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TREASURY DEPARTMENT

WASHINGTON, D.C.
October 1, 1965

FOR IMMEDIATE REIEASE
TREASURY DECISION ON BRAKE DRUMS

UNDER THE ANTIDUMPING ACT

The Treasury Department has determined that brake drums from
Canadsa, manufactured by Atom-Otive Products Co., Rexdale, Ontario,
Canada, are not being, nor likely to be, sold at less than fair
value within the meening of the Antidumping Act. A "Notice of Intent
to Discontinue Investigation and to Make Determination That No Sales
Exist Below Fair Value," was published in the Federal Register on
August 3, 1965, stating that termination of sales with respect to
brake drums imported from Canada, manufactured by Atom-Otive Products
Co., Rexdale, Ontario, Canada, was considered to be evidence that
there are not, and are not likely to be, sales below fair value.

No persuasive evidence or argument to the contrary was presented
within 30 days of the publication of the above-mentioned notice in

the Federal Register.

Appraising officers are being instructed to proceed with the ap-
praisement of this merchandise from Canada without regard to any ques-
tion of dumping.

Imports of the involved merchandise received during the period
August 1, 1964, through March 31, 1965, were worth approximately

$110,000.



TREASURY DEPARTMENT

WASHINGTON, D.C.
October 1, 1965

FOR IMMEDIATE RELEASE
TREASURY DECISION ON PERCHLORETHYIENE SOLVENT
UNDER THE ANTIDUMPING ACT

The Treasury Department has completed its investigation with
respect to the possible dumping of perchlorethylene solvent from
France, manufactured by Solvay & Cie, Paris, France. A notice of
intent to close this case with a determination that this merchan-
dise is not being, nor likely to be, sold at less than fair value
will be published in an early issue of the Federal Register.

Appraisement of the above-described merchandise from France,
manufactured by Solvay & Cie, Paris, France, has been withheld.

Imports of the involved merchandise received during the period

July 1, 1964, through August 31, 1965, were worth approximately

$450, 000,
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rOR RELEASE A.M. NEWSPAPERS, WASHINGTON. D.C.
Tuesday, October 5, 1965, October L, 1965

RESULTS OF TREASURY'S WEEKLY BILIL QFFZRING

The Treasury Department announced last evening that the tenders for two serles of
Treasury bills, one series to be an additional issue of the bills dated July 8, 1955,
ard the other series to be dated October 7, 1965, which were offered on Septemver 29,
were opened at the Federel Roserve Banks on October Lo Tende:rs were invited foo
%1,200,000,000, or thereabouts, of 9l-day bills and for $1,000,000,000, or therzsbouty
of 182-day bills. The details of the two series are as follows:

RANGE OF ACCEPTED 91-day Treasury bills

: 182-dzy Treasury bills
COMPETITIVE BIDS: maturing Jamuary 6, 1966 3 maturing April 7, 19556
Approxe. Equive @ Apprax. Zquiv
. Price Annual Rate : Price Annual Rate
High 98,981 a/ L,031% : 97.38L b/ L1857
Low 980972 = Lo 067% : 97.870 4.213%
Average 98,976 L0050% 1/ : 97.876 L.201% 1/

a/ Zxcepting one tender of $600,000; b/ Excepting one tender of $20,000
39 nercent of the amount of 91-day bills bid for at the low price was accepted
13 percent of the amount of 182-day bills bid for at the low price was accepted

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DLSTRICIS:

Zictrict Applied For Accepted s+ Applied For 'Accented

Soovom $ 32,251,000 § 22,251,000 : $ 22,949,000 $  17,949,00
L.ev York 1,520,16l,000 755,414,000 s 1,291,780,000 578 ,880,00
2ailadelphia 26,816,000 14,816,000 1h,941,000 6,691,00
Cleveland 30,845,000 30,845,000 29,590,C00 29,590,00
Richmond 17,165,000 17,165,000 9,888,000 8,888,00
Ltlanta 38,967,000 27,564,000 28,174,000 17,77h,00
Chicago 257,535,000 134,815,000 285,653,000 146,093,00
Ste Louis 42,239,000 38,619,000 20,221,000 1l,811,00
Minneapolis 16,597,000 15,287,000 12,223,000 10, 723,00
Kansas City 32,609,000 32,609,000 17,414,000 15,360,000
Dallas 32,940,000 22,940,000 17,787,000 12,967,080
San Francisco 106,495,000 : 241,435,000 110,140,008

88,085,000
TOTALS $2,150,623,000 %$1,200,410,000 ¢/ %1,992,055,000 1,000,070,00

¢/ Includes $242,905,000 noncompetitive tenders accepted at the average price of 98,91

¢/ Includes $114,016,000 noncompetitive tenders accepted at the average price of 9781

I/ On a coupon issue of the same length and for the same amount invested; the return d
these bills would provide yields of 4015%, for the 9l-day bills, and L.35%7 for the
132-d2y bills, Interest rates on bills are quoted in terms of bank discount with
the return related to the face amount of the bills payable at i I
the amount invested and their length in actual numberyofldays ?2;2€2§7t§a§n§gofgg
year., In contrast, yields on certificates, notes, and bonds are computed in terms
of interest on the amount invested, and relate the number of days remainine in an
interest payment period to the actual number of days in the period, with semianmd
compounding if more than one coupon period is involved,

&ﬁau—érgg§;5<: GV AL VP



Draft of Speech by Joseph Barr before the Tax
Executives Institute, October 1965

As the world economy grows more complex and interdependent, the
United States, along with other industrial countries, must pay increasing
attention to the needs of the less developed countries of the world. The
giving of economic assistance to these countries is clearly far more than

an act of charity. The-tnited States—hes e great.stake in the grawth of

viable and free.economies in the less developed wordd. A—gé;;;;élﬁeﬁéi—-,

cammma——

economy_represents a growing world market for United States produghs and

i

support industrial eXpansion in the United States; it also represents a

meawng _to relieve the nkesse ot hich

RESTET ¢

ol berr=bimd et Tc [case in political upheaval.
The United States Government, through four administrations since
World War II, has committed itself to the importance of a strong and

imaginative foreign assistance program. Following the reconstruction of
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Europe after World War II, the focus of our programs shifted from Europe

to the less developed world. Many billions of dollars have been spent

by our government in a variety of programs to foster economic growth in
the countries of Asia, Africa and Latin America. Billions more have been
spent individually by other industrial countries and Jointly by werid
associations of countries. Viewed alone, these amounts are staggering in
proportion. Viewed in the context of the tremendous and growing Jjob to
be done, however, they cannot be considered as more than a beginning, and
although we must start at the beginning, we cannot permit our efforts to
end there.

The potential for expanding official economic develgopment assistance

. n ;

B : e 4 i 2 )
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clearly falls far short of the level which mast be achleved {,\W

sectors  of. cureeonomy-mast. ASSHIE. 3. _increasiag-ehereflT LIS Pesponsibility .

PN

e/role which our private sector 1s best suited to P

‘ 'I’h{ “ou lay in this endeavor is

JAM&NL‘«M»—j C i CASISS ."KK*J,.

i for the
that Of,{ & Supplleg of capital, know-how and management skills for
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development of viable industrial bases in the economies of the less

developed countries.

?‘As the richest and most technically advanced country in the world,

;/Z( rac p{ I 3 s
W N . .
clearly hay® the ability ameé=—tesozrss to rerform this role. However,

before we can do so adequately many economic and institutional barriers
to such investment must be lowered. These barriers take the form of a
lack of knowledge of the opportunities which exist in these countries for
profitable investmént ; a lack of understanding and, therefore, a fear of
involvement in the commercial, financial and legal institutions in these
countries; the very real economic and political risks which accompany

investment in less developed countries; the lack of an adequate supply of

. . 'Ch
human resources in these countries; and a host of other impediments whi

/'\Yf‘>v\.\."(_'

refiect themselves in what Fppears to be inertia on the part of American
e

business.

. ] -t
There is much that can be done both through public and private

initiative to lower or eliminate these Darriers.
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Much N\s now being done and more can be done by our Federal Government ’

by the govexnments of the less developed countries » by world organizations

~,
AN

™~

1ike the UN and the\OECD, by private trade associations and by interested

business firms and individuals.

A high level advisory committee, under the chairmanship of

Arthur K. Watson, was formed in 1964 %b,\make a thorough study of the

S,

present government policies for channelling Lpr‘ivate investment into less

developed countries. In the report of that commi’btgee , published in

\

July 1965, a great many recommendations were made, wortﬁy\\of careful
: T,

",
",

considgfation by the government agencies concerned. These recoﬁﬁhegdations
;” Aﬂw

e
7
.

s “a,

s
deal with many aspects of the problem.

The Effect of a Less Developed Country Investment Promotion Policy on
the Balance of Payments

Before entering into a discussion of specific policies and programs,

a few remarks may be in order regarding the possible effect on the

United States balance of payments of a policy to promote an expansion
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of the outflows 03\ American capital to less developed countries. The
Administration has made abundantly clear its view that the recent im-
provement in our balance of payments must not be interpreted as a sign
that the time has now come to relax our policies aimed at strengthening
our balance of payments position. In light of this , one might be led to
question whether this policy of selective foreign investment promotion is
consistent with our balance of payments policies, particularly the voluntary
foreign investment restraints and the interest equalization tax. The
answer to this question clearly is yes, the two are consistent, as a brief
analysis of the facts will indicate. You will note that this affirmative
answer underlies our entire balance of payments program. Less developed
country investment is exempt from the interest equalization tax; the

voluntary investment restraints do not apply to less developed countries;

while the Federal Reserve Guidelines do not exempt loans to less developed

countries from the overall ceilings which they impose, such loans are to

be given priority.
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In the most short run sense, all foreign investment is reflected
in a balance of payments drain in the amount of the investment, whatever
the nature of the recipient country.

This is clearly not a realistic way of viewing the problem, for it
considers only one part of a much longer process. This initial invest-
ment, whether it be in an industrial or a less developed country, will
generally lead to some export of capital equipment, raw materials and
semifinished goods produced in the United States, of American patents and
know-how and of the services of American technicians, all necessary to
support the investment. In addition, if the venture is successful,
profits will be earned and, at least in part, repatriated to the investor.
The relevant focus , therefore, is the net balance of payments cost of an

investment. That is , the initial capital outflow minus the export receipts

and dividend receipts generated by the investment. Over a sufficiently

long period of time this net figure is likely to become positive for any
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investment &s the receipts, particularly the income receipts , increase
in relation to the fixed initial investment.

It is at this point in the analysis that a clear distinction can
be made between investment in developed countries and investment in less
developed countries. The volume of United States exports generated by a
dollar of American capital invested in a less developed country tends to
be much greater than that generated by a dollar invested in an industrial
country.

In his testimony before the Senate Finance Committee in support of
the 1962 Revenue Act, Secretary Dillon presented the results of a study
which showed that for the years 1959 and 1960, a dollar invested in Europe
returned about four cents in direct net United States exports annually,
while a dollar invested in the less developed world generated direct

American exports in an amount exceeding forty cents per year. This very

striking difference is accounted for by the fact that domestic sources of
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supply in the less developed countries of capital goods, raw materials 5
intermediate products and technical knowledge and skills are very limited.
American subsidiaries in these countries, therefore, find it necessary to
fall back on American markets for a substantial part of their requirements.

This is much less true for investment in industrial countries.

ﬁWe must also look at the return flow of dividends generated by less
=

\\
~

~

developed cotntry investment as compared with that of industrial country
investment. Our data indicate that the ratio of dividends to net profit
for less developed country subsidiaries tends to be somewhat lower than
the average ratio for industrial countries. However, rates of return on
capital are much higher for less developed country investment than for
investment in developed countries. There ar? subsiﬁcvliaries in less
developed countries earning returns consis‘tently in excess Qf 50 percent.

These high returns, in many cases, more than offset the lower distribution
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ratios, with the result that United States dividend receipts from less
geveloped country subsidiaries will gengrally be higher per dollar of

Py
investment than receipts from develoPe;a couhflin‘c;y subsidiaries. ]

]
J A Vz;f/
Combimimigthese—two factore of high direct net export receipts awnd J
Lrewt, of
Wgh-dividend—reeeipls, L “beeomeT clear that the net balance of payments

effect of a dollar invested in a less developed country witi<eeome—-

. . : 3 ! dollar invested

in an industrial country may regquire many years_to become a.neh.halance
a

of payments-esset.

The Use of Tax Policy to Promote Private United States Direct Investment
in Less Developed Countries .

The Treasury Department is joining in the effort to find ways to
increase United States investment in less developed countries by developing
her agencies.

its own programs and by lending support to the programs of of

. : i i st-
The primary tool which the Treasury has used in fostering private 1nve

ment in less developed countries has been tax policy-
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In the Revenue Act of 1962, a distinction was first established in
the Internal Revenue Code between developed countries and less developed
countries. The requirement in Section 902 that dividends received from
industrial country subsidiaries be grossed-up by the amount of the foreign
corporate tax, while permitting less developed country subsidiary dividends
to continue to be taxed on a non-grossed-up basis, may give a several
percentage point tax advantage to the less developed country subsidiary
dividend, depending on the rate of foreign tax. The maximum advantage of
almost 6 percentage points occurs when the foreign tax rate is 2k percent.
In many less developed countries, the corporate tax rate is in the neighbor-
hood of 2L percent, and in such cases the non-gross-up provision confers a
substantial benefit.

Exceptions were written into the "tax haven' provisions in the 1962

Revenue Act to the benefit of less developed countries. Foreign base
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compeny income was defined not to include dividends, interest ang gains

from qualified investments in less developed countries, if reinvested in

less developed countries.

The Interest Equalization Tax, enacted in 1964, and extended in 1965,

is designed to stem the outflows of certain forms of United States capital.

ns which these outfiows Had taksd By-1663,

% Administration took a clear stand, in proposing this legislation, that

it was not to apply to investment in less developed countries.

-~

A bill sponsored by AID was ifitroduced in the B8th Congress to grant

l RO e
L a-eredit againsi United States tax TiabT 11ty T6 Kmerican investors, equal

P o
;f‘ 10 30 pereemt-STEHoUNtS Invested Th GUATITTET ERTErpyIEss I Tess developed
g

{

S

courtries. No action was téken on this legislation in the last Congress.

It is presently-betng vecénsidered and has not yet been reintroduced.
A .
s (Pt
i/ Ta?c Treaty POl:ch

Just over a year ago 5 Assistant Treasury Secretary Surrey addressed

this organization at a meeting in Montreal, at which time he made what
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remains today the best overall statement available of United States
Treasury goals in negotiating income tax conventions with less developed
country treaty partners. I will not attempt to improve upon Mr. Surrey's
remarks on this subject, but will concentrate on the investment promotion
policy aspects of our less developed country treaties rather than the more
technical tax policy aspects. In the last year our less developed country

treaty program has developed to a point where treaties with Thailand ek
e ‘d,u C)A/L r«»v”,&;'l{l’ P u; # '%rf{ /R .«ﬁ?ﬁf}”‘.“’wMM(T.-}‘.(/A.(@wﬂ e
. ' p
Israel embodying the philosophy which Mr. Surrey outlined to you last year 4
A

have been signed and are awaiting Senate ratification and a tHEEF treaty,
with India, is now in its final stages of negotiation.

Viewed in their entirety, these treaties may be considered as

4 4./3;;(,"(‘./‘
investment promotion devices, for eme objective of the sum of the

separate treaty provisions is to /empart a measure of certainty to what

is often, in the absence of a treaty, a highly uncertain tax situation.

e fif

" 4 . ’ P e P2 e fl“({ [ [[’ /‘.// o
éo uif W/‘KE‘ /{,(, “ Z’z) W brkd £ow & W / . g
Tavs—theTisk-of - o8 ieiedabeer-in the less developed country,

~
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M“m These treaties also serve to limit the foreiyn

%
tax, in most cases, to a level vhich permits full creditability in the
N

)

-~ . A ] . ’ ‘ ’ et b
Cet T e e e TR P 7§ TRy

/

thited States. This also r_?ducgg § tax barrier to investment in these Ctreg. &-—.{0
- ’ - “ g — g " : . ¢

. l . ) /1
Theul deve cwor :
mm-; 8. /\_, recent less loped country treaties, however, ame 5 - 2,

Mz promoting in a more explicit sense.

lﬁ.ﬂt notevorthy investment pwessdder feature of these tresties
is the 7 percent investment credit wvhich will be available to eligible
Amrican investors investing in qualified foreign enterprises. This
aelit vill be available both for new outflows of Americaen capitsl snd

for reinvested earnings, to the extent that Lhey exceed one~half of the
N
wrnings and profits of the foreim subsidiary.
This credit will have the effect of extending to investment in
Mlected less developed countries the domestic investment credit which

Yecame lav as part of the 1962 Revenue Act. £ince, under the domestic

wredit, eligible cepital roods must be used in this country in eorder to give
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rise to a credit, investment abroad is placed at g disadvantage
vis-a-vis domestic investment, in this respect. While this may be a
desirable result with respect to investment in industrial countries, it
rus counter to our policies with respect to less developed countries.

The granting of a 7 percent credit under these treaties, may, therefore,
| i at we od He
be considered as anweffort—He re-establish/ot}{arity between domestic and
Qv\ Ly daencc D  ven 4"-‘;ﬁ—q

foreign investmenthwhich was broken in 1962.

The treaty credit and the domestic credit appear on the surface to
HN £ ! ~ 7;,(
P T be TS

s

be quite different. The treaty credit isﬁ\broader in scope, since the
full amount of the investment in a qualified enterprise may be used as a

basis for the credit, regardless of the type of property purchased. The

1

domestic credit , on the other hand, lf*though narrower in scope,{ is repetitive,
¥ ’0,‘_.&

x e
&
&4 each time an eligible piece of equipment is replaced a new credit may

- .;,\,J*%""*

be taken., Thué the Mthe one-time treaty credit is,\balanced by

the repetitiveness of the more narrow domestic credit.
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of the two c'g;sd‘i,i’:s can be shown by arithmetic example assuming, say,

r
’
Ij

s . .
g 20 year time period.
What might, in fact, be the impact of the credif on investment in

the selected less developed countries? One cafhnot make a quantitative

ppus—— A
estimate./lﬁowever, carrying forwg;/cl,i:he, ciomestic credit analogy, the
record of our T pereent credit provides a clue to the expected investor

u"""””

i

.

Tesponse to the treaty provision. There-wss a graduai upward. trend in

%

expenditures on new plant éhd equipment in this country until 1962. A
E small decline in late,.v"1962 was followed by a sharp upturn at a rate

i oL , |
/}averaging between 10 and 15 percent per year. There is no way to tell

i

/Zhe extent t_gf'xwhich this increase reflects the investment credit, since
,,.3);: L
the new depreciation guidelkiries were put into effect at about the same

Vo "

7/
time/ It is probably the case, however, that the investment credit 1s,

t least in part, responsible. l

In selecting those countries to which the investment credit will be

offered by treaty, effort is made to insure that the institutional frame-
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work in the partner country is one that will provide a receptive atmosphere
for American capital. In part, the treaty itself strengthens this atmosphere
of receptiveness. Thus some of the barriers that typically discourage the
American investor considering the prospect of investment in a less developed
country may not be present in these cases. This gives us all the more hope
that a 7 percent credit will provide sufficient stimulus to draw investment
which might not otherwise be forthcoming into these countries.

Another provision of these treaties designed specifically to promote

a p M,h‘M { # e 9
~ Private investment in the partner countries is the deferral of tax on the

exchange of technical assistance and know-how for the stock of the corpo-
ration receiving the assistance. American business has developed many
advanced techniques of production which would be of great value in the
industrial growth of less developed countries.

The United States Government strongly supports efforts to transfer

this knowledge to less developed countries. Many firms are willing to

enter into agreements to make theilr services and know-how available to
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companies in less developed countries. It is often the case, however,
that these foreign companies do not have the cash or the access to
foreign exchange to purchase the property or services outright. The
acguisition in return for stock is an alternative which may be satisfactory
to both parties. However, in many cases, the United States resident or
company transferring the property will be willing to do so in return for
stock only if the tax on the transaction can be deferred until the stock
is disposed of. Otherwise, the problem arises of paying current tax on a
nonliquid acquisition. The deferral provision solves this liquidity
problem and, it is hoped, will lead to an expanded use of American skills
and knowledge in the less developed world.

It is our hope that the pending treaties with Thailand and Israel

will receive strong Senate endorsement so that the precedents established

LY

vwu

¥ these treaties may form the basis of an extensive network of treaties
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The Treasury Department, through the facilities of the Internal
Revenue Service, is engaged in still another program designed, not
specifically to promote United States private investment in less developed

countries, but rather to improve the investment climate in these countries

GENEE O T
so that the prospects for investment will appear more favorable. I refer

A

to the Foreign Tax Assistance Program. Organized in 1962, and growing out

—

of our Iatin American aid programs, the Foreign Tax Assistance Staff offers
‘help to less developed countries, particularly those in Latin America, in
|

iimproving the administration of their tax systems.

By the end of fiscal year 1965, technical assistance teams had been

f
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sent oh long-term missTons bf two years or more to 17 countries, 14 of

which are in Iatin America. Short-term missions of 30 to 90 days have
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countries with the resources necessary to undertake investment in public
projects such as transportation, power and communication facilities which
must precede almost any successful industrial venture.

In official statements, the Organization of American States, the Inter-
Anmerican Development Bank and the Chamber of Commerce have all pointed to
the tax assistance program as being one of the most successful of our
Latin American development projects. //,

JMV FAT iy g7 DISAVTE S

v Government Policies _

Apart from these initiatives in the tax field, the Government has
been moving forward with a number of other projects designed to stimulate
private investment in less developed countries. On August 27 of this year
the United States signed the Convention on the Settlement of Investment
Disputes between States and Nationals of Other States. This Convention,
which as of September 30 had been signed by twenty-one countries in
ish a Center associated with

addition to the United States, would establ

the World Bank which would provide facilities for the settlement by con-
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ciliation or arbitration of investment disputes between private citizens
or corporations of one country and the government of another country.
Recourse to conciliation or arbitration under the auspices of the Center
would be entirely voluntary and would be based on the written consent of

=

a private investor and a host State. There is now no effective inter-

national forum to which private investors and capital-importing countries

\”ym At s 4"“@? ’Qi
can take 1nvestment dlsiutes that may arise between them. /\ The Conventlon
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spur to the movement Of..pwivebe-capttal 1Nts T8 d&VeIoped Tegions.
M
In order to enter into force, the Convention must be ratified by

twenty countries. The Convention will soon be submitted to our Senate for

advice and consent to ratification. We expect that the United States will

be able to ratify sometime in 1966.

Another project.of interest was approved by Congress %f::f its

ot o 7 Sl B PG PG i T
the

CWdt%ﬁacﬁé& legislation “which will authorize
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World Bank to make loan§ to the International Finance Corporation in

A
3
\

an amount up to four times the $100 million subscribed capital of the
Corporation, that is, approximately $40Omillion. The Internationak”
Finance Corporation is designed to encourage the growth of productive

private enterprise in less developed member countries, and it engages in

5

financing activities in associatipn with private investors. The
\

()
Y

additional capital which will now b% availéble to the Corporation will

Y4
o
enable it to greatly expand its operd%ions and to work even more

%

effectively in Jjoint ventures Wifh prib%te capital.
. %
I would also like to tell you about {the progress we are making in
Y

drafting a charter for an Asian Developmen%&Bank in consultation with
2&
Y

other member countries of the United Nations ?conomic Commission for

3
t

Asia and the Far Bast. On April 20 of this yeak President Johnson

announced that the United States would be willinghunder appropriate

3

conditioné to join with the countries of Asia in e%tablishing a regional

%
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bank for the purpose of speeding the process of economic development

there. While the initial funds of the Bank will have to be provided by

e
rd
government subscriptions to its capital stock, it %j/pﬁﬁéd that

eventually it will be able to meet a substiigiéi part of its needs for

S
capital by borrowings in the private c%pﬁtal markets of member countries

AN

which are é§£orters of capital. ter this month a meeting will be held

N

in Bangkok Witﬁx%nterested As¥an countries and interested non-Asian
N )

\ / /

e
capital-exporting co tri;@ in order to work out the final text of a

charter for the Bank. /We hope to be able to submit the completed charter

S

to Congress early néxt year fox the necessary legislation authorizing

’/" - 3
United States pafrticipation in the ank. The Asian Development Bank will

be engaged pvimarily in meking loans to\the governments of countries in
/

Asjia and tﬁe Far Bast. As such it will not directly promoting the

the in#éstment of private capital in these countried but like much of

7
/

/ 3 [y
oqy/foreign aid program, it will help to establish the so

™ of environment

in these countries in which private investment may be successful.
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world. I am e you are familiar with these programs. \

I hope that this brief statement of Administration goals and review
of programs to promote private American direct investment in less developed
countries will be indicative of our Government's resolve to help provide
AP AVIEE
the lesﬁ-égveloped countries with the resources necessary to achieve a
position of economic independence. It should be clear that direct Govern-

ment assistance cannot do the job alone. I want it also to be clear that

the Covernment stands ready and able to offer assistance to the private

sector in fulfilling its part in this mission.
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the United States, along with other industrial countries, must
pay increasing attention to the needs of the less developed
countries of the world. The giving of economic assistance to
these countries is clearly far more than an act of charity.
The United States has a great stake in the growth of viable and
free economies in the less developed world. A growing world
economy does provide the proper setting in which the developing
nations can advance their own plans for the achievement of human
and economic progress. But, a growing world economy also
represents a growing world market for United States products and

services.

The United States Government, through four administrations
since World War II, has committed itself to the importance of a
strong and imaginative foreign assistance program. Following
the reconstruction of Europe after World War II, the focus of
our programs shifted from Europe to the less developed world.
Many billions of dollars have been spent by our government in
a variety of programs to foster economic growth in the countries
of Asia, Africa and Latin America. Billions more have been
spent individually by other industrial countries and jointly by
associations of countries. Viewed alone, these amounts are
staggering in proportion. Viewed in the context of the tremendous
and growing job to be done, however, they cannot be considered as
more than a beginning, and although we must start at the
beginning, we cannot permit our efforts to end there.

F-217
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The United States Government, through four administrations since

World War II, has committed itself to the importance of a strong and

imaginative foreign assistance program. Following the reconstruction of
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As the world economy grows more complex and interdependent,
the United States, along with other industrial countries, must
pay increasing attention to the needs of the less developed
countries of the world. The giving of economic assistance to
these countries is clearly far more than an act of charity.

The United States has a great stake in the growth of viable and
free economies in the less developed world. A growing world
economy does provide the proper setting in which the developing
nations can advance their own plans for the achievement of human
and economic progress. But, a growing world economy also
represents a growing world market for United States products and
services.

The United States Government, through four administrations
since World War II, has committed itself to the importance of a
strong and imaginative foreign assistance program. Following
the reconstruction of Europe after World War II, the focus of
our programs shifted from Europe to the less developed world.
Many billions of dollars have been spent by our government in
a variety of programs to foster economic growth in the countries
of Asia, Africa and Latin America. Billions more have been
spent individually by other industrial countries and jointly by
associations of countries. Viewed alone, these amounts are
staggering in proportion. Viewed in the context of the tremendous
and growing job to be done, however, they cannot be considered as
more than a beginning, and although we must start at the
beginning, we cannot permit our efforts to end there.
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The potential for expanding official economic development
assistance clearly falls far short of the level which should be
achieved. I will mention briefly three important factors
affecting this potential --

(1) allocation of national resources;

(2) balance of payments; and

(3) access to capital markets.

Allocation of Resources

The history of the United States since the end of
World War II is a magnificent record of generous and far-
seeing allocation of our own resources between our internal
needs and the needs of the world -- first in the re-building of
Europe and Japan and more recently in the developing nations.
But there is strong evidence appearing that we have increasing
internal needs emerging in the areas of education, pollution,
conservation, health; the attack on poverty; and the regeneration
of our cities. It is probably unrealistic to assume that in the
near future we can step-up the pace of our external official
assistance while confronted with these pressing domestic
problems.

Balance of Payments

So long as the United States is struggling to bring its
balance of payments into equilibrium, it is difficult for this
nation to increase the rate of our bi-lateral assistance other
than in the form of aid tied to United States procurement. It
is equally difficult for us to increase our contributions
to international development institutions except in areas of
the very highest priority such as the Asian Development Bank.
Secretary Fowler's call for an intensified effort to agree on new
methods of supplying the world's needs for liquidity and reserves
gpes to the root of this dilemma. As the United States comes
into payments balance and shuts off the supply of reserves credited
by our deficits, then some method of supplying adequate reserves
must be discovered and agreed upon to prevent a shortage of
international liquidity from interfering with aid and trade with
the developing nations.
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Access to Capital Markets

In this time of rather general prosperity among the
developed nations, the demand for capital is increasing steadily.
The capital markets of the world, organized in the most
effective and efficient manner are obviously necessary if
supplies adequate to Free World needs are to be available.

