess benefits costs. These provisions were to be financed
by a combination of an additional 0.15 percent tax on employers
subject to the Federal Unemployment Tax Act and an equal amount
to be appropriated from general revenues. H.R. 8282 also proposed
increasing the taxable wage base (now $3,000) to $5,600 for calendar
years 1967 through 1970 and to $6,600 theéreafter. H.R. 15119
which superseded H.R. 8282 significantly revised these financing
provisions as well as other provisions of the bill.

H.R. 14363 proposed special rules for determining in the case of
divorced or separated parents which parent is entitled to the deduction
for personal exemptions for their children. This bill was approved by
the House of Representatives subsequent to the close of the fiscal year
(October 7, 1966), but no further action was taken by the 89th
Congress.

Administration, interpretation, and clarification of tax laws

During the fiscal year, the Treasury Department issued 35 final
regulations, 8 temporary regulations, 2 Executive orders, and 12
notices of proposed rulemaking relating to matters other than alcohol
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and tobacco taxes. The Department issued 13 final regulations and 3
notices of proposed rulemaking dealing with alcohol and tobacco tax
matters.

Among the subjects dealt with in published Treasury decisions were
employee stock options and stock purchase plans, unstated interest
paid in connection with contracts for the sale or exchange of property,
gains on the disposition of depreciable property, income averaging,
multiple surtax exemptions for controlled corporations, the aggrega-~
tion of mineral interests for percentage depletion purposes, and the
tax treatment of foreign expropriation losses.

Notices of proposed rulemaking published during the fiscal year and
still pending at the end of the year included those relating to the
allocation of income and deductions between controlled taxpayers, the
filing of consolidated returns by affiliated groups, the liquidation of
personal holding companies, sales of residences of individuals who have
attained age 65, and the additional charitable contribution deduction
which is permitted for donations to certain organizations.

International tax matters )

The Interest Equalization Tax Extension Act of 1965 (Public Law
89-243) was signed by the President on October 9, 1965.!

H.R. 13103, the Foreign Investors Tax Act of 1966, was passed by
the House of Representatives on June 15, 1966, The bill, which is an
outgrowth of the recommendations of the “Report of the Fowler Task
Force” in 1964, is intended to provide equitable tax treatment for
foreign investment in the United States by lowering effective U.S.
estate tax rates on taxable estates of foreigners and by separating
investment income from business income of nonresidents for U.S.
income tax purposes and applying the progressive rate schedules only
to the latter. The bill was approved by the 89th Congress after the
close of the fiscal year 1966.

Negotiations were concluded with the Federal Republic of Germany
and a protocol modifying the 1954 income tax convention was signed
on September 17, 1965. The protocol, which serves to update the
1954 treaty, entered into force on December 27, 1965.

A supplementary protocol to update the Dutch Treaty of 1947 was
signed on December 30, 1965, and entered into force on July 8, 1966.

Negotiations with the United Kingdom concluded with the signing
of a supplementary protocol to the 1945 income tax convention on
March 17, 1966. Hearings were held by the Subcommittee on Tax
Conventions of the Senate Committee on Foreign Relations on May
13, 1966. The treaty entered into force on September 9, 1966. The
need for the supplementary protocol arose from a major reform of the
British income tax structure in 1965.

1 8ee 1965 annual report, p. 47.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



B
IS
i

50 1966 REPORT OF THE SECRETARY OF THE TREASURY

" Negotiations were continued with France, Portugal, and Spain
during the year. A protocol is being negotiated with France to update
the 1945 treaty. New treaties are being negotiated with Spain and
Portugal but were not concluded. Discussions leading toward new
income tax treaties were initiated with Trinidad and Tobago, Brazil,
and Korea, and discussions were continued with India.

Hearings were held in August 1965 by the Subcommittee on Tax
Conventions of the Senate Committee on Foreign Relations on the
treaty with Thailand.! This treaty, as well as those with Israel and
the Philippines, was still under consideration by the committee at the
fiscal yearend, prior to ratification.

‘Work proceeded during the year on the regulations to be issued
under section 482 of the Internal Revenue Code. These will establish
rules for determining the allocation of income. between related com-
panies. Tentative regulations were pubhqhed in the Federal Register
of August 2, 1966.

Treasury representatives participated in the work of the Fiscal
Committee of the Organization for Economic Cooperation and Devel-
opment which, this year, included the completion of a model estate tax
convention, and its submission to the Council of the OECD.

Federal-State administrative cooperation

Federal-State cooperation in tax &dmmlqtratlon increased during
the year. Cooperative agreements for reciprocal exchange of tax
information were negotiated with two additional States (Arizona and
Hawaii). As of June 30, 1966, agreements had been signed with 40
States and the District of Columbia, and 2 additional States came into
the program shortly thereafter. The use of automatic data processing
by the Internal Revenue Service and the adoption of machine process-
ing by many of the States has facilitated the exchange of information.
The agreements are tailored to a particular State’s tax system and
provide for exchange of all types of tax information. '

During the year an agreement between the Treasury and the State
of Iowa for withholding of the State income tax on salaries of Federal
employees by Federal departments and agencies was signed. Of the -
33 States which impose personal income taxes on all types of income, 30
provide for withholding of tax on wages and salaries, and the Treasury
had agreements with all of these and the District of Columbia as of
June 30, 1966.

International Financ‘ial Affairs

The U.S. balance of payments

The overall balance—Following a substantlal reduction in the pay-
ments deficit during the calendar year 1965, U.S. balance-of-payments

1 See 1965 annual report, p. 48.
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transactions gave mixed, although virtually unchanged, results through
the first half of 1966.

These results reflect partially offsetting effects from a variety of
actions and developments during the period, including:

—The sharpening and reinforcement for 1966 of. the voluntery
cooperation program for business corporations and financial
institutions which was approved by the President and announced
in December 1965,! after intensive review by the Cabinet Com-
mittee on Balance of Payments chaired by the Secretary of the
Treasury;

—a, growing tightness of domestic money and credit conditions
during the first half of 1966; and '

—the heavy direct and indirect costs to the balance of payments
since mid-1965, due to increased Vietnam expenditures.

On the liquidity basis, the deficit during the first half of 1966 was
running at an annual rate of $1.4 billion, only slightly larger than the
$1.3 billion deficit in 1965. The deficit on the official reserve trans-
actions basis, on the other hand, has shown a continuing decline over
this same period.? Between 1964 and 1965 the official reserve trans-
‘actions deficit was reduced by $240 million, and between 1965 and
the first half of 1966 (at an annual rate) it was further reduced by ap-
proximately $440 million. A statistical presentation of U.S. balance-
of-payments transactions on the various bases, for the calendar years
1963-65 and January—June 1966, is contained in table 99.

The current account.—U.S. exports increased by $2.2 billion (8
percent) during the first half of 1966 to a seasonally adjusted annual
rate of $28.5 billion. This increase was substantially larger than the
$1 billion (4 percent) increase which occurred between 1964 and 1965.
However, imports increased in the first half of 1966 by nearly $3
billion (14 percent). The trade surplus therefore declined from $4.8
billion in 1965 to an annual rate of $3.9 billion in the first half of 1966.

The deficit on travel account continued to grow, from $1.7 billion
in 1965 to an estimated annual rate of $1.8 billion for the first two
quarters of 1966. Although U.S. travel receipts increased somewhat
between 1965 and 1966, payments to foreigners increased at an even
faster rate.

Between 1965 and the first half of 1966 (at an annual rate) the mili-
tary account worsened by $850 million, slightly more than the de-
terioration in the nonmilitary trade account. About $200 million
of this change resulted from a decline in military receipts (including
advance payments), but about $650 million represented increased

1 See exhibit 42.

2 The deficit on the official reserve transactions basis is equal to that on the liquidity basis minus any
net increase in U.S. liquid liabilities to foreigners other than official monetary institutions (which under
this concept are regarded as capital inflows) plus any net increase in certain nonliquid liabilities to foreign
official monetary institutions.
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military payments. The latter increase is attributable to the added
cost of the Vietnam conflict; in the first half of 1966, the rate of U.S.
military expenditures in Japan and other countries in Asia was about
$750 million higher than in 1964. Expanded domestic procurement
for defense needs has also stimulated higher imports in a number of
commodity groups on the nonmilitary trade account.

Private capital flows—Net outflows of U.S. and foreign private
capital combined (excluding liquid dollar holdings of foreigners)
showed substantial improvement, declining from $3.7 billion in 1965
to & $1.5 billion annual rate in the first half of 1966. This reflected an

. increase in foreign-capital inflows from only $3 million net in 1965 to

a $2.5 billion rate in the first half of 1966, partly offset by a small
increase in outflows of U.S. private capital.

Total outflows of U.S. private capital rose from $3.7 billion in 1965
to an annual rate of $4.0 billion during the first half of 1966. This
included reinvestment abroad of funds borrowed through issues of
U.S. corporate securities abroad to finance direct investment. Ex-
cluding the outflow of these foreign-source funds, the net outflow of
U.S.-source capital was down to an annual rate of $3.0 billion in 1966
as compared with an outflow of $3.5 billion during 1965.

During the first half of 1966, total direct-investment outflows (net
of the funds borrowed abroad) were at an annual rate of $2.7 billion,
compared with $3.1 billion in 1965. This net figure was held down
by the voluntary restraint program under which U.S. companies were
asked to finance foreign expansion with funds borrowed abroad to
the maximum extent feasible.

Net outflows of U.S. capital for the purchase of foreign securities
continued at the 1965 pace through the first Lalf of 1966. Canada
remained the major recipient of these funds. The interest equaliza-~
tion tax and narrowed interest-rate differentials prevented significant
outflows to other developed countries during 1966 and there was some
net inflow from continental Europe as sales of outstanding foreign
securities by U.S. residents exceeded purchases.

The effect of tight credit was clearly visible in the foreign lending
behavior of U.S. banks. Whereas the voluntary restraint program
for banks would have permitted a substantial net increase in their
outstanding claims on foreigners during 1966, claims reported by
banks (including some not covered by the program) declined by $264
million (seasonally adjusted annual rate) during the first half of 1966.
More than half of their net repayment by foreigners to U.S. banks
during 1966 was accounted for by Japanese borrowers,

Nonbank claims on foreigners showed an adverse shift of about
$700 million, from an unusual net inflow of $345 million in 1965 to an
outflow of $366 million (annual rate) in the first half of 1966. How-
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ever, roughly $250 million of this change represented the temporary
deposit abroad by U.S. corporations of part of the proceeds derived
from their European security issues to finance direct investment.

Total inflows of nonliquid foreign capital rose from $194 million in
the first half of 1965 to $1.2 billion in the first half of 1966. If these
totals are adjusted to exclude all U.K. transactions (which were
dominated by U.K. Government liquidation of U.S. corporate
securities) and also the issues by U.S. corporations to finance direct
investment abroad, they appear as follows: $426 million in the first
half of 1965; $97 million in the second half of 1965; and $797 million
in the first half of 1966.

Part of the greater inflow in the first half of 1966 was accounted for
by net foreign purchases of U.S. stocks. Foreigners switched from
net liquidations of $100 million in U.S. stocks in 1965 to net purchases
(about $300 million at an annual rate) in the first half of 1966. The
major changes were by residents of Switzerland, Canada, other con-
tinental Europe, and Latin America.

Inflow of foreign capital into long-term bank time deposits and
certificates of deposit, which had amounted to almost $200 million in
the first half of 1965 (largely representing investment of proceeds of
an IBRD bond issue) but was negligible in the second half, rose to
$461 million in the first half of 1966.

The inflow of foreign liquid funds increased sharply in the first half
of 1966, channeled mainly through the foreign branches of U.S. banks
operating in the Euro-dollar market. The inflow from foreign com-
mercial banks (including branches of U.S. banks) was about $750
million, seasonally adjusted, in the first half of 1966, as a result of
strong U.S. head office demands for funds. With the rate on Federal
funds at times as high as 6 percent and with liabilities “due to foreign
branches” not being subject to a reserve requirement, it was profitable
for U.S. banks through their foreign branches to offer more than 6
percent for Euro-dollar deposits.

Inflows of foreign nonbank private liquid funds have continued
about unchanged this year at the $300 million-$400 million annual
rate of 1963-65. This inflow was more than offset in the first half of
1966 by declines in the liquid U.S. assets of international institutions—
which were, however, largely the counterpart of their increased pur-
chases of nonliquid U.S. assets.

Treasury foreign exchange reporting system.—Progress was made
during fiscal 1966 in improving the Treasury reporting system covering
capital movements between the United States and foreign countries.
A canvass of nonbanking financial institutions was completed, produc-
ing substantial additions to reported figures on sales of foreign bonds
to U.S. residents and some additions to other statistical series. All
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banks and nonbanking institutions reporting on the Treasury forms
were provided with special instructions clarifying the reporting of
custody items held by business concerns through banks. The forms
used by banks to report long-term foreign claims and liabilities were
revised to provide a breakdown of their liabilities to various types of
foreign institutions.

During the year extensive preparations were made for the automatic
data processing of the Treasury foreign exchange reports. Necessary
arrangements had been completed by the fiscal yearend so that
automatic processing could be started early in fiscal 1967.

The Treasury regulations governing the foreign exchange report
forms were amended to include revised determiriations of the National
Advisory Council and the Bureau of the Budget relating to the legal
basis for collection of the data by the Treasury Department. Revised
documents covering the geographical classification and the list of
foreign official institutions for reporting purposes were prepared for
use by reporting institutions. 7

Gold and dollar holdings.—Gold, short-term dollars, and marketable
U.S. Treasury bonds and notes held by foreign countries (excluding
gold holdings of the U.S.S.R., other Eastern European countries, and
China mainland) amounted to about $53.4 billion as of June 30, 1966.
Of this total, official gold holdings were $27.2 billion. Official and
private short-term dollar assets held with banks in the United States
were $24.5 billion, and estimated official and private holdings of
marketable U.S. Government bonds and notes amounted to $1.6
billion. (See table 96.)

During fiscal 1966, gold and dollar holdmcs of foreign countries
increased by $2.0 billion. The increase in official gold holdings of
these countries, derived from all sources, was $350 million. The
$1.6 billion expansion in the dollar holdings 'of foreign countries
reflected a rise of $1.2 billion in private accounts and $0.4 billion in
official accounts of foreign countries.

Western European countries augmented thelr gold and dollar
assets by $1.3 billion during fiscal 1966, apprommately one-half the
fiscal 1965 gain of $2.5 billion.

Canadian gold and dollar holdings declined by $338 million.
Gold and dollar holdings in other areas continued to rise. Latin
American holdings increased by $153 million. The total gain of
Asiatic countries was $457 million, while African holdings increased
by $303 million. The rest of the world gained $51 million.

The gold and dollar holdings of international and regional organi-
zations increased by $339 million during fiscal 1966. Those of the
IMF increased by $932 million, while the holdings of other interna-
tional and regional organizations declined by $593 million.
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The official gold holdings of the world (including the United
States and international and regional institutions, but excluding the
U.S.S.R., other Eastern European countries, and China mainland)
increased by an estimated $300 million during fiscal 1966, amounting
on June 30, 1966, to $43.3 billion. Of the world total, the United
States held $13.5 billion and international and regional institutions
$2.6 billion. (See tables 96 and 97.)

Treasury exchange and stabilization agreements

Exchange agreements with Brazil, Chile, Colombia, the Dominican
Republic, Mexico, and Venezuela were in effect during the fiscal
year 1966.! The Treasury signed a 2-year $75 million exchange
agreement with Mexico on December 30, 1965, and a 2-year $50
million exchange agreement with Venezuela on March 18, 1966.°
A 1-year Treasury exchange agreement with Colombia in the amount
of $12,500,000 became effective on April 1, 1966.*4 For the first time
in Treasury exchange agreements, those with Mexico and Venezuela
provided for reciprocal currency swap facilities.

Foreign exchange operations

The position of the dollar in the exchange markets during fiscal
year 1966 was generally improved over that of recent years. The
improvement began following the President’s balance-of-payments
message of February 1965, and was sustained as the measures put
into effect at that time cut the U.S. balance-of-payments deficit for
1965 to about half that of 1964. Tightening money market conditions

- in the United States helped stem the outflow of capital. In addition,

the balance-of-payments positions of some continental countries,
notably Germany, deteriorated somewhat, thereby improving the
relative posttion of the dollar.

Although sterling showed great improvement in fiscal year 1966,
speculative pressure was still quite strong in July and most of August
1965, reflecting continuation of the 1964 crisis. In September 1965,
however, confidence in the improving position of sterling was evi-
denced by announcement of substantial new credit facilities to the
Bank of England by the United States and other major financial
centers. Following that announcement and continuing through most
of the winter, there were substantial reflows of funds into sterling.
Early in 1966, however, these reflows tapered off and the British
seamen’s strike, starting in mid-May, brought severe pressure on an
already weakening pound sterling. By the close of the fiscal year
sterling was again under attack.

» §55 exhivit o1

3 See exhibit 69.
4 See exhibit 70,
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In December 1965 there was some strengthening of continental
currencies against the dollar reflecting the usual yearend window-
dressing operations, and the United States had occasion to draw upon
the Federal Reserve swap lines in order to absorb some of the dollar
inflows accruing to official European reserves. With the reversal of
these normal yearend pressures, the United States was able to repay
the swap drawings it had made. In addition, the Treasury acquired
foreign exchange which enabled it to reduce substantially its foreign
currency obligations principally in the form of special Treasury bonds
issued in prior years and denominated in German marks and Swiss
francs. Utilization of these special securities and the swap facilities
have been extremely helpful in dealing with the ebb and flow of funds
across the exchanges not only in periods of: crisis, but to counter
seasonal and medium-term cyclical movements of funds.

Gold sales by the United States during the fiscal year were consider-
ably below those of the previous year, $378 million compared to
$1,473 million in fiscal year 1965. France continued to be the princi-
pal purchaser of gold from the United States during the period and
the French franc, reflecting a continuing large French balance-of-
payments surplus, was at or near its ceiling against the dollar through-
out the year. ,

The operations undertakén by the Treasury and Federal Reserve
are described in detall in articles published semiannually by the
Federal Reserve Bank of New York which ‘as agent or manager
carried out the operations of both the Treasury and the Federal
Reserve. (See exhibits 54 and 55.)

International monetary arrangements

Negotiations on the modernization and improvement of the inter-
national monetary system accelerated during the fiscal year.

The Secretary of the Treasury in July 1965 announced that the
President had authorized him to initiate multilateral negotiations to
strengthen the international monetary system.! It was agreed that
a desirable first step would be to determine the extent of basic agree-
ment among the major industrial countries—the so-called Group of
Ten (Belgium, Canada, France, Germany, Great Britain, Italy,
Japan, the Netherlands, Sweden, and the United States).

This first phase of contingency planning for future reserve creation
was launched by the Ministers and Governors of the Ten at the time
of the annual meeting of the International Monetary Fund in Sep-.
tember 1965.2 These officials had previously examined the outlook
for the functioning of the international monetary system and the
probable future needs for liquidity. They had alse reviewed a de-

1 Ses exhibit 37,
2 See exhibit 41.
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tailed examination of various proposals for the creation of reserve
assets prepared by a special study group. They now agreed that it
was important to begin more specific planning to insure that the
future reserve needs of the world would be adequately met.

The Deputies of the Group of Ten, meeting at approximately
monthly intervals, promptly undertook to determine the basis for
agreement that could be reached. The United States was repre-
sented by Under Secretary of the Treasury for Monetary Affairs
Deming and Governor Daane, a member of the Board of Governors
of the Federal Reserve System. Development of the U.S. position
at these meetings was assisted by the Secretary’s Advisory Committee
on International Monetary Arrangements (see exhibit 56), as well as
through frequent contacts with members of congressional committees
most closely concerned. A significant congressional contribution to
work in this field was “Guidelines for Improving the International
Monetary System,” a report of the Subcommittee on International
Exchange and Payments of the Joint Economic Committee, pub-
lished in August 1965.

The report of the Deputies, made public on August 25, 1966,
covered the progress made in these negotiations during the year 1965
66. It made clear that a substantial consensus exists as to the direc-
tion and general shape of the improvements that need to be made in
the international monetary system. In particular, the Deputies
foresaw a forthcoming global shortage of reserves, and reached wide
agreement on the principles applicable to deliberate reserve creation
and on the elements to be considered in contingency planning for such
creation of reserves in the future. They agreed that decisions as to
amounts to be created should be based on a collective judgment of
reserve needs of the world as a2 whole over a period of years, and that
new reserves should be distributed to all members of the International
Monetary Fund. It was also agreed that provisions for decisions on
the creation and management of deliberately created reserve assets
should reflect both (1) the legitimate interest of all countries in the
adequacy of international reserves, and (2) the particular responsibili-
ties of a limited group of mdustnal countries. ’

In addition to contingency plannmg for reserve creatlon ‘the
Deputies explored other aspects of improving the international
monetary and payments system. Consideration was given to the
merits of harmonizing reserve policies and to other possible approaches
to protecting the monetary system from reserve contraction resulting
from movement of funds to high gold ratio countries. To this end
it was suggested that the existing multilateral surveillance procedures
be strengthened to encompass a periodic review of reserve policies.
Ways of making reserve positions in the International Monetary Fund
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more attractive as reserve assets were explored, as were the possibili-
ties of further refinement and extension of short-term credit facilities.
The advisability of a further examination of the problems involved
in ad hoc long-term.loans of reserves was also discussed. A

The Ministers and Governors of the Group of Ten reviewed the
report by their Deputies at a meeting in the Hague in July 1966.
The Secretary of the Treasury headed the U.S. delegation. Except
for one member, the Group of Ten agreed that it was now appropriate
to look for a wider framework in which to consider the questions that
affect the world economy as a whole. With this in view, and after
consulting with the Managing Director of the International Monetary
Fund, they recommended a series of joint meetings in which the
Deputies would take part together with the Executive Directors of
the Fund. This second stage of negotiations will be designed to assure
that the basic interests of all member countries in the International
Monetary Fund are adequately considered and represented before
significant intergovernmental agreements for formal structural im-
provements of the monetary system are concluded.

The International Monetary Fund

During the fiscal year 1966, the International Monetary Fund
provided $1,424 million in various currencies to 28 member countries.
United States drawings totaled $580 million.! A drawing of $300
million in five foreign currencies in July 1965 constituted the first
drawing by the United States which was not intended to facilitate
repurchases by other members of the Fund. The remaining U.S.
drawings, all in Canadian dollars, represented a continuation of
technical drawings which began in February 1964; under these tech-
nical drawings currencies drawn are sold for dollars to other Fund
members for their use in making repayments to the Fund. Under the
Articles of Agreement, members are prohibited from making repay-
ments to the Fund in a specific currency if the Fund’s holdings of
that currency exceed 75 percent of the country’s quota. During all
of fiscal year 1966 the Fund’s holdings of dollars exceeded 75 percent
of the U.S. quota. Although the cumulative total of U.S. drawings
on the Fund through June 30, 1966, amounted to $1.2 billion equiva-
lent, the net drawings of the United States, which are reduced by dollar -
drawings of other countries, amounted to $530 million. During the
fiscal year these net drawings increased by $443 million, representing
a utilization to that extent of the U.S. reserve position in the Fund.

India’s drawing of $275 million was the second largest for the fiscal
year; about 11 percent of this drawing was in dollars. The United
Kingdom drew $122.5 million, in order to finance its gold subseription
in connection with an increase in its quota. Among other relatively
"1 See exhibits 59, 65, 67, 68, and 71,
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large transactions during the year, Yugoslavia drew $87.5 million and
New Zealand drew $70 million. .

