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UNITED STATES SAVINGS BONDS ISSUED AND REDEEMED THROUGH February 28, 1967

(Dollar amounts in millions — rounded and will not necessarily add to totals)

DESCRIPTION AMOUNT ISSUED Y/ Réggguéoy ou#‘;‘?k’.ﬁ‘gmc 2y 0?3»5’335?’75’5'320
MATURED
Series A-1935 thru D-1941 | 5,003 Ly 990 9 .18
Series F and G-1941 thru 1952 | 29,521 29,L61 59 .20
Series J and K-1952 thru 1954 2,236 2,193 L3 1,92
UNMATURED N
Series E ¥/
1941 1,861 1,618 243 13.06
1942 8,217 7,166 1,050 12,78
1943 13,223 11.565 1,657 12.53
1944 15,L24L 13,377 2,0L7 13.27
1945 12,103 10 302 1,801 14.88
1946 S,L69 L,L53 1,015 18.56
1947 5,170 - L,030 1,141 22,07
1948 e 5,33k L, 068 1,266 23.73
1949 : “:\il;‘ 51:",}0 5,259 3,935 1,325 25 019
1950 RUG 503 L,597 3,373 1,218 26,50
1951 — 3,979 2,92 1,055 26,51
1952 LG 1o 1457 h:169 3:031 1:138 27,430
1953 ; h,gih 3,352 1,L02 29.L49
1954 o o ,8L0 3,320 1,520 31.40
1955 l Jady Deoranibioi 5’039 3;367 1:671 33.16
1956 4,854 3,165 1,689 3L.80
1957 4,556 2,858 1,699 37429
1958 L,L21 2,62 1,797 L0.65
1959 4,13k 2,h422 1,712 L1.L1
1960 L,130 2,310 1,821 LkL.09
1961 4,159 2,178 1,981 L7.63
1962 4,00k 2,0L0 1,96L L9.05
1963 L,LL9 2,0ub 2,L03 Sh.ol
1964 L,3L43 1,938 2,405 55.38
1965 L,2L7 1,741 2,506 59.01
1966 L, 124 1,007 3,117 75.58
1967 - - - -
Unclassified 773 855 -82 -
Total Series E 1)-17 ,63)4 105,072 h2,562 28 083
Series H (1952 thru May, 1959) < 5,L85 2,731 2,754 50.21
H (June, 1959 thru 1967) 6,023 9Ll c,083 8Li,39
Total Series H 11,508 3,672 7,836 68.09
Total Series E and H 159,142 108,7hlL 50,399 31.67
Series J and K (1955 thru 1957) 1,511 1,006 505 Y| 33.42
Total matured 36,760 36,6L8 111 .30
All Series { Total unmatured 160,653 109,750 50,903 31.69
Grand Total 197,413 146,398 51,01, 25.84

Includes accrued discount.
Current redemption value.

At option of owner bonds may be held and will earn interest for addition::! periods after original maturity dates.

Includes matured bonds which have not been presented for redemption.

Form PD 3812 - TREASURY DEPARTMENTY

- Bureau of the Public Debt



UNITED STATES SAVINGS BONDS ISSUED AND REDEEMED THROUGH

(Dollar amounts in millions — rounded and will not necessarily add to totals)

March 31, 1967

DESCRIPTION

AMOUNT I1SSUED I/

AMOUNT
REDEEMED I/

AMOUNT

OUTSTANDING 2/

% OUTSTANDING
OF AMQUNT ISSUED

—4

MATURED

Series A-1935 thru D-1941 __
Series F and G-1941 thru 1952
Seties J and K-1952 thru 195N

UNMATURED
Series E Y/
1941
1942
1943
1944
1945
1946
1947
1648
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

Unclassified
Tota] Series E

Series H (1952 thru May, 1959)
H (June, 1959 thru 1967)

Total Series H
Total Series E and H

Series J and K ( 1955 thru 1957) _____|

All Series{

Total matured

Total unmatured

Grand Total

£,003 L, 995 9 .18
29,521 29,L53 58 .20
2,236 2,200 36 1.61
1,862 1,621 2h0 12.89
8,220 7,180 1,0L0 12,65
13,231 11,587 1,448 12.43
15,427 13,L06 2,021 13.10
12.107 1¢,327 1,779 1L .59
5,h72 b, 169 1,C02 18.31
5,174 L,0u8 1,126 21.76
5,338 L,085 1,253 23,47
5,263 3,952 1,312 2L .93
l:,600 3,3%, 1,206 26,22
3,582 2,938 1,0l 26,22
L,173 3,048 1,127 27.01
h,759 3,370 1,389 29.15
L, 8LS 3,342 1,50k 31.04
5,0LS 3,392 1,652 32,75
L,861 3,198 1,553 3L.21
4,565 2,88 1,681 36.82
L, h27 2,849 1,779 40.19
L,139 2,L39 1,702 L1.12
4,137 2,326 1,811 L3.78
I, 166 2,201 1,965 L7.17
L,C11 2,059 1,951 h8.6L
L,Lsé 2,072 2,38k 53,50
L, 350 1,956 2,384 5L .80
4,255 1,783 2,L72 58,10
L,511 1,215 3,295 73.0k4
2Lh - 2Ly 100,00
577 575 2 3¢
118,198 105,524 L2,A7L 28.%0
5,L&5 2,752 2,733 49.83
6,075 968 5,107 £L .07
11,560 3,720 7,Eh0 67 .82
159,758 109,243 £0,51, 31.42
1,511 1,036 L75 Y 31.L4
36,760 36,657 102 .28
161,269 110,280 50,99C 31.62
193,029 146,937 51,092 25,80

Includes accrued discount.
Current redemption vulue,
At option of owner bonds may be held and will earn interest for additional periods after original maturity dates.

Includes matured bonds which have not been presented for redemption

Form PD 3812 - TREASURY DEPARTMENT - Bureau of the Public Debt



UNITED 3 JATES S#VINGS BONDS ISSUED AND REDEEMED THROUGH April 30, 1967

(Dollar amounts in millions — rounded and will not necessarily add to totals)

DESCRIPTION

AMOUNT ISSUED ¥/

AMOUNT

REDEEMED 1/

AMOUNT
OUTSTANDING 2/

7 OUTSTANDING

MATURED

Seties A-1935 thru D-1941 __
Series F and G-1941 thru 1952
series J and K-1952 thru 195k

UNMATURED
Series E 3/

1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
19671

—

OF AMOUNT ISSUED

4

Unclassified

Total Series E

Series H (1952 thru May, 1959) Y
H (June, 1959 thru 1967)

Total Series H

Total Series E and H

Series J and K ( 1955 thru 1957)

All Series{

Total matured

Total unmatured |

Grand Total

5,003 ks, 995 8 .16
29,521 2k, L6l 57 .19
2,236 2,205 31 1.39 ]
1,862 1,623 239 12.8)
8,223 7,186 1,037 12.61
13,238 11,59 1,6l2 12.LO
15,kL3C 13,L18 2,012 13.0L
12,11C 10,338 1,773 1L .64
5,L78 L,u76 999 18.25
5,178 L,056 1,122 21.€7
5,342 4,091 1,250 23.L0
5,267 3,959 1,308 24,83
L, 604 3,L01 1,203 26.13
3,985 2,9 1,0L1 26.12
L,176 3,052 1,12k 26,92
L,763 3,379 1,38k 29.06
4,850 3,351 1,L99 30.91
5,050 3,hL03 1,6L6 32.55
L,866 3,211 1,655 3L.01
4,570 2,897 1,673 36.61
L,L32 2,660 1,773 40.C0
b,1L9 2,uh8 1,701 41,00
L, 143 2,334 1,809 L3.66
4,172 2,213 1,959 16 .96
li,01k 2,069 1,9L5 u8.Lé
L, L6k 2,092 2,372 53.14
L, 356 1,983 2,374 5L, L7
L, 262 1,806 2,456 57.63
4,559 1,33% 3,22k 70,72
566 18 SLt 96 .62
582 562 - -
148,690 105,921 L2,769 28,76
5,8L7 2,888 2,959 50.61
6,756 871 L,886 72.32
11,603 3,759 7,8k 67 .6C
160,293 109,680 50,613 31.58
1,512 1,063 w9 Yl 29.70
36,760 36,663 96 .26
161,805 110,7k3 51,062 31.56
198,565 147,406 £1,159 25.76

Includes accrued discount.
,Current redemption value.
‘At option of owner bonds may be held and will earn interest for additional periods after original maturity dates.

Includes matured bonds whichk have not been presented for redemption.

Form PD 3812 — TREASURY DEPARTMENT - Bureau of the Public Debt




CORRECTTION
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STATEMENT BY THE HONORABLE STANLEY S. SURREY
ASSISTANT SECRETARY OF THE TREASURY
BEFORE THE COMMITTEE ON WAYS AND MEANS
HOUSE OF REPRESENTATIVES
ON TITLE V OF H.R. 5710 REIATING TO
THE TAX TREATMENT CF THE ELDERLY
MARCH 1, 1967

On Page 5, in paragraph number 3 (retirement
income), the first sentence should read:
"This complex provision grants a maximum credit
against income tax equal to 15 percent of an
individual's first $1,524 of eligible retirement
income and 15 percent of the first $2,286 for a

married couple where only one spouse qualifies."

(Not the first $2,268 for a married couple)

o0o



TREASURY DEPARTMENT )
Washington 4

STATEMENT BY THE HONORABLE STANLEY S. SURREY
ASSISTANT SECRETARY OF THE TREASURY
BEFORE THE COMMITTEE ON WAYS AND MEANS
HOUSE OF REPRESENTATIVES
ON TITLE V OF H.R. 5710 RELATING TO
THE TAX TREATMENT OF THE ELDERLY
MARCH 1, 1967

Mr. Chairman: T appreciate this opportunity to present the
details of the President's recommendations for improving the income
tax treatment of the elderly which he included in his Message on
Older Americans.

Congress has been mindful of the financial problems associated
with old age and has created far-reaching direct programs, such as
the Social Security and Medicare systems, aimed at their solution.

Another significant form of assistance to the elderly has been
provided by special income tax benefits to those over the age of 65.
This tax program costs the Federal Government approximately $2.3
billion a year in tax revenues. TYet it has been developed in a piece~
meal fashion over the years =-- part administratively, part by committees
other than this one -~ without ever having been subject to an over-all
review by this Committee and by Congress to assure that the system is
achieving its objective in an equitable and uniform manner. When
viewed comprehensively, it seems clear that the present system of tax

benefits for the elderly is not directed where the benefits would be

F-830



most effective in solving the financisl problems of this group.
The present system is subject to criticism on many grounds:

-- It grants more relief to those Wo have retirement
income -- pensions, dividends, interest, rents -- than to
those who continue working past the age of 65 and whose in-
come, therefore, is in the form of wages and salaries.

-- It is of substantially more value to those elderly
with higher incomes than it is to those in the lower in-
come brackets.

-- It is exceedingly complex.

Recognizing that special tax provisions for the elderly are
based upon the special financial needs associated with old age, the
task then becomes one of directing the tax relief -- in a simple,
fair, and uniform manner -- to those who are in the most need of it.

It is to this goal that the President's proposals I am dis-
cussing with you today are directed.

These proposals will not change the aggregate revenue cost of
the benefits available to the elderly. Rather, they represent a re-
structuring of the system within the present revenue cost. This
would be accomplished by replacing the present complex and dis-
criminatory provisions with a flat exemption -- $2,300 for single
persons and $4,000 for married couples -- available to all lower in-

come gnd middle income elderly alike.
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There are about 20 million persons over the age of 65.

Of these, about 4t million pay income tax or join in the filing
of a return on which income tax is paid.

The President's proposals will not change the tax-free status
of almost 16 million elderly who now pay no tax. Of the remaining
group of elderly, about 2.8 million will have tax reductions. Thus,
for the great majority of the elderly =-- over 18.5 million persons,
more than 92 percent of the total -- the President's recommendations
will not change their position of being free of income tax burdens,
or they will result in a tax reduction.

The tax liabilities for the remaining group of individuals will
be increased and thereby brought more in line with those of taxpayers
under age 65 with similar amounts of income.

For all of the elderly, the new system would be simple and
straightforward.

Present Iaw

The details and explanation of the tax benefits available to the
elderly under present law are these:

1. An extra $600 personal exemption -- and a related $100 mini-

mm standard deduction -- are allowed to each person 65 or over. This

provision is obviously of increasing benefit to higher bracket tax-
payers. This extra exemption reduces the taxes of those in the highest
bracket by $420 but is worth only $98 to a taxpayer in the lowest

bracket.



-+,

- L -

2. Social Security and Railroad Retirement benefits are excluded

from income tax. The exclusion from the tax base of these items also

is of most benefit tec those in the higher tax brackets. A top bracket
taxpayer receiving $l,OOO a year from social security retirement pay-
ments enjoys $700 of tax relief by reason of the exclusion, while one
in the lowest brackets may benefit by only $145 from the same exclu~-
sion.

There is no sound tax principle that supports a complete exclu-~
sion for social security and railroad retirement benefits. These
benefits are essentially in the nature of retirement income benefits
and are comparable to those paid from a private retirement plan. The
exclusion of social security retirement benefits is a tax anachronism
granted administratively in the days when benefits were low, and the
social security system was in its infancy and viewed as a "welfare"
program. The'exclusion of railroad retirement benefits was granted
by a different committee to create parity of treatment with social
security. To continue these exclusions as benefits grow will accen-
tuate (1) the greater tax benefits given to the wealthy and (2) the
arbitrary differences in tax treatment of elderly individuals with
the same total incomes which now result from taxing varicus kinds of
income differently.

As T have already indicated, the major purpose of the President's
proposal is to replace these exclusions == as well as the other ocom-

plicated special tax benefits now available to the elderly -~ with a
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flat special exemption available to all lower and middle income
elderly alike. Under the proposal, however, no elderly person whose
income consists only of social security or railroad retirement bene-
fits would become taxable =- either on the basis of the present levels
of these benefits or those which have been proposed by the President.
Furthermore, on an over-all basis, the propcsal leaves 90 percent of
the present social security recipients untaxed, and reduces taxes

for an additional 5 percent on the basis of present levels of social
security.

3. A retirement income credit is allowed. This complex provi-

sion grants a maximum credit against income tax equal to 15 percent
of an individual's first $1,524 of eligible retirement income and 15
percent of the first $2,268 for a married couple where only one spouse
qualifies. The sole justification advanced for the retirement income
credit is that it provides tax benefits to individuals receiving pen-
sion or investment income -- but little or no social security bene-

fits -- somewhat comparable to the exclusion for social security.

This credit, however, discriminates most unfairly against those
who continue working after reaching age 65. This arises because
wage income is not eligible for the retirement income credit and,

in addition, wage income reduces the amount of that credit available
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for investment and pension income. Consequently, an individual over
65 whose entire income consists of dividends, interest, and private
pension benefits, can under present law receive an unlimited amount
of this income and still qualify for the retirement income credit.
If single, he does not start paying tax until his income exceeds
roughly $3,lOO. On the other hand, for a single person up to age 72
who is forced to supplement a small pension by working after retire-
ment, the maximum gllowable retirement income credit begins to
diminish as his wages exceed $1,200 and is completely eliminated if
he earns as little as $3,000. He would start paying taxes at $1,600
if his income consisted solely of his wages.

This difference is unwarranted. The elderly person who by
economic circumstances is required, or who out of a desire to be
active and productive chooses, to continue working should not have
withheld froam him the tax relief available to one living on dividends
and interest or a substantial pension.

Furthermore, the retirement income credit is one of the most com-
plex provisions of the Internal Revenue Code which is spplicable to a
broad range of individual taxpayers. Its detailed and complicated
fules require an entire page on the tax return. Experience indicates
that it is so complicated that many of the elderly do not understand

it and therefore lose the benefits to which they are entitled.
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This present complex, confusing, and discriminatory system --
which is far more favorable to the retirement income of the elderly
than to their wages and salaries -- is not a rational structure.
This structure of taxing the elderly seems to have been dictated by
a chain of events rather than by a considered judgment of this com-
mittee or the Congress. As I previously mentioned, the exclusion
for social security benefits was established by administrative ruling
while the railroad retirement benefit treatment was acted upon by a
different committee. The retirement income credit has generally
been discussed only in the narrow context of attempting to equate
the tax treatment of other forms of retirement income with that
already granted to social security benefits.

The President's Proposal

The proposed revision of the income tax treatment of the elderly
would eliminate these unfalir and complex features of existing law and
would provide, instead, a relatively simple and uniform method of
giving tax relief to all elderly taxpayers in relation to their need.
The exclusions for social security and railroad retirement benefits,
the retirement income credit, and the extra $600 personal exemption
and $100 minimum standard deduction -- the entire present structure --
would be replaced by a uniform special exemption.

Persons who have attained the age of 65.--The proposal would

allow a specilal exemption of $2,3OO to all single taxpayers who have
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attained the age of 65 and a special exemption of $4,000 to a married
couple where both are over the age of 65. : In the case of a mar-
ried couple where one is over 65 and one is under 65, the allowable
exemption would be $2,300, These taxpayers would, of course, still
retain the personal exemption of $600 and the minimum standard de-
duction, applicable to all taxpayers.

These special exemptions would be reduced deollar-for-deollar for
the amount of income -- including social security and railroad retire-
ment benefits -- recelved during the taxsble year in excess of $5,600
in the case of a single individual and $11,200 in the case of a mar-
ried couple. However, in order to reflect the retiree's own con-
tributions to the social security or basic railroad retirement system,
the amount of his special exemption would, in no case, be reduced
below an amount equal to one-third of the amount of these benefits
included in his income for tax purposes. For a taxpayer without
social security or railroad retirement benefits, the special exemp-
tion would phase out at the income level of $7,900 for a single
person and $15,200 for a married couple.

Additional particulars under the proposal are:

;77 The $2,300 special exemption is numerically equivalent to the
present maximum primary social security benefit ($1,600 rounded)
and the extra $600 personal exemption and its related $100 minimum
standard deduction. To arrive at the $4,000 married couple's ex-
emption, there is added $800 representing the wife's social
security benefit and $700 representing her extra $600 personal
exemption and related $100 minimum standard deduction, with the
total rounded to $4,000.
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(1) Only those social security and railroad bene-
Tits which are paid as retirement benefits would no
longer be excluded. Thus, disability benefits, lump-sum
death benefits, and children's benefits would remain ex-
cludable from income. The exclusion for these benefits
essentially parallels the tax treatment of similar pay-
ments made under a private arrangement.

(2) The provision which, under certain conditions,
Permits a taxpayer to claim an exemption for an elderly
parent he is supporting would be revised to allow the
parent to receive up to $1,200 -- rather than the
present $600 -- of gross income before the exemption
1s disallowed. This change would reflect the fact that
by virtue of being included in income, social security and
railroad retirement benefits would be included for the
first time in applying the income test.

(3) The minimum income limits for filing a return
in the case of individuals over age 65 would be raised
from $1,200 to $2,800 2/ to reflect the higher income

levels at which individuals would be completely exempt

2/ The figure $2,800 represents the value of the new special exemp-
tion ($2,000), the $600 personal exemption, and a $200 standard
deduction available to a married taxpayer filing a separate re-
turn. It represents the smallest possible dollar combination
(on a rounded basis) of these benefits in the case of any tax-
payer. Due to g drafting error, the bill erroneously reflects
the new filing level as $2,600 rather than $2,800,
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from tax under the proposal. For married couples, the
$2,800 would be in terms of their combined income in
recognition that their Joint income is considerec in op-
plying the phase-out rules for the new special exemption.

Persons under the age of 65.--Under existing law, persons under

age 65 need not include their social security or railroad retirement
benefits in income and, in addition, those individuals receiving a
rension under a public retirement system are eligible for the re-
tirement income credit. In keeping with the recommendations for
those over age 65, the proposal would eliminate these preferences.
It would substitute instead, for the individuals involved, a
special deduction equal to the lesser of (1) the actual amount of
such benefits received or (2) $1,600. 3/ The $1,600 limitation

on the amount of the deduction would be reduced dollar-for-dollar
to the extent that income received exceeds $5,600 in the case of a
single taxpayer or $11,200 in the case of a married taxpayer, but

not below an amount equal to one-third of any social security or

raillroad retirement benefits included in income.

3/ The $1,600 deduction ceiling is numerically equivalent to the

" present exclusion for the maximum primary social security bene-
fit ($1,600 rounded) and is more than adequate to reflect the
value of the retirement income credit (15 percent of the first
$1,524 of retirement income). It represents the same value as-
signed to these benefits in constructing the special exemption
for persons over the age of 65.



Effect of the Propcsal

The proposed revision of the tax treatment of all elderly and
retired persons represents a balanced revenue program of tax simpiifi-
cation and reform.

Fliminating the retirement income credit while at the same time
extending comparable benefits to individuals in the lower and middle
income groups =-- regardless of the nature of their income -- will:

-~ Vastly simplify the tax computation for most
individuals receiving retirement income;
-- Eliminate the existing discrimination against

those who continue working after age 65.

The loss in tax revenues which will result from extending the
uniform special exemption to all lower and middle income persons over
age 65 without regard to the source of their income will be balanced
by removing the benefits of this special exemption from those in-
dividuals whose income levels demonstrate that old age has not created
financial hardship.

Under the proposal, all single persons with incomes -- from all
sources including social security and railroad retirement benefits -~
of $3,222&/ or less would be exempt from income tax. All married

couples, where both are 65 or over, with incomes of $5,777§/ or less

&/ This reflects the special exemption of $2,300; a personal exemption
of $600, and the 10 percent standard deduction of $322 on $3,222 of

income.

5/ This reflects the special exemption of $4,000, two personsl $600
exemptions, and a 10 percent standard deduction of $577 on 5,777
of income.
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would be exempt. These results obtain regardless of source of in-
come -- wages, pensions, socigl security or railroad retirement
benefits, or investment income. This will mean that almost a half
million older persons of the 4.2 million persons now taxable will be
completely relieved of any income tax liability.

Of the elderly persons above these income levels, nearly all
single persons over age 65 with incomes up to $5,800, and nearly all
married couples where both are over 65 with incomes up to $11,600,
will obtain tax reductions. In addition, many elderly single persons
with incomes over this level and up to $7,300, and many elderly mar-
ried couples with incomes up to $14,000, will also receive tax reduc-
tions depending on the composition of their income. In total, of
the elderly above the new fully exempt level, nearly 2.3 million
would have their income taxes reduced in varying amounts depending
on the nature of their income and its consequent treatment under
present law.

The remaining 1.4 million older taxpayers will have their taxes
increased. They will lose the special tax benefits now available to
them since they have no demonstrable need for special tax relief. Of
course for many of these the increased social security benefits pro-
posed by the President will completely or materially offset the tax

increase.
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Since railroad retirement benefit levels are considerably higher
than the social security levels, the present tax benefits extended
to railroad retirees through the exclusion of their benefits from
income tax are likewise greater than for elderly persons receiving
social security or other forms of retirement income. For this reason,
the income levels at which railrocad retirees will be unaffected or
will receive tax reductions or will have tax increases under the
proposal are scmewhat lower than in the case of other elderly persons.
The effect of the proposal is thus to place these railroad retirees
in the same tax position as soclal security recipients or other
elderly with the same total income. As stated earlier, the proposal
leaves completely free of tax those persons receiving only railroad
retirement benefits.

Of the 1k.5 million aged persons receiving soclal security bene-
fits, 90 percent would not pay any tax under the President's proposals
so that their social security benefits will, in fact, remain nontax-
able, assuming the present level of benefits. Another 5 percent of
the recipients presently taxable because of other income would have
their taxes reduced. For this group also the effect of the proposal
will be to continue the exemption for their social security benefits.
If there is an increase in social security benefits of the nature
recommended by the President, tax increases will be realized by only

an additional 1.5 percent of the social security recipients -- about
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200,000 persons. Moreover, as stated earlier, no elderly person re-
ceiving only social security benefits, either at present or under the
President's program, will be subject to tax.

In summary, the President's proposal has been carefully de-
signed to correct three major problems that presently exist under
our téx treatment of the elderly:

-- The proposgl will simplify the tax return and

tax filing problems of all older people.

-- It will end the unfair and serious discrimination
against those older perons who, by force of circumstances

or desire, continue working after age 65.

-- Finally, it will insure that the benefits ex-

tended through our tax system to the elderly =-- which

will remain at their present $2,3 billion level -- will

go to those who, because old age has imposed particular

financial problems, need tax relief the most.
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TITLE V -~ TAX TREATMENT OF THE AGED

Technical Explanation

~+ Inclugion of Retirement Benefits Received Under the Social Security
and Rallroad Retirement Systems in Gross Income.

At present all social security benefits (by administrative ruling) and
railroad retirement benefits (by law) are excludable from gross income.
Parazraph (a) of Section 503 of the bill creates a new section 82 of the
Internal Revenue Code which provides for the inclusion in gross income of
virtually all social security and rallroad retirement benefits which are
in the nature of retirement benefits.

More specifically, the basic retirement annuity paid to a covered
vorker, as well as the benefit paid to his wife if she is not otherwilse
eligible on her own right are includible in income for tax purposes. On
the other hand, the following types of benefits would not be includible
in income:

(1) Disability pensions paid to workers and their families. Under
the social security system, a disabled worker and possibly members of his
family are entitled to benefits out of the disability fund until the worker
reaches age 65. These would be nontaxable. Payments to him and other
members of his family after he reaches age 65 convert to retirement
benefits payable out of the 0ld Age and Survivors Insurance Trust Fund, and
as such (with the exception of child's benefits) would be includible in
income, This treatment corresponds with the "sick pay" provisions applica-
ble to disability payments received under private plans.

(2) Payments to the minor children of a retired, disabled, or de-
ceased employee,

(3) Iump sum death benefits.



Dependency exemption. A taxpayer may claim a personal exemption for
any dependent with less than $600 of gross income and for whom he provides
half the support. Frequently, this exemption arises in the case of a
taxpayer supporting an elderly paremt. At present, in applying the "$600
gross income test," social security and railroad retirement benefits are
ignored because they are not included in gross income for tax purposes.
This would no longer be true under the bill, with the result that the
gross income of elderly taxpayers receiving social security will
automatically be increased by the amount of these benefits, and, thus,
if no change were made the possibility would exist that many elderly
persons formerly claimed ag dependency exemptions by their children or
by others could no longer be so claimed., This result is not per se
improper, since social security and railroad retirement benefits are as
much economic income as are private retirement pension benefits. Nonethe-
less, in order to prevent in many cases the loss of a dependency exemption
by relatives who support an elderly social security or railroad retirement
pensioner, section 504(b) of the bill amends section 151(e) of the Internal
Revenue Code to provide that persons aged 65 or over may receive up to
$1200 of gross income and still be claimed as dependency exemptions.

The bill contains two technical amendments with respect to the
inclusion of social security and railroad retirement benefits in gross
income. Section 503(b) of the bill is a clarifying amendment intended
to foreclose the possible applicability of section 101(b) of the Internal
Revenue Code (which provides for an exclusion from income of certain
employee death benefits) to social security or railroad retirement
annuities paid to the survivors of deceased insured workers. Most annuities
paid to survivors of covered workers are paid by reason of the age of the
recipient; they are the same anmuities as would be paid to the worker's
spouse or parents if the worker were alive at retirement. In other words,
these annuitdes are essentizlly in the nature of retirement benefits and
ghould be taxed as such.

Section 506(c) of the bill conforms the Railroad Retirement Act
by modifying the provision exempting railroad retirement benefits from
all taxes, so as to reflect their inclusion in gross income for Federal
income tax purposes.
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II. Repeal of the Retirement Income Credit.

Section 501 of the bill provides for the repeal of section 37 of the In-
ternal Revenue Code, the retirement income credit. The retirement income
credit is a very complex provision intended to extend tax benefits, somewhat
comparable to the tax benefits resulting from the exclusion of social security
and railroad retirement from gross income, to retired individuals who are not

covered (or only partially covered) by the social security and railroad re-
tirement programs.

The retirement income credit is, basically, a credit against the tax-
payer's tax equal to 15 percent of his first $1524 of retirement income. The
$152L base is raised to $2286 in the case of a married couple with both
spouses over 65 but where only one has retirement income or otherwise quali-
fies for the credit. Retirement income eligible for the credit includes, in
the case of a person over 65, pension benefits, rents, interest, and divi-
dends; in the case of a person under 65 it includes only pension benefits
received from a public retirement system. The $1524 maximum base is reduced
by the amount of sccilal security or railroad retirement benefits received.

The reason that the retirement income credit is so complex is that,
because it 1s intended to parallel the social security exclusion, it in-
corporates limitations upon the credit comparable to those that the Social
Security Act imposes upon the amount of and entitlement to maximum social
security benefits, Thus, the credit is only allowable if the individual had
received earned income in excess of $600 in each of any ten calendar years
before the year in question. In addition, the $1524 base is reduced, pursuant
to a specified formula, if wages in excess of $1200 ($900 in the case of an
individual under age 62) are received. This $1200 level was intended +o
equal the level at which social security benefits begin to be cut back because
of earned income. The $1524 and $2286 maximum credit bases were derived from
the maximum annual social security retirement annuities receivable by a
covered worker and by a covered worker and his spouse, respectively, under
the Social Security Act as amended through 1958.

IIT. Repeal of the Extra Personal Exemption and Related Minimum Standard
Deduction.

Section 504 (a) repeals the provision allowing each taxpayer over the
age of 65 an additional $600 personal exemption. This will automatically
result in the elimination of the $100 minimum standard deduction that is
related to that personal exemption. Taxpayers over the age of 65 will still
be eligible for the basic $600 personal exemption allowable to each taxpayer.
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IV. Special Exemption for Individuals Over Age 65.

To replace the tax benefits described gbove, section 504 (c) of the bill
ereates a new special exemption (section 154 of the Internal Revenue Code)
for persons aged 65 or more. To qualify for the exemption the taxpayer must
have attained age 65 before the close of the taxable year involved. For a
single person the annual special exemption is $2300. For a married couple
where both are over 65, each may qualify for a $2000 annual exemption -- for
a total of $4000 on a joint return. Section 153 of the Code i1s applicable in
determining marital_7tatus. If the spouses file separate returns each takes
s $2000 exemption. For married couples where only one spouse 1ls over age
65, the one over age 65 may qualify for a $2300 exemption (i.e., the same as
a single person), whether or not a joint return is filed. The one under 65
is not entitled to a special exemption but may be entitled to the new retire-
ment income deduction if she is receiving social security, railroad retire-
ment, or public retirement system benefits (see item .V for description
of this proposal).

The special $2300 exemption which the bill provides for the single
person over 65 is approximately equal to the total tax benefits resulting
from the following provisions of existing law, which would be eliminated:

1. Exclusion of social security benefits, up to the present annual
meximm of $1600 (rounded), from gross income. (%ection 503 (a) of the bill
elimingtes the social security and railroad retirement exclusions).

2. The extra $600 personal exemption allowable to individuals over
age 65 (Section 504 (a) of the bill repeals this exemption).

3. The extra $100 minimum standard deduction that is related to the
extra $600 personal exemption (Section 504 (a) of the bill also has the ef-
fect of eliminating this extra minimum standard deduction).

The special exemption does not replace, but is an addition to the regular
$600 personal exemption which is available to all taxpayers at any age.

The $MOOO total exemption which the bill provides for a married couple
both over 65 is slightly greater than the total tax benefits resulting from
the following provisions of existing law, which would be eliminated:

1. The exclusion of the worker's social security benefits, up to the
present annuel maximum of $1600 (rounded), from gross income.

2/ If both spouses are over age 65 but only one spouse has gross income and
the other spouse is not the dependent of another, then the spouse with the
gross income may claim a total $4000 special exemption (i.e., his own $2000
plus his spouse's $2000) even on a separate return. This provision parallels
the existing section 151 (b) of the Internal Revenue Code, which allows one
spouse to claim the other spouse's personal exemptlon even on a separate re-
turn -- as long as the non-filing spouse has no income and is not the dependent
of another.
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2. The exclusion from gross income of the spouse's social security
benefits, up to a maximum of $800 (rounded), which represent the maximmum
recelveble by a spouse who does not qualify for benefits in her own right.

3. The two extra $600 personal exemptions plus the two $100
mininmm standard deductions that are related to these extra exemptions.

The total $4000 exemption slightly exceeds the total of these

benefits. This gives some recognition to the fact that some spouses
will receive, as a result of their own work experience, social security
benefits greater than one-half of the other spouse's benefits.

The special exemptions are allowed as deductions from adjusted
gross income. However, there is no requirement that the individual
itemize his deductioms in order to qualify for the special exemption.

This method of handling the special exemption — which is the same as
that followed for the $600 personal exemption - will permit the
standard deduction to be computed on an income base which includes

social security or railroad retirement benefits but which has not yet
been reduced by the offsetting special exempticn., This will, in effect,
result in an added benefit to many of those taking the standard deduction.

The allowance of the special exemption 1s limited to taxpayers at
the lower and middle income levels. This is accomplished as follows: For
a single person, the special exemption is reduced dollar-for-dollar by
the amount of his adjusted gross income in excess of $5600. However,
it is never cut back to a figure below ocpe-third of the basic social
security or railroad retirement benefit 3 he has included in his income
for that year. This represents a very rough — and generous — allowance
for recovery of the employee's contributions to the social security or
railroad retirement programs. Thus, for a single person with no social

§/ Railroad retirement supplemental annuities though includable in gross
income, are not included for purposes of computing the one-third cutback
floor. No part of such benefits represents a return of the employee's
contributions since the supplemental annuity program is entirely non-
contributory.
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security or railroad retirement benefits, the special exemption will be com-
pletely phased out at a $7900 adjusted gross income level. However, 1f his
taxable income includes $1500 of social security henefits, his special exemp-
tion will in no event be reduced below $500 (one-third of $1500) no matter
how high his adjusted gross income.

For a married couple filing & joint return, where cne spouse is 65 or
over and the other is under 65 the special exemption will remain at $2300.
However, in this case the exemption will be cut back dollar-for-dollar for
adjusted gross income in excess of $11,200 (i.e. double the cut back level
for a single person) - but not below one-third of the soclal security amd R.R.
retirement benefits actually included in income.

For a married couple filing a joint return where both spouses ars age
65 or over a total exemption of $4000 is allowable. This in turn is - * back
dollar-for-dollar for adjusted gross income in excess of $11,200 but noi
below one-third of the social security and railroad retirement benefits Incliuded
in the couple's income. Thus, for a couple with no social security cr reilrced
retirement income, the special exemption will be completely phased out at
$15,200 of adjusted gross income. However, if $2400 of their taxsble income
consists of social security benefits, their combined special exempticn will
level out at $800 once they reach $14,400 of adjusted gross income.

For a married couple filing separate returns, the cutback is applied
separately to each spouse's exemption but on the basis of their combined in-
comes. That is, each special exemption is cut back by the amount by which
one-half of their combined income exceeds $5600. The use of the combined
income in their case will remove any artificial incentive to file separate
returns in order to take advantage of an uneven distribution of income
among the spouses.

The social security and railroad retirement benefits that are being
included in income under the bill will also be included in the adjusted
gross income base for applying the cutback provisions.

Miscellaneous amendments. Section 506 (a) of the bill amends section h
of the Internal Revenue Code to permit the Internal Revenue Service toc pre-
scribe optional tax tables reflecting the new special exemption. Section
506(b) of the bill is a technical amendment to section 1bL of the Internal
Revenue Code. Section 1Lkl of the Code presently provides that texpayers with
less than $5000 of adjusted gross income may not use the standard deduction
unless they elect to use the optional tax tables. The bill adds an exception
to this rule for persons over 65 who, unless the Secretary or his delegate
issues tables, will not be permitted to elect the optional tax.
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V. Special Retirement Income Deduction for Persons Under Age 65.