This increases the priority which other developed nations
should attach to freeing their capital markets from restrictions
and barriers to their constructive use by developing nations.

It is for these reasons that I believe that the potential
for expanding official development assistance is under
constraint at this particular time. The needs for expanded
assistance are obvious so it is surely appropriate for us to
examine how the private sectors of our economy can assume
an increasing share of the responsibility.

The key role which our private sector can play in this
endeavor is that of providing concurrently supplies of capital,
know-how and management skills for the development of viable
industrial bases in the economies of the less developed countries.

As the richest and most technically advanced country in
the world, our private sector clearly has the ability to perform
this role. However, before we can do so adequately many
economic and institutional barriers to such investment must be
lowered. These barriers take the form of a lack of knowledge of
the opportunities which exist in these countries for profitable
investment; a lack of understanding and, therefore, a fear of
involvement in the commercial, financial and legal institutions
in these countries; the very real economic and political risks
which accompany investment in less developed countries; the lack
of an adequate supply of human resources in these countries; and
a host of other impediments which reflect themselves in what
sometimes appears to be inertia on the part of American business.

There is much that can be done both through public and
private initiative to lower or eliminate these barriers.

The Effect of a Less Developed Country Investment Promotion Policy
on the Balance of Payments

Before entering into a discussion of specific policies and
programs, a few remarks may be in order regarding the possible
effect on the United States balance of payments of a policy to
promote an expansion of the outflows of private American capital
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to less developed countries. The Administration has made
abundantly clear its view that the recent improvement in our
balance of payments must not be interpreted as a sign that the
time has now come to relax our policies aimed at strengthening
our balance of payments position. In light of this, one might be
led to question whether this policy of selective foreign investment
promotion is consistent with our balance of payments policies,
particularly the voluntary foreign investment restraints and the
interest equalization tax. The answer to this question clearly
is yes, the two are consistent, as a brief analysis of the

facts will indicate. You will note that this affirmative answer
underlies our entire balance of payments program. Less developed
country investment is exempt from the interest equalization tax;
the voluntary investment restraints do not apply to less
developed countries; while the Federal Reserve Guidelines do not
exempt loans to less developed countries from the overall ceilings
which they impose, such loans are to be given priority.

In the most short run sense, all foreign investment is
reflected in a balance of payments drain in the amount of the
investment, whatever the nature of the recipient country.

This is clearly not a realistic way of viewing the problem,
for it considers only one part of a much longer process. This
initial investment, whether it be in an industrial or a less
developed country, will generally lead to some export of capital
equipment, raw materials and semifinished goods produced in the
United States, of American patents and know-how and of the services
American technicians, all necessary to support the investment. In
addition, if the venture is successful, profits will be earned and,
at least in part, repatriated to the investor. The relevant
focus, therefore, is the net balance of payments cost of an
investment. That is, the initial capital outflow minus the export
receipts and dividend receipts generated by the investment. Over
a sufficiently long period of time this net figure is likely to
become positive for any investment as the receipts, particularly
the income receipts, increase in relation to the fixed initial
investment.

It is at this point in the analysis that a clear distinction
can be made between investment in developed countries and
investment in less developed countries. The volume of United
States exports generated by a dollar of American capital invested
in a less developed country tends to be much greater than that
generated by a dollar invested in an industrial country.
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In his testimony before the Senate Finance Committee in
support of the 1962 Revenue Act, Secretary Dillon presented the
results of a study which showed that for the years 1959 and 1960,
a dollar invested in Europe returned about four cents in direct
net United States exports annually, while a dollar invested in
the less developed world generated direct American exports in an
amount exceeding forty cents per year. This very striking
difference is accounted for by the fact that domestic sources of
supply in the less developed countries of capital goods, raw
materials, intermediate products and technical knowledge and
skills are very limited. American subsidiaries in these
countries, therefore, find it necessary to fall back on
American markets for a substantial part of their requirements.
This is much less true for investment in industrial countries.

This factor of high direct net export receipts by itself,
makes it clear that the net balance of payments effect of a
dollar invested in a less developed country is highly favorable
when compared to a dollar invested in an industrial country.

The Use of Tax Policy to Promote Private United States Direct
Investment in Less Developed Countries

The Treasury Department is joining in the effort to find ways
to increase United States investment in less developed countries
by developing its own programs and by lending support to the
programs of other agencies. The primary tool which the Treasury
has used in fostering private investment in less developed
countries has been tax policy.

Current Programs -~- Tax Legislation

In the Revenue Act of 1962, a distinction was first
established in the Internal Revenue Code between developed
countries and less developed countries. The requirement in
Section 902 that dividends received from industrial country
subsidiaries be grossed-up by the amount of the foreign corporate
tax, while permitting less developed country subsidiary dividends
to continue to be taxed on a non-grossed-up basis, may give a
several percentage point tax advantage to the less developed
country subsidiary dividend, depending on the rate of foreign
tax. The maximum advantage of almost 6 percentage points occurs
when the foreign tax rate is 24 percent. In many less developed
countries, the corporate tax rate is in the neighborhood of 24
percent, and in such cases the non-gross-up provision confers a
substantial benefit.
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Exceptions were written into the '"tax haven'" provisioms in the
1962 Revenue Act to the benefit of less developed countries.
Foreign base company income was defined not to include dividends,
interest and gains from qualified investments in less developed
countries, if reinvested in less developed countries.

The Interest Equalization Tax, enacted in 1964, and
extended in 1965, is designed to stem the outflows of certain
forms of United States capital. The Administration took a clear
stand, in proposing this legislation, that it was not to apply
to investment in less developed countries.

Tax Administration

The Treasury Department, through the facilities of the
Internal Revenue Service, is engaged in still another program
designed, not specifically to promote United States private
investment in less developed countries, but rather to improve
the investment climate in these countries so that the prospects
for investment generally will appear more favorable. I refer
to the Foreign Tax Assistance Program. Organized in 1962, and
growing out of our Latin American aid programs, the Foreign
Tax Assistance Staff offers help to less developed countries,
particularly those in Latin America, in improving the
administration of their tax systems.

By the end of fiscal year 1965, technical assistance teams had
been sent by the Treasury Department on long-term missions of two
years or more to 17 countries, 14 of which are in Latin America.
Short-term missions of 30 to 90 days have gone to 15 countries since
July of 1963. 1In 1965 alone, representatives of 55 less developed
countries participated in Foreign Tax Assistance training and orien-
tation programs for tax administrators and officials.

The results of these programs have been most encouraging. Ino
country in which the activities of the Foreign Tax Assistance Staff
have been carried on, the number of income tax returns filed during
the three month filing period in 1965 exceeded the 1964 returns
£iled by 43 percent and tax collections increased by 121 percent.

Developments such as these are important in furthering the goal
of an investment promotion policy in several respects. A poorly .
administered tax system with widespread evasion results in uncertai?
in tax planning and also in inequities in tax burden, for the honest
taxpayers must assume more than their share of the total burden.
In addition, the larger revenues resulting from a well administered
system provide the governments of these countries with the resources



necessary to undertake investment in public projects such as
transportation, power and communication facilities which must preceq
almost any successful industrial venture.

In official statements, the Organization of American States,
the Inter-American Development Bank and the Chamber of Commerce have
all pointed to the tax assistance program as being one of the most
successful of our Latin American development projects.

Proposed Programs

Just over a year ago, Assistant Treasury Secretary Surrey
addressed this organization at a meeting in Montreal, at which
time he made what remains today the best overall statement
available of United States Treasury goals in negotiating income
tax conventions with less developed country treaty partners.

I will not attempt to improve upon Mr. Surrey's remarks

on this subject, but will concentrate on the investment

promotion policy aspects of our less developed country treaties
rather than the more technical tax policy aspects. In the last

year our less developed country treaty program has developed

to a point where treaties with Thailand, Israel and the Philippines
this last treaty without the investment credit clause -- embodying
the philosophy which Mr. Surrey outlined to you last year have
been signed and are awaiting Senate ratification and a fourth
treaty, with India, is now in its final stages of negotiationm.

Viewed in their entirety, these treaties may be considered
as investment promotion devices, for a basic objective of the
sum of the separate treaty provisions is to impart a measure
of certainty to what is often, in the absence of a treaty, a
highly uncertain tax situation. With the treaty, businesses
can proceed in the light of more clearly defined tax rules
in the less developed country involved.

These treaties also serve to limit the foreign taxes, in most
cases, to a level which permits full creditability in the United
States. This also reduces a tax barrier to investment in these
countries. These aspects are of course present in our treaties
with developed countries. The recent less developed country

treaties, however, are also investment promoting in a more
explicit sense.

A noteworthy investment feature of these treaties is the 7
percent investment credit which will be available to eligible
American investors investing in qualified foreign enterprises.
This credit will be available both for new outflows of American
capital and for reinvested earnings, to the extent that the latter
exceed one-half of the earnings and profits of the foreign subsidid
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This credit will have the effect of extending to investment ip
selected less developed countries the domestic investment credit
which became law as part of the 1962 Revenue Act. Since, under the
domestic credit, eligible capital goods must be used in this
country in order to give rise to a credit, investment abroad is
placed at a disadvantage vis-a-vis domestic investment, in this
respect. While this may be a desirable result with respect to
investment in industrial countries, it runs counter to our policies
with respect to less developed countries. The granting of a 7 percer
credit under these treaties, may, therefore, be considered as re-
establishing at least the parity between domestic and foreign
investment in less developed countries which was broken in 1962,

The treaty credit and the domestic credit appear on the surface
to be quite different. The treaty credit is in some respects broade:
in scope, since the full amount of the investment in a qualified
enterprise may be used as a basis for the credit, regardless of the
type of property purchased. The domestic credit, on the other hand,
is repetitive, since each time an eligible piece of equipment is
replaced a new credit may be taken. Thus the somewhat greater
coverage of the one-time treaty credit is in effect balanced by the
repetitiveness of the more narrow domestic credit.

What might, in fact, be the impact of the credit on investment
in the selected less developed countries? One cannot make a quanti-
tative estimate. However, our experience has made clear that unless
some provision of the treaty contains a specific encouragement to
investment, the less developed countries believe that the treaty
will reduce their revenues without compensatory benefits to them,
Therefore without the credit provision there will be no treaty
and hence any investment gain from the treaty must be ascribed to it

In selecting those countries to which the investment credit
will be offered by treaty, effort is made to insure that the
institutional framework in the partner country is one that will
provide a receptive atmosphere for American capital. In part, the
treaty itself strengthens this atmosphere of receptiveness. Thus
some of the barriers that typically discourage the American investor
considering the prospect of investment in a less developed country
may not be present in these cases. This gives us all the more hope
that a 7 percent credit will provide sufficient stimulus to draw
investment which might not otherwise be forthcoming into these
countries.

Another provision of these treaties designed specifically to
promote a particular form of private investment in the partner
countries is the deferral of tax om the exchange of technical
assistance and know-how for the stock of the corporation receiving
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the assistance. American business has developed many advanced
techniques of production which would be of great value in the
industrial growth of less developed countries.

The United States Government strongly supports efforts to
transfer this knowledge to less developed countries. Many firms are
willing to enter into agreements to make their services and know-how
available to companies in less developed countries. It is often
the case, however, that these foreign companies do not have the cash
or the access to foreign exchange to purchase the property or
services outright. The acquisition in return for stock is an alter-
native which may be satisfactory to both parties. However, in
many cases, the United States resident or company transferring the
property will be willing to do so in return for stock only if the
tax on the transaction can be deferred until the stock is disposed of
Otherwise, the problem arises of paying current tax on a nonliquid
acquisition. The deferral provision solves this liquidity problem
and, it is hoped, will lead to an expanded use of American skills
and knowledge in the less developed world.

It is our hope that the pending treaties with Thailand and
Israel will receive strong Senate endorsement so that the precedents
established in these treaties may form the basis of an extensive
network of treaties with less developed countries. The other
industrialized countries of the world are also striving to establish
such a network to improve the climate for the investment and trading
activities of their residents. If our businessmen are to receive

the same treatment, our treaty program with less developed countries
must keep pace.

Investment Disputes

Apart from these initiatives in the tax field, the Government
has been moving forward with a number of other projects designed to
stimulate private investment in less developed countries. On August
of this year the United States signed the Convention on the
Settlement of Investment Disputes between States and Nationals of
Other States. This Convention, which as of September 30 had been
signed by twenty-one countries in addition to the United States,
would establish a Center associated with the World Bank which would
provide facilities for the settlement by conciliation or arbitration
of investment disputes between private citizens or corporations of
one country and the government of another country. Recourse to
conciliation or arbitration under the auspices of the Center would be
entirely voluntary and would be based on the written consent of a
private investor and a host State.



There is now no effective international forum to which private

investors and capital-

importing countries can take investment dispute

that may arise between them. I need not remind you that these
disputes are often acrimonious and charged with emotional over-tones,
Quite often it is difficult in the midst of such confusion to
determine where the equity really lies. But it is certain that these
investment disputes have been a serious impediment to accelerating

capital investment in
hopefully strike down

the developing nations. The Convention will
this barrier.

In order to enter into force, the Convention must be ratified

by twenty countries.
Senate for advice and
United States will be

I hope that this
review of programs to

The Convention will soon be submitted to our
consent to ratification. We expect that the
able to ratify sometime in 1966.

brief statement of Administration goals and
promote private American direct investment

in less developed countries will be indicative of our Government's
resolve to help provide the developing countries with the resources
necessary to achieve a position of economic independence. It should
be clear that direct Government assistance cannot do the job alone.
I want it also to be clear that the Government stands ready and
able to offer assistance to the private sector in fulfilling its

part in this mission.
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defense needs are certainly not welcome, but they become a specter
to our economy only when their likely size is greatly exaggerated.
If I thought defense was going to add $10 to $15 billion to our
fiscal 1967 budget, I'd be back in my office right now éonsidering
proposals for tax increases to pay for it. As you see, 1'm here
with you instead. I expect us to incorporate our defense spending
into a sound fiscal 1967 budget which still is carefully and
finely tuned to the needs of the economy.

In short, the outlook on both the domestic and international
fronts is for continued progress =-- progress, to be sure, that must
continue to be earned by forging ahead with the flexible, balanced

policies in both the public and private sectors that have brought

us our present unprecedented prosperity.

o0o
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factor for a time. It will be accompanied by our second stage
of excise tax reduction, and we will be experiencing the effect
of a rise in defense expenditurés within this fiscal year.

In the past two years the pluses and minuses have added up
into a generally smooth and well-paced expansion of $10 billion
a quarter in our GNP, The pluses and minuses that are in prospect
do not suggest a marked deviation from that pattern =- either ap-
ward or downward.

in making our budget decisions for fiscal 1967, we will treat
our needs for defense expenditures as the number one priority.
The exact size of those needs will shape up in the next few
months. On present prospects, they dim the hopes for new tax
reduction in fiscal 1967, and they may squeeze the scheduling and

size of some of the President's valuable civilian programs. Our
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same time, the bumpier aspects of the outicok today have a bright
side in assuring us that there is no serious threat of over-
exuberance in the economy.

One bumpy spot for the rest of this year and opening months
of 1966 is the run-oif of steel inventories. It will not turow
us for a loss, but it will shave our gains in industrial produc-
tion and our manufacturing employment. Housing has been a bumpy
area for a year and a half. The latest movement of housing star:s
. a8 been downward, and while we see no likelihood of a persistenct
decline, we éannot count on the homebuilding industry to contribuce
to our advance in the months ahead., The forthcoming January rise
in payroll taxes which was once inaccurately but widely viewed
as a roadblock to our expansion is now seen in better perspective

not as a serious chreat to our forward movement, but a stabii.zing
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my own feeling that there is a tendency today in the money markets
to jump to conclusions instead of acting on the basis of hard
facts.

For us in the Treasury it seems that the money markets are
basing many of their forecasts and their fears of inflation on
exaggerated ideas about an economic boom which would add a bubble

on the steady trend line of expansion. The economic outlook is

bright but there is no evidence as yet that justifieq”any
:(Ce\.x_-'\f 2w o w‘¥ AN

assumption that igNis going through the roof.

In recent years, the economy has shown remarkable ability

to move forward smoothly and to take the bumps in the road in

stride. There have been bumps in particular areas, and there

will be some in the period ahead. We must be alert to them and

ready to counter them in order to maintain our progress. At the
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We also discussed the favorable prospects for maintaining
this forward momentum because of the fact that the current ex-
pansion up to date has remained remarkably well balanced and
free from inflationary distortions.

The President then put a question to me and I believe it
went this way: '"Why wWon't people stop, look, and listen, and
count three before taking steps that would change the favorable
mix of economic policy that has characterized this balanced
expansion?"

Without answering the President's question, let me say that

Lo
this Administration continues to believe that ®g stability of
long-term interest rates is an important factor in the economic

environment which has given us the greatest and best balanced

period of domestic prosperity in our history. ~May:i:atsn_nénture
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we have known;

-- A total of 3.6 million non-farm jobs have been created, -
/‘rlk/i,\\- \ \'\ PGS '\f‘«"'\‘\’ v .' RIRY ’q .;‘:‘{'\“ W\a-‘:\\ "\ ;\. [ \ [ -l— { : ':’I (9 \' 3
with official unemployment rates being reduced from 5.8 percent

to 4.5 percent;
-- Personal income, in which we all share, has increased
RN PR SN R
from $474.7 billion to $531.6 billion or 12 percent;
-~ Business profits after taxes, despite an increase of
$9.4 billion or 38.5 percent from the first quarter of 1961 to
the fourth quarter of 1963 have continued to rise by an additional
$10.6 billion, or 31.4 percent;
--Bank profits have moved to their greatest peaks in

history, increasing 6 percent between 1963 and 1964, and may

register another rise when 1965 figures are available.
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All America, therefore, has not only a stake in the success-
ful outcome of the forthcoming monetary negotiations, but a very
real share in insuring this outcome.

I have no doubt that we will more than rise to the challenge.

I have no doubt also that one of our greatest assets in
meeting that challenge will be the continued strength, stability

Cmer ST
and soundness of our, economy.

Only the night before last, I talked with our President on
this subject which is one of those nearest and dearest to his
heart .

We reviewed what had happened to our economy during his
nearly two years in office, a time during which --

P
-- A business expansion already thought mature at months

of age in November, 1963, has continued to its current record

length of 56 months, the longest peacetime economic expansion
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equilibrium. To falter or flag in that effort during the coming
months of negotiation would not only seriously sap our negotiating
strength, but would seriously damage the prospects for any early
and fruitful end to those negotiations.

We cannot afford to let that happen -- and we will not.

President Johnson made that very clear in his address to the
Bank and Fund meeting last week. I quote:

", .othe U.S, has taken firm action to arrest the dollar drain
¢ ~ald further action be necessary in the future, such action wili
e taken.

1 want to be very clear about this. We must, in our own
interest and in the interest of those who rely on the dollar as a

_reserve currency, maintain our payments in equilibrium. This we

will do.,"
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review again our over-all balance of payments position, 1In
appraising the result, we will, of course, consider what, if
any, new measures of a voluntary character should be taken, in-
cluding the possibility ;;Aguidelines program, to achieve
further improvement in the year ahead.

And let there be no mistake: we must have nothing less than
sustained and lasting equilibrium. We must have nothing less, not
only for the sake of our own international reserve position and
the continued strength and soundness of the dollar as an inter-
national reserve and key currency, but to insure the successful
outcome of the forthcoming negotiations on world monetary reform.

For there are those who are still skeptical of our desire

and determination to bring our international accounts into lasting
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this part of the program for voluntary restraint of foreign in-
vestment, are certainly to be congratulated. They should, and

I know they will, keep up this good work.

I am sure also that we are going to see goodg results from

the part of the program aimed at ve%antasyﬁsadacttﬁﬁraf‘:he:fnnds

\
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The reports so far show a continueéﬂriiista foreign investment.” . -
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But this reflects, in part at least, the fact that the companies
doing business abroad already had commitments when our program
went into effect that they could not ignore or substantially
change.

They have given evidence of their support of the program

ik)' "1 /! I

by bringing home some $i§ﬂ million of funds that they had on
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deposit abroad/ We are taking a new look at this picture as we
A
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These results tellmthntueauhudodiathcrtght
urctinuhutnhmfuyctta;obefmnmtnatm
‘ul of sustained and lasting equilibrium.

lmmplummlemthuvukehatmrwmwy
pregran aimed at dampeming the outflow of dollars from U.S.
banks to foreign bolders is contimuing to show very good results.
»hmunmmlmmmemwmm
&h’ dollar placements abroad by $500 million.

Without this reduction, our balance of paymeats position
lluu be worse by that same amount. With this reduction, our
M of payments position is that much better thaa it would
otherwise be. &mhmuRMIpMmmmhmy
real and measursble terms teo achieve the grest natiocnal objective

of bringing ocur imternatiomal accounts into balance. The
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¥o one, I am sure, imagines that by showing a modest surplus
for thres months we have in'ny sense solved our balamee of payments
pusblem. VPer ome thing, figures for se short a period inevitably
preseat 8 distorted refleection -~ whether favorable or unfaverable --
of pazticular transactions., And, on balance, we believe the second
quuirter figures present a wors flattering pieture of ouxr progress
than eveats really warrant.

It 1is far were predent -~ and reslistic -~ to look at the
conbined results of the first and second quarters of this calendar
yeax. During the first half of 1965, we had a deficict of $661
sfliien == shout $1.3 billion at sanmual rates ~- which represents
s masked isprovement over the $2,144 willion defieit -- $4,288

lﬂu-‘numlnm-mn&dfn:hcucudulfoflm.
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In the memtine, there is no more important task bafove the
United States than te achieve and to meintein equilibrium in its
belance of payments.

Sinee the smmeuncement of President Johnsou's balanee of
poynants preogras oa February 10, cwr position has impreoved
asthkedly -~ in no small measure because of the magnificent
sespense by ocur finsmeial institutions to the President's call
for veluntary curbs omn our capital eutflow,

In the second gquarter of this year, we experisnced -~ on the
basis of regular tramsactiocns -- g surplus of $119 million,
sessenally adjusted, compared with deficits of $780 milliom in
the first quarter, and $1,551 million in the fourth quarter of

1964,
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sev intermational monetary arrangements to enable the Free World
te deal in sessom with future demands upon its monetary system,

In enteriang these negotiations, as I said last week, the
United States is wedded to no specific plan. We have no need to
preen our matiousl pride -- very possibly at the price of
inperilling the prospects of successful negotiations -- by seek-
ing to press or impose upon others a plan labeled "Made {n USA."

s will, as I have many times emphasized, carefully comsider::
ad falrly weigh the proposals of all other nations.

Our owm strategy, cur own acceptance and presentatiom of
yeeposals, will be determined by the time and by the circumstances --
guided always by our parsmount goal of seeking ample improvement in
world monetary srrangements of a kind that is thoroughly compatible

with our national interests.
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of the remainder of the Free World were held in the form of
doilars.

Clearly, as the axisting mechanism for creating additional
upidicy == U.8, deficits -- is closed down {n order to protect
‘@d waintain the liquidity that exists in the world's holdings
of dollars, some substitute must be devised.

All nations in the Free World are committed to a policy of
dynamic growth in a dynamic world economy. This means growing
{aternations]l trade and economic development. If this expansion
i3 to occur: it 1is reasomable to expect that the Free World,
{meluding the Unfted States, will, in the course of time, face
Svoving needs for monetary reserves.

These are the considerations that led your government to

take the Initiative in suggesting that it is now time to negotiate
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The long period of large U.S. deficits has come to an end.
uMhmmtimondtrm is to expand, we must provide
e effective and adequate substitute for the creation of addition-
8l reserves, vhen needed. MNewly mined gold that finds its way
imdnmmymmvﬂluothnmhhthcfumnmy
wsre tham it has been in the past.

The U.3. balance of payments deficits have supplied about
three-quarters of the new official reserves accumulated by the
eentral banks of other nations since the end of 1958. Reserves
doriving frem the U.S. deficits grew in two forms -~ dollar
talances held as such, and dollars acquired snd converted into
gold. The latter development, of course, resulted in a sudb-
staatial decline in United States reserves. We estimate that as

of the end of 1964 more than s quarter of the official reserves
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President, the Cougress, and informed finsncial authorities
sround the world all are agreed -- must move its balance of
payuents into equilibrim and keep it there. It must do so to
preserve the integrity of the dollar at home and abroad, so
et dollars - over $27 billion of them held in the offictsl
feserves of the world's central banks and in private cemmercial
bamks a8 & transactiows currency -~ can countinue to funectiou as
@ essentisl part of the world's mometary system. It must do
86 te axvest further drains in United States reserves. That
erosion camnot go on indefimitely. It must be, and is beinmg,

Hummumtm, m%mmmmumam

usm.tmm.chucheanarbou;oodugold.



7
-19 -

These megotiations do not issue forth from sny unamincus
view that there is sny urgent, pressing shortage of world
liquidity =~ or even that there will be such a shortage in the
assr future. They stem, instesd, from common sgreement, that
vhen and if additional liquidity is meeded, there mt. slready
be in readiness some new orderly mechanism for creating that

Uquidicy.

Why, some will ask? Whet was the matter with the existing
wschenion?

The answer to these questions go to the very heart of the
nather.

The mh-{:-.aﬁ stems from the fact that the
large deficits in the U.S. balance of international payments,
vhich for nearly twenty years have served as the existigg

gechanism for providing a major portion of the Free World's

Hquidfty, must come to an pnd., The United States -- the
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for the common good.

I mention these facts simply to demonstrate thawm,
on the financial front, the Free World has not been sitting
on its hands over recent years -- that instead it has been
soving surely and steadily toward the negotiations we are
sow about to enter. It is, in fact, this record of
thorough and thoughtful accomplishment -- of a wise willing-
ness to prepare for future contingencies before they
odeur -- that must serve as one of our firmest grounds
for confidence in the successful cutcome of the forth-

co-ing negotiations.
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upport} the pound. It
“a

joined in new arrangements to
c‘ould be emphasized that this action comes on the heels
of encouraging indications that Great Britain is moving
fnu-rd a balance in its international payments and is
wadertaking a more effective long-term national program to
iéﬂbilize costs and prices that will put it in & stronger
competitive position in world markets. Hence, the main
purﬁoso of the new arsangements is to exploit this
strengthening situation and reinforce these developments.
The proppt action of the temn cooperating countries
desonstrated once again the strcngﬁh and flexibility of

the existing international monetary sytem and the willing-

ness of the major industrial countries to work together
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hns served to give an added degree of stability to the

eystem. Fer example, I was extremely plessed that during

the eourse of my recent visit to Western Europe for bilateral

discussions of procedures for negotiating long range

intsrnationsl monetary reforms, we were able to participate

in and help effect a concrete msasure of cooperation between

sopetary suthorities to deal constructively with a more immediate

snd pressing problem affecting the stability of the existing

interuational monetary system -- confidence in the British

pound, one of the two reserve emmu:?‘g shich-the-systen i‘sﬂ/
1 refer to the action anmounced September 10 bytthe Bank

of England, in which ten nations, including the United States,
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four more years -- with the suggestion that the Arrangaments
be reviewed for possible adaptation in October of 1968 or
later in the light of further experience with them.
LGl #eic g)i 1 A

There has also heenAa 25 percent general increase in'

DIF quotas -- along with special increases for some

Wt i-wf:l (i} B
sixteen countries -- that has gaisé:é total aggregate quotas
from 315 billion to around $21 billionm.

At the same time that international credit facilities
have thus been expanded, there have been underway the
exhaustive technical studies essential to opening up the
possibilities of enlarging intermational liquidity through

some new form of reserve asset.

Morewver, informal international monetary cooperation
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recent years by enlarging the credit resources of the
Intermational Monetary Fund. In 1961, as you know, the
Group of Ten major industrial nations negotiated with the
Intermational Monetary Fund a so-called Gemeral Arrangements
te Borrow. Under the Arrangements, the ten nations agreed
to lend the INF up to $6 billion shoudd this be necessary
5:0 foruull or cope with an impairment of the international
monetary system.” The Arrangements were activated last
December and a‘nin last May to furnish part of & $2.4 billion
drawing from the IMF by the United Kingdom.