The Canadian dollar was the currency most used in Fund transac-
tions in fiscal 1966 largely as a result of the U.S. drawings. The
equivalent of $359.7 million in Canadian dollars was drawn from the
Fund, representing 25.3 percent of total drawings. During the fiscal
year the Fund sold $223.6 million equivalent in Deutsche Marks and
$136.7 million in U.S. dollars. Repurchases amounted to $440.8 for
the fiscal year ending June 30, 1966, of which $295.5 million were in
Canadian dollars. Indian repurchases totaled $75 million; Argentina
repurchased $60.0 million; and Chile repurchased $39.5 million.
Twenty-five other countries repurchased the remaining $266.3 million.

The resources of the Fund were enlarged substantially as a result
of increases in quotas, which became effective February 23, 1966,
when countries holding two-thirds of total quotas had consented to
quota increases of 25 percent. Sixteen countries were permitted to
increase their quotas by more than 25 percent. If all countries
consent to new quotas the total quotas will approximate $21 billion.
On July 1, 1965, the United States agreed to increase its quota by
$1,035 million of which 25 percent was payable in gold.! The new
U.S. quota is $5,160 million, ‘

Each member country increasing its quota must pay an additional
subscription equal to the increase in its quota, of which 25 percent is
payable in gold and the rest in its own currency. While some coun-
tries will make the necessary gold payment from their own reserves,
others may purchase the gold from reserve currency members, par-
ticularly from the United States or the United Kingdom. In order
to divert gold purchases from the two reserve currency centers, the
Fund has provided that members finding it difficult to make prompt
payment of the 25 percent. gold portion may request an exchange
transaction in order to purchase gold from the monetary authorities
of nonreserve currency members. Up to the equivalent of $150
million of such exchange transactions would be permitted in cur-
rencies which the Fund would then replenish by the sale of its gold
to those members up to the amount of the drawings. During the
Fund’s fiscal year, which ended April 30, 1966, the Fund sold $147,-
937,500 in gold to the Federal Republic of Germany and Belgium
under this arrangement.

In addition the Fund is prepared to mitigate the impact of gold
purchases from the reserve currency countries by placing on deposit
up to $350 million in gold with its depositories in the United States
and the United Kingdom, thereby offsetting the effect of gold pur-
chases up to this amount on the gold reserves of these countries.

1 See 1965 annual report, p. 447, exhibit 67,
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During the Fund’s fiscal year the Fund deposited $181 million in the
United States and $39.7 million in gold in the United Kingdom.

The Fund assured the continued availability of additional resources
through a 4-year extension of the General Arrangements to Borrow.
This is an agreement on the part of 10 major industrial countries to
lend to the Fund the equivalent of $6 billion if needed to forestall or
cope with an impairment of the international monetary system.

The National Advisory Council on International Monetary and Financial Policies

The National Advisory Council on International Monetary and
Financial Problems was originally established by the Bretton Woods
Agreements Act of July 31, 1945 (59 Stat. 512, 22 U.S.C. 286b).
Reorganization Plan No. 4 of 1965, 79 Stat. 1321 (5 U.S.C. Supp.
I 1332-15) effective July 26, 1965, abolished the National Advisory
Council as a statutory body and transferred its functions to the
President. This was part of an overall effort to streamline and
modernize interagency committees, undertaken to eliminate the over-
lapping of functions and to assure the flexibility necessary to adjust
to the development of new programs and shifts in executive branch
responsibilities. Executive Order 11238 (3 C.F.R., 1965 Supp.,
p- 161), dated July 28, 1965, effective July 27, 1965, reestablished an
interim Council with ‘‘the same members, functions, and status’’ as
its predecessor, to operate until January 1, 1966.

Executive Order 11269 (31 F.R. 2813), dated February 14, 1966,
and effective January 1, 1966, established the new National Advisory
Council on International Monetary and Financial Policies with the
same membership (i.e., the Secretary of the Treasury, who is the
Chairman of the Council, the Secretary of State, the Secretary of
Commerce, the Chairman of the Board of Governors of the Federal
Reserve System, and the President of the Export-Import Bank of
Washington) to carry out functions previously performed by the
National Advisory Council on International Monetary and Financial
Problems. ‘

Programs for ﬁnancing economic development

The International Bank for Reconstruction and Development.—During
fiscal 1966 the Bank authorized 37 loans in 29 member countries
totaling $839.2 million. Latin America was the largest recipient of
Bank loans, totaling $374.7 million (44.6 percent of Bank loans for
the year), Asia received $233.5 million (27.8 percent of Bank loans),
Africa received $141.0 million (16.8 percent of Bank loans), and
Europe (Finland, Portugal, and Spain) received $90 million (10.8
percent of Bank loans). Distribution of IBRD loans by purpose was
as follows: Transportation, $312 million; electric power, $231.5 mil-
lion; agriculture, $120.7 million; industry, $107.5 million; communica-

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



REVIEW OF FISCAL OPERATIONS 61

tions, $41.8 million; water supply, $21.3 million; education, $2.75
million; and engineering, $1.7 million. The largest single loan during
the fiscal year, $110 million, was for electric power development in
Mexico. Disbursements by the Bank during the year amounted
to $668.4 million compared with $606 million in fiscal year 1965.

The Bank’s funded debt increased to $2.6 billion, a rise of $81.9
million. This reflected in part a $20 million Canadian dollar bond
offering (U.S. $18.6 million), and a private placement outside the
United States of $100 million 2-year bonds to central banks and gov-
ernmental institutions in 22 countries and to one international orga-
nization. Although the Bank offered a new bond issue in the United
States for $175 million just before the fiscal yearend, the funds became
available after June 30 and were not included in fiscal 1966 totals.
The proceeds of this issue were so handled as to have no effect on the
U.S. balance of payments. Maturing bonds and notes totaling $164
million were refinanced during the fiscal year.

The sale of loan maturities by the Bank declined because of rising
yields on competing securities and as a result of the Bank’s policy of
not selling in the U.S. market loans of countries whose securities are
subject to the United States interest equalization tax.

During the year the Bank received approval for a change in its
charter to allow it to enlarge, on a loan basis, the financial resources
of the International Finance Corporation.! The amendment will
permit the Bank to lend the IFC up to approximately $400 million.

The IBRD, in September 1965, set aside $75 million from its fiscal
1965 net income for transfer to the International Development
Association in the form of a grant.

Because of rising interest rates in world markets, the Bank announced
that interest charges to less-developed countries would be increased
from 5% percent to 6 percent, while loans to the more developed
countries could be at rates up to 7 percent.

The proposed Convention on the Settlement of Investment Disputes
Between States and Nationals of Other States 2 was signed by Secre-
tary Fowler on August 27, 1965, approved by the Senate on May 16,
1966, and ratified by President Johnson on June 1, 1966. The Con-
vention is expected to improve the climate for international invest-
ment. It will come into force 30 days after 20 governments have both
signed it and deposited their instruments of ratification. As of June
30, 1966, the Convention had been signed by 44 countries and ratified
by 9 of them.> The Bank is also attempting to outline a multilateral
program for insuring international investment against other than
normal business risks.

1 See exhibit 53.
2 See exhibit 49.
3 The Convention entered into force Oct. 14, 1966.
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The Bank’s activities in technical, advisory, and planning assistance
continued. Consultative groups were organized for Malaysia,
 Thailand, and Tunisia. The Bank was also a member of a consortium
for Greece and Turkey administered by the OECD and a participant
in a consultative group for Ecuador organized by the IDB. Co-
ordinating development assistance from various multilateral and
bilateral agencies has become a major function of the Bank. By
coordinating the development needs of receiving countries with the
technical and financial assistance available from the providing coun-
tries, the Bank is helping to achieve a more efficient use of develop-
ment resources and more rapid increases in the productivity of
recipients.

Membership in the Bank increased to 103 with the admission of
Malawi and Zambia. :

The International Development Association.—During the fiscal year
the IDA approved 12 credits totaling $284.1 million to 8 member
countries. Industrial development credits amounted to $123 million,
transportation to $97.1 million, and education to $31.2 million. Dis-
bursements were $266.9 million, compared to $222 million for fiscal
year 1965. ;

Agoregate credits approved by IDA through June 30, 1966, increased
to $1.37 billion to 31 countries and territories. Total disbursements
increased to $681.5 million or 49.7 percent of total IDA commitments.

As noted above, IDA received a grant of $75 million from the
IBRD in fiscal 1966. . During the fiscal year IDA’s lendable resources

increased by $3.6 million through the release by Yugoslavia of its
subscribed local currency for lending on a convertible currency basis,
bringing the total of such releases to $8 million. Sweden made an
additional supplementary contribution of $5 million, bringing to over
$23 million the total of such supplementary contributions.

The International Iinance Corporation.—During the fiscal year
1966, IFC invested $35.6 million in 21 different enterprises in 16
member countries. ‘Nine of these investments totaling $9.5 million,
represented further "commitments to firms in which IFC had out-
standing investments. Equity investments amounted to $15.7 million
and loan investments to $19.9 million. The largest IFC commitment
this year was $6.1 million to help finance the construction of a pulp
and paper mill in Brazil.

As of June 30, 1966, the IFC had made total commitments of
$172.4 million, involving 124 transactions in 34 member countries.
The IFC has broadened the international market for securities of
private enterprises by selling to private investors equity and debt
instruments equal to 19.4 percent of its total investment commit-
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ment. Up to June 30, 1966, 7.2 percent of IFC investment com-
mitments had been repaid.

The Articles of Agreement of the IFC were amended during the
fiscal year to permit IFC to borrow from the IBRD an amount up
to four times the unimpaired subscribed capital and surplus of IFC.
This change will add approximately $400 million to the potential
resources of IFC. World Bank loans to IFC will bear the standard
interest rate charged by the Bank at the time the funds are committed.
This borrowing facility puts the IFC in a position to make substan-
tially larger individual investments (as of June 30, 1966, the largest
IFC investments were about $6 million).

With the admission of Malawi, Zambia, and Nepal, IFC member-
ship rose to 81 countries. '

The Inter-American Development Bank.'—To obtain resources for
its lending operations, the IDB, through June 30, 1966, had borrowed
$374 million equivalent backed by its callable capital. There were
three Bank borrowings in fiscal year 1966: a $24.2 million equivalent
lira bond issue in Italy in January 1966; a $65 million short-term
dollar bond issue outside the United States in April 1966, of which
$57 million was purchased by financial agencies of 15 Latin American
member governments, $5 million by Spain, and $3 million by ILsrael;
and a $10 million equivalent direct borrowing in yen from the Export-
Import Bank of Japan in June 1966. Drawings chargeable to the
Japanese loan will be backed by the Bank’s callable capital. Added
to previous borrowings outside the United States amounting to $60
million equivalent, the three Bank borrowings during fiscal year 1966
brought the total raised in foreign markets to the equivalent of $159
million.

The resources of the Fund for Special Operations total $1,119
million. TFollowing earlier contributions totaling $150 million, the
United States, pursuant to the increase in resources approved in
fiscal year 1965, made a further contribution of $750 million, payable
in three equal installments. The second of three payments toward
this increased contribution was made in December 1965. The final
payment will be due at the end of calendar 1966.

Through June 30, 1966, the Bank had authorized 129 loans amount-
ing to $678.0 million equivalent from its Ordinary Capital, 99 loans
amounting to $461.3 million equivalent from the Fund for Special
Operations, and 117 loans from the Social Progress Trust Fund
amounting to $501.2 million—a total of 345 loans amounting to
$1,640.6 million equivalent. In addition the Bank had authorized
three loans amounting to $4.9 million equivalent from Canadian

1 For background on the estabhshment and operations of the Inter-American Development Bank (IDB),
see 1965 annual report, pp. 58-6f
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funds which it administers on behalf of the Government of Canada.
Total disbursements from all funds amounted to $666 million through
fiscal year 1966.

In September 1965, the existing agreement of the IDB with the
Government of Canada was expanded by 10 million Canadian dollars
to a total of 20 million Canadian dollars. These funds are provided
at low or no interest and with maturities of up to 50 years. Also in
September, the Government of the Netherlands agreed to make
available the equivalent of $10 million in guilders for loans to finance
development projects in Latin America. Loans approved by the
“Government of the Netherlands will be extended on terms of up to
25 years maturity and at rates of interest not to exceed the rate
charged by the Bank on its Ordinary Capital loans. In April 1966, the
Bank entered into an agreement with the Government of the United
Kingdom which provides $11.6 million equivalent in pounds sterling
for loans to Latin American member countries. Funds provided by
the United Kingdom will have maturities of between 15 and 25 years
and will be used for purchases in the United Kingdom.

The Astan Development Bank.—The Asian Development Bank
is designed to encourage the economic development of the countries
of Asia by providing multilateral financing of sound development
projects. The Bank is the first institution of its kind to be established
as a result of broad Asian initiative for the purpose of fostering econom-
ic growth in Asia. ' Membership in the Bank is limited to countries
that are members of the United Nations Economic Commission for
Asia and the Far East, other regional countries and nonregional
developed countries which are members of the United Nations or of
any of its specialized agencies.

Negotiations on the Asian Development Bank Charter took place
at a meeting of the Preparatory Committee in Bangkok from October
21 to November 1, 1965, at which the U.S. delegation was headed by
Assistant Secretary of the Treasury Merlyn N. Trued.! The agree-
ment establishing the Asian Development Bank was signed at Manila
at a conference of plenipotentiaries held December 2—4, 1965. Sig-
natories on behalf of the United States were Eugene R. Black, Adviser
to the President on Southeast Asia Economic and Social Develop-
ment, and Joseph W. Barr, Under Secretary of the Treasury.

The authorized capital of the Bank is $1 billion, of which $350
million may be subscribed by developed countries outside the Asian
region. The United States and Japan have each subscribed to $200
million; India, $93. million, and Australia, $85 million. Twelve
nonregional developed countries, including the United States, have
subscribed to the authorized total of $350 million for such countries.

1 8ee exhibit 62.
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One-half of the subscription of each member is to be paid-in capital,
payable in five equal installments. The remaining half of each sub-
scription is to be callable capital, and is to be used to provide backing
against which the Bank will be able in the future to sell bonds in the
capital markets of the world. The Bank may also add to its lendable
resources by selling portions of loans from its portfolio, with or without
its own guarantee.

In January 1966 the President submitted to Congress draft legisla-
tion providing for U.S. participation in the Bank and the Treasury
issued a “Special Report on the Proposed Asian Development Bank’’!
which recommended U.S. membership. In January and February
1966 Secretary of the Treasury Fowler and Under Secretary of the
Treasury Barr ? appeared before committees of the Congress to add -
their support to the President’s request for congressional approval of
U.S. participation. In his testimony, Secretary Fowler said that the
Bank would make sound loans for economic development in Asia,
and that its loans would complement and extend the effectiveness
of the economic assistance presently being extended by the United
States. On March 16, 1966, the President signed the Asian Develop-
ment Bank Act (Public Law 89-369), which authorized membership
in the Bank for the United States and an appropriation of $200
million as the U.S. capital contribution to the Bank.?

The Export-Import Bank.—During the fiscal year 1966 the Export-
Import Bank authorized over $2.1 billion in loans, guarantees and
export credit insurance to assist in financing the sale of American goods
and services overseas. Authorizations for long-term capital loans
totaled $944.2 million; and exporter credits and guarantees amounted
to $306.7 million. Export credit insurance extended through the
Foreign Credit Insurance Association (FCIA) amounted to $692.8
million in the fiscal year. Other authorizations included $122.2
million in special foreign trade credits, $76.0 million in commodity
credits, and $0.1 million for insurance covering U.S. goods on consign-
ment.

The Bank disbursed $683.1 million in fiscal 1966. During the year,
private participation in the Bank’s loans totaled $853.2 million, of
which $760.5 million represented sales of portfolio participation
certificates to private financial institutions. The Bank earned $178.7
million in interest and fees, and paid $13.8 million in interest on funds
borrowed from the Treasury. . In addition, the Bank paid $45.9

Za

1¢Asian Development Bank Act,” hearings before the Committee on Foreign Relations, U.8. Senate,
89th Cong., 2d sess., on H.R. 12563, Feb. 16, 1966, pp. 124-134.

2 See exhibit 48. . . . . . . .

3 0n Aug. 16, 1966, the United States deposited its'instrument of ratification of the Asian Development
Bank at the United Nations. The Articles of Agreement became effective and the Bank came into existence
on Aug. 22,1966. The Board of Governors of the Bank held its inaugural meeting in Tokyo from Nov.
24-26, 1966. R ' :
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million in interest and other financial expenses. A dividend of $50
million was declared on the stock of the Bank held by the Secretary
of the Treasury. At the fiscal yearend, the Bank’s retained income
reserve for contingencies amounted to $1,008.1 million, and its un-
committed lending authority was $3,083.9 million. Receipts of
principal and interest on the Bank’s outstanding credits during fiscal
1966 amounted to more than $725 million.

The Agency for International Development—Total U.S. dollar com-
mitments by AID .during fiscal 1966 amounted to approximately $2.7
billion, of which $1.3 billion, or 48 percent, was on a loan basis. The
Far East received $854 million, including $80 million in loans; Latin
America received $684 million, of which $544 million was on a loan
basis; the Near East and South Asia received $664 million, of which
$584 million, or 88 percent, was in the form of loans; and Africa re-
ceived $177 million, of which $90 million was on a loan basis.  The °
balance ($287 million) was utilized for nonregional programs such as
U.N. technical assistance, the U.N. Children’s Fund, plus general
program support and administrative expenses. AID continued its
policy of direct procurement in the United States to minimize the
impact of its expenditures on the U.S. balance of payments. At the
end of fiscal 1966, over 85 percent of all ATD dollars was committed
directly for the purchase of U.S. goods and services.

Annual meetings of international financial institutions ‘

International Monetary Fund and International Bank.—The 1965
annual meetings of the Boards of Governors of the International Bank
for Reconstruction and Development and its affiliates and of the
International Monetary Fund were held in Washington, September 27
to October 1.

Secretary Fowler, the U.S. Governor of the international institu-
tions, headed the U.S. delegation, which included members of the
National Advisory Council, members of congressional committees
responsible for legislation relating to these institutions, and other
officials of the Government concerned with international financial
matters. The Alternate Governor was Under Secretary of State for
Economic Affairs Thomas C. Mann. Temporary Alternate Gover-
nors were Under Secretary of the Treasury Barr, Under Secretary of
the Treasury for Monetary Affairs Deming, Assistant Secretary
Trued, and Livingston T. Merchant and William B. Dale (U.S.
Executive Directors of the Bank and Fund, respectively).

The Board of Governors supported a proposal that the Executive
Directors of the International Development Association study the

- need for additional resources to be provided in 1968 and subsequent
years. It was noted that the need for development assistance on
concessional terms was increasing, in view of the heavy obligations of
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the less-developed countries. The Board of Governors also approved
the transfer of $75 million of the International Bank’s net earnings to
the IDA. 'The President of the Bank noted the amendment of the
Bank and IFC charters permitting the IFC to borrow from the Bank,
and progress in the adoption of the “Convention for the Settlement of
Investment Disputes” propoesed by the Bank.
The discussions at the meetings of the International Monetary
- Fund were largely devoted to the problem of international liquidity.!

Secretary Fowler in his remarks of September 29, 19652 reviewed
the activities of the Fund and the steps taken for further international
monetary cooperation.

International monetary cooperation, he stated, should provide credit
facilities to offset destabilizing movements of short-term capital, while
the IMF must continue to provide assistance to enable the adjustment
processes to function consistently with the desired stability and ad-
vance of the world system.

President Johnson, in his address at the closing joint session of the
Fund and Bank on October 1, 1965, stressed that although American
dollar deficits had been an important factor in sustaining world
prosperity, it was no longer appropriate or possible for a single
country, through its deficits, to be largely responsible for the creation
of world reserves. The United States, in its own interests and those
of the free world, was resolved to maintain its payments in equilibrium.
The President noted with approval the undertakings of the Fund
and the finance ministers and central bank governors of the Group of
Ten to begin steps to provide machinery for the creation of additional
reserves. The President mentioned the need for expanding opportun-
ities for education in order to help accelerate the pace of economic
development. In this connection, he referred to the announcement of
the establishment of a U.S. task force to chart a worldwide educational
endeavor, and suggested that the campaign against illiteracy could be
advanced by expanded programs of the Bank’s Economic Develop-
ment Institute and the IMF Institute. Increasing educational
opportunity, however, was only one of the ways to meet the problems
of economic development which were compounded by overpopulation
and poverty.

Inter-American Development Bank.—Secretary Fowler, U.S. Gover-
nor of the Bank, led the U.S. delegation to the seventh annual meeting
of the Bank held in Mexico City in April 1966.2 Assistant Secretary
of the Treasury for International Affairs Merlyn Trued acted as
temporary Alternate Governor. The delegation also included Mem-
bers of Congress and representatives of the agencies constituting the

!

1 See section on ‘‘International Monetary Arrangements’, above,
2 See exhibit 40, ’
3 See exhibit 45,
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National Advisory Councﬂ on Internatlonal Monetary and Fmancml
Policies. ;

The Governors approved the estabhshment of a Premvestment
Fund for Latin - American Economic Integration 'and requested a
study by the Board of Executive Directors on the p0551b111ty of
further enlarging the resources of the Bank.

Organization for Economic Cooperation and Development ~—The ﬁfth
‘Ministerial Council meeting of the Organization . for - Economic
Cooperation and Development (OECD) was held in Paris on Novem-
ber 25-26, 1965. Deputy Assistant Secretary of the Treasury
Winthrop Knowlton served as a member of the U.S. delegation. - The
Council of Ministers reviewed progress during the period 1960-65
toward the target established in 1961 for expanding by 50 percent the
combined output'of the Organization’s 21 member nations over the
decade ending in 1970. They found that, in the aggregate; growth of
gross national product had been at a higher.rate than that needed to
meet: the target. . The Council also drew attention to the need to
develop the capital markets of member countries in order to mobilize
savings for investment at home and: abroad. - The Committee for
Invisible Transactions; which was earlier charged by the ministers
with an intensive study of ways and means by which capital markets
might be improved, worked throughout the year 1n this area. A
Treasury official served on this Committee.

The 'Organization’s Economic Policy Commlttee contmued to
meet three times ‘a year to discuss the overall economic situation of
member countries. Under Secretary of the Treasury for Monetary
Affairs Frederick Deming was a member of the U.S. delegation. The
‘Economic Policy Committee’s Working Party 2 (on Policies for the
Promotion of Economic Growth) completed a‘comprehensive mid-
decade. report on. economic growth in the 1960’s designed to assist
members in continuing to keep on the growth target mentioned above.
The Treasury also participated in. the delegation to this Worklng
Party’s meetings.:

Working Party 3 (the Economic Policy Committee’s Workmg Party
on Policies for the Promotion of Better Payments. Equilibrium)
met at regular intervals during the year. The Under Secretary of the
Treasury for. Monetary Affairs chaired the U.S. delegation. The
Working Party completed a major report it had undertaken at the
request of the Group of Ten, entitled the ‘“Balance of Payments
Adjustrent -Process,” in which it examined how member countries
could, compatibly with essential internal objectives; preserve a better
balance-of-payments equilibrium and achieve. a faster and more
effective adjustment of imbalances. The report, which was published
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by the OECD, is complementary to the studies made in the Group of
Ten concerning international liquidity.! :

The Group on Export Credits and Credit Guarantees, with Treasury
Assistant Secretary -Merlyn Trued leading the U.S. delegation,
extended its discussions.of -mutualproblems in the area of export
credit and guarantees.

A special working party, created by the Councﬂ in April 1965,
studied the question of border tax adjustments applied by countries
to exports and.imperts and the effects which present practices might
have on international. trade. A Treasury official represented the
United States on this working party.
 The Fiseal Committee of the OECD completed a draft convention
for the avoidance of double taxation on estates and inheritances. The
Committee also issued a report on- “Fiscal :Incentives for Private
Investment: in Developing Countries” which:.was prepared- by a
working party under the chairmanship of a Treasury representative
who also served as Vice Chairman of the Committee. On the initiative
of the U.S. delegation, the Fiscal Committee, for the first; time,
devoted a session to a review of the internal tax policies of omne ol
the member countries (France).