Section 503(a) of the bill creates a new section 218 of the
Internal Revenue Code. Under this section, each individual under age
65 is entitled to a deduction equal to the amount of social security,
railroad retirement, and public retirement system benefits included in
his gross income — subject to a ceiling on the deduction of $1600 and
& phase-out provision for higher-income taxpayers. The new section
contains a definition of "public retirement system" which is identical
with the definition presently in the retirement income credit.

This deduction 1s personal to the taxpayer receiving the specified
types of income; thus, married couples cannot combine their deductions
to permit the deduction of more than $1600 of benefits received by one
of the spouses. For example, if a retired teacher under age €5 is
receiving an annual pension of $2000 and his wife, who is also under
65, receives no social security, railroad retirement or public retirement
system benefits, the husband may qualify for a deduction of no more than
$1600 and the wife is allowed no retirement income deduction — even if
a joint return is filed.

Under the law of community property states, the husband and wife
in the above example would each be considered as having $1000 of
retirement income. In order to provide for equal treatment of all married
couples, no matter in what state they reside, the new section 218 provides
that their retirement income shall not be so prorated for purposes of
applying the new retirement income deduction. Thus, the result in the
above example will be the same in all states. Under present law, some
married taxpayers living in community property states are able, in effect,
to claim two retirement income credits, instead of the one credit avail-
able to married couples in non-community property states, under the facts
of the above example. This would be the case if neither spouse had
significant wage income. On the other hand, community property rules may
operate to the detriment of such a couple. If the retiree has retirement
Income but his wife has wage income, her wage income will presently
operate to reduce his retirement income credit base. The proposed repeal
of the retirement income credit, and the special community income pro-
vision of the new section 218 will eliminate these anomolies,

Section 502(a) of the bill amends section 62 of the Internal Revenue
Code to provide that the new retirement income deduction will be allowed
as a deduction in arriving at adjusted gross income. Thus, the retirement
income (social security, railroad retirement and public retirement pensions)
which is includable in gross income and then offset by the new section 218
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deduction will not be included in adjusted gross income upon which the
10 percent standard deduction is computed. If this were not true, the
mere receipt of social security, railroad retirement, or public retire-
ment system benefits could produce a tax lower than that which would
have been payable if this income were not received. On the other hand,
section 302(c) of the bill amends section 170(b)(1) of the Code and
section 502(d) of the bill amends section 213 of the Code to provide
that for purposes of computing the limitations on the charitable con-
tribution and medical expense deductions, respectively, adjusted gross
income is computed without regard to the retirement income deduction.
gince the charitable contribution and medical expense limitations are
intended to represent a certain proportion of the taxpayer's spendable
jncome it would not be appropriate to reduce the base against which
they are applied by the retirement income deduction, which does not
represent a cost of acquiring gross income but is merely a special
benefit related to the particular source of the income. Furthermore,

if the retirement income deduction were to reduce adjusted gross income
for purposes of the medical expense deduction floor, in many cases the
undesirable situation would result that a taxpayer's medical expense
floor would increase when he reaches 65 and becomes entitled to the
$2300 special exemption (which does not reduce adjusted gross income)
instead of the retirement income deduction.

The new $1600 retirement income deduction replaces:

1. The exemption from gross income of social security
retirement benefits received by a person under 65,

2. The comparable railroad retirement exemption.

3. The retirement income credit for persons receiving
pensions under a public retirement system.

The $1600 ceiling represents the maximum benefits now available as
a result of either the exclusion of social security from income (maximm
of $1600 (rounded)) or the retirement income credit (which is available
for the first $1524 of retirement income).

As in the case of the special exemption for those over age 65,
the $1600 retirement income deduction ceiling will be reduced dollar-
for-dollar tc the extent that adjusted gross income, including social
security and railroad retirement benefits, exceeds $56OO in the case
of a single taxpayer and $11,200 in the dase of a married couple. The
deduction ceiling will never be reduced, however, to an amount less than
one-third of any soclal security and railroad retirement benefits included
in the taxpayer's gross income. In the case of a married person, the cut-
back is applied on the basis of one-half of the combined adjusted gross
income of both spouses.
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In either case, the cutback operates to reduce the deduction ceiling.
Thus, for example, if a single person under 65 has $6000 of adjusted gross
income, including $1000 of social security benefits, his retirement income
deduction will be $1000 even though his income exceeds the $5600 cutoff
level by $400. This is because his deduction ceiling hes only been reduced
to $1200 which is still above his otherwise allowable deduction.

Since the new retirement income deduction is a deduction arriving
at adjusted gross income rather then an exemption, persons entitled to
the deduction may use the optional tax tables.

VI. Filing Requirement.

Under existing law a person age 65 or over must file a tax return if
his income exceeds $1200. As a consequence of the present proposal this
requirement can be raised and a person 65 or over will only be required to
file a tax return if his income, together with his spouse's income if married,
exceeds $2800. Under no conceivable set of circumstances will any person
age 65 or over have tax liability if his income §or their income in the case
of & married couple) is less than this amount. 4 .

VII. Effective Date.

The new special exemption and retirement income deduction -- as well
as the repeal of the present provisions -- would apply to taxable years
beginning in 1968. This seems most compatible with the July 1, 1967 ef-
fective date for the social security increases.

4/ Due to a drafting error the bill sets the filing requirement at $2600
rather than the correct amount which is $2800.

The $2800 amount reflects the fact that a married taxpgyer 65 or over
whose spouse is also 65 or over and who files a separate return is entitled
to only one-half of the couple's $4000 aged exemption, his $600 personal
exemption, and an additional allowance to reflect the 10 percent standard
deduction. The filing requirement was arrived at by rounding these three
elements to the lowest even amount that could appropriately represent a
filing requirement for all persons 65 or over.
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Income Levels Below Which Taxpayers Over 65 Would Have a Tax Reduction
and Above Which a Tax Increase Under the President's Proposals

Single Individuals

: Income level
Separating
tax cut
: from increase

Income level above
Social :which after-tax income

: security :decreases as a result
t increase :; of tax proposal and
: proposed : Soc. Sec. increases 1/

<imum primary sccial security bene-
Fit ($1,630) 2/

1. No retirement income credit i/

arage social security benefit

($1,008) L/

1. Max. retirement income credit 5 $5,988
2. No retirement inccme credit 5 6,393

iimum social security benefit

$528) o/

1. Max. retirement income credit 5/ $6,041
2. No retirement income credit 5/ 6,825

social security benefits

1. Max. retirement income cred%f/i/ $6,095

2. No retirement income credit 5 7,300

$5,833 7/

$olly $ 6,580
$151 $ 6,485
151 6,793
$310 $ 6,975
312 10,400 8/
- $ 65095
-- 7,300

‘ice of the Secretary of the Treasury
Mfice of Tax Analysis

Present income level before social security increase.

March 1, 1967

The calculations assume

use of the standard deduction. These levels are higher for itemizers.

The maximum which was received by a significant number of beneficiaries.

No retirement income credit because social security income exceeds $1,524.
Average Primary retirement benefits for those receiving such benefits.
Maximum retirement income when earnings do not exceed $1,200 or taxpayer is
over age 72. No retirement income credit when eliminated by earnings.

Minimum primary retirement benefits.

For taxpayers using the standard deduction with incomes between $3,222 and
$3,234 there would be a slight tax increase which could be as much as $1.

This point is higher than other cases because the increase in social security
payment is relatively large and the change in taxable income relatively small.
In one case the $312 income increase is reduced by the lost $1L49 retirement
income credit while the other, having no RIC, is free to apply the full $312

to an increase in taxable income.
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Table 2

Income Levels Below Which Taxpayers Over 65 Would Have a Tax Reduction
and Above Which a Tax Increase Under the President's Proposals

Married Couple, Both Age 65

: : Income level above
+ Tncome level : Social : which after-tax income

. separating tax:security: decreases as a result
cut from tincrease: of tax proposal and
increase :proposed: Soc. Sec. increases l/

faximum primary and supplemental social
security benefit ($2,445) 2/

1. No retirement income credit i/ $11,635 $367 $12,651

\verage social security benefit

($1,530) 4/

1. Max. retirement income credit 5/  $11,875 $230 $12, 590
2. No retirement income credit 2/ 12,470 230 13,056

linimun social security benefit ($792) 6/

1. Max. retirement income credit 5/ $12,029 $L6T $13,380
2. No retirement income credit 5/ 13,205 46T 14,770

lo social security benefits

1. Max. retirement income credit 5/ $12,327 -- $12,327
2. No retirement income credit 5/ 14,000 -- 14,000
Iffice of the Secretary of the Treasury March 1, 1967

Office of Tax Analysis

/ Present income level before social security increase. The calculations assume
use of the standard deduction. These levels are higher for itemizers.

/ Maximum which was received by a significant number of beneficiaries.

/ No retirement income credit because social security income exceeds $2,286.
Assumes the husband receives retirement income and wife receives none.

/ Average primary and supplemental benefite for those receiving such benefits.

/ Maximum retirement income when earnings do not exceed $1,200 or taxpayer is
over age 72. No retirement income credit when eliminated by earnings.
Minimum primary and supplemental retirement benefits.
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Present Tax and Tax Change Under Proposal for
Selected Taxpayers With Wage Income Only l/

(1) ) (3) (%) (5) (6) (7) (8) (9) (10) (11) (12) (13)
: Single Individual, Age 65 Married Couple, Both Age 65
! Present : Regular :Difference: :Difference in: Present : Regular Difference :Difference 1In:
¢ tax for : tax paid :in tax of : : tax of over : tax for : tax paid : in tax of : tax of over :
elderly : by tax- : over 65 Tax and under :Tax changefj elderly : by tax- over 65 : Tax and under :Tax change
Wage tax- ¢ payers : and under 65 after : due to tax- : payers and :  under 65 after due to
income 1payers g/: undér 65 : under 65 : proposal : proposal : proposal payers%[: under 55 : under 65 : proposal : proposal : proposal
(33-(2) (3)-05) (5)-(2) (9)-(8) (9)-(11) (11)-8)
$ 3,000 $ 209 $ 329 $120 $ 0 $329 $ -209 $ 0 $ 200 $200 $ 0 $200 --
5,000 557 671 114 ohe L29 -315 290 501 211 0 501 $ -290
7,500 1,031 1,168 137 1,075 93 Lk 686 914 228 222 692 =Ll
10,000 1,580 1,742 162 1,742 0 162 1,114 1,342 228 586 756 -528
12,500 2,206 2,398 192 2,398 o] 192 1,567 1,831 26k 1,256 575 -311
15,000 2,938 3,154 216 3,15k 0 216 2,062 2,335 273 2,285 50 223
20,000 L 666 L. 918 252 4,018 0 252 3,160 3,484 324 3,484 0 32k
50,000 18,87k 19,230 356 19,230 0 356 || 13,388 13,964 576 13,9564 0 576
100,000 hr,77h 48,182 Lo8 48,182 0 108 37,748 38,460 T12 38,460 0 712

Office of the Secretary of the Treasury
Office of Tex Analysis

March 1, 1967

}/ Proposal to eliminate the retirement income credit and present age exemption, include social security benefits in AGI, and grant a new age exemption
of $2,300 for singles and $4,000 for married couples both over 65 to be reduced dcllar-for-dollar for income in excess of $5,600 if single and $11,200
if married and both over 65 but not to go below one-third of social security benefits.

2/ Assumes standard or minimum standard deduction through $10,000 income and itemized deductions equal to 10 percent of income above $10,000.

&8¢



Table A-2

Tax Changes Under Proposal For Taxpayers With Average Soclal Security
Benefits and Retirement Incame 15

Single Individual, Age 65

: Net after-tax

[6)) (2) (3) () (5) (6) (1) (8) (9) (10) (11) (12)
: : Difference Tax under :Difference: Tax change due to H :
: Present : Regular :in tax oft elderly :in tax of : proposed tax law : : Total effect of proposed
s tax for :;ax Ppaid : over 65 : proposal :over and : Percent : Percent : Tax increase due to : tax law and OAST -
! elderly :by tax- : and : ‘prior to sunder 65 of : of : OAST benefit : benefit iner
: : : ase
Present t  tax- ' i.Payers mnder 55 OAST :  affer : : increases umder . s

incame g/#:javers 3funder & b L

: : present : present
: increases :Proposal : Dollars :

ol le tax @ incame proposed tax law S5/ Net tax change: income change
(37-(2) (3)-(5) ~ (5)-(2) (M+{10) $150- (1)
$ 2,000 $ 0 4 110 $110 $ o $ 110 $ © - - $0 $ o $ 151
3,000 0 270 270 0 270 0 - - o] 0 151
5,000 307 607 300 oho 365 -65 -21.2% -1.3% 23 -ho 193
6,000 479 792 313 481 311 2 0.4 0.0
. . 55 6/ 5T b
g,ggg 754 1,089 335 1,075 1 321 42,6 7/ k.3 337 35k -283
10, 1,276 1,648 372 1,648 o) 372 29.2 = 3.7 28 400 -249
12,500 1,845 2,290 s’ 2,290 0 L4s 241 3.6 33 478 -32
231000 2,526 3,033 507 3,033 0 507 20.1 3.4 36 533 -39;
»,000 b,17e by TTT 605 W, 7T 0 605 1h.5 3.0 Lo 64T -hg96
50,000 18,212 19,028 816 19,028 0 816 L.s 1.6 61 877 -726
100,000 k7,012 47,954 ok2 47,954 0 942 2.0 0.9 68 1,010 -859
Office of the Secretary of the Treasury, Office of Tax Analysis March 1, 1967

;/ Proposal to eliminate the retirement income credit and present age exemption, include in income social security benefits, and grant a new age exemption

£ e

Lo\

N

of $2,300 reduced dollar-for-dollar for ircome in excess of $5,600 but not to go below one-third of social security benefits.

Present income is AGI plus social security benefits ($1,008 average).

Tax computation assumes standard or minimum standard deduction through $10,000 incomes, itemized deductions of 10 percent of income for incomes higher
than $10,000.

Phis is the tax that would apply to a taxpayer under age 65 whose family situation is the same, married or single, and who received an amount of income
equal to the total income of the aged reduced by one-third of social security, or railroad retirement as the case may be and has itemized deductions
equal to 10 percent of present income of the aged (Col. 1).

/ A 15 percent increase in sociel security income of $151 brings it to $1,159.
/ The age exemption phase-cut accounts for a $55 tax increase being associated with a $151 increase in social security benefits. The effect on higher

incomes is not as great since the phase-out terminates at $7,514. At $7,514 and above taxpayers receive the $386 minimum age exemption equal to one-
third social security income after benefit increases.

The 43 percent tax increase is due to the age exemption phase-out. At $7,56L and above the age exemption is reduced to 2 constant $336 so tax changes
due to the reduction are increasingly smaller fractions of present tax liabilities.
N

de



Table A-3

Tax Changes Under Proposal For Taxpayers With Average Social Securlty
Benefits and Retirement Inccme 1f

Married Couple, Both Age 65

(1) (2) (3) (%) (5) (6) (1) (8) (9) (10) (11) (12)
Difference Tax under :Difference: Tax change due to :
Present Regular : in tax of: e€lderly :in tax of : proposed tax law 2 Total effect of proposed

2 s as oo ve

ar S5 ss as aa es

tex for : tax paid: over 65 : proposal :over and 3 : Percent : Percent Tax increase due to ; tex law and OAST
elderly :by tax- : and : prior to sunder 65 : of : of : OAST benefit B benefit increases
Present tax- ‘payers under 65 3 QAST s after : : present : present : increases under . : Net after-tax
income 2/ : payers 3funder &6 Lt : incresses :Proposal . Dollars : tax : incane : proposed tax lew 5/ : Net tax change: incame change
(3)-{2) (37-(5) (5)-(2) {7)+(20) $230-{11)
$ 2,000 $ 0 4§ O $ O $ 0 $ O $ O -—% -—% $ 0 $ 0 $ 230
3,000 ) 125 125 0 125 ) -- - 0 0 230
5,000 0 416 416 0 416 ) - -- 0 0 230
6,000 97 567 470 28
539 -69 -T1.1 -1.2 29 -ko 270
lg, % 332 818 1486 202 596 -110 -33.1 -1.5 32 -78 308
) 739 1,2hks 506 586 659 -153 -20.7 -1.5 Lo -113 343
12,500 1,138 1,719 581 1,256 463 118 10.4 0
> . .9 88 6 206 2L
ég:ggg 1,612 2,214 602 2:21h 0 602 37.37 k.0 33 4 635 -4os
o 000 2,66l 3,341 €T 3,341 0 677 25.h 3.h b3 720 -kg0
50, 12,540 13,719 1,179 13,719 0 1,279 9.4 2.4 h 1,253 -1,023
100,000 36,747 38,154 1,407 38,154 0 1,407 3.8 1.4 92 1,499 -1:269
Office of the Secretary of the Treasury, Office of Tax Analysis March 1, 1967

;/ Proposal to eliminate the retirement income credit and present age exemption, include in income social security benefits, and grant a new age exemption

of $4,000 reduced dollar-for-dollar for income in excess of $11,200 but not to go below one-third of social seturity benefits.

2/ Present income is AGI plus social security benefits ($1,531 average).
i/ Tax computation assumes standard or minimum standard deduction through $10,000 incomes, itemized deductions of 10 percent of income for incomes higher

L/

than $10,000.

This is the tax that would apply to a taxpayer under age 65 whose family situation is the same, married or single, and who receives an amount of income
equal to the total income of the aged reduced by one-third of social security or railroad retirement as the case may be and has itemized deductions
equal to 1Q percent of present income of the aged (Col. 1).

/ $230, a 15 percent increase in social security income to $1,761.

The age exemption phase-out accounts for an $88 tax increase being associated with a $230 increase in social security benefits. The effect on higher
incomes is not as great since the phase-out terminates at $14,613. At $14,613 and above taxpayers receive the $587 minimum age exemption equal to
one-third social security income after benefit increases. '

The 37 percent tax increase is due to the age exemption phase-out. At $14,690 and above the age exemption is reduced to a constant $510 so tax changes
due t0 the reduction are increasingly smaller fractions of present tax liabilities.
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Table A-4

Tax Changes Under Proposal For Taxpayers With Maximum Social Security
Benefits and Retirement Incame 1/

Single Individual, Age 65

1) (2) (3) _ () (s) (6) (n (8) (9) (10) (11) (12)
: Difference Tax under :Difference: Tax change due to F
Present : Regular: in tax of: elderly :in tax of : _ proposed tex law : Total effect of proposed

tax for tax paid : over 65 proposal :over and Percent : Percent Tax increase due to tax law and CAST

- elderly :by tax- : anpd ; prior to sunder 65 ; : of : of OAST benefit f b 1
i’resent2 tax- -:payers ynder 65 : OAST + after H : present : present increases wder ; enerftNizczizziitax
ncame 2/ payers 3/under 6 4/. : increases :DPropPosal . Dollars : tax : incame : proposed tax law 5/ . Net tax change; income change
(37-(2) (3)-05) " 5-(@ 7+(10)  §20s-(21)
$ 2,838 $ 0 $ 9 % 19 $ o $ 19 0 -- - 0 0 $oul
g’ooo 0 235 235 0 235 0 -- -- $ 3 $ 3 241
7’ 271 568 297 2ko 326 $-29 -10.7% -0.6% 37 8 236
6,000 4Y
9 Tht 298 481 266 32 7.1 0
00 . .5 88 120 124
131300 T08 1,044 336 1,0k 0 336 W5 7 k.5 30 g 366 100
1,213 1,594 381 1,59k 0 381 31.L 3.8 41 Loo -178
12
15:3 1,748 2,224 L76 2,224 0 476 27.2 3.8 50 528 o8l
20,000 ﬁ?gé 2,959 555 2,959 0 555 23.1 3.7 58 613 -369
. O
Zg,goo 17,929 135987 _ S%# 18:983 3 8%5 1g:% 3?3 Sg 1 g?% - gg
100,000 46,666 47,813 1,147 47,813 0 1,147 2.5 1.1 110 1,257 -1_013
Office of the Secretary of the Treasury, Office of Tax Analysis March 1, 1367

Y
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Proposal to eliminate the retirement income credit and present age exemption, include in income social security benefits and grant a new age exemption
of $2,300 reduced dollar-for-dollar for income in excess of $5,600 but not to go below.one-third of social security benefits.

Present income is AGI plus social security bernefiuvc ($1,620 maximum).

Tax computation assumes standard or minimum standard deduction through $10,000 incomes, itemized deductions of 10 percent of income for incomes higher
than $10,000.

This is the tax that would apply to a taxpayer under age 65 whose family situation is the same, married or single, and who receives an amount of income
equal to the total income of the aged reduced by one-third of social security, or railroad retirement as the case may be and has itemized deductions
equal to 10, peréent of present income of the aged (Col. 1).

A 15 percent increase in the maximum primary social security benefit equals $2hh.

The age exemption phase-out accounts for an $88 tax increase being associated with a $2bh increase in social security benefits. The effect on higher
incomes is not as great since the phase-out terminates at $7,275. At $7,275 and above taxpayers receive the $625 minimum age exemption equal to one-
third social security income after benefit increases.

The 48 percent increase is due to the fact that the increase in taxable income resulting from the inclusion of maximum secial security benefits and
the phase-out is a large fraction of present tax. At higher incomes the social security inclusion is a constant and hence an increasingly smaller
fraction of present tax. : :

83



Table A-5S

Tax Changes Under Proposal For Taxpayers With Maximum Social Security
Benefits and Retirement Income 1/

Married Couple, Both Age 65

(1) (2) (3) ) (5) (6) (7 (8) (9) (10) (11) (12)
: Difference Tax under :Diilerence: Tax change due to
Present : Regular ; in tax o: eiderly :in tax of : proposed tax law Total effect of. proposed

tax for :tax paid: over 65 : proposal :over and : Percent : Percent

Tax increase due to tax law and OASI

" as ee ae

e 65 ss s oo
1 se es e

elderly :by tax- : and : prior to :under 65 ; :  of : of : OAST benefit b i
P&esentg tax- ~:1:payers  aunder 65 OASI :  after H : present : present : increasé:nimder . enef%tNizc:;z:iftax
incame 2/ : payers 3/under 66 L/ : increases :Proposal. : Dollars : tex : incane : proposed tax law 2/ : Net tax chagge; income change
(3)-{2) (3)-0(5) (5)-(2) (1)+(20) $367-(11)
$ 3,000 0 $ 82 $ 82 0 $ 82 0 -- - 0 0 6
5,000 0 368 368 0 368 0 -- -~ 0 0 ’ %cz
6,000 $ 78 515 437 $ 28 487 $- 50 6L .19 0.8¢ L6 Y
-6k, -0. - 1
T, 500 299 760 461 222 538 - 77 -25.80 -1.00 ¢ 50 $- 27 %Zu
10,000 696 1,187 491 586 601 -110 -15.8 -1.1 66 - Ly §11
12,500 1,124 1,652 528 1,256 396 132 11.7 1.1 k2 6 274
15,000 1,524 2,147 623 221&7 o} 623 4o.9 7/ .2 54 8/ 657 -3?3
20,000 2,549 3,256 707 3,256 0 707 e7.7 ~ 3.5 63 775 -Lo8
50,000 12,214 13,573 1,359 13,573 0 1,359 11.1 2.7 117 1,476 -1,109
100,000 36,330 37,971 1,641 37,971 0 1,641 L.5 1.6 147 1:788 1421
Office of the Secretary of the Treasury, Office of Tax Analysis March 1, 1967

L/ Proposal to eliminate the retirement income credit and present age exemption, include in income social security benefits and grant a new age exemption
of $4,000 reduced dollar-for-dollar for income in excess of $11,200 but not to go below one-third of social sevurity benefits.

2/ Present income is AGI plus social security benefits ($2,445 maximum). .

§/ Tax computation assumes standard or minimum standard deduction through $10,000 incomes, itemized deductions of 10 percent of income for incomes higher

" than $10,000.

4/ This is the tax that would apply to a.taxpayer under age 65 whose family situation is the same, married or single, and who receives an amount of income

- equal to the total income of the aged reduced by one-third of social security, or railroad retirement as the case may be, and has itemized deductions
equal to 10 percent of present income of the aged (Col. 1).

5/ A 15 percent increase in the maximum primary and supplemental social security benefit equals $367.

%/ The age exemption phase-out accounts for a $1L42 tax increase being associated with a $367 increase in social security benefits. The effect on higher

incomes is not as great since the phase-out terminates at $1L4,263. At $1L,263 and above taxpayers receive the $937 minimum age exemption equal to

one-third social security income after benefit increases.

7/ The 41 percent tax increase is due to the age exemption phase-out. At $14,385 and above the age exemption is reduced t6 a constant $815 so tax changes
due to the reduction are increasingly smaller fractions of present tax liabilities. )
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Table A-6

Tax Changes Under Proposal For Taxpayers With Maximum Social Security
Benefits and Retirement Incame }/

Married Couple; Husband Age 65, Wife Under 65

t elderly by tax- and

Present :  tax- ::payers under 65 : OAST : after OASI benefit

increases under

benefit increases

N ;
(1) _ (2) i (3) _ (%) (s) (6) (1 (8) (9) (10) (11) (12)
o : Reul Difference Tax under :Difference: Tax change due to :
! Present : Regular : in tax ! elderly :in tax of proposed tax law :
. . 5q . . Total effect DO
:tax for :tax paid: over 65 proposal :over and : Percent : Percent : Tax increase due to ° atage( 123 azg ngI sed

: present : present

prior to :under 65 : :  of : of
E : Net after-tax

incame 2/ : payers 3funder & LA _ increases :proposal. : Dollars : tax : incame : proposed tax law 5/ Net tax change: income change
(31-(@) WG (5)-(2) (7)+(30)  $ebb-(11)
$ 2,000 $ o $ o $ o $ o© $ o $ o - - o
3,000 o] 120 120 0 120 o] - -- i 0 i 8 * git
5,000 150 h11 261 10 271 - 10 -6.7% -0.2% 33 23 221
6,000 301 562 261 275 287 - 26 -8.6 -0.h i
T, 500 532 811 279 hg2 319 - ko -7.5 -0.5 38 -g 232
10,000 99 1,239 290 905 334 - Ly -h.6 -0.h4 L6 2 2h2
12,500 1,346 1,712 366 1,468 2kh 122 9.1 1.0 81 6
15,000 1,835 2,207 372 2,207 0 372 20.2 2.5 35 & E?{ -116%
20,000 2,902 3,332 430 3,332 o] 430 11k 2.2 45 L5 -231
50,000 12,894 13,703 809 13,703 o] 809 6.3 1.6 78 887 64
100,000 37,151 38,134 ‘983 38,13k 0 983 2.6 1.0 97 1,080 :832
’ LW
Office of the Secretary of the Treasury, Office of Tax Analysis March 1, 1967 w

l/ Proposal to eliminate the retirement income credit and present age exemption, include in income social security benefits and grant a new age exemption

T of $2.300 reduced dollar-for-dollar by the amount which one-half of income exceeds $5,600 but not to go below one-third of social security benefits.

2/ Present income is AGI plus social security benefits ($1,63C maximum).

§/ Tax computation assumes standard or minimum standard deduction through $l0,000 incomes, itemized deductions of 10 percent of income for incomes higher
" than $10,000. :

h/ This is the tax that would apply to a taxpayer under age 65 whose family situation is the same, married or single, and who receives an amount of income
T equal to the total income of the aged reduced by one-third of social security, or railroad retirement as the case may be, and has itemized deductions

equal to 10 percent of present income of the aged (Col. 1).
5/ A 15 percent increase in the maximum primary social security benefits equal $oLl. The wife does not qualify for any social security benefits and has

no retirement income.
6/ The age exemption phase-out accounts for an $81 tax increase being associated with a $oLL increase in social security benefits. The effect on higher
incomes is not as great since the phase-out terminates at $14,550. At $14,550 and above taxpayers receive the $625 minimum age exemption equal to

one-third social security income after benefit increases.



Table A-7

Tax Changes Under Proposal For Taxpayers With Average Social Security
Benefits and Retirement Income l/

Married Couple, Husband Age 65, Wife Under 65

(1) (2) (3) (14} (5) (8 (N (8) (9) (10) (11) (12)
: : Difference Tax under :Difference: Tax change due to : :
: Present : Regular : in tax &: elderly :in tax of : proposed tax law H ; Total effect of a
: tax for :tgx vaid : over 65 : propossl :over and : Percent : Percent : Tax increase due to ° 8ta: 1:5 agd g:ggose
* elderly :by tax- : and : prior to :under é5 :  of : of : OAST benefit : benefit increases
Present2 ! tax- ::payers  under 65 : OASI : after : present : present : increasés umder : : Net after-tax
incame _/ : pavers,i/ﬂnderfﬁ_gﬁ : increases ;Proposal : Dollars : tax : incane : proposed tax law EZ : Net tax change: incame change
—(3)-(3) BY-5)  (3-(2) (7)+({10) $Io1-(I1)
$ 2,000 o % 9 $ 9 o 3 9 0 0
- - o] 151
3,000 0 150 150 o] 150 [¢] - - 0] 0 i 121
5,000 $ 167 Ll 277 $ 140 304 $ - 27 -16.2% -0.5% $20 $- 7 158
6,000 324 597 273 275 322 - L9 15.1 0.8
-15. -0. 21 - 28
T»500 551 851 300 Lgp 359 - 59 -10.7 -0.8 2k - 35 igg
10,000 979 1,278 299 905 313 - 7h - 7.6 -0.7 29 - bs 196
12,500 1,k00 1,757 357 1,468 289 68 4.9 0.5 0 118
15,000 1,895 2,252 357 2,238 14 343 18.1 2.3 gs'g 381 -233
20,000 2,981 3,390 ko9 3,390 ) hog 13.7 2.0 28 u37 -286
50,000 13,115 13,803 688 13,803 o] 688 5.2 1.b L8 736 -585
100,000 37,434 38,258 82k 38,258 0 824 2.2 0.8 61 885 -T34

Office of the Secretary of the Treasury, Office of Tax Analysis March 1, 1967

;/ Proposal to eliminate the retirement income credit and present age exemption, include in income social security benefits and grant a new age exemption
of $2,300 reduced dollar-for-dollar by the amount which one-half of income exceeds $5;600 but not to go below one-third of social security benefits.

g/ Present income is AGI plus social security benefits ($1,008 average). Wife does not qualify for any social security benefits and has no retirement income

g/ Tax computation assumes standard or minimum standard deduction through $10,000 incomes, itemized deductions of 10 percent of income for incomes higher
than $10,000.

&/ This is the tax that would apply to a taxpayer under age 65 whose family situation is the same, married or single, and who receives an amount of income
equal to the total income of the aged reduced by one-third of social security, or railroad retirement as the case may be and has itemized deductions
equal to 10 percent of present income of the aged (Col. 1).

%/ A 15 percent increase in social security income of $151 brings it to $1,159.

_/ The age exemption phase-out accounts for a $50 tax increase being associated with a $151 increase in social security benefits. The effect on higher
incomes is not as great since the phase-out terminates at $15,028. At $15,028 and above, taxpayers receive the $386 minimum age exemption equal to
one-third social security income after benefit increases.
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TREASURY DEPARTMENT

WASHINGTON. D.C.
March 1, 1967
FOR IMMEDIATE RELEASE

TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by thls public notice, invites tenders
for two series of Treasury bllls to the aggregate amount of
$2,300,000,000,0or thereabouts, for cash and in exchange for
Treasury bills maturing March 9, 1967, in the amount of

$2,305,029,000, as follows:

91kday bills (to maturity date) to be issued March 9, 1947,
in the amount of $1,300,000,000, or thereabouts, representing an
additional amount of bills dated December 8,1966, and to
mature June 8, 1967, originally issued in the amount of
$,000,599,000, the additional and original bills to be freecly
interchangeable,

182 -day bills, for $1,000,000,000, or thereabouts, to be dated
March 9, 1967, and to mature September 7, 1967.

The bills of both series wlll be issued on a discount basis under
competitive and noncompetitive bidding as hereinafter provided, and at
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 willl be received at Federal Reserve Banks and Branches
up to the closing hour, one-thirty p.m., Eastern Standard
time, Monday, March 6, 1967. 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 not
be used. It 1s urged that tenders be made on the printed forms and
forwarded in the special envelopes which willl be supplied by Federal
Reserve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account of
customers provided the names of the customers are set forth in such
tenders. Others than banking institutions will not be permitted to
submit tenders except for theilr own account. Tenders will be recelved
without deposit from incorporated banks and trust companles and from
responsible and recognized dealers in investment securities. Tenders
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 bank
or trust company.
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Immediately after the closing hour, tenders will be opened at th
Federal Reserve Banks and Branches, following which public announce.
ment will be made by the Treasury Department of the amount and price
range of accepted bids. Those submitting tenders will be advised
of the acceptance or rejection thereof. The Secretary of the Treasy
expressly reserves the right to accept or reject any or all tenders,
in whole or in part, and his action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for
each issue for $200,000 or less without stated price from any one
bidder will be accepted in full at the average price (in three
decimals) of accepted competitive bids for the respective issues.
Settlement for accepted tenders in accordance with the bids must be
made or completed at the Federal Reserve Bank on March 9, 1967, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing March 9, 1967. Cash and exchange tenders
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

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

Treasury Department Circular No. 418 (currer: revision) and this
notice prescribe the terms of the Treasury bill.. and govern the

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

o0o



TREASURY DEPARTMENT

WASHINGTON, D.C.
March 1, 1967

FOR IMMEDIATE RELEASE

RHODESTIAN TRANSACTION REGULATIONS

The Treasury Department announced tcday it has issued
regulations governing trade with Southern Rhodesia, under an
Executive Order of January 5, 1967, by President Johnson.

The Rhodesian Transaction Regulations prohibit, unless
licensed by Treasury:

-- Imports into this country of Rhodesian products
named in a U.N, sanctions resolution of December 16,
1966. These Rhodesian products include asbestos,
hides, skins and leather, meat and meat products,
chromium, copper, iron ore, pig iron, sugar,
tobacco and certain by-products items,wherever made.

-- Dealings abroad in these products by Americans and
by Rhodesian subsidiaries of U.S. firms.

-- Exports from abroad to Rhodesia, by Americans, of
arms, aircraft, oil, motor vehicles, and some
other products not of U.S. origin, directly or
through a third country for transhipment to
Southern Rhodesia.

(Control of exports of arms and other goods of U.S. origin to
Southern Rhodesia falls under export controls exercised by the
State and Commerce Departments).

Penalties for violation of the regulations call for imprisonment
for not more than 10 years, a fine of not more than $10,000, or both.

The Treasury said that in line with the President's Executive
Order of January 5, it would license imports or other dealings in
the products involved which had been exported from Southern
Rhodesia prior to December 16, 1966. In addition, it said it
would in general license in those cases where payment had been
made by Americans prior to January 5, 1967. This provision was
made to avoid cases of undue hardship arising from transactions
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made before the date of the Executive Order. Applications for

such licenses must be filed with the Federal Reserve Bank of
New York.

The Rhodesian Transaction Regulations apply only to the
products mentioned and related financial and commercial
transactions.
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TREASURY DEPARTMENT

WASHINGTON, D.C.