At the meeting last week the Ministers and Governors

of the Group of Ten agreed to remew the Arrangements for
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all of you -- that the high level negotddtdons that s'iil
shortly begin do not represeant any sudden tiryn of events,
ang unexpected change in the international weather. They
sre but the logical outcome -- not only of recent events ~-
but of the patient, painstakin; preparation that has been
going on for several years.
The major countries long ago agreed that there were
two basic elements in intersational liquidity: the
reserves of gold and reserve currencies and the ready
evailability of credit facilities for countries in %f temporary
assistance.

And ve have sugmented internmational liquidity over
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< At this early stage in our movement toward world monetary
reform it is neither advisable nor appropriate for me

either to take a position om or to discuss publicly any of

the substantive proposals or possible proposalas for monetary
veferm. The course of wisdom at this time is to be firm in
prineiple and in purpese, but flexible in approach.

On this ocecasion, therefore, I would like siwmply to
place the forthcoming negotiations into proper perspective
b reviewing briefly some of the background of these
segotiations as well as some of the problems and prospects,
objectives and strategies, thaf may unfold as negotiations
proceed.

May I begin simply by stressing the fact -- familiar to
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that I wish neither to exaggerate nor to dimindsh.

What I wish to suggest, therefore, is that while we are
well on the way toward real world monetary reform -- we
still have a long way to go, we still have ahead of us many more
sonths of hard and tough negotistions. We must be prepared,
as those negotiations proceed, to weather moments of
.ccruinty'and doubt -- moments, even, when prospects for
a final resolution of difficulties and diéagruutncs may
seem to grow bleaker, instead of brighter -- moments that
must inevitably occur as we move deeper and deeper into the

;’ieific details of agreement and national interests become

more and more involved.
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meeting of the Governors of the International Monetary Fund
or some other suitable forum, provided, of course, that a
sufficient degree of substantive accord can be reached in advance.
No one who followed the developments at the meeting
last week -- or took part in them as I did -- can help but
be heartened about the prospects for eventual world monetary
reform of a meaningful and workable kind. There are, to
be sure, differences not only about the nature of future
reform but about the need for reform. These differences
are real, and some of them are deep. But they are not
insurmountable.
There are those, after all, who as little as three

months ago held out little hope for the degree of accord

iV - i 'y - i ! - . . P K
\/é\/(y [ Co M,\_,‘Mtf\\r L‘\,( \J‘L 7_1" Lo~ o {,‘Ll J . NATIP T mLk.ﬂ A wlite U

| !



-9 -
-and the regulations and conditions which govern its working.

In MLWmJ moving efforts toward
. world monetary reform from the level of technical discussion
onto the plane of high policy negotiations and in offering
an avemus for the inclusion of representatives of the smaller
natiens in these negotiations, this formal accord among the
Group of Tem nations and the similar undertakings by the Managing
Director of the International Monetary Fund represents the full
achievement of all that the United States hoped would be
secomplished at laat\veok's meeting of the Imternmational
Neunetary Pund and World Bauk.

These procedural arrangesents provide an adequate and
sppropriate pattern of careful preparation for a gignificant

international monetary conference in the form of a special
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consideration of the questions that affect the world economy

as & whole." They recognized, in short, that after the ten

leading nations had established some common ground for

aggeement -- and before any final significant intergovern-

sental arrangements are entered into -- negotiations must be

-;panded to include a second phase, designed to encompass the

views and interests and problems of the other ninety-three

mamber countries of the International Monetary Fund, as reflected
. e

by their roprasentac;fﬁs aiong the twenty Executive Directors

of that organization. The United States had insisted upon

THIS ST A0

EE: inclusion of these countries at an appropria%i}stage of

negotiations because of our conviction that all countties have

8 vital interest in a system of exchange of national currencies
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the Bank for Intermatiomal Settlements, and E&nﬁ»l?} of the
Swiss Rational ﬁnk.

SoC‘lt'w'hstj this important task of formal
preparation was set in motion &6r evolving arrangements in
the Pree World monetary systesm to meet the needs of a fast
growing world economy without & continued increasingly
Ssngerous dependence on major U. S. deficits in its balance
of payments -- and on the schedule we publicly suggested
last suamer, namely, "st the time of the annual meeting of
the Internstional Monetary Fund this September."

The Ministers and Deputies of the Group also agreed
that, once these negotiations have established a base for

agreement on essential points, they must move to a 'broader
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instructed their Deputies to enter intensive negotiations
® locate areas of basic underlying agreement -- and I quote
from the Commmique issued by the Group -- "on improvements
needed in the international moustary system, including
arrangements for the future cnﬂ\uon of reserve assets,
a9 and vhen needed, s0 as to permit adequate provision éor
the Teserve needs of the world economy.”" The Deputies were
further instructed to report ia the spring of next year
“en the progress of their deliberations and the scope of
aggresment that they have found.”

Nor would these discussions be limited sclely to the
Beputies of the Group -- but would also inciude representatives
of the Managing Director of the International Monetary Fund

of the Organization of Economic Cooperation and Development,
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hope that this development will lead to a speedy resolution
of the Qun in a way that will both protect the

legitimate tnmuu of the government and meet the legitimate
/“;‘;tiiqj of the banks.

Last week, on a far larger stage, there was another
wssting of minds that -- while preliminary and far from
total -- may help to assure a new era of free world
etoasmic progress and presperity which could equal or
surpass even the unexampled accomplishments of the past two
decodes.

Por last waek the Ministers and Central Bank Governors of

the Grouwp of Ten leading industrial nations formally
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of the national govermment and the banking industry --

the matter of bank mergers. As Attorney General Katzenbach
madd elear im & recent letter to Chairman Patman of the
Bouse Banking and Currency Committee, there is now a
swbstantial meeting of minds between the Attorney General,
the bank regulatory agencies, and the Secretary of the
fressury on the two central aspects of anti-trust policy
which have been of growing concern to the industry and those
vesponsible for its regulation in the public interest.
Without going into the details of this consensus -- which
are clearly cutlimed in the Attorney General's letter and

Mve been well reported in the press ~-- may 1 simply express my
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‘circulation.‘ The combined effect of these programs was

to aﬁ‘rt what otherwise might have been a coin éﬁ_i’sis last
Fall.

This year your Association has given strong support
to our program for changing our subsidiary coinage materials.
During the cufrent fiscal year, as you know, we will be
producing these new coins by the billions and will continue

to do so until coin shortages have become no more than a

distant memory.

Nor can 1 let this occasion pass without citing the
invaluable service that the bankers of America perform for

the Treasury and for the country through their efforts on
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REMARKS BY THE HOMORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
BEFORE THE AMERICAN BANWKERS ASSOCIATION (ANNUAL CONVENTION)
AT THE CONRAD RILTOM ROTEL, CHICAGO, ILLINOIS
TUESDAY, OCTOBER 5, 1965 1§00 A M., CDT

It 13 a particular pleasure to appear before this
organization, for it gives me the opportunity to pay public
tribute to the banking industry for all it has done during the
past year to help the Treasury and the nation in so many ways.

You have been an invaluable socurce of strength and
support during the past year of coin shortages and the need
for muthorization of new subsidiary coinage materials.
Consultations with your industry led to the development of
our program to double the production of coins. Last Fall
your Assocciation sponsored a series of radio and television

amouncements urging the public to put idle coins in
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REMARKS BY THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
BEFORE
THE AMERICAN BANKERS ASSOCIATION (ANNUAL CONVENTION)
AT THE CONRAD HILTON HOTEL, CHICAGO, ILLINOIS
TUESDAY, OCTOBER 5, 1965, 10:00 A.M., CDT

It is a particular pleasure to appear before this
organization, for it gives me the opportunity to pay public
tribute to the banking industry for all it has done during the
past year to help the Treasury and the nation in so many ways.

You have been an invaluable source of strength and
support during the past year of coin shortages and the need
for authorization of new subsidiary coinage materials.
Consultations with your industry led to the development of
our program to double the production of coins. Last Fall your
Association sponsored a series of radio and television
announcements urging the public to put idle coins in
circulation. The combined effect of these programs was to
avert what otherwise might have been a coin crisis last Fall.

This year your Association has given strong support to
our program for changing our subsidiary coinage materials.
During the current fiscal year:"as you know, we will be
producing these new coins by the billions and will continue
to do so until coin shortages have become no more than a
distant memory.

Nor can I let this occasion pass without citing the
invaluable service that the bankers of America perform for
the Treasury and for the country through their efforts on
behalf of United States Savings Bonds. I cannot emphasize
too strongly how vital those efforts are to sound
Government financing and management of our public debt.

F-218



More important even than these notable contributions
to our nation's welfare has been the splendid performance
of our banks and other financial institutions in response to
the President's call for voluntary curbs on capital outflows
abroad to which I shall refer later.

Having thus cited but a few of the important services
you have rendered to the Treasury and the country, I am
indeed happy to note some good progress on a matter of concern
both to the legislative and executive branches of the
national government and the banking industry -- the matter
of bank mergers. As Attorney General Katzenbach made
clear in a recent letter to Chairman Patman of the House
Banking and Currency Committee, there is now a substantial
meeting of minds between the Attorney General, the bank
regulatory agencies, and the Secretary of the Treasury on the
two central aspects of anti-trust policy which have been of
growing concern to the industry and those responsible for
its regulation in the public interest. Without going into the

details of this consensus -- which are clearly outlined in the
Attorney General's letter and have been well reported in the
press -- may I simply express my hope that this development

will lead to a speedy resolution of the issues in a way that
will both protect the legitimate interests of the government
and meet the legitimate needs of the banks.

Last week, on a far larger stage, there was another
meeting of minds that -- while preliminary and far from
total -- may help to assure a new era of free world economic
progress and prosperity which could equal or surpass even the
unexampled accomplishments of the past two decades.

For last week the Ministers and Central Bank Governors
of the Group of Ten leading industrial nations formally
instructed their Deputies to enter intensive negotiations
to locate areas of basic underlying agreement -~ and I quote
from the Communique issued by the Group -- "on improvements
needed in the international monetary system, including
arrangements for the future creation of reserve assets, as
and when needed, so as to permit adequate provision for the
reserve needs of the world economy." The Deputies were
further instructed to report in the spring of next year "on
the progress of their deliberations and the scope of agreement
that they have found."



Nor would these discussions be limited solely to the
Deputies of the Group -- but would also include representatives
of the Managing Director of the International Monetary Fund,
of the Organization of Economic Cooperation and Development,
the Bank for International Settlements, and of the
Swiss National Bank.

So this important task of formal preparation was set in
motion for evolving arrangements in the Free World monetary
system to meet the needs of a fast growing world economy
without a continued increasingly dangerous dependence on
major U. S. deficits in its balance of payments -- and on
the schedule we publicly suggested last summer, namely, '"at
the time of the annual meeting of the International Monetary
Fund this September."

The Ministers and Deputies of the Group also agreed
that, once these negotiations have established a base for
agreement on essential points,they must move to a ''broader
consideration of the questions that affect the world economy
as a whole." They recognized, in short, that after the ten
leading nations had established some common ground for
agreement -- and before any final significant intergovernmental
arrangements are entered into -- negotiations must be
expanded to include a second phase, designed to encompass the
views and interests and problems of the other ninety-three
member countries of the International Monetary Fund, as
reflected by their representatives among the twenty Executive
Directors of that organization. The United States had
insisted upon this second stage of negotiations because of our
conviction that all countries have a vital interest in a
system of exchange of national currencies and the regulations
and conditions which govern its working.

In thus moving efforts toward world monetary reform
from the level of technical discussion onto the plane of
high policy negotiations and in offering an avenue for the
inclusion of representatives of the smaller nations in these
negotiations, this formal accord among the Group of Ten
nations and the similar undertakings by the Managing Director
of the International Monetary Fund represent the full
achievement of all that the United States hoped would be
accomplished at last week's meeting of the International
Monetary Fund and World Bank.
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These procedural arrangements provide an adquat? and
appropriate pattern of careful preparation for a significant
international monetary conference in the form of a special
meeting of the Governors of the International Monetary Fund
or some other suitable forum, provided, of course, that a
sufficient degree of substantive accord can be reached in
advance.

No one who followed the developments at the meeting
last week -- or took part in them as I did -- can help but
be heartened about the prospects for eventual world monetary
reform of a meaningful and workable kind. There are, to be
sure, differences not only about the nature of future
reform but about the need for reform. These differences are
real, and some of them are deep. But they are not
insurmountable.

There are those, after all, who as little as three
months ago held out little hope for the degree of accord
that we achieved at last week's meeting -- a degree of accord
that I wish neither to exaggerate nor to diminish.

What I wish to suggest, therefore, is that while we are
well on the way toward real world monetary reform -- we
still have a long way to go, we still have ahead of us many
more months of hard and tough negotiations. We must be
prepared, as those negotiations proceed, to weather moments
of uncertainty and doubt -- moments, even, when prospects for
a final resolution of difficulties and disagreements may
seem to grow bleaker, instead of brighter -- moments that must
inevitably occur as we move deeper and deeper into the
specific details of agreement and national interests become
more and more involved.

At this early stage in our movement toward world monetary
reform it is neither advisable nor appropriate for me either
to take a position on or to discuss publicly any of the
substantive proposals or possible proposals for monetary
reform. The course of wisdom at this time is to be firm in
principle and in purpose, but flexible in approach.
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on this occasion, therefore, I would like simply to
place the forthcoming negotiations into proper perspective
by reviewing briefly some of the background of these
negotiations as well as some of the problems and prospects,
objectives and strategies, that may unfold as negotiations
proceed.

May I begin simply by stressing the fact -- familiar to
all of you -- that the high level negotiations that will
shortly begin do not represent any sudden turn of events,
any unexpected change in the international weather. They
are but the logical outcome -- not only of recent events --
but of the patient, painstaking preparation that has been
going on for several years.

The major countries long ago agreed that there were two
basic elements in international liquidity: the reserves of
gold and reserve currencies and the ready availability of
credit facilities for countries in need of temporary assistance,

And we have augmented international liquidity over
recent years by enlarging the credit resources of the
International Monetary Fund. 1In 1961, as you know, the
Group of Ten major industrial nations negotiated with the
International Monetary Fund a so-called General Arrangements
to Borrow. Under the Arrangements, the ten nations agreed
to lend the IMF up to $6 billion should this be necessary
"to forestall or cope with an impairment of the international
monetary system.'' The Arrangements were activated last
December and again last May to furnish part of a $2.4 billim
drawing from the IMF by the United Kingdom.

At the meeting last week the Ministers and Governors
of the Group of Ten agreed to renew the Arrangements for
four more years ~-- with the suggestion that the Arrangements
be reviewed for possible adaptation in October of 1968 or
later in the light of further experience with them.

There has also been agreement on a 25 percent general
increase in IMF quotas -- along with special increases for
some sixteen countries -- that will raise total aggregate
quotas from $15 billion to around $21 billion.
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At the same time that international credit facilities
have thus been expanded, there have been underway the
exhaustive technical studies essential to opening up the
possibilities of enlarging international liquidity through
some new form of reserve asset.

Moreover, informal international monetary cooperation
has served to give an added degree of stability to the
system. For example, I was extremely pleased that during
the course of my recent visit to Western Europe for
bilateral discussions of procedures for negotiating long range
international monetary reforms, we were able to participate in
and help effect a concrete measure of cooperation between
monetary authorities to deal constructively with a more
immediate and pressing problem affecting the stability of the
existing international monetary system -- confidence in the
British pound, one of the two reserve currencies.

I refer to the action announced September 10 by the
Bank of England, in which ten nations, including the
United States, joined in new arrangements to strengthen the
pound. It should be emphasized that this action comes on the
heels of encouraging indications that Great Britain is moving
toward a balance in its international payments and is
undertaking a more effective long-term national program to
stabilize costs and prices that will put it in a stronger
competitive position in world markets. Hence, the main
purpose of the new arrangements is to exploit this strengthening
situation and reinforce these developments. The prompt action
of the ten cooperating countries demonstrated once again the
strength and flexibility of the existing international
monetary system and the willingness of the major industrial
countries to work together for the common good.

I mention these facts simply to demonstrate that on the
financial front, the Free World has not been sitting on its
hands over recent years -- that instead it has been moving
surely and steadily toward the negotiations we are now about
to enter. It is, in fact, this record of thorough and
thoughtful accomplishment -- of a wise willingness to
prepare for future contingencies before they occur -- that
must serve as one of our firmest grounds for confidence in the
successful outcome of the forthcoming negotiationms.
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These negotiations do not issue forth from any unaminous
view that there is any urgent, pressing shortage of world
liquidity -- or even that there will be such a shortage in
the near future. They stem, instead, from common agreement,
that when and if additional liquidity is needed, there must
already be in readiness some new orderly mechanism for creating
that liquidity.

Why, some will ask? What was the matter with the
existing mechanism?

The answers to these questions go to the very heart of the
matter.

The problem stems from the fact that the large
deficits in the U. S. balance of international payments,
which for nearly twenty years have served as the existing
mechanism for providing a major portion of the Free World's

liquidity, must come to an end. The United States -=- the
President, the Congress, and informed financial authorities
around the world all are agreed -- must move its balance of

payments into equilibrium and keep it there. It must do so
to preserve the integrity of the dollar at home and abroad,
so that dollars -- over $27 billion of them held in the
official reserves of the world's central banks and in private
commercial banks as a transaction currency -- can continue to
function as an essential part of the world's monetary system.
It must do so to arrest further drains in United States
reserves. That erosion cannot go on indefinitely. It must
be, and is being, stopped now.

That the world must know, and that the world expects
because it, too, requires that the dollar be as good as gold.

The long period of large U. S. deficits has come to an end.
If growth is to continue and trade is to expand, we must provide
an effective and adequate substitute for the creation of
additional reserves, when needed. Newly mined gold that finds
its way into the monetary system will not be enough in the
future any more than it has been in the past.
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The U. S. balance of payments deficits have supplied abyy
three-quarters of the new official reserves accumulated by th
central banks or other nations since the end of 1958,
Reserves deriving from the U. S. deficits grew in two fornms ..
dollar balances held as such, and dollars acquired and
converted into gold. The latter development, of course,
resulted in a substantial decline in United States reserves,
We estimate that as of the end of 1964 more than a quarter of
the official reserves of the remainder of the Free World were
held in the form of dollars.

Clearly, as the existing mechanism for creating additiong
liquidity -- U. S. deficits -- is closed down in order to
protect and maintain the liquidity that exists in the world's
holdings of dollars, some substitute must be devised,

All nations in the Free World are committed to a poluyof
dynamic growth in a dynamic world economy. This means growin
international trade and economic development. If this
expansion is to occur it is reasonable to expect that the
Free World, including the United States, will, in the course
of time, face growing needs for monetary reserves.

These are the considerations that }ed.your goYernmawto
take the initiative in suggesting that it is now time tob1
negotiate new international monetaFy arrangements to ena iw
the Free World to deal in season with future demands upon

monetary system.

In entering these negotiations, as I said last week, the
United States is wedded to no specific plan. We have no need
to preen our national pride -- very possibly at the price of
imperilling the prospects of successful negotiations -- by
seeking to press or impose upon others a plan labeled ''Made
in USA." We will, as I have many times emphasized, carefully
consider and fairly weigh the proposals of all other nations.

Our own strategy, our own acceptance and presentatimld
proposals, will be determined by the time and by the
circumstances -- guided always by our paramount goal of
seeking ample improvement in world monetary arrangements of
a kind that is thoroughly compatible with our national
interests.
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In the meantime, there is no more important task before
the United States than to achieve and to maintain equilibrium
in its balance of payments.

Since the announcement of President Johnson's balance of
payments program on February 10, our position has improved
markedly -- in no small measure because of the magnificent
response by our financial institutions to the President's
call for voluntary curbs on our capital outflow.

In the second quarter of this year, we experienced -- on
the basis of regular transactions -- a surplus of $119 million,
seasonally adjusted, compared with deficits of $780 million
in the first quarter, and $1,551 million in the fourth quarter
of 1964,

No one, I am sure, imagines that by showing & modest
surplus for three months we have in any sense solved our
balance of payments problem. For one thing, figures for so short
a period inevitably present a distorted reflection -- whether
favorable or unfavorable -- of particular transactions. And,
on balance, we believe the second quarter figures present a
more flattering picture of our progress than events really
warrant.

It is far more prudent -- and realistic -- to look at the
combined results of the first and second quarters of this
calendar year. During the first half of 1965, we had a deficit

of $661 million -- about $1.3 billion at annual rates --
which represents a marked improvement over the $2,144 million
deficit -- $4,288 million at annual rates -- recorded for the

second half of 1964.

These results tell us that we are headed in the right
direction -- but we have far yet to go before we arrive at
our goal of sustained and lasting equilibrium.

I was very pleased to learn this week that our voluntary
program aimed at dampening the outflow of dollars from U. S.
banks to foreign holders is continuing to show very good
results. 1In the five months April through August the banks
have reduced their dollar placements abroad by $500 million.
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Without this reduction, our balance of payments positio
would be worse by that same amount. With this reduction, oy
balance of payments position is that much better than it woylg
otherwise be. So this program is helping the country in very
real and measurable terms to achieve the great national
objective of bringing our international accounts into balance,
The nation's banks, and the Federal Reserve System which is
managing this part of the program for voluntary restrainf
of foreign investment, are certainly to be congratulated.
They should, and I know they will, keep up this good
work.

I am sure also that we are going to see good results frog
the part of the program aimed at achieving savings in the
international transactions of non-financial businesses
through their own voluntary efforts. The reports so far shw
a continued high level of foreign investment by these
companies. But this reflects, in part at least, the fact
that the companies doing business abroad already had
commitments when our program went into effect that they could
not ignore or substantially change.

They have given evidence of their support of the
program by bringing home some $575 million of funds that
they had on deposit abroad and substantially increasing
foreign borrowings. We are taking a new look at this picture
as we review again our over-all balance of payments position,
In appraising the result, we will, of course, consider
what, if any, new measures of a voluntary character should
be taken, including the possibility of a guidelines program,
to achieve further improvement in the year ahead.

And let there be no mistake: we must have nothing less th
sustained and lasting equilibrium. We must have nothing less,
only for the sake of our own international reserve positim1md
the continued strength and soundness of the dollar as an inter
national reserve and key currency, but to insure the successful
outcome of the forthcoming negotiations on world monetary refa

For there are those who are still skeptical of our desire
and determination to bring our international accounts .into last
equilibirium. To yalter or flag in that effort during the conl
months of negotiation would not only seriously sap our negotitt
strength, but would seriously damage the prospects for anyeul
and fruitful end to those negotiations.

We cannot afford to let that happen -- and we will not.

President Johnson made that very clesr in his address t0
Bank and Fund meeting last week. I qaote:
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",..the U.S. has taken firm action to arrest the dollardu‘

Should further action be necessary in the future, such action wi)
be taken.

"I want to be very clear about this. We must, in our owp
interest and in the interest of those who rely on the dollar g,
reserve currency, maintain our payments in equilibrium. Thig y
will do."

All America, therefore, has not only a stake in the
successful outcome of the forthcoming monetary negotiations,
but a very real share in insuring this outcome.

I have no doubt that we will more than rise to the
challenge.

I have no doubt also that one of our greatest assets in
meeting that challenge will be the continued strength, stability
and soundness of our domestic economy.

Only the night before last, I talked with our President on
this subject which is one of those nearest and dearest to his
heart.

We reviewed what had happened to our economy during his
nearly two years in office, a time during which --

-- A business expansion already thought mature at 33 months
of age in November, 1963, has continued to its current record
length of 56 months, the longest peacetime economic expansion
we have known:

-- A total of 3.6 million non-farm jobs have been created
from November 1963 through August 1965, with official unemploy-
ment rates being reduced from 5.8 percent to 4.5 percent;

-- Personal income, in which we all share, has increased
in the same period from $474.7 billion to $531.6 billion or
12 percent;

-- Business profits after taxes, despite an increase of
$9.4 billion or 38.5 percent from the first quarter of 1961 to
the fourth quarter of 1963 have continued to rise by an additionsl
$10.6 billion, or 3l.4 percent;

-- Bank profits have moved to their greatest peaks in
history, increasing 6 percent between 1963 and 1964, and may
register another rise when 1965 figures are available.

We also discussed the favorable prospects for maintaining
this forward momentum because of the fact that the current
expansion up to date has remained remarkably well balance and
free from inflationary distortions.
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The President then put a question to me and I believe it
went this way: '"Why won't people stop, look, and listen, apg
count three before taking steps that would change the favorab),
mix of economic policy that has characterized this balanced
expansion?"

Without answering the President's question, let me say th
this Administration continues to believe that the stability of
long-term interest rates is an important factor in the econoni
environment which has given us the greatest and best balanced
period of domestic prosperity in our history. Of course, I
recognize that new facts may at any time call for a re-
examination of a policy mix, but may I venture my own feeling
that there is a tendency today in the money markets to jump to
conclusions instead of acting on the basis of hard facts.

For us in the Treasury it seems that the money markets are
basing many of their forecasts and their fears of inflation o
exaggerated ideas about an economic boom which would add a bub
on the steady trend line of expansion. The economic outlook is
bright but there is no evidence as yet that justifies any
assumption that the expansion is going through the roof.

In recent years, the economy has shown remarkable ability
to move forward smoothly and to take the bumps in the road in
stride. There have been bumps in particular areas, and there
will be some in the period ahead. We must be alert to them and
ready to counter them in order to maintain our progress. At
the same time, the bumpier aspects of the outlook today have a
bright side in assuring us that there is no serious threat of
over-exuberance in the economy.

One bumpy spot for the rest of this year and opening month
of 1966 is the run-off of steel inventories. It will not thro¥
us for a loss, but it will shave our gains in industrial produ
tion and our manufacturing employment. Housing has been a buf
area for a year and a half. The latest movement of housing st
has been downward, and while we see no likelihood of a persist
decline, we cannot count on the homebuilding industry to contil
bute to our advance in the months ahead. The forthcoming Jan¥
rise in payroll taxes which was once inaccurately but widely
viewed as a roadblock to our expansion is now seen in better
perspective not as a serious threat to our forward movement, bt
a stabilizing factor for a time. It will be accompaniedb)'°UI
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second stage of excise tax reduction, and we will be exper-
iencing the effect of a rise in defense expenditures within

this fiscal year.

In the past two years the pluses and minuses have added
up into a generally smooth and well-paced expansion of $10
billion a quarter in our GNP. The pluses and minuses that ar
in prospect do not suggest a marked deviation from that
pattern -- either upward or downward.

In making our budget decisions for fiscal 1967, we will
treat our needs for defense expenditures as the number one
priority. The exact size of those needs will shape up in the
next few months. On present prospects, they dim the hopes for
new tax reduction in fiscal 1967, and they may squeeze the
scheduling and size of some of the President's valuable civilig
programs. Our defense needs are certainly not welcome, but the
become a specter to our economy only when their likely size is
greatly exaggerated. If I thought defense was going to add
$10 to $15 billion to our fiscal 1967 budget, I'd be back inmy
office right now considering proposals for tax increases to pay
for it. As you see, I'm here with you instead. I expect us to
incorporate our. defense spending into a sound fiscal 1967 budge
which still is carefully and finely tuned to the needs of the
economy.