The objectives of the Development Assistance Committee (DAC)
of the OECD, which are to explore ways of augmenting and improving
the flow of financial resources to the less:developed countries, of in-
creasing the effectivenessiof aid, and of coordinating national assistance
programs, met at  the- Ministerial level in July 1965. Assistant
Secretary of the Treasury Trued served as a senior member of the
U.S.delegation. . Australia, anon-OECD country, became a member of
the DAC in February 1966, bringing its membership to 16.

The Economic Development and Review Committee of the OECD
annually reviews the economies of the member countries and issues
a public report; the Treasury participated in the Coramittee’s formal
examination of the U.S: economy in October 1965..

~A Treasury . observer regularly attended the meetings of the
Managing Board of the European Monetary Agreement.

- The General Agreement on Tariffs and Trade.—The sixth round of
trade negotiations, generally known as the Kennedy Round, was
underway at the fiscal yearend in the framework of the GATT.
The positions taken by the U.S. Government representatives at the
GATT are primarily formulated and developed in Washington with
Treasury Department participation. - In general, the Treasury De-~
partment continued to participate in the development of trade policy
in. the context of the activity of the Trade Expansion Advisory

1 See section on “International monetary arrangements’”’ above.
Moy e : N N .. L
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Committee, the Trade Executive Committee, the Trade Staff Com-
mittee and the Trade Information Committee.

A Treasury representative was a member of the U.S. delegation
to the annual meeting of the GATT Contracting Parties, to the
GATT Committee on Balance-of-Payments Restrictions, and to
other GATT committees and working parties. Treasury representa-
tives, including Assistant Secretary Davis and Deputy Assistant
Secretary Hendrick, also participated in the discussions of the Kennedy
Round nontariff barrier subgroup on antidumping policies.

United Nations Conference on Trade and Develcpment (UNCTAD).—
The first meeting of the Committee on Invisibles and Financing
related to Trade of the Trade and Development Board of UNCTAD
was held in Geneva from December 6-22, 1965. The agenda of the
session covered a broad range of subjects including: The adequacy of
the rates of growth achieved by the developing countries; the IBRD
staff report on the Horowitz proposal (suggesting an interest subsidy
fund to permit funds raised on private markets at conventional
interest rates to be lent on concessional terms by IDA); the IBRD
staff study on supplementary financial measures to compensate for
unforeseen long-term shortfalls in export proceeds of developing
countries; and the report of the Group of Experts on international
monetary issues.

The Committee decided that the Horowitz proposal would be kept
on the Committee’s agenda and requested the Secretary General of
UNCTAD to appoint, after consultation with governments, a special
group consisting of members with experience in the fields of finance and
banking to consider the economic and financial problems involved in
the Horowitz proposal and similar schemes and possible variations
thereof, including the effects these might have on other methods of
transferring resources to the developlno countries on concessional
terms.

With respect to the study on supplementary financial measures,
the Committee decided that, because governments had not had
sufficient time to study the report carefully and formulate their
views, consideration of the report would be postponed and taken up
at a resumed session in 1966. With regard to the report of the
Group of Experts on international monetary issues, the Committee
decided to convene a special session in New York to meet concurrently
with the third session of the Trade and Development Board to con-
tinue the discussion of international monetary issues.

A special session of the Committee which met in New York from
January 29 to February 4, 1966, considered the report of the
Group of Experts on international monetary issues and agreed
that the report together with the records and documents arising out
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of the meeting should be forwarded to the appropriate international
institutions concerned with the problem of international monetary
reform for their due consideration. The Committee also decided to
keep the subject of international monetary issues on its agenda.

The resumed first session of the Committee, meeting in Geneva
from April 13-20, 1966, considered the report on supplementary
financial measures and decided, subject to the approval of the Trade
and Development Board, to establish a small group of representatives
of governments with the appropriate expertise, consisting of 13 to 15
memnbers, to study and report on this matter to the second session of
the Committee, within specified terms of reference.

A representative of the Treasury served as a member of the U.S.
delegation to each of the sessions of the Committee on Invisibles
and Financing Related to Trade.
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Administrative Management
" Management improvement program

The Department’s initial experience with consolidating the guide-
lines of the President’s cost reduction program with Treasury’s
20-year-old management improvement program occurred during fiscal
1966. In August 1965 the Department established a savings goal
for the year of $34.1 million. This goal was surpassed by more than
$10 million. Final analysis showed that as of June 30, 1966, $44.5
million was realized in savings or in avoided costs, a new record for
Treasury which exceeded the previous high set in fiscal 1965 by $5.5
million. These savings were applicable primarily to actions taken
to reduce operating costs. They do not include special savings realized
as a byproduct of the Coinage Act of 1965. A change in the alloys
of several denominations of coins dramatically reduced the procure-
ment cost of materials used in the manufacture of these coins. In
fiscal year 1966 the cost to the mint of materials for coins of the new
alloys, including the cost of bonding and rolling the clad materials,
was $54,543,000. The same number of coins produced with the old
alloys would have had material costs of $577,151,000. Thus, the

. material costs saving was $522,608,000.

The more significant management improvements of Treasury
bureaus are highlighted in the administrative reports of the individual
offices and bureaus which follow.

Reorganization plan action

Treasury Order No. 147, Revision No. 2, August 10, 1965,! created
a new office of Special Assistant to the Secretary (for Enforcement)
to consolidate responsibility for supervision and coordination of law
enforcement activities. In addition, the Special Assistant formulates
and coordinates the Department’s important role in both national
and international enforcement.

N

Special studies and projects

A number of studies to further increase effectiveness, efficiency, and
economy in the operations of the Treasury Department were con-
ducted during fiscal 1966. A study was begun of the 27 laboratories
in Treasury’s 4 laboratory systems to determine the optimum number
and location. A review of the mission, functions, and operations of
the Coast Guard Yard was initiated by contract with a consulting
firm to develop information for decisions about the yard. In response
to a Presidential request, a special project was started to eliminate
all unnecessary paperwork in the Bureau of Customs which inhibits
or impedes U.S. export or import programs. A Department-wide
program was launched to improve communications and services to
the individual citizen. At the request of the Special Assistant to
the Secretary (Enforcement), a study was conducted of the major
law enforcement activities of the Secret Service including the organi-
zation and field office structure. »

1 See exhibit 77.
75
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A General Agreement between the Department and the Agency for
International Development, spelling out the methods and procedures
through which AID can utilize the technical services of the Depart-
ment to contribute to the social and economic growth of developing
countries, was signed by the Administrator of AID and Secretary
Fowler on February 18, 1966. A Staff Assistant for AID Relations
coordinates the various Treasury activities undertaken on behalf of
AID within the Department. -

Emergency preparedness

In fiscal year 1966 an exploratory probe was made of the problems
surrounding the development of an emergency tax system and study
began of existing and potential institutional control mechanisms,
determination of program roles and financial requirements of present
credit program agencies and review of the adequacy of Treasury
emergency lending and guaranteeing authority. A comprehensive
Treasury plan for emergency preparedness was issued in October 1965,
containing the general plans for coping with an emergency situation.
An emergency operating center was brought to a ready condition with
‘the training and testing of 24 employees whose emergency assignment
would be as communicators. ‘ ' '

Planning and progratﬁ evaluation .

The primary purpose of the Office of Planning and Program Evalua-
‘tion, established on December 16, 1965, pursuant to Treasury Order
No. 206! is to aid in improving the allocation of the Department’s
resources by developing the relative costs and benefits of alternative
courses of action. This Office provides staff leadership, coordination,
and direction of the Department’s planning-programing-budgeting
system. ) - :

As its first major ‘task, the Office coordinated the development of
the first of an annual cycle of program and financial plans (PFP).
The PFP related outputs to costs for the various programs for a 5-
year period to provide a long-range perspective on the trends in
departmental activities as a basis for improving the allocation of the
Department’s resources for the annual budget submission.

Financial management 2

Budgeting.—The 1967 operating expense budget of the Coast
Guard was presented on a mission basis as had been planned last
year. The 1968 spring budget preview was assembled in terms of the
newly developed departmental program categories, sub-categories,
segments and elements of the planning-programing-budgeting system
(PPBS). Cost data in program category terms was reconciled
(“crosswalked”) to funds requirements stated in conventional ap-
propriation terms since subsequent inclusions of budget requests n
the 1968 President’s budget would be in appropriation terms. Con-
trols over personnel and use of funds were exercised through the im-
position of limitations and targets established by the Bureau of the
Budget on numbers of employees on roll at the end of the fiscal year,
numbers in grades GS-14 and above, total amounts of personnel

1 Seo exhibit 7. B o
2 See detailed statement in the Annual Report to the Secretary of the Treasury on Improvements in
Financiel Management.
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com{aensation ; allowable obligations for travel and construction; and
total expenditures (disbursements). Position management systems
were installed in all bureaus and cost reduction goals were established.
More detailed financial planning was required to support requests
for apportionment of funds.

A task force reviewed the charges made by the Department for
various services to the public to identify increased costs for services
rendered, in order to assure that such services are self-supporting.

Automated payroll operations—During the fiscal year payrolls of

the Bureau of Customs and certain Coast Guard field installations
were converted to the IRS computer system. : :
-Accounting systems.—Accounting systems in the Bureau of Customs
were being revised at the fiscal yearend. Certain Customs activities
have  been converted to ADP equipment. Accounting systems
manuals for the Bureau of the Public Debt, the Bureau of Narcotics,
the Office of the Treasurer of the United States, and the Office of the
Secretary have been submitted to the General Accounting Office for
approval. The Bureau of Accounts accounting systems manual was
approved by the General Accounting Office.
. Treasury bureaus were encouraged to utilize the provisions of
Public Law 88-521, approved August 30, 1964, which authorized the
application of statistical sampling techniques in the audit of vouchers
under $100. : A

Internal auditing.—During fiscal year 1966, the departmental audit
staff completed the review and appraisal of the system of internal
auditing in one bureau and performed;an audit of payroll and related
activities in the Office of the Secretary. -

Personnel management

In the fiscal year 1966 continued emphasis was placed on improving
all areas of personnel management, with particular attention to special
programs of interest to the President. :

Treasury regulations were revised and issued to implement Execu-
tive Order 11222 and the Civil Service Commission’s Standards of
Conduct. Detailed plans were developed for a more positive and
comprehensive equal employment opportunity program throughout
the Department.- Relations with employee organizations were
strengthened and numerous actions were taken to resolve problems
involving unit determinations and the Code of Fair Labor Practices.
Initial work began on a long-term project to automate personnel
operations and information retrieval insofar as practicable.

-The .Department exceeded by more than 50 percent the goal set
by the President for the employment. of disadvantaged youth under
the “Youth Opportunity Campaign.” A special advisory committee
appointed by the Secretary completed a study on utilization of women
employees. The Department was given the “Employer of the Year
Award” by the District of Columbia Chapter of the National Asso-
ciation for the Employment of the Handicapped. Considerable
assistance was given the Treasury Law Enforcement School in
recruiting and selecting a full-time faculty. Special-.appointment
authorities were negotiated with the Civil Service Commission. to
facilitate effective staffing in the Bureau of the Mint, the Customs
Bureau, and the U.S, Secret Service, : »
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In conjunction with the inspection activities of the Civil Service
Commission, comprehensive evaluations of personnel programs were
completed in the Bureau of Accounts, the U.S. Coast Guard, the Internal
Revenue Service, and the Bureau of the Mint. In addition, & person-
nel management review of the Bureau of Narcotics was completed. .
Throughout the fiscal year the Bureau of Customs was provided
considerable assistance with personnel matters associated with its
reorganization. :

More effective eontrol of supergrade positions was instituted and
all Treasury supergrade requirements were carefully determined and
listed in priority order for Civil Service Commission consideration.
Treasury Personnel Manual regulations were either revised or devel-
oped for within-grade salary increases, severance pay, and premium °
pay in accord with new or amended legislation. Several bureaus
were visited by a team representing personnel, management analysis,
and budget to review and discuss position management and control
systems. Internal guides were developed for the: classification of
positions at the Bureau and Office of the Secretary levels and in
the area of job redesign. A

Significant steps were taken toward a coordinated wage board
system. The Secretary was requested by the President to join with
other agency heads in the development of common job standards
and wage policies. Pursuant to the President’s request for monthly
reports to the Civil Service Commission, new procedures were estab-
ﬂisi)led for the reporting of wage schedule adjustments by bureaus.
 The Secretary honored over 100 Treasury employees at the Second
Annual Awards Ceremony in -the departmental auditorium on Sep-
tember 14, 1965. Thirty-seven of these employees had received top
Treasury honor awards during the vear and 36 had received cash
awards for outstanding contributions to the Department.

The Secretary’s goal of 25 suggestions for every 100 employees on’
Treasury rolls was met. Alltime highs were established for sugges-
tions received, suggestions adopted, and. tangible benefits. Total
benefits realized from all services recognized under the Treasury
incentive awards program, including employee suggestions, reached
a record of $7 million, more than twice the previous alltime high.

In fiscal year 1966 there was a significant increase in employee
training within the Department. Continued emphasis was placed
on tralning to meet ‘Treasury operational requirements effectively
and efficiently. To assist Treasury bureaus mn the orientation of
employees and interested outside groups, a 28-minute color film
was produced by the Office of the Secretary depicting major missions
of the Department. As an aid to evaluation of training efforts, a
comprehensive statistical report on classroom training for fiscal year
1965 was compiled and distributed to the bureaus.

Administrative services

Personal property.—During the fiscal year, Treasury declared as
excess to its needs property having an original acquisition cost of
$11,593,000, while excess property valued at $1,842,000 was reassigned
within the Department. Personal property transferred to other
Federal agencies totaled about $3,737,000. In turn, Treasury
received about $4,039,000 of excess personal property from other
Federal agencies without reimbursement. Personal property valued
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at $5,325,000 was determined surplus. Property worth $1,966,000
was released for donation through GSA and DHEW clearances.
Proceeds from sales and surplus, including scrap, amounting to
$258,000 was deposited to the general fund of the Treasury.

Real property.—During the fiscal year 1966, Treasury activities

in 23 locations 1n 8 cities were consolidated in single locations in each
city. '
" Treasury relocated from leased to Government-owned buildings in
39 locations. This saved Treasury approximately $6,500 in reimburs-
able rents to GSA. In addition, the Treasury closed 47 offices
accommodated in leased and Government-owned space which resulted
in rental savings of approximately $156,000 to Treasury.

Treasury reviewed and transmitted to appropriate GSA regional
offices, title and descriptive data on 17 excess Coast Guard properties,
involving 89 acres of land with improvements, and a total acquisition
cost of $111,000.

Treasury is continuing its efforts to stimulate, through GSA, the
need for planning and implementing the construction of pistol range
facilities in Federal buildings for Treasury law enforcement activities.

Safety.—Treasury’s disabling injury frequency rate for calendar
year 1965 remained considerably less than the all-Federal rate,
indicating the continuing effectiveness of the safety program. To
ald in improving Treasury’s position, two special safety committees
were established to review case histories in reported falls and motor
vehicle accidents to determine causes and suggested remedies. The
findings of the committees are expected to contribute substantially
to the achievement of the Department’s goal under the President’s
Mission Safety—70. -

Security activities

A second round of physical security inspections in the Office of the
Secretary and bureau headquarters offices was conducted and three
inspection trips to Treasury field offices were made. ‘

A revised security program for the Treasury Department was
contained in Treasury Order No. 82, Revised, March 9, 1966.}
Under the new security program positions are designated non-
sensitive, noncritical-sensitive, and critical-sensitive. Critical-sensi-
tive positions require the updating of the investigation every 5 years
and investigations were made in 200 such cases during the year.

Office of the Comptroller of the Currency

The Comptroller of the Currency, as the Administrator of the
National Banking System, is charged with the responsibility of main-
taining the public’s confidence in the System by sustaining the banks’
solvency and liquidity. An equally important public objective is to
fashion the controls over banking so that banks may have the discre-
tionary power to adapt their operations sensitively and efficiently to
the needs of a growing economy.

Management improvement

Several savings were realized during the fiscal year 1966 through
management improvement efforts. Partial completion of the adapta-

1 See exhibit 77.
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tion of internal fiscal procedures to automatic data processing has ag-
gregated thus far an annual saving in manpower costs of $72,900.
The gradual decentralization of duties to the regional offices saved 15
man-years and $42,300 in the current year, with an annual saving of
$101,400 pro;ected 'for ensuing years. An Office-wide cost reduction
and management 1mprovement program continues in force. -

The regional counsel program, placing trained attorneys in almost
all'of the 14 national bank regions, inaugurated in fiscal 1965, was fully
operative by the end of fiscal 1966. = More deputy reglonal adminis-
trators were assigned to the field offices to facilitate the overall de-

centralization policy. During the year an official of this Office was
appointed to maintain a continuous liaison with the Federal Deposit
Insurance Corporatlon

Personnel admmlstratlon

In addition to several new steps taken in 1966 in the area of personnel
administration, a colorful recruiting pamphlet, World of Banking:
The Challenges of a Career as a National Bank Examiner, was published.
This ‘booklet  was favorably received by the banking 1ndustry and by
campus counselors, uests for copies and for further information
both greatly exceeded (ll expectations. Employee communications
were improved through the inauguration of an intraoffice newsletter
the Nat’wnal Bank Examiner. :

Informatlon services program

The information: services program, which was initiated by the
Office of the Comptroller with the publication of the Comptroller’s
Manual for National Banks, the Comptroller’s Manual for Representa-
twes in Trusts, and the National Banking Review, continued to pro-
gress. Two additional manuals are available: Oomptrollers Policy
Guidelines for National Bank Directors and Instructions,.Procedures,
Forms for National Bank FExaminers. The booklet Duties and
Liabilities of Directors of National Banks was thoroughly updated
during fiscal 1966 and has maintained its position as one of the most
popular issuances of the Office. The Annual Report of the Comptroller
of the Currency continued in the format begun with its 1963 report
which marked the centennial of national banking. The annual
repoft now contains a general statement of policy, descriptions of the
state of the National Banking System and of the operations of the
Office of the Comptroller and official documents relating to such
crucial public issues as merging and branching. The general policy
statements from the 1964 and 1965 annual reports are available in
reprint form. These Are Years of Reform: A Prelude to Progress and
the Banking Structure in Evolution: A Response to Public Demand.
In December 1965, outstanding articles from the National Banking
Review were gathered and pubhshed in Studies in Banking Competition
and the Banking Structure. Collected in this volume is the best
recent thought on: the special characteristics of competition and
structure in the banking industry.

Status of national banks

During 1965, national banks continued to meet the challenges.and
demands of our modern agriculture, commerce, and industry. Com-
mercial banks under the supervision of the Comptroller of the Currency
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increased from 4,780 to 4,822, including 7 nonnational ‘banks in the
District of Columbia, at the end of fiscal 1966. During the year, 103
banks were issued national bank charters: 25 were conversions from
State banks; 78 were primary organizations. There were 841 branches
opened for business during the fiscal year compared to 782 in the
previous year.

The assets of national banks posted a 15.3-percent gain over fiscal
1965. The earnings assets (loans, securities, Federal funds, and direct
lease financing) outpaced the growth of total assets with a 16.6-
percent increase. As in the previous period, loans and discounts

Number of national banks and banking offices, by States, June 30, 1966

National banks .
Number | Number
State of branches| of offices
Total Unit With :
branches
United States-.....____. e 4,811 3,439 1,372 9, 074 13, 885
Alabama. . . 86 56 30 128 214
Alaska.____ 5 [ 5 40 45
Arizona. .o ... - 4 1 3 178 182
ArKansas. i icccmcccnaen 65 | . 37 28 61 126
California_ ... - 93 48 45 1,766 1, 859
(970063 e o SN 117 | 117 0| 0 117
i 30 12 18 172 202
b 3 2 4 9
0 8 48 56
198 198 0 0 198
58 .33 25 123 181
0 41 43
9 3 6 99 108
416 416 0 416
122 58 64 259 381
102 68 34 37 139
. 170 146 24 24 194
Kentucky. 81 40 41 120 201
Louisiana 47 15 32 138 185
Maine - 21 6 15 71 92
Maryland. 49 20 20 191 240
Massachusetts..: 90 26 64 341 431
Michigan 98 38 60 436 534
Minnesota 194 192 2 6 200
Mississippi 35 8 27 87 .122
MISSOUIT. ¢ o e ool cececeee 93 . 80 18 18 116
Montana. ———e 49 49 |. 0 0 49
Nebraska ———- 126 109 17 17 143
Nevada_ ... 3 1 2 34 . 37
New Hampshire 51 33 18 23 74
New Jersey...... |- 148 47 101 438 586
New Mexico- oo oL 34 15 19 53 87
195 101 94 973 1,168
28 8 20 266

42 36 6 48
h 226 95 131 540 766
Oklahoma___ : 220 194 X 26 C 26 246
OTeOM.. - o oo cememaee 13 8 . 5 214 227
Pennsylvania : - 366 | . 215 151 811 1,177
Rhode Island - 4 0 4 . 53 57
South Carolina. 26 5 21 178 204
South Dakota. - 34 27 7 38 72
Tennessee. - 77 24 53 ) 214 201
—-- . 1547 | - 547 0 "0 547
13 9 4 55 68
. 27 15 12 B3 58
Virginia. : 1118 47 71 348 |. 466
Washington ..o i cocciaaaon 30 15 - 15 342 - 372
West Virginia. .o oo ' 79 79 0 ) 0 79
‘Wisconsin. - - 111 -99 12 24 . 135
Wyoming . oo oceenon 40 40 0 0l . 40
Virgin Islands. .. 1 0 1 v 2 S 3
District of Columbia (all) 2 15 1 14 85 100

1 Includes 1 bank organized under sec. II of the Federal Deposit Insurance Act. X
2 Includes national and nonnational banks in the District of Columbia, all of which are supervised by the
Comptroller of the Currency.
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Assets, liabiliiies, and capital accounts of mational banks on June 30, 1965,
December 31, 1966, and June 30, 1966

[In millions of dollars] .

Item June 30, 1965 | Dec. 31, 1965 | June 30, 1966
; (4,803 banks) | (4,815 banks)| (4,811 banks)
ASSETS
Cash, balances with other banks and cash items in process of .
collection 31, 595 36,880 36, 769
U.8. Government securities, direct and guaranteed 30,323 31,896 28, 891
Obligations of States and political subdivisions_. _. 20,460 22, 541 23,975
Securities of Federal agenciésand corporationsnotg
by the United States.........._ 2, 006 2,383 3,473
Other bonds, notf:s, and debentul 433 490 478
Total securities. 53,222 57,310 56,817
Federal funds sold_. 1,059 1,433 1,287
Direct lease financin; 188 271 293
Loans and discounts 102, 059 116, 833 123,192
Fixed assets.___.__._ 2,893 3,158 3,208
Customers’ liability 724 926 1,013
Other assets 1,859 2,292 2,772
Total assets 193, 599 219,103 225,441
LiABILITIES
Demand deposits of individuals, partnerships, and
i 69,272 81,129 76,460
corporations._ _ . 69, 088 75,676 81,161
Deposits of U. 8. Go - 6,912 3,488 6,939
Deposits of States and polltlcal 13,941 15,833 16 413
Deposits of foreign governments and official
central banks and international institutions.. - 571 2,734 2,855
Deposits of commercial banks. 8,496 12,077 10, 690
Certified and officers’ checks, ¢ 2,348 2,923 3,274
Total deposits........- e 171, 528 193, 860 197,792
Demand deposits. . oL 94, 826 107,881 | 105,990
Time and savings deposits. .- oo 76,702 85,979 91,802
Federal funds purchased - 959 1,497 1,557
Liabilities for borrowed money._ ... . oo o._._ 603 172 180
Acceptances executed by or for account of reporting banks
and outstanding. . . 732 944 1,031
Other liabilities______.__ .- - 3,924 5,196 6,860
Total liabilities_.. _____ - 177,746 ' 201, 669 207,420
CAPITAL 'ACCOUNTS
Capital notes and debentures. ... 814 1,134 1,167
Preferred stock. .. —— 29 29 29
Common StoCK - _ e ccacccccaeeen 4,578 4,937 5,062
Surplus 7,311 7,967 8,119
Undivided profits 2,741 2,903 3,128
Reserves. 380 464 516
Total capital ACCOURES - aeee oo 15,853 17,434 18, 021
Tortal liabilities and capital accounts_ ... . ... 193, 599 219,103 225,441

continued to growat a faster rate than securities. Loan and discounts
increased 22.2 percent while total securities advanced 5.4 percent.