March 1, 1967
! IMMEDIATE RELEASE

TREASURY OFFERS ADDITIONAL $2.7 BILLION IN JUNE TAX BILLS

The Treasury Department, by this public notice, invites tenders for
,700,000,000, or thereabouts, of 10l-day Treasury bills (to maturity
:e), to be issued March 13, 1967, on a discount basis under competitive
1 noncompetitive bidding as hereinafter provided. The bills of this
cies will be designated Tax Anticipation Series and represent an
litional amount of bills dated October 18, 1966, to mature June 22, 1967,
iginally issued in the amount of $2,006,632,000 (an additional
)0,885,000 was issued December 12, 1966). The additional and original
l1s will be freely interchangeable. They will be accepted at face
lue in payment of income taxes due on June 15, 1967, and to the extent
2y are not presented for this purpose the face amount of these bills
L1 be payable without interest at maturity. Taxpayers desiring to
>ly these bills in payment of June 15, 1967, income taxes have the
lvilege of surrendering them to any Federal Reserve Bank or Branch or to
> Office of the Treasurer of the United States, Washington, not more
in fifteen days before June 15, 1967, and receiving receipts therefor
wing the face amount of the bills so surrendered. These receipts may
submitted in lieu of the bills on or before June 15, 1967, to the
strict Director of Internal Revenue for the District in which such taxes
> payable. The bills will be issued in bearer form only, and in
wminations of $1,000, $5,000, $10,000, $50,000, $100,000, $500,000,

i $1,000,000 (maturity value).

Tenders will be received at Federal Reserve Banks and Branches up to
> closing hour, one-thirty p.m., Eastern Standard time, Tuesday,
ch 7, 1967. Tenders will not be received at the Treasury Department,
shington. Each tender must be for an even multiple of $1,000, and in
> case of competitive tenders the price offered must be expressed on
> basis of 100, with not more than three decimals, e.g., 99.925.
ictions may not be used. It is urged that tenders be made on the printed
ms and forwarded in the special envelopes which will be supplied by
leral Reserve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account of
stomers provided the names of the customers are set forth in such
iders. Others than banking institutions will not be permitted to
mit tenders except for their own account. Tenders will be received
‘hout deposit from incorporated banks and trust companies and from
iponsible and recognized dealers in investment securities. Tenders
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from others must be accompanied by payment of 2 percent of the faceama
of Treasury bills applied for, unless the tenders are accompanied by g
express guaranty of payment by an incorporated bank or trust company,

All bidders are required to agree not to purchase or to sell, or
make any agreements with respect to the purchase or sale or other
disposition of any bills of this issue at a specific rate or price, un
after one-thirty p.m., Eastern Standard time, Tuesday, March 7, 1967,

Immediately after the closing hour, tenders will be opened at the
Federal Reserve Banks and Branches, following which public announcemen
will be made by the Treasury Department of the amount and price range o
accepted bids. Those submitting tenders will be advised of the acceptay
or rejection thereof. The Secretary of the Treasury expressly reserves
the right to accept or reject any or all tenders, in whole or in part,
and his action in any such respect shall be final. Subject to these
reservations, noncompetitive tenders for $400,000 or less without state
price from any one bidder will be accepted in full at the average price
(in three decimals) of accepted competitive bids. Payment of accepted
tenders at the prices offered must be made or completed at the Federal
Reserve Bank in cash or other immediately available funds on March 13,
1967, provided, however, any qualified depositary will be permitted to
make payment by credit in its Treasury tax and loan account for not more
than 50 percent of the amount of Treasury bills allotted to it for itself
and its customers up to any amount for which it shall be qualified in
excess of existing deposits when so notified by the Federal Reserve Bai
of its District.

The income derived from Treasury bills, whether interest or gain
from the sale or other disposition of the bills, does not have any
exemption, as such, and loss from the sale or other disposition of
Treasury bills does not have any special treatment, as such, under th
Internal Revenue Code of 1954. The bills are subject to estate, inher
itance, gift or other excise taxes, whether Federal or State, but are
exempt from all taxation now or hereafter imposed on the principal or
interest thereof by any State, or any of the possessions of the United
States, or by any local taxing authority. For purposes of taxation the
amount of discount at which Treasury bills are originally sold by the
United States is considered to be interest. Under Sections 454 (b) ax
1221 (5) of the Internal Revenue Code of 1954 the amount of discount &
which bills issued hereunder are sold is not considered to accrue until
such bills are sold, redeemed or otherwise disposed of, and such bills:
excluded from consideration as capital assets. Accordingly, the owner’
Treasury bills (other than life insurance companies) issued hereunder
include in his income tax return only the difference between the price
paid for such bills, whether on original issue or on subsequent purche
and the amount actually received either upon sale or redemption at

maturity during the taxable year for which the return is made, as ordi
gain or loss.

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

their issue. Copies of the circular may be obtained from any Federal
Reserve BRank or Eranch.
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TREASURY DEPARTMENT

WASHINGTON, D.C.
March 1, 1967

FOR IMMEDIATE RELEASE

COSTS OF PRINTING CURRENCY REDUCED

The Treasury said today that its Bureau of Engraving
and Printing has got the cost of printing United States
currency down to less than nine tenths of a cent per note.
And -- thanks to technological improvements in printing
processes -- the cost should go even lower during the
next two years.,

During Fiscal Year 1966 the Bureau delivered
2,281,648,000 currency notes at a cost of $19,208,344,
This price included material, labor and overhead. The
resultant unit cost, $8.42 per 1,000 notes, compares with
$9.92 per unit cost in Fiscal Year 1951.

The Bureau, on the basis of current cost information,
believes it can reduce this unit cost to $8.30 during the
current 1967 fiscal year which ends June 30. It should
drop even lower -- to $8.11 -- in Fiscal Year 1968.

The Bureau has converted from flat bed printing presses

to modern high-speed rotary presses, contributing to cost
reduction in printing currency.

o0o
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TREASURY DEPARTMENT

WASHINGTON. D.C.

Merch 1, 1967
FOR LEDIATE RELEASE

SALE OF TAX ANTICIPATION BILLS

The Treasury Department announced today the sale of $2.7 billion of
tax anticipation bills maturing in June 1967. The bills are in addition to
the $2.8 billion of June tax bills already outstanding.

The bills will be auctioned on Tuesday, March 7, for payment on Monday,
March 13. Commercial banks mey make payment of up to S50 percent of the amount
of their own and their customers' accepted tenders by credit to Treasury tax
and loan accounts.

The bills mature on June 22, 1967, but may be used at face value in pay-
ment of Federal taxes due on June 15, 1967.

The Treasury indicated that after this sale of tax bills it contemplates
no further open market borrowing to raise new cash during the balance of this

fiscel year.

o0o
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TREASURY DEPARTMENT

WASHINGTON, D.C.

March 3, 1967
FOR IMMEDIATE RELEASE

UNITED STATES FOREIGN GOLD TRANSACTIONS IN 1966

Monetary gold transactions between the United States and
foreigners in 1966 resulted in net sales amounting to
approximately $431 million.

As shown in Table I attached, aggregate purchases by
France totaled about $601 million, all of which took place in
the firstnine months of the year. 1In the absence of these
sales to France and of $141 million in sales for domestic uses,
the United States gold stocks would have shown a net increase

from all other monetary gold transactions of $170 million for
the year.

During the fourth quarter U. S. net gold sales to
foreign countries amounted to $86 million, and sales to domestic
users to $35 million. Fourth quarter transactions included
the sale of $60 million of gold to Italy, which restored

Italian gold reserve holdings to their approximate level at the
beginning of 1966.

Data in Table II attached, show transactions with member
countries of the International Monetary Fund associated with
payments of the gold portion of their quota increases. Sales of
gold for this purpose are deposited by the International
Monetary Fund with the United States and the effects upon the
U. S. gold stock of the quota increases are mitigated. No further
transactions took place in the fourth quarter.

00o
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TABLE 1

4.
UNITED STATES NET MCNETARY GOLD TRANSACTIONS WITH
FOREIG COUNTRIES AND INTERNATICGWAL INSTITUTIONS
January 1, 1966 - December 31, 1966
(In millions of dollars et $35 per fine troy ounce)
Negative figures represent net sales by the
United States: positive figures, net purchases
First Second Third Fourth Taléndar
Quarter Quarter Quarter Quarter Year
1966 1966 1966 1966 1966
Afghanistan -1.2 -1.9 0.5 -0.1 -3.7
Argentina - -- -10.9 -10.6 -21.5
Brazil -0.9 -0.8 -0.6 -0.5 -2.8
Canada +100.0 +50.0 +50.0 - +200.0
Ceylon 0.1 -- - - -0.1
Chile - «1.5 -3.0 -1.5 ~-6.0
Colombia +7.0 - - 0.4 +6.6
Costa Rica -0.1 =0.1 ~0.1 -0.1 -0.4
Denmark -5.0 - - - -5.0
Dominican Republic -0.1 * -0.1 =0.1 =0.3
Egypt -1.1 * - - -1.1
France =102.9 -220.7 -277.3 -- -600.9
Greece - +9.6 -— 0.6 +9.0
Haiti ¥ »* * * -0.1
Honduras * * * * -0.1
Ireland 0.4 ' 0.9 -0.4 - -1.7
Italy : - -- - -60.,0 -60.0
Jamaica -1,0 - - - -1.0
Lebanon -10.8 - - - -10.8
lLiberia -1.2 0.1 ~0.1 -0.1 -1.5
Mexico - - - +10.0 +10.0
Nicaragua -1.0 * -0.1 0.1 ~-1.2
Pakistan -0.2 -0.2 0.2 -0.2 -0.8
Philippines - - =2.5 +10.0 +7.5
Sudan -- 0.1 0,1 0.1 -0.3
Surinam - - -2.5 -- -2.5
Switzerland +7.0 +11.0 -20.0 - -2.0
Syria 1.4 -0.2 -0.2 -0.2 -2.0
Tunisia 0.1 -1.5 -0.1 -0.1 -1.8
Turkey -0.5 -1.8 - -10.2 -12.5
United Kingdom -18.9 -7.2 +126.0 -20.1 +79.8
Uruguay 0.1 -0.1 -0.1 -0.1 0.4
Yugoslavia -0.9 -0.6 -0.6 0.7 -2.8
A1l Other -0.1 -0.1 -0.1 0.1 ~0.4
Total -34.0 -167.2 ~143.5 -85.9 -430.6
Total U. S. Gold
Outflow: -68.3 -208.6 -173.2 -121.0 -571.2
Including domes-
(tic tragiactions of:) (-34.3) (-41.4) (-29.7) (-35.1) (-140.6)

Figures may not add to totals due to rounding.
¥Less than $50,000.00,
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4uTABLE 2

UNITED STATES MONETARY GOLD TRENSACTICNS WITH FOREIGN COUWNTRIES
MITIGATED THROUGH SPECIAL DEPOSITS BY THE IIMF
(Millions of U.S.$)

Country

1966

First

Quarter

Second
Quarter

Fourth
Quarter

Third
Quarter

Algeria
Argentina
Austria
Cameroon

"’25.0

Central African Republic

Ceylon
Chad

Congo (Kinshasa)

Costa Rica
Dahomey
Denmark

Dominican Republie

Ecuador
Ethiopia
Gabon
Greece
Guinea
Haiti
Honduras
Iraq

Ivory Coast
Jamaica
Japan
Korea
Liveria
Malagasy
Mali
Mauritania
Morocco
Nicaragua
Niger
Philippines

-4.0
-0.6
"803
"004

-1.0

1]
(S ] 1
PFHROHONO
®

[ I ]
ODWwwWUM O ON

Republic of Congo (Brazzaville)

Rwanda
Somalia
Sudan
Sweden
Syria
Tunisia
Upper Volta
Vietnam

"0-8
-0.2
“'0.1

-0.1

-103

’Ool
-10.0

-1.8
-0.1

-17-5 N

-1.0 N

TOTAT,

-17.9

-28.6

IMF DEPOSIT

TOTAL 1966

GRAND TOTAL

+177.2

1965 +34,3
211.5

+1709

+28.6



TREASURY DEPARTMENT
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RELEASE 6:30 P.M.,
day, March 6, 1967.

WASHINGTON. D.C.

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department annoarced that the tenders for two series of Treasury
1s, one series to be an additional issue of the bills dated December 8, 1966, and the
er series to be dated March 9, 1967, which were offered on March 1, 1967, were

ned at the Federal Reserve Banks today.

Tenders were invited for $1,300,000,000,

thereabouts, of 9l-day bills and for $1,000,000,000, or thereabouts, of 182-day

1s.

IGE OF ACCEPTED
[PETITIVE BIDS:

nigh
Low
Average

Lh% of the amount of
T4% of tle amount of

[AL TsibES arPLIED [OR

91-day Treasury bills
maturing June u, 1957

Avprox. bquiv.

Frice Annual Rate
98.915 4.292%
98.892 4.383% :
98.502 L3k 1/

¢ o9 26 o9 s o0 oo

The details of the two series are as follows:

162-day Treasury bills
maturing September 7, 1967

Arprox. Equiv,

Price Annual Rate
97.830 " k.292%
97.792 L.367%
97.806 k.340% 1/

#:.D ASCEPTED Bi FEDERAL RESERVE DISTRICTS:

91-day bills bid for at the low price was accepted
lo2-day bills bid for at the low price was accepted

Jistrict Applied For Accepted : Applied For Accepted
3oston $ 2L,60L,000 $ 1L,66L,000 : $ 7,809,000 § 7,809,000
vew York 1,356,706,000 779,986,000 :+ 1,221,618,000 633,218,000
Philadelphia 25,209,000 12,759,000 12,329,000 L, 329,000
Cleveland 117,551,000 14,551,000 22,978,000 22,978,000
iichmond 17,115,000 17,115,000 . 8,6L6,000 8,646,000
Atlanta 55,166,000 50,166,000 . 36,708,000 31,708,000
Chicago 312,256,000 137,200,000 276,782,000 81,782,000
St. Louis 60,990,000 57,990,000 39,992,000 39,492,000
Yinneapolis 19,099,000 19,099,000 . 12,204,000 12,204,000
Kansas City 26,520,000 26,070,000 : 9,502,000 9,502,000
Dallas 23,953,000 21,953,000 16,977,000 12,977,000
San Francisco 118,183,000 116,483,000 : 135,636,000 135,636,000
TOT&ALS  $2,087,712,000 $1,300,036,000 3/ $1,801,181,000 $1,000,281,000

o/

Tncludes $260,h23,000 noncompetitive tenders accepted at the average price of 98.902
Includes $108,423,000 noncompetitive tenders accepted at the average price of 97.806

These rates are on a bank discount basis.

L.47% for the 91-day bills, and L.51% for the 182-day bills.

F-837

The equivalent coupon issue yields are



ADDRESS OF THE HONORABLE ROBERT A. WALLACE
ASSISTANT SECRETARY OF TREASURY
BEFORE THE U.S. SAVINGS BOND LUNCHEON
LELAND MOTOR HOTEL, SPRINGFIELD, ILLINOIS

MARCH 7, 1967

CURREMT STAT: OF Tz ECCOY

THE OVERALL PERFORMANCE OF THE NATIONAL ECONOMY IS IN GEMERAL CONFORMANCE

TO OUR EARLY JANUARY EXPECTATIONS. CONSUMER SALES ARE RUNNING LOWER, BUT
HOME CONSTRUCTION AND INVENTORY PURCHASES ARE HIGHER THAN WE HAD PROJECTED.,
RECENT PRIVATE SURVEYS AND THE HEAVY DEMAND FOR CORPORATE BORROWING LEAD
US TO EXPECT NO MAJOR SURPRISE IN BUSINESS INVESTMENT INTENTIONS.

THE CONTINUED HIGH RATE OF INVENTORY ACCUMULATION HAS BEEN VIEWED
BY SOME AS A DISAPPOINTMENT. WHILE THIS PROBABLY MEANS LESS DEMAND FOR
PRODUCTION IN THE FUTURE THERE ARE, NEVERTHELESS, TwO HEALTHY FACTORS:

(1) THE DEPRESSING EFFECT OF LOWER CURRENT CONSUMER SALES IS OFFSET, AND
(2> THE PRICE PRESSURES EXPECTED LATER THIS YEAR WILL BE MODERATED BY LESS
NEED TO INCREASE INVENTORIES.

OF COURSE, THOSE OF US WHO STUDY ECONOMIC TRENDS POSSESS NO POWERS TO
FORESEE ALL EVENTUALITIES. IN THE ABSENCE OF SUCH POWERS, WE MUST DEPEND
ON THE SIMPLE TOOLS OF LOGIC AND THE BEST STATISTICS WE CAN MUSTER. THUS,
WHILE CONSUMERS ARE NOT CURRENTLY BUYING AS MUCH AS WE THOUGHT THEY WOULD,
THE FACT REMAINS THAT PERSONAL INCOME 1S HIGH AND GROWING WELL. SINCE
THE PUBLIC IS ACQUIRING FEWER AUTOMOBILES AND HOUSES, PEOPLE OBVIOUSLY ARE
SAVING MORE, AS EVIDENCED BY THE RISE OF ACCOUNTS IN THE NATION'S THRIFT
INSTITUTIONS. SO THE BUYING POWER IS THERE AND WE MUST STILL EXPECT A

RESUMPTION OF A HIGHER RATE OF HIGH ACTIVITY IN THE SECOND HALF OF 1967.



THIS LEAVES UNCHANGED THE CALCULUS UPON VHICH Wi BASED QUR PROPOSAL
OF A 6 PER CENT TAX SURCHARGE, EFFECTIVE AT MID-YEZAR. WE DO HNOT THIMY MINDS
SHOULD BE MADE UP, NOW, AGAINST THIS PROPOSAL UPONM THZ BASIS OF DEVELCRICNTS
THAT ARE STILL VERY REASOHABLY CLOSE TO THOSE UPON WHICH THE MEED FOR A MID-
YEAR TAX INCREASE WAS PROJECTED: A SLUGGISH FIRST HALF DURING WHICH STEAM
GATHERS FOR A PICK-UP IN THE SECOND HALF.

EXTRA DEFENSE COSTS MUST BE FINAMCED

PERHAPS WE COULD HAVE BEEN ABLE TO GET THROUGH A COMPARATIVELY BRIEF
PERIOD OF HEAVY DEFENSE EXPEMDITURES WITHOUT TAX INCREASES. BY THE TIMZ THE
NEW TAX INCREASE IS RECOMYENDED TO TAKE EFFECT, HOWEVER, WE WILL HAVE HAD TWO
YEARS OF THESE EXPENDITURES AND THEY WILL CONTINUE TO RISE AS THE FISCAL 1968
BUDGET SHOWS. NEXT SUMMER, THEREFORE, THE TIMzZ WILL COME TO PICK UP THE
~TAB FOR THE FISCAL 1968 INCREASES. [IF WE FAIL TO DO SO, BUDGET DEFICITS WILL
.GROW BEYOND THE BOUNDS OF PRUDENCE AND NEVW INFLATIONARY FORCES WILL BE UNLEASHED.
WE ARE HOPEFUL THAT IT WILL NOT BE NECESSARY TO EXPERIENCE NEW INFLATIONARY
PRESSURES BEFORE ACTICN ON THE TAX PRCPOSAL CAN BE TAKEN,
THERE HAS BEEN SOME TALK THAT PERHAPS CIVILIAN EXPENDITURES CAN BE CUT
BY $5-1/2 BILLION, THE AMOUNT OF THE TAX INCREASE. WERE THIS POSSIBLE, WE
WOULD ALL BE HAPPY. HOWEVER, THE PRESIDENT HAS ALREADY PARéD CIVILTIAN
EXPENDITUéES TO A POINT WHERE FURTHER REDUCTIONS OF $5-1/2 BILLICN WOULD CAUSE
REAL DAMAGE TO VITAL PROGRAMS. THE PRESIDENT HAD CUT THE BUDGET LAST YEAR TO
A POINT WHERE CONGRESS, RATHEZR THAN SLICING THE REQUESTS, ACTUALLY ADDED TO
THEM. THAT WILL BE A PROBLEM THIS YEAR, TOO. EXPENDITURES MUST BE HELD DOWN
TO BUDGET LEVELS DURING THE COMING FISCAL YEAR, OR THE ANTI-INFLATIOMARY TAX

MEASURES wWILL BE AT LEAST PARTIALLY NULLIFIED,



4
- 3 —

DURING THE PAST 20 YEARS OQOUR COUNTRY HAS MADE GREAT STRIDES IH
REDUCING THZ BURDEN OF THE NATIONAL DEBT WHICH HAD GROWN TREMENDOUSLY
DURING WORLD WAR II. IN 1946, THE DEBT REPRESENTED 134% OF TOTAL NATIONAL
PRODUCTION. THIS RATIO HAS BEEN WHITTLED COWN TO AN ESTIMATED 41% IN
FISCAL 1968. IN SIZE, IT MAS GROMN AB0UT 19% SINCE 1946, WHILE CORPORATE
DEBT HAS RISEN BY 440%; STATE AND LOCAL DEBT BY 5G0% AND THE DEBT OF
INDIVIDUALS BY 710%.

THIS RECORD OF HOLDING DOWN THE DEBT MUST BE CONTINUED.

IS A 6% SURCHARGE TO FINANCE ADDED DEFENSE SPENDING ASKING TOO MUCH
OF AMERICANS? HERE WE SHOULD BEAR IN MIND TWO POINTS:

1. PRESIDENT JCHNSON'S TAX REDUCTION PROGRAMS OF 1964 AND 1965
REDUCED OUR TAX PAYMENTS BY $20 BILLION AT CURRENT INCOME LEVELS.

A 6% SURCHARGE WOULD REDUCE THIS TAX SAVING TO $15 BILLION., THREE-FOURTHS
OF THE TAX CUT WOULD REMAIN IN FORCE,

9. AMERICANS ENJOY THE LOWEST TAX BURDEN OF ANY MAJOR INDUSTRIAL
COUNTRY IN THE WORLD -~ AND THIS INCLUDES TAXES LEVIED AT ALL LEVELS OF
GOVERNMENT. THE ESTIMATES OF THE ORGANIZATION FOR ECONOMIC COOPERATION AND
DEVELOPMENT SHOW THAT AS A PROPORTION OF TOTAL NATIONAL PRODUCTION, FRENCH
CITIZENS PAID 38.5% IN TAXES; GERMANY, 34.4%; ITALY, 29.6%; GREAT BRITAIN, 28.6%;
AND THE U.S., 27.3%.

THESE FIGURES ARE NOT CITED TO IMPLY THAT AMERICANS ARE HAVING IT EASY.
THE MAIN PURPOSE OF THE 1964 AND 1965 TAX CUTS WAS TO PERMIT THE PRIVATE
SECTOR OF OUR ECONOMY TO FLOURISH BY ALLEVIATING THE BURDEN OF HIGH TAXES.
BUT THE FIGURES DO SHOW THAT WE CAN AFFORD TO PAY FOR OUR RISING DEFENSE

COSTS AND KEEP OUR ECONOMY HEALTHY,
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RECENT ECONOMIC PROGRESS

OUR NATION HAS TOO MUCH AT STAKE TO RISK INFLATIOMARY EXCESSES, WHILE
FAR FRGY PERFECT, VE HAVE GREATLY INCREASED OUR KNOWLECGE OF ECCNCMIC
PHENOMENA AND WE MUST HAVE THE COURAGE TO MAKE USE OF THIS KNOWLEDGE.

THE ENACTMENT OF THE EMPLOYMENT ACT IN 1946 WAS A MILESTOME IN OUR
COUNTRY'S POLITICAL AND ECOMNCMIC DEVELCPHMENT, AND WE HAVE LEARNED A GREAT
DEAL MORE IN THE INTERVENING 21 YEARS. THE FACT THAT ECONOMIC STAGNATION
MARKED THE 1950'S, AS INDICATED BY THE RECORD OF THREE RECESSIONS, SLUGCISH
CROWTH AND, AT THE SAME TIME, THE WORST PEACETIME INFLATION YEARS IN RECENT
HISTORY, HAS SOMETHING TO DO WITH THE FACT THAT MANY OF THE ECONOMIC TOOLS
WE HAVE EMPLOYED IN THE SIXTIES WITH CONSIDERABLE SUCCESS WERE THEN ONLY
THEORIES. EVEN TCDAY THESE ARE STILL BEING IMPROVED UPCN. WE HAVE LEARNED
THAT DEALING WITH THE BUSINESS CYCLE INVOLVES MUCH MORE THAN SIMPLY
FOLLOWING THE CONVENTIONAL APPROACH TO COMPENSATORY MCOMETARY AND FISCAL
POLICIES WHICH IN PRACTICE HAS MEANT MAINLY RELIAKNCE OM THE SO-CALLED
AUTOMATIC STABILIZERS.

THE KEY POLICY DEVELOPMENTS IN THE SIXTIES VERE THE EXPANSTONARY TAX
REDUCTIONS OF 1962, 1964 AND 1965. EVEN BEFORE THE VIET NA4 ESCALATION,
THESE POLICIES MADE POSSIBLE AN ENVIROMMENT FAVORABLE TO 4-1/2 YEARS OF
UNINTERRUPTED PEACETIME ECCNOMIC EXPANSION —- THE LOMGEST AND STRONGEST
IN HISTORY -- WITH THE MOST STABLE PRICES OF ANY INDUSTRIALIZED NATICN IN
THE WORLD.

LAST YEAR, WITH THE HEAVY BURDEN OF VIET NAM, DEFINITE ANTI-INFLATIONARY
POLICIES BECAME NECESSARY. THESE WERE CARRIED OUT WITH MODERATE RESTRAINT

IN NON-DEFENSE EXPENDITURES AND MEASURES WHICH RAISED REVENUES BY SPEEDIMNG



UP TAX COLLECTIONS AMD RESTORING CERTAIN EXCISE TAX REDUCTIONS. ADDITIONAL
ACTION BECAME NECESSARY LAST SUMMER AND IN SEPTEMBER, THE PRESIDENT PROPOSED
A $3 BILLION CUTBACK IN NEW CIVILIAN SPENDING PROGRAMS AMD A THMPORARY
SUSPENSICN OF THE INVESTMEMT TAX CREDIT.

THESE MEASURES WERE EFFECTIVE, THE AVERAGE LEVEL OF CONSUMER PRICES
ROSE 2.9 PER CENT BETWEEN 1965 AND 1966 -- LESS THAN BETVWEEM THE PEACETIME
YEARS 1956 AND 1957. THIS PRICE INCREASE COMPARES VERY FAVORABLY WiTH
THOSE WHICH OCCURRED IN OTHER MAJOR COUNTRIES VHICH WERE NOT SUBJECT TO THE
PRESSURES OF INTENSIFIED DEFENSE SPENDING. CONSIDERING THE BURDEN OF VIET
NAM ON TOP OF A FULL EMPLOYMENT ECONOMY, A PRICE INCREASE OF LESS THAN 3
PER CENT CAN ONLY BE CHARACTERIZED AS A REMARKABLE PERFORMANCE.

GROSS NATICNAL PRODUCT JUMPED $58 BILLICN OVER 1965 —— AN INCREASE
OF 8-1/2%. EVEN AFTER ADJUSTING FOR THE UNWANTED PRICE INCREASES THE
REAL GAIN WAS 5-1/2% —- BETTER THAN OCCURRED IN THE MAJOR COUNTRIES OF EUROPE.
UNEMPLOYMENT STAYED AT CR BELCW 4% ALL YEAR., TOTAL COMPENSATION OF EMPLOYEES
AND NET INCOME PER FARM ROSE 10% WHILE CCRPORATE PROFITS CLIMBED 8%.

NOR HAVE THE DISADVANTAGED BEEN LEFT BEHIND., UNEMPLOYMENT AMONG NEGRO
MEN WHICH HAD REACHED 12% IN 1961 FELL TO LESS THAN 5%. DURING THE SAME
6-YEAR PERICD, THE NUMBER OF AREAS OF SUBSTANTIAL UNEMPLOYMENT DECLINED FRCM
OVER A HUNDRED TO EIGHT AND THE NUMBER OF AMERICANS IN POVERTY FELL BY NEARLY
7 MILLION. MEANWHILE, PRODUCTIVITY, OR OUTPUT PER MAN HOUR LEAPED 19 PER
CENT AND $220 BILLION WORTH OF BUILDINGS, EQUIPMENT, IMPROVEMENTS AND

INVENTORY WERE ADDED TO OUR GROSS STOCK OF PRIVATE PRODUCTIVE CAPITAL.
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OF COURSE, MUCH REMAINS TO BE DONE. EVEN A 2.9 PER CENT PRICE INCREASE
IS TOO MUCH AND THIS RATE MUST BE BROUGHT DOWM. MOREQVER, WHILE MOST CF
THE 3 MILLION JOBLESS PERSCNS AT THE END OF THE YEAR COULD BE CALLED
"FRICTIONALLY UNEMPLOYED,' THERE ARE ABOUT ONE MILLION WORKERS WHO FIND IT
EXTREMELY DIFFICULT TO FIND A STEADY JOB. THESE ARE THE "HARD CORE!"
UNEMPLOYED -- LACKING SKILLS; THE VICTIMS OF DISCRIMINATION; THOSE UNWILLING
OR UNABLE TO MOVE TO NEW AREAS AND OCCUPATIONS; THE PHYSICALLY OR EMOTIOMNALLY
HANDICAPPED. FURTHER, EVEN AMONG THOSE EMPLOYED SOME 2 MILLICON BREADWINMERS
DID NOT EARN ENOUGH TO SUPPORT A MINIMUM STANDARD OF DECENT SUBSISTENCE.

HOME CONSTRUCTION, THE SECTOR OF THE ECONOMY HARDEST HIT BY TIGHT
MONEY LAST YEAR, IS STILL IN A DEPRESSED STATE, ALTHOUGH THERE ARE SIGNS
THAT RECOVERY IS UNDERWAY AS MONEY CONDITIONS EASE.

MOVING INTO 1967, WE SEE EVIDENCES THAT THE ECONOMY IS NOT NEARLY SO
BOOMING AS IT WAS A FEW MONTHS AGO. YET, UNEMPLOYMENT REMAINS LOW, STATE
AND LOCAL EXPENDITURES CONTINUE A HEALTHY RISE AND DEFENSE SPENDING IS
EXPECTED TO CONTINUE CLIMBING.

THE PRESIDENT'S NEW BUDGET

IN DETERMINING THE BEST FISCAL POLICY IN HIS BUDGET FOR FISCAL 1968, THE
PRESIDENT CONFRONTED A DILEMMA. THE ECONOMY CLEARLY NEEDED MILD STIMULATION
IN THE EARLY MONTHS OF THIS CALENDAR YEAR, IN ORDER TO PERMIT ECONCMIC
ADJUSTMENTS SUCH AS ALLOWING TIME FOR EASIER CREDIT CONDITICNS TO RESTORE
HOUSING. YET WITH DEFENSE SPENDING CONTINUING TO RISE, ALONG WITH STATE

AND LOCAL ACTIVITY, AND HIGHER SOCIAL SECURITY BENEFITS BEGINNING AT MID-YEAR,
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THE DEGREE OF STIMULATION WOULD CLEARLY NEED TO TAPER OFF. THE PROBLEM WAS
SOLVED BY RECOMMENDING A NEWLY DEVELOPED TAX POLICY -- FLEXIBLE ENOUGH

TO PERMIT ADJUSTMENTS BUT EFFECTIVE ENOUGH TO CONTAIN THE PRESSURES OF THE
ADDED DEFENSE SPENDING DURING THE FISCAL YEAR BEGINNING NEXT JULY.

THUS, THE PRESIDENT'S RECOMMENDATIONS CALL FOR A MODEST NATIONAL INCOME
BUDGET DEFICIT OF $3.8 BILLION FOR FISCAL 1967, DECLINING TO $2.1 BILLION
FOR FISCAL 1968. QUARTER BY QUARTER, THE NATIONAL INCOME BUDGET SHOULD REACH
A BALANCE, OR EVEN SURPLUS, BEFORE THE END OF FISCAL 1968.

WE BELIEVE THIS FISCAL PROGRAM WILL PROVIDE THE PROPER ENVIRONMENT
FOR STABLE EXPANSION. WE EXPECT A 1967 GNP OF $787 BILLION, A RISE OF
$47 BILLION. PRICE RISES CANNOT BE SHUT OFF COMPLETELY, BUT WE EXPECT TO
BETTER THE 1966 RECORD BY A GOOD MARGIN. GNP IN REAL TERMS -- ADJUSTED
FOR PRICE INCREASES -- SHOULD GROW AT A RATE CLOSE TO & PER CENT. THIS 1S
LESS THAN THE 5-1/2% GROWTH LAST YEAR, BUT WITH CURRENT HIGH LEVELS OF EMPLOY-
MENT AND PLANT UTILIZATION, IT IS ABOUT AS HIGH AS WE CAN PLAN ON IF WE ARE
TO CONTAIN INFLATIONARY PRESSURES.

PROFITS AND INCOMES SHOULD CONTINUE TO RISE, BUT THE LACK OF SLACK WILL
KEEP THE INCREASES BELOW THOSE ATTAINED LAST YEAR. UNEMPLOYMENT SHOULD STAY
AT THE CURRENT, RELATIVELY FULL EMPLOYMENT LEVELS, AND THERE SHOULD BE
SOME UPGRADING AS WORKERS FIND EMPLOYMENT IN MORE PRODUCTIVE JOBS. WE ALSO
HOPE TO MAKE INROADS ON HARD CORE UNEMPLOYMENT THROUGH MANPOWER TRAINING

PROGRAMS .,
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WE SHALL CONTINUE TO FACE BALANCE OF PAYMENTS PRESSURES BECAUSE OF OFF-
SHORE VIET NAM EXPENDITURES AND OVERSEAS TROOP REQUIREMENTS, BUT NEW EFFORTS
WILL BE MOUNTED IN THIS AREA.

MEANWHILE, THERE IS MUCH THE PRIVATE CITIZENS CAN DO. WHEN PRESIDENT
JOHNSON ANNOUNCED THE TREASURY DEPARTMENT'S NEW "FREEDOM SHARES'' ON FEBRUARY 21,
HE TERMED THEM "A CHEERFUL COMPANION TO THE POPULAR SERIES E SAVINGS BOND'.

AS YOU KNOW, ""FREEDOM SHARES'™ WILL BE AVAILABLE ONLY TO THOSE WHO
REGULARLY BUY SAVINGS BONDS THROUGH PAYROLL SAVINGS DEDUCTIONS WHERE THEY
WORK OR BOND-A-MONTH PLANS WHERE THEY BANK.

THE NEW NOTE -~ LIKE THE SERIES E SAVINGS BOND -- WILL BE SOLD AT A
DISCOUNT AND WILL ACCUMULATE INTEREST OVER ITS LIFE. THE SMALLEST DENOMINATION
WILL BE SOLD FOR $20.25 AND WILL PAY $25 AT THE END OF 4-1/2 YEARS. NOTES
WITH MATURITY VALUES OF $50, $75 AND $100 WILL ALSO BE AVAILABLE,

THE EFFECTIVE RATE OF INTEREST FOR "FREEDOM SHARES' ~- WHEN HELD TO
MATURITY -- WILL BE L,74 PER CENT., SERIES E BONDS, WHICH MATURE IN 7 YEARS,
PAY AT THE RATE OF 4,15 PER CENT, WHEN HELD TO MATURITY.

MFREEDOM SHARES' MUST BE HELD AT LEAST ONE YEAR BEFORE THEY MAY BE
REDEEMED. SERIES E BONDS MAY BE REDEEMED IN 60 DAYS,

THERE 1S AN ANNUAL LIMITATION OF $1,350 ON "FREEDOM SHARES'. THE ANNUAL
LIMITATION ON SERIES E HOLDINGS IS $20,000.