In short, the outlook on both the domestic and internation
fronts is for continued progress -- progress, to be sure, that
must continue to be earned by forging ahead with the flexible,
balanced policies in both the public and private sectors that
have brought us our present unprecedented prosperity.

o0o



TREASURY DEPARTMENT

WASHINGTON. D.C.
FOR RELEASE A. M. NEWSPAPERS,
Wednesday, October 6, 1965. October 5, 1965

RESULTS OF TREASURY'S OFFERING OF $4 BILLION TAX ANTICIPATION BILLS

The Treasury Department announced last evening that the tenders for the two gey
of Treasury Tax Anticipation bills, each series to be dated October 11, 1965, which
were offered on September 22, 1965, were opened at the Federal Reserve Banks on
October 5, 1965, Tenders were invited for $3,000,000,000, or thereabouts, of 162-iy
bills and for $1,000,000,000, or thereabouts, of 254-day bills. The details of ths
two series are as follows:

RANGE OF ACCEPTED
COMPETITIVE BIDS:

254-day Tax Anticipation
bills maturing June 22, 1%

162-day Tax Anticipation :
bills maturing March 22, 1966 :

“Approx. Equiv. : Approx, Equy

Price Annual Rate : Price Annual Rate

High 98.318 3/ 3.738% T 97,260 b S8
Low 98.273 3.838% : 97:206 o 3.963;
hverage 98.298 3.7832 1 970221 34938%

2/ Excepting 4 tepders totaling $4,150,000; b/ Excepting 5 tenders totaling §,

28 percent of the amount of 162-day bills bid for at the low price was accepted
13 percent of the amount of 254-day bills bid for at the low price was accepted

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted : plied For Accepted
Boston 127,625,000 ¥ 112,325,000 @ 128,676,000 ¥ 60,8550
New York 1,833,145,000  1,045,905,000 ¢  1,054,590,000 254,30,
Philadelphia 121,960,000 111,240,000 3 22,134,000 6,130
Cleveland 285,715,000 242,835,000 ¢ 157,955,000 72,950
Richmond 72,340,000 60,340,000 3 33,355,000 19,2000
Atlanta 153,015,000 133,615,000 ¢ 72,110,000 45,%0,0
Chicago 540,045,000 486,045,000 : 2li4,700,000 193,790
St. Louis 112,155,000 108,935,000 ¢ 60,090,000 30,050
Minneapolis 121,125,000 119,125,000 3 51,865,000 38,0150
Kansas City 76,597,000 74,272,000 * 39,841,000 25,380
Dallas 100,035,000 71,435,000 20,065,000 8,20
San Francisco 496,780,000 8 s 321,730,000

TOTALS $L,0L40,537,000 $3,000,152,000 ¢/  $2,207,111,000 £1,000,24,0

¢/ Includes$l35,662,000 noncompetitive tenders accepted at the average price of %4
4/ Includes $197,011,000noncompetitive tenders accepted at the average price of 914
l/ On a coupon issue of the same length and for the same amount invested, the retu?

these bills would provide yields of 3.90%, for the 162-day bills, and L.08%, for?
254-day bills. Interest rates on bills are quoted in terms of bank discount witd
return related to the face amount of the bills payable at maturity rather than t#
amount invested and their length in actual number of days related to a 360-48Y ™
In contrast, yields on certificates , notes, and bonds are computed in teras of 19
est on the amount invested, and relate the number of days remaining in an i

payment period to the actual number of days in the period, with semiannual o
ing if more than one coupon period is involved.
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TREASURY DEPARTMENT
Washington

FOR RELEASE ON DELIVERY

REMARKS BY THE HONORABLE STANLEY S. SURREY
ASSISTANT SECRETARY OF THE TREASURY
AT THE FINANCIAL ANALYSTS FEDERATION CONFERENCE
WASHINGTON HILTON HOTEL, WASHINGTON, D. C,
TUESDAY, OCTOBER 5, 1965, 12:30 P.M. EDT

THE ROLE OF TAX POLICY IN THE GREAT SOCIETY

Under President Johnson's leadership, this nation has
begun the challenging task of building a Great Society,

Substantial progress has been achieved and a sound
foundation for the structure is being laid.

The Great Society will rest upon two major supports --
national consensus and economic prosperity.

As the Congress finishes a session which is outstand-
ing in our history for its achievements and as our economy
continues strong in a record-breaking expansion, these two
supports appear sound indeed.

Prospects for future achievements are bright.

The goals are many, but some stand out. Clearly, we
must do all in our power to:

-- give the 35 million people who now suffer the

despair of poverty the opportunity to earn a
decent life for themselves and a better life

for their children;

F-220
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give all our children full opportunity to educate
and equip themselves to take a comnstructive part
in carrying this society forward;

give all Americans the opportunity to fulfill
their own best hope of achievement, that we may
fulfill the promise offered when this land was
born;

make our countryside and our cities more beauti-
ful, healthier, safer and better places in which
to live and work;

meet our commitments, written and unwritten,
throughout the world to those people who look
to us in their need for release from ignorance

misery, and hunger.

I would like to consider what role tax policy has to

in achieving the goals of this Great Society.

Growth of the Economy

Certainly the Great Society will involve federal expend:

itures and our tax system must raise the funds to meet thost

expenditures. In an earlier day this could mark the end of

my talk. But today's knowledge has brought us deeperinSighq
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The accomplishment of the Great Society will require
an ever-growing economic base -- a base adequate to meet
the demands which that Society will place on Federal
expenditures, State and local government expenditures,apd
private expenditures.

In our war on poverty, in our efforts to foster educa-
tion, equal opportunity, health and natural beauty, and in
our campaign to improve urban life, economic prosperity is
not only essential -- it is the most powerful weapon we
have,

Government policies must therefore be directed both
to achieving an economic growth that matches our potential
and to enabling us to keep that potential constantly
expanding. We must achieve full employment and then go on
to provide an adequate rate of economic growth at full
employment.

The use of fiscal policy in meeting these demands is
today, as a result of the accomplishments of these last
five years, far more broad and flexible than most had
supposed.

The success of the tax reduction involved in the

Revenue Act of 1964 has marked the turning point. This
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tax reduction, though it came in a period of deficits,
brought the larger GNP and larger revenue base that the
Administration and many economists foresaw. Recognition
of this success of the 1964 Act tax reduction was a large
factor in the speed with which the Excise Tax Reduction
Act -- involving a further $4 billion staged reduction --
was enacted this year by the Congress.

If we did not have the investment credit of 1962, the
depreciation reform of 1962 -- which was 1ibera1ized early
this year -- the 1964 and 1965 individual and corporate
income tax reductions, and the excise tax reduction of
1965, next year the Federal tax burden would be more than
$20 billion heavier than it will now be.

That is the reduction in tax liabilities measured at
a constant income level. But there was no corresponding
reduction in actual revenue receipts. As President Johnson
said recently:

"I am happy to report that even with such
massive tax reduction, we anticipate that Federal
revenues for the 5-year period, fiscal 1961 to 1966,
will have increased by over $18 billion -- almost
twice the increase over the previous 5 years when

there were no tax cuts at all."”
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All this has permitted us, I believe -- Government
economists and business analysts alike -- an increasing

objectivity in assessing the role of Federal budget policy
in our financial system. We are no longer hampered by
such rigidities that a budget deficit is always bad -- we
cannot automatically identify the villain by seeing if he
writes in red ink.

For we are now aware that adding a group of expendi-
tures that differ widely in their form -- loans, grants,
current expenses, capital items -- and then achieving a
zero balance when these are subtracted from revenues in
itself can guarantee nothing as to the direction the
economy will move. And we are also aware of such things
as fiscal drag and the power of our revenue system yearly
to increase its take from the private sector of the -
economy -- at present by about $7 billion annually -- and
of the need each year to offset that fiscal drag. That
doesn't mean that tax reduction is always desirable and
must occur every year or that it is always preferable to

increased expenditures and is never to yield to debt

retirement.



Each year will require its own decisions. They will
depend on our expenditure requirements -- in terms of
domestic needs and foreign obligations -- and on the
economic outlook -- in terms of the need to maximize
employment and avoid inflation.

We have balanced these things well in moving toward
an interim goal of four percent unemployment.

This course is not an easy one to pilot. Like hidden
shoals, we will encounter unexpected developments. At
times these developments will require rapid temporary
adjustments in our fiscal policy -- such as quick tax cuts,

It would be beneficial, now that the effects of tax
reduction on the economy are better understood, to reach
a consensus on the form that a temporary tax change should
take so that we thereby would be able, with that consensus
in hand, to achieve a speedy enactment if a temporary
reduction were ever needed. An appropriate Congressional
hearing held now for this purpose, before the need ever
arises, would be useful in reaching such consensus.

I have talked so far in aggregate terms, and in these
terms tax reduction has mainly meant a broad attack on

inadequate private expenditures and investment incentives.



In the Revenue Act of 1964, and in the recent Excise Tax
Reduction Act, we provided a substantial stimulus to com-
sumer demand which serves, of course, to provide the market
to induce and support our remarkable increase in business
investment. We have also reduced corporate tax rates, and
provided the special measures of an investment credit and
the depreciation guidelines. Together these business tax
measures have meant an increased cash flow and considerably
higher after-tax rates of return.

In the Treasury we have begun an intensive study of
the investment experience in the past few years to isolate
if we can the impact of depreciation reform and the invest-
ment credit. We are trying to léarn more about our depreci-
ation system, the guidelines and the reserve ratio test
through a complex computer study of the effects of varying
depreciation rates and lives against the manifold patterns
of asset holdings, replacements and retirements that our
businesses present.

At the same time, through trips abroad by our experts,
we are bringing up-to-date our knowledge of the handling of
depreciation under the tax systems of other countries, so that

we can consider the comparative position of the U. S. appﬂmm'
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Finally, in the area of business taxation we are aware
of the need for more research regarding the appropriate
relationship between the corporate tax and the individual
income tax. But a look at the recent foreign changes
illustrates the complexities involved in this relationship,
and the need to define the goals before coming to any con-
clusion about whether a change is either necessary or
appropriate,

The United States approach is basically that of a
corporate tax separated from the individual tax, with no
adjustment (apart from the $100 dividend exclusion) for the
possibility that corporate profits may be taxed at two
levels, once as profits to the corporation and once as
dividends to individuals. I call this a possibility in
view of the considerable uncertainty about whether the
corporate tax is shifted.

However, many economists have favored the so-called
British approach, under which the two taxes are integrated
through the shareholder getting a credit at his level for
the corporate tax, and with his dividend grossed up to

reflect corporate profits before the corporate tax. Some
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would even go further and apply this credit and grossed-up
inclusion in shareholder income automatically, without the
need for an actual distribution by the corporation., But
the British this year abandoned their approach in favor of
the United States approach, though with a lower corporate
rate, probably 40 percent.

Meanwhile the French, who previously had the United
States approach, shifted this year halfway to the former
British approach, by giving the shareholder on the gross-up
approach a credit for one-half of the corporate tax.

Both the British and the French did not follow the
German technique, which grants the corporation a much lower
corporate rate (15 percent as against 51 percent) on the
corporate profits that are distributed to the shareholders,

The Canadians, who now use a very rough version of the
former British approach -- they give the shareholder a credit
of 20 percent of the dividend without any grossing up of the
dividend -- are, through their Royal Commission, studying
whether they should consider a change.

The key to all these different approaches -- bewildering
as they are in their variety and susceptibility to change --

is probably that the changes are designed to achieve different

goals.
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The British desire to encourage more corporate invest.
ment and hope their change will achieve that by favoring
the retention of corporate profits over their distributiop,
The French appear to desire a greater shareholder partici.
pation by their investors, and hence have focused on
inducements to the distribution of dividends -- a factor
which underlies the German approach though with a different
technique.

Here in the United States we have stressed corporate
investment -- witness the investment credit -- and hence
adequate corporate cash flow and after-tax rate of return,
We have recognized that we already possess through our
developed capital markets and other institutional factors
strong forces in the direction of shareholder participation.
Hence our present needs exert a strong pressure for reten-
tion of the status quo in the structure of corporate taxatio
still leaving room for rate reduction at an appropriate time.

The British have also recognized the relationship betwet
these corporate patterns and the capital gains tax. Thus,
along with their move to strengthen corporate retention of
profits they have adopted a capital gains tax on the Americt

model, but with inclusion of one-half of the gain, a maxim®



- 12 -

Looking at our system as it now stands, the poor pay
primarily, as Federal taxes, the excises on alcohol and
tobacco and the income tax where poverty levels may be
above the present dividing line between taxable and non-
taxable income. They also pay the gasoline tax, which is
a user charge associated with the Highway Trust Fund, and
the Social Security and Medicare payroll taxes, which
involve a saving for pensions and medical care. In looking
at the tax structure, it is clear that the income tax impact
deserves our first attention, and the President has said
that any future income tax reduction should cover those who
live in the shadow of poverty. This suggests at least a
change which raises to a higher level of income the divid-
ing line between taxable and non-taxable income.

This nation cannot afford to continue indefinitely to
tax people who cannot afford to pay.

As incomes increased in past years for the population
as a whole, the nature of our tax structure over those
years -- relatively fixed rates and exemption levels --
increased the tax burden on lower income taxpayers,.asthﬂ
moved from a non-taxable status to a taxable status, from

the lowest bracket rate to a higher rate.
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Even our massive income tax reduction in the last ty,

years has only set this process back about five years,

And even with such reduction, over the past 15 years

an examination of effective tax rates (the percentage of

overall income actually paid in tax) shows:

a family earning half the national average income
(82,200 in 1950, $4,000 today) went from an
effective tax rate of zero to almost 4 percent;
a family earning the national average income went
from an effective tax rate of 6-1/2 percent to

9 percent;

a family earning double the national average income
stayed roughly the same;

higher income families either held their own or
realized reductions, often substantial, in their
effective tax rates as increased incomes were
offset by increased deductions or a greater pro-

portion of capital gains.

Indeed, the spread of effective tax rates is greatest

for higher income taxpayers, varying from zero to around

66 percent. Correspondingly, the average effective rate

for very high income taxpayers is much lower than is
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generally realized. For instance, all taxpayers who in
1962 reported adjusted gross incomes of more than a milljy
dollars would -- at present tax table rates -- pay an
average effective rate of only 26 percent of their ovamu
income (including capital gain income in full). Further-
more, only nine percent of those taxpayers would have
effective rates of over 50 percent on overall income under
present tax table rates.

All this reinforces President Johnson's view that the
next tax reduction should focus on the lower income groups,

We are constantly gaining more knowledge of the weapons
with which to carry out our war on poverty. Some of the
approaches are associated with the sheer alleviation of
destitution, through providing funds directly. Others
involve programs of income maintenance to counteract the
forces which can undercut a person's income. Others look
to programs of education, relocation, training and the like
to help people raise themselves and their children out of
poverty, and to provide employment for those who are
employable. As we gain this knowledge we will be in a bett!
position to judge the contribution which a tax system can

make in this effort.
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Tax Equity and Tax Simplification

A nation that seeks improvement in its society is
likely to insist on the improvement of that aspect of
Government which exerts a widespread and significant
effect on that society -- the Federal tax system itself,
The tax activity of the past few years has increased
public interest in obtaining the fairest and simplest tax
system possible.

Tax equity is a complex matter, Two persons may have
the same amount of income -- wages, net business income,
net investment income, capital gains -- but the income tax
on one may be far higher than on the other. The variance
comes about because the income tax has differing treatments
for various types of income and for various types of family
expenditures, primarily those involving personal expenses.
Thus, for example, on the income side, capital gains are
taxed at lower rates; on the expenditure side, deductions
are allowed for charitable contributions,personal interest,
State and local taxes, medical expenses, and so on.

The difficulty in all this lies in deciding which dif

ferences in income source and expenditures should be signif

icant for income tax purposes. While economists may, as3
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waiving these differences in income and expenditure treat.
ment, focuses attention on this matter, and hence merits
careful study.

Further, these value judgments mean that a large
variety of factors enter into the final determination of
a person's tax. In turn this means that the income tax
structure is necessarily complex -- which brings us to tax
simplification. One way to achieve tax simplification is
to reduce the differences that are regarded today as signif
icant. Since tax simplification also commands a value,
necessarily we are involved in deciding between conflicting
goals in considering these differences.

Some would resolve the conflict by narrowing the differ
ences through eliminating many of the preferences and
deductions, and lowering the rates in the tax tables, Othe
would resolve it by keeping the differences but lessening
their significance through granting comparable treatment t0
taxpayers who do not have the actual expenditures -- such
as increasing the standard deduction. Senator Long has
advocated this approach in some brackets. This lowers the
effective rates on these taxpayers, but maintains the hige

nominal rates.
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The future course of the income tax -- and tax equity
and tax simplification -- will involve the proper balancing

of these various factors. Since value judgments are
involved, we should not expect the exclusive choice of a
single approach. Rather, the unfolding solutions are likely
to involve a part of each approach.

Apart from these broad considerations, certain aspects
of tax equity and tax simplification also merit study.

One is the relationship of the income tax to the estate
and gift taxes. The estate tax, with an available exemptim
of $120,000 of assets for a married decedent, relates only
to slightly under chree percent of decedents. While
obviously these taxes affect only middle and upper income
groups, we do not as yet have sufficient information to
relate the incidence of these taxes to the incidence of the
income tax. Moreover, the impact of all three taxes is
affected by the present treatment of capital gains,
especially the elimination from the income tax of any
unrealized appreciation in value occurring prior to the
decedent's death. The serious imbalances which this latter

treatment involves, and the adverse effect on mobility of
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capital through its tendency to lock families into their
present asset holdings, are regarded by many economists ag
our most serious structural tax problem.

There are, in addition, a number of narrower areas in
which tax reforms could be made.

Similarly, while tax simplification on a broad scale
requires the consideration of the major questions we have
mentioned, there are many changes which can be made which
do not involve such policy considerations or value judgments,
We should therefore examine what can be done through these

narrower changes to simplify and improve our tax structure,

Cost-Effectiveness Studies

In order to assure the wisest use of resources in
achieving the goals of the Great Society, we must make
every effort to use the best and most modern methods of
program analysis. This applies to new proposals as well as
existing programs -- and there is no reason to exclude the
tax area from such analysis.

The Budget Bureau, at the direction of President Johnsot

is now in the process of applying to non-defense expenditure
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and programs the cost-effectiveness techniques which were
used so successfully in the Defense Department. These
techniques consist of evaluating proposals, programs and
projects not merely by their cost, but also by what they
will accomplish in meeting specified goals. In addition,
they require a clearer evaluation of the goals of the
programs and projects within a department -- a process
which in turn allows a comparison of priorities throughout
the entire government.

Taxes foregone because of a desire to benefit a
particular activity or to induce certain activities are,
in a real sense, monies spent. In nearly every such situa-
tion an alternative to the tax approach is a direct expendi-
ture of funds not involving the tax system. Cost effective
ness studies would enable us to appraise the efficacy of the
tax approach as compared with the direct expenditure
approach. The overall goal, here as in the case of direct
expenditure programs, is a wise allocation of our resources
and the avoidance of distorting that allocation through
inappropriate tax provisioms.

The use of cost-effectiveness studies may not always b

the proper or necessary method of evaluating a tax provisio
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or a new tax proposal designed to meet a particular econy
or social objective. But in one way or another the evaly.
tion has to be made. Nearly every problem in our society
seems at least to invite a tax solution -- and indeed the
tax solution is often the first solution to be put forwar,
Such proposals in the tax field thus generally act as
early warning devices pointing to social or economic proble
that require our attention. Necessarily this involves us
in seeing if there is a non-tax solution that is more appw
priate,

For example, the Treasury, joined by the Dzpartment of
Health, Education and Welfare, believes that the proposal
to provide assistance to families with students in college
through tax credits is not a desirable use of funds. It
will not achieve the objective of permitting more children
to enter college. Moreover, the aid it does give is grant®
in an inequitable manner -- the higher a family's income
and the more it can spend toward college, the greater is
the amount of money received through the tax credit. This
is indeed an '"upside down scholarship', and one which 10

alumni body would support if a college were so ill-adviset
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as to attempt this approach in its own scholarship progry
The Treasury therefore sought an appropriate non-tax
program -- since the objective of aiding students and
families in meeting college costs is a desirable omne -- gy
early advocated a guaranteed student loan program such as
the one President Johnson proposed, which has now become g
part of this year's Higher Education bill. And so in many
other fields -- pollution, manpower training, research and
development -- we must consider the non-tax approach so as
to evaluate the tax approach. Our experience is that the
tax system generally does not offer the best route to
particular social objectives. The benefits may be mis-
directed by going to taxpayers who do not need them and by
being withheld from those whose low incomes or losses keep
them from being taxpayers at all.

Even when the tax approach may be the wiser course, #
must be alert to see that the dollars foregone are not beiy
wasted and that the tax privileges are not abused. Thus
the Treasury Report on Private Foundations, while recognizi
the values of private philanthropy and the contribution of

the tax system to such philanthropy, also points out the
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abuses that are involved and how they can be corrected,
The House Ways and Means Committee now has this Report
under consideration and has invited comments on it for
staff study.

Another area where the tax system can be appropriately
used is that of taxes imposed as user charges to defray the
costs of Government programs conferring special benefits m
a particular group. The user charge programs in the trans-
portation area are an example.

Finally, the tax system itself as a functioning mechan
ism can be the object of cost-effectiveness studies. We
need to know more about the administration of that systen,
such as the degree of compliance in various income areas
and the most effective ways of increasing compliance. We
need to know what information should be sought on tax
returns, what statistical data should be obtained and
tabulated and published by the Service in the light of its
own needs and the overall reporting requirements placed on
the private sector by the Government, how that data can be
used to guide us both in the administration of the tax

system and in evaluating existing provisions and new
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legislative proposals, and how the data and information
gained can be used constructively to increase knowledge ip
other areas.

We have learned much about the use of tax policy in
the last few years, and many prejudices surrounding this
area have been swept aside. Our experience has not led us
to discard caution or careful examination in considering
future tax changes. But at the same time we have learned
that tax policy -- properly used -- can be highly effec-
tive.

We can look forward to such creative use of tax policy
on an increasing scale in the years ahead, and I am confident
it will prove an effective means of helping us to move

forward toward the goals of the Great Society.
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PRESS RELEASE COR A.M. HESSPAFERS, Uctober &, 1965

United states - Trinided and Tobazo Tax Treaty
Te Ba Reuegotiated

Delegations from the United itates and frow Trinicad
oA Qe

snd Tobago teimpueronmmwwcert ducmsim%aomcmmg the

revision of the income tax treaty between the two countries.
The purpose of such an income tax treaty is to avoid the
possibility of double taxation,

The United states delegation was headed by stanley 5.
Surrey, Assistant Secretary of the Tressury. The Trinidad
and Tobago delegation was headed by the Leputy iecretary,
Ministry of Finance, ¥rs. Fatricia %;obiusm.%fha treaty
rensgotiation is%a take accouat of prospective
revision in the tax system of Trinidad and Tobago., imier
the present system ia that country individual shareholdexrs
are allowed & tax credit for the corporate profits tax
already paid by the corporation, lnder the revised systew,
which will go ieto effect in Trinmidad and Tobago next year,
the tax treatment will be similar to that of the Uaited
itates and to that recently adepted by the United Hiagdom ~-
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corporations will be taxed on their ipécwe snd shareholders
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will Mf\uxod on their dividends.



TREASURY DEPARTMENT

WASHINGTON. D.C.
October 5, 1965

FOR RELEASE A.M. NEWSPAPERS
WEDNESDAY, OCTOBER 6, 1965

UNITED STATES - TRINIDAD AND TOBAGO
TAX TREATY TO BE RENEGOTIATED

Delegations from the United States and from Trinidad
and Tobago held discussions on October 4 concerning the
revision of the income tax treaty between the two countries,
The purpose of such an income tax treaty is to avoid the
possibility of double taxation.

The United States delegation was headed by Stanley S.
Surrey, Assistant Secretary of the Treasury. The Trinidad
and Tobago delegation was headed by the Deputy Secretary,
Ministry of Finance, Mrs. Patricia Robinson.

The treaty renegotiation is necessary to take account of
prospective revision in the tax system of Trinidad and Tobago.
Under the present system in that country individual shareholder
are allowed a tax credit for the corporate profits tax
already paid by the corporation. Under the revised systenm,
which will go into effect in Trinidad and Tobago next year,
the tax treatment will be similar to that of the United
States and to that recently adopted by the United Kingdom --
corporations will be taxed on their profits and shareholders
will be separately taxed on their dividends.

The delegations agreed a new treaty should be
negotiated as quickly as possible, and that they would meet 3

before the end of this year in Port-of-Spain, Trinidad,
to continue discussions.
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r other disposition of Treasury bills does not have any special treatment, as

under the Internal Revenue Code of 1954. The bills are subject to estate,

ltance, gift or other excise taxes, whether Federal or State, but are exempt from
xation now or hereafter imposed on the principal or interest thereof by any State,
r of the possessiohs of the United States, or by any local taxing authority. For
ies of taxation the amount of discount at which Treasury bills are originally sold
' United States is considered to be interest. Under Sections 454 (b) and 1221 (5)
: Internal Revenue Code of 1954 the amount of discount at which bills issued here-
are sold is not considered to accrue until such bills are sold, redeemed or other-
isposed of, and such bills are excluded frdm consideration as capital assets.
ingly, the owner of Treasury bills (other than life insurance companies) issued
der need include in his income tax return only the difference between the price

or such bills, whether on original issue or on subsequent purchase, and the amount -
ly received either upon sale or redemption at maturity during the taxable year

ich the return is madé, as ordinary gain or loss.

reasury Department Circular No. 418 (current revisioh) and this notice, prescribe
ms of the Treasury bills and govefn the conditions of their issue. Copies of

rcular may be obtained from any Federal Reserve Bank or Branch.
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ated forms and forwarded in the special envelopes which will Be supplied by Federal
erve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account of customers pro-
2d the names of the customers are set forth in such tenders. Others than banking
fitutions will not be permitted to submit tenders except for their own account.

iers will be received without‘deposit from incorporated banks and trust companies
from responsible and recognized dealers in investment securities. Tenders from

irs must be accompanied by payment of 2 percent of the face amount of Treasury bills
lied for, uniess the tenders are accompanied by an express guaranty of payment by
.ncorporated bank or trust company.

Immediately after the closing hour, tenders will be opened at the Federal Reserve
‘s and Branches, following which public anouncement will be made by the Treasury
irtment of the amount and price range of accepted bids. Those submitting tenders
.beradvised of the acceptance or rejection thereof. The Secretary of the Treasury
essly reserves the right to accept or reject any or all tenders, in whole or in
» and his action in any such respect shall be final. Subject to these reserva-

8, noncompetitive tenders for each issue for $200,000 or less without stated
e from any one bidder will be accepted in full at the average price (in three

mals) of accepted competitive bilds for the respective issues. Settlement for

pted tenders in accordance with the bids' must be made or completed at the Federal

rve Bank on __October 1k, 1965 , in cash or other immediately available funds
1 a like face amount of Treasury bills maturing October 14, 1965 . Cash
:xchange tenders will receive equal treatment. Cash adjustments will be made for
'rences between the par value of maturing bills accepted in exchange and the 1ssue
¢ of the new bills.

The income derived from Treasury bills, whether interest or gain from the sale or

* disposition of the bills, does not have any exemption, es such, and loss from the



TREASURY DEPARTMENT
Washington

IMMEDIATE RELEASE,

isﬂi TREASURY 'S WEEKLY BILL OFFERING

. The Treasury Department, by this public notice, invites tenders for two series

$2,ZOOﬁOO0,000 » or thereabouts, for

and in exchange for Treasury bills maturing October 14, 1965 » in the amount

oM

October 6, 1965

reasury bills to the aggregate amount of

2.202 s as follows:

91 -day bills (to maturity date) to be issued October 14, 1965

in the amount of $1,200,000,000 , or thereabouts, represent-
T N '

ing an additional amount of bills dated July 15, 1965

’

and to mature _ January 13, 1966 , originally issued in the

amount of $1,oooi711,ooo » the additional and original bills

to be freelylinterchangeable.

182 -day bills, for $1,000,000,000 , or thereabouts, to be dated

ctober 14, 1965 , and to mature April 14, 1966 .
Has) BN

The bills of both series will be issued on a discount basis under competitive

ioncompetitive bidding as hereinafter provided, and at maturity their face amount
be payable without interest. They will.be issued in bearer form only, and in
tnations of $1,000, $5,000, $10,000, $50,000, $100,000, $500,000 and $1,000,000 |
rity value).

Tenders will be received at Federal Reserve Banks and Branches up to the closing

Daylight Saving .
one-thirty p.m., Eaetern/ﬂzxnﬂxx& time, Monday, October 11, 1965 « Tenders

not be received at the Treasury Department, Washington. Each tender must be
2 even multiple of $1,000, and in the case of competitive tenders the price
»d must be expressed on the basis of 100, with not more than three decimals,

, 99,925, Fractions hay not be used. It is urged that tenders be made on the



TREASURY DEPARTMENT

WASHINGTON. D.C.
October 6, 1965

FOR IMMEDIATE RELEASE
TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by this public notlce, invites tendem
for two series of Treasury bills to the aggregate amount of
$ 2,200,000,000,0r thereabouts, for cash and in exchange for
Treasury bills maturing October 14, 1965, in the amount of

$2,202,515,000, as follows:

91.day bills (to maturity date) to be issued October 14, 1965,
in the amount of $1,200,000,000, or thereabouts, representing an
additional amount of bills dated July 15, 1965 , and to
mature January 13, 1966 originally issued in the amount of
$ 1,000,711,000,the additional and original bllls to be freely
interchangeable.

182-day bills, for $1,000,000,000, or thereabouts, to be dates
October 14, 1965, and to mature April 14, 1966.

The bllls of both serles will be issued on a discount basis unde
competitive and noncompetitive bidding as hereinafter provided, and s
maturity their face amount will be payable without interest. They
will be issued in bearer form only, and in denominations of $1,000,
$5,000, $10,000, $50,000, $100,000, $500,000 and $1,000,000
(maturity value).