Net income, after dividends, of national banks increased $83.5
million or 13.5 percent over fiscal 1965. Part of this increase can
be attributed to the lower Federal income tax rates which were
in effect during fiscal 1966.
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Résumé

The Office of the Comptroller of the Currency continues to change
and grow with the national economy and the banking industry.
Internal operations and administration are undergoing constant
refinement and improvement in order to better serve the public
whose demands must be met.

Bureau of Customs

The major responsibilities of the Bureau of Customs are the
assessment and collection of import duties and taxes and the control
of carriers, persons, and articles entering or departing the United
States to insure compliance with laws or regulations of Customs and
other Government agencies which regulate international trade and
traffic. It engages in combating smuggling and frauds on the revenue
and enforces the regulations of numerous other Federal agencies.

The main objectives of the Bureau are to expedite the flow of
international commerce and international travelers and to encourage
a better understanding of and voluntary compliance with the import-
export laws and established controls.

Management improvement program

During fiscal year 1966 the Customs cost reduction-management
improvement program resulted in savings of approximately $816,000,
of which $489,000 resulted from increased productivity and efficiency;
$41,000 from the elimination of low priority activities or the substi-
tution of less costly alternatives; $151,000 from improved management
and program effectiveness; and $135,000 from special fourth quarter
reductions. This $816,000 total was the highest annual level of
savings realized in a decade.

Reorganization of the field service

The Bureau of Customs completed the reorganization of its basic
structure during the fiscal year to accommodate more efficiently the
Nation’s sharp rise in imports, exports, and international travel; and
to prepare for the increases in these forecasts within the next decade.

Appropriate supervisory and a wide range of administrative
activities' were transferred from district to regional authority. A
substantial degree of authority was delegated from Bureau head-
quarters to the new regions.

The reorganization of the Customs Field Service during fiscal 1966
was based on the President’s Reorganization Plan No. 1 of 1965.!
The President empowered the Secretary of the Treasury to proceed
with the program and, accordingly, he issued Treasury Order No.
165-172 on August 10, 1965, on the reorganization of the Customs
Field Service.

The reorganization of 47 collection and 42 appraisers districts, and
9 laboratories of the Field Service into the 9 regional headquarters
offices and 42 district offices, as set forth in Treasury Order No. 165-17
and subsequent amendments thereto during fiscal 1966, began with

’See 1965 annual report, p. 78.
2 See exhibit 77.
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the activation of the first new region on November 1, 1965, and
proceeded as follows:

Region Headquarters Date established
R Boston, Mass__________.__. May 1, 1966.
I New York, N.Y____________ June 6, 1966.

1 Baltimore, Md_______._.__. April 1, 1966,

Iv_ . Miami, Fla_ . ______________ February 1, 1966.
Voo .. New Orleans, La_ . _________ February 1, 1966.
VI . Houston, Tex______________ May 15, 1966.

VI ... Lios Angeles, Calif____._.___ January 1, 1966.
VIII_______ ... San Francisco, Calif________ November 1, 1965.
IX .. Chicago, IN____________.____ March 1, 1966.

Commodity specialization.—One of the most significant improve-
ments made in the Service was that of commodity specialization, a
new concept for the handling of customs entry documents.. This c¢on-
cept has unified the line of command for the clearance, valuation, and
assessment of duties on imported merchandise from the three separate
functions of entry, appraisement, and liquidation into one operation
performed by the commodity specialist teams. These teams were
placed in operation at the region and district levels during fiscal 1966.

Brokers,vmporters, and carriers.—Customs personnel held conferences
during the year with brokers, importers, and carrier representatives to
familiarize them with the new procedures created by regionalization.
Emphasis was placed on the need for submitting documents with
accurate and complete information. As a result of improvements
effectuated, the importers and brokers are experiencing faster and
more efficient handling of their shipments. ,

Iiscal management.—As part of the Bureau’s total reorganization,
fiscal management was concentrated in the 9 regional offices, in place
of the more than 50 fiscal offices. This made it possible to staff each
region with qualified accountants, thus providing greater efficiency in
operation, a higher degree of standardization, and overall savings.

A major accomplishment of fiscal 1966 was the preparation of the
Bureau’s first budget submission under the new planning-programing-
budgeting system established for the Federal Government. At the
beginning of the year, financial plans and quarterly allotments were
issued to more than 100 principal field o(}'ﬁcers. Plans were then
formulated and coordinated with fiscal management for the funding
of new regions and district offices. By June 30, 1966, when the
reorganization had been completed the number of financial plans had
been reduced to 28: : : :

Personnel—As the nine regions became operative under the re-
organization plan, personnel offices were established in each region
with professional staffs competent to carry out a full personnel man-
agement program. , Qualified classification and placement specialists
are on the staff in each regional office. The only personnel authority
retained by headquarters 1s the review of the most important actions
and those having Bureau-wide implications. Headquarters activity
will be concentrated on analyzing program effectiveness and devel-
oping program and policy guidelines.
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Bureau operations

Collections.—Revenue collected by Customs during fiscal 1966
reached an alltime high of $2.5 billion, a 20-percent rise over 1965.
This included customs duty collections, excise taxes on imported
merchandise collected for the Internal Revenue Service, and certain
miscellaneous collections. Collections and payments by customs
regions and districts are shown in table 24. The major classes of all
collections made by the Customs Bureau are shown in table 25. The
cost of collecting each $100 was below $4.

Carriers and persons entering.—More than 192 million persons
arrived in the United States for customs inspection during fiscal 1966,
of whom 7.2 million arrived by air. This represented an overall
increase of 6 percent and an increase of approximately 20 percent in
persons arriving by gir. About 57.4 million carriers arrived, of which
nearly 238,000 were aircraft, raising the total carriers by 6.7 percent
and aircraft by 13.1 percent from the respective figures for fiscal 1965,
as shown in tables 87 and 88.

Entries of merchandise.—Both the volume and value of imports
continued to climb, with the value reaching $23.3 billion, compared
with $19.7 billion in the previous fiscal year, or 18.3 percent, as shown
in table 85.

A total of 35.5 percent of all imports entering the United States
during the year were duty free and included commodities imported
free for Government stockpile purposes or authorized for free entry
by special acts of Congress. The remaining 64.5 percent constituted
the basis of customs duties on imports. )

Invoices—The number of invoices filed totaled 3,240,044, an
increase of 14 percent over fiscal 1965. Although the backlog of
unappraised invoices reached over 440,000, a rise of 33,980 invoices
over the year before, this amounted to 7.51 percent less than the
increase in the workload.

Protests.—Since the reorganization, protests have been handled
by the commodity specialist teams. Claims for clerical error and
administrative protest review have been transferred to the regions to
attain procedural uniformity and to provide intermediate adminis-
trative review.

Temporary crash programs at most ports processed a backlog of old
protests, which were either forwarded to customs court or validated
administratively. This is expected to phase out the old protest
liquidating unit with the exception of the clerical record control.

Protests filed by importers against the rate and amount of duty
assessed and appeals for reappraisement filed by importers who did
not agree with the customs officers on the value of merchandise are
shown in the following table.

Protests and appeals , 1965 l 1966 Percentage
. increase
Protests:
Filed with collectors by importers (formal) _....___.____._ 47, 445 55, 500 17.0
Filed with collectors by importers (informal) ——- 61, 010 69, 070 13.2
Appeals for reappraisement filed with colleetors..........__._ 24, 071 28,908 20.1

Prohibited and restricted importations.—Cases on restricted imports
included the recording of 177 trademarks, trade names, copyrights,
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and assignments for which fees were collected amounting to $15,980.
Lottery tickets were seized from over 150,000 pieces of incoming foreign
mail, while 70,000 pieces of mail contained obscene material that was
disposed of by the postal authorities.

Dumping and countervailing duty cases—Sixteen dumping cases
were received and 16 closed. A total of 21 remained on hand at the
end of the fiscal year. No findings of dumping were issued.

Tariff classification—A total of 9,530 written replies on tariff
classification of merchandise were issued during fiscal 1966. This
included a 30-percént reduction in the cases on hand for the 12-month
period. In addition, 2,789 summaries of Bureau rulings were published
in the Treasury Deécisions for the information of customs officers and
the public. i

Regulations were prepared and issued covering procedures for
qualifying for free entry of vehicles and original equipment for vehicles
imported from Canada under the Automotive Products Trade Act
(Treasury Decision 56529). Revised instructions to expedite entry
and clearance of serially numbered substantial containers and holders
used in international traffic were published in Treasury Decision
56542, ; .

A special statistical reporting program was inaugurated to provide
data essential to measuring the mnitial impact of the APTA on world
trade patterns as well as its effect on the domestic industry.

Wool imports.—Supervision of wool imports was continued with
14,032 reports of wool importations reviewed to assure uniformity in
the identification, grade, and condition of the wool.

Quotas.—Customs import quotas were enforced on a first-come first-
served basis with the cooperation of field officers to promptly and
correctly report each entry, or withdrawal from warehouse, for con-
sumption of import-quota merchandise. During fiscal 1966, 147
absolute and tariff-rate quotas were imposed on 30 imported com-
modities under specific Presidential proclamations and legislation.

Presidential Proclamation No. 3683 of October 22, 1965, terminated
23 quarterly quotas, covering lead and zinc-bearing ores and materials;
and unwrought lead and zinc and lead and zinc waste and scrap.

Another proclamation of the President, No. 3697, dated January 7,
1966, increased the. tariff rate quota on knives, forks, and spoons with
stainless steel handles to 84 million pieces and reduced the over quota
rate of duties on this flatware.

Quotas were also enforced on 5 commodities under the Philippine
Trade Agreement Revision Act of 1955; and a total of 165 import
quotas were administered on cotton textiles and cotton textile prod-
ucts manufactured or produced in various countries. One prohibition
on these cotton commodities also was enforced.

Public Law 89-241, effective January 1, 1966, amended the Tariff
Schedules of the United States to provide for tariff-rate quotas on
whisk brooms and other brooms made wholly or in part of broom corn.
Public Law 89-388: increased the 1965 duty-free quota on Philippine
coconut oil by 28,308,955 pounds.

Import statistics—The verification of import data by customs
officers which began in January 1962 remains one of the important
functions of commodity specialists throughout the country. The
“Customs Statistical Manual,” the instructional material issued for
this statistical program, was issued during fiscal 1966.
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Drawback.—The total drawback allowance paid during fiscal 1966
amounted to $17,718,940, reflected in table 86. Drawback allowance
on the exportation of merchandise manufactured from imported ma-
terials usually amounts to 99 percent of the customs duties paid at the
time goods are entered.

A significant accomplishment relating to drawback was the re-
solving of the allowance of drawback on petroleum products with
regulations issued September 22, 1965 (Treasury Decision 56487).
Several million dollars may now be refunded in the form of drawback
of duty on cases of several years standing. Many complex facets
were involved in the number of different petroleum byproducts as well
as the differences in value.

Export control.—The following table compares export control dur-
ing the last 2 fiscal years.

Percentage.

Activity 1965 1966 increase, or
. decrease (=)
Export declarations authenticated . . .o o ... S 5,308,272 5, 555, 312 4.7
Shipments examined... . 465,226 417,254 —10.3
Number of seizures. ... 360 339 —5,8
Value of seizures._. ... - $336, 105 $747, 544 122.4
Export control employees. . oo coucoomcocm o ccmmcceccmaee 245 223 —9.0

Trade practices.—The growing practice of containerization for
cargo shipment has posed several problems relating to customs han-
dling and manpower; adequacy of dock facilities for unloading and
devanning; increase in the number of transfers in bond; faster service
to the importer; and protection of the revenue.

Seventeen container stations and one container terminal in New
York and New Jersey were in operation by dune 30, 1966, for the
breakdown of individual cartons from larger containers of cargo for
inspection. Customs officers in the regions, at the end of fiscal 1966,
were coordinating with land and sea transporters of cargo on the
changes of shore facilities for storing and processing outbound and
inbound containerized cargo; and to study the needs of the shippers,
carriers, forwarders, and brokers for simplified cargo documentation.

The Bureau’s aim is to anticipate the immediate and long-range
passenger increases, and to coordinate its plans with those of the
carriers. Customs is studying the implications of the new planes
capable of carrying 400 or more passengers nonstop for approximately
6,000 miles, planned for use by 1968, which would substantially in-
crease passenger arrivals.

Marine activities.—The number of vessels documented in the
American merchant marine for commercial use reached 48,068 during
fiscal 1966, while those documented as yachts rose to 14,081. The ac-
companying table compares the volume of marine activity during the
last 2 fiscal years, :
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Percentage

Activity 1965 1966 increase, or

: o decrease (—)
Total vessels documented at end of year. ... ___..____. 58,948 62, 149 5.4
Documents issued (registers, enrollments, and licenses).... 19, 205 19, 657 2.4
Licenses renewed and changes of master endorsed._.___________ 53,841 57,116 6.1

Mortgages, satisfactions, notices of lien, bills of sale, abstracts

of title, and other instruments of title recorded - 17, 542 18, 508 5.5
Abstracts of title and certificates of ownership issued 7,744 8,674 12.0
Certificates and permits. ... ... IO 1,632 1,533 —~6.1
Name changes. i ceeaemamnion e 1,536 1,665 . 8.4

Internal auditing.—As each region was established, an audit office,
independent of regional management, was created. In the process,
seven offices of comptroller of customs were replaced by five head-
quarters and four branch offices of directors of field audit to assume
responsibility as internal auditors of the Bureau.

Audits are performed every 3 years, except for revenue account-
ability and appropriations and disbursements which are audited every
fiscal year. During fiscal 1966, 113 audit reports were completed
covering 297 offices. Quarterly reports covered the entry liquidation
work of over 40 district offices. There were 128 audits of imprest
funds. Additional audits of a regulatory nature were made of ac-
counts of customhouse brokers and of some of the offices of users of
wool imported duty-free, contingent upon its use in the manufacture
of certain specified articles.

Automatic data processing.—The entire physical base for the Bureau
of Customs ADP system was acquired and established during fiscal
1966. The systems design for initial computer application for rev-
enue collection and ‘administrative accounting was nearing completion
by the fiscal yearend, although.considerable computer programing
and preparation of an operating manual remained to be done before
the system could become fully operative. ‘

One phase of the accounting system, the control of collections of
duties assessed on foreign mail importations, was placed in operation
on July 1, 1966. Approximately 2 million collection items are ex-
pected to be processed by the computer during fiscal 1967. o

Laboratory analyses.—The laboratories of the Division of Technical
Services analyzed an alltime high of 146,162 samplés during fiscal
1966. Although several hundred kinds of commodities were presented
for advice, 6 classes exceeded more than 10,000 samplings each:
Alcoholic beverages, narcotics and seizures, ores and minerals, raw
sugar, textiles, and wool. This year’s total exceeded the previous
record set in 1963 by 5.4 percent. The samples were analyzed pri-
marily to develop facts for tariff classification, although some were
tested for other Government agencies. )

. There were 16,138 field special samplings of tobacco and 1,590
samplings of cigars to determine the origin of the tobacco. The chief’
chemists at Baltimore and New York developed the method of identi-
fication by gas chromatography with the assistance of commodity
specialists at New York and Tampa.

Improvements in laboratory methods and procedures for the deter-
mination and identification of components in commodities ranging
from textiles to the drug, LSD, were developed during fiscal 1966,
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Border construction.—In collaboration with the Immigration and
Naturalization Service, 5 border stations and 13 official residences
were completed in North Dakota, Maine, and Texas. At the fiscal
yearend, three border stations and eight residences were under con-
struction along the Canadian border, while contracts had been awarded
for eight border residences, plus two for major alterations and repairs
of existing buildings. Customs also assisted the General Services
Administration in the construction of the new customhouse in Long
Beach, Calif., and the border station at Grand Portage, Minn. Plans
for eight other customs facilities prepared by GSA on space or projects
for major improvements or future construction were reviewed by
Customs.

Penalties.—Decisions involving 707 penalty violations were com-
pleted in fiscal 1966. A total of $98,864 was paid to 73 informers.
The largest individual informer award was $29,125 while the smallest
was $12. The total recovery to the Government amounted to approx-
imately $400,000 from penalty cases supplied by informers.

The assessed penalties for violations of customs and related laws
increased to approximately $1.5 million, about $346,000 more than
for the previous year.

. Penalty cases, fiscal year 1966

Full statutory
Type of case Number liability of
. violators
Penalty and forfeiture. 569 $30, 947, 332
Liquidated damages. g 138 3,330,333
Total : 707 34,277, 665

Net liability imposed by penalty decisions; 1965 and 1966

1965 1966
Penalty and forfeiture cases..... $1,132, 063 $1, 482, 140
Liquidated damages 94, 337 90, 618
B0 ) 1,226, 400 1,572,758

- Foreign Customs assistance.—This office was established as the
result of the May 11, 1965, Participating Agency Service Agreement
(PASA) between the State Department (AID) and Customs for the
recruitment, selection, and training of Customs reservists to provide
technically qualified personnel for missions to foreign countries.!
On June 30, 1966, negotiations were in progress for Customs assist-
ance in 20 countries and 20 Bureau specialists were stationed in 6
countries on tours ranging from 6 months to 2 years. Eighteen
surveys were conducted in 14 countries during the year. In addi-
tion, the Management Analysis Division supervised the orientation
of 86 foreign government officers observing U.S. customs procedures
‘for possible application to their homelands.

Customs Information Exchange—This activity in New York con-
tinued at approximately the same level as in fiscal 1965. Appraisers

. 18ee 1965 annual report, p. 81,
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reports of classification and value totaled 74,725, of which 7,161
differences in classification and 6,842 differences in value were
processed. :

Training.—Expanded training facilities were required throughout
the Service, as the conversion to regionalization evolved. The
courses developed in previous years were continued and additional
classes were initiated at Bureau, regional, and district levels.

A management -course was conducted in the Bureau for the 70
newly appointed regional operations officers.

Technical training in a central Bureau school was provided for
approximately 200 custorns inspectors during their first year of
service and for about 90 other inspectors with longer service, who had
not received formal classroom instruction.

In addition, special training sessions were held for customs per-
sonnel in several regions including New York and Puerto Rico.
Spanish classes were offered in Miami to inspectors to improve com-
munications with Spanish-speaking tourists.

The Bureau provided guidelines for regional training officers. In
every region personnel was retrained and cross-trained to provide
greater flexibility of operations. For example, commodity special-
ists were cross-trained throughout the Service with emphasis on
courses in entry, liquidation, classification, appraisement, and statis-
tical reporting. The members were given formal instruction, as well
as on-the-job training. A ‘“Commodity Specialists Handbook”
established standards and goals. Inspectors were trained as exam-
iners; the samplers were trained in release procedures; and a cross-
training program for marine employees was underway at the fiscal
yearend for entrance and clearance of vessels, documentation, and
export control. _

The interchange of personnel has developed a better understanding
between employees of the unique problems encountered in all phases
of the entry procedure.

Equal employment opportunity—The Bureau intensified its efforts
to provide equal opportunity for women, minority groups, and the
handicapped. A significant number of minority group employees
were hired in professional capacities,- as well as in less responsible
positions.

Incentive awards.—A total of 752 suggestions were received, of
which 176 were adopted. The tangible savings from this program
were estimated at over $30,000, with awards of $7,180 paid to partici-
pating employees. In addition, 43 Customs employees earned
Superior Work Performance Awards amounting to $8,890, while 118
others received Special Act or Service Awards amounting to $10,425.

Public information and publications—Constant use of the mass
media of information, on both local and national levels, contributed
to a better understanding of the Customs mission and encouraged
voluntary compliance with new laws and reorganizational procedures
affecting the traveling and commercial public. Special emphasis
on service to the public and courtesy focused the view of customs
employees on their dual responstbility of serving the public as well
as the Government in a friendly but competent manner.

Five new and three revised customs pamphlets were issued and
used in response to thousands of requests for travel or import infor-
mation in connection with revised laws on tourist exemptions. Cus-
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toms Bureau replies to numerous inquiries from the press, private
citizens, and the traveling and importing public resulted in informa-
tive customs articles appearing in news media throughout the
country.

1966 legislation.—Several new laws enacted by Congress during the
year affecting the dutiable status of imports required interpretation.
The most important, Public Law 89-62, which became effective Qcto-
ber 1, 1965, reduced the customs exemption for returning U.S. residents
from $100 wholesale value to $100 retail value, with the exception of
persons arriving from the Virgin Islands, American Samoa, or Guam.
The law, in general, also reduced the liquor allowance from 1 gallon
to 1 quart for individuals 21 years of age or over, and limited the $100
exemption to articles accompanying the resident at the time of his
return. The new law made it possible for more travelers to make
oral customs declarations, thereby expediting their clearance. It was
also responsible for the increase of 118.9 percent in dutiable declara-
tions filed during fiscal 1966. ’

Public Law 89-436, approved March 31, 1966, made permanent the
exemption from duty of personal and household effects of returning
U.S. servicemen and Government employees, members of their families
or persons evacuated to the United States under Government orders.

Public Law 89-368, approved March 15, 1966, permits the free
entry of bona fide gifts not exceeding $50 in aggregate retail value,
when shipped by members of the Armed Forces of the United States
serving in a combat zone.

Regulations for the importation of the effects of members of foreign
armed forces on duty in the United States were tightened, particularly
on duty-free importations of alcoholic beverages. ‘

Public Law 89-476, approved June 29, 1966, provided a simplified
method of calculating the tonnage of pleasure vessels at the option of
the owner. Public Law 89-219, approved September 29, 1965, will
permit tonnage openings to be eliminated from the decks of vessels
from their subdividing bulkheads, making the carriers safer without
increasing their tonnage. Both of these laws had been sponsored by
the Treasury Department.

Investigative activities

The Customs Agency Service is the primary enforcement arm of the
Bureau. During fiscal 1966 an unproductive office at Panther Junc-
tion, Tex., was closed. New offices were opened at Dallas, Tex., and
Denver, Colo. Offices at St. Albans, Vt., and San Diego, Calif., were
moved to Rouses Point, N.Y., and San Ysidro, Calif., respectively.

Neutrality activities.—The abrupt lifting of the ban on Cuban
emigration in October 1965 brought a flood of refugees to Florida.
Most of them arrived along the keys in small boats, many used
llegally. By interagency agreement, the management of the problem
was assigned to the Customs Agency Service which, during a 60-day
period, processed 1,949 crewmembers, 5,173 passengers, and 4,073
pieces of baggage, and took custody of 440 vessels in addition to 130
that had been abandoned, sunk, destroyed, or set adrift. At the con-
clusion of the operations in December, the Cuban Committee of Key
Wecslt pgesented the Service a plaque in appreciation of the services
rendered.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



92 1966 REPORT OF THE SECRETARY OF THE TREASURY

I'nvestigations completed.—During the year the Customs Agency
Service completed 24,605 investigations. The number and types of
cases investigated under customs, navigation, and related laws en-
foxl‘)cled by Customs, during fiscal years 1965 and 1966, are shown in
table 90. :

Enjforcement regions.—The regions along the Mexican border gen-
erated the great preponderance of criminal cases. In the enforcement
region which includes Texas and New Mexico there were 799 arrests
and 290 convictions, while there were 1,333 arrests and 685 convictions
in the Tegion covering California and Arizona.