THE ACTUAL MECHANICS OF THE PLAN ARE SIMPLE. IF YOU INVEST $39 -- $18.75
FOR A $25 E BOND AND $20.25 FOR A "FREEDOM SHARE' -- AND HOLD BOTH TO MATURITY --

YOU WILL GET BACK $50 -- HALF OF IT IN 4-1/2 YEARS, THE REST IN 7 YEARS.
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IF, FOR EXAMPLE, YOU NOW ALLOT $6.25 FROM YOUR PAYCHECK, THUS
PURCHASING A $25 SERIES E BOND EVERY THREE PAYDAYS, YOU MAY INCREASE YOUR
DEDUCTION TO $9.75 AND BUY ONE $25 E BOND AND GNE $25 "FREEDGM SHARE'
EVERY FOUR PAYDAYS.

IN LAUNCHING THE 1967 "SHARE IN FREEDOM' CAMPAIGN, PRESIDENT JOHNSON
SAID -~

"FREEDOM MUST AT ALL TIMES BE DEFENDED, BECAUSE IT IS AT ALL

TIMES BESIEGED. NOT ALL OF US ARE CALLED TO FIGHT ON THE BATTLE-

FIELD. MANY OF US MUST, QUIETLY AND FIRMLY, DO WHAT WE CAN AND

ALL THAT WE MUST HERE AT HOME. BUYING BONDS, REGULARLY, IS

AS IMPORTANT TO THIS NATION IN THE LONG REACH OF HISTORY AS

ALMOST AMYTHING WE CAN DO.

"WE CAN DO NO LESS THAN THOSE WHO FIGHT AND DIE FOR OUR FREEDOMS.

LAST YEAR, AMERICAN SERVICEMEN BOUGHT ALMOST $350 MILLION

WORTH OF SAVINGS BONDS -~ CLOSE TO $90 MILLIOM IN THE LAST

QUARTER ALONE. BATTLE HOMCRS COME HARD IN VIETNAM, BECAUSE

THE PRICE OF HONOR IS OFTEN THE PRICE OF LIFE. YET, IN JUNGLE

AND HAMLET -- ON SHIPBOARD AND AIRFIELD -- THERE IS ONE TROPHY THAT

EVERY AMERICAN UNIT PRIZES. IT IS NOT THE ENEMY'S FLAG. IT IS

THE MINUTE MAN FLAG THAT SYMBOLIZES 90 PER CENT OR BETTER

PARTICIPATION IN THE PAYROLL SAVINGS PLAN."
DURING THE CLOSED-CIRCUIT TELECAST WHICH ORIGINATED IN WASHINGTON AND
INAUGURATED THE NEW 1967 PROGRAM TO LEADERSHIP GROUPS IN 32 CITIES AROUND
THE NATION, GENERAL WILLIAM C, WESTMORELAMND, CO-MANDER OF THE WNITED STATES
FORCES IN VIETNAM, REPORTED THAT 72 PER CENT OF THE MEN IN HIS COMAAND ARE

BUYING SAVINGS BONDS REGULARLY. VAN INVESTMENT IN THE FUTURE OF AMERICA
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IS NOT A GAM3BLE, IT'S A SURE THING,'" THE GENERAL SAID, TREASURY SECRETARY
HENRY H. FOWLER POINTED OUT THAT THE NEW "'FREEDOM SHARES'' WERE DESIGNED
TO ATTRACT NEW SAVINGS, NOT TO CAUSE SHIFTS IN EXISTIMG SAVINGS.

YFREEDOM SHARES' —- WHICH GO ON SALE ON MAY 1 -- WILL BE OFFERED FOR
ONLY TWO YEARS OR UNTIL THE END OF THE VIETNAM WAR, WHICHEVER 1S THE
LONGER PERIOD OF TIME.

ON FEBRUARY 23, 1967, THE EXECUTIVE COWNCIL OF THE AFL/CIQ PASSED
A RESOLUTION CALLING UPON ALL UNION MEMBERS TO HELP MAKE THE 1967 ''SHARE
IN FREEDOM'" CAMPAIGN A SUCCESS. PRESIDENT GEORGE MEANY, IN URGING ALL
SEGMENTS OF THE AFL/CIO TO GIVE FULL BACKING TO THE SAVINGS BONDS PROGRAM
SAID, "THE UNITED STATES IS ENGAGED IN A PAINFUL YWAR IN DEFENSE OF FREEDOM --
THE FREEDOM OF A NATION TO SEEK ITS OWN DESTINY, SECURE AGAINST AGGRESSION.
EACH DAY, AMERICANS GIVE THEIR LIVES TO THAT CAUSE. BY SUPPORTING THE BOND
DRIVE WITH DOLLARS, WE AT HOME CAN DEMONMSTRATE IN AT LEAST A SMALL WAY OUR
WILLINGNESS TO DO OUR PART . . . AS INVESTMENTS, THE BONDS OFFER ABSOLUTE
SECURITY AT AN ADEQUATE INTEREST RATE."

RENO ODLIN, A PAST PRESIDENT OF THE AMERICAN BANKERS ASSOCIATION,
REMARKED "THERE'S NOTHING MAGIC ABOUT SAVINGS BONDS, BUT THERE IS MAGIC
IN PAYROLL SAVINGS'. HIS VIEW WAS UNDERSCORED BY A FACTORY WORKER'S COMMENT
ON THE PAYROLL SAVINGS PLAN -- "If YOU DON'T SEE IT, YOU DON'T SPEND IT".

VICE PRESIDENT HUBERT H, HUMPHREY, CLOSING SPEAKER ON THE TELECAST,
CAUTIONED THAT "THE ROAD TO FREEDOM IS NOT A FREE SUPERHIGHWAY. THERE ARE
SOME TOLL STATIONS ALONG THE WAY.'

THROUGH YOUR SUPPORT AND PARTICIPATION, WE CAN MINIMIZE THOSE TOLLS.
SIGN UP FOR ALL THAT YOU CAN. AS THE 1967 CAMAPIGN SLOGAN SAYS -- IN

REFERENCE TO OUR FIGHTING MEN IN VIETNAM —- "BUY WHERE YOU WORK -- THEY DO."

00 00 OO



TREASURY DEPARTMENT

WASHINGTON. D.C.

RELEASE 6:30 P.ll.,
sday, March 7, 1967.

RESULTS OF TREASURY'S OFFER OF ADDITIOWAL $2.7 BILLION IN JUNE TAX BILLS

The Treasury Department announced that the tenders for an additional $2,700,000,000,
thereabouts, of Tax Anticipation Series Treasury bills dated October 1lt, 1966,
aring June 22, 1967, were opened at the Federal Reserve Banks today. The additional
unt of bills, which were offered on March 1, 1967, will be issued March 13, 1967,
1 days to maturity daie).

The details of this issue are as follows:

Total applied for - $3,923,799,000

Total accepted - $2,702,560,000 (includes $221,,5¢9,0M enter=d on a non-
competitive basis and accepted in full
at the average price shown below)

Range of accepted competitive bids:

High - 96,641 Equivalent rate of discount approx. L.l3}%per annum
Low - 98.788 " » " n T L3203 M I
Average - 93,795 n n n " n ly.295 n J

(613 of the amount bid for at the low price was accepted)

Federal Reserve Total Total
District Applied for Accepted
Boston 5 162,962,000 $  1,3,0L1L,000
New York 1,665,972,000 1,159,992,000
Philadelphia 119,420,000 56,420,000
Cleveland 1y, 650,000 101, 45,000
Richmond 56,690,000 141,090,000
Atlanta 133,715,000 10k, 145,000
Chicago 687,110,000 423,090,000
St. Louis 12,475,000 63,225,000
Minneapolis 161,920,000 117,6L7,000
Kansas City 73,260,000 65,587,000
Dallas 197,801,000 £7,071,000
San Francisco 395,800,000 327,595,000
TOTAL $3,923,799,000 $2,702,560,000

This is on a bank discount basis. The equivalent coupon issue yield is L.)h2%.

F=838



FOR RELEASE AFTERNOON NEWSPAPERS OF
THURSDAY, MARCH 9, 1967

TREASURY DEPARTMENT 56
Washington

REMARKS BY ARNOLD SAGALYN, DIRECTOR
OFFICE OF LAW ENFORCEMENT COORDINATION,

U. S. TREASURY DEPARTMENT, AND U. S. REPRESENTATIVE
INTERNATIONAL CRIMINAL POLICE ORGANIZATION - (INTERPOL)
BEFORE THE NATIONAL SYMPOSIUM ON LAW ENFORCEMENT SCIENCE AND
TECHNOLOGY -- SESSION ON WEAPONRY
CHICAGO, ILLINOIS, THURSDAY, MARCH 9, 1967

THE POLICEMAN'S GUN IS BACKFIRING

Approximately 100 years ago, Gilbert and Sullivan
immortalized the refrain, "A policeman's lot is not a
happy one." We have not done very much to improve it
since then.

This neglect is exemplified in our primitive,
inadequate police weapons. To protect himself and the
community and to maintain law and order, a police officer
today must still depend on the same weapons which were
standard equipment for our police nearly 100 years ago --
the police stick and a lethal gun. Science and Technology
come back from the moon, and look at our urban craters:

For the limitations and ineffectiveness of the police

officer's weapons leave him dangerously exposed to the
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hazards he faces in his work. Today, every time a police
officer responds to a call for assistance, every time he
stops a person who has violated a law, he faces the risk of
physical injury and death.

Statistics compiled by the Federal Bureau of Investiga-
tion indicate that one out of every ten police officers, more
than 20,000 men, will be assaulted this year. Of those
attacked, 40% will suffer personal injury. During the six-
vear period between 1960-1965, 278 police officers were killed
in the line of duty. Incomplete reports so far indicate that
more than 50 men died from injuries in 1966. An equal, if
not larger, number of officers will lose their lives this vyear.

Our obsolescent, 19th Century police weapons are jeopard-
izing the safety of more than just our police. They are also
posing a danger to the peace and welfare of our urban com-
munities. In the past few years there has been increasing
evidence that the employment of these same defensive weapons --
particularly the gun =-- to enforce the law and maintain civil
order is creating far worse problems than those the police

are attempting to solve,
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For the police officer's basic weapon, his qun, lacks
the flexible response capability needed to deal with the
specific type of problem involved. The inability of
the police officer to control the degree and deadliness of
this physical force in proportion to the nature and quality
of the threat has put him -- indeed the entire community --
in a critical dilemma.

Let us look at some of the problems our police face
when they have to rely on conventional police weapons. The
need to use physical force and weapons often develops when
an officer is making an arrest. If there is resistance,
the officer may be physically assaulted or threatened with
a dangerous weapon. Under such circumstances the officer
feels compelled to take effective counter-measures to defend
himself, as well as to secure the arrest and custody of the
violator.

Take the case of resistance which does not appear to
involve a threat of physical injury. This is often the
situation encountered in dealing with drunks. The police

officer currently has no effective capability to handle the
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resisting person without the use of some physical force
that may prove injurious. He must either grapple with
the person and seek to restrain him bodily, or he must try
to incapacitate him with his police stick.

If the police officer faces the risk of serious injury,
whether it be from physical assault, a knife, or a gun, he
has no really effective alternative to shooting his assailant
in self defense.

If the problem involves a person who tries to flee,
either on foot or by car, the police officer is strongly
motivated to prevent the escape. This often means stopping
the fugitive by shooting him. Such shootings have been the
cause of severe criticism in many communities lataly. This
has been particularly true when the persons who are injured
or killed are not hardened or habitual criminals, but instead
are juveniles and youths. For public policy and our laws
regaxd such young people in a special way. We hold out
greater hope for their rehabilitation and return to society
as lawful, productive members of their communities.

The police officer also faces public condemnation when
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he shoots a person whose offense is of a relatively minor
nature and does not involve a crime of violence. Moreover,
shots fired at a fugitive, even when they are just warning
shots, have sometimes injured or killed innocent bystanders.,
The resulting unfavorable community reaction has further
aggravated the problem of the police in their relations with
the public.

The police face another serious dilemma in dealing with
individuals and crowds involved in demonstrations. This is
particularly true when such demonstrations may start out
peacefully, but later develop into lawlessness and acts of
violence. Since the persons participating in lawful demonstra-
tions are not criminals and tend to include women and children,
and considering the fact that many innocent spectators may be
drawn to the scene, the absence of any appropriate, effective
alternative to the use of conventional police weapons to control
such situations poses an appalling problem for the police as
well as for the entire community. Riot sticks and guns -- in
fact, any type of injurious physical force -- are recognizably

a very unsatisfactory way of dealing with such law enforcement



problens.

As you can see, the police are forced to make a fear-
ful choice. The weapons and physical force now available
to them result in either too much or too little restraint,

At the present time, they have no safe and effective capa-
bility to control improper human behavior or to neutralize
various types of physical threat without inflicting some
temporary or permanent physical injury on the victims. As
indicated earlier, in dealing with the wide range of law
enforcement problems with their varying degrees of seriousness
and danger, our police officers have a critically limited
and inflexible spectrum of defensive and offensive options
from which to choose.

The result has been increasing accusations of excessive,
unnecessary police force and a serious worsening of community-
police relations in many urban areas. More and more the
police officer who resorts to the use of his police weapons to
deal with offenders of varying degrees finds himself abused
and threatened with physical assault by the victims of his

enforcement action, as well as by hostile sympathizers in
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the area. 1In some communities police force has tended to
incite retaliatory violence.

An analysis of recent riots by the staff of the
President's Crime Commission led to the observation that the
use of conventional police force and related police practices,
while lawfully employed, were often the incendiary factor
that ignited the widespread disorders and rioting which have
taken place in a number of our cities during the past few years.

The following specific examples illustrate very sharply
the important considerations and consequences involved in
using injurious police force in many urban communities today:

July 16, 1964 - A New York police detective is

confronted by a knife in the hand of a l6~year-cld
boy. In defending himself, he shoots and kills the
youth., Public indignation and anger spark five days
of rioting that result in one death, 118 injuries,
millions of dollars in property damage, and an
embittered community.

September 6, 1966 - In Atlanta, Georgia, a police

officer shoots and injures a youth susp=cted of
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stealing a car. As a result of the shooting,
protest demonstrations are organized which erxupt
into rioting.

September 27, 1966 - In San Francisco, California,

a juvenile fleeing from a car believed to have been

stolen is shot and killed by a police officex. This

shooting ignites three days of rioting and violence.

If the purpose and justification of our police weaponry
is to protect lives and property, maintain public order,
and enforce compliance with our laws, we need to ask our-
selves whether our present policy and methods of applying
physical force are proving counter-productive. For when
the use of police force to deal with a law enforcement problem
results in far greater harm to the public safety and welfare
of the community than the offense in whose name it was
employed, it is time to reavaluate the value and wisdom of
such a police practice.

While such physical force may temporarily suppress a
violation of the law or counter a threat to individual or

public safety, in the long run the employment by the police
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of injurious and lethal force will only aggravate the
unsatisfactory police-community relations currently exist-
ing in so many urban areas. To the extent that our police
weapons serve to engender counter-violence and inflame the
community, their continued use as now employed will pose
grave consequences for our domestic tranquility.

The legal justification governing the use of deadly force
against a person suspected of a felony appears to be based
on the historical precedent that at one time every felony
was punishable by death. In this connection one legal comment-~
ator wrote: "The rule that an officer or a private person
may do all that is reasonably necessary to effect an arrest
for an atrocious felony, even to the taking of the life of
the arrestee, is of ancient origin. Originally it was based
upon the theory that such a one had forfeited his life to
the community, for all felonies were punishable by death
at the time."

Today there are few crimes in the United States which
are punishable under the law by death. Indeed, there has

been an increasing number of states which have abolished
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capital punishment or else severely restricted its applica-
tion. Only one person was executed during 1966 in the entire
United States. Moreover, the report of the President's Crime
Commission states: "All available data indicate that judges,
juries, and governors are becoming increasingly reluctant to
impose or authorize the carrying out of a death sentence."

Insofar as its deterrent effect is concerned, the Com-
nission found that there was no discernible correlation between
the availability of the death penalty and the homicide rate.

In the light of the changes which have occurred in recent
years to restrict if not eliminate capital punishment, it
would seem appropriate and prudent to limit the police use
of firearms and deadly force to those situations where it is
necessary to save a life or to prevent serious bodily harm.
In the absence of any serious physical danger to the police
officer or any other person, the use of a gun or other means
of deadly force to effect an arrest or maintain law and
order does not seem justified. Such a policy and prohibition
would clearly be in the best interest of the police as well

as the public, and would eliminate the source of many grievances
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that now aggravate police-community relations,

This is the time, also, for all of us concerned with
the processes and philosophy of the law to ask: Can a
civilized democratic society based on due process of law
countenance the physical injury or killing of a person
without due process? Particularly when the offense is of
such a nature that the person so convicted in a court of law
would not suffer a penalty worse than the loss of some
property or only his liberty for a relatively short period
of time?

As a practical measure, a great deal can be done to
bring police practices in the use of deadly force into
accord with the realities of present attitudes toward capital
punishment. This can be accomplished by police administrators
through the issuance cf proper guidelines on the use and
justification of physical force and lethal weapons in dealing
with specified violations or threats an officer may encounter
in the course of duty. The failure of responsible officials
to provide clear guidelines and policy as to when police

may employ physical force has placed an unreasonable burden
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and responsibility on the individual officer. The absence
of such instructions has undoubtedly encouraged the police
practices which have generated charges of unnecessary police
force and led to retaliatory violence.

While the police officer is instructed on the proper
care of the gun and is taught how to shoot, he is generally
given little, if any, guidance as to when he should shoot.
The relatively few police departments that have any written
policy or guidelines governing the use of firearms tend to
limit them to merely counseling officers to "exercise the
greatest possible caution" or "to use good judgment". 1In
essence, the decision to shoot -- and perchance to kill ==
is left entirely up to the discretion and judgment of an
officer.

In the Federal Government, the Federal Bureau of Invest-
igation and the Treasury law enforcement agencies have a fimm
written policy that a firearm is not to be used except in
the defense of a life. However, in most local communities today
a police officer is authorized to use his firearm in dealing

with felony situations where no threat to life is involved.
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And many law enforcement agencies permit the use of a
gun in apprehending persons whose offense may involve at
best only a suspicion of a property crime or even a mis-
demeanor. The practice of shooting to stop a speeding
motorist, for example, is far from an isolated occurrence.

The President's Crime Commission took special note
of this dereliction when it commented on the failure in
most cities to provide police officers with guidance as to
when firearms may be drawn and used. 1In its report to the
President a few weeks ago, it made the following recommenda-
tion:

"A comprehensive regulation should be formulated by
every chief administrator to reflect the basic policy that
firearms may be used only when the officer believes his
life or the life of another is in imminent danger, or when
other reasonable means of apprehension have failed to prevent
the escape of a felony suspect whom the officer believes
presents a serious danger to others.”

A similar prohibition on the use of deadly force is

proposed in the Model Penal Code of the American Law Institute.
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While the promulgation of needed guidelines on the
use of his weapons will lead to improved community-police
relations, they will not help the individual police officer
who will still be exposed to serious personal injury from
assault and dangerous weapons. For his present weapons are
often ineffective in countering and neutralizing the physical
threats he faces. He needs -- and needs urgently =-- new and
more effective means of assuring his and the public's protection
and of keeping the peace. He needs a weapon capable of control-
ling the wide range of law enforcement problems he must deal
with every day.

The application of science and technology now makes it
possible to develop alternative, non-injurious methods which
will provide a police officer with egqual if not superior securi-
ty to his gun and his police stick. Such a weapon should be
capable of immobilizing and neutralizing an assailant or
offender for a short period of time, without any harmful after-
effects. It should have an additional capability to mark a
person or vehicle seeking to escape from the officer with a
readily identifiable color, odor or other recognition feature,
thereby helping to assure the identification and apprehension
of the fugitive,

We hope eventually to be able to look forward with some
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confidence to a single, all-purpose weapon that will
provide the police officer with a highly effective offensive
as well as an assured defensive capability. It should be a
weapon that will safely, harmlessly neutralize physical
threats; and it must enable the police officer to control
unlawful and violent behavior of persons in a way that will
earn the confidence and support of the entire community.

In the final analysis, it is important that we all
recognize that the real source of police power is derived
from public support and cooperation., Without the respect and
cooperation of the public, the police cannot function success-
fully. While they may continue to enforce the law and maintain
law and order through fear and physical force, they will do so
at the cost of an increasingly hostile, alienated community in
which there can be no real security or peaceful orderly progress,

The applications of science and technology have created
fantastic new defensive capabilities and sources of strength
for our national security. They can play an equally important
role in helping our law enforcement agencies assure the civil

security in our urban communities.



TREASURY DEPARTMENT

WASHINGTON. D.C.
March 8, 1967

FOR IMMEDIATE RELEASE

TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders
for two series of Treasury bills to the aggregate amount of
$2,300,000,000, 0or thereabouts, for cash and in exchange for
Treasury bills maturing March 16, 1967, 1in the amount of
$2,303,920,000, as follows:

91 -day bills (to maturity date) to be issued March 16, 1967,
in the amount of $1,300,000,000, or thereabouts, representing an
additional amount of bills dated December 15,1966, and to
mature June 15,1967, originally issued in the amount of
$1,000,868,000,the additional and original bills to be freely
interchangeable.,

182-day bills, for $1,000,000,000, or thereabouts, to be dated
March 16,1967, and to mature September 14,1967,

The bills of both serles will be issued on a discount basis under
competitive and noncompetitive bidding as hereinafter provided, and at
maturity their face amount willl 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 Standard
time, Monday, March 13, 1967, 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 not
be used, It is urged that tenders be made on the printed forms and
forwarded in the special envelopes which will be supplled by Federal
Reserve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account of
customers provided the names of the customers are set forth in such
tenders. Others than banking institutions will not be permitted to
submit tenders except for their own account., Tenders will be recelved
without deposit from incorporated banks and trust companies and from
responsible and recognized dealers in investment securities. Tenders
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 bank
or trust company.

F-839



Immediately after the closing hour, tenders will be opened at the
Federal Reserve Banks and Branches, following which public announce-
ment will be made by the Treasury Department of the amount and price
range of accepted bids. Those submitting tenders will be advised
of the acceptance or rejection thereof. The Secretary of the Treasury
expressly reserves the right to accept or reject any or all tenders,
in whole or in part, and his action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for
each issue for $200,000 or less without stated price from any one
bidder will be accepted in full at the average price (in three
decimals) of accepted competitive bids for the respective issues.
Settlement for accepted tenders in accordance with the bids must be
made or completed at the Federal Reserve Bank on March 16, 1967, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing March 16, 1967. Cash and exchange tenders
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

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

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

conditions of their issue. Copies of the circular may be obtained fro
any Federal Reserve Bank or Branch.
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TREASURY DEPARTMENT

WASHINGTON, D.C.
March 8, 1967
FOR IMMEDIATE RELEASE

WITHHOLDING OF APPRAISEMENT ON
PIG IRON

The Treasury Department is instructing customs field officers to
withhold appraisement of pig iron from Romania pending a determination
as to whether this merchandise is being sold at less than fair value
within the meaning of the Antidumping Act, 1921, as amended (19 U.S.C.
160 et seq.). This withholding order will apply to importations entered,
or withdrawn from warehouse, for consumption, after publication of the
order which will appear in the Federal Register in the near future.

Under the Antidumping Act, determination of sales in the United
States at less than fair value would require reference of the case to
the Tariff Commission, which would consider whether American industry
was being injured. Both dumping price and injury must be shown to
justify a finding of dumping under the law.

The information alleging that the merchandise under consideration
was being sold at less than fair value within the meaning of the Anti-
dumping Act was received in proper form on January 19, 1967. Pursuant
to section 1k.6(d), Customs Regulations (19 CFR 14.6(d)), an "Antidumping
Proceeding Notice" pertaining to this merchandise was published on page

340k of the Federal Register of March 1, 1967.



TREASURY DEPARTMENT
Washington

FOR RELEASE ON DELIVERY

REMARKS BY THE HONORABLE STANLEY S. SURREY
ASSISTANT SECRETARY OF THE TREASURY
BEFORE THE TAX EXECUTIVES INSTITUTE

17TH ANNUAL MID-YEAR CONFERENCE

AT
THE SHOREHAM HOTEL, WASHINGTON, D.C.
THURSDAY, MARCH 9, 1967, 2:15 P.M. ,EST

(Delivered by Richard O. Loengard, Jr.,
Special Assistant for International Tax Affairs)

CURRENT DEVELOPMENTS IN THE UNITED STATES
TREATMENT OF INTERNATIONAL TAX MATTERS

I appreciate this opportunity to give you a survey of
developments relating to international tax matters. I
shall be talking about significant changes taking place
as a result of continuing efforts to provide the proper
framework for the tax treatment of transactions that cross
our borders. The Treasury welcomes your comments, which
will, I can assure you, be closely studied.

We may start with the legislative changes. Last year
saw the enactment of the Foreign Investors Tax Act, the
first comprehensive revision of our tax treatment of foreign
investors. It accomplished the purpose sought: a more
rational tax structure for foreigners with United States
income that would be consistent with international standards,
reflect a proper balance of tax treatment for our own cit?zens,
and eliminate irrational and unwarranted barriers to foreign
investment in the United States.

The Act was drawn up carefully to achieve its objectives
without offering improper tax incentives to attract investment
here that would have led to matching or even greater
incentives by other countries, in a fruitless scramble for

investment dollars. Nor does the Act seek to claim an undue

F-840
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share for the United States out of the income generated by
international investment -- a claim that not only could have
placed obstacles in the way of our obtaining a proper part
of that investment but also could have led to excessive
demands by other countries regarding the earnings from our
investments overseas.

This Act broke new tax ground in several of its
approaches. It met the problem of how unilaterally to
rationalize our structure for taxing foreigners -- without
thereby losing our bargaining power to obtain through tax
treaties proper treatment for our citizens who invest or
trade abroad -- by delegating authority to the President
to withdraw our unilateral concessions if he found our
rules were not being reciprocated. This preservation of
bargaining power was also strengthened by giving the
President authority to raise income tax on foreigners
to the extent and in the way necessary to combat any
discriminatory action by foreign countries against our
taxpayers.

Next, as insurance that the liberality, in contrast
to prior law, of some of the new rules applicable to
foreigners, especially the estate tax rate reductions and
the confinement of our income tax to the withholding rates,
would not lead to tax-motivated expatriation by our citizens,
the Act applies for 10 years the rates applicable to our
citizens to the United States property and income of such
persons.

The Act dealt with the increasing tendency of foreigners
to take advantage of the mechanistic and precise formulation
of our rules regarding the source of income -- and hence
the scope of our asserted jurisdiction to tax foreigners --
by developing arrangements that avoided United States tax on
certain business activities conducted by them in the
United States, and thus in some cases utilizing the
United States as a tax haven. The solution devised is
that of increasing the jurisdictional scope of our income
tax to reach certain described income that is "effectively
connected" with such business activities, again carefully
described,in the United States. This step places our
jurisdictional rules -- and thus our ability to assert a
proper ciaim for our share of tax in these situations -- on
a parity with those of most other countries, which had long
used similar rules.
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There are, however, some doctrinal hazards in the
Act as it emerged from the Congress. The extension of
the jurisdictional scope of our tax system to reach these
business activities, through the concept of '"effectively
connected," left our traditional source rules unchanged.
Other countries bring such income within their tax
jurisdiction by treating it as having its source within
their country. As a consequence, we use more structural
building blocks than these countries do in applying their
tax to these types of income. On the other hand, our
approach lends itself more easily to our allowance of a
foreign tax credit against our tax on this income.

In addition, the jurisdictional test of "effectively
connected" in these cases unfortunately uses terminology
similar to that applied to meet a different situation --
that of whether certain investment income, whose source
is traditionally regarded as being from within the United
States, 1s so related ("effectively connected') to a trade
or business in the United States so as to be taxed along
with the income of that trade or business rather than
being taxed separately under the rules relating to
investment income. But hopefully Regulations, and
commentators, will be able to allay any confusion that might
result from these doctrinal hazards. These Regulations
are now in process.

The other important legislation involves the
Interest Equalization Tax and the bill just reported by
the House Ways and Means Committee. The purpose of the
Interest Equalization Tax is to insert a tax wedge in the
international transactions by which foreigners borrow or
otherwise obtain our capital that compensates for the
differential between our lower interest rates and the
higher rates that are charged abroad. This is done so
that the amount of our capital that goes abroad will not
be materially increased as the result of our policy to
maintain lower interest rates for our domestic economy.
This purpose of the Interest Equalization Tax must be
achieved in a world where interest rates in various
countries are to a large degree the reflection of a variety
of domestic fiscal and monetary policies constantly changing
in response to a variety of economic conditions.
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The monetary powers of modern governments are exercised
in a highly flexible fashion. Consequently, a tax wedge
whose amount is rigidly fixed will not always be able to
perform its task -- the wedge may at different times be
too little or too large. The task is to achieve a
mechanism that permits the wedge to expand or contract as
the differential itself varies in response to monetary
policies here and abroad. Only in this way can we permit
our monetary policy to perform its important tasks without
undue distortion by balance of payments considerations.

In response to this objective, the new legislation as
reported by the Ways and Means Committee gives the
President authority to vary the rates of IET tax so that
their effect on international interest differentials can
vary from 1 percentage point to 1-1/2 points, rather than
remain at a fixed rate.

- When we turn to administrative activity, developments
largely relate to a number of Regulations and rulings
which are now being brought to a final conclusion. Most
important here are the Regulations relating to
Sections 482 and 861 of the Code, involving allocations
of income and expenditures in international transactionms.
A large number of helpful comments have been received and
we are in the process of reviewing them.

These Regulations clearly plow new tax ground in the
attempt to formalize the rules of allocation that should
govern the relationships between taxpayers and the United
States Government and between the United States Government
and foreign governments. We believe that one of the major
advantages derived by taxpayers and the Government from
publication of the guidelines in these Regulations will
be the element of certainty injected into the application
of these provisions of the statute.

We realize that in the past the statute has not
always been applied consistently, especially in the foreign
area, This inconsistency of approach was, of course, the
reason for granting the relief found in Revenue Procedure 64-54.
This aspect can be even more significant in situations where
there are delays in completion of United States tax audits,
as a result of which Section 482 issues may be decided years
after the events to which they relate took place and have an
impact on transactions in all of the intervening years which
remain open. One of the major purposes of the Regulations
is to give taxpayers the opportunity to plan their affairs
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in such a way as to reduce substantially the risk of
adjustment on audit and the consequent long-term uncertainty
on the finality of their overseas transactions.

The Regulations thus mark the closing of one chapter
of tax administration, characterized by taxpayer arrange-
ments made and IRS agent scrutiny conducted without the
discipline of guidelines, and the opening of a new chapter
involving that discipline through an integrated set of
guidelines. But we are hopeful that the Regulations will
also mark the path to further developments in this field.
We believe they will add impetus to the growing efforts
of management to obtain objective methods of measuring
the achievements and progress of the various components
of our larger international enterprises.

It is the fate -- and responsibility =-- and opportunity --
of tax measures and regulations to give a formal structure
to many of the somewhat formless and more loosely conceived
rules that guide business interrelationships. But once
management and their advisors see their working rules
of thumb captured in a formal structure and set down with
greater sharpness and particularity, they are generally
induced to focus more intently on those rules and their
objectives. This result is all to the good, for it can
only lead to progress in developing our tools and processes
for the task of measuring profits and performance, a task
that is of vital importance to modern business.

Equally, we are hopeful that this effort on the
part of the United States will cause other countries to
look with similar care at their own rules in this area.
To move this process along, we are proceeding within the
OECD Fiscal Committee both to explain our rules and then
to ask other Governments questions of this nature: Will
you allow as deductions the payments which the marketing
or manufacturing subsidiaries in your jurisdiction would
need to make to its United States parent under our rules?
Would you be satisfied to obtain payments from marketing
or manufacturing subsidiaries in our country to your parent
companies in accordance with these rules? Where we are
both agreed on the operative rule -- say, an arm's length
sales price or a charge of services at cost -- but may
initially reach variant results on applying the rule to
the facts of a particular case, how will we harmonize our
approaches? 1In this fashion we can achieve the coordination
among Governments necessary for fair international treatment
of taxpayers.
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Closely tied in with these efforts is the study we
are making of the competent authority procedure. Modern
tax treaties -- and tax treaties under modern conditions --
place increasing reliance on an efficient and informed
working of this procedure. These treaties, like any tax
statute, require an alert and effective administration and
the competent authority procedure is the administrative
agency for our tax treaties. Here also we are combining
a study of our own effectiveness with efforts in the OECD
Fiscal Committee to consider these same issues on the
international level.

More closely related to our domestic tax rules is
the proposed Revenue Procedure on the operative effects
of Section 367. The published proposal has brought forth
many helpful comments which are now being studied. Work
is also proceeding in a companion area, that of the
application of Section 351 to transfers of know-how to foreign
subsidiaries. We recognize the existing dissatisfaction
with the present rules and are seeking an appropridte
solution,

Let me now turn to our international tax treaties.
We will shortly sign the revision of our income tax
treaty with France.. This is far more than a simple
revision, and really represents a whole new treaty. It
is our first negotiation with a country desirous of staying
as closely as possible to the OECD model draft in
structure and terminology. As is to be expected, active
negotiation around 2 model develops a number of probing
questions with respect to the model that were not
surfaced in its formulation. The French negotiation has
resulted in an adaptation of that model in its technical
aspects to a concrete treaty between two countries with
tax structures that differ in a number of ways. In
large part the French treaty should prove to be a model
we can use in negotiations with other countries that lean
strongly to the OECD draft.

Two events last year marked our tax relations with
the South American countries. We negotiated an interim
treaty with Trinidad and Tobago as a step toward the
complete revision that was initiated as a consequence of
changes in their domestic tax system. Honduras terminated
its treaty with the United States. This was the first
treaty that had been negotiated with a less developed
country -- in 1956 -- and its termination grew out of its
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inadequacies. While we are quite desirous of negotiating

a new treaty, we are also conscious of the need to have our
treaties with Latin American countries develop along a
common basic pattern,

We hope that this year we will be able to make
substantial progress toward starting a tax treaty network
with the Latin American countries. We have been engaged
for some time in negotiations with Brazil and are
encouraged by their progress. We are also currently
negotiating a tax treaty with Jamaica. The current treaty
with that country is an extension of the former United
Kingdom treaty. As stated above, negotiations with
Trinidad and Tobago are also scheduled for this year. We
are also hopeful other Latin American countries will be
entering into discussions with us to explore the feasibility
of negotiations.

There is great awareness in Latin America of the
desirability of tax treaties -- an awareness which we
share in this country and an interest which is matched
in many industrialized countries seeking increased trade
and investment with that area.

These tax treaties can play a most useful role in
the economic development and integration of that area.
Moreover, treaties by Latin American countries with
industrailized countries of other continents will in turn
facilitate the negotiation of a network of treaties among
the Latin American countries themselves. Such a network --
long ago accomplished within the European economy -- is
one of the steps needed to achieve a common Latin American
market and a harmonization of their tax structures.