Tenders will be received at Federal Reserve Banks and Branches
up to the closing hour, one-thirty p.m., Eastern Daylight Saving
time, Monday, October 11, 1965, Tenders will not be
recelved at the Treasury Department, Washington. Each tender must
be for an even multiple of $1,000, and in the case of competitive
tenders the price offered must be expressed on the basis of 100,
with not more than three decimals, e. g., 99.925. Fractions may nol
be used. It is urged that tenders be made on the printed forms amd
forwarded in the special envelopes which will be supplied by Feders
Reserve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account ¢
customers provided the names of the customers are set forth in such
tenders. Others than banking institutions will not be permitted t0
submit tenders except for their own account. Tenders will be recel
without deposit from incorporated banks and trust companies and frd
responsible and recognized dealers in investment securities. Tend®
from others must be accompanied by payment of 2 percent of the face
amount of Treasury bills applied for, unless the tenders are

accompanied by an express guaranty of payment by an incorporated b
or trust company.
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Immediately after the closing hour, tenders will be opened at the
ral Reserve Banks and Branches, following which public announce-
will be made by the Treasury Department of the amount and price
e of accepted bids. Those submitting tenders will be advised
he acceptance or rejection thereof. The Secretary of the Treasury
essly reserves the right to accept or reject any or all tenders,
hole or in part, and his action in any such respect shall be
1. Subject to these reservations, noncompetitive tenders for
issue for $200,000 or less without stated price from any one
er will be accepted in full at the average price (in three
nals) of accepted competitive bids for the respective issues.
lement for accepted tenders in accordance with the bids must be

or completed at the Federal Reserve Bank on October 14, 1965, in
or other immediately available funds or in a like face amount
reasury bills maturing October 14, 1965. Cash and exchange tenders
receive equal treatment. Cash adjustments will be made for
'rences between the par value of maturing bills accepted in
inge and the issue price of the new bills.

The income derived from Treasury bills, whether interest or
from the sale or other disposition of the bills, does not have
:xemption, as such, and loss from the sale or other disposition
‘easury bills does not have any special treatment, as such,

' the Internal Revenue Code of 1954. The bills are subject to
e, inheritance, gift or other excise taxes, whether Federal or
, but are exempt from all taxation now or hereafter imposed on
rincipal or interest thereof by any State, or any of the

ssions of the United States, or by any local taxing authority.
urposes of taxation the amount of discount at which Treasury
are originally sold by the United States is considered to be
est. Under Sections 454 (b) and 1221 (5) of the Internal

ue Code of 1954 the amount of discount at which bills issued
nder are sold is not considered to accrue until such bills are
redeemed or otherwise disposed of, and such bills are excluded
consideration as capital assets. Accordingly, the owner of

iry bills (other than life insurance companies) issued hereunder
include in his income tax return only the difference between
sice paid for such bills, whether on original issue or on

juent purchase, and the amount actually received either upon

¥ redemption at maturity during the taxable year for which the
! is made, as ordimary gain or loss.

'reasury Department Circular No. 418 (current revision) and this
. prescribe the terms of the Treasury bills and govern the

iong of their issue. Copies of the circular may be obtained from
deral Reserve Bank or Branch.
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"As law enforcement officials responsg for
protecting the lives and safety of local citizens,
the police chiefs know a# first hand the tragic role
such dangerous weapons play when in the wrong hands
and the extent to which they are used to commit
crime. Their action yesterday, together with the
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FOR IMMEDIATE RELEASE

TREASURY ENFORCEMENT HEAD PRAISES POLICE CHIEF‘é>3
SUPPORT OF FIREARMS BILL

Endorsement yesterday by the International Association
\ 7
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of Chiefs of Police/legislation supported by the TréasuryA
aimed at tighter Federal control of firearms, was praised
today by David C. Acheson, Special Assistant to the
Secretary (For Enforcement).

Referring to the resolution passed by the IACP in

its

thir annual meeting in kM;amié% this week, Mr. Acheson said:

"The International Association of Chiefs of
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TREASURY DEPARTMENT

WASHINGTON. D.C.
October 8, 1965

FOR IMMEDIATE RELEASE

TREASURY ENFORCEMENT HEAD PRAISES POLICE
CHIEFS SUPPORT OF FIREARMS BILL

Endorsement yesterday by the International Association
of Chiefs of Police of legislation supported by the Treasury
and the Department of Justice, aimed at tighter Federal control
of firearms, was praised today by David C. Acheson, Special
Assistant to the Secretary (For Enforcement).

Referring to the resolution passed by the IACP in its
annual meeting in Miami this week, Mr. Acheson said:

"The International Association of Chiefs of
Police should be congratulated for its action
yesterday endorsing the enactment of S. 1592 or
similar Federal legislation which will assist the
states in controlling the interstate traffic in
dangerous firearms. Criminals, juveniles and
irresponsible persons can too easily acquire
destructive military-type weapons and handguns.

The resulting deaths and injuries have demonstrated
the urgent need for new, effective firearms controls.
The chiefs of police have met this head-on

in the action yesterday.

""As law enforcement officials responsible for
protecting the lives and safety of local citizens,
the police chiefs know first hand the tragic role
such dangerous weapons play when in the wrong hands
and the extent to which they are used to commit
crime. Their action yesterday, together with the
similar action taken by the American Bar Association
on August 10, shows the unequivocal support given by
the nation's leaders to the Administrations effort
to strengthen the Federal Firearms Act."

00o
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TREASURY DEPARTMENT
WASHINGTON, D.C.
October 8, 1965

FOR RELEASE SUNDAY NEWSPAPERS
OCTOBER 10, 1965

COAST GUARD ICEBREAKER NORTHWIND COMPLETES
MAJOR MARINE STUDY IN SIBERIAN ARCTIC

Assistant Secretary True Davis today announced the
completion by the U. S. Coast Guard icebreaker NORTHWIND of
the most intensive oceanographic study ever carried out by the
United States in the far north Kara Sea..

The ship will depart Oslo, Norway, October 10, arriving
in New York October 21. The NORTHWIND will proceed the following
day to her homeport, Seattle, Washington.

During her two-month stay in the Arctic above Soviet
Russia the NORTHWIND became the first American vessel to
traverse the Kara Sea on an oceanographic mission. The NORTHWIN'
study was part of the United States program for oceanography,
being conducted in cooperation with the Inter-governmental
Oceanographic Commission (IOC) of the United Nations. The
information gathered by the NORTHWIND will be made available
to the World Data Center A for Oceanography in Washington, D.C.
World Data Center B is in Moscow, U. S. S. R. The two centers
exchange oceanographic information.

Soviet destroyers stayed near the NORTHWIND during much of
her voyage, but did not interfere. During the passage through the
Kara Sea the Soviet vessels and the NORTHWIND exchanged:hﬁomwl
messages by blinker light.

~ The NORTHWIND gathered information at 132 points on water
temperature, salinity, dissolved oxygen and nutrients. She also
obtained bottom core samples at approximately half of the
observation points. Core samples will be examined, among other
things, for evidence of radioactivity.

(over)
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Data obtained also enabled 15 marine scientists on board
he NORTHWIND to chart ocean currents in the far north region.
‘leologic characteristics of the sea bottom in this area were

etermined by measurement of shock waves set up by small
nderwater explosions.

The scientific party consisted of teams from the U. S.
aval Oceanographic Office, and the Geophysical and Polar
esearch Center of the University of Wisconsin,

To the American scientific community the NORTHWIND's
tudy is especially significant since it was carried out in an
rea never visited before by a modern United States scientific
xpedition. The NORTHWIND's visit, therefore, will make a
ajor contribution to the world's knowledge of far northern
aters.

0o0o



TREASURY DEPARTMENT

WASHINGTON, D.C.
October 11,1965

FOR_IMMEDIATE RELEASE

TREASURY MARKET TRANSACTIONS IN SEPTEMBER

During September 1965, market transactions in
direct and guaranteed securities of the government
for Treasury Investment and other accounts resulted
in net purchases by the Treasury Department of

$198,622,300.00.
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TREASURY DEPARTMENT

WASHINGTON, D.C.
October 11,1965

FOR IMMEDIATE RELEASE

TREASURY MARKET TRANSACTIONS IN SEPTEMBER

During September 1965, market transactions in
direct and guaranteed securities of the government
for Treasury Investment and other accounts resulted
in net purchases by the Treasury Department of

$198,€22,300.00.
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TREASURY DEPARTMENT

'[EASE A.M. NEWSPAPERS, WASHINGTON., D.C.
¥, October 12, 1965, October 11, 1965

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

.he Treasury Department announced last evening that the tenders for two series of
ry bills, one series to be an additional issue of the bills dated July 15, 1965,
.6 other series to be dated October 1L, 1965, which were offered on October 6,
Jpened at the Federal Reserve Banks on October 1l. Tenders were invited for

5000,000, or thereabouts, of 9l-day bills and for $1,000,000,000, or thereabouts,
-day bills. The details of the two series are as follows:

OF ACCEPTED 91-day Treasury bills s 182-day Treasury bills

YTIVE BIDS: . maturing January 13, 1966 maturing April 1k, 1966

: Approxe. Equive 3 Approx. Equiv,
Price Annual Rate 3 Price Annual Rate

gh ?80992 3.%8% 3 970892 é/ h0170f

W 98.983 4.023% 3 97,884 L,185%

erage 98.987 L.006% 1/ 97,887 L.180% 1/

septing 2 tenders totaling $5,000,000
rcent of the amount of 9l-day pills bid for at the low price was accepted

}cent of the amount of 182~day bills bid for at the low price was accepted
'TENDERS APPLIED FCR AND ACCEPTED BY FEDERAL RESERVE DISTRICIS:

tict Applied For Accepted ¢t Applied For Accepted

m $ 25,09,,000 § 15,594,000 s §$ =21,9.8,000 $  6,9.8,000
fork 1,271,919,000 650,919,000 ¢ 1,192,786,000 487,899,000
idelphia 30,873,000 18,873,000 3 14,583,000 6,413,000
sland 36,801,000 36,771,000 3 45,20k ,000 31,215,000
rond 24,378,000 18,878,000 17,531,000 11,531,000
1ta 57,005,000 50,755,000 32,406,000 18,243,000
1g0 289,748,000 179,248,000 13 330,540,000 156,887,000
ouis 53,423,000 48,773,000 ¢ 30,585,000 28,585,000
:apolis 19,422,000 19,422,000 12,429,000 8,799,000
s City 39,654,000 39,654,000 22,329,000 16,204,000
t: 30,216,000 23,716,000 12,631,000 7,540,000
rancisco 221,174,000

105,016,000 97,516,000 3 272,860,000 |
TOTALS ‘_EELFL—$1,9 ,049,000 $1,200,119,000 b/ 372‘_5"8_2"'5,00 4,832,00 37_"‘Tf1,001, 38,000 </

dudes $313,943,000 noncompetitive tenders accepted at the average price of 98,987
sludes $142,800,000 noncompetitive tenders accepted at the average price of 97.887
'a coupon issue of the same length and far the same amount invested,)i the return on
ise bills would provide yields of 4.10%, foar the 9l-day bills, and «33%, far the
\wday bills, Interest rates on bills are quoted in terms of bank discount with

. return related to the face amount of the bills payable at maturity rather than

' amount invested and their length in actual number of days related to a 360-day
r. In contrast, yields on certificates, notes, and bonds are computed in terms
interest on the amount invested, and relate the number of days remaining in an
erest psyment period to the actual number of days in the period, with semianmal
pounding if more than one coupon period is involved,

aM{‘/@ S e



TREASURY DEPARTMENT

FOR RELEASE A.M. NEWSPAPERS, WASHINGTON. D.C.
Tuesday, October 12, 1965, October 11, 1965

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced last evening that the tenders for two sep,
Treasury bills, one series to be an additional issue of the bills dated July 15,1
and the other series to be dated October 1k, 1965, which were offered on October
were opened at the Federal Reserve Banks on October 1ll. Tenders were invited fop
$1,200,000,000, or thereabouts, of 91-day bills and for $1,000,000,000, or th
of 182-day bills., The details of the two series are as follows:

RANGE OF ACCEPIED 91-day Treasury bills 3 182-day Treasury bill
COMPETITIVE BIDS: maturing Jamuary 13, 1966 maturing April 1, 19%
Approx, Equive 3 Approx, iy

Price Annual Rate ] Price Annual
High 98.992 3.900% 3 97892 a; od [0y
Low 98.983 4.023% s 97,88 h.l&éz'
Average 98.987 4.006% 1/ : 97.887 Lelbos)

Excepting 2 tenders totaling $5,000,000
0 percent of the amount of 91-day’ bills bid for at the low price was accepted

74 percent of the amount of 182-day bills bid for at the low price was accepted
TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted ¢t Applied For Accepted
Boston $ 25,594,000 $ 15,594,000 : § 21,9.8,000 $ ’
New York 1,271,919,000 650,919,000 s 1,192,786,000 187,69
Philadelphia 30,873,000 18,873,000 14,583,000 6,l13
Cleveland 36,801,000 36,771,000 L5,20k,000 31,24
Richmond 21,378,000 18,878,000 2 17,531,000 11,53
Atlanta 57,005,000 50,755,000 @ 32,406,000 18,3;
Chicago. 289,748,000 179,248,000 330,540,000 156,
Ste Louis 53,423,000 48,773,000 30,585,000 28,5%
Minneapolis 19,422,000 19,422,000 12,429,000 8,7
Kansas City 39,654,000 39,654,000 22,329,000 16,2
Dallas 30,216,000 23,716,000 2 12,631,000 7,500,
San Francisco H

105,016,000 97,516,000 272,860,000 224 1,
TOTALS §1,58L,0L9,000 %1,200,119,000 b/ m‘azf’—a, 4,832 ,00 ﬁjo'o!fm
b/ Includes $313,943,000 noncompetitive tenders accepted at the average price
g/ Includes $142,800,000 noncompetitive tenders accepted at the average price o
1/ On a coupon issue of the same length and far the same amount invested, the
these bills would provide yields of L.10%, for the 91-day bills, and L33 f
182-day bills, Interest rates on bills are quoted in terms of bank discoust!
the return related to the face amount of the bills payable at maturity rstbe
the amount invested and their length in actual mumber of days related to lﬂ
year. In contrast, ylelds on certificates, notes, and bonds are computed i3
of interest on the amount invested, and relate the number of days reminiﬂ
interest payment period to the actual number of days in the period, with sest
compounding if more than one coupon period is involved,
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id for its currency interr_xationally, has made the dollar -- along with gold --

e basic international reserve assets. We cannot afford to take side excur-

s from our present policy which could cause a loss of confidence in us
d in turn the dollar,

In summary, I point out that the root cause of our monetary problem
our balance-of-payments deficit and this is the problem to which we must
*ect our attention and which we must solve. This is the course of action
ich we are following and must follow, for we cannot continue to sustain
icits of the magnitude of recent years. Consequently, it is essential
t we continue to pursue vigorously the measures outlined by the President
stem the outflow of dollars abroad and thus reduce substantiaily, if not
apletely eliminate, the deficits which have led to our gold losses in the

few years. Our effort in this direction, by the very nature of the problem,
st be broad. Not only does it involve many interrelated programs which re-
‘e support and participation by many departments and agencies of the Govern-

t but it also requires the understanding and cooperation of business, labor

nance.
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This plan would be in serious conflict with the various obligations
IMF members, who have agreed to maintain a parity within a margin
one percent on either side of the declared par value. This proposal
self, of course, is based on the assumption that the United States' offer
buy gold is the controlling factor in the goid rparket. But certainly this
sumption can be challenged. And, in any event, the risks inherent in a
yve that could trigger generalized uncertainty and doubt far outweigh
atever dubious advantages such a move might offer.
At this point I wish to repeat what I said before; namely, the role

the dollar internationally has been possible for a number of reasons

the overriding one is the knowledge that dollars are freely convertible

gold at the fixed price of $35 per ouﬁce. At the same time we have
:red to buy gold freely, thus making it a two-way street. The fact that
have not varied from this policy and this fixed price for over thirty years,

3 the fact that we are the only country which stands ready to exchange
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ted, for example, that world trade virtually doubled in the last decade
one, while domestic economies were moving briskly forward.

The theoretical arguments for floating exchange rates can be presented
th great effectiveness and appeal but we believe that such a system, in
actice, could prove extremely disruptive to world trade and financial
insactions.

There is another school that would have the United States continue
fixed selling price of gold at $35 but they would have us suspend purchases
make purchases on a limited scale. This plan contemplates a lower price
gold by removing the United States from the buying side at the fixed
price. The advocates of this plan contend that the guaranteed price
gold is conducive to speculation, especially by individuals, and, there-

e, if the guaranteed price is removed, private speculation in gold would
east be less attractive. It is further contended that the desire of some
ntries to hold a large proportion of their reserves in gold would be

1pened.
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fluctuation, whereas others would let the dollar float free ly. This
hool holds that fixed exchange rates create the need for large reserves.
1ey feel that fixed exchange rates tend to restrain individual countries
>m following indicated and desirable domestic policies. They contend
it if exchange rates were free to move up and down in the market, a
lance-of-payments deficit would be reflected in a cheapening of the
untry's currency which would bring about desired adjustments in the

de pattern; that is, lower imports and higher exports.

During the postwar period we have striven through the International
netary Fund and through international monetary cooperation to develop
ayments system based on stable exchange rates firmly linked to gold.

e exchange rates would introduce uncertainties and disruptions in ex-
nge transactions and would not be conducive to trade between countries,
ch has grown so greatly since World War II under a system of basically

d exchange rates among the major industrial countries. It should be
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iley combine the proposal that the world once again accept automatic
gulation of its money supply according to the vagaries of world gold
oduction with the proposal that the implied and stated commitments
the gold exchange standard be repudiated to the advantage of a few
d the disadvantage of many. It is easy to see how it might be appeal-
g to the major gold-producing countries, including the Union of South
rica énd the U.S.S.R., and even perhaps to a few countries holding a
gh proportion of their reserves in gold. It would, of course, be dis- |
iminatory against countries which have kept a substantial fraction of
3ir reserves in the form of reserve currencies, We believe our com-
tment to maintain the fixed parity of $35 an ounce between gold and
llars is basic to the stability of the world monetary system.

It has also been proposed that we abandon our rigid policy of
ying and selling gold at $35 per ounce, thus letting the exchange rate

the dollar fluctuate or float. Some advocates would limit the amount
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Another suggested solution to our balance-of -payments problem
to return to a gold standard system. Some may have other motives
t many advocates of this solution believe that the international monetary
'stem at the present time is experiencing a surplus of liquidity mainly
cause of too many dollars. They believe the automatic adjustment which
ey attribute to the gold standard would correct the situation and bring
out a balance.

A return to the gold standard and its so-called automatic adjustment
iplies a sharp curtailment of world reserves and world liquidity. Inherent
this solution is the threat of worldwide deflation. Some who suggest the
turn to the gold standard recognize the threat of dangerous deflationary
assures and, therefore, recomménd that there be a general increase in

price of gold so as to offset this deflationary pressure.

Such suggestions are thoroughly unacceptable to the United States.
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ficial price to mean that we had made a judgment that the official price
as too low; that in some way, directly or indirectly, we were on the way
changing our official price. This could lead to speculation against our

irrency.

We often hear it said that subsidies are vpaid by other countries,
erefore, why not by the United States.

The answer is tﬁat the monetary units of other countries do not
ve the status of the dollar, and other countries do not have the responsi-
ity for maintaining a fixed relationship between their currencies and
d. Gold in the United States is a monetary metal and cannot be treated
a commodity, as are products of other industries, or as gold is
ated in some countries. The usual reasons, therefore, for urging
d subsidies in other couniries or for urging subsidies to other industries

his country are not applicable to gold in the United States.
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» replace the gold losses of the last seven and one -half years.
In this connection, let's take a look at recent gold production figures
:re in the United States and in the Free World.
| In the United States production reached its peak in 1940, when it
nounted to $170 million. In 1964, United States production amounted to
ily $51.4 million. Free World production, on the other hand, has in-
‘eased from $738 million after World War II to $1.4 billion in 1964.
stimates are that for at least the next few years Free World production
1l continue to increase. As it now stands, based on 1964 figures, United
ates production is only 3. 7 percent of Free World production.
A subsidy, in short, cannot solve the problem. And it would present
very real danger to our dollar,
We cannot afford to run the risk of having a second price for gold
the United States alongside the official price. Our creditors -- those

it hold dollar balances -- would interpret any price other than the
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ould bring forth enough gold within a few years to offset our decrease in
’ld stocks. This decrease has amounted to $8. 8 billion in the past seven
1d one half years -- the period when our gold losses were greatest.

Is it conceivable, therefore, that subsidization could reverse the
end and cause such an increase in production that our gold stocks would
rach the 1950 or 1958 level? What does experience tell us? In 1.934,
1en the price of gold was increased 69 percent -- when labor and supplies
:re cheap, so that it was feasible to rework old ore dumps and tailing piles
d to dredge the gold-bearing streams in the West -- our gold production
ightly more than doubled. Consider the different economic conditions pre-
iling today -- the present cost of labor and machinery -- and speculate as
the kind of subsidy that would be required to insure the large-scale pro-
ction necessary to restore the lost gold. The Department of the Interior
ew years ago, in commenting on one of the proposed subsidy bills, in-
:ated that a 100 percent subsidy would about double today's production.

that rate, it would take the increase due to the subsidy about 170 years
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On the basis of figures for the first half of this year we are running

deficit of about $1. 3 billion on an annual basis. Our gold losses, however,

wve been large and we lost $1.2 billion during the first half of this year,
it including $258. 8 million paid into the International Monetary Fund on
ine 30. Our gold stock after this payment stood at $14 billion.

The picture today with respect to foreign exchange holdings shows
at foreign monetary authorities hold about $14. billion in their reserves.
'ivate holdings amount to about $11 biilion. Nonmonetary international
stitutions also hold about $1.5 billion.

The United States balance-of-payments deficits which provided the
1ible for the accumulations of dollar balances by others, plus our loss
gold, have provided in many quarters the opportunity to come forth with
ariety of solutions to our probiem, some of vhich relate to gold. Let's
e a look at some of these proposais.

It has been said that a subsidy to gold producers in the United States



)49 and totaled about $7 billion. During this period our gold stock rose
$4. 5 biilion and amounted to $24. 6 billion at the end of 1949,

In 1950 our balance-of-payments picture changed from surplus to
ficit and during the seven-year period through 1956 we had a total deficit
$10.7 bitlion. During this period our gold stock declined only $2.5 biilion.
the end of 1956 our gold stock amounted to $22.1 billion.

In 1957, due to the Suez crisis, we again showed a surplus in our
lance of payments which amounted to $500 million; however, our gold
>ck increased $800 million. Our gold stock at the end of 1957 amounted
$22. 9 billion which was nearly $3 billion more than we had at the close
World War II and only $1. 7 billion less than we had at the end of 1949.

In 1958 we started a period of very large and persistent balance-
‘payments deficits which have been with us every year since. During

period 1958 through 1964 our deficits amounted to $24. 3 billion and

gold losses were $7.4 billion,



>llars. Because of the importance of this link, successive Presidents of
»th political parties have given assurance that the $35 price would be de-
:nded with all the resources of the country. Doubt as to our intention of
mtinuing this pledge could cause a severe drain on our gold supplies

1d could disrupt not only our economy but also the economies of the
»untries of the Free World.

We do not, I might note here, sell gold to foreign individuals.
owever, we sell gold for legitimate industrial, professional and artistic
je in the United States.

Inasmuch as the dollar claims held by others, which we stand
:ady to convert into gold, were accumulated through our balance-of-
yments transactions, I think it would be appropriate to trace briefly
e history of the U. -S. payments picture during the period since World
ar II. This will give us a picture of where we stand today.

Our payments balance was in surplus during the period 1946 through
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mounts as a supplement to the gold supply in furnishing liquidity to the
‘ade between the countries of the world. A great many countries made
decision that the dollar best met their needs as a reserve asset and be-
wse of its general acceptability and other factors the use of the dollar
. private trading transactions became worldwide. To reach this position
:quired confidence in the dollar. This has been possible for a number of
:asons, but a fundamental aspect has been our policy of buying and selling
1d at a fixed price to foreign governments, central banks and under certain
nditions to international institutions, for the settlement of international
lances and for other legitimate rhonetary purposes. Qur pledge to main-
n that price has been and still is the foundation upon which the stability
the gold exchange standard is based.

The dollar is the only currency that maintains this link between
ney and gold, and the monetary system of the entire Free World is

ged to this interconvertibility which we maintain between goid and
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ature of its use remain stable. We in the Treasury think of gold as a
aonetary metal -- not as a commodity. The gold dollar is the standard
f unit and is defined as 15-5/21 grains of gold nine-tenths fine. This
mounts to one thirty-fifth of an ounce of gold and therefore makes the
fficial price of gold $35 per fine ounce. Also,v we must keep in mind
1at the dollar not only is involved in our domestic economy, but also
s used as a reserve currency by others as a supplement to the world's
>id supply.
Our Government's policy on gold, therefore, is essentially the
\me today as it was in 1934, when Congress enacted the Gold Reserve
*t. Our basic policy has been -- and remains -- one of centralizing the
1d stock of the country in the hands of the Government under the jurisdic-
n of the Treasury and maintaining a fixed price of $35 an ounce for gold.
Prior to World War II the dollar evolved as a key currency of the

rid and since World War II the world has accepted the dollar in increasing



R RELEASE UPON DELIVERY TREASURY DEPARTMENT
Washington

REMARKS BY LELAND HOWARD
DIRECTOR, OFFICE OF DOMESTIC GOLD AND SILVER OPERATIONS
AT THE 1965 MINING CONVENTION OF THE
AMERICAN MINING CONGRESS
LAS VEGAS, NEVADA
THURSDAY, OCTOBER 14, 1965
2:00 p, M., PDT.

TREASURY'S GOLD POLICY

I welcome this opportunity to meet with this distinguished gathering

representatives of one of our nation's most essential industries and to

wve the opportunity to restate the Treasury's position on gold.
At the very outset and before I proceed further, I believe it would

:lp in explaining Treasury's position if I pointed out the difference between
inking of gold as a commodity and as a monetary metal. You as producers
e interested in bringing out of the ground a ton of material for which you

n obtain a price, on the basis of the metal or metals therein, that will
fset your cost of mining the ton of material. As the cost of mining in-
eases you feel that the price of gold should increase. The fact that the
stal content of an ore body is not inexhaustible, is even forgotten some-

nes. As a monetary metal, however, the price of gold must by the



TREASURY DEPARTMENT
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REMARKS BY LELAND HOWARD
DIRECTOR, OFFICE OF DOMESTIC GOLD AND SILVER OPERATION
AT THE 1965 MINING CONVENTION OF THE
AMERICAN MINING CONGRESS
LAS VEGAS, NEVADA
THURSDAY, OCTOBER 14, 1965
2:00 P, M., PDT,

TREASURY'S GOLD POLICY

I welcome this opportunity to meet with this distinguished gathering
of representatives of one of our nation's most essential industries and to
have the opportunity to restate the Treasury's position on gold.

At the very outset and before I proceed further, I believe it would
help in explaining Treasury's position if I pointed out the difference betwi
thinking of gold as a commodity and as a monetary metal. You as producs
are interested in bringing out of the ground a ton of material for which y®
can obtain a price, on the basis of the metal or metals therein, that will
offset your cost of mining the ton of material. As the cdst of mining in-
creases you feel that the price of gold should increase. The fact that the
metal content of an ore body is not inexhaustible, is even forgottén some*

times. As a monetary metal, however, the price of gold must by the



iature of its use remain stable. We in the Treasury think of gold as a

nonetary metal -- not as a commodity. The gold dollar is the standard
f unit and is defined as 15-5/21 grains of gold nine-tenths fine. This

mounts to one thirty-fifth of an ounce of gold and therefore makes the

fficial price of gold $35 per fine ounce. Also, we must keep in mind

1at the dollar not only is involved in our domestic economy, but also
used as a reserve currency by others as a supplement to the world's
>ld supply.

Our Government's policy on gold, therefore, is essentially the
ime today as it was in 1934, when Congress enacted tﬁe Gold Reserve
st. Our basic policy has been -- and remains -- one of centralizing the
Id stock of the country in the hands of the Government under the jurisdic-
n of the Treasury and maintaining a fixed price of $35 an ounce for gold.