Arrests—The following table shows the number of arrests and dis-
pos1t10ns durmg the last 2 fiscal years. s

@

. Fiscal years Percentage

Activity s : : - - | increase, or

N . N decrease (—)

! 1965 1966

Petsons under or awaltmg mdlctment at begm.mng of year._._ . 768 1,109 44. 4
A TS L oo o e iacceecmeceeeee 2,205 2,522 ) . 14.4
Turned over to other agencles 412 639 55.1
Prosecutions declined..__.. : 354 348 . —1.7
Not indicted. ... _- 2 17 750.0
Convictions. ... U, 944 < 01,004 15.9
Dismissals and acquittals__ 123 126 2.4
Nolle prossed.._........ - 29 25 —13.8
Persons under or awaztmg mdxctment at end of year ____.____. 1,109 - 1,382 | - 24.6

- Seizures, general—A total of 6;813 seizures, aside from narcotics
and marihuana, were made durmg the year.

Seizures, narcotics and marihuana.—The largest seizure of smoking
opium in at least'a generation was made at the port of New York
where 76% pounds were found on a Dutch freighter, which had called
at Persian Gulf and East African ports. At Miami a joint Customs-
Narcotics Bureau 'investigation resulted in an 18-pound selzure of
pure cocaine, the second largest in recent years.

Customs agents seized 1,050 pounds of marihuana from a vegetable
truck which they had followed from San Luis, Ariz., to Los Angeles.
Comparative seizures of narcotic drugs during the last 2 fiscal years
are shown below.

. Fiscal years | Percentage
Seizures : increase, or
[ . . decrease-(—)
B 1965 - 1966
Narcotlc drugs (wexght in grams) ’ .
PO | oo r 10,938 7,959 —27.2
Number of seizures. r 235 182 —22.6
Raw opium.__....._ 15,511 2,494 —83.9
Number of seiz 11 7 . —36. 4
. Smoking opiura._.__. 15, 588 34,936 | ° 124.1
N Number of seizures. 16 5 —68.8
Others_...._.._....._... 16, 706 20,299 215
Number of SeizZures._ - - .o oo oo oo iociaaaoo 232 313 34.9
Marihuana: .
Bulk (BTaMS) oo r 4,629,745 4,724,931 2.1
Number of seizures - . .- 635 699 2.0
. Cigarettes (QUmMber) . . oo 841 904 7.5
. Number of Selzures. ; - o oo ococmecoeaaeas 179 191 6.7
r Revised.
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Allied to narcotics are the so-called dangerous drugs which have
been gaining in prominence, including the barbiturates and LSD.
During fiscal 1966, customs agents originated and, in cooperation with
Food and Drug investigators and local enforcement officers, carried
out an investigation leading to the prosecution and conviction for
conspiracy of a U.S. citizen who had smuggled into this country at
least 5 tons of amphetamine, equivalent to more than 12,500,000 pills.
Incidental to the investigation was the seizure of more than a ton of
the drug which had been collected at the Mexican border in prepara-
tion for smuggling. . : ‘

Seizures, merchandise.-—Customs seizures of merchandise through-
out the country for violations of laws enforced by the Customs Agency
Service showed a 20.9 percent increase in the number of seizures.and
an increase of 37 percent in the appraised value, compared with fiscal
191?15. Details of these seizures by number and value are shown in
table 89. '

Foreign trade zones

A new foreign trade zone, No. 9, began operation in Honolulu,
Hawaii, during June 1966. Customs duties and internal revenue
taxes collected in the eight zones in operation all year amounted to
$10,219,947. S

~ Although the number of entries received decreased slightly in four
of the areas, there were substantial increases in other zone business
to offset this. Only one zone, Seattle, reported decreases in all

activities. ,
The following table summarizes the zone operations during the fiscal
year 1966.
Received in zone Delivered from zone | Duties and
K Number . : internal :
Trade zone of entries ’ revenue
. Long Value Long Value taxes
tons . tons . collected
New York. . oooooooooiaanaes 4,804 28,045 [$38, 686, 159 22,925 '|$35, 785,686 | $6,430,647
New Orleans ... . ___._____ 3,601 25,379 | 14,653,712 24,222 | 30,859, 970 563, 868
San FranciSco.-a-.coooocmaacnaoao 9, 202 1,560 | 3,494,402 3,380 | 4,615,267 668, 545
San Francisco (subzone) . ... 1,116 204 | 1,323,242 184 1 1,107,621 334,985
Seattle - - 676 720 { 1,236,335 837 | 1,328,228 | © 150,450
Mayaguez . oo 260 93 261, 307 42 139, 336 17, 741
Penuelas (subzone). oo 18 | 342,478 | 5,715,045 | 225,080 | 11,216,743 234, 037
Toledo : 366 27,666 | 10,478,999 22,435 | 9,642,485 1,819, 674
Honolalu. oot 4 , — -

Office of the Director of Practice

The Office of the Director of Practice is a part of the Office of the
Secretary of the Treasury, and is under the immediate supervision of
the General Counsel. The Director of Practice institutes and pro-
vides for the conduct of disciplinary proceedings against attorneys,
certified public accountants and enrolled agents who are alleged to
have engaged.in disreputable conduct or who are alleged to have
violated the rules and regulations regarding practice before the Inter-
nal Revenue Service. The Office also receives and acts upon applica-
tions for enrollment to practice filed by persons who have successfully

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



94 1966 REPORT OF THE SECRETARY OF THE TREASURY

completed a qualifying examination and by certain former Internal
Revenue Service employees. Prior to the enactment of Public Law
89--332, 79 Stat. 1281, approved November 8, 1965, the Office also
had the function of receiving and acting upon applications by attorneys
and certified public accountants who wished to be enrolled to practice
before the Internal Revenue Service. However, the enactment of
this law eliminated the enrollment requirement for licensed attorneys
and certified public accountants.

The Office received and acted upon 2,892 original applications
for enrollment filed by attorneys and certified public accountants
during fiscal 1966. Persons who passed the Internal Revenue Service
Special Enrollment Examination and former employees of the IRS
who qualified for enrollment based on such prior employment filed 641
original applications for enrollment during the fiscal year. The Office
also acted upon 2,640 applications for renewal of enrollment. The
total enrollment, therefore, reflected on the rosters was 85,749 at-
torneys and certified public accountants as of November 8, 1965, and
4,465 enrolled agents as of June 30, 1966.

The enactment' of Public Law 89-332 necessitated substantial re-
vision of the rules and regulations governing practice before the IRS,
Hearings on proposed amendments to the regulations were held on
June 20, 1966, and it is expected that the proposed regulations will
become effective in September 1966. The proposed regulations con-
template the transfer of the enrollment function from the Office of
Director of Practice to the Commissioner of Internal Revenue. The
Director of Practice will be concerned primarily with the institution
and conduct of disciplinary proceedings with respect to persons who
practice before the Service. The proposed revision also reduces the
categories of disreputable conduct appearing in the current regula-
tions. This reduction is in keeping with the view, reflected in Public
Law 89-332, that local professional associations and licensing authori-
ties should assume the major responsibility for policing and enforcing
the ethical standards and conduct of attorneys and certified public
accountants in their general day-to-day practice. Accordingly, the
proposed regulations deal mainly with violations of standards of
conduct which directly affect the right of the taxpayer to sound rep-
resentation before the Internal Revenue Service, or which relate to the
ability of the Internal Revenue Service to carry out its functions,

The Office of the Director of Practice processed and closed 628
derogatory information cases during the fiscal year. A number of
these were cases which contained derogatory information not re-
lated directly to practice before the Internal Revenue Service and
therefore were closed without additional action by the Office, sub-
sequent to the enactment of Public Law 89-332 and the drafting of
proposed regulations pursuant thereto. On June 30, 1966, there
remained 164 cases under investigation and review which related to
practice before the Internal Revenue Service.

During the fiscal year, there were 89 derogatory information cases
in which applications for enrollment were withdrawn or abandoned
while under evaluation, or in which disciplinary action was imposed
by this Office. In addition, five proceedings for disbarment or
suspension were instituted by this Office before a hearing examiner.
In two cases, a hearing examiner imposed an initial order of dis-
barment and one case was resolved by an order of suspension. ‘One
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case had been heard and was awaiting decision at the end of the
fiscal year, and one case was awaiting trial before a hearing examiner.

On September 23 and 24, 1965, 807 persons took the special en-
rollment examination given at Internal Revenue Service district
offices, 505 of whom achieved passing grades. Department Order
175-3, dated April 28, 1966,' transferred the examination function
from the Office of the Director of Practice to the Internal Revenue
Service to complement the anticipated transfer of the enrollment
function to the Service, as provided in the proposed regulations.

Ten decisions by distriet directors, denying to unenrolled persons
the privilege of limited practice, were appealed to the Director of
Practice pursuant to Revenue Procedure 64-47. Six cases were
resolved and four cases were awaiting final decision in this Office
at the end of the fiscal year.

Office of Domestic Gold and Silver Operations

The Office of Domestic Gold and Silver Operations, in the Office
of the Under Secretary for Monetary Affairs, assists the Under Secre-
tary in the formulation, execution, and coordination of policies and
programs relating to gold and silver in both their monetary and com-
mercial aspects. The Office administers the Treasury Department
gold regulations relating to the purchase, sale, and control of industrial
gold, gold coin, and gold certificates; issues licenses and other authori-
zations for the use, import, and export of gold, and for the importa-
tion and exportation of gold coin; receives and examines reports
of operations; and investigates and supervises the activities of users
of gold. Investigations into possible violations of the gold regula-
tions are coordinated with the U.S. Secret Service, the Bureau of
Customs, and other enforcement agencies.

Gold controls

In August 1965 an amendment to the gold regulations was issued
which permits the holding of gold bars which before April 5, 1933, and
at all times thereafter have had a recognized special value to collec-
tors of numismatic items. These pieces, however, must be licensed
and a determination must be made that each bar was and is of such
value. Gold bars made after December 31, 1900, were not generally
of numismatic interest before 1933; therefore, such bars are presumed
not to be of recognized special value to collectors. No gold bars
made after 1933 are eligible for licensing. The exportation of gold
bars. of recognized special value requires a separate export license.

Purchases of gold for industrial use from the Treasury.—The gross
sales of gold for industrial use by the Treasury increased in the
calendar year 1965 to 4,691,485 fine troy ounces, as compared with
3,665,245 fine troy ounces in calendar year 1964, 3,068,345 ounces in
calendar 1963, and 2,746,046 ounces in calendar 1962.

Gold coin licensing—The volume of requests for the importation
of gold coins and the cases involving coins acquired abroad without
license by uninformed tourists, has continued to be large.

End uses of gold—End-use certificates with detailed information
concerning the end use of gold were in effect throughout the calendar

1 See exhibit 77,
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year 1965. The estimated allocation by use for 1965 is shown in the
table below. Space and defense as a separate item has been deleted
from the table and has been combined with the general industrial,
electrical, and electronics category, because it was found to be im-
possible to segregate this use from other industrial uses, since the
manufacturers of electronic and electrical components have no way
of ‘knowing the end uses of their products other than as a rough

estimate.
Estimated allocation of gold by use for the year 1965
Fine troy Dollars, based ( Percent

ounces on $35 per-ounce .
Jewelry and arts..oeocoeeoo. e 3,429, 457 120, 030, 995 65
Dental oo imc e 369, 326 12, 926,410 7

Industrial, electrical and electronics, including space and .
AEfENSB- - e e ccacicce e cmcmecrcmaem— e 1, 213, 500 42, 472, 500 23
Other industrial, including space and defense........__._.._. 263, 805 9,233,175 ) 5
Totals-..-7-.----_-..-J-._...._-...-......: ........... 5,276, 088 184, 663, 080 100

Bureau of Engraving and Printing

The Bureau of Engraving and Printing designs, engraves, and
prints U.S. currency, Federal Reserve notes, securities, postage and
revenue stamps, and various commissions, certificates, and other
forms of engraved work for U.S. Government agencies, as well as
postage and revenue stamps for the governments of various territories
administered by the United States.

Management attainments

The Bureau continued, during the fiscal year, to expand its program
of converting the printing of currency to the dry intaglio process, 32
notes to the sheet.; At the end of fiscal 1966, approximately 95 per-
cent of the total currency production was printed by this process on
high-speed, sheet-fed rotary presses. Currency deliveries in fiscal
1966 increased 11 percent over those of fiscal 1965 and the average
cost of producing currency decreased from $9.39 per thousand notes to
$8.42 in fiscal 1966. It is estimated that annual recurring savings of
520 man-years and $3,200,000 were realized in 1966 from currency
production on the four new four-plate, sheet-fed, rotary intaglio
presses installed late in fiscal 1965.

For several years the Bureau has been converting the production of
miscellaneous job orders to high-speed equipment. In July 1965,
authority was received from the Government of Puerto Rico to con-
vert the printing of Puerto Rican bottle strip stamps from the wet
intaglio process on sheet-fed flathbed presses to dry printing on high-
speed rotary web-fed presses. Based on & comparison of the average
manufacturing unit costs using the newer method as opposed to the
old one, annual savings in manufacturing costs of approximately 3
man-years and $33,460 were realized in fiscal 1966. Additional an-
nual savings of 1 man-year and $10,330 are estimated for fiscal 1967.

Improving communications and services to the public is a con-
tinuing goal of the Bureau of Engraving and Printing. On-Septem-
ber 23, 1965, the new self-guided tour system was officially opened.
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The tour, on which production operations are described by audio-
visual methods, is available every workday from 8 a.m. to 2:30 p.m.
and thus provides an additional 2 hours a day for visitors. The
new system has eliminated the necessity for detailing employees from
the production divisions to assist in guide services during peak visitor
seasons. - In the 1966 fiscal year, 654,515 visitors toured the Bureau’s
operations. It is estimated that annual savings of 10 man-years and
$52,000 were realized in fiscal 1966 and that additional annual savings
of 3 man-years and $18,000 will accrue in fiscal 1967 from installation
of this new tour facility. :

Culminating a continuing review and study of long-range produc-
tion programs and manpower requirements, the Bureau established
an intensive craft training opportunities program to improve em-
ployee skills. At the end of fiscal 1966, 31 employees were being
tramned in the plate printing craft to fill positions as plate printers
when vacancies occur. A training program for employees interested
in the occupation of bookbinder was announced and the details for
carrying out the program were being developed at the fiscal yearend.
A meeting was held with 19 union officers and representatives of the
maintenance trades and crafts, leading to formulation and implemen-
tation of craft training opportunities programs in the construction and
maintenance shops.

In the interest of maintaining efficient and economical operations,
the Bureau has carried on intensive research, engineering, and devel-
opment -activities and a continuing program of production and
quality control studies.

Fiscal, administrative, and production areas have been audited
by the Bureau’s internal auditors. There were 36 audit recommenda-
tions outstanding on July 1, 1965. During fiscal 1966, 74 reports
of audit, containing 42 additional recommendations, were released.
Forty-six audit recommendations were cleared during fiscal 1966,
leaving 32 under consideration at the close of the year.

Through its excess property program, the Bureau received $13,218
from the sale of obsolete equipment and excess material and obtained
equipment and furniture valued at $25,166 at no charge, through
the Federal excess property utilization program.

Continuing efforts have been made to encourage employee partici-
pation in the employee suggestion program. The Bureau’s par-
ticipation rate for fiscal 1966, with 16.6 suggestions received for each
100 employees, was approximately 63 percent higher than last year’s.
Estimated annual recurring savings of $32,322 and one-time savings
of $4,020 will accrue to the Bureau as a result of suggestions adopted
in fiscal 1966. In addition, one-time savings of $48,477 were realized
through the sustained superior performance of employees.

During the year, 911 Bureau employees participated in 49 in-
Bureau training programs; 40 summer employees attended the
Department orientation seminar; 114 trainees completed 32 courses
conducted by other Government agencies; and 52 employees attended
conferences, seminars, and training classes sponsored by non-Gov-
ernment organizations.

Estimated savings resulting from managément improvements during
fiscal 1966 totaled 533 man-years and approximately $3,317,782 on a
recurring annual basis; one-time savings totaling $140,709 were
realized. All savings realized are applied against the cost of products
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produced and are reﬂected in the Bureaw’s billing rates to customer
agencies.
New issues of postage stamps and deliveries of finished work

New issues of postage stamps delivered by the Bureau in fiscal
1966 are shown in table 91. A comparative statement of deliveries
of finished work for the fiscal years 1965 and 1966 appears in table 92.

Finances

Bureau operations are financed by reimbursements to the Bureau
of Engraving and Printing fund, as authorized by law. Comparative
financial statements follow.

Statement of financial condition, June 30, 1968 and 1965

Assets June 30, 1966 | June 30, 1965
Current assets:
Cash:
On hand. . e $100 $824
‘With the Treasury.. 6, 586, 523 4,427,824
Accounts receivable ! 1, 855, 730 4, 215, 264
Inventories; ? !
Finished 800AS. - _ . on oo oo e 1,240,979 1,238,819
‘Work in process 3, 554, 609 3,412,963
Raw materials...._.. 931, 956 684, 501
Stores_._.__.._._.__. 1,120,413 1,021, 704
Prepaid expenses . . oo e mmmaman 95,731 83,493

15, 386, 041 15,085,392

Plant machinery and equipment ; 24, 370, 485 21,767,112
Motor vehicles. _ 156, 742 160, 616
Office machines. 266, 420 259,173
Furniture and fixture: 501, 705 489, 607
Dies, rolls, and plates.__ 3, 955, 961 3,955, 961
Building appurtenances. 3, 519, 764 3,143,755
Fixed assets under construction. .. ... 145, 343 410, 342
[ 7 I 32,916, 420 30, 186, 566
Less accumulated deprecxatlon .......................................... 16, 558, 350 14, 980, 051
13 7. PPN 16, 358, 070 15, 208, 515
Excess fixed assets (written down to 20% of book value). .. _...._.._.__ 6,451 4,466
Total fixed assets. .o oeooo ool e teee e ———————— 16, 364, 521 15, 210, 981
Deferred charges........ LRI 114, 417 156, 050
OBl ASSEES - oo e e e e e e 31, 864, 979 30,452, 423

Footnotes at end of table.
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Statement of financial condition, June 30, 1966 and 1966—Continued

Liabilities and investiments of the United States June 30, 1966 June 30, 1965
Liabilities:
Accounts payable 4 el $2, 061, 571 $736, 851
Accrued liabilities:
Payroll 5 1,684, 881 1,919, 346
Accrued leave. 1, 864, 408 1,821, 655
Other._._.__. 140, 432 214, 307
Trust and dep 935, 334 800, 453
Other liabilities 3 2, 259 11,510
Total labilities O i cceeicam———e 6, 688, 885 5, 504,122
Investment of the U.8. Government:
Appropriation from U.S. Treasury. ... il 3, 250, 000 3, 250, 000
Donated assels, met 3. e iias 22, 000, 930 22, 000, 930
e 95,250,930 | 25,250,930
Accumulated earnings, or deficit (—)7 —- —74,836 —302, 629
Total investment of the U.S. Government....._.. .o oo 25,176, 094 24,948, 301
Total liabilities and investment of the U.8. Government____._.____.__ 31,864,979 30, 452, 423

! Accounts receivable at June 30, 1966, and June 30, 1965, inclade $134,242 representing the value of finished
goods and work in process inventories destroyed as a result of a fire as well asmiscellaneous expenses incurred
in connection thereto. A claim of negligence assessed against the contractor engaged in a construction project
at the time of the fire was pending at the close of fiscal 1966.

2 Finished goods and work in process inventories are valued at cost, including administrative and service
overhead. Except for the distinctive paper which is valued at the acqmsltlon cost, raw materials and stores
inventories are valued at the average cost of the materials and supplies on hand.

3 Plant machinery and equipment, furniture and fixtures, office machines, and motor vehicles acquired
on or before June 30, 1950, are stated at appraised values. Additions since June 30, 1950, and all building
appurtenances are valued at acquisition cost. The act of Aug. 4, 1950 (31 U.8.C.. 181a), which established
the Bureau of Engraving and Printing fund specifically excluded land and buildings 'valued at about $9
million from. the assets of the fund. Also excluded are appropriated funds of about $6,784,000 expended
or transferred to GSA for extraordinary expenses in connection with uncapitalized bullclmg repairs and air
conditioning. Dies, rolls, and plates were capitalized at July 1, 1951, on the basis of average unit costs of
manufacture, reduced to recognize their estimated useful life. Since July 1, 1951, all costs of dies, rolls, and
plates have been charged to operations in the year acquired.

4 Accounts payable at June 30, 1966, include $1,466,000 representing payments withheld from contractors
pending satisfactory performance of press equipment purchases.

5 Accrued payroll and other liabilities at June 30, 1965, include $207,211 and $9,113, respectively, for claimed
retroactive overtime pay due building guards or the estates of deceased building guards for services per-
formed during the period October 1954-October 1964 in accordance with Comptroller General’s Decision
B-155197, dated Oct. 8, 1964, and Mar, 17, 1965. Payment of such claims was effected during fiscal year 1966.

% in addmon outsmndmg commltmcnts with suppliers for unperformed contracts and undelivered pur-
chase orders tofaled $5,555,669 as of June 30, 1966, as compared with $7,264,767 at June 30, 1965; at which time
unperformed contracts included $2,177,087, rcpresontmg the balance due for a ])romtype multmo\or posiage
stamp web-fed intaglio printing press to be delivered in fiscal year 1966,

7 See following page, (ootnote 3.

o
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Statement of income and expense, fiscol years 1966 and 1965

Income and expense 1966 1965
Operating revenue: Sales of engraving and printing... .. .. . ..o $33, 012, 991 $31, 028, 383
Operating costs: Cost of sales:
Direct Jabor. .o oo oo e mem 13, 385, 424 12, 004, 970
Direct materials uSed. . ... oo 5,452, 800 4, 852, 260
Prime COSY oo eee o oo oo e e e 18, 838, 224 16, 857, 230
Overhead costs:
Salaries and indirect labor 1. .. ol. 9, 062, 530 8,968, 383
Factory supplies._._._._.__. - 1,291, 091 1,188,731
Repair parts and supplies.__..____ 321,614 316, 596
Employer’s share personnel benefits___.___.____.___.______. 1, 548, 016 1, 458, 417
Rents, communications, and utilities. . , 858 528,105
Other services..... .- - 342,999 319, 651
Depreciation and a tion_ 1, 905, 349 1,706, 814
Gain (—), or Yoss on disposal or reti 3 , 306 , 675
Sundry expense (Qet) oo oo cm e cc e amas 54,615 56, 037
Total overhead .o eieeees 15,107,378 14, 572, 409
Total COSbS 2o e e e e 33,945, 602 31, 429, 639
Less: Nonproduetion costs:
Shop costs capitalized .. ... 437, 965 424, 564
Cost of miscellaneous services rendered other agencies__ .. 578, 633 547, 606
Cost of special services rendered—fire. .. ... . oo oo 2,242
S N 1, 016, 598 974,412
Cost of Produetion. ..o e amcmceiameaan 32,929, 004 30, 455, 227
Net increase (—), or decrease in finished goods and work in process in-
ventories from 0perations. ... ... .. —143, 806 807, 071
C0St Of SA1eS. — oo e 32,785,198 31, 262, 298
Operating profit, or 1088 {—) un oo oo 227,793 —233,915
Nonoperating revenue:
Operation and mamtena.uce of incinerator and space utilized by other
agencies 487,433 469, 767
Other direct charges for miscellaneous services 91, 200 77,839
Claim receivable for fire 108S. - o oo oo caccmeee | mmee——mmam e 134, 242
578, 633 681,848
Nonoperating costs:
Cost of miscellaneous services rendered other agencies. .. .._2_...__...... 578, 633 547, 606
Cost of special services rendered—fire... ... .. __.__. - A
‘Work in process and finished goods inventory loss due to fire 132, 000
)7 T P e mmc et mmcmcm - 578, 633 681, 8438
Net profit, or Joss (=) for the years o ocieceeaan 227,793 —233,915

1 Includes $216, 324 in 1965 to cover the cost of retroactive overtime pay for building guards, most of which
was applicable to prior years. Payment of such claims was effected during fiscal year 1966.