Our steps to modernize and expand our treaties with
the industrialized world and to extend our tax treaty
relationships to the less developed world must be matched
by steps to coordinate the many new treaties that have
resulted and are in progress. One aspect of the latter
task is to proceed, as far as the realities of the
negotiating process permit, with basic models -- principally
one for industrialized countries, with some variations
depending on the attraction possessed by the OECD model
in some of its aspects, and one for less developed
countries.
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The realities of negotiation often produce certain
differences in language and structure. However, these
differences frequently are not intended also to produce
changes in substance. As a consequence,we believe that
coordination depends finally on develapis: a master set
of treaty regulations that will delineate both the
substantive rules that are common to the various treaties
and the variations in those rules. 1In this way we would
identify those cases where changes in terminology are
intended to have substantive significance. 1In addition,
we can also coordinate the interpretation of those new
statutory rules introduced last year which embody similar
concepts. We have made considerable progress in developing

this approach to treaty regulations and are hopeful our
goal can be achieved.

We are also preparing for activity in the estate tax
treaty area now that the OECD has finished its fermulation
of a draft model for these treaties. There is considerable
interest in a number of countries in estate tax treaties
and we share that interest. We would be aided by your
examination of the OECD model, and we invite your comments.

oo



Statement of Fred B. Smith
General Counsel of the Treasury Department
To the Subcommittee on Administrative Practice and Procedurs
of the Senate Judiciary Committee on 5. 518, March 7, 1967

I welcome the opportunity to appear before the Subcommittes
on Administrative Practice and Procedure on behalf of the Treas-
ury Department, on S. 518, and to comment on this revised legis-
lation to amend the Administrative Procedure Act of 19L6. As
you know, representatives of the General Counsel's office have
participated actively in the consideration by this Subcommittee
of S, 1663 in the 88th Congress and of S. 1336 in the 8Gth Con-
gress, We also participated in the Symposium on S. 1336, held
December 1, 1966, under the sponsorship of the Special Committee
on a Code of Federal Administrative Procedure of the American
Bar Association, with a panel on which your staff was represented.

We are gratified that the consideration by this Subcommittee
cf these past presentations has resulted in substantial and
valuable revisions of the legislation to meet many of the serious
objections advanced on behalf of this Department. Our past
criticisms have been directed toward those provisions of the
prior bills which we have believed would handicap the =fficient,
fair and effective administration of the laws within the re-
sponsibility of the Treasury Department, particularly, the laws
governing internal revenue taxation and customs duties, Also,
some of these provisions, by delaying the administrative process,

would have operated against the interests of our citizens.
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My comments today are presented in the same spirit. Ve
welcome all the changes that now distinruish S. 518 from 9. 1336.
However, there remain a few basic problems which we consider of
sufficient importance to explain to the Comriitbtee at some length,
in the hope and expectation that these problems also may be
satisfactorily resolved.

I. The definitions relating to adjudication

The basic problems respecting adjudication throughout S. 518

stem from the ambiguous and circular definitions in section 2 of

o

four key words relating to adjudication -- "proceeding," "adjudi-

o "

cation, order,
logical order, in subsections (g), (d) and (b) of section >t
It will be observed that "proceeding' is defined, in relevant
part, as adjudication; "adjudication"” means eagency process for

the formulation of an order; 'brder" is defined as the final dis-

position in a proceeding involving named parties, and "party" is

1 "(g) 'Agency proceeding' means any agency process as defined
in subsections . . . (d) . . . of this section."”

"(d) 'Adjudication' means agency process for the formulation,
amendment or repeal of an order.”

"(d) ‘'Order' means the whole or any part of the final dis-
position . . . by any agency in any proceeding, including
licensing, to determine the rights, obligations and privileges
of named parties."

"(b) 'Party' includes any person or agency namad or adnmitted
as a party, or properly seeking and entitled as of rignt to
be admitted as a party, in any agency proceeding.”

ri

and "party." These definitions appear, in tneir
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defined as a person nemed or admitted in a proceeding, The defini-
tions, therefore, lead in a circle back upon themselves,

I am pointing this out, not as an exercisc in semantics, but
because the intelligent administration of at least seven mejor
provisions of this legislation is dependent upon a clear and uni-
form understanding of these four key words. These seven major
provisions are the following:

Section 3(b) requires every agency to make avail-
able for public inspection and copying, and to index

with identifying information "all orders made in the

adjudication of cases."

Section 5(b) requires that "in all other cases of

adjudication [i.e., not required to be decided on the

record after opportunity for a hearing] the agency
shall by rule provide procedures which shall promptly,
adequately and fairly inform the agency and the parties
of the issues, facts and arguments involved,"

Section 5(c) requires every agency to "afford all
parties an opportunity, at such time in advance of the

proceedings . . . or, . . . at any time thereafter . . .

to submit and have considered offers for the settlemsnti
or adjustment of the questions presented.”

Section 6(a) provides that "[elvery party shall be
accorded the right to appear in person or by or with
counsel or other duly qualified representative in any

agency proceeding or investigation.”
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Section 6(e) requires every agency, unless other-
wisc provided by statute, to "issue subpenss upon request
to any party to an adjudication.”
Section 6(h) requires every agency to make availatble,

apparently in all proceedings, depositions and discovery,

either to the same extent as in Federal district court
proceedings or as otherwise provided by published rule.

Section 9(b) places penalties upon agency publicity
which a courtfinds was issued to discredit "a party to an
agency proceeding."”

I should hope that the fair implication derived from the
definitions of the four key words in section 2 and their usage
in the above sections would be that adjudication is an agency
process in wnich a named party participates in the presentation
of issues of fact, law or discretion, which process culminates
in a final decision (which may be accompanied by findings of
fact and conclusions of law, namely, an "opinion" under section
2(d)), thus constituting a relatively formal quasi-judicial
proceeding.

However, the definitions of the key words relating to adju-
dication may actually include under adjudication a wide variety
of additional agency actions which constitute determinations of
the rights, obligations, and privileges of named persons, where
under authority of law the agency reaches these determinations
unilaterally solely on the basis of documents submitted, or facts

otherwise before it, without participation by the person concerned.



D

7

¢

-5 -

Characteristically, this type of agency action results only in

en initial determination which is subject to, protest or appeal
either within the agency or to a court, but which is final if
not protested or appealed. For example, the vast quantity
of customs and internal revenue determinations are made on the
basis of the documents submitted by the person concerned, with
the statutory right of protest to the agency or to the special-
ized Customs Court or Tax Court.

Apparently all initial determinations are considered by
the drafters of this legislation to be adjudications because the
new last sentence of section 5(b), pertaining to what may be re-
ferred to as informal adjudications, provides that the subsection
"shall not apply to initial determinations with respect to public
property, loans, grants, benefits, contracts, inspections, tests
or elections." Since initial determinations by the Customs
Bureau and the Internal Revenue Service of assessments of duties
and taxes are not included in this exemption, it certainly could
be argued that they are covered. However, they may in fact be
excluded by the new opening clause of this subsection "[ulnless
expressly otherwise provided by statute," since the procedure
for the assessment of duties end taxes is covered in the Customs
and Revenue laws. (We would hope, however, that at a minimum a
statement would be put in the Committee Report to this effect,
in order to be sure of the availability of this clause in such

customs and revenue cases.)
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However, even if section 5(b) did not require semi-
adversary proceedings in the countless millions of initial de-
terminations of duties and taxes, it would still be necessary to
decide the application to these determinations of the other pro-
visions of S. 518, which I have listed, for the public disclosure
of all final opinions and orders in the adjudication of cases,
for providing an opportunity for "settlement," for the appear-
ance of parties and counsel, for the required issuances of sub-
penas, etc., The application to the initial determinations de-
scribed of procedural privileges and requirements designed for

adversary proceedings is clearly inappropriate, but seems to be

required by the use of the key words pertaining to adjudication
throughout S. 518,

To cure the ambiguity and circularity of the legislative
definitions, I recommend that the definition of adjudication in
section 2(d) be restricted to the type of proceeding which the
Committee appears to have in mind. One means of accomplishing
this would be the addition of an exclusionary sentence stating
that "adjudication does not include the initial determination
which an agency is authorized by law to make unilaterally on the
basis of documents submitted, or facts before it." An alterna-
tive method would be to re-define the term "adjudication” to
mean "agency process for the receipt and examination of evidence
and argument on disputed issues of law, fact, or discretion, and

for decision resulting in the formulation, amendment or repeal
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of an order." Drafts of these alternative smendiments, and of
amendments later proposed to other sections, are atteched to my
written statement.

IT. Problems respecting the rulemaking oruvisionsg

There are three areas in section 4 on rulemaking in which
this Department strongly recommends clarification to prevent
confusion among interested persons and the agencies and needless
litigation, and to carry out the apparent intent of the drafiers
of this legislation. These areas are the following:

1. The legal effect of a petition which, under subsection
(g), any interested person may make for the issuance, amendmen’.
exception from or repeal of a rule needs to be made definite.
The proposed wording of subsection (b), referring to "rulemaking
to be undertaken by the agency on its own motion or pursuant to
petition,” might be taken to require the initiation and completion
of rulemaking procedures pursuant to any petition received, re-
gardless of its merits. The chaotic effect of such an inter-
pretation may be seen clearly, for example, in revenuz opera-
tions where the stability and reliability of promulgated rules
are of cardinal importance. Revenue rules would be in & constant
state of upheaval if rulemaking were required on the strength of
every petition. We recommend that the text of section L(b) or
the Committee report make clear that rulemaking pursiant to
petition is to occur only with the consent of the agency.

2. Subsection (d) on emergency rules contains a provision

on the extension of emergency rules which is in:cnsistent with
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the explanation given by the Senate Committee in its report on
this provision in 8, 1336. The provision reads: '"The agency may
extend such emergency rule for a pericd noct to cxceed one year
only by commencement, prior to the expiration of the original
effective period, of a rulemaking procecding . . ." This sentence
is generally read to mean that an emergency rule may be extended
only for & period not to exceed one year despite the completion
of the new rulemaking procedures. The Senate Conmittee Report
on S. 1336, however, (page 11) explains that the agency wiil have
& year in which to complete the proceeding and re-issuance of the
emergency rule or a successor rule covering the situation., On
the strength of the explanation, it is reconmended that the phrase
"for a period not to exceed one year" be deleted from its present
position and added as a limitation on the rulemaking proceeding
described in the latter part of the sentence. The final phrase
might then read "upon giving notice required by subsection (b)
of this section, and by completing the rulemaking proceeding
within a period not to exceed one year from the original date
for the éxpiration of the emergency rule."

3. The Treasury welcomes the new exemption (6) in subsec-
tion (h), This addition exempts from the notice and public proce-
dure provisions of section L "rulemaking that relates solely to
the establishment or revision of monetary rates or policy." It

is important, however, that this exemption be understood to enl-

brace the various monetary and fiscal operations set forth in
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the statement regarding this exemption which is being proposed to
the Judicilary Camnittee for its report by. the Comptroller of the
Currency, the Board of Governors of the Feder:l Reserve Systenm,
the Federal Home Loan Bank Board, and the I'ederal Deposit Insur-
ance Corporation, This statement is to the effect that the ex-
emption is intended to cover "actions establishing, maintaining,
or modifying interest, dividend, or credit rates, terms and con-
ditions, or reserve balances, and actions involving debt issuance
or management or the formulation of directives as to securities
or currency transactions, the execution of which is related to
the implementation of effective monetary or fiscal policy." The
Treasury endorses this proposed statement for the reasons advanced
by these four agencies, specifically, the disruptive effect on
financial markets and financial institutions of prior published
notice and public participaticn in proposed financial regulation.

I should like to add at this point that the Treasury also
endorses and supports the other proposed amendments and Committee
report suggestions which the four banking agencies have Jointly
submitted for the Committee's attention.

III. ZEmergency action

The provision for emergency action in section 5(a)(7) ap-
plies only to formal adjudication under section 5(a). However,
it should also be available in the much larger area of so-called
informal adjudication covered by‘S(b), particularly if the defini-

tion of adjudication is left as broad and indefinite as it is.
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The Treasury Department needs to take emergency action, for ex-
ample, in the administration of section 5 of the Trading with the
Enemy Act (50 U.S.C. App. 5). The Office of Foreign Assets Con-
trol must be in a position promptly to block assets in the United
States from movement to proscribed areas, such as Communist China,
Cuba and North Viet Nam, action which would be vitiated if the
Office had to inform the owner of the agsets in advance of the
"issues, facts and arguments involved" in the blocking action.
Consequently, we strongly recommend that the emergency action
provision be made a separate subsection of section 5.

IV, Ancillary matters

The Treasury recommends the amendment of three of the sub-
sections of section 6, in the interest of effective enforcement
of criminal and revenue laws.

1. Subsection (a) on appearance provides in its second
sentence that every party shall be accorded the right to appear
in person or by or with counsel in any agency proceeding or
investigation. Since the term."party” is defined only in terms
of an agency proceeding, it is not clear who must be accorded
the right to appear in person or by counsel during an investiga-
tion. If the provision means that any person who i1s the subject
of an investigation must be accorded the right to appear, the
provision would cripple law enforcement activities where investi-
gations must generally proceed without disclosure to the person-
subject to investigation. The testimony and even the lives of

informants may be Jeopardized by the appearance in the
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investigation of the suspected law violator. Furthermore, a tax-
payer mnight argue that this second sentence. entitles him 4o be
present, either personally or by counsel, during questioning of
witnesses before the Service. These results cannot have been in-
tended by the drafters of the legislation. The reference to in-
vestigation in this sentence should be dropped.

2. Section 6(d) on investigation provides that every per-
son who voluntarily or involuntarily submits data or evidence
shall be entitled to retain or procure a copy or transcript
thereof, Our objection is that this subsection omits the further
provision in section 6(b) of the APA that in a nonpublic investi-
gatory proceeding the witness may, for good cause, be limited o
inspection of the official transcript of his testimony. The value
of the present provision lies in the well known fact that a witness
may voluntarily or involuntarily make his copy of the transcript
available to the person under investigation, particularly in a
criminal investigation, and thus prejudice the Government's case.
The intimidation of witnesses by prospective defendants has oc-
curred with particularly horrible results in connection with the
enforcement of the narcotics laws. At present there is no
eriminal statute to preclude possible intimidation of a witness
at the investigative stage. In the absence of such a statute it
is believed that the present restriction on furnishing transcripts
to witnesses in nonpublic investigations should be preserved.

3. Section 6(g) provides a new computation of time but makes

the termination dependent upon whether the last day of the period
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is a holiday or half-holiday. This leaves open the question of
whet constitutes & holiday in the given circumstances, The
clarification provided by the Internal Revenue Code on this
point, 26 U.S.C. 7503, suggests that the existence of a holiday
or half-holiday should depend upon where the determinztive act
or event occurs, in the District of Columbia or a particular
state. Amendment of this section is recommended for this purpose.

The foregoing statement attempts to single out those provi-
sions of S. 518 of particular concern to the Tressury Department.
This does not mean that we do not share in other administrative
problems embodied in S, 518 which may be discussed by other
agencies. We are grateful to the Committee for its attention
to our statement and respectfully urge that the recommendations
we have advanced be carefully considered,

Attachment
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Recommendations for Amendment of S. 518
Submitted by Fred B. Smith, General Counsel, Treasury Department
To the Subccmmittee on Administrative Practice and Procedure
At its Hearings, March 7, 1967

Definition of Adjudication

Alternative 1: At the end of section 2(d) add the follow-
ing senterce: "Adjudication does not include the initiel deter-
mination which an agency is authorized by law to make unilaterally
on the basis of documents submitted or facts before it."

Alternative 2: Strike the last sentence of section 2(d) and
substitute the following: "'Adjudication' means agency process
for the receipt and examination of evidence and argument on dis-
puted issues of law, fact or discretion,and for decision result-

'

ing in the formulation, amendment or repeal of an order.’

Rulemaking Provisions

In section 4(b) insert the words "with its consent" follow-
ing the words "on its own motion or" on line 15 of page 19.

In section 4(d) strike the second sentence and substitute
the following sentence: "The dgency may extend such emergency
rule only by commencement, prior to the expiration of the origi-
nal effective period, of a rulemaking proceeding dealing with
the same subject matter as did the emergency rule, upon giving
notice required by subsection (b) of this section, and by com-
pleting the rulemaking proceeding within a period nct to exceed
one year from the original date for the expiration of the

emergency rule.’



Emergency Action

Omit paragraph (7) in section 5(a), insert the provisions of
paragraph (7) following section 5(c) as section 5(d), and change
the word "subsection" to "section" at the end of tlefirst sentence.

Ancillary Matters

In section 6(a) Appearance, strike the words "or investiga-
tion" at the end of the second sentence.

In section 6(d) Investigations, strike the period at the
end of the section, insert a comma, and add the following clause:
"except that in a nonpublic investigatory proceeding the witness
may for good cause be limited to inspection of the official
transcript of his testimony."

In section 6(g), insert at the end thereof the following
sentence: '"Holiday or half holiday means & holiday or half
holiday in the District of Columbia or, if the determinative
act or event occurs elsevwhere, in the state in which such act

or event occurs."



TREASURY DEPARTMENT

WASHINGTON, D.C.
March 13, 1967

FOR IMMEDIATE RELEASE

TREASURY MARKET TRANSACTIONS IN FEBRUARY

During February 1967, market transactions
in direct and guaranteed securities of the gov-
ernment for Government investment accounts
resulted in net purchases by the Treasury Depart-
ment of $565,355,500.00.
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TREASURY DEPARTMENT

WASHINGTON, D.C.

March 13, 1967
FOR IMMEDIATE RELEASE

TREASURY DECISION ON SHOES
UNDER THE ANTIDUMPING ACT

The Treasury Department has determined that leather shoes from Romania,
including men's and boys' of welt construction, and also shoes other than
nmen's and boys' of welt construction, are not being, nor likely to be, sold
at less than fair value within the meaning of the Antidumping Act, 1921, as
smended (19 U.S.C. 160 et seq.).

Notices of intent to discontinue investigation and to make a determina-
tion that no sales exist below fair value were published in the Federal
Register on November 8, 1966. The notice with respect to men's and boys'
shoes of welt construction stated that the termination of sales and the ex-
porter's assurances that future sales, if any, would not be below fair value,
were considered to be evidence that there are not and are not likely to be
sales below fair value. The notice with respect to shoes, other than men's
end boys' of welt construction stated that price revisions and the exporter's
assurances that future sales would not be below fair value, were 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 notices in the Federal
Register.

Customs officers are being instructed to proceed with the appraisement
of this merchandise from Romania without regard to any question of dumping.

Imports of leather shoes from Romania, men's and boys' of welt construc-
tion, received during the period May 1, 196k, through December 31, 1966,
vere valued at approximately $360,000.

Imports of leather shoes from Romania, other than men's and boys' of
welt construction, received during the period April 1, 1965, through Decem-
ser 31, 1966, were valued at approximately $425,000.



TREASURY DEPARTMENT

WASHINGTON, D.C.
March 13, 1967

FOR IMMEDIATE RELEASE

TREASURY DECISION ON FUR FELT HAT BODIES
UNDER THE ANTIDUMPING ACT

The Treasury Department has determined that fur felt hat bodies from
Czechoslovakia are not being, nor likely to be, sold at less than fair
value within the meaning of the Antidumping Act, 1921, as amended (19
U.S.C. 160 EE.EEE')' A "Notice of Intent to Discontinue Investigation
and to Make Determination That No Sales Exist Below Fair Value," was pub-
lished in the Federal Register on November 30, 1966, stating that, because
of price revisions, and because of unconditional assurances given by the
exporter that no future sales of the merchandise will be made to the
United States at less than fair value, there were not, and were not likely
to be, sales of such merchandise below fair value.

The complainant submitted a written request for an opportunity to
present views in person in opposition to the above-mentioned notice. The
cpportunity was afforded to the complainant, and all interested parties
of record were notified and were represented at the hearing.

All written and oral argument presented in opposition to this notice
were given full consideration.

Imports of the involved merchandise received during the period Janu-

ary 1, 1965, through October 31, 1966, were valued at approximately $332,000.



TREASURY DEPARTMENT

WASHINGTON. D.C.

| RELEASE 6:30 P.M.,
\day, March 13, 1967.

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
1s, one series to be an additional issue of the bills dated December 15, 1966, and
» other series to be dated March 16, 1967, which were offered on March 8, 1967, were
ned at the Federal Reserve Banks today. Tenders were invited for $1,300,000,000,
thereabouts, of 91-day bills and for $1,000,000,000, or thereabouts, of 182-day
1s. The details of the two series are as follows:

182«day Treasury bills
maturing September 1k, 1967,
Approx. Equiv,

IGE OF ACCEPTED 91-day Treasury bills
(PETITIVE BIDS: __maturing June 15, l2§7.
Approx. Lquiv.

G 9 *0 o0 S0 o0 o

Price Annual Rate Price Annual Rate
High 98.920 4.273% 97.856 he2l1%
Low 98.908 14,3204 97.8l1 42714
Average 98.911 L.308% 1/ 97.8LL Lb.265% 1/

8LE of the amount of 91-day bills bid for at the low price was accepted
27% of the amount of 182-day bills bid for at the low price was accepted

‘AL, TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

iistrict Applied For Accepted ¢+ Applied For Accepted

oston $ 20,262,000 3 10,282,000 :* $ 12,509,000 ¥ 2,509,000
lew York 1,542,227,000 792,294,000 1,915,872,000 875,91k,000
‘hiladelphia 27,970,000 15,920,000 15,130,000 6,673,000
’level.nd hl’355’000 28,598,000 29)7)48,000 17,768)000
1ehmond 22,422,000 16,182,000 1k,210,000 L,210,000
tlanta 70,967,000 53,947,000 37,693,000 10,163,000
:hlcago 339,2L6,000 119,916,000 311,107,000 11,333,000
e Louis. 55,811,000 32,035,000 37,171,000 11,211,000
linneapolis 21,10L,000 12,872,000 10,471,000 5,531,000
ansas City 35,229,000 35,141,000 10,187,000 10,087,000
allas 25,166,000 18,226,000 17,2L8,000 6,998,000
an Francisco 250,238,000 166,098,000 259,215,000 9,010,000

TOTALS  $2,L52,317,000 $1,301,511,000 a/ $2,670,561,000 #1,001,407,000 b/

Includes 8287,108,000 noncompetitive tenders accepted at the average price of 98,911
Includes $116,89),000 noncompetitive tenders accepted at the average price of 97.8LL
These rates are on a bank discount basis. The equivalent coupon issue yields are
L.43% for the 91-day bills, and L. L3% for the 182-day bills,
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Statement by the Honorable Henry H. Fowler
Secretary of the Treasury
Before the House Banking and Currency Committee
Monday, March 13, 1967 10:00 a.m.

Mr. Chairman, I welcome the opportunity to appear before this
distinguished committee. In today's session, I hope to provide you
with an overall view of the nation's general economic posture from a long
range perspective as background for your legislative consideration of areas
under the jurisdiction of this committee.

Other committees of Congress exercise specific jurisdiction over
taxes and appropriations. However, this committee must be concerned with
the results of fiscal policy because of its impact on the nation's financial
markets and over-all economic stability. Therefore, I would like to touch
first on the public debt. Then I shall discuss recent fiscal, economic and
balance of payments developments. After that I shall be glad to answer
questions.

Total defense costs will rise $5.3 billion in fiscal 1968. To cover
these additional defense expenditures, the budget proposes that income
tax payments be increased by $5.5 billion in fiscal 1968. While providing
adequately for our national security overseas, the President's fiscal
recommendations conserve and maintain programs underpinning economic

security and opportunity here at home.

Deficits Caused by Viet Nam

Total expenditures for the fiscal years 1966, 1967, and 1968 are, of
course, very large. However, Chart 1 shows that aside from the special
costs of Viet Nam in the three fiscal years ending with 1968, we would be
Tunning large and increasing surpluses, assuming, of course, the additional

resources of men, materials and production facilities employed because of
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the Viet Nam conflict could be transferred to other uses in our economy and
not be merely idle.

In fiscal 1966, with Viet Nam costs removed, the outlays would come
to $100.9 billion compared with receipts of $104.7 billion giving a surplus
for that year of $3.8 billion. Even if we subtract the $§1.2 billion extra
revenues from the Tax Adjustment Act of 1966, which was enacted because of
Viet Nam, there would still be a surplus of $2.6 billion.

In the current fiscal year, 1967, we expect a jump in Viet Nam costs
to $19.9 billion, which if eliminated, would yield a surplus of $10.2 billion.
Again eliminating the extra revenues produced by last year's Tax Adjustment
Act, $4.6 billion in fiscal 1967, we would still wind up the year with a
large surplus -- $5.6 billion.

The fiscal 1968 budget includes $22.4 billion in special Viet Nam costs.
Were this to be eliminated, we would have a gigantic surplus of $14.3 billion.
Since the new tax recommendations are being made to help finance a part of
these costs we should eliminate the $5.5 billion in revenues from this
source. Even after this is done, however, the surplus would still come to
$8.8 billion, which would be the highest surplus in our history.

These surpluses, excluding Viet Nam costs, are potential surpluses.
They could have been used to reduce tax rates, retire debt, or possibly
to undertake or expand programs that have had to be passed up or restricted

because of Viet Nam requirements.
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The Public Debt in Perspective

The projected budget deficits resulting mainly from increased defense
costs will, of course, require the Federal debt to rise. There is no
question, however, of the capacity of our economy to carry the extra burden.

In the first place, the Federal debt has grown at a much slower rate
than the economy. From the peak of more than one and one-third times the
GNP in fiscal 1946, as shown on Chart 2, the public debt has steadily
declined, dropping to 58% in 1960 and to 45% in 1966. We estimate that it
will fall further to about 41% in 1968. This would compare with 51% in 1940,
before the large wartime dcbt rise began. By this measure, the size of the
Federal debt is a steadily lessening strain on the carrying capacity of the
economy .

While the dollar amount of the Federal debt was growing slowly -- and
declining relative to GNP -- State and local debt and private debt of
businesses and individuals was growing rapidly. As Chart 3 shows, in the
20 years since 1946 the public debt increased by 27% while the debt of
other borrowers increased to between 5 to 8 times their 1946 levels. In
consequence the Federal share of total indebtedness in the country, as
indicated on Chart 4, declined from 58% at the end of 1946 to 29% by
December 31, 1960, and was only 22% at the end of last year. During most
of the postwar period, this relative decrease in the Federal debt enabled
the private economy to expand sharply without overstraining our resources.

The burden of the Federal deht on each individual has also been sharply
reduced since 1946. The growth in our population has substantially exceeded

the increase in the Federal debt and as a result, the debt per person has

dropped from $1,909 in 1946 to $1,628 in 1966, Adjusting the per capita
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debt for changes in the price level, in Chart 5 we used 1957-59 dollars, the
burden per capita has declined from $2,849 to $1,439 -- or almost 50 percent.
Using current dollars the decline would be less than §1,000.

An even more striking story is told when we relate the debt per person
to income received. As shown in Chart 6 the decline in Federal debt per
capita from $1,90S in 1946 to $1,628 in 1966, is contrasted with disposable
income. Per capita disposable personal income -- the income left after
Federal as well as State and local taxes -- rose from $1,132 in 1946 to
$2,567 in 1966. In relative terms therefore, the debt has declined from
169% of disposable income in 1946 to 63% in 1966.

Secondly, while the debt burden has been decreasing relative to the
economy, so has the interest burden. Despite the rise in debt and interest
rates, interest on the debt as a percent of GNP declined from 2.3% in 1946
to 1.9% in 1960, and even after the sharp 1966 rise in rates is still about
1.8%.

Interest on the public debt is shown relative to receipts in Chart 7.

In 1946 it was 12% of receipts, rising to 16% in 1950, and in 1968 are
estimated at 11%, Thus even on this least favorable basis the intercst
burden has declined. In terms of all these measures, it would seem that,
despite the increasing total of the national debt since World War I, the
nation is able to bear the present burden of the existing public debt without

impairment of the private economy.
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Each of these measures shows that the burden of the public debt has
been reduced during the past two decades. I want to stress this trend.
In terms of all these measures, it is abundantly clear that we are today
well able to bear the present and prospective burden of the public debt.

The Tax Burden in Perspective

All Administrations since World War II have worked hard and consistently
to hold down civilian expenditures and get maximum efficiency out of every
dollar of Federal spending. Before the step-up of our activities in
Viet Nam, these efforts were successful enough to permit substantial tax
reductions in 1962, 1964 and 1965.

The 1962 tax reduction included the investment credit. In 1964 the
reductions in personal and corporate income taxes made cuts averaging 20%.

The 1965 Act removed excise taxes on over 200 separate items. As shown
in Chart 8, these tax actions resulted in saving taxpayers nearly $23 billion
a year at fiscal 1968 income levels.

Largely as a result of these tax reductions, Americans enjoy the lowest
tax burden of any major industrial country in the world -- and this includes
taxes levied at all levels of government -- Federal, State and local. As
shown in Chart 9 the estimates of the Organization for Economic Cooperation
and Development show that as a proportion of total national production, French
citizens paid 38.5% in taxes; Gemmany, 34.4%; Italy, 29.6%; Great Rritain, 28.6%;
and the U.S., 27.35%.

These figures are not cited to imply that Americans are having it easy.
The main purpose of the 1964 and 1965 tax cuts was to permit the private

sector of our economy to flourish by alleviating the burden of high taxes.
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But the figures do show that we can afford to pay for our rising defense
costs and keep our economy healthy.

National Economic Performance

The response of the National economy to these public finance policies
of recent years is shown in Chart 10. In the 1955-60 period our annual
rate of growth was only 2.2%, far lower than virtually all of the other
major countries. In the 1960-65 period, it more than doubled, rising to
4.7%. Thus, while most of the major European countries were experiencing
falling growth rates, -our own was rising to a position of leadership.

The truly remarkable thing about our growth during this period was
that it was achieved with the most stable price level of any major
industrialized country in the world. This is shown in Chart 11. Between
the 1955-60 period and the 1960-65 period, the rate of price increase in
the United States declined from 2.0% to 1.3%, accompanying a tremendous
rise in production.

The United States continued its world leadership in growth and price
stability in 1966 despite the impact of the war in Southeast Asia. As
shown in Chart 12, our growth rate of nearly 5-1/2% exceeded that of all the
major nations in Eurépe. Moreover, as shown in Chart 13, the United States
had one of the best price records among the industrialized nations despite
the heavy demands on the economy resulting from our activities in Viet Nam.
Keeping consumer price increases below 3% under circumstances of great strai

was obviously a significant achievement.
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The gains in both growth and stability during the period since 1961
are illustrated in Chart 14. This shows that our average growth rate stepped
up from 2,2% in the 1955-60 period to 4.7% in the 1960-65 period. If we
add 1966 to that 5-year period, the growth rate reached 4.8%. The
improvement in price movements was also marked. Thus price increases, as
measured by the GNP deflator, averaged 2.6% in the 1955-60 period, but
dropped to 1.4% in the 1960-65 period. Even if we add the Viet Nam year
of 1966, average price increases were only 1.7% -- still considerably less
than the 1955-60 interval.

In the 18 month period from June, 1965 to December, 1966, the
United States absorbed an extra $15 billion in expenditures as a result of
our activities in Viet Nam. Obviously such a burden has added to pressures
on prices. In presenting his Budget a year ago, the President recognized
that pressures would be great. That is why he proposed not only holding
civilian expenditures at minimum levels, but also an increase in revenues
through the Tax Adjustment Act of 1966.

Selective fiscal restraint in the form of a $3 billion deferment of
expenditures and a suspension of the investment tax credit, was proposed
and adopted later in the year. Thus, while price rises began to accelerate
during 1966, these pressures slackened in the final months of the year.
Monetary policy moved away from stringency as did fiscal policy. Last week
the President recommended lifting the investment credit suspension because of

the reduced pressures on the economy.



How well the economy has performed during the first 18 months of Viet
Nam compared with its performance in other 18-month periods is shown in
Chart 15. During the first 18 months of the Korean conflict, consumer
prices jumped 11.1%. This compares with 4.2% during the first 18 months
of Viet Nam, Such an increase is unwelcome, but remarkably moderate,
considering the pressures of an extra $15 billion defense expenditures during
that period. The record was even better than the 18-month peacetime period,
June 1956 to December 1957, when consumer prices rose 4.6%.

Chart 15 also compares wholesale price and wholesale industrial price
movements during the Viet Nam period with earlier periods. Again, recent
price performance was better than either the Korean or the non-war period.
The stability of these prices is vital to the maintenance of our balance
of payments position.

Balance of Payments Progress

I come now to the balance of payments situation which has been a source
of national and international concern since the late 1950's with massive
deficits and serious declines in our gold reserves in 1958, 1959 and 1960,
resulting in the mounting of a diverse program to deal with the problem in
1961 which was intensified in 1963 and, again, in 1965. By mid-1965, our
goal of payments equilibrium was well within sight. Since then, the Viet Nam
conflict has, of course, had a significant adverse impact.

Despite these extra costs, we have held our ground. Our "liquidity"
balance and gold losses are shown in Chart 16. The liquidity balance treats
changes in liquid-dollar holdings of private foreigners as part of the

measure of our deficit. On this basis, last year's deficit was somewhat
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over $1.4 billion -- roughly $100 million more than in 1965. This minor
increase should be viewed against a far greater rise in direct foreign
exchange costs associated with Viet Nam and an increase in indirect costs
due to sharply higher imports. Gold losses amounted to $571 million last
year. This was much below the $1.7 billion in 1965 which included a $259
million payment in connection with the increase in IMF quotas.

Chart 17 views the "official reserves transaction' balance which places
the change in private foreign holdings of liquid dollars 'above the line",
and focuses on official holdings of reserves. On the other hand, it includes
changes in certain of our non-liquid liabilities to foreign official institutions
which are not part of the liquidity deficit. On this basis, we actually
showed a slight surplus of about $175 million on the basis of preliminary
figures. This was the first such surplus since 1960, when we began to keep
figures in this fashion. The surplus was due in large part to the tight
credit situation in the U. S. and the unsettled condition of sterling during
part of the year. As a result, dollars which might otherwise have moved
into foreign official reserves remained in private hands.

On trade account, our surpluses declined by a little more than $1 billion
in 1965 to about $3.7 billion last year. The trade results are shown in
Chart 18. As you will notice, our exports continued to rise strongly -- by
more than 11 percent. But, imports rose by almost 19 percent primarily
because of the faster pace of the economy and rising military orders. The
growth in imports is expected to taper off this year. In fact, imports showed

Practically no change between the third and fourth quarters of last year.
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An improving trade balance will be very important in the advance toward
equilibrium. Therefore, we are stressing the need for an early return to
cost-price stability. As I have indicated earlier in my'remarks, the price
record in the past 18 months was a very good one, judged by previous standards.
Now, the President's over-all fiscal and financial program is designed to
keep the economy moving ahead steadily and safely while we make a prompt
return to relative stability in our costs and prices.

Much is made of the U. S. balance of payments deficits, and properly
so because they are a real threat to the position of the United States as
the world banker and the dollar as the leading reserve currency because of
the lessening liquidity in our position. But, there is another side to this
story which reflects the continued growth in our international financial
strength, The fact is that while foreigners have been increasing their
assets and investments in the United States, our own businessmen and to a
much lesser extent, our government financial arms, have been increasing
United States assets and investments abroad at a much higher rate. Chart 19,
for example, shows that in 1961, the United States position abroad rose
$3.5 billion while foreigners position here rose only $2.2 billion. In 1962,
the United States position jumped $5.3 billion while foreigners dropped
six tenths of a billion. This situation has been maintained throughout the
period of the '60's. At the end of 1965 United States assets and investments
abroad totaled $106.1 billion whereas foreign assets and investments in the

United States added up to only $58.9 billion.
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In 1961 our assets and investments abroad totaled $75.0 billion
and foreign assets and investments in the United States totaled $46.9 billion.
Thus between 1961 and 1965 United States assets and investments abroad rose
$31.1 billion while foreign assets and investments in the United States
grew only $12 billion.