Prior to World War II the dollar evolved as a key currency of the

rid and since World War II the world has accepted the dollar in increasing
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amounts as a supplement to the gold supply in furnishing liquidity to the
trade between the countries of the world. A great many countries made
a decision that the doliar best met their needs as a reserve asset and be-
cause of its general acceptability and other factors the use of the dollar
in private trading transactions became worldwide. To reach this position
required confidence in the dollar. This has been possible for a number of
reasons, but a fundamental aspect has been our policy of buying and selling
gold at a fixed price to foreign governments, central banks and under certai
conditions to international institutions, for the settlement of international
balances and for other legitimate monetary purposes. Our pledge to main-
tain that price has been and still is the foundation upon which the stability
of the gold exchange standard is based.

The dollar is the only currency that maintains this link between
money and gold, and the monetary system of the entire Free World i8

hinged to this interconvertibility which we maintain between gold and



lollars. Because of the importance of this link, successive Presidents of
oth political parties have given assurance that the $35 price would be de-
ended with all the resources of the country. Doubt as to our intention of
ontinuing this pledge could cause a severe drain on our gold supplies

und could disrupt not only our economy but also the economies of the
ountries of the Free World.

We do not, I might note here, sell gold to foreign individuals.
lowever, we sell gold for legitimate industrial, professional and artistic
se in the United States.

Inasmuch as the dollar claims held by others, which we stand
2ady to convert into gold, were accumulated through our balance-of-

yments transactions, I think it would be appropriate to trace briefly
e history of the U. ‘S. payments picture during the period since World
ar II. This will give us a picture of where we stand today.

Our payments balance was in surplus during the period 1946 through
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1949 and totaled about $7 billion. During this period our gold stock roge
by $4.5 billion and amounted to $24. 6 billion at the end of 1949,

In 1950 our balance-of-payments picture changed from surplus to
deficit and during the seven-year period through 1956 we had a total defic
of $10.7 billion. During this period our gold stock declined only $2. 5 billi
At the end of 1956 our gold stock amounted to $22.1 billion.

In 1957, due to the Suez crisis, we again showed a surplus in our
palance of payments which amounted to $500 million; however, our gold
stock increased $800 million. Our gold stock at the end of 1957 amounted
to $22. 9 billion which was nearly $3 billion more than we had at the close
of World War II and only $1.7 billion less than we had at the end of 1848,

In 1958 we started a period of very large and persistent balance
of -payments deficits which have been with us every year since. Durin
the period 1958 through 1964 our deficits amounted to $24. 3 billion ané

our gold losses were $7.4 billion.



-6 -

On the basis of figures for the first half of this year we are running

deficit of about $1. 3 billion on an annual basis. OQur gold losses, however,

ive been large and we lost $1. 2 billion during the first half of this year,
it including $258. 8 million paid into the International Monetary Fund on
me 30. Our gold stock after this payment stood at $14 billion.

The picture today with respect to foreign exchange holdings shows
at foreign monetary authorities hold about $14- billion in their reserves.
ivate holdings amount to about $11 billion. Nonmonetary international
stitutions also hold about $1.5 billion.

The United States balance-of-payments deficits which provided the
hible for the accumuliations of dollar balances by others, plus our loss
gold, have provided in many quarters the opportunity to come forth with
ariety of solutions to our problem, some of which relate to gold. Let's
e a look at some of these proposals.

It has been said that a subsidy to gold producers in the United States
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would bring forth enough gold within a few years to offset our decrease in
gold stocks. This decrease has amounted to $8. 8 billion in the past sevep
and one half years -- the period when our gold losses were greatest,

Is it conceivable, therefore, that subsidization could reverse the
trend and cause such an increase in production that our gold stocks would
reach the 1950 or 1958 level? What does experience tell us? In 1934,
when the price of gold was increased 69 percent -- when labor and suppliés
were cheap, so that it was feasible to rework old ore dumps and tailing fﬁﬁl
and to dredge the gold-bearing streams in the West -- our gold production
slightly more than doubled. Consider the different economic conditions pre-
vailing today -- the present cost of labor and machinery -- and speculate 8
to the kind of subsidy that would be required to insure the large-scale pro-
duction necessary to restore the lost gold. The Department of the Interiof
a few years ago, in commenting on one of the proposed subsidy bills, if-
dicated that a 100 percent subsidy would about double today's producfiono

At that rate, it would take the increase due to the subsidy about 170 yea?



-8 -
to replace the gold losses of the last seven and one-half years.
In this connection, let's take a look at recent gold production figures
1ere in the United States and in the Free World.
| In the United States production reached its peak in 1940, when it
.mounted to $170 million. In 1964, United States production amounted to
nly $51. 4 million. Free World production, on the other hand, has in-
reased from $738 million after World War II to $1. 4 billion in 1964.
stimates are that for at least the next few years Free World production
ill continue to increase. As it now stands, based on 1964 figures, United
ates production is only 3. 7 percent of Free World production.
A subsidy, in short, cannot solve the problem. And it would present
very real danger to our dollar.
We cannot afford to run the risk of having a second price for gold
the United States alongside the official price. Our creditors -- those

it hold dollar balances -- would interpret any price other than the
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official price to mean that we had made a judgment that the official price
was too low; that in some way, directly or indirectly, we were on the way
to changing our official price. This could lead to speculation against our
currency.

We often hear it said that subsidies are paid by other countries,
therefore, why not by the United States.

The answer is that the monetary units of other countries do not
have the status of the dollar, and other countries do not have the responsi-
bility for maintaining a fixed relationship between their currencies and
gold. Gold in the United States is a monetary metal and cannot be treated
as a commodity, as are products of other industries, or as gold is
treated in some countries. The usual reasons, therefore, for urging
gold subsidies in other couniries or for urging subsidies to other industrief

in this country are not applicable to gold in the United States.
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Another suggested solution to our balance-of-payments problem

to return to a gold standard system. Some may have other motives
many advocates of this solution believe that the international monetary
tem at the present time is experiencing a surplus of liquidity mainly
ause of too many dollars. They believe the automatic adjustment which
y attribute to the gold standard would correct the situation and bring

wit a balance.

A return to the gold standard and its so-called automatic adjustment
lies a sharp curtailment of world reserves and world liquidity. Inherent
his solution is the threat of worldwide deflation. Some who suggest the
irn to the gold standard recognize the threat of dangerous deflationary
ssures and, therefore, recommend that there be a general increase in
price of gold so as to offset this deflationary pressure.

Such suggestions are thoroughly unacceptable to the United States.
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They combine the proposal that the world once again accept automatic
regulation of its money supply according to the vagaries of world gold
production with the proposal that the implied and stated commitments
of the gold exchange standard be repudiated to the advantage of a few
and the disadvantage of many. It is easy to see how it might be appeal-
ing to the major gold-producing countries, including the Union of South
Africa and the U.S.S.R., and even perhaps to a few countries holding a
high proportion of their reserves in gold. It would, of course, be dis-
criminatory against countries which have kept a substantial fraction of
their reserves in the form of reserve currencies. We believe our com-
mitment to maintain the fixed parity of $35 an ounce between gold and
dollars is basic to the stability of the world monetary system.

It has also been proposed that we abandon our rigid policy of
buying and selling gold at $35 per ounce, thus letting the exchangé rate

for the dollar fluctuate or float. Some advocates would limit the amount
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of fluctuation, whereas others would let the doliar float freely. This
school holds that fixed exchange rates create the need for large reserves.
They feel that fixed exchange rates tend to restrain individual countries
from following indicated and desirable domestic policies. They contend
that if exchange rates were free to move up and down in the market, a
balance -of -payments deficit would be reflected in a cheapening of the
country's currency which would bring about desired adjustments in the
trade pattern; that is, lower imports and higher exports.
During the postwar period we have striven through the International

Vonetary Fund and through international monetary cooperation to develop

payments system based on stable exchange rates firmly linked to gold.
‘ree exchange rates would introduce uncertainties and disruptions in ex-
hange transactions and would not be conducive to trade between countries,
hich has grown so greatly since World War ]I under a system of basically

xed exchange rates among the major industrial countries. It should be
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noted, for example, that world trade virtually doubled in the last decade
alone, while QOmestic economies were moving briskly forward.

The theoretical arguments for floating exchange rates can be pro
with great effectiveness and appeal but we believe that such a system, in
practice, could prove extremely disruptive to world trade and financial
transactions.

There is another school that would have the United States continue
its fixed selling price of gold at $35 but they would have us suspend purchy
or make purchases on a limited scale. This plan contemplates a lower prl
for gold by removing the United States from the buying side at the fixed
$35 price. The advocates of this plan contend that the guaranteed price
for gold is conducive to speculation, especially by individuals, and, ther
fore, if the guaranteed price is removed, private speculation in gold woul
at least be less attractive. It is further contended that the desire of $0m
countries to hold a large proportion of their reserves in gold would b¢

dampened.
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This plan would be in serious conflict with the various obligations
IMF members, who have agreed to maintain a parity within a margin
f one percent on either side of the declared par value. This proposal

gself, of course, is based on the assumption that the United States' offer

buy gold is the controlling factor in the gold market. But certainly this

isumption can be challenged. And, in any event, the risks inherent in a
ove that could trigger generalized uncertainty and doubt far outweigh
jatever dubious advantages such a move might offer.
At this point I wish to repeat what I said before; namely, the role

the dollar internationally has been possible for a number of reasons

the overriding one is the knowledge that dollars are freely convertible

gold at the fixed price of $35 per ouﬁce. At the same time we have
red to buy gold freely, thus making it a two-way street. The fact that
nave not varied from this policy and this fixed price for over thirty years

the fact that we are the only country which stands ready to exchange
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gold for its currency internationally, has made the dollar -- along with gol
the basic international reserve assets. We cannot afford to take side exey.
tions from our present policy which could cause a loss of confidence in ys
and in turn the dollar.

In summary, I point out that the root cause of our monetary problen
is our balance-of-payments deficit and this is the problem to which we mua
direct ‘our attention and which we must solve. This is the course of action
which we are following and must follow, for we cannot continue to sustain
deficits of the magnitude of recent years. Consequently, it is essential
that we continue to pursue vigorously the measures outlined by the Presiden
to stem the outflow of dollars abroad and thus reduce substantially, if not
completely eliminate, the deficits which have led to our gold losses in the
last few years. Our effort in this direction, by the very nature of the probl
must be broad. Not only does it involve many interrelated programs whick

quire support and participation by many departments and agencies of the 6

ment but it also requires the understanding and cooperation of business, L
and finance.
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WASHINGTON. D.C.
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FOR RELEASE A.M. NEWSPAPERS
WEDNESDAY, OCTOBER 13, 1965

ANNUAL SECRET SERVICE REPORT

James J. Rowley, Chief of the United States Secret Service, j
his annual report to the Secretary of the Treasury today made knop
that during fiscal year 1965, 723 persons were arrested for
manufacturing and passing counterfeit currency. Seventy-five percy
of the $3,363,809 counterfeit currency printed was confiscated befy
it was circulated.

Almost $4 million in U. S. Government checks were stolen and
forged during fiscal year 1965, Chief Rowley reported. The
Secret Service investigated 39,399 forgery cases and arrested 2,7
persons for forgery offenses. The Service also kept its close watc
on forgeries involving U.S. Savings Bonds. More than 5,500 caseso
this sort were investigated during the same period.

The report, transmitted to Secretary Henry H. Fowler, showed
that during the past ten fiscal years (1956-1965), 5,029 persons
were arrested for counterfeiting offenses -- an average of almost
503 each year. Of the $26 million known to have been counterfeited
during this period, 82 percent -- $22 million -- was seized before
it could be circulated.

"The dollar amount of counterfeiting reported this year is
considerably smaller than last year," Chief Rowley said, "but itis
significant that the number of arrests have varied very little
over the past several years. This seems to indicate that the
counterfeiters caught and convicted this year did not attempt to
make bogus money on as large a scale as they did last year, in whi
a record amount was both made and seized."

Chief Rowley, again this year, credited local, State and othe
Federal law enforcement agencies for their part in assisting the
Secret Service in the suppression of counterfeiting and forgeries
of government securities and checks. He also praised the aid give
by citizens in the identification of violators.

A copy of the Secret Service's Annual Report is attached.

Attachment

F-227



TREASURY DEPARTMENT

UNITED STATES SECRET SERVICE

1885 196§

WASHINGTON, D.C. 20220
OFFICE OF THE CHIEF

October 11, 1965

MEMORANDUM TO THE SECRETARY

Attention: Mr, David C. Acheson
Special Assistant to the
Secretary (for Enforcement)

From: Mr. James J. Rowley
Chief, U. S. Secret Service

Subject: Secret Service Annual Report

The Annual Report of the activities and
accomplishments of the U, S. Secret Service

for the Fiscal Year ended June 30, 1965, is
herewith submitted.

J
. ,/47//4/
///,,74 EXiae p"/7 /c(--tw -{c. ¢/
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Annual Report of the United States Secret Service
for Fiscal Year Ended June 30, 1965
James J. Rowley, Chief

The following summary reflects the resultsof Secret Servig
criminal investigations of counterfeit activities during

fiscal year 1965:

-- Secret Service recovered $3,363,809 in counterfeit
currency. Seventy-five percent of this amount, $2,517%
was seized before it was placed into circulation,

-- 723 persons were arrested for counterfeiting offenses,

-- 36 counterfeiting plants (Places of manufacture) were
captured and destroyed.

The following statistics summarize counterfeiting activities
during the past ten fiscal years (1956-1965):

-- The Secret Service seized $22 million in counterfeit
notes and coins before they could be placed in
circulation. This amount represents 82 percent of the
total amount known to have been counterfeited -- approxia
$26 million.

-- There were 5,029 arrests for counterfeiting offenses.
-- 350 counterfeiting plants were captured and destroyed.

During the past decade there was a noticeable increase in
the amount of money counterfeited. The primary reasons for this
increase were improved methods in photography and printing, botd
of which facilitated and simplified the techniques of counterfeit
Improved technical equipment also made it easier for anyonewﬂ?
minimal skills and talents to manufacture passable notes and colf
Modern transportation facilities also enabled criminal groups 0
operate nation-wide in short periods of time. 1In spite of the
ease with which currency was counterfeited and the speed,wﬂm
which it was distributed simultaneously in numerous widely
separated geographical areas, Secret Service was successful mot
only in confiscating all known counterfeit plants a.n.d.apprehendln
over five thousand counterfeiters, but it seized 82 percent of
alélknown counterfeits before they were circulated among the
public.



-2 -

Forgery of government checks and bonds remains a major enforce-
it problem for the Secret Service. Thousands of government checks
.1 to reach the people entitled to them because checks are stolen
| cashed by thieves posing as rightful owners.

During the past fiscal year the Secret Service investigated
399 forgery cases involving the amount of $3,967,777.04. A
:al of 2,720 persons were arrested for check forgery offenses.

The Secret Service also investigated 5,586 cases involving the
gzery of U. S. Savings Bonds, representing a maturity value of

5,980.93. During the year 69 persons were arrested for bond
gery offenses.

0f all Secret Service cases brought to trial in the past fiscal
r, 97.5 percent resulted in conviction,

The incidence of crimes over which the Secret Service has
estigative jurisdiction remains generally consistent with the
ion-wide crime trend.

Local, state and other federal law enforcement agencies deserve
h credit for their part in assisting the Secret Service in the
pression of counterfeiting and forgeries of government securities

checks. The assistance of interested citizens has also aided
esasurably in the identification of violators.

The major functions of the United States Secret Service are
ined by the United States Code, Title 18, Section 3056. The
icipal duties are:

Protection of the President of the
United States, the members of his immediate
family, the President-elect, the Vice-President
or other officer next in the order of succession
to the office of President, and the Vice-President-
elect; protect a former President and his wife
during his lifetime and the person of a widow and
minor children of a former President for a period
of four years after he leaves or dies in office,
unless such protection is declined.

Detection and arrest of persons engaged in
counterfeiting and forgery, or alteration of
currency, checks, bonds and other obligations of
the United States and of foreign governments.

oVo



ORGTNLEh:

r other disposition of Treasury bills does not have any special treatment, as

under the Internal Revenue Code of 1954. The bills are subject to estate,

tance, gift or other excise taxes, whether Federal or State, but are exempt from
ration now or hereafter imposed on the principal or interest thereof by any State,
of the poseessiohs of the United States, or by any local taxing authority. For

28 of taxation the amount of discount at which Treasury bills are originally sold

United States 1s considered to be interest. Under Sections 454 (b) and 1221 (5)

Internal Revenue Code of 1954 the amount of discount at which bills issued here-
ire sold 1is not considered to accrue until such bille are sold, redeemed or other-
leposed of, and such bills are excluded frﬁm consideration as capital assets.
Ingly, the owner of Treasury bills (other than life insurance companies) issued

ler need include in his income tax return only the difference between the price

v such bills, whether on original issue or on subsequent purchase, and the amount
y received either upon sale or redemptibn at maturity during the taxable year

ch the return is made, as ordinary gain or loss.

easury Department Circular No. 418 (current revision) and this notice, prescribe
ms of the Treasury bills and govern the conditions of their issue. Copies of

cular may be obtained from any Federal Reserve Bank or Branch.
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ted forms and forwarded in the special envelopes which will Be supplied by Federal
rve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account of customers pro-

i the names of the customers are set forth in such tenders. Others than banking
ltutions will not be permitted to submit tenders except for their own account.

2r8 will be received without‘deposit from incorporated banks and trust companies
from responsible and recognized deslers in investment securities. Tenders from

*8 must be accompanied by payment of 2 percent of the face amount of Treasury bills
led for, unless the tenders are accompanied by an express guaranty of payment by
icorporated bank or trust company.

Immediately after the closing hour, tenders will be opened at the Federal Reserve
i and Branches, following which public anouncement will be made by the Treasury
tment of the amount and price range of accepted bids. Those submitting tenders
be.adviaed of the acceptance or rejection thereof. The Secretary of the Treasury
88ly reserves the right to accept or reject any or all tenders, in whole or in

and his action in any such respect shall be final. Subject to these reserva-

, noncompetitive tenders for each issue for $200,000 or less without stated

from any one bidder will be accepted in full at the average price (in three

als) of accepted competitive bids for the respective issues. Settlement for

ted tenders in accordance with the bids' must be made or completed at the Federal

ve Bank on October 21, 1965 , in cash or other immediately available funds
&)
a like face emount of Treasury bills maturing October %%% 1965 . Cash
)

tchange tenders will receive equal treatment. Cash adjustments will be made for
‘ences between the par value of maturing bills accepted in exchange and the issué
of the new bills.

%e income derived from Treasury bills, whether interest or gain from the sale or

disposition of the bills, does not have any exemption, as such, and loss from the
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TREASURY DEPARTMENT
Washington

'MMEDIATE RELEASE,

.......................................................

TREASURY'S WEEKLY BILL OFFERING
The Treasury Department, by this public notice, invites tenders for two series

October 13, 1965

sasury bills to the aggregate amount of $ 2,200,000,000 » or thereabouts, for

and in exchange for Treasury bills maturing October 21, 1965 , {n the amount

(8)
,205,476,000 , as follows:
(%)

91 -day bills (to maturity date) to be issued October 21, 1965 ,
(%) (B)

in the amount of $l,200,?90,000 , or thereabouts, represent-

X)
ing an additional amount of bills dated July 22, 1965 ’

(&)
and to mature January 20, 1966 , originally issued in the

amount of $1,004,637,000 , the additional and original bills
(x3)
to be freely interchangeable.

182 -day bills, for $ 1,000,000,000 , or thereabouts, to be dated
1xx) xz)
October 21, 1965 , and to mature April 21, 1966 .
(x3) (1)

The bills of both series will be issued on a discount basis under competitive

ncompetitive bidding as hereinafter provided, and at maturity their face amount
Je payable without interest. They will.be issued in bearer form only, and in
\nations of $1,000, $5,000, $10,000, $50,000, $100,000, $500,000 and $1,000,000

*ity value).

fenders will be received at Federal Reserve Banks and Branches up to the closing
Daylight Saving
one-thirty p.m., Eastern/ BEEAXZH#X time, Monday, October 18, 1965 « Tenders
(x8)
ot be received at the Treasury Department, Washington. Each tender must be

even multiple of $1,000, and in the case of competitive tenders the price
d must be expressed on the basis of 100, with not more than three decimals,

99.925. Fractions may not be used. It is urged that tenders be made on the



TREASURY DEPARTMENT

WASHINGTON. D.C.

October 13, 1965
FOR IMMEDIATE RELEASE

TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by this public notlce, invites tendem
for two series of Treasury bills to the aggregate amount of
$2,200,000,000, or thereabouts, for cash and in exchange for
Treasury bills maturing October 21, 1965 4in the amount of

$2,203,476,000 as follows:

91-day bills (to maturitg date) to be issued October 21, 1965,
in the amount of $1,200,000,000, or thereabouts, representing an
additional amount of bills dated July 22, 1965, and to

mature January 20, 1966, originally 1ssued in the amount of
$1,004,637,000, the additional and original bills to be freely
interchangeable.

182 -day bills, for $1,000,000,000, or thereabouts, to be datef
October 21, 1965 and to mature April 21, 1966.

The billls of both serles willl be 1ssued on a discount basis um
competitive and noncompetitive bidding as hereinafter provided, and
maturity their face amount wlll be payable without interest. They
will be issued in bearer form only, and in denominations of $1,000,
$5,000, $10,000, $50,000, $100,000, $500,000 and $1,000,000
(maturity value).

Tenders will be received at Federal Reserve Banks and Branches
up to the closing hour, one-thirty p.m., Eastern Daylight Saving
time, Monday, October 18, 1965. Tenders will not be
received at the Treasury Department, Washington., Each tender must
be for an even multiple of $1,000, and in the case of competitive
tenders the price offered must be expressed on the basis of 100,
with not more than three decimals, e. g., 99.925., Fractions may not
be used., It 1s urged that tenders be made on the printed forms and
forwarded in the special envelopes which will be supplied by Federal
Reserve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account?
customers provided the names of the customers are set forth in such
tenders. Others than banking institutions will not be permrmwdtm
submit tenders except for their own account. Tenders will be recell
without deposit from incorporated banks and trust companies and fr
responsible and recognized dealers in investment securities. Te
from others must be accompanied by payment of 2 percent of the face
amount of Treasury bills applied for, unless the tenders are

accompanied by an express guaranty of payment by an 1ncorporatedw
or trust company.

F-228



Immediately after the closing hour, tenders will be opened at the
eral Reserve Banks and Branches, following which public announce-
© will be made by the Treasury Department of the amount and price
ge of accepted bids. Those submitting tenders will be advised
the acceptance or rejection thereof. The Secretary of the Treasury
ressly reserves the right to accept or reject any or all tenders,
whole or in part, and his action in any such respect shall be
al. Subject to these reservations, noncompetitive tenders for
h issue for $200,000 or less without stated price from any one
der will be accepted in full at the average price (in three
imals) of accepted competitive bids for the respective issues.
tlement for accepted tenders in accordance with the bids must be
e or completed at the Federal Reserve Bank On Qctober 21, 1965, in
h or other immediately available funds or in a like face amount
Treasury bills maturing Qctober 21, 1965. Cash and exchange tenders
1 receive equal treatment. Cash adjustments will be made for
ferences between the par value of maturing bills accepted in
hange and the issue price of the new bills,

The income derived from Treasury bills, whether interest or
n from the sale or other disposition of the bills, does not have
exemption, as such, and loss from the sale or other disposition
Treasury bills does not have any special treatment, as such,
er the Internal Revenue Code of 1954. The bills are subject to
ate, inheritance, gift or other excise taxes, whether Federal or
te, but are exempt from all taxation now or hereafter imposed on
principal or interest thereof by any State, or any of the
sessions of the United States, or by any local taxing authority.
purposes of taxation the amount of discount at which Treasury
ls are originally sold by the United States is considered to be
rest. Under Sections 454 (b) and 1221 (5) of the Internal
:nue Code of 1954 the amount of discount at which bills issued
'under are sold is not considered to accrue until such bills are
1, redeemed or otherwise disposed of, and such bills are excluded
1 consideration as capital assets. Accordingly, the owner of
isury bills (other than life insurance companies) issued hereunder
| include in his income tax return only the difference between
price paid for such bills, whether on original issue or on
.equent purchase, and the amount actually received either upon
. or redemption at maturity during the taxable year for which the
rn is made, as ordimary gain or loss.

Treasury Department Circular No. 418 (current revision) and this
ce prescribe the terms of the Treasury bills and govern the

itions of their issue. Copies of the circular may be obtained from
Federal Reserve Bank or Branch.

o0o



Commodity

e s se

Period and Quantity

Unit of
Quantity

s 8% s

Imports as of
Oct. 2, 1965

te Quotas:

substitutes contain-~
over 5% of butterfat,
butter 0il ceeeccaoesse

of cotton processed
not SPUN ceevvcecocnns

s, shelled or not
led, blanched, or
rwise prepared or
srved (except peanut

31‘) L NI A I I A N N

Calendar year

12 mos. from
Sept. 11, 1965

12 mos. from
August 1, 1965

1,200,000

1,000

1,709,000

Pound

Pound

Pound

Quota filled

668,582~

wrts as of October 8, 1965.

F-229



TREASURY DEPARTMENT
Washington

{EDIATE RELEASE
JRSDAY, OCTOBER 14, 1965 F-229

The Bureau of Customs announced today preliminary figures on imports for
sumption of the following commodities from the beginning of the respective
ta periods through October 2, 1965:

LI XL XYY

Commodi ty Period and Quantity  3onit of & Imports as of

:Quantity & Oct. 2, 1965

iff-Rate Quotas:

am, fresh or sour ........ Calendar year 1,500,000 Gallon 780,830l/
le Milk, fresh or sour ... (alendar year 3,000,000 Gallon 53
tle, 700 1lbs. or more each July 1, 1965 -
pther than dairy cows) ... Sept. 30, 1965 120,000 Head 61,163
octo l, 1965 -
Dec. 31, 1965 120,000 Head 1,428
tle, less than 200 lbs. 12 mos. from
aCh 000..,0.....00000-00.0 April 1, 1965 200,000 Head 62’982

1, fresh or frozen, fil-
sted, etc., cod, haddock,
ake, pollock, cusk, and

3SEFiSH .evessecesssssssss Calendar year 20,383,589 Pound 21,097,228

FiSh vvvveeesescesssasss Calendar year 66,059,400 Pound 35,332,411
;e or Irish potatoes:

wtified seed «ceveessvss. 12 mos. from 114,000,000 Pound Quota filled

;her EEXEREEEEEEN N N NN N NI N N Septo 15, 196h hS’OO0,000 Pound Quota filled

12 mos. from 114,000,000 Pound -

Sept. 15, 1965 15,000,000 Pound 309,820

es, forks, and spoons
th stainless steel Nov. 1, 196k - .
NOLES ©ovvesveoveeaasssss Oct. 31, 1965 69,000,000 Pieces Quota filled

Adjusted



IMMEDIATE RELEASE

TREASURY DEPARTMENT

THURSDAY, OCTOBER 14, 1965

Washington

F-229

The Bureau of Customs anmnounced today preliminary figures on imports fo
consumption of the following commodities from the beginning of the respectiy
quota periods through October 2, 1965:

Commodity

*o 90 o0y

Period and Quantity

1 —

s+ Importy
! Octtéj

Tariff-Rate Quotas:

Cream, fresh or sour ........
¥hole Milk, fresh or sour ...

Cattle, 700 1lbs. or more each
(other than dairy cows) ...

Cattle, less than 209 1lbs.
each ® 0 6 00 ¢ 00 g 50 0 000 o0 e e

#ish, fresh or frozen, fil-
leted, etc., cod, haddock,
hake, pollock, cusk, and
rosefish ..oieverivecececnees

TUNA FiSh tivvecovoocsososssns

*hite or Irish potatoes:
Certified seed .. vvvevienns
Other 8 0 000000 0P 0o e

Knives, forks, and spoons
with stainless steel
harldles ..".'.'....0..0'..

Calendar year
Calendar year
July 1, 1965 -
Sept. 30, 1965
Dec. 31, 1965

12 mos. from
April 1, 1965

Calendar year
Calendar year
12 mos. from

Sept. 15, 196L
12 mos. from

Sept. 15, 1965

Nov. 1, 196l
Oct. 31, 1965

~funit of
sQuantity
1,500,000 Gallon
3,000,000 Gallon
120,000 Head
120,000 Head
200,000 Head
24,383,589 Pound
66,059,400 Pound
114,000,000 Pound
15,000,000 Pound
114,000,000 Pound
15,000,000 Pound
69,000,000 Pieces

L]

&

21,09
35,33
Quota fi
Juota i

py

quotd

1/ sadjusted



Commodity

s o8 e

Period and Quantity

0 o8 o

Unit of
Quantity

*» o8 eo

Imports as of
Oct. 2, 1965

te ggotas:

sabstitutes contain-
over L5% of butterfat,
butter 0il seiecsencas

of cotton processed
not SPUN ceseeoncecnne

s, shelled or not
led, blanched, or
rwise prepared or
erved (except peanut

ET) cecevecsccvsanssns

Calendar year

12 mos. from
Sept. 11, 1965

12 mos. from
August 1, 1965

1,200,000

1,000

1,709,000

Pound

Pound

Pound

Quota filled

668, 582

ports as of October 8,

F-229

1965.