2 No amounts are included in the accounts of the fund for (1) interest on the investment of the Govern-
ment in the Bureau of Engraving and Printing fund, (2) depreciation on the Bureau’s buildings excluded
from the assets of the fund by the act of Aug. 4, 1950, and (3) certain costs of services performed by other
agencies on behalf of the Bureau.

3 The act of Aug. 4, 1950, provided that customer agencies make payment to the Bureau at prices deemed
adequate to recover all costs incidental to performing work or services requisitioned. Any surplus aceruing
to the fund in any fiscal year is to be paid into the general fund of the Treasury as miscellaneous receipts
except that any surplus is applied first to restore any impairment of capital by reason of variations between
prices charged and actual costs.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



ADMINISTRATIVE REPORTS 101

Statement of source and application of funds, fiscal years 1966 and 1965

Funds provided and applied 1966 1965
Funds provided:
Sales of engraving and printing $33, 012, 991 $31, 028, 383
Operation and maintenance of in
agencies 487,433 469, 767
Other direct charges for miscellaneous services.. 91, 200 77,839
Claim receivable for fit@ 1088 - oo v oo n oo e 134, 242
B Y U R PN 33, 591, 624 31,710, 231
. Less cost of sales and services (excluding depreciation and other charges
not requiring expenditure of funds: Fiscal year 1966, $1,939,655; fiscal
year 1965, $1,736,480) - - oo 31,424,176 30, 207, 657
2,167,448 1,502, 574
Sale of surplus equipment....... , 891 6,430
Decrease in working capital. 884,115 1,272,843
Total funds Provided . o oo oo oo e 3,067, 454 2,781, 847
Funds applied:
Acquisition of fixed 888etS . v o oo cceceeeaea 3, 036, 264 2,706, 967
Acquisition of experimental equipment, and plant repairs and alterations
to be charged to future operations. ... oo 31,190 74,880
Total funds applied. oo cecccicaean 3,067, 454 2,781, 847

Fiscal Service
BUREAU OF ACCOUNTS

The functions of the Bureau are Government-wide in scope. They
include central accounting and financial reporting; disbursing for
virtually all civilian agencies; supervising the Government’s depositary
system; determining qualifications of insurance companies to do
surety business with Government agencies; a variety of fiscal activities
such as investment of trust funds, agency borrowings from the Treas-
ury, and international claims and indebtedness; and Treasury staff
representation in the joint financial management improvement
program,

Management improvement

Under the cost reduction and management improvement program,
savings of $862,410 were realized during fiscal 1966, attributable to
further improvements in technology and systems, realinement of
organization and staffing, and the fruits of continuing programs for
the development of people in management skills at all levels,

Personnel

Emphasis on training at all levels within the Bureau continued,
with particular attention to trainees at entrance levels under the
Bureau’s career development program and participation in the middle
management program nitiated by the Bureau in cooperation with the
Institute for Management Appraisal and Executive Development of
the American University. Increasing numbers of employees are
being broadened in the field of management principles and practices
at both the top and middle management levels, in supervisory skills,
and in special occupational skills such as EDP programing and opera-
tions, banking, budgeting and accounting, systems, forms and reports
design and control, records management, and purchasing.
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Manpower utilization within the Bureau received continued atten-
tion under the program for progress in fiscal 1966. The approach
taken under this program proceeds from the assumption that there
was untapped talent in every office of the Bureau and that it could
be discovered, developed, and utilized. A search, on a person-to-
person basis, relating skills and potential to vacancies, anticipated
vacancies, and possible job restructuring, proceeded during 1966 with
significant results in both departmental and field offices. Resulting
directly from this: program has been the identification of a number of
emplovees whose skills are now being used in positions more demanding
of their talents.

Internal financial management

The Bureau’s administrative accounting system was approved by
the Comptroller General on March 1, 1966.

Cost accounting and reporting were computerized, yielding more
current and accurate cost data which resulted in a substantial reduc-
tlon in the cost of data gathering and reports preparation.

Central accounting and reporting

Further progress was made during fiscal 1966 to bring additional
accounting and reporting processes into the computer system. Al-
though the goal of computer printout of “camera’” copy of certain
Government-wide financial reports established in the initial planning
had not been achieved by the fiscal yearend, a major portion of these
reports was based on computer processing of financial data. Programs
looking to the preparation of computer printout of camera copy were
partially developed and tested.

A further revision was made in the system of central accounting.
Treasury regional offices now send daily transaction tapes to the
central office for maintaining agency station control totals of disburs-
ing office transactions. The centralization of this function permitted
mechanization and thereby reduced the workload of regional ac-
counting operations.

Two department circulars relating to agency reporting of foreign
currencies and the sale of certain financial assets were prepared during
the year. In addition, one reporting circular was revised and another
rescinded.

Internal auditing

The audit staff of the Bureau conducted 17 audits during fiscal 1966.
Sixteen of these were financial audits, with one focusing on manage-
ment operations in a selected administrative area. In addition, com-
prehensive management surveys of field operations were undertaken
in five regional offices.

General coordination and staff assistance were furnished for the
annual audit of the Exchange Stabilization Fund. Other audits made
of departmental activities included the Office of the Comptroller of
the Currency and unissued stocks of Federal Reserve notes.

Disbursing operations

The average operating unit cost for the central disbursing activity,
Involving a normal workload of 387.6 million checks and bonds,
reached a new low of 2.87 cents in fiscal 1966. For the total 1966
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workload of 404.9 million items, which included 17.3 million one-time
retroactive social security checks, the average unit cost was 2.78 cents.
For fiscal 1965, the unit cost was 2.98 cents. These figures include the
cost of all goods and services consumed and depreciation of owned
equipment. Productivity per employee increased by 14.7 percent in
1966 over 1965 (19.0 percent including the 17.3 million one-time social
security checks).

During the year, 11 regional disbursing offices performed disbursing
services for over 1,400 offices of agencies. The Washington and
Manila offices performed services for certain foreign service posts in
Central and South America and the Far East, respectively.

Over 95 percent of all checks and bonds were produced on computers,
compared to 93 percent the previous year.

A reorganization of regional offices was instituted to reduce the
strata of supervision and to realine certain functions, resulting in
widespread cost reductions.

Computer payrolling systems, like the Fiscal Service system used in
Washington, were installed in three regional offices. Like systems
will be installed in the other two computerized offices outside Wash-
ington during fiscal 1967. With such systems for the Bureau’s own
payrolling, payroll accounting services will also be available to other
relatively small Government agencies that may be interested (pro-
viding also the benefits of magnetic tape input for check writing
purposes).

Several obsolete machines previously used to insert checks and
other documents into envelopes were modified in fiscal 1966 to permit
extraction of checks from envelopes. This modified equipment is
being used to remove checks returned by the Post Office Department
as undeliverable and checks withheld from the mails, all of which
formerly required manual effort.

Nearly one-half of the tax refund checks issued this year were pre-
sorted by ZIP Code. Current planning looks to imprinting ZIP Codes
on all checks and ZIP Code presorting of the large volume monthly
recurring checks beginning in fiscal 1967.

Following is a comparison of fiscal 1966 disbursing workload with
1965.

Volume
Classification

1965 1066

Operations financed by appropriated funds:
Checks:
Social security benefits. ...
Veterans’ benefits....
Income tax refunds

198, 503,859 | 1228, 398, 709
68, 976, 138 68, 647, 928
30, 841, 453 45,311,179

Veterans’ national 4,279, 794 2, 564, 406
Other.__......._. 40, 209, 189 41,156, 683
Savings bonds issued. ..___._ 5, 500, 741 5, 588, 643
Adjustments and translers. ... 54,371 197, 362
Total workload financed by appropriated funds. . ... _____.____. 357, 455, 545 391, 864, 910
Opcrations financed by reimbursements:

Railroad retirement hoard___ _________________ o _____ 12, 153, 862 12,163, 384
Bureau of the Public Debt (certain savings bonds) . - . oo ____.___. 850, 453 887,192
Total workload-reimbursable items_ ... 13, 004, 315 13, 050, 576

Total workload 370, 459, 860 404, 915, 486

t Includes 17.3 miltion 1-time retroactive payments.
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Deposits, investments, and related activities

Federal depositary system.—The types of depositary services pro-
vided by depositaries and the number of depositaries for each of
the authorized services as of June 30, 1965 and 1966, are shown in
the following table:

Type of service provided by depositaries 1965 1966
Receive deposits from taxpayers and purchasers of public debt securities, for
credit in Treasury tax and loan accounts.... .o ... .._._._. 12,186 12, 464
Receive deposits from Government officers for credit in Treasurer’s general
ACCOUIES o oo o e e 1,036 1,101
Maintain official checking accounts of Government officers 5, 780 6, 101
Furnish bank drafts to Government officers in exchange for collections......_.... 2, 250 1,400
Maintain State unemployment compensation benefit payments and clearing
ACCOUIIES o o oo e e e e e e e e e amm e eca e cm e e ;e aen 56 53
Operate limited banking facilities:
In the United States and its outlying areas. ... ... oo oo 274 265
TN fOrelgN ATeaS. - oo ool oo c e e e e amcammmemee 153 164

Investments—Government trust funds are invested in marketable
U.S. securities and special securities issued for purchase by the major
trust funds as authorized by law.

During the year investments of excess funds of the Tax Court
judges survivors ‘annuity fund were begun. Investments for the
fund are made in public debt securities at the request of the Tax
Court pursuant to 26 U.S.C. 7448(e).

Table 65 shows the holdings of public debt and agency securities
by Government agencies and accounts.

Loans by the Treasury.—The Bureau administers loan agreements
with those Government corporations and agencies that have authority
to borrow from the Treasury. Pursuant to legislation enacted on
August 10, 1965 (12 U.S.C. 1735¢) the general insurance fund was
established under the Federal Housing Administration and borrowings
were authorized in order to make insurance benefit payments under
title V of the National Housing Act, as amended by section 215 of
the Housing and Urban Development Act of 1965. Tables 108, 109,
and 110 show the status of Treasury loans to Government corporations
and agencies as of June 30, 1966.

Surety bonds—The Sécretary of the Treasury issues certificates of
authority, renewable each June 1, to corporate sureties qualified to
execute bonds in favor of the United States (6 U.S.C. 8). A list of
companies holding such certificates (Department Circular 570, Re-
vised) is published annually in the Federal Register. A total of 252
companies held certificates as of June 30, 1966.

Executive agencies are required by law (6 U.S.C. 14) to obtain, at
their own expense, blanket, position schedule, or other types of
surety bonds covering employees required to be bonded. The legis-
lative and judicial branches are permitted by law to follow the same
procedure. A summary of bonding activities of Government agencies

follows: ‘

Number of officers and employees covered on June 30, 1966___.. 992, 830
Aggregate penal sums of bonds procured. .. _ .. ________._.__ $3, 590, 476, 528
Total premiums paid by the Government in fiscal 1966.________ $242, 808
Administrative expenses in fiseal 1966_ . ______________.___._____ $49, 318

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



ADMINISTRATIVE REPORTS 105

Foreign indebtedness

World War I.—Legislation relating to the agreement of May 28,

1964, between the United States and Greece concerning the refinanc-
ing of a portion of the Greek debt is awaiting approval by the Congress,
For status of World War I indebtedness to the United States see
| tables 103 and 104.
! Credit to the United Kingdom.—The installment of principal and
‘ interest due December 31, 1965 (under the financial aid agreement of
Dec. 6, 1945, as amended Mar. 6, 1957), was deferred. Payment
was made of $6.2 million representing interest on principal and in-
terest installments previously deferred. Through June 30, 1966,
cumulative payments totaled $1,395.8 million, of which $794.9 million
was interest. An unmatured principal balance of $3,149.1 million
remains outstanding; interest installments of $262.6 million which
have bgen deferred by agreement also were outstanding at the fiscal
yearend.

Japan, postwar economic assisiance.—The Government of Japan
made payments in fiscal 1966 of $33.9 million principal and $10.0
million interest on its indebtedness arising from postwar economic
assistance. Cumulative payments through June 30 totaled $115.1
million principal and $38.6 million interest, leaving an unpaid princi-
pal balance of $374.9 million.

Germany, postwar economic assistance.—The Federal Republic of
Germany made principal payments of $0.9 million and interest pay-
ments of $5.0 million on its indebtedness arising from post-World
War II economic assistance. Cumulative payments through June
30 totaled $800.5 million principal and $218.4 million interest, leaving
an unpaid principal balance of $199.5 million.

Payments of claims against foreign governments

The sixth installment of $2 million was received from the Polish
Government under the agreement of July 16, 1960. The Foreign
Claims Settlement Commission completed 1ts adjudications and a pro
rata payment of 4.8 percent on the unpaid principal balance of each
award was authorized.

The Commission continued to certify awards to the Treasury under
the War Claims Act of 1948, as amended. The Treasury received an
additional $142.5 million from the proceeds of the U.S. sale of seized
assets of German and Japanese nationals, including sums realized
from the sale of General Aniline & Film Corp. stock. Payments in
full on awards due to death and personal injury were continued in
fiscal 1966. Payments in full on awards due to losses of “small
business” concerns and payment up to $7,000 on all other awards
were authorized and begun during the year. See table 94.

Defense lending

Defense Production Act.—Loans outstanding were reduced from
 $16.7 million to $14.9 million during fiscal 1966. Further transfers
of $2.1 million were made to the account of the General Services Ad-
ministration, from the net earnings accumulated since inception of
the program, bringing the total of these transfers to $18.6 million.
Federal Cwil Defense Act—Outstanding loans were reduced to
$475,645 during fiscal 1966. Notes payable to the Treasury in the
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amount of $33,909 were paid in full and interest payments of $366
were made.

Ligquadation of' Reconstruction Finance Corporation assets.—The
Secretary of the Treasury’s responsibilities in the liquidation of RFC
assets relate to completing the liquidation of business loans and
securities with individual balances of $250,000 or more as of June 30,
1957, securities of and loans to railroads, securities of financial in-
stitutions, and the windup of corporate affairs. Net income and pro-
ceeds of liquidation amounting to $53.7 million have been paid into
the Treasury as miscellaneous receipts since July 1, 1957. Total
unliquidated assets as of June 30, 1966, had a gross book value of
$5.7 million. '

Depositary receipts :

The following table shows the volume of depositary receipts for the
fiscal years 1960-66. A description of the depositary receipt pro-
cedure was contained on page 141 of the 1962 annual report.

Income and Railroad Federal
Fiscal year social security retirement excise taxes Total
taxes taxes
9, 469, 057 10, 625 598, 831 10, 078, 563
9, 908, 068 10, 724 618,971 10, 537, 763
10, 477, 119 10, 262 610, 026 11, 097, 407
11, 161, 897 9, 037 619, 519 11, 791, 353
11,729, 243 9,911 633, 437 12, 372, 591
12,012, 385 9, 859 644, 753 12, 666, 997
12, 518, 436 9, 986 259, 952 12,788, 374

Nork.—Comparable data for 1944-59 will be found in the 1962 annual report, p. 141.

Government losses in shipment

Claims totaling $138,501.04 were paid from the revolving fund
established by the Government Losses in Shipment Act, as amended.
Details of operations under this act are shown in table 114.

Other operations

Donations and contributions.—During the year the Bureau of Ac-
counts deposited ‘“conscience fund” contributions totaling $14,089.16
and other unconditional donations totaling $137,447.31. Other
Government agencies deposited conscience fund contributions and
unconditional donations amounting to $6,185.30 and $126,612.08,
respectively. Conditional gifts to further the defense effort amounted
to $9,672.64. Gifts of money and the proceeds of real or personal
property donated in fiscal 1966 for the purpose of reducing the public
debt amounted to $82,606.19, of which $81,655.19 was used to redeem
public debt securities.

Social Security Amendments of 1965

Pursuant to Public Law 89-97 approved July 30, 1965, the Federal
hospital insurance trust fund and the Federal supplementary medical
insurance trust fund were established. Under the act, the Secretary
of the Treasury was designated as managing trustee of the two new
trust funds with responsibilities comparable to those for the Federal
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old-age and survivors insurance and the Federal disability insurance
trust -funds.

Deposits to the Federal hospital insurance trust fund began
January 1, 1966, when the increase in the tax rate and wage base
for social security taxes went into effect. Deposits to the Federal
supplementary medical insurance trust fund will begin July 1, 1966,
when the first of the $3 monthly contributions are due from persons
who elect coverage (with the matching Federal contribution). Benefit
payments from the two new trust funds will begin July 1, 1966. Pay-
ments will be made through the normal disbursing facilities of the
Bureau and through letters of credit. See table 72 for the status
of the Federal hospital insurance trust fund.

BUREAU OF THE PUBLIC DEBT

The Bureau of the Public Debt, in support of the management
of the public debt, has responsibility for the preparation of Treasury
Department circulars offering public debt securities, the direction of
the handling of subscriptions and making of allotments, the formula-
tion of instructions and regulations pertaining to each security issue,
the issuance of the securities, and the conduct or direction of trans-
actions in those outstanding. The Bureau is responsible for the
final audit and custody of retired securities, the maintenance of the
control accounts covering all public debt issues, the keeping of
individual accounts with owners of registered securities and author-
izing the issue of checks in payment of interest thereon, and the han-
dling of claims on account of lost, stolen, destroyed, or mutilated
securities.

The Bureau’s principal office and headquarters is in Washington,
D.C. Offices also are maintained in Chicago, 111., and Parkersburg,
W. Va., where most Bureau operations related to U.S. savings bonds
are handled. Under Bureau supervision many transactions in public
debt securities are conducted by the Federal Reserve banks and
their branches as fiscal agents of the United States. Selected post
offices, private financial institutions, industrial organizations, and
others (approximately 19,100 in all) cooperate in the issuance of
savings bonds. '

Management improvement

A feasibility study has established the justification for the installa-
tion of an electronic data processing system in the Chicago office, for
current income savings bonds operations to: Audit and classify trans-
actions; establish and maintain accounts of owners; prepare monthly
a tape for the use of the regional disbursing office in issuing interest
checks; maintain serial numbers of retired bonds; record withheld
interest in a special deposit account; and develop a tape record of
interest payments for transmittal to the Internal Revenue Service.
The Bureau was the successful bidder for a computer owned by the
Federal Reserve Board which is to become surplus with the acquisi-
tion of a newer system. The equipment is scheduled for delivery to
the Chicago office by December 1966, and is expected to be in full
operation early in fiscal year 1968. :

The Parkersburg office has continued to work with selected Govern-
ment issuing agents of savings bonds to obtain issue data from those
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agents on microfilm and magnetic tape, rather than on registration
stubs. The project is necessarily limited to agents which use com-
puters to inscribe, control, and account for series E bonds. The Air
Force Accounting and Finance Center is the third of these agents to
convert to the fim and tape reporting system, following the Navy
Bureau of Supplies and Accounts and the Army Finance Center.
Studies are continuing with several other agents, including one Federal
Reserve bank. !

The instructions governing telegraphic transfers of bearer Treasury
securities after original issue were revised, effective July 1, 1965. The
principal change was in the establishment of a standard charge for all
transfers conducted for the benefit of private holders of eligible
securities. Previously the fee had been based upon the amount of
securities transferred and their proximity to the call or maturity date.
The fee was subsequently adjusted as of April 1, 1966, and will cover
the approximate cost of the transaction to the Treasury. The estab-
lishment of a uniform charge is in keeping with the administration’s
policy covering the imposition of users’ fees.

Authority has been delegated to the Federal Reserve banks to retire
registered Treasury bonds and notes and to issue a like amount of
bearer securities of the same loan, without submitting the registered
securities to the Division of Lioans and Currency for review of the
‘assignment and any supporting evidence. Provision has been made
for the telegraphic clearance of each case by the Division to insure
that there are no caveats outstanding against the registered securities
and to initiate action to close the registered accounts. The primary
benefit of the change is speedier service to security owners in com-
pleting transactions.

The Housing and Urban Development Act of 1965 authorized the
Federal Housing Administration to exercise the option of settling
mortgage insurance claims either in cash or through the issue of
debentures. That agency elected to settle in cash all claims presented
on or after September 1, 1965, except in a relatively few types of cases.
This action has sharply curtailed the number of transactions in FHA
debentures and resulted in substantial savings in the Bureau, which
issues and services the debentures.

In January 1966 the Bureau and the Federal Reserve Bank of
Chicago undertook a pilot study to determine the feasibility of -dis-
pensing with the requirement of one calendar month’s notice of inten-
tion to redeem series H and unmatured series K savings bonds. Under
the implementing procedures, bonds submitted for redemption were
checked against a caveat list and paid without prior clearance by the
Bureau. Bonds received during the calendar month immediately
preceding an interest payment date were held for redemption as of that
date. Provision was also made to speed the reissue of current income
bonds by eliminating the need for prior clearance of these cases by the
Bureau. The procedures have worked successfully and steps are
being taken to revise the savings bond regulations and extend the
procedures to all: Federal Reserve banks early in fiscal year 1967.
This will improve service to bondowners and will produce substantial
savings in operating costs. ‘

Other changes in organizations, methods and procedures have also
been made during the year under the cost reduction and management
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improvement program. There were realinements and consolidations
in organizational segments of the Washington and Chicago offices.
In the Parkersburg office microfilm costs were reduced through the
updating of equipment, and the H-200 EDP system was improved
by the installation of more efficient card punches and readers. In the
Chicago office savings are being realized from changes in the procedures
covering the handling of undeliverable and held interest checks on
current income savings bonds.

Bureau operations

The extent of the change in the composition of the public debt is one
measure. of the Bureau’s work. The debt falls into two broad cate-
gories: public issues and special issues. Public issues consist of
marketable Treasury bills, certificates of indebtedness, notes, and
bonds; and nonmarketable securities, chiefly U.S. savings bonds, U.S.
retirement plan bonds, and Treasury bonds of the investment series.
Special issues of certificates, notes, and bonds are made by the Treasury
directly to various Government trust and certain other accounts and
are payable only for these accounts.

During the year, 24,453 individual accounts covering publicly held
registered securities other than U.S. savings bonds and retirement
plan bonds were opened and 26,293 were closed. This decreased the
number of open accounts to 213,180 covering registered securities in
the principal amount of $11,628 million. There were 409,396 interest
checks with a value of $402,152,662 issued during the year.

Redeemed and canceled securities other than savings bonds and
retirement plan bonds received for audit included 5,340,072 bearer
securities and 526,460 registered securities. Coupons totaling 17,-
016,528 were received.

During the year 14,502 registration stubs of newly issued retirement,
plan bonds and 1,844 redeemed retirement plan bonds were received
for audit.

A summary of public debt operations handled by the Bureau appears
on pages 19-31 of this report and in tables 29-57.

U.S. savings bonds.—The issuance and redemption of savings bonds
results in a heavy administrative burden for the Bureau of the Public
Debt, involving: maintenance of alphabetical and numerical owner-
ship records for the 2.8 billion bonds issued since 1935; adjudication
of claims for lost, stolen, and destroyed bonds (which totaled 2.1
million pieces on June 30, 1966); and the handling and recording of
retired bonds. -

Detailed information on sales, accrued discount, and redemptions
of savings bonds will be found in tables 48 to 50, inclusive.

There were 107.6 million stubs or records on magnetic tape and
microfilm representing the issuance of series E bonds received for
registration, making a grand total of 2,763 million, including reissues,
received through June 30, 1966.