Since the dollar is vital in its use as a worldwide reserve currency,
it is important that we constantly strive to bring our balance of payments
into equilibrium. Nevertheless, the United States has continued in a very
strong worldwide financial position as indicated in the Chart.

Mr. Chairman, this completes my statement. Thank you very much.

oo Q0 oo
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In 1961 our assets and investments abroad totaled $75.0 billion
and foreign assets and investments in the United States totaled $46.9 billion.
Thus between 1961 and 1965 United States assets and investments abroad rose
$31.1 billion while foreign assets and investments in the United States
grew only $12 billion.

Since the dollar is vital in its use as a worldwide reserve currency,
it is important that we constantly strive to bring our balance of payments
into equilibrium. Nevertheless, the United States has continued in a very
strong worldwide financial position as indicated in the Chart.

Mr. Chaimman, this completes my statement. Thank you very much.
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Chart 8
Estimated Effect on Fiscal Year Receipts (Administrative Budget) of Tax Changes Since 1962
($ billions)

: Fiscal years

1963 : 196k : 1965 : 1966 : 1967 : 1968

Revenue Act of 1962:
Investment tax credit ...vvevieeeneennn Cee e - 1.1 - 1.4 - 1.6 - 1.9 -2.1 Yl - L3Y
Other ProviSiOons .eveevevrerrensnonnnnnn Ceeaean + 0.8 0.8 + 0.8 + 0.8 + 0.8
Depreciation guidelines of 1962 ....cicvrnurrennn- .l - 1.3 - 1.4 - 1.5 - 1.6 - 1.7 - 1.8
Revenue Act of 196kL:
Individuals ...... et et J N - 2.4 - 8.7 -12.4 -14.1 -15.5
Corporations «.iu ittt erieanriteeenocnerasssnnnns - 1.5 - 2.9 - 3.2 - 3.2
Acceleration of corporate payments ........... . + 0.3 1.0 + 2.0 + 2.0 + 2.2
Revenue Act of 1965: Excise reduction ............. - 2.2 - 3.7 - 4,1
Tax Adjustment Act of 1966
Graduated withnhnolding and increase declaration
70 to 80 percent ....eveen.. e eieeia e + 0.1 + 0.4 - 0.2
Acceleration of corporate payments ............ + 1.0 + 3.0 - 1.3
Excise tax increases ..... st et ae et see e + 0.1 + 1.2 1.5
Total, enacted to date ....... cerveesens] = 2.4 - 4.1 -11.5 -17.0 -17.4 -22.9
Proposed Legislation
Individual v erriecen s Cieer e e - + 3.4
Corporation ........... e e s e + 0.2 + 2.1
Excises ..... e e Ceeeees - - Q.4
Total, enacted and proposed ............ - 2.k -k -11.5 -17.0 -17.2 -17.8
Office of the Secretary of the Treasury, Office of Tax Analysis February 3, 1967

Note: This table is presented only for nistorical background. Although figures for any one year are believed
to be reasonably accurate approximations, with possibility of duplication, they cannot be used for
estimates of year-to-year changes.

1/ Including effect of Investment Credit Suspension Act of 1966.
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STATEMENT BY THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
BEFORE THE HOUSE WAYS AND MEANS COMMITTEE
ON H. R. 6950
TUESDAY, MARCH 14, 1967, 10 A.M. EST

Mr. Chairman and Members of the Committee:

I welcome this opportunity to discuss the recommendation
for reinstating the 7 percent investment credit and accelerated
depreciation presented in the President's Message of March 9,
1967 and to express the Treasury's views on the bill before
you, H. R. 6950,

I also want to thank the Committee for the promptness
with which it arranged to hold these hearings. Once again
the Congress is demonstrating its ability to act speedily and
responsibly to meet the requirements of sound economic policy.

I favor the immediate restoration of the investment credit
and accelerated depreciation. As members of this Committee
are well aware, I have always been a strong exponent of the
investment credit. Since its inception in 1962, the credit
has unquestionably made a substantial contribution to promot-
ing high levels of investment and economic growth, and to the

generally remarkable performance of our economy in recent years.
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It is an essential, and should be an enduring, part of
our tax system.

As members of this Committee also know, I came to the
decision last September that suspension was an appropriate
measure only after very careful consideration. I made clear
in my testimony before this Committee, and elsewhere, that
I regarded the suspension bill as a temporary measure. The
suspension legislation itself emphasized the temporary nature
of the suspension by providing for automatic restoration of
the credit and accelerated depreciation on January 1, 1968.
However, it was never my view that the January 1 date was in
any way binding or immutable as a termination date. Rather,
it was my full expectation that the suspension period would
actually be terminated whenever economic, or other conditions
made such action appropriate. As I stated before this Committee
in answer to a question from Congresswoman Griffiths:

"I think the expression of the date /i.e., Jan. 1,
1968/ is really an expression of the intent and
purpose of both the President and the Congress to
renew the credit when the economic circumstances
and surroundings are more propitious. I don't
think there is anything magic about the January 1,

1968, date or the 16 months' period. It is simply
a planning period."
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This view that it would be desirable, indeed obligatory,
to reinstate the credit as soon as conditions warrant it,
was expressed both by the President and the Congress. 1In his
signing statement the President said:
"If . . . any earlier reinstatement would be

appropriate, I shall recommend prompt legisla-
tive action to accomplish that result."”

The reports to the Congress of both the House Ways and
Means Committee and the Senate Finance Committee stated:

"If military requirements in southeast Asia
should decrease before January 1, 1968, or

if for some other reason it should become
apparent that suspension of the investment
credit and suspension of the use of the
accelerated depreciation methods with respect
to buildings are no longer necessary to
restrain inflation, the Congress can promptly
terminate the suspensions. The Administration
has also indicated that it would recommend
terminating the suspension period before
January 1, 1968, under such conditions."

In brief, the Administration and the Congress fully
intended that the suspension of these important investment
incentives should be terminated just as soon as the objectives
of the suspension had been accomplished. Their objectives
have been accomplished and therefore the incentives should

be restored.
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The Aim and Purpose of the Suspension

In my statement before you last September, I emphasized
that the suspension of the investment credit was not a revenue
measure. It was an economic measure, with a limited, well
defined purpose: namely, to relieve the excessive pressures
that were clearly observable in the capital goods sector,
which in turn were causing strains in the financial and money
markets and the highest interest rates in 40 years, and depriv-
ing the homebuilding industry of needed credit availability.
The suspension legislation was mt intended as an overall,
across-the~-board, measure of fiscal restraint. Its focal
concern was specifically to curb the excessive boom in the
market for capital goods. 1t was to do this by inducing
business firms to postpone the placing of orders for -- or
starting the construction of -- machinery and equipment, and
commercial and industrial building.

Mission of the Suspension Law Accomplished

On the basis of the evidence that we have been observing,
analyzing and carefully appraising, we can now state without
qualification that the mission assigned to the suspension of
the investment credit and accelerated depreciation has been

accomplished.
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In the market for capital goods:

-- New orders for machinery and equipment have, beginning
in October, declined steadily, reaching a level in
January of this year of 7 percent below September
1966. Moreover, in January shipments actually ex-
ceeded orders 17 percent and this was the first
month that backlogs actually fell since June 1963.

-~ The average rate at which capacity is being utilized
in the machinery industry has dropped noticeably to
a healthier and more efficient rate. In electrical
machinery, for example, it has declined from 97 per-
cent to 91.5 percent.

-- The shortages of skilled labor are not so nearly
acute today as they were last summer.

-- And, looking ahead, the recent Survey of Investment
Plans for 1967, conducted by the Department of
Commerce and the Securities and Exchange Commission
shows a modest increase of less than 4 percent.

This is within the growing productive capabilities
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of our machinery industries. It is in sharp contrast
to the increases of 16 percent and 17 percent which
occurred in 1965 and 1966.

Thus, while demand for capital goods remains at a high,
even record level, it now reflects a healthy buoyancy in the
capital goods industries and not the excessive, threatening,
boom conditions that prevailed last summer.

One important result of this favorable development is in

the area of our balance of payments. During 1965 and the

first three quarters of 1966, imports of capital equipment
jumped by an average of 13 percent per quarter. In the fourth
quarter of 1966 the rise in imports of capital equipment was
only 3.9 percent and this in part reflected deliveries on
orders placed in earlier quarters. There is an excellent
prospect of a levelling off of imports, now that domestic
producers can take care of demands.

In the financial and money markets:

-- A dramatic decline in interest rates from the
highest levels in 40 years has occurred.
--- Three-month Treasury bills are down one and
one-quarter percentage points, from 5.60 per-

cent to 4.35 percent.



--- Ten-year Treasury securities are down about
seven-eighths of a percentage point.
--- Short-term Federal agency securities are down
one and three-eighths percentage points.
--- New corporate Aa bonds are down nearly seven-
eighths of a point.
~-- New municipal bonds are down two-thirds of a
point.
-- The net inflow of funds to savings and loan institu-
tions is now proceeding at a much more healthy rate.
In the four months ending January, the inflow was
at an annual rate of $8 billion. Last summer the
annual rate of inflow was as little as $0.1 billion.
-- Credit availability for homebuilding has improved and
mortgage rates have started to come down. In October
the seasonally adjusted annual rate of housing starts
had sunk to a low of 848 thousand units; in January
starts had reached one and a quarter million units
(seasonally adjusted, annual rates).
-- Corporate financial demands, while strong, are being

accommodated in an orderly manner and yields are down.
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--- Preliminary estimates suggest that for the
first quarter of this year corporate issues
are running below last year. This contrasts
with the first three quarters of 1966 when
corporate security offerings were substantially
above the year earlier levels.

While the situation has considerably improved in our
financial and money markets, I do not want to give the impres-
sion that further substantial easing is unwanted or unnecessary.
Far from it. There is room for further declines in interest
rates, in our own financial markets, and in that of other
countries. I hope and expect to see those declines realized,
and I expect that credit will continue to become more readily
ivailable, particularly for homebuilding.

In the currently improved financial market environment,

I believe that restoration of the investment credit is entirely
consistent with maintaining good balance in the financial
narkets in the months ahead, and it is cormsistent with achieving
further improvement in those markets. There is the important
>roviso, however, that the Federal Government's own demands

n the credit markets must be kept within measured bounds.
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In view, then, of the moderate and sustainable pace at
which investment is now proceeding, and in view of the clear
trend toward ease in our financial and money markets, continued
suspension of the investment credit is no longer appropriate.
This valuable incentive to business investment -- and the
accelerated methods of depreciation -- should be restored
at the earliest possible date.

The bill before you provides for such restorationm.

Explanation of the Bill

The suspension statute adopted by Congress last fall
generally denies the investment credit for property ordered,
acquired, or placed under construction during the suspension
period. Similarly, the statute denies use of the forms of
accelerated depreciation introduced into the tax law in 1954 --
primarily, the double declining balance and sum of the years-
digits methods -- for real property which does not qualify
for the investment credit if the construction of the property
begins during the suspension period or is ordered during the
suspension period. The statute defines the suspension period
as the period beginning on October 10, 1966, and ending on

December 31, 1967.
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Section 1 of H. R, 6950 amends the definition of the term
"suspension period' to provide that the period terminates on
March 9, 1967, rather than December 31, 1967. As a consequence,
property ordered after March 9, property acquired after March 9
(except that acquired pursuant to a suspension period order),
and property whose construction is begun after March 9, would
qualify for the investment credit or 1954 Code accelerated
depreciation under the usual rules governing those tax benefits.

Section 2 of the bill amends both the investment credit
and the accelerated depreciation portions of the suspension
statute for property whose construction (by a self-builder or
self-contractor) is begun during the suspension period, but
not completed during that period. Under these amendments, the
portion of the basis of the completed property attributable to
construction which is performed after the suspension period,
and which was not ordered during the suspension period, will
qualify for the investment credit or 1954 Code accelerated
depreciation, as the case may be.

This section was not included in the President's recom-

mendation for restoration of the investment credit and
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accelerated depreciation. It is minor in its impact, and
I have no serious objection to its inclusim 1if it is not
to become the basis for exceptions to the operation of the
suspension and its termination on the terms provided in the
legislation enacted last year. If, however, it should become
a basis for exceptions, I would, then, urge its removal.

The general effect of the bill, then, is to restore the
investment credit and accelerated depreciation for property
ordered, acquired, or constructed after March 9, 1967.

Relation to the Surcharge

The question naturally arises as to what bearing the
termination of the suspension has on the President's recom-
mendation for a surcharge on corporate and individual income
taxes.

The two measures, however, are essentially quite different
in design and purpose.

As I have already indicated the suspension of the invest-
ment credit was not a revenue measure and had a specific and
limited objective -- to dampen the excessive boom in the market

for capital goods. The excessive boom is over, and there is

No reason for continuing the suspension.
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The surcharge, on the other hand, is an overall across-
the-board fiscal measure designed to cope with the economic
and budgetary situation as we anticipate it for the latter
half of 1967 and throughout 1968. We expect the economy to
be in need & overall restraint during that period. We will
certainly not want a resumption of monetary strains then either,
and this will require that the Government's own demands on the
credit markets be kept in bounds. The surcharge will help
achieve both these major objectives.

Conclusion

In conclusion let me emphasize the need for prompt,
favorable action on H. R. 6950. Delay will only do harm to
the economy, and the more delay the more the harm. Also,
let me advise strongly against any exception to the terms
provided in the bill for the termination of the suspension.
To make exceptions would be a serious breach of equity and
impair the good faith of the Congress and the Executive

Branch of the Government.
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INCOME TAX TREATY WITH BRAZIL SIGNED

The Treasury Department today announced the signing of an income
treaty between Brazil and the United States. It is the first
ome tax convention between this country and a South American
ntry.

The treaty, signed March 13 in Rio de Janeiro, is expected to
sent shortly to the Senate. If ratified this year, it will take
ect January 1, 1968.

It is anticipated that negotiations with several other South
rican countries will be undertaken in the course of the year.

Provisions of the treaty include:

-- Allowance of a 7 percent investment tax credit for
investment in machinery and equipment in Brazil by
United States firms. The credit is modeled after
the investment tax credit applicable under the
United States Internal Revenue Code.

-- The investment tax credit would be allowed under the
same conditions as those applicable to the domestic
investment tax credit. Consequently, this aspect
of the treaty would apply only when the domestic
credit is operative in the United States.

-- The treaty limits Brazilian withholding tax to 20
percent on dividends flowing to the United States
from direct investment in Brazil.

-- The Brazilian withholding tax on interest paid to
financial institutions in the United States and on
royalties paid to United States licensors is limited
to 15 percent.

In general, other provisions of the treaty parallel provisions in
te tax conventions between the United States and European countries.

Details of the agreement will be made public when the treaty is
to the Senate for advice and consent to ratification.

o0o
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FOR USE IN AFTERNOON NEWSPAPERS OF
THURSDAY, MARCH 16, 1967

REMARKS OF THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
BEFORE A
LUNCHEON MEETING OF THE NORTHERN CALIFORNIA
INDUSTRIAL PAYROLL SAVINGS COMMITTEE
AT
THE ST. FRANCIS HOTEL, SAN FRANCISCO, CALIFORNIA

THURSDAY, MARCH 16, 1967, 12:30 P.M., P.S.T.

Buying and holding U. S. Savings Bonds are actions more
important to our nation's economic stability today than ever
before. These bonds not only support our fighting men in
Vietnam and our commitment to the defense of freedom through-
out the world, but they strengthen our economy at home and
guard against the forces of inflation.

In the days and months to come, all of us -- in government,
in banking and finance, in industry and commerce -- must
share an extra burden of responsibility in maintaining a
steady economic footing while we continue to move ahead.

Now, more than ever before, it is essential that we
finance our debt in the soundest possible way; that we do
all we can to place more of the debt in the hands of savers.
You well know that participation in the Savings Bonds
program is a measurable and effective means of accomplishing
both these objectives, because you -~ as Savings Bond
volunteers in Northern California -- have done an outstanding
and admirable sales job. The following few statistics
speak loudly of your accomplishments:

In 1966 your sales dollar goal was $136,600,000. You
passed this and went on to $148,252,000, making 108.5 percent
of your quota. You set your sights on a target of 35,700
new savers for the same year, but you nearly doubled it --

F-046
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adding 73,704 new savers for a whopping 206 percent of your
goal. You have every right and reason to be proud of this
accomplishment. I can tell you that your Government is
proud of it.

But I must also remind you that more is needed, and will
have to be accomplished. Your coming sales battle will be
tough.

You are challenged by a 1967 sales goal of $244,600,000
and a quota of 136,500 new payroll savers. But remember:
While you knock on doors, thousands of our valiant men will
be wading through rice paddies and slugging it out with an
elusive enemy in the jungles of Vietnam.

We are giving you what we feel certain is a valuable
assist in meeting this challenge: a new, attractive product.
This is the "Freedom Shares," sales of which begin
May 1. We have an unmatched sales organization -- all
volunteers -- to put this Savings Note and the familiar
Savings Bonds into the financial backstops of our Payroll
and Bond-A-Month savers.

Let me mention just a few:

Mr. George Meany and the Executive Council of the
AFL/CIO have enthusiastically endorsed our new "Freedom
Shares" product. They are actively engaged in an expanded
program to promote the campaign. Other volunteers are to
be found in depth throughout the leadership of business and
industry. Their hub of endeavor is the U.S. Industrial
Payroll Savings Committee so ably directed by its Chairman,
a Californian =-- Dan Haughton, President of the Lockheed
Aircraft Corporation. It is a pleasure to pay respect
here today to Dan Haughton's distinguished service to this
program,

There are many others, here and elsewhere, such as
Jack Countryman of Califormia Packing Corporation, your
Area Chairman, who is calling the signals for your own
important campaign. And let me mention Jim Haight,
Chairman of the Board of FMC Corporation, 1966 Chairman;
and Reed Hunt, Chairman of the Board of Crown-Zellerbach,
our 1965 and 1964 Chairman.

F-846
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We should also recognize the great achievement of
Mr. Hornby Wasson, President of Pacific Tel and Tel whose
record was 86 percent participation among 90,000 employees --
number one job in the whole Bell System; and Gene Treffethen,
Executive Vice President of Kaiser Industries, whose record
was among those above the 50 percent mark.

In the various states, there also are volunteer State
Chairmen for Savings Bonds drawn largely from the field of
banking and finance -- like Paul Hoover, Chairman of the
Board of Crocker-Citizens National Bank, who works closely
with our Regional Director, Harold Stone, and our State
Director, Newton McCarthy. Finally, and very important,
cooperating with our volunteer State Chairmen as Honorary
State Chairmen are the Governors of the States. We can
not be stopped with such a team.

At the outset of my remarks, I mentioned the fact we
all have an extra burden of responsibility in maintaining a
steady economic footing under current circumstances. Presi-
dent Johnson's administration has taken the lead in respon-
sibie economic conduct through economic policies in the
difficult and uncertain months of the recent past. 1 want
to give you just a little background on the conduct of eco-
nomic policy in the last 15 months because it is a necessary
background to the understanding of our current policy stance.

I think that when we are able to look back upon 1966 in
historical perspective, it is quite likely that 1966 may
stand out as a year when the United States economy went
through one of the most remarkable adjustments of all time.
It witnessed a tremendous, fast-moving, surging drive of
political, financial, and economic pressures which threat-
ened to overload our economic circuits. And it witnessed
the actions which were taken to meet and contain that drive --
to make the adjustments which averted the threat -- and to make
these adjustments more smoothly, with less harm to the worthwhile
directions of the total economy, than was ever the case under
similar circumstances in the past.

In 1966 our nation faced:

For one thing, a business expansion boom of historic
Proportions at a time of nearly full employment and utilization
of industrial capacity;

F-54§
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Second, and the result of an emergency that history will
mark as a great watershed of the second half of this century,
the intensification of the war in Vietnam, with all of its
real and pyschological disturbances.

Viewing this situation last spring, I described the
outlook in the following terms:

'"We have essentially two questions before us.
The first is how best to shift smoothly to a lower
level of real growth from the high levels of 1964
and 1965 in the current atmosphere of economic
exuberance, aggravated by Vietnam.

"And the second question is, once we have made
this transition, how do we best sustain and employ
our growth, at full employment and with stable
prices....

"While we cannot expect in the years immediate-
ly ahead to maintain the unusually high growth rates
of the past several years, neither can we welcome a
return to the very much lower rates of growth we have
had throughout much of this century......

"Our effort today ~-- as it was a year ago --
is to try to make the transition to a sustainable
rate of growth as smooth as we can, to slow down
without stalling., But today the circumstances are
far different than they were a year ago -- and,
with the advent of Vietnam and all the uncertainties
surrounding it, they are far more difficult to assess.”

Now, in early 1967, a very considerable part of that dif-
ficult passage has been negotiated. But we had to do battle
along the way with complicating pressures that added contra-
dictory problems to the 1966 economic scene.

Excessive credit demands combined with sternm but neces-
sary monetary restraint led by early summer to unusual condi-
tions in the money markets. A cost-be-damned scramble for
credit ensued. At the very same time there was a sharply
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contradictory development: weaknesses in the stock and bond
markets followed by weakness in vital sectors of the economy --
auto production, housing and consumer durables.

Gnawing uncertainities were aroused by the hints in the
forepart of the year that beneath the boiling surface of the
economy there were congealing cool spots. When we take ac-
count of the massive size of the forces that were at work
within and upon the economy last year, it appears to me that
we met and passed rugged and unusual tests with dislocations
that were perhaps as small as could be expected under the
circumstances.

A welter of argument is of course aroused by a year of
such change, uncertainty and large scale developments. This
tends to obscure the fact that grave dangers were avoided.
Even more important, it also tends to hide accomplishments.
Therefore, let me recount for you, if only very briefly,
some of the very great achievements of the year just past:

First, two achievements that influenced all the rest:

-- Our gross national product increased by the
extraordinary amount of some 5% percent, after allowance
for price rises.

-- The already enormous productive power of the United
States economy was further bolstered by a record increase in
industrial capacity, reflecting, in large part, the successful
use in past years of investment incentives.

This added capacity,and millions of new workers added to
the employed labor force,were critical to the successful
transition of 1966; without them we could not have dealt
successfully with the strong rise in defense and civilian
production of 1966 with only about a 2 percent rise in the
industrial component of the wholesale price index. Let me
note, in contrast, that:

-- industrial prices rose more than 10 percent
between 1950 and 1951 under the pressure of
the Korean build-up;

-- and by more than last year's 2 percent in
both 1956 and 1957 in the midst of the last
sizable expansion, when no comparable defense

build-up took place.
F-846
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In this setting these further achievements were made in
1966:

At home:

-- Industrial production rose 9 percent;

-- Net income per farm rose more than 10 percent;
-- 2 million more workers found employment;

-- Unemployment averaged below 4 percent;

-- Corporate profits climbed 8 percent.

And internationally:

-- We held our own, and made some progress, in
bringing our balance of payments problem under
control despite the substantial increase during
1966 in our foreign exchange costs due to the
war in Vietnam.

== Our gold loss was cut by more than 50 percent
below the previous year: except for French
purchases we would have added nearly $200
million of gold to our stocks.

Perhaps most remarkable of all -- and as important as any
other factor -- all this was accomplished without the imposition
of those price, wage, and materials controls that have been
found necessary in past similar national emergencies.

There was -- and is -- a further national dividend from
our experience in 1966. This is, that the fact of having met
and coped with such large-scale and highly volatile problems
of free enterprise at one of its moments of excess gives us
confidence that in the future also we shall be able to deal
with big, fast economic adjustments without being forced to
resort to the use of controls. This new knowledge of the
capabilities of the American free enterprise economy may in the
end turn out to be the greatest of all our many substantial
gains in 1966. For this confidence is in itself a major factor
in the future successful use of moderate measures even in
situations of great urgency and pressure. COne of the darkest
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clouds that overhung events in 1966 was fear, based with good
reason on past experience, that in the end we might have to
suspend freedom of economic choice temporarily.

Further, the knowledge gained from 1966 will permit
better coordination, better timing, better foreknowledge of
what is likely to happen, so that the inequities and price
increases of 1966 can be much further reduced in future times
of economic stress.

Now for the current year:

Let us note, first of all that in the coming period, as
in that just past, we will be living with the Vietnam
situation, with all the uncertainty and potential change that
this or any other war situation ever known implies. We must
live with the fact that even the most carefully considered
plans may be upset by the imponderables of war until the time
comes -- whenever that may be -- that this emergency cools
down.

Secondly, we should note that 1967 will in all likelihood
witness further economic shifts and changes. These will require
the most prudent handling, such as President Johnson's Budget
and tax policies strive to provide.

It was these considerations that led the President to
say, in his Economic Message of a few weeks ago:

"Our task for 1967 is to sustain further sound
and rewarding economic progress while we move toward
solutions for the problems we met in 1966. It will
require a flexible and delicate balance of economic
policies."

The tax and spending programs in the President's Budget
are designed to deal, flexibly and with good balance, with the
economic developments that the year 1967 is expected -- now
as when the Budget was issued -- to produce. 1In the large,
this is: a first half that is sluggish by comparison to
recent experience, and a second half in which the tempo picks
up again. Thus, government policy is designed to be
stimulative in the first half and moderating in the last half.
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But the first big move in the new year -- the President's
recommendation now before the Congress to restore the tax
incentives to investment suspended last fall -- was made not

for the above reasons but to keep a promise.

The view that it would be desirable, indeed obligatory,
to reinstate the investment tax credit as soon as conditions
warranted it, had been expressed both by the President and the
Congress. In his statement upon signing the suspension
legislation the President said:

"If . . . any earlier reinstatement would be
appropriate, I shall recommend prompt legislative
action to accomplish that result."

The reports to the Congress of both the House Ways and
Means Committee and the Senate Finance Committee stated:

"If military requirements in southeast Asia
should decrease before January 1, 1968, or if for
some other reason it should become apparent that
suspension of the investment credit and suspension of the use
of the accelerated depreciation methods with respect
to buildings are no longer necessary to restrain
inflation, the Congress can promptly terminate the
suspensions. The Administration has also indicated
that it would recommend terminating the suspension
period before January 1, 1968, under such condition."

In brief, the Administration and the Congress fully
intended that the suspension of these important investment
incentives should be terminated just as soon as the objectives
of the suspension had been accomplished. Their objectives
have been accomplished and therefore the incentives should be
restored.

On the basis of the evidence that we have been observing,
analyzing and carefully appraising, we can now state without
qualification that the mission assigned to the suspension of
the investment credit and accelerated depreciation has been
accomplished.

Here is some of this evidence:

F-846
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-- New orders for machinery and equipment have,
beginning in October, declined steadily, reaching
a level in January of this year of 7 percent
below September 1966. Moreover, in January
shipments actually exceeded orders 17 percent
and this was the first month that backlogs
actually fell since June 1963.

-- The average rate at which capacity is being utilized
in the machinery industry has dropped noticeably
to a healthier and more efficient rate. 1In
electrical machinery, for example, it has declined
from 97 percent to 91.5 percent.

-- The shortages of skilled labor are not so nearly
acute today as they were last summer.

-- And, looking ahead, the recent Survey of
Investment Plans for 1967, conducted by the
Department of Commerce and the Securities and
Exchange Commission shows a modest increase of
less than 4 percent. This is within the growing
productive capabilities of our machinery industries.
It is in sharp contrast to the increases of 16
percent and 17 percent which occurred in 1965 and

1966.

Thus, while demand for capital goods remainsat a high,
even record level, it now reflects a healthy buoyancy in the
capital goods industries and not the excessive, threatening,
boom conditions that prevailed last summer.

One important result of this favorable development is in
the area of our balance of payments. During 1965 and the first
three quarters of 1966, imports of capital equipment jumped by
an average of 13 percent per quarter. In the fourth quarter
of 1966 the rise in imports of capital equipment was only 3.9
percent and this in part reflected deliveries on orders placed
in earlier quarters. There is an excellent prospect of a
levelling off of imports, now that domestic producers can take
care of demands.
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In the financial and money markets:

-- A dramatic decline in interest rates from the
highest levels in 40 years has occurred.

-- Three-month Treasury bills are down one and
one-quarter percentage points, from 5.60
percent to 4.35 percent.

-- Ten-year Treasury securities are down about
seven-eights of a percentage point.

-- Short-term Federal agency securities are
down one and three-eights percentage points.

-- New corporate Aa bonds are down nearly
seven-eights of a point.

-- New municipal bonds are down two-thirds of
a point.

-- The net inflow of funds to savings and loan
institutions is now proceeding at a much more
healthy rate. 1In the four months ending January,
the inflow was at an annual rate of $8 billion.
Last summer the annual rate of inflow was as little
as $0.1 billion.

-- Credit availability for homebuilding has improved
and mortgage rates have started to come down.
In October the seasonally adjusted annual rate
of housing starts had sunk to a low of 848
thousand units; in January starts had reached
one and a quarter million units (seasonally
adjusted, annual rates).

-- Corporate financial demands, while strong, are
being accommodated in an orderly manner and yields
are down.

-- Preliminary estimates suggest that for the
first quarter of this year corporate issues are
running below last year  This contrasts with
the first three quarters of 1966 when corporate
security offerings were substantially above the
year earlier levels.
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While the situation has considerably improved in our
financial and money markets, I do not want to give the
impression that further substantial easing is unwanted or
unnecessary. Far from it. There is room for further declines
in interest rates, in our own financial markets, and in that of
other countries. I hope and expect to see those declines
realized, and I expect that credit will continue to become
more readily available, particularly for homebuilding.

In the currently improved financial market environment,
I believe that restoration of the investment credit is entirely
consistent with maintaining good balance in the financial
markets in the months ahead, and it is consistent with achieving
further improvement in those markets. It will, of course,
continue to be necessary for the Federal Government to keep its
own demands in the credit markets within measured bounds.

The question naturally arises as to what bearing the
termination of the suspension has on the President's
recommendation for a surcharge on corporate and individual income
taxes.

In this respect, it is necessary to note, firsc, that the
two measures are quite different in design and purpose.

First, the suspension of the investment credit was not a
revenue measure and had a specific and limited objective -- to
dampen the excessive boom in the market for capital goods.

The excessive boom is over, and there is no reason for continuing
the suspension.

The surcharge, on the other hand, is an overall across-the-
board fiscal measure designed to cope with the economic and
budgetary situation as we anticipate it for the latter half of
1967 and throughout 1968. We expect the economy to be in need of
overall restraint during that period We will certainly not want
a resumption of monetary strains then either, and, as I have
indicated, this places more than the usual bounds upon government
demands. The surcharge will help achieve both those major objectives

In closing let me express a debt of gratitude from Treasury
to you who are doing so much in the promotion of the sale of
Savings Bonds. The growing stockpile of Savings Bonds assists
the Treasury materially in managing the nation's finances --
maintaining a stable economy at home, and a strong economic
Position internationally, to back our stand for freedom in Vietnam
and elsewhere in the world.
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The fact that so many Americans participate in the regular
purchase of Savings Bonds is irrefutable and inspiring evidence
of the effective energies and talents that you leaders of
business, labor and industry have put into our programs to
promote the buying and holding of these bonds. This has been
a primary factor throughout the more than 25 years that the
Savings Bonds Program has been in effect.

In promoting Savings Bonds, you have contributed -- as
you will be contributing again this year -- not only to the
nation's economic defense, and hense its military strenght, but
to its spiritual well-being in addition.

President Johnson summed it up when he said, in announcing
the new Freedom Shares program last month:

'"'We can do no less than those who fight and die
for our freedoms, Last year, American servicemen
bought almost $350 million worth of Savings Bonds --
close to $90 million in the last quarter alone.

Battle honors come hard in Vietnam, because the price

of honor is often the price of life. Yet in jungle

and hamlet -- on shipboard and airfield -- there is one
trophy that every American unit prizes. It is not the
enemy's flag. 1t is the Minute Man Flag that symbolizes
90 percent or better participation in the Payroll
Savings Plan."

o0o
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FOR USE IN AFTERNOON NEWSPAPERS OF
FRIDAY, MARCH 17, 1967

REMARKS BY THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY

BEFORE
THE 14TH ANNUAL MONETARY CONFERENCE
OF
THE AMERICAN BANKERS ASSOCTATION
AT

THE DELMONTE LODGE, PEBBLE BEACH, CALIFORNTA
FRIDAY, MARCH 17, 1967, 1:30 P.M., P.S.T.

A WORLD MONETARY SYSTEM FOR A
GREATER SOCIETY OF NATIONS

I am grateful for the privilege of addressing for the
second time this distinguished Monetary Conference,
representative of so many important nations. Last year at
Granada, Spain, my emphasis was on the emergence of new
opportunities to foster international economic cooperation.

My message here today isthat new national political
decisions to realize these opportunities must be taken
promptly and decisively in our community of nations to
assure continued progress, security and growth. The
changed circumstances in which many, rightly or wrongly,
feel released from those wants and fears that once bound
them solidly together are all the more reason for
zealously sharing in the common responsibility for an
effective world monetary system.

This is not only my personal view -- should we fail to
act, and act soon, to renew and strengthen international
economic cooperation. My hopes -- and fears -- are widely
shared in this country. As evidence, permit me to cite the
following words from a Report of the Subcommittee on
International Exchange and Payments of the Joint Economic
Committee of the U. S. Congress, issued last Fall and
significantly entitled: '"Twenty Years After: An Appeal for
the Renewal of International Economic Cooperation on a
Grand Scale." It said:
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"The world is in trouble -- deep trouble --
in at least five different areas of economic
negotiation and policy: trade; aid to less
developed countries; maintaining a balance
in international payments; international
monetary reform, and maintenance of stable
price levels in economies marked by full
employment and rapid economic growth.'

I can tell you that the misgivings expressed in those
words are shared by many in the Congress -- and elsewhere
in the United States -- beyond the circle of highly
important legislators who wrote that Report. And I am
sure that in many other countries also there is an upwelling
of this same feeling that unless we act soon and
affirmatively, we may find in a very short time that we
have let pass away from us one of those tides

".... in the affairs of men which, taken at
the flood, leads on to fortune...."

All eyes focus this month and next on the Kennedy Round
of trade negotiations. An early and successful outcome is
vital if the nations involved are to avoid a grave risk of
binding the world into sterile knots of timid, self-limiting
national or regional restrictionism.

Equally decisive moments are ahead for efforts to build
a more effective world monetary system.

Despite some shortcomings, a network of national and
international arrangements has financed successfully in the
last twenty years a collective economic growth and expansion
in trade and development that is a landmark in history.

Indeed, while there is much evidence of a pulling apart
or a halt in other areas of established international
collaboration, the field of international monetary and
financial cooperation is flourishing at a flood tide of
activity.

But there is no doubt in the minds of knowledgeable
men -- public and private -- that, despite all this
activity, some significant and decisive improvements are
necessary if retrogression is to be avoided and continuing
progress assured toward a world monetary system for a
greater society of nations.
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I shall discuss three areas where improved arrangements
are vital, timely and attainable:

1. National economic and financial policies
designed for growth with stability,
improved capital markets, and a balance
of payments adjustmwent process that
supports, rather than strains, the
international monetary system.

2. AU. S. balance of payments program
designed to achieve long term
equilibrium in a manner that adds to
rather than takes from free world
security, trade, exchange and
development.

3. A satisfactory means of deliberate and
adequate creation of international reserves.

I. National economic and financial policies designed for
growth with stability, improved capital markets, and
a balance of payments adjustment process that supports
rather than strains the international monetary system.

It has become clear that, in important parts of the
Atlantic Community, there is now a problem of maintaining
full employment and vigorous economic growth, and not only
a problem of maintaining stable prices in the presence of
full employment and rapid growth.