TREASURY DEPARTMENT
Washington

IMMEDIATE RELEASE
THURSDAY, OCTOBER 14, 1965 F-230

The Bureau of Customs has announced the following preliminary
figures showing the imports for consumption from January 1, 1965,
to October 2, 1965, inclusive, of commodities under quotas estab-
lished pursuant to the Philippine Trade Agreement Revision Act of
1955:

. ‘ Established Annual ® Unit of * Imports as of
Commodi.ty ' Quota Quantity | Quantity } Oct. 2, 1965
Buttons ve.eeee 510,000 Gross 34k ,679
CLEATS cesesens 120,000,000 Number 7,520,596
Coconut 0il ... 268,800,000 Pound Quota filled
Cordage seseees 6,000,000 Pound L,832,91L

TODACCO +eeve. s 3,900,000 Pound 3,652,783
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THURSDAY, OCTOBER 14, 1965 F-230

The Bureau of Customs has amounced the following preliminary
figures showing the imports for consumption from January 1, 1965,
to October 2, 1965, inclusive, of commodities under quotas estab-
lished pursuant to the Philippine Trade Agreement Revision Act of

1955:

* Established 4nmual ’ Unit of ® Imports as of

Commod ity Quota Quantity ° Quantity ° Oct. 2, 1965
Buttons ....... 510,000 Gross 3Lk,679
CLEATS veeeenne. 120,000,000 Number 7,520,596
Coconmut o0il ... 268,800,000 Pound Quota filled
Cordage .seees. 6,000,000 Pound l;,832,91k

Tobacco .eevs.. 3,900,000 Pound 3,652,783




BY FRESIDENTIAL PROCLAMATION NO, 3257 OF SEPTEMBER 22, 1958, AS MODIFIED BY THE TARIFYF SCHEDULES OF THE
UNITED STATES, WHICH BECAME EFFECTIVE AUGUST 31, 1963,

QUARTERLY QUOTA PERIOD ~ Ostober 1, 1965 = Decomber 31, 1965
IMPORTS ~ October 1, 1965 - Ogstober 8, 1965 (er as noted)

ITIL 925,01 ITEM 925,03¢ TTEM 925,02¢ ITEM 925.,04° —
: 3 ] b 3
: H ] s
Comntxy @ Lead~bear ores :  Umreught lead aad t Zine-bearing ores and $ Umwrought zine (exeept alleys
of $ and mat : lead waste and serap s materials t of zine and sino dust) sad
Produsties H t ] sine waste and sevep
L] : ] 3
3 3 3 g
$ o 1 1 ~ tCuAYterly Umets
3 Dutiable lead erts : Dutiadble lead Imperts: Zinc Coatemt Imperts @ DL'og!; Impexts
(Pounds ) I_-‘;"—'l"l’ﬂ-‘r {Pounds) Pounds)
Australis 11,220,000 11,220,000 22,540,000 2,608,137 - - - -
Belgium and
Luaxenburg (total) - - - - - - 7 +520,000 *s2,114,626
Bolivia 5.040,0@ - - - - - - -
Canada 13,440,000 13,440,000 15,920,000 4,754,540 66,450,000 66,480,000 37,840,000 12,265,364
Italy - - - - - - 3,600,000 -
Mexieo - ~ 36,880,000 8,095,044 70,480,000 1,542,561 6,320,000 1,643,942
Perun 16,160,000 *++8,186,051 12,880,000 301,981 35,120,000 173,427 3,760,000 -
1ie ef the °
formerly Be].(if:‘sn(o) - - - - - - 55440 ,000 -
soJn, So. Afries 14,880,000 14,880,000 - - - - - -
Yugeslavia - - 15,760,000 see5g,494 - - - -
other
oountries (tetal) 6,560,000 »+21,958,469 6,080,000 6,080,000 17,840,000 17,840,000 6,080,000 6,080,000

*See Part 2, Appendix to Tariff Sehedules,

ssRepublic of South Afriocs.
***Imports as ef Ostober 11, 1965.

PREPARED IX THE BUREAU OF CUSTOMS



URSDAY, OCT. 1 ‘aggi
DATA OW IMPORTS FOR il OF UNMMANUY. D _AMD ZXWC TO THE CUOTAS LSTABLISHED

CONSUMPTI 'ACTURED LEA CHARGEABLE
nm:smmmnam.smormzz.19&.Asmnmnmmmsmmsor
UNITED STATES, WHICH BECAME EFFECTIVE AUGUST 31, 1963.

QUARTERLY GUOTA PERIOD — Ostober 1, 1965 - December 31, 1965

*See Part 2, Appendix to Tariff Sehedules.

es*Republioc of South Afrioce.
*selaperts as of Oatober 11, 1965,

PREPARED IN THE BUREAU OF CUSTQMS

IMPORYS = October 1, 1965 - OCetober 8, 1965 (er as noted)
ITEM 925,01 ITEM 925,03 ITEM 925,02 ITEM 925,04°¢
: ] [J IR
3 3 s
Countyry @ Lead-bearing ores : lead and t Zine-bdearing ores and t Ummrought zine (exsept alleys
of : and mate : lesd waste and serap 3 materials t of zino and sine dust) amd
Produetiom H H t sine waste and serep
3 : : s
3 3 3 1
‘tUnarterly Uuota 1 y T 1 Y
t Dutiable lead Imperts : Dutisble lead Imperts: Zino Coatemt Imperts : DBy Weight Imper-ts
(Pounds) (Pounds) (Pounds)
Amstyralis 11,220,000 11,220,000 22,540,000 2,608,137 - - - -
Belgium and
Laxembuerg (total) - - - - - - 7 520,000 *222,114,626
Bolivias %5,040,000 - - - - - - -
Canada 13,440,000 13,440,000 15,920,000 4,754,540 66,480,000 66,480,000 37,840,000 12,265,364
Ttaly - - - - - - 3,600,000 -
Maxiee - = 36,880,000 8,095,044 70,480,000 1,542,561 6,320,000 1,643,942
Pera 16,160,000 *+*5,186,051 12,880,000 301,981 35,120,000 173,427 3,760,000 -
lie of the
formerly Belgisn o) - - - - - - 54,440,000 -
**Un, So. Afries 14,580,000 14,880,000 - - - - - -
Yugeslavia - - 15,760,000 *v250.494 - - - -
411 ether
oountries (tetal) 6,560,000 991,958,469 6,080,000 6,080,000 17,840,000 17,840,000 6,080,000 6,080, 000



COTTON WASTES
(In pounds)

COTTQN CARD STRIPS made from cotton having a staple of less than 1-3/16 inches in length, COMBER
WASTE, LAP WASTE, SLIVER WASTE, AND ROVING WASTE, WHETHER OR NOT MANUFACTURED OR OTHERWISE
ADVANCED IN VALUE: Provided, however, that not more than 33-1/3 percent of the quotas shall

be filled by cotton wastes other than comber wastes made from cottons of 1-3/16 inches or more
in staple length in the case of the following countries:
Switzerland, Belgium, Germany, and Italy:

United Kingdom, France, Netherlands,

: Established :  Total Imports : LEstablished s ~ Imports 1/
Country of Origin : TOTAL QUOTA : Sept. 20, 1965, to : 33-1/3% of : Sept. 20, 1965
: s Oct. 11, 1965 : Total Quota : to Oct. 11, 1965
United Kingdom.eeeeeessoes 1,323,457 - 1,441,152 -
Cmadaooooooo.oooooooooooo 239,690 - - -
F!‘ance.................... 227,1‘20 - 75,807 -
India and Pakistan.eecesse 69,627 - - -
NetherlandS.ceesceccsssces 68,2L0 - 22,7h7 -
Switzerland.....o-........ hh,388 - ].1.1,796 -
Belgium...............u.. 38,559 - 12’853 b
Ja.pa.n........_............. 3)41,535 - - -
China..................... 17,322 - - -
Emtoo.ooooocooooocooooco 8,135 - - -
Cubasesesescecsesscseccocss 6,5’4’4 - - -
Gemmw.oooocoooaooooooooo 76,329 - 25,’-‘243 -
Italy...................n 21,263 - 7,088 -
Other, including the U.S.. - - - -
5,182, 509 - 1,599,886 _

1/ Included in total imports, column 2.

Prepared in the Bureau of Customs.

F-239



Preliminary data on imports for consumption of cotton and cotton waste chargeable to the quotas established by
Presidential Proclamation No. 2351 of September 5, 1939, as amended, and as modified by the Tariff Schedules of the
United States which became effective August 31, 1963.

(The country designations in this press release are those specified in the appendix to the Tariff Schedules of the
United States. There is no political comnotation in the use of outmoded names.)

COTTON (other than linters) (in pounds)
Cotton under 1-1/8 inches other than rough or harsh under 3/4m

Imports September 20, 1965 - October 11, 1965

Country of Origin Established Quota Imports Country of Or: Established Quota Imports
mpt and Sudanececsscccocce 783’816 - Hondurasesessecceoccoccssscsns 752 -
P¢m....................... 2107,952 - Paraguyeecccescscccscccscces 871 -
India and Palddstan.cecseeee 2,003,483 - Colombifeecccsccsccscccscces 1210 -
ChinBecesesccesocscscccocse 1,370’791 - Iraq........................ 195 -
MaxicCOeeeoeeessccsecscccccas 8,883’259 2’838 British East Africaccccececee 2.21#0 -
Br“iloooooooooooooooobooooo 618,723 - Imon”ia and Netherlalﬂs
Union of Soviet y New m&oooooooooqoooooo 71’388 -
Socialist Republics...... L75’12'0 - British We IndieScecccccccce 21’321 -
Argentina.................. 5,203 - ligexia..................... 5,377 -
Haltl.ceeeeecccccccscccccce 237 - y British We Africacecccecccccece lé,m -
EcuadOreeccecccccoccscccccee 9’333 - Other. wing the USeeee - -

1/ Except Barbados, Bermuda, Jamaica, Trinidad, and Tobago.

2/ Except Nigeria and Ghana.
Cotton 1-1/8" or more
Established Year ota - 1lbs.
Imports August 1, 1265 ~ October 11, 1265

Staple Length Allocation Imports
l-3/ 8" or more 39’5%’778 27,311’158
1-5/32" or more and under

1-3/8" (Tanguis) 1, 500,000 82,235

1-1/8" or more and under
1-3/8n Ly 565,642 156,667



THURSDAY, OCTOBER 14, 1965

F-232

Pre data on imports for consumption of cotton and cotton waste chargeable to the quotas established by

Presidential Proclamation No. 2351 of September 5, 1939, as amended, ard as modified by the Tariff Schedules of the
nited States which became effective August 31, 1963.

The country designations in this press release are those specified in the appemdix to the Tariff Schedules of the
nited States. There is no political connotation in the use of outmoded names.)

COTTON (other than linters) (in pounds)
Cotton urder 1-1/8 inches other than rough or harsh under 3/4"
Imports September 20, 1965 - October 11, 1965

Country of Origin Established Quota Imports Country of Or Established Quota Importa
mt and Sudan,.ecceccessee 783’816 - Hondurasececeososcsccsosccsse 752
POrieccececesceccsceccccses 2}#7’952 - Paraguay.........-.......... 871
India and Pakistan......... 2,“)3,[‘83 - COlombhoooooooooooooooooooo 12‘0
Cm.........'.......‘.... 1’”0’791 - Irm.................‘.’.... 195
Hmw..................... 8’&3’259 2’838 British wt Africa......... 2’w
Brasil.cccececccoccsccscsces 618,723 - Indonesia and Netherlands
Union of Soviet y New Guinefcccccccccccscees 71’3&
Socialiat Republics...... l&?s,m - British W. mes..ooooooooo 21’321
Argmtm‘.............'.' 5,”3 - ligem.........’........... 5’m
Huu.......‘.....'....'... 237 - y MM “. Am“......‘.... l6’w
Ecumro-ooooooooo-ooooooﬁo 9’333 el Otuher’ wingth‘u.s.... -

1/ Except Barbados, Bermxla, Jamaica, Trinidad, and Tobago.

2/ Except Nigeria and Ghana.
Cotton 1-1/8" or more
Established Year ota - 1lbs.
Imports August 1, 1965 - October 11, 1965

Staple Length Allocation Imports
1-3/8n or more 39,590,778 27,311,158
1-5/32" or more and under

17/8" (Tanguis) 1,500,000 82,235
1-1/8" or more and under

1-3/8n by 565,642 156,667



COTTON WASTES
(In pounds)

COTTN CARD STRIPS made from cotton having a staple of less than 1-3/16 inches in length, COMBER
WASTE, LAP WASTE, SLIVER WASTE, AND ROVING WASTE, WHETHER OR NOT MANUFACTURED OR OTHERWISE
ADVANCED IN VALUE: Provided, however, that not more than 33-1/3 percent of the quotas shall

be filled by cotton wastes other than comber wastes made from cottons of 1-3/16 inches or more
in staple length in the case of the following countries:
Switzerland, Belgium, Germany, and Italy:

United Kingdom, France, Netherlands,

: Established :  Total Imports : Established : TImports 1/
Country of Origin : TOTAL QUOTA : Sept. 20, 1965, to : 33-1/3% of : Sept. 20, 1965

: : Oct. 11, 1965 : Total Quota : to Oct. 11, 1965
Uhited Kingdom............ h,323,h97 - l,bhl,lg? -
Canada............-....... 239,690 - - -
Frmceoooooooooooooooooooo 227,’420 s 75,807 -
India arld Pakistanooo.oooo 69,627 - - -
Netherlands............... 68,2’40 hnd 22,7’47 -
Switzerland......-........ lll.l,388 - l}.l,796 -
Belgium...n.............. 38,559 - 12,853 -
Ja.pa.n........7..-.......-.. 3,41,535 - - -
Chinao.ooooocoooﬁcoooooooo 17,322 - - -
Emtoooo.oooooooo'ooooooo 8,135 - - -
Cuba...............o...... 6’5’4& - - -
Gel'maIW............-...... 76,329 - 25,hh3 -
Italy...-................. 21,263 - 7,088 -
Other, including the U.S.. - - - -

1/ Included in total imports, colum 2.

Prepared in the Bureaum of Customs.

F-23;



COTTON WASTES
(In pounds)

COTTON CARD STRIPS made from cotton having a staple of less than 1-3/16 inches in length, COMBER
WASTE, LAP WASTE, SLIVER WASTE, AND ROVING WASTE, WHETHER OR NOT MANUFACTURED OR OTHERWISE
ADVANCED IN VALUE: Provided, however, that not more than 33-1/3 percent of the quotas shall
be filled by cotton wastes other than comber wastes made from cottons of 1-3/16 inches or more

in staple length in the case of the following countries:
Switzerland, Belgium, Germany, and Italy:

United Kingdom, France, Netherlands,

: Established : Total lmports : LEstablished & Imports 1/
Country of Origin : TOTAL QUOTA : Sept. 20, 196k, to : 33-1/3% of : Sept. 20, 196l
: s Sept. 19, 1965 : Total Quota : +to Sept. 19, 1965
United KingdoMe...eeeeeee. L,323,457 11,713 1,441,152 -
Canada.escececsccocescccee 239,690 239,393 - -
France.scceccescosccccnses 227,’420 - 75,807 -
Ind.ia and Pakistano.oooooo 69,627 h3,26h - -
NetherlarldSoocoooooooocoo. 68,2}40 - 22,7’47 -
Switzerlandececescocscecane hh,388 - 1}4,796 -
Belgium“................. 38,559 - 12,853 -
Japan........A............. 3)-11,535 - - -
ChiNdecesesoscosscecscocse 17’322 - - -
Egyptaooooooooooooooooccoo 8’135 - -
Cubaecececcosscsoscvcsnconse 6,521)4 - - -
Gemany..........-........ 76,329 25,b25 25,).8,43 -
Italy..................... 21,263 - 7,088 -
Other, including the U.S.. - - - -
5,482,509 319,795 1,599,886 -

1/ Included in total imports, column 2.

Prepared in the Bureau of Customs.

F-33



Preliminary data on imports for consumption of cotton and cotton waste chargeable to the quotas established by
Presidential Proclamation No. 2351 of September 5, 1939, as amended, and as modified by the Tariff Schedules of the
United States which became effective August 31, 1963.

(The country designations in this press release are those specified in the appendix to the Tariff Schedules of the
United States. There is no political connotation in the use of outmoded names.)

COTTON (other than linters) (in pounds)
Cotton under 1-1/8 inches other than rough or harsh under 3/4i"
rts September 20, 1 ~ September 19, 1965

Country of Or Established Quota Imports Coun of Or Established Quota Imports
mpt and Smm.coooooooooo 783,816 - Homxduraseeesececccocsocscccce 752 -
Pﬂmooooooooooooooooooooooo 2‘}7,952 68,899 Paraguayooocoooooooooooooooo 8’1 -
India and Pakistan.eeseeooes 2,w3’l.»83 - ColombiBecossecccsssssascccces lﬂb -
Chjm..........’.-.......... 1’370’791 - Irq........................ 195 -
MexXiCOeesoovssscsvccsccsces 8’883,259 2,770,01; British East Africacecccecccece 2’200 -
Bruiloooooooocooooooo.ooooo 618,723 - Imonesj-a and Netherla!ﬂs
Union of Soviet y New Guineaseccccoccccccoce 71,3& -
Socialist Republics...... ‘}75,12‘& - British W. IndieSceccccccces 21,321 -
Argmtmooooooaooooooooooo 5’203 - 'igeﬂ-aooooooooooooooooooooo 5,377 -
Hdti.....'................ 2” - y mm '. Amw....‘..... lé’u -
Ecuador.cececccccvcccccccas 9’333 - Othu'. mj-ng the UsSesee - -

1/ Except Barbados, Bermuda, Jamaica, Trinidad, and Tobago.
2/ Except Nigeria and Ghana.

Cotton 1-:_!,[8" or more
Established Yearly Quota - 45,656,420 lbs.
Imports August 1, 195 - September 19, 1965

Staple Length Allocation Imports
1-3/8" or more 39,590,778 26,058,092
1-5/32% or more and under

i?/sn (Tanguis) 1,500,000 82,235
1-1/8v or more anmd under

1-3/8n k565,642 156,667



THIURSDAY, OCTOBER 14, 1965 *22>

data on imports for consumption of cotton and cotton waste chargeable to the quotas established by
Pro.idcntial Proclamation No. 2351 of September 5, 1939, as amended, and &s modified by the Tariff Schedules of the
United States which became effective August 31, 1963.

(The country designations in this press release are those specified in the apperdix to the Tariff Schedules of the
United States. There is no political commotation in the use of outmoded names.)

COTTON (other than linters) (in pounds)

Cotton under 1-1/8 inches other than or harsh under
rts September 196l - September 19, 1965
Country of Or Established Quota Imports Country of Origin Established Quota Imports
mt and Sud@Neececcccccoce 783’816 - Honduraseeeeescesccccccosccee 752
Peruccccecceccccccccocccnee 21}7,952 68,899 Paragw.oo.oooooooooooooooo g’l
India and Pakdstan...ecceee 2,“)3,1.83 - Colombifececccocssscccccoccse 121}
chim............~.‘........ l’ﬁ0.791 - Irﬂ........................ 195
MaxicCOceeecocacevcecccecoce 8’883’259 2,770,015 British East Africlccccccecs 2’2‘0
Bragil.cecccccscccccccccscoe 618,723 - Indonesia and Netherlands
Union of Soviet y New Guineacecccccccccccccee 71’3“
Socialist Repnblica...... L75,m - British W. Indieseccccccccecs 21’321
Arsmtin‘oooooooooooooooooc 5’203 - lm.oooooooooooooooooooo 5,3”7
Hdu...................... 23’ A y Bﬂm '. Amc&...‘...... 16’“
FcuadOrececceccccccccccsccces 9’333 - Oth‘r. Ming the UesSeoss -

1/ Except Barbados, Bermda, Jamaica, Trinidad, amd Tobago.
2/ Except Nigeria and Ghana.

Cotton 1-1/8" or more
Established ota - 1lbs.

rts A t 1, 1 -

Staple Length Allocation 1mports
1-3/8" or more 39,590,778 26,058,092
1-5/32% or more and under

1//&! (Tanguis) 1,500,000 82,235

8" or more anxd under

1-3/8n L4 565,642 156,667



COTTON WASTES
(In pounds)

COTTON CARD STRIPS made from cotton having a staple of less than 1-3/16 inches in length, COMBER
WASTE, LAP WASTE, SLIVER WASTE, AND ROVING WASTE, WHETHER OR NOT MANUFACTURED OR OTHERWISE
ADVANCED IN VALUE: Provided, however, that not more than 33-1/3 percent of the quotas shall

be filled by cotton wastes other than comber wastes made from cottons of l=3
in staple length in the case of the following countries:
Switzerland, Belgium, Germany, and Italy:

/16 inches or more
United Kingdom, France, Netherlands,

Country of Origin

United Ki‘ngdcm............
Canada.esceccccccoscsscces
Franc@eecescccccecescccsce
India and PakistaNececccces
NetherlandS.ceeseescescsoss
Mtzerlmd...............
Belgium............u.....
Japa.n........_.............
ChinAseeseccesssccscescces

Egptooooooooooooooooooooo

Cublccssscsscsssescocscccs
%mw..................’
Italy..................‘..
Other, including the U.S..

Established :  Total Imports : Established 3 Tmports 1/
TOTAL QUOTA : Sept. 20, 196k, to ¢ 33-1/3% of ¢ Sept. 20, 196l
¢ Sept. 19, 1965 ; Total Quota ¢ to Sept. 19, 1965
h,323,457 11,713 1,441,152 -
239,690 239,393 - -
227,420 - 75,807 -
69,627 13,26k - -
68,240 - 22,747 -
LL,388 - 14,796 -
38,559 - 12,853 -
341,535 - - -
17,322 - - -
8,135 - - -
6’5"‘1‘ - - -
76,329 25,425 25,L43 -
21,263 - 7,088 -
5,482,509 319,795 1,599,886 -

1/ Included in total imports, colum 2.

Prepared in the Bureau of Customs.

F-33



TIMLARLRANI UATA UN LMPFUNTS FUR GUNSUMPTLION UF UNMANUFACTUNED LEAD ARD ZiWU GHARGEABLE TU THE GUUTAS ESTABLISHED
BY PRESIDENTIAL PROCLAMATION NO, 3257 OF SEPTRMBYR 22, 1958, AS MODIFIED BY THE TARI'F SCHEDULES OF THE
UNITED STATES, WHICH BECAME EFFECTIVE AUGUST 31, 1963,
QUARTERLY QUOTA PERIOD -~ July 1, 1965 - Septembsr 30, 1965

IMPORYS =~ July 1, 1965 = September 30, 1965

ITEM 925,01 ITIM 923,03 ITEM 925,02 ITEM 925,04 _
; ] ] L3
1 ) s
Ceuntyy Lead~bear ores :  Umrreught lead amd t Zine~bearing ores and :g Umwrought zine (exsept alleys
of t and mat : lesd waste and serap : materials t of zino amd sine dust) amd
Produetiem : 23 ) sine waste and sexep
L] : 3 ]
3 3 : 3
“tUnarterly tuota __ ilmarterly Guets tCuarterly Uuets Tarterly Uueta
t Dutiadble lead oxts : Dutisble lead Imperts: Zine Coatemt Imperts @ angﬁ Imperts
] (Pounds) {Pounds)
Australia 11,220,000 11,220,000 22,540,000 22,540,000 - - - -
Belgium and
Luxemburg (total) - - - - - - 7 $520,000 75520, 000
Bolivia 5,040,000 3,365,262 - - - - - .
Canada 13,440,000 13,440,000 15,920,000 15,920,000 66 450,000 66,480,000 37,840,000 37,840,000
IW - - - w - - 3,600,000 1,102,300
Mexiee - - 36,880,000 36,7764149 70,480,000 70,480,000 6,320,000 6,318,730
Peru 16,160,000 16,160,000 12,880,000 12,876,133 35,120,000 35,120,000 3,760,000 3,759,649
lie ef the Comge
formerly Belgiasn Cenge) - - - - - - 54440 ,000 5,438,847
*a, So, Afries upem’m 14,880,000 - - - L4 - -
Yugeslavia - - 15,760,000 15,760,000 - - - -
A1l other
eountries (tetal) 6,560,000 6,560,000 6,080,000 6,080,000 17,840,000 17,840,000 6,080,000 6,080,000

sSee Part 2, Appendix to Tariff Sehedules.
ssRepublic of South Afriocs.

PREPARED IN THE BUREAU OF CUSTOMS



fHURS IO = DATA ON IMPORTS FOR CORSUMPYIUN GFFINBMANUPACTUNED LEXAD AND T1ec cEARcEANLE 7o Sl HSes ESTAM.ISRED
BY PRESIDEWTIAL PROCLAMAYION NO. 3237 OF SEPTEABER 22, 1958, AS MODIFIED BY THE TARIFF SCHEDULES OF THR
UNITED STATES, WHICH BECAME EFFECTIVE AUGUST 31, 1963,
CUARTERLY QUOZA PERIOD = July 1, 1965 = September 30, 1965
IMPORTS = July 1, 1965 ~ September 30, 1965
ITEM 925.01¢ ITEM 925.,03° ITEM 925,02 ITRM 923,04 L
" 3 [ 3 -
1 3 ] s
Country : Lead—dear ores :  Umrmreught lead amd t Zine—-deariag ores amd s Umwrought zins (exeept alleps
of 1 and mat : lead waste and serap s materials t of sine and sine dust) aad
Produstien H ¥ H sine waste and sevrep
3 : ] 1
1 3 L]
“tnsrterly Uuets iluarterly Unets 1 1 Y
t Dutiadle lead 3 Dutiable lead Impertst Zino Coatemt Imperts : ’L":égg chh_
(Pouadn) (Pounds] {Pounds) Pounds)
Amstyalia 11,220,000 11,220,000 22,540,000 22,540,000 - - - -
Belgiam and
Luxemburg (total) - - - - - - 7 520,000 74520, 000
Bolivis 5,040,000 353655262 - - - - - -
Canada 13,440,000 13,440,000 15,920,000 15,920,000 664480 ,000 66,480,000 37,840,000 37,840,000
It.]’ - - - - - - 3.“.@ 1,102,300
Mexice - - 36,880,000 36,776,149 70,480,000 70,480,000 6,320,000 6,318,730
Pezu 16,160,000 16,160,000 12,880,000 12,876,133 35,120,000 35,120,000 3,760,000 3,759,649
of the ()
Ifu-trly Dol‘im-(O) - - - - - - S¢440,000 50438,847
e«an., Se. Afries 14,580,000 14,880,000 - - - - - -
Yugeslavia - - 15,760,000 15,760,000 - - - -
411 ether
eeuntries (tetal) 6,560,000 6,560,000 6,080,000 6,080,000 17,846,000 17,840,000 6,080,000 6,080,000

*See Part 2, Appendix to Tariff Sehedules.

eeRepublioc of South Afrioa.

PREPARKD IN THE BUREAU OF CUSTOMB



-2 - 197
Those accomplishments include:

-- A business expansion that has long since
broken all peacetime records for durability and
is still going strong in its 56th month, providing
a growth in gross national product of over $70 billio
since November, 1963, or about as much as the entire
annual product of Sweden, the Netherlands and
Italy combined.

-- The creation of some $3.7 million non-farm
jobs from November 1963 through September 1965,
cutting the unemployment rate from 5.8 percent to
4.4 percent -- the lowest in eight years, at a
time when automation and a rapidly expanding rate
of entry of young people into the labor force
threatened to create a crisis;

-- A rise in personal income -- in which we
all share -- of $56.9 billion, or 12 percent from
November 1963 through August 1965, bringing per
capita 1income to by far its highest level in the
history of this or any other nation;

-- A $10.6 billion, or 31.4 percent, rise in
business profits after taxes since the fourth
quarter of 1963, a rise that appears all the more
remarkable when you recall that it came on top of
an already hefty increase of $9.4 billion, or
38.5 percent, from the first quarter of 1961 to
the fourth quarter of 1963; and a rise that has
brought back return on a dollar invested to its
highest level since the Korean war-affected
quarters of 1950-51;

-- A reduction in federal income and excise
taxes that would yield some twenty billion
dollars per year at current income levels, with
increased incentives for investment and purchasing
power for the private sector.
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There could be no better proof than these enormous economic
gains -- than the continued strength and stability of our
economic advance -- of the remarkable feats that American
government and American business can accomplish when they work
as allies rather than as antagonists -- when they seek, not
cause for senseless conflict, but common cause in the national
interest -- when there is confidence in a national leadership
that works to give the private enterprise system an opportunity
to do its job.