All registration stubs of series E savings bonds and all retired series E
savings bonds are microfilmed, audited, and destroyed, after required
permanent record data are prepared by an EDP system in the Parkers-
burg office. Prior to the establishment of that office these savings
bond operations were performed in several Bureau offices manually
and on tabulating equipment. The following table shows the status
of processing operations for savings bonds in the Parkersburg office.
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Con- Balance
o verted | Au-
Re- | Micro- Key to dited De-
Tiscal year | ceived | filmed | punched | mag- and (stroyed Not con-
; netic | classi- Uun- | Not key | verted to | Unau-
tape fied filmed | punched matgnetic dited
ape

Stubs of issued card type series E savings bonds [in millions of pieces]

321.4 319.8 | 319.4| 3181 | 2127 15 3.1 3.5 4.8
90. 2 88.7 89.1 88.9 | 154.1 2.3 5.4 5.4 6.9
93.9 95.0 95.0 93.0 69.6 2.7 4.7 4.7 8.2
98.2 97.6 97.6 98.4 96.2 4.6 7.2 7.2 9.9

100. 7 10111 10L.1 [ 101.7 | 123.7 2.3 4.5 4.5 6.6

101.2 100. 2 99.8 | 100.3 | 100.3 2.3 5.5 5.9 7.5

805.6 802.4 | 802.0 | 800.4 | 756.6 | oo |emameoooan]|eomm e

. Retired card type series E savings bonds [in millions of pieces]

177.1 175.9 175.7 175.3 113. 6 5 1.7 1.9 2.3
61.3 61.1 61.1 60. 3 95.0 1.6 3.0 3.2 4.4
64.3 64.1 64.3 63.5 48.3 2.2 3.8 3.8 5.8
70.0 68.9 68.9 69.1 83.4 2.3 5.0 5.0 6.8
75,9 77.1 76.8 76.9 59.8 1.7 3.2 3.5 52
81.0 79.7 80.0 80.2 91.6 2.2 5.0 5.0 6.5

529.6 526.8 1 526.8 | 525.3 | 4917 | ool |oieeeim e

Retired paper type series E savings bonds [in millions of pieces]

.8 .8 1 .7 B ) PR I 1 .1 1
21.8 21.2 20.8 20.8 19.9 5.1 .6 1.1 1.1 2.9
22.4 22.4 22.1 22.1 22.3 23.4 .6 1.4 1.4 2.1
20.4 20.5 21.0 20.9 21.2 11.0 .5 8 .9 1.3
19.3 19.4 19.1 19.2 19.3 33.9 .4 1.0 1.0 1.3

Total..} 84.7 84.3 83.7 83.7 83.4 2 3% S PR (RPN [N I

t Excludes records received on magnetic tape and microfilm; 5.3 million in 1965 and 6.4 million in 1966.

Of the 95.9 million series A-E savings bonds redeemed and charged
to the Bureau during the year, 93.5 million (97.5 percent) were
redeemed by approximately 16,300 authorized paying agents. For
these redemptions these agents were reimbursed quarterly at the
rate of 15 cents each for the first 1,000 bonds paid and 10 cents for
all over the first 1,000 for a total of $12,148,980 and an average of
12.99 cents per bond.

The following table shows the number of savings bonds outstanding
as of June 30, 1966, by series and denomination.

Denomination (in thousands of pieces)
Series 1 Total

$10 | $25 $50 $75 | $100 [ $200 [ $500 |$1,000 |$5, 000|$10, 000{$100, 000

251, 600 |109, 463 |1, 923 |79, 415 (8, 11,992
2, 685

Total....[483,721 | 668 (251,779 (109,473 (1,923 (79,585 |8, 280 |14,796 (16,673 | 360 181 3

1 Currently only bonds of series E and H are on sale.
2 Less than 500 pieces.
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The following table shows the number of issuing and paying agents
for series A—I savings bonds by classes.

Building Companies
June 30 Post Banks | and savings | Credit | operating Al Total
offices 1 and loan unions payroll others
associations plans

Issuing agents

15,232 3,477 2,081 29,605 (O] 54,433
15,225 1,557 522 d, 052 550 45,966
15, 692 1, 555 428 2,942 588 23, 681
16, 436 1,851 320 2,352 643 22, 695
13, 505 1,617 285 2,045 590 219,103
13, 559 1,670 281 1,978 573 19, 107
13, 644 1,679 269 1,857 560 19, 020
13,908 1,702 252 1,783 528 19,150
14, 095 1,702 246 1,695 510 19,191
14,114 1,710 241 1,621 482 19,102

Paying agents

13,466 | oo 13, 466
15, 623 874 137 16, 691
16, 269 1,188 139 17,652
17,127 1,797 169 19, 153
13,670 1, 605 158 315,449
13, 687 1,690 160 15, 553
13,826 1,739 155 15,735
14, 039 1,779 158 15,991
14 190 1,816 157 |- 16,178
14, 247 1,857 164 16, 283

! Estimated by the Post Office Department for 1955 and thereafter. Sale of series E savings honds was
discontinued at post offices at the close of business on Dec. 31, 1953, except in those localities where no other
public facilities for their sale were available.

2““All others” included with companies operating payroll plans.

3 Substantial reduction due to reclassification by Federal Reserve banks effective Dec. 31, 1960, to include
only the actual number of entities currently qualified.

Interest checks issued on current income-type savings bonds (series
H and X) during the year totaled 5,114,568 with a value of $320,789,-
792. New accounts established for series H bonds, the only current
income-type savings bond presently on sale, totaled 129,268, while
accounts closed for series H bonds totaled 141,153, a decrease of
11,885 accounts.

Apphcatlons received during the year for the issue of duphcates of
savings bonds lost, stolen, or destroyed after receipt by the registered
owner or his agent totaled 35,867. In 19,240 of these cases the
issuance of duplicate bonds was authorized. In addition, 12,765
applications for relief were received in cases where the original bonds
were reported as not being received after having been mailed to the
registered owner or his agent. .

OFFICE OF THE TREASURER OF THE UNITED STATES

The Treasurer of the United States is responsible for the receipt,
custody, and disbursement, upon proper order, of the public moneys
and for maintaining records of the source, location, and disposition of
these funds. Federal Reserve banks as fiscal agents of the United
States perform many functions for the Treasurer. These include:
The verification and destruction of U.S. paper currency; the redemp-
tion of public debt securities; the keeping of cash accounts in the name
of the Treasurer; the acceptance of deposits made by Government
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officers for credit; and the custody of bonds held to secure public
deposits in commercial banks.

Commercial banks qualifying as depositaries provide banking
facilities for the Government in the United States and in foreign
countries. Data on the transactions handled for the Treasurer by
Federal Reserve banks and commercial banks are reported daily to
the Treasurer and are entered in the Treasurer’s general accounts.

The Treasurer maintains current summary accounts of all receipts
and expenditures; pays the principal and interest on the public debt;
provides checking account facilities for Government disbursing officers,
corporations, and. agencies; pays checks drawn on the Treasurer of
the United States and reconciles the checking accounts of the dis-
bursing officers; procures, stores, issues, and redeems U.S. currency,
audits redeemed Federal Reserve currency of the larger denominations
received from Federal Reserve banks and of all denominations
received locally in Washington and from Government officers abroad;
examines and determines the value of mutilated currency; and acts
as special agent for the payment of principal and interest on certain
securities of U.S. Government corporations and on certain securities
issued by Puerto Rico on or before January 1, 1940.

The Office of the Treasurer maintains facilities at the Treasury to:
accept deposits of public moneys by Government officers; cash U.S.
savings bonds and checks drawn on the Treasurer; receive excess and
unfit currency and coins; and conduct transactions in both marketable
and nonmarketable public debt securities. The Office also prepares
the Daily Statement of the United States Treasury and the monthly
Statement of Unated States Currency and Coin.?

Under the authority delegated by the Comptroller General of the
United States, the Treasurer processes claims arising from forged
endorsements and-other irregularities involving checks paid by the
Treasurer and passes upon claims for substitute checks to replace
lost or destroyed unpaid checks.

The Treasurer of the United States is custodian of bonds held to
secure public deposits in commercial banks, miscellaneous securities
held for other agencies, and custodian of bonds held to secure postal
savings on deposit- in banks. Since the Postal Savings System no
longer exists,? this custodianship will terminate as soon as the postal
savings on deposit in banks are withdrawn. :

Management improvements

The dollar amounts of checks and other orders for the payment of
money deposited with the Treasurer in Washington are now being
encoded on the items in magnetic ink by the Treasurer’s Office.
Since the volume does not justify the acquisition of costly high-speed
MICR sorting and reading equipment by the Treasurer, arrangements
were made during fiscal 1966 with the Federal Reserve Bank at Rich-
mond and a Washington bank, which have the necessary equipment
to sort and distribute the items to the banks through which the funds
are collected. Under this new procedure, which became effective in
April 1966, the Treasurer proves the items to the covering certificates
of deposit and encodes the amounts simultaneously, thus eliminating
the need for a separate encoding operation by the collecting banks.

1 Replaced the Circulation Statement of United States Money beginning in January 1966.
2 Discontinued on Apr. 27, 1966, by the act of Mar. 28, 1966 (39 U.S.C. 5225-5229).
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A detailed study of the use of electric accounting equipment which
supports operations for the EDP system for the check paying, recon-
ciling, and claims activities, has resulted in (1) better control of work
flow and assignments, (2) the development of a uniform format for
all accounting reports using basically the same information, (3) im-
proved machine utilization in the key punch jobs, and (4) the elimi-
nation of several exception type operations.

Until late in fiscal 1966 all Federal Reserve notes unfit for further
circulation were sorted at the Federal Reserve banks, as to bank of
issue, cut in half and the halves shipped separately to the Treasury.
In Washington, the Currency Redemption Division of the Treasurer’s
Office verified the lower halves and the Office of the Comptroller of
the Currency verified the upper halves.

Public Law 89-427 approved May 20, 1966, provides that Federal
Reserve notes unfit for circulation shall be cancelled, destroyed, and
accounted for under procedures prescribed and at locations designated
by the Secretary of the Treasury, and that credit for the notes so
retired may be allocated among the Federal Reserve banks as pre-
scribed by the Board of Governors of the Federal Reserve System.

Pursuant to this legislation, the Secretary of the Treasury delegated
authority to the Federal Reserve banks to audit and destroy unfit $1
Federal Reserve notes on their premises; and the Board of Governors
of the Federal Reserve System authorized the use of a formula for
allocating credit among the 12 issuing banks. This new procedure
avoids annual costs of $500,000 for the preparation and shipment of
the $1 notes to Washington for audit and destruction; it also saves
an estimated $300,000 a year incurred in sorting the notes by bank
of issue. These are not direct savings to the Treasury but are re-
flected in the form of increased revenues from profits of Federal
Reserve banks deposited to the general fund of the Treasury.

Assets and liabilities in the Treasurer’s account

A summary of the assets and liabilities in the Treasurer’s account
at the close of the fiscal years 1965 and 1966 is shown in table 58.

The assets of the Treasurer consist of gold and silver bullion, coin
and paper currency, deposits in Federal Reserve banks, and deposits
in commercial banks designated as Government depositaries.

Gold.—The Treasurer’s gold assets declined during fiscal 1966 for
the ninth consecutive year. The net reduction of $500.6 million,
daily Treasury statement basis, shown in table 58, represents dis-
bursements of $1,158.0 million, less $182.9 million in gold deposited
with the United States by the International Monetary Fund and other
receipts of $474.5 million.

Silver—The Coinage Act of 1965 (Public Law 89-81), approved
July 23, 1965, reduced the need for silver bullion in coinage by per-
mitting dimes and quarter dollars to be minted from other metals
and by reducing the silver content of the half dollar. The Depart-
ment continued to supply silver bullion to meet commercial demands
by exchanging it for silver certificates at the New York and San
Francisco assay offices. Such exchanges were made at the monetary
value of $1.29-+ per ounce, thereby holding the market price of silver
at that level.
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The following table, on the daily Treasury statement basis, sum-
marizes transactions in silver bullion of all types during fiscal 1966.

Silver bullion (in millions) .

Held to

: Held for coinage, ctc.
Fiscal year 1966 secure
certificates,
monetary | Monetary | Cost value | Uncurrent
value value coin value

On hand July 1, 1965 __
Received (+) or disburse
Exchangea'fo-r— silvi
Released for coinage..-
Used in coinage or in coinage metal

On hand June 30, 1966 - oo o e

" Balances with depositaries.—The following table shows the number
of each class of depositaries and balances on June 30, 1966.

Number of
accounts with
depositaries !

Deposits to the
credit of the
Treasurer of the
United States,
June 30, 1966

Federal Reserve banks and branches._ ... ______________.__. 36 2$1, 136, 043, 180
Qther domestic depositaries reporting Qirectly to the Treasurer_ ... 47 39, 442, 693

Depositaries reporting through Federal Reserve banks:
General depositaries, ete.. o _.__. 1,998 169, 666, 173
Special depositaries, Treasury tax and loan accounts.. 12, 299 10, 049, 614, 546
Toreign depositaries?. . . o o oo e 62 42, 699, 265
2 U PR 14, 442 11, 437, 465, 857

1 Includes only depositaries having balances with the Treasurer of the United States on June 30, 1966,
Excludes depositaries duly designated for this purpose but having no halabees on that date and those des-
ignated to furnish official checking account facilities or other services to Government officers, but which
are not authorized to maintain accounts with the Treasurer. Banking institutions designated as general
depositaries are {requently also designated as special depositaries, hence the total number of accounts ex -
ceeds the number of institutions involved.

2 Includes checks for $370, 179, 812 in process of collection.

- 3 Principally branches of U.8. banks and of the American Express Co., Inc.

Bureau operations

Receiving and disbursing public moneys—Government officers de-
posit moneys which they have collected to the credit of the Treasurer
of the United States either with the Treasurer at Washington, at
Federal Reserve banks, or at designated Government depositaries,
domestic or foreign. Certain taxes are also deposited directly by
the employers or. manufacturers who withhold or pay them. All
payments are withdrawn from the Treasurer’s account. Moneys
deposited and withdrawn in the fiscal years 1965 and 1966, exclusive
of certain intragovernmental transactions, are shown in the following
table on the daily Treasury statement basis.
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Deposits, withdrawals, and balances in the Treasurer’s account

1965

1966

Balance at beginning of fiscal year.__n._-___...__._...........-.._:_.

Cash deposits:
Internal revenue, customs, trust fund, and other collections...._.
Public debt receipts to oo
Less:

Accrued discount on savings bonds, retirement plan bonds,
and Treasury bills_______ ..
Purchases by Government ageneies....._.__._.___.
Sales of securities of Government agencies in market

$11, 035, 731, 209

$12, 610, 264, 635

125, 464, 340, 732
239, 286, 169, 978

—3,717,131, 345
—49, 395, 891, 396
10, 676, 163, 749

141, 094, 572, 593
251, 078, 144, 599

—4,178, 784, 247
—58, 216, 585, 080
16, 056, 371, 956

Total deposits.

322, 313, 651, 718

345, 833, 719, 820

Cash withdrawals:
Budget and trust accounts, ete
{ublic debt redemptions ' ____
€ss:
Redemptions included in hudget and trust accounts.._..
Redemptions by Government agencies
Redemptions of securities of Government agencies in market.._.

126, 395, 262, 802
233,725, 170, 252

—3,467, 431, 831
—46, 973, 403, 368
10, 475, 544, 025

142, 190, 039, 055
248, 444, 955, 787

-3, 648, 303, 300
—55, 133, 946, 660
13,108, 739, 075

Total withdrawals_ ...

320, 155, 141, 880

344, 961, 483, 956

Change in clearing accounts (checks outstanding, deposits in transit,

unclassified transactions, etc.), net deposits, or withdrawals (—)._. —583, 976, 412

12, 610, 264, 635

—1, 075,123,290
12, 407, 377,210

Balance at close of fiscal year. . .. oo l_

1 For details see table 41.

Issuing and redeeming paper currency.—By law the Treasurer is the
agent for the issue and redemption of U.S. paper currency. The
Office did not issue any gold or silver certificates during fiscal 1966.
U.S. notes were issued in amounts equal to those redeemed as re-
quired by law (31 U.S.C. 404).

The Federal Reserve banks and branches, as agents of the Treasury,
redeem and destroy the major portion of the U.S. currency as it
becomes unfit for circulation. A small amount is handled directly
by the Treasurer’s Office.

Federal Reserve banks issue Federal Reserve notes, including (since
November 1963) notes of the $1 denomination. As Federal Reserve
notes replaced silver certificates in circulation, it was apparent that
the economies achieved by redeeming and destroying unfit silver
certificates at Federal Reserve banks would be lost unless legislation
was obtained which would permit Federal Reserve notes to be handled
in a similar manner. The Department therefore proposed such legis-
lation which was approved May 20, 1966 (Public Law 89-427). See
discussion above under “Management improvement.”

Under procedures which were put into effect as soon as the enabling
legislation was approved, Federal Reserve banks now cancel and
destroy notes of the $1 denomination without sorting them as to bank
of issue. The Federal Reserve Board of Governors apportions the
redemptions of such notes among the banks on a formula basis once
each week and at the end of each month. Notes of larger denomina-
tions are cut in half and the lower halves forwarded to Washington
to be verified by the Treasurer’s Currency Redemption Division.
However, the upper halves are retained at the banks where they are
destroyed after the Treasurer’s verification is completed.

In addition to verifying the lower halves of the larger denomination
Federal Reserve notes, the Currency Redemption Division redeems

227-572—67——10
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unfit paper currency of all types received locally in Washington and
from Government officers abroad, as well as burned or mutilated
currency from any source. During fiscal 1966 the Division examined
and identified burned and mutilated currency for 47,647 claimants
and made payments therefor totaling $12,475,561.

The Treasurer’s Office has also assumed the function of accounting
for Federal Reserve notes from the time that they are delivered by
the Bureau of Engraving and Printing until finally redeemed and
destroyed. 'This was formerly the responsibility of the Comptroller
of the Currency. ‘The Office of the Comptroller of the Currency
retains the function of receiving the new unissued notes from the
Bureau of Engraving and Printing, holding them under joint custody
with the Treasurer’s Office, and supplying them to Federal Reserve
banks as needed.

A comparison of the paper currency of all classes, including Federal
Reserve notes, issued, redeemed, and outstanding during the fiscal
years 1965 and 1966 follows:

Fiscal year 1965 Fiscal year 1966
Pieces Amount Pieces Amount
Outstanding July 1.____..___i._.______ 4,116,908, 485 |$39, 559,128, 671 | 4, 541,995,359 | $38, 664, 777, 668
Issues during year.._________._________ 1,985,469,083 | 9, 826,962,793 | 1,926,288,150 | 10, 895, 558, 303
Redemption during year_._. ---} 1,560,382,209 | 10,721,313,796 | 1,203,521, 508 7, 592, 982, 674
Outstanding June 30 - .__.._.__._ 4,541,995,359 | 38,664,777,668 | 5,264,762,001 | 41,967, 353, 207

Table 64 shows: by class and denomination the value of paper
currency issued and redeemed during the fiscal year 1966 and the
amounts outstanding at the end of the year. Tables 60-63 give
further details on the stock and circulation of money in the United
States.

Paying grants through letters of credit—Treasury Department
Circular No. 1075, dated May 28, 1964, established a procedure “to-
preclude withdrawals from the Treasury any sooner than necessary”
1 cases where Federal programs are financed by grants or other pay-
ments to State or local governments or to educational or other insti-
tutions. Under this procedure Government departments and agencies
issue letters of credit which permit grantees to make withdrawals
from the account of the Treasurer of the United States as they need
funds to accomplish the object for which a grant has been awarded.

By the close of fiscal 1966, 18 Government bureaus and agencies
had put this procedure into effect for 1 or more of their programs.
A total of 29,392 withdrawal transactions, aggregating $7,718.3
million, were processed during the year. -

Checking accounts of disbursing officers and agencies—As of June
30, 1966, the Treasurer maintained 2,119 checking accounts, compared
with 2,145 the year'before. The number of checks paid by categories
of disbursing officers during the fiscal years 1965 and 1966 follow.
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i
i Number of checks paid
Disbursing officers
1965 1966
362, 071, 237 303, 844, 454
28, 418, 544 30, 765, 534
33, 303,977 34,777,416
34, 557, 707 33,997, 508
24, 259, 758 25, 154, 520
482, 611, 223 518, 539, 432

Settling check claims.—During the fiscal year the Treasurer proc-
essed 403,700 requests for stop payment on Government checks, and
68,620 requests for removal of stoppage of payments.

The Treasurer acted upon 247,302 paid check claims during the
year, including those referred to the U.S. Secret Service for investi-
gation of alteration, counterfeiting, or fraudulent issuance and nego-
tiation of Government checks. Reclamation was requested from
those having liability to the United States on 33,669 claims, and
$3,315,136 was recovered. Settlements and adjustments were made
on 26,122 forgery cases totaling $3,463,186. Disbursements from the
check forgery insurance fund, established to enable the Treasurer to
expedite settlement of check claims, totaled $637,737. As recoveries
are made, these moneys are restored to the fund. Settlements
totaling $5,172,943 have been made from the Treasurer’s check for-
gery insurance fund since it was established on November 21, 1941.

Claims by payees and others involving 110,009 outstanding checks
were acted upon. Of these, 89,945 were certified for issuance of sub-
stitute checks valued at $129,270,521 to replace checks that were
not received or were lost, stolen, or destroyed.

The Treasurer treated as canceled and transferred to accounts of
agencies concerned for adjustment purposes the proceeds of 17,094
unavailable outstanding checks, totaling more than $5,363,151.

Collecting checks deposited.—Government officers during the year
deposited more than 8428000 commercial checks, drafts, money
orders, etc., with the Cash Division in Washington for collection.

Custody of securities—The face value of securities held in the cus-
%)o%y of the Treasurer as of June 30, 1965, and June 30, 1966, is shown

elow.
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Purpose for which held

1

June 30

1965

1966

As collateral:
To secure deposits of public moneys in depositary hanks
To secure postal savings funds
In lieu of sureties

In custody for Government officers and others:
Tror the Secretary of the Treasury !
Tor Board of Trustees, Postal Savings System_
Tor the Comptroller of the Currency.
For the Yederal Deposit Insurance Corporation._.
TFor the Rural Electrification Administration..
For the District of Columbia
For the Commissioner of Indian Affairs
Foreign obligations 2_.__
Other 3

_| 12,051, 630, 530

$75, 223, 100
18,917, 000
4, 057, 500

34, 908, 409, 499
355, 579, 000

16, 388, 500

1, 169, 148, 000
124, 368, 030
140, 849, 297

35, 016, 075

69, 895, 011
1,758, 882, 800

$56, 804, 100
18,227, 000
3,268, 750

34,101, 682, 823
188, 890, 000

17, 039, 500

813, 870, 000
141, 326, 779
164, 416, 863

66, 500, 400

12, 047, 451, 530
63, 462, 931
1,877, 421, 500

Total

50,728, 364, 342

49, 650, 362, 176

1 Includes those securities listed in table 108 as in custody of the Treasury.
2 Issued by foreign governments to the United States for indebtedness arising from World War 1.
3 Includes U.S. savings bonds in safekeeping for individuals.

Servicing securities for Federal agencies and for certain other govern-
ments.—In accordance with agreements between the Secretary of the
Treasury and various Government corporations and agencies and
Puerto Rico, the Treasurer of the United States acts as special agent
for the payment of principal of and interest on their securities. The
amounts of these payments during the fiscal year 1966, on the daily
Treasury statement basis, were as follows.