In the United Kingdom, of course, restrictive but
necessary measures have been taken to promote the objectives
of sterling stability and the restoration of balance of
payments equilibrium,

The prospects for economic growth in Continental Europe
this year fall short of the 4.1 percent annual rate consonant
with the target established by the Organization for Economic
Cooperation and Development for 50 percent growth in national
product during the decade of the 1960's.
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Only last November, in its publication, The Observer,
the OECD projected that the real growth of domestic product
in OECD Europe would fall to 3% percent this year, as
compared with 4 percent in 1965 and an estimated 4 percent
again last year. Now, deterioration in the economic
outlook in some countries suggests that the estimate for
1967 should be scaled down from that figure,

This threat of a slowdown in Europe's growth reflects
many factors. Among the underlying causes are:

First, as the industrial economies moved through the
rapid growth payoffs of the modernization of their
productive systems, resulting in large part from war
reconstruction and access to larger market areas, they found
in moving up to full utilization of their manpower and equip-
ment that they were confronted by a serious problem. This
problem was: how to keep their growth advancing satisfactorily
without fast rising prices and without unsettling their
balance of payments current accounts,

Second, there was a political disinclination to employ
fiscal policy, actively and flexibly, as a counter-
cyclical weapon, or to forge an effective incomes
policy.

Third, caught between fear of inflation and a feeling
that other policy courses were too difficult, public
authorities in many European countries have largely
concentrated on general monetary restraint, reflected until
very recently in ever higher interest rates and tightness
of credit.

We need now to renew the determination we expressed in
the OECD in 1961 to aim -- by our individual and our
collective efforts -~ at not less than a 4 percent rate of
economic growth in our community of nations.

Despite the doubts of the timid that we could, or should,
aim so high, the OECD countries as a whole achieved a growth
rate in the first half of the 1960's of 4.9 percent in
real terms.

Consequently, it is time to re-emphasize that many of
our hopes rest upon a vigorously rising growth curve. It
should be uwnderscored that a valuable weapon against
inflation is rising production at stable or lower unit costs
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made possible by new investment and continuous and generous
outlays for education and training of the workforce.

This is not to discount the active control of the supply
of money and credit as a key element in any program to

achieve sustained and adequate growth with reasonable
price stability.

But it is designed to emphasize the importance of
other related policies:

-- Policies that promote rapidly increasing
efficiency;

-- Policies that appropriately relate

government spending and the level of
taxes;

-- Policies that appropriately relate the
rate of increase in government spending
and the rate of economic growth.

Countries that shield themselves from inflation behind
a long maintained wall of interest rates so high, or a
shortage of credit so great, as to unduly and persistently

discourage borrowing and investment risk the danger of
economic stagnation.

The trouble with the stagnation cure is that, by
discouraging investment and public outlays that tend to

lift the productive skills of the workforce, productivity
also stagnates and unit costs go up.

Consequently, first among the resolves of our community
of nations in 1967 -- and for the years ahead -- must be a
firm intent to engage in those public policies, and encourage
those private policies, that promote a healthy rate of growth
3y keeping demand in balance with capacity, and raising
roductivity so as to permit both profits and wages to
‘ncrease in a sustainable relationship to productivity. On
iuch a tide, we can embark to greater things.

Among policies that can contribute to healthy economic
rowth are policies -- public and private -- tending to keep
he cost of money within reason and keep credit available.

t was to this end that I met in January with several other
inance ministers at the country home of the British Prime
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Minister. We resolved there that we would, each according
to conditions in his own country, aim consciously at a mix
of monetary and fiscal policies designed to deal with
inflation and the balance of payments adjustment process
that would tend to keep interest rates from rising to the
point where investment -- the goose from which all golden
eggs must come -- is arrested.

Moreover , it was agreed that economic policy choices in
a given country should have regard to their effect in other
countries. The prime example of what we were concerned
about is, of course, a country with a balance of payments
equilibrium or surplus which concentrates on high interest
rates to restrain domestic inflation, thereby pulling in
funds from the outside to add to surpluses with
potentially unbalancing effects in other countries.
Given this situation, the other countries affected will
escalate their own interest rates as a holding operation,
impose other restraints on the flow of capital, or go into
a deficit.

The Chequers meeting was an attempt to give effect,
upon a multi-national scale, to the use of national economic
policy to smooth and ease the processes of adjustment of
international payments balances along the lines suggested last
August by the Economic Policy Committee of the Organization
for Economic Cooperation and Development in the very excellent
Working Party Three Report on the Balance of Payments
Adjustment Process.

Only a little reflection is needed to see that if the
joint and separate efforts envisaged at Chequers are
successful in keeping money rates within reason generally,
we will have struck a blow effective in all the directions
the OECD Report suggested -~ toward more efficient economies,
toward better balance and more flexible and selective use
of both fiscal and monetary policies, and very specifically
toward capital markets much better able everywhere to amass
savings and channel funds to the points of investment
needs.

On the same weekend of the meeting of Finance Ministers
at Chequers there was an equally significant conference of
60 private bankers and industrialists from Europe, North
America and Japan at Cannes, France under the sponsorship
of the Atlantic Institute and the Business and Industry
Advisory Committee of the OECD. This conference focused of
these main points:
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1. The improvement of national capital
markets;

2. Means of improving international linkages
and capital flows;

3. The impact of government policies on
capital markets.

Both the Background Papers and the Recommendations
opted at the conclusion of the Conference are required
ading for all public officials and private persons who
are the convictions stated in the opening paragraphs of
e Recommendations:

Increased investment is required to
assure a rapid increase of production and
productivity. With monetary stability and
a high level of employment, this brings
higher real wages and incomes for all. This
sequence is the essence of sound economic
growth, Both governments and private
enterprise require ever greater quantities
of investment capital as a consequence of
the growth of population and the quickening
pace of technical progress. At the same
time OECD member countries ought to increase
their flow of capital to developing countries.

This growing demand for capital is not
being met by comparable increases in supply.
To meet the additional needs, measures must
be taken to improve capital markets.
Moreover, recourse must be had to more
effective use of budgetary policy and adequate
self-financing for public and private enterprise.

The January meetings at Chequers and Cannes, as well as
@ meeting here, are encouraging illustrations of continued
-ort to bring coordinated national economic and financial
-lcies to bear effectively so as to promote healthy
momic growth, improved capital markets and a payments
ustment process that supports rather than strains our
€rnational monetary system.



-8 -

II. A U. S. balance of payments program designed to achieve
long term equilibrium in a manner that adds to rather
than takes from free world security, trade, exchange
and development.

The U. S. balance of payments, and programs designed to
affect it, must be viewed in several perspectives.

Whether enjoying surpluses or coping with deficits, the
U. S. balance of payments adjustment process has become a key
element in the political, military, diplomatic and
international economic policies of the United States and of
major concern to the world at large. This is true for
several reasons:

First, the key role of the United States in free
world security, trade, exchange and economic development;

Second, the important role of United States generated
capital, public and private, and the business activity that
flows from it, in many countries outside the United States;

Third, the special position of the dollar as a
reserve and transaction currency on a world wide scale,
making it the keystone of the international monetary
system on which free world trade and development depend,

Another perspective is the long series of deficits in
U. S. payments. Beginning in 1958, rising claims upon
our gold stock signalled the end of the world's almost
total postwar dependence upon the dollar, the increasing
strength, desirability and convertibility of other
currencies, and the availability of sufficient dollars in
foreign official holdings to permit a shift in the mix of
monetary reserves in favor of gold.

The series of heavy deficits in the three years
1958-60, averaging $3.7 billion per year, on the
"liquidity" basis, and accompanied by gold outflows averaging
nearly $1.7 billion per year, signalled the need for a

program to bring U. S. payments into substantial
equilibrium.
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Beginning in 1961 the U. S. government initiated a
series of measures to reduce the deficit without disrupting
trade and travel ,and without abandoning its key role in
free world security and development.

This effort was thrown off target by at least four
developments, each transitory and somewhat unpredictable:

1. The Berlin crises with the necessary
force build-up in 1961-2;

2. A sharp upswing in the levels of
private foreign borrowing in 1962
and 1963;

3. A sharp increase in private capital
outflows between 1962 and 1964;

4, The rapid increase in military foreign
exchange costs in late 1965 and in 1966
resulting from stepped-up military
operations in Southeast Asia.

Despite these adverse developments the deficit,
easured on a liquidity basis, fell from the average of $3.7
illion in the years 1958-60 to an average of $2.5 billion
n the years 1961 through 1964. 1In 1965 and 1966 it
as further reduced to $1.3 billion and $1.4 billion respectively.
his cwcurred despite an increase during that time in net
ilitary expenditures outside the United States because
f Vietnam costs exceeding $950 million and a decrease in
ur trade surplus from the peak level of 1964 by $1.9
illion in 1965 and by $3 billion in 1966.

| On the official settlements basis, there was an average
aficit of $0.5 billion in 1965-66, compared to $2.2 billion
1 the preceding five years.

I am not going to dwell today on the short term or
‘mporary measures being used to restrain or moderate private
pital flows. We are relying on them to keep our deficit
der control during the period of our special commitments
| Southeast Asia, the period required to realize the
nefits of our long-range program.
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There is already too much emphasis in public discussioq
on this holding operation, tending to obscure both the
existence and strategy of the long range program we are
employing in the balance of payments adjustment process.

That program -- for coming into, and maintaining, a
sustainable equilibrium -- is essentially a long term one,
aimed at solving the problem,

-- not by a resort to restrictions or
withdrawals that are damaging to free
world security, trade, exchange and
development,

~-- but by making use of this nation's
unexampled economic strength in the
context from which that strength has
been derived: competitive free
enterprise.

The success of this strategy and program, it should be
understood by all concerned here and in other countries,
depends importantly on (1) an open, competitive and
cooperative international economic order and (2) substantially
strengthened multilateral arrangements to insure the
financial viability of programs for free world security and
aid to developing nations,

I continue to find it necessary and relevant to
emphasize to my colleagues from other countries that the
way in which this nation handles its balance of payments
problem depends in large measure on the cooperation it
receives from other countries in the process, and upon the
way in which other important financial nations act in
dealing with their own domestic and international monetary
problems. I find it also necessary to emphasize that
this cooperation is not a matter of helping the U.S. deal

with its problem, but a matter of enabling the United States U
deal with its problem without: undermining the
international monetary system, subjecting that system, by
unilateral action to radical and undesirable change, Or
withdrawing from commitments involving the security and
deve lopment of others.

~ The United States' long term balance of payments
objective -- stated most simply -- is to reach and sustain
the degree of equilibrium necessary to preserve confidence
in the stability of the dollar, both as a transaction and
a4s a reserve currency.
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Our long term measures for achieving sustainable payments
equilibrium are not matters for the future., They are in
being as a program of action that is already showing effects.

The success of this program requires, at home, general
recognition, and acceptance in action, of the proposition that
this is a problem requiring the attention and energy not
just of the government but of both the public and private
sectors, throughout the nation. Abroad, it is necessary
for the realization to grow that if the United States is to
carry on its balance of payments adjustment process in a
constructive rather than a damaging manner, it will require
not only our own action but the cooperative response of others
as well.

Our long range approach to our payments problem rests
upon the following propositions:

1. The United States must continue to export
Government capital for bilateral economic
assistance, and for contributions to
multilateral development assistance
institutions.

2. The United States must continue defense
expenditures abroad for mutual security
in the Free World.

3. The United States must continue, over
time, to export private capital.
This is practical; it is sensible; it
is necessary. Moreover, the dividend
and royalty receipts for past
investments must continue to be brought
home -- and in increasing amounts =-- to
reward the stockholder and benefit the
balance of our payments.

4. The United States must continue to
discharge its worldwide responsibilities
to the international monetary system
through its reserve currency and
transactions currency roles.
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In order to support continued, even though fluctuat ,
governmental and private outflows, the United States will hay,
to earn a large current account surplus to accommodate
those outflows -- certainly larger than it earned in 1966 o
in 1965.

Industrial nations, particularly those in surplus,
must assume a greater share of the burden of adjustment
as well as of economic assistance.

Now let me give you an outline of what our long range
program includes, looking first at what is being done to
increase receipts from abroad.

Exports

First and foremost, we must maintain levels of costs
and prices necessary for a strong competitive position
in world markets.

In the export promotion field the Commerce Department
is now engaged in a host of important and productive
works which have a direct beneficial impact on exports
today and provide even greater promise for tomorrow.

Commencing several years ago the Commerce Department
expanded its Trade Mission and Commercial Fairs Program.
The figures of attendance and sales concluded demonstrate
that these slow germinating efforts are now bearing excellent
fruit. Information available to the business community at
the Commerce Department provides a valuable index and
guide to export-minded firms. Further, through the
National Export Expansion Council more companies are being

made aware of the opportunities available in selling
abroad.

The Export-Import Bank has a new rediscount facility,
and it is steadily streamlining its lending and guarantee
programs .

More needs to be done in the export field. To this end,
a number of questions are being raised: Has the Government
simplified its regulations -- tax and otherwise -- and its
financial facilities enough? Is American business
throughout the world as imaginative and aggressive as it
might be? Must more be done -- perhaps directly -- to
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stimulate the interest of our commercial enterprises to sell
abroad? Have we done enough to compete at home, on a fair
and nonrestrictive basis,with goods now imported? We must

constantly ask ourselves such questions and re-evaluate the
answers.,

Travel

The President has announced that he will shortly appoint
a Special Travel Task Force to recommend means by which the
U. S. Government, working in cooperation with the private
sector, can accelerate foreign travel here. Although the
travel gap has been widening ($1.8 billion in 1966
compared to $1.3 billion in 1960), receipts from overseas
visitors have doubled since 1960. A well-financed, joint
Government-private sector effort can surely bring results.

Foreign Portfolio Receipts

By the Foreign Investors Tax Act, the United States has
attempted to help make the tax treatment of investors in this
country more equitable. The Treasury is now working with
nembers of the financial community to spread the
realization that U. S. corporate securities are one of our
nost promising export products.

In the financial field, several countries have invested
1 portion of their reserves in longer term United States
investments, The yields earned by these investments in
long term instruments -- purchased with varying maturities
0 provide for liquidity needs -- make them a productive
1anner in which to carry official reserves.

Jvestment Income

We come now to a point at which our basically long range
lew of our payments problem, and what we can and should do
bout it, shows through in our short term program. It is a
ital part of our long term payments outlook that our income
rom investments abroad should steadily increase, and
hould be regarded as a bulwark of long range U.S. balance
f payments strength.
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Now, let me make two points:

First, our voluntary program does not seek to cut
off the flow of United States private investment overseas,
What we do seek is to moderate those outflows by means that
mitigate their impact upon our international payments
accounts.

Second: From 1960 through 1965 American investment in
Europe in manufacturing, petroleum, mining and smelting
enterprises has averaged $2.7 billion annually. By and
large, fixed investment expenditures were more than
covered by direct outflows of funds from the United States,
retained earnings and depreciation allowances. Financing
from foreign sources has covered only working capital
requirements.

U. S. contributions to European prosperity in the form
of new plant have come basically from the U. S. On an
overall basis, there is no reason why local funds should
not finance part of the fixed investment as well as local
workingapital needs.

On a world-wide basis, plant and equipment expenditures
overseas came to $6.2 billion in 1964,and 39 percent of it
was financed directly from the U. S. Retained earnings
and depreciation allowances approximately financed
the remainder. The gross figure for 1967 may come to
$10 billion, with the amount directly financed from the
United States less than 30 percent,so that the net direct
investment outflow figure should be no higheér than it
was in 1964.

Improving Foreign Capital Markets

Increased efficiency of foreign capital markets is 2
vital ingredient in the successful working of the
international adjustment process ~- which is in essence
what I have been discussing.

The need for this development is dramatically
illustrated by several facts. Between 1958 and 1965 the
United States was a net exporter of capital in the amount %
billion as a result of foreign issues on the domestic
market less domestic issues abroad. 1In the same period
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the Common Market countries were net importers through
security issues, and indeed on overall capital accounts

had a net influx of almost $1 billion. In these 8 years
these EEC countries were running surpluses on current
account amounting to $13.5 billion. Thus, in that case,

not only was there a failure to export capital, but imports
of capital were defeating the balance of payments adjustment
process.

The importance of the issue need not be dramatized to
this audience. Nor do I have to point out that great
strides forward are not taken quickly. Nevertheless many
forces are working in the direction of freer and larger
markets, and results indicated by one index, the volume
of international issues, increased substantially. Local
markets too have participated in this expansion and, perhaps
more importantly,financial interests, both government and
private in developed nations,seem to want to move in this
same direction. Efforts are underway to improve the
gathering of savings and the efficient employment of these
funds in improved and freer capital markets. This is
responsibility in the private area exactlyanalogous to
responsibility inthe world of public economic assistance and
mutual security.

Moderating Foreign Exchange Costs of our Overseas Commitments.

Better Burden Sharing

The determination of the share a nation should bear in
helping to meet the economic assistance requirements of the
less-developed world and the security requirements of our
community of nations requires difficult and continuous
decisions on a host of issues. These issues cannot be
resolved solely on the basis of domestic resources or
budgetary considerations.

I believe the Asian Development Bank represents the kind
of burden-sharing necessary if the industrial nations are,
together, to promote economic progress in the less-devdoped
world 'in the decades ahead. The Bank has capital of nearly
a billion dollars, of which $200 million came from Japan,
3200 million from the United States, $415 million from other

regional donors, and $150 million from Western Europe and
Canada,
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While no absolute precision is suggested in the
relationship of these numbers, they reflect a realization
on the part of many nations that they have responsibilities,
that they must meet them, and that the United States should
not and cannot bear the whole burden, or even a majority

of it any longer.

We will be asking the Congress this year for new funds
for the Inter-American Development Bank, the International
Development Association, and the Asian Development Bank. In
making each request, we have asked and will continue to ask

our selves:

(a) What are other donor countries
contributing?

(b) How aggressively have the institutions
in question attempted to borrow in the
capital markets of other donor countries?

(c) What are the recipients doing, through
self-help efforts, to utilize the
money efficiently? (This is one of
their key roles in ''burden-sharing.')

(d) What safeguards are the institutions
providing for donor countries that
may from time to time be in balance of
payments difficulty themselves?

In another area, AID is making a diligent effort,
through progressively-refined tying techniques, to ensure
that our overseas economic assistance is provided, to
the greatest extent possible, in the form of U. S. goods
and services. Net dollar outflows on government grants
and capital have been reduced from $1.1 billion in 1961
to an estimated $736 million in 1966. In addition there
is increasing effort to make sure that Government-financed
exports do not substitute for commercial exports that would
have been purchased in any event. 1In the long term this
should contribute substantially to the development of
commercial markets.

On the military side, we are seeing now the
difficulties that ensue when aliiances, although effective
militarily and politically, lack viable financial
formulations.
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This cannot happen again, and our long-range program
involves a major effort to see that it does not.

Between 1961 and 1965 net military foreign exchange
expenditures were reduced from $2.5 billion to $1.6
billion despite the Berlin Crisis build up. In 1966, because
of Vietnam,the gap widened again. But even without
Vietnam the burden on the United States balance of payments
from its contribution to international security could be
large. The United States has vast resources -- we have been and
are willing to utilize them freely in the defense of
freedom -- but the foreign exchange problem adds complications.

Improved Financial Arrangements

Ways must be found to neutralize these foreign exchange
costs. Alliances which rest on important political,
social, economic and military plans should not be made
vulnerable because foreign exchange financing problems have
not been resolved.

We should be able -- indeed we must find ways --
to work constructively with our allies on forms of
multilateral financial arrangements designed to
neutralize the foreign exchange consequences of the
locations of our troops and those of our allies. The
arrangements should be long term and provide financial
viability to our alliances. Discussions now under way
between the United States, the United Kingdom and the
Federal Republic of Germany designed to work out security
and financial arrangements in a trilateral setting may
point the way to designs that could embrace other
multilateral arrangements.

Looking back over the elements of the U. S. long range
program for balance of payments adjustment, it can be fairly
stated that its realization would, as I have indicated it
should, support, rather than strain, the healthy working
of the international monetary system and free world security,
trade, exchange and development.
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III. A time for decision on contingency planning
for adequate international reserves

Whatever may be our resolves in favor of economic growth,
whatever else we may do to make more rational use of the
economic resources available to us, however we may strive to
improve the processes of adjustment of our international
payments balances, whatever we may do to share more equitably
the tasks of defending the peace and encouraging the
processes of economic growth beyond our own borders, all our
good resolves and all our efforts can be frustrated for lack
of adequate growth in world reserves.

Yet, the facts are that:

-- During the past two years the traditional
processes by which world reserves are
increased have not yielded a growth of
liquidity;

-- Such inadequate growth of reserves as
has occurred in the past two years was
due to ad hoc, uncontrolled and impermanent
special tactors, that cannot be projected
to the future.

Only one conclusion can be drawn from this picture of
prevailing uncertainty as to the future of reserve growth
through presently available processes, and that conclusion
is the heart of my message to this international monetary
conference:

We can no longer take continued reserve growth
for granted. Consequently, since we want our
economies to continue to grow at healthy rates,
there is no time to waste before we agree upon new
means for adding to the world's ability to increase
monetary reserves. We should therefore make it our
conscious aim to arrive at agreement, in our
negotiations during the next few months, on the
structure and major provisions of a contingency plan
for reserve creation, a plan sufficiently developed
to be presented for approval to the Governors of
the International Monetary Fund when they meet at
Rio de Janeiro in September.
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If wetake a conservative view of the time that would be
required after IMF action to attain ratification by the
legislatures of the scores of nations that would be parties
to such a plan, the machinery could not come into being for
about a year.

Whether that is, or is not, an adequate time schedule
for getting the machinery in place to make the creation of a
new reserve asset a practical possibility depends upon the
course of events. Let me make it entirely clear that I am
talking about the need to complete and approve contingency
planning for reserve creation, and not about the activation
of the machinery we agree upon. Agreement on the plan would
in itself be reassuring to the markets.

But the uncertainties surrounding the future growth of
reserves, with the means now a hand, are so great, while the
need for increased liquidity to finance a continued healthy
growth in our domestic economies and in world trade is so
certain, that the desirability of having new means available
to create reserves, for use when needed, has become
uncontestable and current.

I want to examine this need for agreed-upon facilities
for keeping the growth of world liquidity consonant with
world economic growth against the background of the principal
arguments that have been advanced for delay.

Before that, however, let me say that one of the most
compelling reasons for current agreement upon a contingency
plan for reserve creation is the fact that it would lay to
rest the malaise that now afflicts the international system
as it contemplates a growing world confronted by increasing
uncertainty about the future adequacy of reserves
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We must attribute to the current uncertainty as to
how new reserves are to be supplied to the international
monetary system in the future the suggestions heard recently
that the official price of gold be increased. This
suggestion is regarded by the great preponderance of financial
and economic opinion as undesirable, inequitable and impractical.
By official statement, the United States has made it
unequivocally clear that the price of gold will not exceed
what it has been since 1934 -- $35 an ounce -- and that any
suggestion to the contrary -- either to meet needs for
additional international liquidity or for any other reason --
is completely unacceptable to the United States.

One of the principal causes of the drift,that I noted
at the outset of these remarks, away from the processes of
international economic collaboration and liberalization
and in the direction of national and regional restrictionism
must also be attributed at the root to uncertainty as to
whether, in the future, mechanisms will exist that will
dependably supply liquidity when needed. Such agreement would
serve the very important purpose of giving assurance that we
shall be able in the decades ahead to complete and extend the
great work of world economic and social betterment of the
past two decades marked by the growth of international
economic cooperation, trade liberalization and return to
currency convertibility.

Finally, let me just state plainly a plain truth:
-- All countries wish to increase their reserves

-- This is not possible unless the total of
reserves increase.

The following are the disagreeable implications of that
plain truth:

-- In a situation in which reserves are not
increasing and in which it is not clear how
or how much they can increase in the future,
it is only possible for some countries to
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increase their reserves at the expense of losses
by other countries. In an international competi-
tion designed to gain reserves, countries rely

upon defensive beggar-thy-neighbor measures that
restrain international trade and investment, and

domestic growth.

It is difficult to see how, in these circumstances, there
can be any question as to the need for an agreed contingency
plan for adding to world reserves when and as needed.

The idea that the United States looks to reserve
creation as a means of solving balance of payments deficits --
ours or any other country's -- is false. The obvious fact
is that such abuse of the new asset would quickly weaken, and
soon destroy, its usefulness as a monetary reserve. It
should be abundantly clear to all that we would not seek the
means to create reserves only to destroy the usefulness of the
new assets.

Let me restate our position:

First, we seek a way for the nations of the world to
supplement monetary reserves with a deliberately created
asset in order to be able to deal with the world's real and
demonstrable need for additional reserves, when and to the
extent that need makes itself evident. This would of course
be the global need.

Second, we seek the means for doing this upon the basis
of the informed and responsible judgment of the monetary and
financial authorities, arrived at through due deliberations
of the members of the International Monetary Fund, with
appropriate consideration for the responsibilities of the
principal capital-generating nations.

Third, as I have indicated in the foregoing section of
these remarks, we are striving for agreement on contingency
plans for reserve creation in the context of an insistent
program -- long term and short term -- for curing our balance
of payments deficit that is achieving its objectives, excepting
for the time being, the abnormal and impermanent foreign
currency costs of the war in Vietnam. Our balance of payments
program must for the present make use of short term measures
to compensate for the foreign exchange cost of Vietnam, so
long as they persist. The problem of arriving at a susta%ngble
payments equilibrium position now lies chiefly in a transition
to long term from short term measures for dealing with our
foreign exchange balances.

F-847



-22 -

We look, in this matter, to our own program for balancing
our foreign exchange costs -- and to such improvements in
international financial arrangements as better capital markets,
[airer burden sharing and better adjustment processes
Reserve creation is a necessity above, beyond and separate
from the payments problem.

It is sometimes asserted that the very existence of
U. S. balance of payments deficits implies increases in world
reserves, and that, therefore, so long as we have deficits,
another means for increasing reserves would be redundant and
perhaps even harmful.

The facts are the following for 1965 and 1966:

The traditional means for increasing reserves --
chiefly additions to world monetary gold and additions to
foreign exchange held as reserves other than by special
transactions -- resulted in a decline of just over S$1 billion
in world reserves.

There was a modest growth of reserves in these two most
recent years, amounting to about $2.5 billion all told, but
this was due entirely to special transactions, largely to
special borrowing from the IMF, swap arrangements, conversions
by the United Kingdom of dollar investments into dollar reserves
and other special factors.

In considering the implications of current developments
for the future of reserve growth, it should be kept in mind
that much of the reserve growth of the past two years resulted,
as I have just indicated, from borrowings of various kinds.
These will be -- indeed, are being -- repaid. As they are
repaid, existing reserves are cancelled out.

Also in considering the future prospects for reserve
growth by the means presently at hand, it must be asked,
what has happened recently to the traditional sources of reserve
increases?

First, the flow of gold into official reserves, which
averagedtBlf a billion dollars a year in 1960-64, has stopped.
In 1965, official reserves got only a quarter of a billion
dollars additional gold. 1In 1966, gold in official hands
actually declined -- perhaps by as much as $100 million --
for the first time in modern history.
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Second, it must be asked, why did not continued dollar
balance of payments deficits increase reserves, even though
we did not get gold additions?

The answer lies in the fact that conversions of dollars
into gold have more than offset dollar additions to official
reserves in the past two years.

To the extent that dollars are used to draw down our
gold stocks, world liquidity is decreased. This happens
because our reserves are in the form of gold. Consequently,
when France -- to mention the chief, but not only purchaser
of U.S. gold -- uses some of its dollar reserves to purchase
our gold, French reserves remain the same in amount although

changed in form, but our reserves decline, and consequently,
total world reserves are diminished.

It cannot be said that current circumstances
altogether rule out any further growth of reserves
through traditional processes. But that is not
the point. The point is that the reserve needs

of the world -- including the need to reverse

the long downtrend in the reserves of the United
States -- will substantially exceed any such
remaining flexibility that traditional reserves
can provide. We should not -- indeed, must not --
wait to set up the machinery for creation of a
new reserve asset.

The time to do so is now, this Spring and this Summer.
The technical experts of the Group of Ten and the IMF have
labored long and, to their everlasting credit, have come up with
the main provisions of the technical solution to the problem.
There are only a few major issues yet to be treated. Theilr
work will be embodied in reports to be issued later this year.

It is our hope, expectation and position that at the
Annual Meeting of the International Monetary Fund in September
of this year the Governors will approve the structure and
major provisions of a specific plan.
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What is needed now is simply the realization that the
time of need is not far off, and the political will to assemble
the parts of the solution that lie before us, and agree
upon the assembled whole as a contingency plan.

There are very serious risks, should we permit the qoubts
of one or two governments to keep the rest of us from doing
what we know should be done. We have noted, in an
earlier portion of these remarks, an assessment of the nature
of those risks. We have glimpsed their potential for world
economic, social and political trouble.

Let me conclude this part of our discussion with a
statement of what it is that we seek. We seek to assure
ourselves -- and the rest of the world -- that when in the
course of our economic and social growth we have need of
reserves as an essential base for international finance in all
its aspects we shall not have to retreat into stale and timid
and destructive restrictionism, for want of means to make
liquid reserves available.

We seek an open, competitive, fruitful world economy, made
up of open, competitive and fruitful national economies, as the
indispensable means that will permit us, and the rest of the
world, to get on with the work of building, upon the basis of
our individual better societies, a Greater Society of Nations,

o0o
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TREASURY DEPARTMENT
Washington

FOR USE IN AFTERNOON NEWSPAPERS OF
WEDNESDAY, MARCH 15, 1967

REMARKS OF THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
BEFORE A LUNCHEON MEETING OF THE SOUTHERN CALIFORNIA
INDUSTRIAL PAYROLL SAVINGS COMMITTEE
AT THE AMBASSADOR HOTEL, LOS ANGELES, CALIFORNTA
WEDNESDAY, MARCH 15, 1967, 2:00 P.M., P.S.T.

When President Johnson announced our new '"Freedom
Shares" less than a month ago, he set off a new surge of
energy in the campaign for buying and holding U.S. Savings
Bonds. This surge is needed, because this year the
Savings Bonds program is more important to our economic
stability than ever,

There is today an impelling need for a greatly stepped
up bond program to help finance the Vietnam War in the
soundest possible way, and to promote a healthy, stable
economy. The bond program, with your help, has done well
in the past year. Holdings of Savings Bonds now stand at
a record high of more than $50 billion. But sales this
year must be even larger. And with the addition of the
"Freedom Shares,'" which President Johnson has called "a
cheerful companion" to the regular Savings Bonds, the
bigger sales and holding figures will be reached.

We all bear special responsibilities, in the context of
the special conditions of 1967, for a high level of
responsible economic conduct. One facet of this, as I have
just indicated, will be found in a new and more urgent
application of your time, talent and energy to Sévings Bonds
sales assisted by the availability of an attractive new
product -- the Savings Note.

But we will also need special care and responsibility
on the part of all to pick our way successfully through the
changeable economic terrain we expect to encounter this
year,
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I want to discuss the prospects with you, but to
understand better where we are going, we must first look
back to where we have just been.

I think it is likely that 1966 may stand out in
historical perspective as a year when the United States
economy went through an economic adjustment that was both
remarkable and significant. The year witnessed a large
scale, fast-moving drive of political, financial, and
economic pressures which threatened to overload our
economic circuits. And it witnessed a series of actions
which were taken to meet and contain that drive, more
smoothly, with less harm to the worthwhile directions of
the total economy, than was ever the case under similar
circumstances in the past.

In 1966 our nation faced:

For one thing, a business expansion boom of historic
proportions at a time of nearly full employment and
utilization of industrial capacity;

Second, and the result of an emergency that history will
mark as a great watershed of the second half of this
century, Fthe intensification of the war in Vietnam, with
all of its real and psychological disturbances.

Viewing this situation last spring, I described the
outlook in the following terms:

"We have essentially two questions
before us. The first is how best to
shift smoothly to a lower level of real
growth from the high levels of 1964 and
1965 in the current atmosphere of
economic exuberance, aggravated by
Vietnam.

"And the second question 1s, once
we have made this transition, how do we
best sustain and employ our growth, at
full employment and with stable prices....
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"While we cannot expect in the years
immediately ahead to maintain the
unusually high growth rates of the past
several years, neither can we welcome a
return to the very much lower rates of

growth we have had throughout much of this century....

"Our effort today -- as it was a year
ago -- is to try to make the transition to
a sustainable rate of growth as smooth as
we can, to slow down without stalling.
But today the circumstances are far different
than they were a year ago -- and, with the
advent of Vietnam and all the uncertainties
surrounding it, they are far more difficult
to assess."

Now, in early 1967, a very considerable part of that
difficult passage has been negotiated. But we had to
confront along the way complicating and contradictory
problems.

Let me give you an idea of the contrariness of economic
events as seen from the policy maker's seat:

Excessive credit demands combined with stern but
necessary monetary restraint led by early summer 1966 to
demands for credit in which the cost of money seemed at
times not to matter to many borrowers. But simultaneously
there was a sharply contradictory development: weakenesses
in the stock and bond markets followed by weakness in vital
sectors of the economy -- auto production, housing and
consumer durables.

The surface of the economy was boiling. But hints
kept coming in that the boiling surface concealed
congealing cool spots below.

One of the outstanding products of such a year is bound
to be a welter of controversy. So far as 1966 is concerned
this conceals two highly important facts: first, that grave
dangers were avoided, and, second, that there were solid
accomplishments. Therefore, I want to take a few moments to
look beneath the currently boiling surface of controversy to
the inside story of what really happened in 1966.
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First, two overall achievements that made all the rest
possible:

in 19
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Our gross national product increased by
the extraordinary amount of some 5%
percent, after allowance for rising prices.

The already enormous productive power of
the United States economy was further
bolstered by a record increase in
industrial capacity, reflecting, in large
part, the successful use in past years of
investment incentives.

This added capacity, and millions of new workers added
to the employed labor force, were critical to the successful
transition of 1966; without them we could not have dealt
successfully with the strong rise in defense and civilian
production of 1966 with only about a 2 percent rise in the
industrial component of the wholesale price index. Let me
note, in contrast, that:

In this
66:

At home:

industrial prices rose more than 10 percent
between 1950 and 1951 under the pressure of
the Korean build-up;

and by more than last year's 2 percent in
both 1956 and 1957 in the midst of the last
sizable expansion, when no comparable

de fense build-up took place.

setting these further achievements took place

Industrial production rose 9 percent;

Net income per farm rose more than
10 percent;

2 million more workers found employment;
Unemployment averaged below 4 percent;

Corporate profits climbed 8 percent.



And internationally:

-~ We held our own, and made some progress, in
bringing our balance of payments problem
under control despite the substantial
increase during 1966 in our foreign exchange
costs due to the war in Vietnam.

-- Our gold loss was cut by more than 50
percent below the previous year: except
for French purchases we would have added
nearly $200 million of gold to our stocks.

And now T come Lo something that, in my opinion, cannot
be too strongly emphasized:

Perhaps most remarkable of all -- and
as important as any other factor -- all
this was accomplished without the imposition
of those price, wage, and materials controls
that have been found necessary in past
similar national emergencies.

There was -- and is -- a further highly significant
national dividend from our experience in 1966,

This is, that the fact of having met and coped with
such large-scale and volatile problems of free enterprise
at one of its moments of excess, without resort to heavy
handed measures and despite the advice of many to be
heavy handed, gives us confidence that in the future also
we shall be able to deal with big, fast economic adjustments without
departures from the context of free enterprise. This new
knowledge of the capabilities of the American free
enterprise economy may in the end turn out to be the
greatest of all our many substantial gains in 1966. For
this confidence is in itself a major factor in the future
successful use of moderate measures even in situations of
great urgency and pressure.