Today, more than ever, continued economic expansion depends
upon a strong partnership for progress between the private and
public sectors of our economy.

Today, more than ever, the national welfare requires a
dialogue, not discord -- cooperation, not conflict -- between
the leaders of American government and the leaders of American
business.

There will -- there must -- be honest differences, but
let them not be divisive. There will -- there must -- be
mutual criticism when those differences occur, but let it be
constructive, not destructive, criticism.

Night after night, as well as day after day, like no
President before him, President Johnson has brought together
leaders of business, finance, labor, educators, doctors,
clergymen and professional groups -- meeting with his Cabinet
and White House staff and each other -- seeking advice,
exchanging views, swapping ideas on what each could do
separately and all could do together for a better America.
He has made ''Come, let us reason together'" a national slogan
as well as his personal attitude of heart and mind.

The President has amply demonstrated his determination
to pursue policies to encourage in every way possible the
growth and vitality of the private sector of our economy -- as
well as his determination to seek solutions to our national

economic problems within the framework of the free enterprise
system.

Through its policies -- highlighted by its program of
major reductions in Federal taxes matched by strict control
over Federal expenditures -- the national government has given
continued evidence of its faith in the vigor and viability of
our free enterprise system, and of its recognition of the vital
and basic role that the American businessman can, and must, play
in the promotion of our national welfare.



| &
13
‘LI--

It is of that role that I would speak to you tonight becayse
I know it is close to the heart of the man and President you
honor here tonight.

He applauds this organization for its recognition -- in
both deed and word -- of the role of the businessman as leader
in community and nation and world -- a role described so well
in the words of your former president, Mr. Henry L. Lambert:

"In the past two decades a 'corporate
citizenship' role has developed, revealing that
the leadership responsibility of businessmen is
not confined to the economic area alone but
embraces the total community. Today's executive
finds he must not only understand what the social
needs of the community are, but he must know how
the political process serves to channel the human
and economic resources which meet the total needs
of society at local, national and international
levels."

It was more than ninety years ago, in an article calling
upon businessmen to concern themselves with questions of
national legislation, that Hamilton A. Hill, later the first
Secretary of the National Board of Trade, wrote:

"The present time is favorable for commencing
such a movement. The issues between the two
political parties are less sharply defined than
they have been for years, and there seems to be
a growing disposition on the part of moderate
men on both sides to work together."

There could be no more appropriate description of the
political climate in this country today.

And today the task of the business leader as of all
Americans -- was set forth by President Johnson in his State
of the Union Message last January in these words: 'to keep
our economy growing; to open for all Americans the opportunity
that is now enjoyed by most Americans; and to improve the
quality of life for all." That, surely, is a task whose
accomplishment must require nothing less than the best efforts

of all Americans -- and, in particular, of America's business
leaders.
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No one questions that the first and most basic responsibiljy
of a business leader is to succeed in his business, for thus he
provides jobs and incomes and goods and services that bolster
his local economy and the economy of the nation.

Nor, in today's intricate and fast-moving world does any-
one underestimate how difficult and demanding is that
responsibility alone -- requiring not only considerable personal
ability and character but competence in a broad and ever-widening
spectrum of fields.

But a businessman is also a human being responsible for
his fellow man, and a citizen responsible for the welfare of
his city, his state and his country -- and he is all these
things not at different times but at one and the same time and
all the time.

I cite that simple truth only because too often our very
familiarity with it leads us to take it for granted, because
too often our inevitable preoccupation with the incredible
complexities and subtle sophistications of today's world leads
us to overlook or ignore it.

Yet in that world, above all, we cannot forget or ignore
it -- for that world, above all, requires that the leaders
of the business community exercise their responsibilities for
leadership in helping solve the pressing problems that confront
cities and communities throughout the land as well as the
nation as a whole.

There is, I would venture, scarcely a city or community
of any size in this country that is not beset by a host of
serious and stubborn problems -- problems of poverty and slums,
of deliquency and crime, of schools, of housing, of race
relations, of traffic and transportation. So acute and wide-
spread are these problems that many have long since passed
beyond the reach of purely local concern or local effort to
arouse national concern and to demand national effort.

But at its very best -- and let me stress this truth with
all the force at my command -- national effort can only
supplement and support local effort -- it can never supplant it,

it can never succeed without it.
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It is to effective local action that we must look for

solid and enduring solutions to these problems -- and effective
local action must depend very largely upon the willingness of
local business leadership to fulfill its civic responsibilities,
What we need in far more cities from far more of our business
leaders is the application to local problems of the same kind
of initiative, imagination and effort that they bring to their
businesses.

These problems, as I have suggested, are manifold, but
three of the most crucial -- three which underly and encompass
all the rest -- are poverty and prejudice and ignorance.

Under the leadership of President Johnson, we have
developed broad national programs to attack these problems
that have been too long obscured or ignored in the life of our
land.

But these programs -- like our national economic policies --
are designed to support, not to supplant, efforts in the
private sector -- efforts in our communities, our cities and
our states.

More perhaps than any in our history, the Education Program
that President Johnson has sponsored will hasten that day in our
land when ability to learn, rather than ability to pay, will be
the sole standard of educational opportunity. But that program
must be matched by far greater efforts to improve the quality
and the opportunity for education at the local level -- efforts
in which business leadership is essential.

There can be no question but that businessmen throughout
the country have heard and heeded the call to arms against
poverty -- particularly in helping equip the untrained or
illtrained with appropriate skills for production employment.
But there remains enormous room, and need, for far greater
effort on the local level by local businessmen -- for their
involvement in all phases of local and regional retraining
programs -- in management, in planning, in teaching, in
counselling -- for only thus can we assure really effective
and durable results.

But perhaps there is no more crucial area in which our
cities and communities cry out for far greater, far more
constructive and courageous leadership from the business
community than in the war on prejudice.
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I would be the last to deny that progress -- very genuine
progress -- has been made on a national level, particularly in

recent years. And New York surely is an example of the very
palpable progress we have made in many of our cities.

However, it is high time that in all of our cities and
all of our communities we really open our employment doors to
qualified people of all races and colors.

It is also high time for business leaders to play a far
more positive and progressive role in seeking solutions to the
incendiary problems of de facto segregation in schools and
housing.

It is high time for our business leaders to set in motion
in our cities and communities positive and effective efforts
toward solving these problems before they get out of hand --
before the deep frustrations of men long denied become the
explosive rage of men who will no longer be denied.

But while the concept of corporate citizenship must find
its first and full expression in cities and communities, it
cannot -- in today's world -- be confined simply to these
areas -- even to a city so vast in fact and in influence as
New York. It has national and international dimensions.

We have recently seen at least two instances of its crucial
importance to our national welfare -- the wage settlement in
the steel industry and the voluntary efforts of our businesses
and financial institutions to moderate our capital flows
abroad to the end of achieving and assuring equilibrium in our
balance of international payments, so fundamental to a sound
dollar and Free World monetary system.

It was a little more than a month ago, as you know, that
President Johnson announced that the representatives of labor
and management of the steel industry had reached basic agreement
in their negotiation of a new contract. That agreement averted
a possible steel strike that posed -- in the President's
words -- a '"'grim threat of thousands of men out of work, of idle
plants, of declining production for our economy and declining
prosperity for our people..." '
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Equally important, the settlement reached during those
negotiations fell within the bounds of the Wage-Price Guideposts
set forth by the President's Council of Economic Advisers, and

thus brightens the outlook for continuing our record of wage-
price stability -- a record unexcelled over the past five years
by any other major industrial country -- and a record whose
maintenance is essential not only to the continued strength and
soundness of our domestic economy, but to our continued success
against foreign competition here and abroad.

We have also witnessed in recent months some very real
progress in moving toward sustained equilibrium in our
international balance of payments as a result of the
voluntary efforts of our businesses and financial institutions
to curb capital outflows., 1In the five months from April through
August our banks have reduced their dollar placements abroad by
$500 million. Businesses have also given evidence of their
support by bringing home $575 million in funds that they had on
deposit abroad and by substantially increasing foreign borrowings.

I have every confidence that we will continue to see good
results from these efforts by our financial institutions and
our businesses.

There may have been a time when the responsibilities and
opportunities of corporate citizenship were regarded as ceasing
at a nation's borders. 1In this country, at least, the time
has long since passed when we could entertain such a view.

For part and parcel of the leading role which this country
plays on the world stage are the activities of our multi-national
businesses -- a number of whom, I am sure, are represented here
tonight.

The expansion of international trade, the freedom of money
to flow across national boundaries, the welcome extended to
foreign business units, the stimulating effects of broadened
competition and the spread of technical and organizational
knowledge =-- these hallmarks of multi-national business have
helped to bring an expanding, more integrated and efficient
economic structure to the West since World War II. The extent
of their contributions to our economy -- as to the economies
of the nations of the Free World -- defies measurement.
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Not the least of those contributions is the sensitive
and enlightened handling of the host of delicate and difficult
problems involved in reconciling the interests and endeavors
of the multi-national business corporation with the often
intense nationalism it encounters in both developed and
developing countries. Today the need for good, indeed for
exemplary, corporate citizenship by multi-national companies

is more imperative than ever -- if these companies --
those mighty engines of private capitalism and economic
development -- are to play the congenial and beneficent

role in international affairs that the interstate company
plays in the United States.

These, then, are but some of the critical problems --
the great challenges -- of local, of national and of
international scope whose resolution must depend very largely
upon the conscience and the commitment of business leadership.

No one imagines that their resolution can be quick or
easy.

But there is on this planet, and in this life, no final
resting place for any problem of real human import.

And what is asked of us in our time is only what is asked
of all men in their time: that with all their resources they
wrestle with the problems of their time so that their lives
and the lives of those after them will be fuller and more
free.

I know that, were he here tonight, President Johnson would
tell you how well he thinks this organization has met the stern
standard of citizenship that the times require of the American
businessman.

I know that he would thank you for your work in an
organization that -- in a real sense -- heard and heeded long
before he uttered them the words he spoke earlier this year at
a meeting of the National Industrial Conference Board:

""So I ask you then, as enlightened men of
our times, to join as full partners in all the
problems of the nation, the social problems as
well as the economic problems. For we shall
be judged not by what we take with us, but by
the society that we leave behind us."

o0o



TREASURY DEPARTMENT 30
Washington !

Statement on the Protocol to the
U, S. - Belgium Income Tax Convention

Stanley S. Surrey, Assistzgt Secretary of the Treasury
before the Subcommittee on Tax Conventions of the
Senate Committee on Foreign Relations, October 13, 1965
(10:00 AM,,FDT)
Mre Chairman:

I am appearing before you today to urge favorable action on
the supplementary protocol to the income tax convention now in
effect between the United States and Belgium. The original con-
vention was agreed to in October, 1948 and has been the subject
of two protocols since that time, in 1952 and in 1957, The
existing convention follows in broad outline the general pattern
of tax treaties which the United States has negotiated with the
other industrialized countries of the world., The provisions of
this protocol are also consistent with the general principles
contained in these treaties.,

The agreement contained in this protocol covers a limited
range of matters, and is principally directed toward issues
arising out of Belgium's 1962 revision of its domestic tax system.
This revision required the United States and Belgium to re-
negotiate the existing income tax convention between the two

countries, since that convention had been negotiated against the

background of an altogether different Belglan tax system. The

F-236
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two countries agreed to deal in this protocol with the most pressing

points which emerged from the Belglan revision of its tax laws,

It is the intention of both countries to renegotiate the remaining

portlon of the convention when there is a further opportunity to

do so., In order to ensure such further consideration, the protocol

contains an expiration date beyond which it can not be extended.
The principal matters dealt with in the protocol relate to

(1) the Belgian taxes which are the subject of the convention,

(2) the taxation of dividends and interest, and (3) the Belgian

commitment to provide tax relief for its residents and corporations

deriving income from sources within the United States upon which

the United States also imposes tax. A detailed technical memo-

randum describing the provisions of the protocol is attached.

Description of Belgian Tax Law

In order to better understand the provisions of the protocol,
it is necessary to describe briefly the baslc provisions of the
new Belgian tax law. Under Belgian law, there are four classes
of income tax: an individual income tax; a corporate lncome tax;

an income tax on legal entities (political subdivisions and non=-
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profit-malding organizations); and an incame tax on nonresidents,
The income tax on nonresidents applies both to individuals and
corporations and applies generally only to income which non=-
residents receive from sources within Belgium,

The collection of Belgian income taxes relating to invest-
ments and wages is accomplished generally through a system of
withholding or prepayments applicable to certailn kinds of income.
In the case of income from personal property (including stocks
and bonds), there is both a standard and an additional personal
property prepayment. In the case of income from real property, a
standard and an additional prepayment are also imposed. 1In the
case of wages and other remuneration, a standard professional pre-

payment is imposed,

The protocol specifically applies the convention to these
varlous Belgian taxes,

Taxation of Dividends and Interest

Belgian Withholding on Dividends

Under the present treaty, the United States may impose a tax
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on dividends from U, S, sources received by a resident or corpo-
ration of Belgium not having a permanent establishment within the
United States at a rate not exceeding 15 percent. Under the
existing treaty, Belgium is precluded from imposing a tax similar
to the withholding tax imposed by the Unlted States in the case
of nonresident aliens and foreign corporations.

The protocol permits Belgium to impose a tax not in excess
of 15 percent on dividends derived from Belgian sources by a U, S,
resident or corporation not having a permanent establishment in
Belgium, The protocol specifies that the 15 percent rate of tax
shall apply only to dividends which are paid on registered shares,
Thus, in the case of registered shares, a reduction to 15 percent
is provided by the protocol from the regular Belgian withholding
rate of 18.2 percent under its standard personal property pre-
payment.l/ It should be pointed out that the 18,2 percent rate

1/ The 18.2 percent rate results from the fact that the standard
personal property prepayment is imposed at the rate of 15 percent
of the amount of dividends actually distributed grossed up by an
amount equal to the special dividends received credit granted

under Belgian law. To take account of this special credit, the
standard personal property prepayment applicable to dividends is
calculated on 85/70ths of the amount actually distributed and the
effective rate of tax is thus 18.2 percent of the dividend actually
distributed.
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of tax still applies in the case of dividends which are paid on
bearer shares. Typically, shares held by a U. S. parent corpora-
tion in a Belglan subsidiary are in registered form,

During the negotiations leading to the protocol, the Unlted
States urged a general Belgian withholding rate under the treaty
of 15 percent. However, the Belgian authorities indicated that
they would encounter serious difficulties in administering their
tax system if a reduced rate of tax were applied to bearer shares
as well as registered shares, As I have indicated, this protocol
will be in effect for a limited period of time, and it 1s expected
that by the expiration of that period Belgium will have developed
appropriate procedures to permit a general maximum rate of tax on
Belgian source dividends paid to U. S. persons of 15 percent.
Actually, even under present Belglan law, because of the exemp-
tions and credits which are contained therein, the effective rate
of tax on dividends paid on bearer shares is generally below 18.2
percent and frequently less than 15 percent, BEven in those cases
where the effective rate of tax on bearer shares may exceed 15
percent, the holder of those shares can readily convert them to

registered shares and thereby obtain the benefits of the 15 percent
rate. |
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Exemption from Belgian Additional Personal
Property Prepayment

The protocol provides an exemption from the Belgian additional
personal property prepayment with respect to dividends and interest
paid to a resident or corporation of the United States not having
a permanent establishment in Belgiums In the absence of this pro=
vision, a U, S. resident or corporation would be subject to a 15
percent tax on the amount received (after deduction of the standard
personal property prepayment) in addition to the amount withheld
as the standard prepayment. Thus, under this provision of the
protocol, Belgium will not impose this additional prepayment on
dividends and interest paid to U, S. residents and corporations
from Belgian sources.

Dividends and Interest Paid by Belgian
and U, S, Corporations

Under the protocol, the United States agrees to exempt from
tax dividends and interest paid by a Belgian corporation to a
person other than a citizen, resident or corporation of the United
Statese A provision of this type is contained in many of the tax
treaties to which the United States is a party and operates to
eliminate application of those rules contained in the Internal

Revenue Code under which in certain circumstances dividends and
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interest paid by a foreign corporation may be regarded as being
fram U, S, sources,

The protocol contains a reciprocal provision under which
Belgium will not tax dividends or interest paid by U, S. corpora-
tions to a person other than a resident or corporation of Belgium
unless collection is made in Belgium, The reservation regarding
collection in Belgium was included because of the problem of
administering the Belgian tax laws in those cases where dividends
or interest are paid on bearer shares or bonds to a recipient in

Belgium through a collection agent (such as a bank) located there,

Relief from Double Taxation

As 1s standard in tax treaties, the United States agrees to
allow an appropriate credit against U, S, taxes for Belgian taxes
paid by a U. S, resident or corporation. The obligation of the
United States under this provision of the protocol is satisfied
by the forelgn tax credit provisions contained in the Internal
Revenue Code,

The protocol also contains a series of provisions under which
Belgium agrees to grant relief from double taxation to its resi-

dents and corporations on U, S, source income. In general, the
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protocol contalns a broader commitment by Belgium to avold double
taxation than is present in the existing convention,

In the case of Belgian corporations not having a permanent
establishment in the United States which receive dividends from
U, S. sources, Belglum agrees to grant to these corporations the
same exemptions from Belglan corporate income tax as would be
granted if the paying corporation were a Belgian company. The
exemption amounts to either 85 percent or 95 percent of the amount
of the dividend after deducting the U, S, tax withheld, depending
on the character of the recipient's business, In addition to
these exemptions, Belgium also agrees to permit a Belgian corporate
recipient of U, S, dividends to elect under certain conditions to
have the dividends exempted from Belgian personal property pre-
payment, This provision will operate to permit a Belglan corporation
receiving U, S. dividends to accumulate or reinvest a larger portion
of these dividends than would otherwise be permitted under Belgian
law,

In the case of a Belglan resident receiving dividends and a
Belgian resident or corporation receiving interest from the United
States, Belgium agrees in the protocol to permit a deductlon from
its tax attributable to the dividends and interest of at least 15

percent of the amount received, after deducting the U, S. tax
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withheld, This provision, which is contained in present Belgian

law, represents a commitment by Belgium to continue to allow this
deduction,

If a Belgian resident or corporation has a permanent establishe
ment in the United States and dividends, interest and royalties
derived by such Belglan resident or corporation are taxed by the
United States because of the existence of the permanent establishe
ment, Belgium agrees in the protocol to exempt such income from
tax,

The protocol also deals with the problem of double taxation
in the case of a U, S. citizen residing in Belgium who is liable
for income tax in both countries on his world-wide income. The
convention does not restrict the right of the United States to tax
its citizens, and consequently this individual is not entitled to
the reduced rates of U. S, tax provided in the treaty for residents
of Belgium on U, S. source income. Consequently, both Belgium and
the United States will be taxing his U, S. source income at
progressive rates. The protocol provides a measure of relief from
double taxation to such an individual by 1imiting the Belgian
income tax which may be imposed on U, S. source dividends, interest,

pensions, annuities and royalties received by a U, S, citizeh



- 10 -

residing in Belgium to 15 percent of such income after reduction
of that tax by the 15 percent Belgian foreign tax credit on income
from personal property.

Effective Dates and Expiration

The effective dates provided in the protocol correspond
generally to the effective dates of the new Belgian tax law appli-
cable to ths items of income involved. Where a new feature has
been introduced into the convention the provisions are applied
prospectively.

A speclial transitional rule is provided primarily for the
benefit of U. S. tax-exempt organizations deriving dividend income
from Belgium. Belgium is prohibited under the existing convention
from imposing tax "“similar to" that withheld at the source by the
United States in the case of nomresident aliens and foreign corpo-
rations. Under the protocol Belgium is permitted to impose such
a withholding tax effective as to payments on or after January 1,
1963, The special transitional rule, effective until January 1,
1965, preserves for tax-exempt organizations and other comparable
taxpayers any rights which they might have under the treaty prior
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to this protocol, since such taxpayers can not benefit from the
foreign tax credit provided in the Internmal Revenue Code,

The protocol is to remain in effect until January 1, 1968
except that it may be extended by mutual consent of the parties
until no later than December 31, 1970.

Conclusion

The protocol which is before you deals with a limited number
of questions primarily arising from the Belgian revision of its
tax system. These changes in the treaty are essentlal to co~
ordinate the new Belgian system with the treaty and thereby permit
the treaty to operate as intended,

The protocol liberalizes the statutory taxation by Belgium
of Belglan source dividends paid to U, S, investors. The reduction
in the rate of Belgian withholding tax in the case of registered
shares from 18.2 percent to 15 percent and the elimination of
the additional personal property prepayment are significant bene=-
fits to U. S. investors in Belgium and the United States. The
agreement by Belgium to provide relief from double taxation where
Us S. source income is involved is an important additional benefit

to the U, S, citizens involved, For these reasons, and because
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the protocol is an important step in keeping our existing treaties
current, I urge you to recommend that the Senate advise and consent

to the ratification of this protocol.



TREASURY DEPARTMENT
Washington
STATEMENT ON THE PROTOCOL AMENDING THE INCQME TAX CONVENTION

BETWEEN THE UNITED STATES AND THE FEDERAL REPUBLIC OF GERMANY

BY STANLEY S. SURREY, ASSISTANT SECRETARY OF THE TREASURY

BEFCRE THE SUBCOMMITTEE ON TAX CONVENTIONS OF THE
SENATE FOREIGN RELATIONS COMMITTEE
OCTOBER 13, 1965
(10:00 A.M.,EDT)
Mr. Chairman and Members of the Committee:

I am very glad to discuss the protocol signed September 17, 1965
to amend the income tax convention between the United States and the
Federal Republic of Germany, which was entered into in 1954. The
protocol is the result of discussions which have taken place over
a period of years to deal with a number of problems that emerged
under the convention as it now stands and to take account of changes
made in the German income tax system in the years since the convention
came into effect.

I do not propose to discuss each provision of the protocol;
since the President, in transmitting the protocol to the Senate, alse
transmitted a memorandum which summarizes each article in the protocol.
Moreover, at the end of my remarks I will submit for the record a
comprehensive technical memorandum which goes into considerable detail
in connedction with each article of the protocol. I shall therefore
confine my remarks to the principal provisions of the protocol.

I should like, first, to note that on the whole the protocol
will have a greater impact on the application of German tax laws

than on United States tax laws. It will bring German tax practices

more into line with United States tax practices and thus bring about

F-237
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a greater degree of reciprocity than has hitherto mrevailed with
respect to certain types of transactions and income flows. In
general, therefore, the protocol produces tax changes which are
beneficial to Americans having interests in Germany.

Article 1 of the protocol restateg the taxes covered by the
convention. It describes more precisely than at present the German
taxes falling within its scope and adds éertain German taxes which
are not measured by income, the trade tax, and the tax on capital.

The consequence of this change is to enlarge the tax benefits accruing
to U. S. residents and corporations holding German assets by also
granting them exemption from these non-income taxes on those assets.

Article 2 of the mrotocol provides for a new definition of the
term permanent establishment. This is a kay term in tax treaties
since a taxpayer not having a permanent establishment in a country
may not under our treaties be taxed on industrial or commercial profits
arising within the country. The definition of the term, in effect, |
sets forth what types of activity constitute a permanent establishment
and hence establishes the limits within which an enterprise of one
country may conduct activities in the other country without being
subject to tax on industrial or commercial profits in that other
country. The definition of a permanent establishment in this protocol

is essentially the same as in our tax conventions with Luxembourg
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and Sweden, which have been approved by the Senate, and in owr
convention with Belgium which is also before your comnittee. I
would like specifically to mention one aspect of this definition,
the phrase which refers to a "place of management”. A place of
management, like an office, store or factory, can constitute a per-
manent establishment. Some have feared that this phrase may be
interpreted by Germany to hold a permanent establishment to exist
if a business executive from an American corporation should make
certain decisions in that country with respect to the operations

of his firm's subsidiary there, even though the decisions are made
in a place temporarily occupied by the executive as living quarters.
In this connection, I would like to submit a memorandum of under-
standing which accompanies the protocol. The first item in that
memorandum provides that "a hotel room or similar place temporarily
occupiad by officials of an enterprise exercising management functions
shall not be interpreted to constitute a place of management". This
issue also was considered in connection with the tax convention with
Luxembourg, and we there entered into an exchange of letters which
provided that decisions taken by executives which are solely of a
technical or scienmtific nature will not be in‘t;erpreted to constitute

"management". We have agreed with the German tax authorities that
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a similar principle will apply in the application of the term
management" used in this mrotocol. We have not included this in
the memorandum of understanding only because the time necessary to
reach terminological precision in both the English and German
languages would have delayed too long consummation of the protocol.
I am confident that in the application of the term "place of
management", the fears that have been expressed will prove to

be groundless. I should like to point out that the language used
in the protocol is taken from the OECD model convention. We are
seeking to achieve as much uniformity among the industrialized
countries as possible in the terminology used in tax conventions.
For this reason, we and the German authorities preferred not to
alter the permanent establishment language but to arrive at a
clearer understanding of what the ianguage means through the memo-
randum of understanding and our discussions.

Article III of the existing convention provides that an enter-
prise of one country with a permanent establishment in the other may
be taxed in that other country on its industrial or commercial profits.
The tax will be at the regular rates applicable to business income.
It goes on to say, moreover, that all other income from that country,

such as investment income or royalty income, which accrues to the
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enterprise will be treated as income of the permanent establishment
and taxed at such regular rates together with the profits which are
actually attributable to the operations of the pernanent establish-
ment. Thus, if a German company having a marksting branch in the
United States holds, say, U. S. Government bonds, the interest it
receives is treated as the imcome of the permanent establishment
and taxable to it even though the convention provides for tax
examption of intersst paid to a German corporation which does not
have a permanent establishment here. The taxation of a foreign
enterprise which has a permanent establishment on all income from
sources within the United States at regular rates has come to be
referred to as the "force of attraction". It produces anomalous
gituations and tends to discourage investment in the United States
by the foreigners most likely to invest here.

The protocol amends the convention so as to abandon the "force
of attraction®". To accomplish this result, the protocol amends
Articles III, VI, VII and VIII and adds a new Article IXi. Under
these new provisions, a permanent establishment of a firm in the
other country will be taxable at regular rates only on the business
income attributable to the activities of the permanent establishment
or the investment income "effectively connected" with the activities
of the permanent establishment. Other income, such as investment

incoms or royalties which are not effectively connected to the firm's
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business activities in the country, will be treated in accordance
with the relevant provisions in the convention regarding those types
of income. Hence, if a German firm derives interest income which

is not effectively connected with the activities of its permanent
establishment in the United States, the interest would be tax axempt
under ths convention.

This 1s not the first tax convention to depart from the "force
of attraction" approach. Our tax convention with the United Kingdom
was amended some years ago to extend the exemption which otherwise
applied to royalty payments to cases where the recipient of the
royalties had a permanent establishment situated in ths country from
which the royalties were derived where such payments are mot directly
associated with such permanent establishment. However, this protocol
is the first convention which fully eliminates the "force of attraction®
principle.

I should like to add that the treaties written among the
European countries, as well as the OECD model convention, generally
do not contain the "force of attraction" principle. Instead, they
rely on the "effectively connected" doctrine.

The memorandum of understanding expounds on the meaning of the
term "effectively connected" and is intended to minimize administrative
problems that might arise in its application.

In the existing income tax convention, provision is made for a
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reduced rate: of withholding tax of 15 percent on dividends paid by

a 10-percent-or-more-owned subsidiary corporation in one country to
a parent corporation in the other country. As respacts the United
States, this is in lieu of our 30 percent statutory rate. Under
Article L of the motocol, this reduced rate would apply to all non-
effectively connected dividends paid from one couniry to a recipient
in the other, and thus will extend to portfolio investments. This
extension of the reduced rate of tax applicable to dividends brings
the German convention more nearly into line with most of the other
tax conventions to which the United States is a party. Al the same
time, the protocol increases the withholding tax rate in certain
situations to deal with what Germany has considered to be an abuse
resulting from the interaction of the split rate German corporation
tax and the reduced withholding tax rate in the treaty. The German
corporate tax on distributed profits (15 percent) is much lower than
that on retained profits (51 percent). As a result, some American
companies with German subsidiaries have found it to their tax advantag
to distri