Payment made for— Principal Interest paid | Registered Coupon

with principal interest ! interest
Banks for cooperatives. .. __..__._____._____ $1, 533, 045, 000 $33,082,405 |- oo
District of Columbia Armory Board. ... |-o oo oo $831, 243
Federal home loan banks__.._.____ 4,979, 690, 000 158, 309, 738 54, 328, 655
TFederal Fousing Administration. _ 420, 412, 900 6,021,823 | $21,773,561 |- oo _.____
Federal intermediate credit banks. 3, 209, 570, 000 101, 578,622 | oo
Trederal land banks_________.________ 808, 510, 700 4,393,463 | 11,130,185 | 132,128,479
Federal National Mortgage Association 108, 530, 000 oo oo ecciccaaaes 64, 185, 231
Puerto Rico - , , 263
Others. o oo e 10,475 1, 585
Total 11, 065, 930, 575 303, 386, 099 32, 903, 746 251, 524, 456

1 On the basis of checks issued. *

Office of Foreign Assets Control

The Office of Foreign Assets Control is responsible for administering
the Treasury Department’s freezing controls under section 5(b) of

the Trading with the Enemy Act.

The controls under the Foreign

Assets Control Regulations with respect to trade and financial
transactions with, and assets in the United States of, Communist
China, North Korea, North Vietnam and their nationals were con-
The prohibitions under the
regulations relating to the purchase and importation of Communist
Chinese, North Korean, and North Vietnamese merchandise and the
procedures for specified commodities of types principally imported
from mainland China prior to the regulations also remained relatively

tinued during the 1966 fiscal year.

unchanged.
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The Cuban Assets Control Regulations were also continued. These
regulations were issued under section 5(b) of the Trading withthe
Enemy Act and also under section 620(a) of the Foreign Assistance
Act of 1961. They apply to Cuba and nationals thereof and are of
the same nature as the controls applied to China, North Korea, and
North Vietnam under the Foreign Assets Control Regulations. That
is, they block all Cuban assets in the United States and prohibit all
unlicensed financial and commercial transactions by Americans with
Cuba or nationals thereof.

The Office of Foreign Assets Control also administers the Trans-
action Control Regulations which supplement the export controls
exercised by the Department of Commerce over direct exports from
the United States to Eastern Europe and the U.S.S.R. The Transac-
tion Control Regulations prohibit, unless licensed, any person within
the United States from purchasing or selling or arranging the purchase
or sale of internationally controlled strategic commodities located
outside the United States for ultimate delivery to Eastern Europe
and the US.S.R. As in the case of both the Foreign Assets and
Cuban Assets Control Regulations, the prohibitions apply not only
to domestic American companies but also to foreign firms owned or
controlled by persons within the United States.

During fiscal 1966, the administration of assets remaining blocked
under the World War II Foreign Funds Control Regulations were
transferred to the Office of Foreign Assets Control from the Depart-
ment of Justice. These regulations, also issued under section 5(b) of
the Trading with the Enemy Act, still apply to assets blocked under
Executive Order 8389 of Hungary, Czechoslovakia, Estonia, Latvia,
Lithuania, East Germany and nationals thereof who were on January
1, 1945, in Hungary, or on December 7, 1945, in Czechoslovakia,
Estonia, Latvia or Lithuania, or on December 31, 1946, in East
Germany.

Internal Revenue Service!

The Internal Revenue Service administers the internal revenue
laws embodied in the Internal Revenue Code (title 26 U.S.C.) and
certain other statutes, including the Federal Alcohol Administration
Act (27 U.S.C. 201-212), the Liquor Enforcement Act of 1936 (18
U.S.C. 1261, 1262, 3615), and the Federal Firearms Act (15 U.S.C.
901-909). 1t is the mission of the Service to encourage and achieve
the highest possible degree of voluntary compliance with the tax laws
and regulations and to maintain the highest degree of public confidence
in the integrity and efficiency of the Service. '

Major management improvements

Concerted efforts throughout the Service to improve the efficiency
of programs and operations resulted in tangible savings of $14.4
million during fiscal 1966, well in excess of the goal of $12.9 million
established at the beginning of the year. Actions aimed toward
improving efficiency and reducing costs are grouped for reporting

Rl Additional information will be found in the separate Annual Report of the Commissioner of Internal
evenie.
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purposes under four broad categories. These categories, and the
savings accruing in 1966 under each, are indicated below:

1966 savings

. Category (in thousands)
Increased productivity and efficieney_ ... _______________ $3, 598
Substitution of less costly alternative_ __ ______________________.__ 4, 547

Continuing management programs (incentive awards, reports, posi-

tion management) . _ . _ . eo___ 4, 507
Special expenditure restrictions (canceled expenditures)_.._________ 1, 763
Total - - i 14, 415

Magor systems and procedural changes.—Among the changes made
during fiscal 1966 to obtain maximum benefits from expenditures are
the following: (1) Automatic data processing programs are used to
identify income tax returns having characteristics that indicate audit
potential. This computer identification of returns saved approxi-
mately 13 technical man-years, or $102,000, in fiscal 1966, and further
savings are expected in fiscal 1967 when the program is scheduled to
become operational nationwide. (2) A two-part “piggyback’” mailing
label was distributed with form 1040 individual income tax returns
and form 1120 corporation income tax returns this year. The mailing
labels bear the taxpayer’s name, address, and account number as shown
on the ADP master file. If the taxpayer does not use the form sent
him, he is requested to remove the top label and affix it to the return
he does use. 'Experience this year in two regions indicates a 51-percent
usage of the label, which contributed to faster and more accurate
processing of returns and substantial manpower savings. (3) A
sliding-scale, optional-use automobile travel plan was developed to
give high-mileage Service drivers the option of driving a General
Services Administration car, or their own car at reimbursement rates
which approximate the rates for GSA cars. Savings this year through
this plan amounted to $674,000. (4) The option of filing returns
claiming refunds direct with the service center, which was tried in the
southeast region in fiscal 1965, was extended to the mid-Atlantic
region in 1966. Over 80 percent of the overpayment returns in each
region were directed by taxpayers to the service center, eliminating
the need for the Service to sort, pack, and ship these returns from
district offices to service centers. Savings to the Government in
fiscal 1966 were estimated at $113,000. The option will be extended
to additional regions in fiscal 1967.

Organizational structure.—Several changes were made in location or
function of Service, offices during the year, of which the following are
examples:

The IRS Data Center, located at Detroit, Mich., commenced opera-
tions as planned on January 1, 1966. The center performs ADP
operations of the Service which are not directly related to the process-
ing of tax returns and related documents.

Alcohol and tobacco tax branch offices located at Buffalo, N.Y.;
Charleston, W. Va.; Omaha, Nebr.; and Milwaukee, Wis., were closed
during fiscal 1966. It had been determined that neither the supervi-
sion of industry operations nor enforcement activities would he
detrimentally affected by these changes.

The plan to consolidate local office collection force organizations
nto one or two central organizations for each district was continued

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis




ADMINISTRATIVE REPORTS 121

during the year. Over 80 such consolidations were made, resulting
in savings of 86 man-years and $590,000.

The Office of International Operations was given added functions
during the year pertaining to: (1) Determining the amount of relief
from economic double taxation, (2) functioning as international coor-
dinator to the Assistant Commissioner (Compliance) in all matters
in the international area, and (3) accumulating and analyzing data
involving foreign tax laws for use in treaty matters and other aspects
of international transactions affecting U.S. taxpayers. The Research,
Tax Treaty, and Technical Services Division was established to
administer the major portion of these functions.

Informing and assisting taxpayers

Our self-assessment system of taxation places on the taxpayer the
primary responsibility for determination of his tax liability. The
i Service assists the individual in understanding his rights and respon-
sibilities through a continuing program of taxpayer service. Under
this program the Service pubhishes regulations, rulings, and tax guides
covering specific tax situations, releases information through mass
communications services, maintains convenient offices throughout
the country staffed with taxpayer assistors to provide individual
assistance, furnishes tax materials and speakers to schools and other
groups, and distributes tax forms and instructions to all taxpayers.
Public information program.—The Tax Adjustment Act of 1966, as

a result of its rapid enactment, early effective date, and impact on
the millions of employees subject to income tax withholding, presented
a major challenge to the Service’s effort to keep the public informed.
Instructions were provided almost overnight to approximately 4
million employers and 70 million employees, both directly and through
mass media. Four million copies of a new employer’s tax guide and
over 2 million packages containing copies of employee’s withholding
exemption certificates and information for employees were distributed
to employers about a month before the changeover to the new rates.

Wide exposure was obtained during the filing period through a
dozen color TV spot announcements providing helpful hints on return
preparation. Four-to-five-minute radio tapes similarly provided
advice of general taxpayer interest. The Service also contributed
technical assistance to the Columbia Broadcasting System’s network
audience-participation show of April 5, 1966, the “National Income
Tax Test.”

Taxpayer assistance program.—Almost 26 million taxpayers vol-
untarily sought assistance on tax matters this year. Approximately
16.6 million of the inquiries were made by telephone, while 9.1 million
taxpayers visited Service offices.

In an effort to encourage telephone inquiries, which are more
economical than walk-in inquiries, the Service tested a centralized
telephone system that enabled a taxpayer to make a toll-free call to
the district office from a distant point. Another test in some local-
ities extending office hours to evenings and Saturdays was made to
determine whether there was substantial taxpayer demand for
service during such times. Results of these tests were being evaluated
at the end of the fiscal year to determine whether these two systems
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. are economically sound ways of satisfying taxpayer needs for informa-
tion and assistance.

Tax-return forms.—Twelve tax-return forms were eliminated in
fiscal 1966, primarily as a result of the Excise Tax Reduction Act of
1965, and seven.new forms were added. Emphasis has continued
on improving the appearance and comprehensibility of existing forms,
as well as on redesign of forms to better adapt them to optical scanning
and use of collateral information in certifying items of income, de-
ductions, and credits.

To assist individual taxpayers, tables showing State sales taxes and
gasoline tax rates were included in the instructions for form 1040 this
year. By combining tax computation tables, the number of tables
in the instructions for form 1040 were reduced from five used last
year to three. ‘

Tax rulings.—Letter rulings are issued by the National Office in
response to inquiries from individuals and organizations on tax
consequences of proposed transactions. Durmcr the year, 27,672
requests for private letter rulings and 3,149 requcsts from field offices
for technical advice were answered. :

Regulations program.—Thirty-five final regulations, 7 temporary
regulations, and 12 notices of proposed rulemaking, relating to matters
other than alcohol and tobacco taxes, were published in “the Federal
Register this year. Seven Treasury Decisions, four notices of pro-
posed rulemaking, and five final regulations pertaining to alcohol
and tobacco tax administration were also published.

Six public hearings were held on the provisions of proposed regula-
tions, and were attended by approximately 225 taxpayers or other
interested persons.

Personnel

The personnel  program continued to emphasize support for
management objectives and the accomplishment of program objectives
economically, efficiently, and with the fullest possible. utilization of
human resources. Further progress was made in the identification
and selection of potential candidates for supervisory, managerial,
and executive positions. The redeployment of employees whose
jobs were affected by the conversion to automatic data processing
continued smoothly, and similar redeployment techniques were
applied to dislocation problems of other employees affected by organi-
zational change. Substantial progress was also obtained in meeting
equal opportunity objectives for the recruitment, placement, and
promotion of women, minority groups, and the handicapped.

" Executive selection and development.—In fiscal 1966, the executive
selection and development program entered its second decade with
the first woman trainee included among the 17 candidates selected
from over 300 I'ederal career nominees. Selected individuals, chosen
through competitions open to all qualified employees, receive broad
trammw in Service functions and management techniques, and remain
under COIltIDUIHU‘ appraisal as they progress in developmental assign-
ments. Since the program was initiated in 1955, 111 candidates
and 31 incumbent executives have received training in the program.
Most of these graduates are currently assigned to key executive
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positions where their background training contributes materially to
mmproving the operations and efficiency of the Service.

Equal employment opportunity—Equal employment opportunity
coordinators, designated for all regional, district, and service center
offices, have been made responsible for monitoring equal employment
plans and programs in their area. Seminars for supervisors on equal
employment opportunity were held during the year in Washington,
Little Rock, St. Louis, and Greensboro.

As of December 1965, there were 478 women in enforcement or
technical positions with the Service, including such typical “men’s”
jobs as internal revenue agent, attorney, estate tax examiner, -and
revenue officer.

The Service continued its emphasis on placing the handicapped in
positions they can successfully perform. Past successes stimulated
increased efforts in recruiting at special schools for the handicapped
and closer relationship with State and local rehabilitation agencies.
Summer employment of young persons, and year-round employment
of young people and disadvantaged individuals under the various
war on poverty programs enables the Service to provide some 1,500
individuals a year with some kind of work-training assistance, while
also providing the Service with a source of reliable workers, particu-
larly during the summer months when many permanent employees
desire their vacations.

Planned personnel redeployment.—One of the major personnel
problems of the Service results from the gradual conversion from
manual operations to automatic data processing. The carefully
structured redeployment program has been based on the determ-
nation to retain and utilize the skills and abilities of affected personnel.
Several actions have been required to accomplish this: (1) Plans to
identify and utilize employees affected by each change are made a
part of initial planning; (2) full advance information is given to
employees and employee groups concerning forthcoming changes;
(3) intensive placement and training programs are developed to
open up new employment opportunities for employees whose prior
jobs are changed or abolished; and (4) special personnel procedures
and techniques, developed jointly with the Civil Service Commission,
are used to provide increased flexibility in appointments, details,
and reassignments to other positions.

During fiscal 1966, approximately 2,400 manual processing
employees were redeployed out of affected positions. Since the
conversion started, some 7,700 employees have been redeployed from
the original returns processing and accounting workforce of 12,000,
without resorting to involuntary separation or transfer in a single
instance.

Training

Experience has demonstrated that one of the best ways to improve
internal operations, managerial efficiency, and the quality of service
offered to the public is to train employees thoroughly in necessary
skills. The training program of the Service provides training at
all stages of employee development, from newly hired revenue agents
to Service executives. The training program also extends to the
preparation of instructional material for the use of schools, industry,
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and other groups to assist them in tax training programs; to providing
taxpayer assistance institutes for tax practitioners and nontechnical tax
assistors at local offices throughout the country; and through the
Agency for International Development, to assisting foreign govern-
ments in developing training programs to meet their country’s special
requirements.

Several new training programs were conducted during the year to
improve taxpayer service through better oral and written communi-
cations. Special training in the interpretative aspect of tax law was
given to employees who assist taxpayers or answer taxpayer inquiries,
This training is designed to help employees respond to taxpayer
inquiries in nonlegal terms, thus helping the taxpayer in determining
how the various taxes apply in his specific case. Communications
training was conducted for Service employees who meet and hold
conferences with taxpayers or their counsel in appeals cases. A
completely new writing improvement course was developed for Service-
wide use, and telephone courtesy training was continued during the
year.

Internal revenue collections and refunds

Gross collections.—Internal revenue collections rose sharply to
$128.9 billion in fiscal 1966, an increase of $14.4 billion over 1965
collections. This increase was the third largest in history, exceeded
only by the increases of 1944 and 1952. There appear to be several
causes for the increase, including the high level of business activity
and personal income, the expansion of the population, and changes
in the Federal Insurance Contributions Act (FICA) tax withholding
rate. ’

Individual income tax accounts for about half of total gross Federal
tax collections. The $61.3 billion collected in individual payments
(including amounts withheld from wages as well as the amount paid
with regular and estimated tax returns) is an increase of $7.6 billion
over fiscal 1965 payments, in spite of the reduced tax rates on 1965
income which were established by the Revenue Act of 1964.

Corporation income tax, which is the second largest source of tax
revenue, increased by $4.7 billion to $30.8 billion in fiscal 1966.
Excise tax collections declined by $1.4 billion to $13.4 billion, reflecting
the results of the Excise Tax Reduction Act of 1965 and the Tax
Adjustment Act of 1966.

Gross collections by principal types of tax are compared for fiscal
years 1965 and 1966 in the accompanying chart. See table 21 for
collections from 1936-66 by detailed categories.
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ALL MAJOR TYPES OF COLLECTIONS INCREASED
EXCEPT EXCISE TAXES

TOTALS
1965 1144
1966  128.9

CHANGE +12.6%

Corporation Individual  Employment
income income taxes
taxes taxes

Estate and  Excise taxes
gift taxes
78) CHANGE FROM 1965

418.¢ +18.4
-+14.2 ot

Refunds.—The totallamount oflrefunds paid in fiscal 1966, including
both principal and interest, was $7.3 billion, compared with $6.1
billion in fiscal 1965. This increase in refunds reflects a return to a
more normal pattern than had existed in fiscal 1965, when refunds
were unusually low due to a greater reduction in withholding rate
than in tax rate for part of calendar year 1965. Refunds of excise
taxes increased significantly in fiscal 1966, primarily due to the
effects of the Excise Tax Reduction Act of 1965. Excise tax refunds
were $338 million, an increase of $114 million over fiscal 1965.
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Receipt and processing of returns

Number of returns filed.—A total of 104.1 million tax returns of all
types was filed in fiscal 1966, 1.6 million more than last year. In-
creases of 3.0 million income tax returns and 0.2 million employ-
ment, estate, and: gift tax returns were partially offset by a decrease
of 1.6 million excise tax returns. Individual income tax returns
increased by 2.7 million, to 68.6 million, while corporation returns
increased by 82,000, to 1.5 million.

Automatic data processing.—Further steps were taken in fiscal 1966
toward completing the Service’s basic plan for an integrated ADP
system. At the beginning of the year, the system was operational
nationwide for business tax returns, and two of the seven Internal
Revenue Service regions were operating under the system for indi-
vidual tax returns. During the year, automatic data processing of
individual tax returns was put into effect in the southwest, central,
and western regions, excluding taxpayers filing their returns in
Michigan and California.

Expanded coverage for individual tax returns under automatic data
processing, tooetbel with the growth in the number of taxpayers, re-
sulted in an increase in the number of accounts on the individual
master file to 36.9 million at the close of fiscal 1966. This was an
increase of 19.1 million accounts during the year. Over the same
period, the number of business master ﬁle accounts increased from
5.0 million accounts last year to 5.7 million accounts at the close of
fiscal 1966. Almost 36 million individual income tax returns were
posted to individual master file accounts during the year, for a cov-
erage of over 46 percent of the 76.1 million individual returns and
declarations of estimated tax filed.

Enforcement activities

The enforcement activities of the Service are directed toward
assuring that each individual pays the amount of taxes due under law,
and that neither unintentional error nor willful intent shall result in
overpayment or underpayment of tax. Enforcement activities
range from mathematical verification of returns to investigations of tax
fraud, and necessary actions to secure prosecutions of violators when
warranted.

Examination of returns.—As planned, the number of examinations

made in fiscal 1966 was approximately the same as last year—3.5
million returns. Within the examination program, planned shifts
toward the examination of more complex returns are in progress.

Additional taxes and penalties recommended increased for the
fourth consecutive year. The $3,139 million recommended is $410
million over the previous high of ‘52 729 million in fiscal 1965. Large
increases occurred in the corporatlon tax area (24 percent higher than
in fiscal 1965, to $1,562 million), and the estate tax area (33 percent
higher than in fiscal 1965, to $368 million). There was a 1-percent
decline to $1,050 million from fiscal 1965 recommendations in the
individual and fiduciary tax area. The decline in this area was attrib-
utable in part to the Tax Reduction Act of 1964.

Examinations for possible tax abuses in the tax-exempt organization
area were continued in fiscal 1966. Returns examined increased by
7.5 percent, to 13,331. Revocation of the tax-exempt status of 232
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organizations was recommended during the year. The exempt orga-
nization master file, set up in previous years utilizing data processing
techniques, was expanded to include records pertaining to trusts
established under pension plans.

In fiscal 1966, district audit personnel uncovered overstatements of
‘oa? li(?bilities amounting to $154.5 million, exclusive of claims for
refund. :

Claims for refund closed by district audit divisions reached 433,507
in fiscal 1966, a 12-percent increase over last year. The number of
excise tax claims increased 84 percent over 1965, to 27,236 claims.
The Excise Tax Reduction Act of 1965, which provided for fioor stock
and consumer refunds, was responsible for a substantial portion of
this increase.

Mathematical verification.—Returns received during the year are
verified to determine whether the mathematical calculations made by
the taxpayer are correct, and to make any required changes. Tax-
payers err more often in their favor than in the Government’s, and the
average size of the errors made in the taxpayer’s favor exceed the
average error in the Government’s favor; as a result, a substantial
amount of revenue is gained through the mathematical verification
procedure.

In fiscal 1966, nearly 65 million individual income tax returns were
mathematically verified. Net yield, which is the difference between
taxpayer errors increasing revenue and errors decreasing revenue,
amounted to $104.3 million, an increase of $4.4 million over fiscal 1965.
Part of this increase resulted from steps taken this year to clarify use of
the minimum standard deduction tax table. This table had been
widely misinterpreted last year, which resulted in a greater than
normal number of taxpayer errors in favor of the Government.

Delinguent returns.—The 966,000 delinquent returns secured during
fiscal 1966 represented $246.7 million in previously unreported taxes,
including interest and penalties. The bulk of these, 912,000 returns
representing $202.7 million, were secured through the established
delinquent returns program. The additional 54,000 returns, repre-
senting $44.0 million, were secured by district audit divisions inciden-
tal to the examination of returns.

Summary of additional tax from direct enforcement.—The table below
provides a detailed comparison of additional tax assessments from
direct enforcement during the last 2 fiscal years.

In thousands of dollars
Sources
1965 1966

Additional tax, interest, and penalties resulting from examination_ ... - 2,151,187 2,427,329
Increases in individual income tax resulting from mathematical verific - 194, 086 186, 244

National identity file 1. _ .. e L. - , 37 A
Tax, interest, and penalties on delinquent returns. ... ______.__________ 281,278 246, 696
Total additional tax, interest, and penalties_.....___._..__ 2, 629, 925 2, 862, 817
Claims disallowed . .. e cme—————— 278,795 401,122

P An interim computer procedure established in regions processing individual income tax returns to
identify taxpayers filing more than 1 return. When the individual master file is operative nationwide this
procedure will no longer be necessary.
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Tax fraud investigations, indictments, and convictions.—A total of
3,772 full-scale investigations were completed during the year, which
included 1,349 cases conducted under the organized crime drive.
Prosecution was recommended in 2,418 cases, of which 1,170 were
organized crime drive cases. A total of 10,436 preliminary investiga-
tions were made during the year. ’

Indictments against 1,660 defendants in tax fraud cases were
returned. In casesreaching the courts 1,147 defendants entered pleas
of guilty or nolo contendere, 177 were convicted after trial, 66 were
acquitted, and cases against 226 defendants were nol-prossed or
dismissed during” the fiscal year.

Alcohol and tobacco tax administration.—The enforcement effort in
illicit liquor continues to be concentrated in the Southeastern States,
where moonshine activity is a historical problem. To combat this
entrenched activity, a special program known as Operation Dry-Up
is being conducted in two States. The program has been used success-
fully in one Southern State for the past 3 years, and was extended to
a second State early in fiscal 1966.

Among the features of Operation Dry-Up are a strong public infor-
mation program presenting the hazards of drinking moonshine whisky;
coordination of effort by local, State, and Federal enforcement officers
and prosecutors; and concentrated effort on the location and destruc-
tion of 1llicit distilleries. The success of this program in the first State
where it was applied is attested to by increased sales of legal, taxpaid
alcoholic beverages and virtual elimination of large-scale illicit dis-
tilling operations in that State. KEncouraging indications are already
being received from operation of the program in the second State.

In fiscal 1966, violations in the seven Southeastern States led to 82
percent of all illicit distillery seizures, 93 percent of all mash seized,
and 70 percent of:all arrests. The following table provides data on
seizures and arrests during the last 6 fiscal years.

) Number of Gallons of Arrests for

Fiscal year stills seized mash seized liquor law

' violations
..................................................... 6,826 3, 669, 500 8,983
__________________________ - 6, 886 3, 42