Further, the knowledge gained from 1966 will permit
better coordination, better timing, better foreknowledge of
what is likely to happen, so that the inequities and price
increases of 1966 can be much further reduced in future
times of economic stress.
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Now for the current year:

Let us note, first of all that in the coming period, as
in that just past, we will be living with the Vietnam
situation, with all the uncertainty and potential change
that this or any other war situation ever known implies.

We must live with the fact that even the most carefully
considered plans may be upset by the imponderables of war
until the time comes -- whenever that may be -- that this
emergency cools down.

Secondly, we should note that 1967 will in all
likelihood witness further economic shifts and changes.
These will require the most prudent handling, such as
President Johnson's Budget and tax policies for 1967 strive
to provide.

It was these considerations that led the President to
say, in his Economic Message of a few weeks ago:

"Our task for 1967 is to sustain
further sound and rewarding economic
progress while we move toward solutions
for the problems we met in 1966. It will
require a flexible and delicate balance
of economic policies."”

The tax and spending programs in the President's Budget
are designed to deal, flexibly and with good balance, with
the economic developments that the year 1967 is expected --
now as when the Budget was issued -- to produce. In the
large, this is: a first half that is sluggish by
comparison to recent experience, and a second half in which
the tempo picks up again. Thus, government policy is
designed to be stimulative in the first half, and
moderating in the last half,

But the first big move in the new year -- the
President's recommendation now before the Congress to
restore the tax incentives to investment suspended last
fall -- was made not for the above reasons but to keep a
promise.

The view that it would be desirable, indeed obligatory,
to reinstate the investment tax credit as soon as conditions
warranted it, had been expressed both by the President and
the Congress. 1In his statement upon signing the suspension
legislation the President said:

F-848



;A.,;
\J )
s

"If .... any earlier reinstatement would
be appropriate, I shall recommend prompt
legislative action to accomplish that result."

The reports to the Congress of both the House Ways and
Means Committee and the Senate Finance Committee stated:

"If military requirements in Southeast
Asia should decrease before January 1, 1968,
or if for some other reason it should
become apparent that suspension of the
investment credit and suspension of the use of the
accelerated depreciation methods with
respect to buildings are no longer
necessary to restrain inflation, the
Congress can promptly terminate the
suspensions. The Administration has also
indicated that it would recommend
terminating the suspension period before
January 1, 1968, under such conditions."

In brief, the Administration and the Congress fully
intended that the suspension of these important investment
incentives should be terminated just as soon as the
objectives of the suspension had been accomplished. Their
objectives have been accomplished and therefore the
incentives should be restored.

On the basis of evidence that we have been observing,
analyzing and carefully appraising, we can now state
without qualification that the mission assigned to the
suspension of the investment credit and accelerated
depreciation has been accomplished.

Here is some of this evidence:

In the market for capital goods:

-- New orders for machinery and equipment
have, beginning in October, declined
steadily, reaching a level in January
of this year of 7 percent below
September 1966. Moreover, in January
shipments actually exceeded orders
17 percent and this was the first month
that backlogs actually fell since June 1963.
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-- The average rate at which capacity is
being utilized in the machinery industry
has dropped noticeably to a healthier
and more efficient rate., 1In electrical
machinery, for example, it has declined
from 97 percent to 91.5 percent.

-- The shortages of skilled labor are not
so nearly acute today as they were last
summer .

-- And, looking ahead, the recent Survey
of Investment Plans for 1967, conducted
by the Department of Commerce and the
Securities and Exchange Commission shows
a modest increase of less than 4 percent,
This is within the growing productive
capabilities of our machinery industries.
It is in sharp contrast to the increases
of 16 percent and 17 percent which
occurred in 1965 and 1966.

Thus, while demand for capital goods remains at a high,
even record level, it now reflects a healthy buoyancy in the
capital goods industries and not the excessive, threatening,
boom conditions that prevailed last summer.

There is an important result of this development in
the area of our balance of payments. During 1965 and the
first three quarters of 1966, imports of capital equipment
jumped by an average of 13 percent per quarter. 1In the
fourth quarter of 1966 the rise in imports of capital
equipment was only 3.9 percent and this in part reflected
deliveries on orders placed in earlier quarters. There is
an excellent prospect of a levelling off of imports, now
that domestic producers can take care of demands.

In the financial and money markets:

-- A dramatic decline in interest rates from
the highest levels in 40 years has occurred.

-- Three-month Treasury bills are down
one and one-quarter percentage points,
from 5.60 percent to 4.35 percent.

-- Ten-year Treasury securities are down
about seven-eights of a percentage point.

-- Shart-term Federal agencg securities are down
one and three-eights pertentage points.
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-~ New corporate Aa bonds are down nearly
seven-eights of a point.

-- New municipal bonds are down two-thirds
of a point.

-- The net inflow of funds to savings and
loan institutions is now proceeding at a
much more healthy rate. 1In the four
months ending January, the inflow was at
an annual rate of $8 billion. Last
summer the annual rate of inflow was as
little as $SO0.1 billion.

-- Credit availability for homebuilding has
improved and mortgage rates have started
to come down. In October the seasonally
adjusted annual rate of housing starts
had sunk to a low of 848 thousand units;
in January starts had reached one and a
quarter million units (seasonally
adjusted, annual rates).

-~ Corporate financial demands, while strong,
are being accommodated in an orderly
manner and yields are down,

-- Preliminary estimates suggest that
for the first quarter of this year
corporate issues are running below
last year. This contrasts with the
first three quarters of 1966 when
corporate security offerings were
substantially above the year earlier
levels.

While the situation has considerably improved in our
financial and money markets, I do not want to give the
impression that further substantial easing is unwanted or
unnecessary. Far from it. There is room for further
declines in interest rates, in our own financial markets,
and in that of other countries. T hope and expect to see
those declines realized, and I expect that credit will
continue to become more readily available, particularly for

homebuilding.
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In the currently improved financial market environment,
I believe that restoration of the investment credit is entirely
consistent with maintaining good balance in the financial
markets in the months ahead, and it is consistent with
achieving further improvement in those markets. It will,
of course, continue to be necessary for the Federal

Government to keep its own demands in the credit markets within
measured bounds.

The question naturally arises as to what bearing the
termination of the suspension has on the President's

recommendation for a surcharge on corporate and individual
income taxes.

In this respect, it is necessary to note, first, that
the two measures are quite different in design and purpose.

First, the suspension of the investment credit was not
a revenue measure and had a specific and limited
objective -- to dampen the excessive boom in the market
for capital goods. The excessive boom is over, and there
is no reason for continuing the suspension.

The surcharge, on the other hand, is an overall
across~-the-board fiscal measure designed to cope with the
economic and budgetary situation as we anticipate it for
the latter half of 1967 and throughout 1968. We expect
the economy to be in need of overall restraint during that
period. We will certainly not want a resumption of monetary
strains then either, and this will require that the
Government continue to watch its own demands on the credit
markets. The surcharge will help achieve both these major
objectives.

It is clear that in the 1967 setting buying and holding
U.S. Savings Bonds are actions more important to our nation's
economic stability than ever before. These bonds not only
support our fighting men in Vietnam and our commitment to the
defense of freedom throughout the world, but they strengthen
our economy at home and guard against the forces of
inflation.

Now, more than ever before, it is essential that we

finance our debt in the soundest possible way; that we do all
we can to place more of the debt in the hands of savers.

F-848



- 11 -

You well know that participation in the Savings Bonds program
is a measurable and effective means of accomplishing both

these objectives, because you -- as Savings Bond
volunteers -- have done an outstanding and admirable sales
job.

We are giving you what we feel certain is a valuable
assist in meeting this challenge: a new, attractive,
product. This is the "Freedom Shares,'" sales of which
begin May 1. We have an unmatched sales organization --
all volunteers -- to put this Savings Note and the familiar
Savings Bonds into the financial backstops of our Payroll
and Bond-A-Month savers.

They include:

-- Mr. George Meany and the Executive Council
of the AFL/CIO have enthusiastically
endorsed our new "Freedom Shares'' product.
They are actively engaged in an expanded
program to promote the campaign.

-- Other volunteers are to be found in depth
throughout the leadership of business and
industry. Their hub of endeavor is the
U. S. Industrial Payroll Savings Committee
ably directed by its Chairman, a
Californian -- Dan Haughton, President of
the Lockheed Aircraft Corporation.

-- Many others, such as Jim Haight, Chairman
of the Board of FMC Corporation, 1966
Chairman; and Reed Hunt, Chairman of the
Board of Crown-Zellerbach, our 1965 and
1964 Chairman.

-- Mr. Hornby Wasson, President of Pacific
Tel and Tel whose record was 86 percent
participation among 90,000 employees --
number one job in the whole Bell System;
and Gene Treffethen, Executive Vice
President of Kaiser Industries, whose
record was among those above the 50 percent
mark.

-- The volunteer State Chairmen for Savings
Bonds, drawn largely from the field of
banking and finance -- men like Harold Stone,
our Regional Director, and our State Director,
F-343 Newton McCarthy.
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I have left to the last, because he is the Chairman
for this area, mention of Tex Thornton. It is my pleasure
to pay tribute here today to his distinguished
participation in the effort to increase investment in
Savings Bonds. He is the kind of man who makes things go.

With a 1966 sales dollar goal of $192 million, you sold
$§205 million in the Southern California area -- reaching
107 percent of your quota and marking the first time that
your sales results had gone over the $200 million mark in
the 11 counties of your area. Your 1966 target for new
savers was 62,000. 1Instead you added 130,000 new savers,
more than double your goal. Our country needs these new
savers, and these individuals themselves are fortunate
indeed in having embarked on a program of systematic savings.

In 1967 you are challenged here in Southern California,
by a goal of $244,600,000 Savings Bonds sales -- and of
adding 136,500 new payroll savers to your lists. With
Tex Thornton calling the signals, I have no doubt you will
do it.

Let me close with these remarks by President Johnson,
when he announced the new "Freedom Shares' program last
month:

"We can do no less than those who fight
and die for our freedoms. Last year,
American servicemen bought almost $350
million worth of Savings Bonds -- close
to $90 million in the last quarter alone.
Battle honors come hard in Vietnam, because
the price of honor is often the price of
life. Yet, in jungle and hamlet =-- on
shipboard and airfield -- there is one
trophy that every American unit prizes.
It is not the enemy's flag. It is the
Minute Man Flag that symbolizes 90
percent or better particpation in the
Payroll Savings Plan."
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TREASURY DEPARTMENT

WASHINGTON. D.C. \Q

March 15, 1967
FOR IMMEDIATE RELEASE

TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders
for two series of Treasury bllls to the aggregate amount of
$2,300,000,000, or thereabouts, for cash and in exchange for
Treasury bills maturing March 23,1967, in the amount of
$2,305,959,000, as follows:

91-day bills (to maturity date) to be issued March 23, 1967,
in the amount of $1,300,000,000, or thereabouts, representing an
additional amount of bills dated December 22,1966, and to
matureJune 22, 1967, originally issued in the amount of
$1,006,055,000, the additional and original bills to be freely
interchangeable.

182-day bills, for $1,000,000,000, or thereabouts, to be dated
March 23, 1967, and to mature September 21, 1967.

The bills of both series will be issued on a discount basis under
competitive and noncompetitive bidding as hereinafter provided, and at
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 Standard
time, Monday, March 20, 1967. 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 1nstitutilons generally may submit tenders for account of
customers provided the names of the customers are set forth in such
tenders. Others than banking institutions will not be permitted to
submit tenders except for their own account. Tenders will be recelved
without deposit from incorporated banks and trust companies and from
responsible and recognized dealers 1n investment securities. Tenders
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 bank
or trust company.
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Immediately after the closing hour, tenders will be opened at the
Federal Reserve Banks and Branches, following which public announce-
ment will be made by the Treasury Department of the amount and price
range of accepted bids. Those submitting tenders will be advised
of the acceptance or rejection thereof. The Secretary of the Treasury
expressly reserves the right to accept or reject any or all tenders,
in whole or in part, and his action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for
each issue for $200,000 or less without stated price from any one
bidder will be accepted in full at the average price (in three
decimals) of accepted competitive bids for the respective issues.
Settlement for accepted tenders in accordance with the bids must be
made or completed at the Federal Reserve Bank on March 23, 1967, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing March 23, 1967. Cash and exchange tender
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

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

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

conditions of their issue. Copies of the circular may be obtained fr
any Federal Reserve Bank or Branch.

o0o



TREASURY DEPARTMENT

WASHINGTON, D.C.

March 16, 1967

IN ANSWER TO INQUIRIES:

In response to requests for comment on

the further reduction of the British bank rate,

announced today, the U. S. Treasury said that

it welcomed this additional move 1in the

direction of lower interest rates, as further

evidence of improvement in Britain's inter-

national financial position.

00o



TREASURY DEPARTMENT
Washington

IMMEDIATE RELEASE

FRIDAY, MARCH 17,1967 F-850

The Bureau of Customs announced today preliminary figures on imports for con-
sumption of the following commodities from the beginning of the respective quota
periods through March L, 1967:

: ) siinit of :Imports as of

Commodity . Period and Quantity :Quantity :March L, 1967
Tariff-Rate Quotas:
Cream, fresh or sour ....... Calendar year 1,500,000 Gallon 396,L97
whole Milk, tfresh or sour .. Calendar year 3,000,000 Gallon -
Cattle, 700 lbs. cor more

eart ‘other than dairy Jan. 1, 1967 -

Culn, 9864030630008 PNCOEOEOD Mar. 31, 1967 120,000 Head h,317
(nttle, less than 200 1bs. 12 mos. from

eaCh 5 C 0000 NP OQCO0OCENLEDHTE Apfil l, 1966 200,000 Head ll?,hé?
*isn, fresh or frozen, fil-

leted, etc., cod, haidock,

nake, pollock, cusx, and 1/

ro3efish scereesesssnssacce Calendar year 21,883,313  Pound Quota filled=

To be

THNG FiSN vececeoesosssnesss Galendar year announced  Pound 10,797,877

White or Irish pntatoses: )
Certified Seed saroecectorce 12 mos, from ljb’OOOSOOO Pound Quota fllled
O'bher €0 6000002000006 00D 0 Septa ls; 1966 LG’OOOI‘OOO Pmlnd Quota fi.lled

fnives, forks, and spoons
with stainless steel Nov. 1, 1966 - .
hANALES .eseeescseoaaseses Octs 11, 1967 84,000,000  Pleces Juota filled
v ag 2
WHisKhroomS ..eseesesesssnss  salendar year 1,380,000  Number 1,26§,h8b_/

2/
0thar DTOOMS 4eeeesesoseeses Calendar year 2,460,000  Number 1,125, hu6=

———

1/ Irports for consumption at the quota rate are limited to 5,220,828 pounds
Juring the first 2 months of the calendar year.

. , L
2/ Imports as of March 10, 1967.



TREASURY DEPARTMENT
Washington

IMMEDIATE RELEASE
FRIDAY, MARCH 17, 1967 F-851

The Bureau of Customs has announced the following preliminary
figures showing the imports for consumption from January 1, 1967, to
March L, 1967, inclusive, of commodities under quotas established
pursuant to the Philippine Trade Agreement Revision Act of 1955:

¢ Established Anmal Unit of *Imports as of

Commodity :  Quota Quantity 3 Quantity :March L, 1967
BULLONS eensvsons 510,000 Gross 25,234
Jigars eseveoceeess 120,000,000 Number 1,860,690
Cocormut 01l eeees 268,800,000 Pound Quota filled
Cordage coecaseso 6,000,000 Pound 1,943,446

TobacCo ssseseses 3,900,000 Pound 301,100




asuiCdI L ALY ULLKASE

FRIDAY, MARCH 17, 1967 F-852

Preliminary data on imports for consumption of cotton and cotton waste chargeable to the quotas established by

Prgsidential 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 3/4"
Imports September 20, 1966 — March 13, 1967

Country of Origin Established Quota rts Country of Origin Established Quota Imports
Egypt and SudaNececcccossscs 783'816 - HonduraSeeososececcccsccsscasse 752
Peruceeesceeecceccccccccencs 2’0-7’952 50,14.87 Pa.r‘a.guay...............u... 871
India and Pakistan..eceeecss 2,003,483 - Colombideccecesscsccescsanse 124
China...................... 1,370’791 Rt Iraq.ooo-ooooooooooooooooooo 195
MexXicCOeeeeeoesoccocsccscnce 8,883,259 11,21 British East Africacececcccecs 2,240
) o1 1 618,723 - Indonesia and Netherlamnds
Union of Soviet y New GUineaecececcscesccccse 71’388
Socialist RepublicSeeees. 475,124 - British We IndieSecececoncccse 21,321
Al‘gentinaoooooooaoooooooooo 5,203 - Nigel'ia.-................... 5’377
Haitleeeosoovovoacoococonne 237 - 2/ British We Africacececessess 16,004
Ecuadorooooooooooooooooo-o. 9’333 - Other’ ind‘ﬁin.g the U.Soooo -

1/ Except Barbados, Bermuda, Jamaica, Trinidad, and Tobago.
2/ Except Nigeria and Ghana.

Cotton 1-1/8" or more
Establighed Yearly Quota - 45,656,420 1bs.

Imports August 1, 1966 - March 13, 1967

Staple Length Allocation Imports
1-3/8" or more 39,590,778 31,295,569
1-5/32" or more and under

1-3/8" (Tanguis) 1,500,000 120, 625

1-1/8" or more ard under
1-3/8n Ly 565,642 4,130,101



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 cr more

in staple length in the case of the following countries:

Switzerland, Belgium, Germany, and Italy:

United Kingdom, France, Netherlands,

Egtablished Total Imports Established : Imports 1/
Country of Origin TOTAL QUOTA  : Sept, 20, 1966, to : 33-1/3% of : Sept. 20, 1966
: March 13, 1967 Total Quota : to March 13, 1967

United Kingdom,ssesuuesaas 4,323,457 34,048 1,441,152 34,048
Canadas..ievevaeeensanasas 239,690 67,453 - -
France,.ieeseescesssecsoans 227,420 31,583 75,807 31,583
India and Pakistan,....... 69,627 16,058 - -
Netherlands,......v0eveene 68,240 - 22,747 -
Switzerland....cevoevseess 44,388 - 14,796 -
Belgiume,yereeeeeeensannns 38,559 - 12,853 -
JaPAN e eeeeaecareccoasosans 341,535 - - -
China,..ccveerincicennnnes 17,322 - - -
EEYPteeieeieeroceocascnnes 8,135 - - -
Cuba,seisescescosssensecene 6,544 - - -
Germany.cscesssscsescnsees 76,329 - 25,443 -
ItalY.srerrsasonncacancens 21,263 - 7,088 -
Other, including the U, S, - - - -

5,482,509 149,142 1,599,886 65,631

1/ Included in total imports, column 2,

Prepared in the Bureau of Customs,

F-852



TREASURY DEPARTMENT
Washington

IMMEDIATE RELEASE

FRIDAY, MARCH 17, 1967 F-853

The Bureau of Customs announced today the following preliminary
figures on imports entered for consumption under the absolute import
quotas provided for in section 12.71, Customs Regulations, for coffee
grown in nonmember countries of the International Coffee Organization
for 12-month period beginning November 15, 1966.

COFFEE
(Green - In pounds)

Established Total Imports as
Country Quota of Mar. 13, 1967
Bolivia 1,850,800 967,121
Guinea 1,454,200 Quota filled
Liberia 2,511,800 1,535,640
Paraguay 2, 644,000 -
Yemen 1,850,800 110,628
Basket:/ 6, 610,000 1,529,099

1/ Basket quota allocated to unlisted nonmember countries and to
listed nonmember countries after respective quota filled.

NOTE: Honduras and Kenya are now members of the International Coffee

Organization.
longer subject to gquota.

Therefore, Honduran and Kenyan coffee is no



TREASURY DEPARTMENT

WASHINGTON, D.C.
FOR IMMEDIATE RELFASE March 18, 1967

RICHARD O. LOENGARD, JR. RECEIVES TREASURY AWARD

Richard 0. Loengard, Jr., who is leaving the Treasury
Department today to resume private law practice as a partner with
Strasser, Spiegelberg, Fried, and Frank, of New York City, has
been awarded the Department's Meritorious Service Award by
Secretary of the Treasury, Henry H. Fowler.

During the past 2% years Mr. Leongard has been Special
Assistant for International Tax Affairs to Stanley S. Surrey,
Assistant Secretary of the Treasury for Tax Policy. Mr. Loengard has
also been Deputy Tax Legislative Counsel for International Tax
Affairs in the Office of the Tax Legislative Counsel.

Mr. Loengard received his award from Assistant Secretary Surrey,
who cited Mr, Loengard's work in helping to formulate the Treasury
Department's legislative proposals leading to the Foreign Investors
Tax Act of 1966, his work on Interest Equalization Tax legislation,
and his participation in negotiations between the United States the
United Kingdom, and France on international income tax treaties.

The award citation said:

"He.... was able with perceptive insight and
remarkable patience, to keep coordinated the many
strands of concept and doctrine that ran through
those activities."

Mr. Loengard, 35, attended Phillips Exeter Academy, completed
undergraduate work at Harvard College in 1953, and received a law
degree from Harvard Law School in 1956.

He is a member of the American Bar Association.
Mr. Loengard, a native of New York City, is married to the

former Janet Sara Senderowitz, of Allentown, Pennsylvania.
They have a daughter, Maranda Cecilia.

F-854 o0o



STATEMENT BY THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
BEFORE THE SENATE FINANCE COMMITTEE
ON H. R. 6950
MONDAY, MARCH 20, 1967, 10 A.M., EST
Mr. Chairman and Members of the Committee:

I welcome this opportunity to discuss the recommendation
for reinstating the 7 percent investment credit and accelerated
depreciation presented in the President's Message of March 9,
1967 and to express the Treasury's views on the bill before
you, H. R. 6950,

I am very appreciative of the promptness with which you
and the House Ways and Means Committee arranged to hold hear-
ings on this important matter. The Congress is once again
demonstrating its ability to act speedily and responsibly to
meet the requirements of sound economic policy.

I favor the immediate restoration of the investment credit
and accelerated depreciation. As members of this Committee
are well aware, I have always been a strong exponent of the
investment credit. Since its inception in 1962, the credit
has unquestionably made a substantial contribution to promot-

ing high levels of investment and economic growth, and to the

generally remarkable performance of our economy in recent years.



- 2 - ::..l:

The investment tax credit is an essential, and should be
an enduring, part of our tax system,

As members of this Committee also know, we came to the
decision last September that suspension was an appropriate
measure only after very careful consideration. I made clear
in my testimony before this Committee, and elsewhere, that
I regarded the suspension bill as a temporary measure. By
providing for automatic restoration of the credit and accelerated
depreciation on January 1, 1968, the legislation itself emphasized
its temporary nature. However, it was never my view that the
January 1 date was in any way binding or immutable as a termin-
ation date. Rather, it was my full expectation that the sus-
pension period would actually be terminated whenever economic,
or other conditions made such action appropriate. As I stated
before the House Ways and Means Committee last September in
answer to a question from Congresswoman Griffiths:

"I think the expression of the date /i.e., Jan, 1,
1968/ is really an expression of the intent and
purpose of both the President and the Congress to
renew the credit when the economic circumstances
and surroundings are more propitious. 1 don'r
think there is anything magic about the Januavy 1.

1968, date or the 16 months' period. Tt is simply
a planning period."



And again, as I stated before this Committee last October
in response to a question from Senator Williams:

"The Administration will be alert to any change in
the situation and will be prepared to recommend
terminating the suspension period before January 1,
1968, if a change in circumstances makes that at
all possible, and I would hope that the Congress
would, in turn, be willing to entertain such a
recommendation,"

This view that it would be desirable, indeed obligatory,
to reinstate the credit as soon as conditions warrant it,
was expressed both by the President and the Congress. In his
statement upon signing the investment credit suspension the
President said:
“"If . . ., any earlier reinstatement would be

appropriate, I shall recommend prompt legisla-
tive action to accomplish that result."

The reports to the Congress of both the House Ways and
Means Committee and the Senate Finance Committee stated:

"If military requirements in southeast Asia
should decrease before January 1, 1968, or
if for some other reason it should become
apparent that suspension of the investment
credit and suspension of the use of the
accelerated depreciation methods with respect
to buildings are no longer necessary to
restrain inflation, the Congress can promptly
terminate the suspensions. The Administration
has also indicated that it would recommend
terminating the suspension period before
January 1, 1968, under such conditions."




In brief, then, the Administration as well as the Congress
fully intended that the suspension of this important invest-
ment incentive should be terminated as soon as it became

apparent that the conditions giving rise to the suspension
no longer prevailed.

It is now clear that those conditions necessitating
suspension are no longer prevalent and the investment credit
should be restored.

The Reason for the Suspension

In my statement before you last October, I emphasized
that the suspension of the investment credit was not a revenue-
producing measure, It was an economic measure, with a limited,
well defined purpose: namely, to relieve the excessive pressure
that were clearly observable in the capital goods market,
which were compounded of enlarged military demands superimposed
on a vigorous expansion of civilian business investment. In
turn, these pressures were causing strains in the financial
and money markets resulting in the highest interest rates in
40 years, and depriving the homebuilding industry of needed

credit availability. The suspension legislation was not
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In brief, then, the Administration as well as the Congress
fully intended that the suspension of this important invest-
ment incentive should be terminated as soon as it became
apparent that the conditions giving rise to the suspension
no longer prevailed.

It is now clear that those conditions necessitating
suspension are no longer prevalent and the investment credit
should be restored.

The Reason for the Suspension

In my statement before you last October, I emphasized
that the suspension of the investment credit was not a revenue-
producing measure, It was an economic measure, with a limited,
well defined purpose: mnamely, to relieve the excessive pressures
that were clearly observable in the capital goods market,
which were compounded of enlarged military demands superimposed
on a vigorous expansion of civilian business investment. In
turn, these pressures were causing strains in the financial
and money markets resulting in the highest interest rates in
40 years, and depriving the homebuilding industry of needed

credit availability. The suspension legislation was not
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intended as an overall, across-the-board, measure of fiscal
restraint. TIts focus was specifically concerned with curbing
the excessive boom in the capital goods sector and alleviat-
ing credit tightness. It was to do this by inducing business
firms to postpone the placing of orders for -- or starting the
construction of -- machinery and equipment, and commercial

and industrial building.

Suspension Law no Longer Justified

On the basis of the economic evidence that is available
to us, which I can assure you we have prudently and carefully
appraised, we can now affirm that the special conditions
giving rise to the suspension legislation no longer exist,
and therefore the investment credit and accelerated deprecia-
tion should be restored.

Here is some of this evidence:

In the market for capital goods:

-- New orders for machinery and equipment have, beginning
in October, declined steadily, reaching a level in
January of this year of 7 percent below September
1966, Moreover, in January shipments actually ex-
ceeded orders and the order backlog fell for the

first time since 1963.
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-- The average rate at which capacity is being utilized
in the machinery industry has dropped noticeably to
a healthier and more efficient rate. In electrical
machinery, for example, it has declined from 97 per-
cent to 91.5 percent,

-- The shortages of skilled labor are not so nearly
acute today as they were last summer.

-- And, looking ahead, the recent Survey of Investment
Plans for 1967, conducted by the Department of Commerce
and the Securities and Exchange Commission shows
a modest increase of less than 4 percent. This
is within the growing productive capabilities of
our machinery industries, It is in sharp contrast
to the increases of 16 percent and 17 percent which
occurred in 1965 and 1966.

Thus, while demand for capital goods remains at a high,

even record level, it now reflects a healthy buoyancy in the
capital goods industries and not the excessive, threatening,

boom conditions that prevailed last summer.
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One important result of these developments is seen in the

area of our balance of payments., During 1965 and the first

three quarters of 1966, imports of capital equipment jumped
by an average of 13 percent per quarter, In the fourth
quarter of 1966 the rise in imports of capital equipment was
only 3.9 percent and this in part reflected deliveries on
orders placed in earlier quarters, The current prospect of
a levelling off of imports, now that domestic producers can
take care of demands, is excellent.

In the financial and money markets:

-- A dramatic decline in interest rates from the

highest levels in 40 years has occurred.

--- Three-month Treasury bills are down one and
three-eighths points, from 5.60 to 4.24,

--- Ten-year Treasury securities are down more
than one full point.

--- Short-term Federal agency securities are down
one and seven-eighths points.

--- New corporate Aa bonds are down three-fourths
of a point.

--- New municipal bonds are down seven-tenths of

a point.
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The net inflow of funds to savings and loan institu-
tions is now proceeding at a much more healthy rate.
In the four months ending January, the inflow was at
an adjusted annual rate of $8 billion. Last summer
the annual rate of inflow was as little as $0.1 billion.
Credit availability for homebuilding has improved and
mortgage rates have started to come down. 1In October
the seasonally adjusted annual rate of private housing
starts had sunk to a low of 848 thousand units; in
the first two months of this year starts (seasonally
adjusted, annual rates) averaged nearly one and one-
fifth million units.
Corporate financial demands, while strong, are being
accommodated in an orderly manner and yields are down.
--- Preliminary estimates suggest that for the
first quarter of this year corporate issues
are running below last year. This contrasts
with the first three quarters of 1966 when
corporate security offerings were substantially

above year earlier levels.
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While the situation has considerably improved in our
financial and money markets, I do not want to give the impres-
sion that further substantial easing is unwanted or unnecessary.
Far from it. There is room for further declines in interest
rates, in our own financial markets, and in the financial
markets of other countries. Particularly, there is room for
the recent welcome declines in rates on short-term Treasury
issues to spread to other types of securities and borrowing
rates. I hope and expect to see those declines realized,
and I expect that credit will continue to become more readily
available, especially for homebuilding.

In the currently improved financial market environment,

I believe that restoration of the investment credit is entirely
consistent with maintaining sound balance in the financial
markets in the months ahead, and it is consistent with achiev-
ing further improvement in those markets. There is the important
proviso, however, that the Federal Government's own demands

in the credit markets must be kept within measured bounds.

In view, then, of the moderate and sustainable pace at
which investment is now proceeding, and in view of the clear

trend toward ease in our financial and money markets,
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continued suspension of the investment credit is no longer
appropriate. It is incumbent upon us, therefore, to restore
the credit to the normal, long-run role it is designed to
fulfill in the tax structure.

Relation to the Economic Outlook and the Surcharge

The termination of the suspension of the investment credit,
of course, restores some incentive to investment that was
inoperative during the suspension period. 1 do not, however,
consider that such action is being taken for the purpose of
stimulating the economy. Rather, I view it as simply restor-
ing to its normal, functioning role what is essentially an
integral part of the permanent tax structure, which, whenever
reimposed would have a stimulating effect.

We are, of course, undergoing some adjustment downward
from the hectic pace of advance that characterized the economy
during much of 1966. This was only to be expected, and it
was expected in the analyses and fiscal program presented by
the Administration earlier this year. But it is also my
expectation that due to factors such as a levelling of inven-

tory investment at a sustainable rate, a rising level of
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consumer buying and recovery in homebuilding -- reflecting

the basically expansionary impact of current fiscal and monetary
policy -- the pace of activity is expected to step up by the
second half of 1967. Nevertheless, we will continue our close
watch on economic developments just as we have been doing

right along.

The question naturally arises as to what bearing the
termination of the suspension has on the President's recom-
mendation for a surcharge on corporate and individual income
taxes.

The answer essentially is that the two measures are
quite different in design and purpose.

As I have already indicated, the suspension of the invest-
ment credit was not a revenue measure. It had a specific
and limited objective -- to dampen the excessive boom being
experienced last year in the market for capital goods. The
excessive boom is over, and there is no reason for continuing

the suspension.
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The surcharge, on the other hand, is an overall across-
the-board fiscal measure designed to cope with the economic
and budgetary situation and outlook as we anticipate it for
the latter part of 1967 and throughout 1968, assuming the
implementation of the President's other recommendations and
the continuation of hostilities on their current scale in
southeast Asia. We will want to reduce our budgetary deficits
in fiscal 1968 from the projected levels of fiscal 1967 if
the economic outlook permits. We will certainly not want to
risk a resumption of monetary strains and a return to higher
interest rates then either, and this will require that the
Government's own demands on the credit markets be kept in
bounds. The surcharge will help achieve these objectives.

Explanation of the Bill

The suspension statute adopted by Congress last fall
generally denies the investment credit for property ordered,
acquired, or placed under construction during the suspension
period. Also, the statute denies use of the forms of accelerated

depreciation introduced into the tax law in 1954 -- primarily,
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the double declining balance and sum of the years-digits
methods -- for real property, not qualifying for the invest-
ment credit, if the construction of the property began during
that period. The statute defines the suspension period as
the period beginning on October 10, 1966, and ending on
December 31, 1967. The law prescribes 11 exceptions from these
general rules, allowing the investment credit or accelerated
depreciation to property ordered, acquired, or constructed
during the suspension period if various conditions are met.
It also permits each taxpayer a $20,000 exemption for invest-
ment credit purposes and a $50,000 exemption for accelerated
depreciation purposes.

Section 1 of H. R. 6950 amends the definition of the
term "suspension period' to provide that the period terminates
on March 9, 1967, rather than December 31, 1967. As a con-
sequence, property ordered, acquired, or placed under
construction after March 9 would qualify for the investment
credit or 1954 Code accelerated depreciation under the usual

rules governing those tax benefits.
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Section 2 of the bill as passed by the House makes two
further changes in the suspension statute enacted last fall.
First, for the original rule disqualifying property altogether
for the investment credit or accelerated depreciation if
construction was begun during the suspension period, this
section would substitute a rule denying the credit or accelerated
depreciation only for that portion of the basis of property
which is attributable to construction during the suspension
period. For example, where a taxpayer began construction of
a building during the suspension period but did not complete
it during the period, he would be permitted to elect the 1954
Code methods of accelerated depreciation for the portion of
the basis of the building attributable to construction per-
formed after the close of the suspension period. Secondly --
and of much wider application -- section 2 would delete the
provisions of the original suspension statute which disqualified
property for the investment credit or accelerated depreciation

by reason of orders placed during the suspension period.
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It would allow a full credit or accelerated depreciation for
all property delivered after the suspension period regardless
of when the property was ordered.

The bill, thus, does not restore the investment credit on
the terms provided by the original suspension legislation.
Rather, it retroactively grants the credit to many taxpayers
who would, because of their involvement in stipulated activities
during the suspension period, be ineligible for the credit
under the existing law. This is not in accord with the
President's recommendation, which called simply for early
termination of suspension but no other change in the terms
of the suspension law. In not following the President's
recommendation, the bill seems to me to cause inequitable
treatment of those taxpayers who did refrain from placing
orders or starting projects during the suspension period.

They have lost their place in their suppliers' line and have
foregone profits from the early use of new equipment. I would

prefer a bill which would simply carry out the President's
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recommendation restoring the investment credit on the terms
provided by the original suspension legislation.

Conclusion

In conclusion, I believe delay at this stage may produce
uncertainties that would only be harmful to the economy.
Therefore, 1 emphasize the need for prompt action on termi-

nating the suspension.

0o0o



TREASURY DEPARTMENT

WASHINGTON. D.C.
R RELEASE 6:30 P.M.,
nday, March 20, 1967.

- RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
11s, vne series to be an additional issue of the bills dated December 22, 1966,
d the other series to be dated March 23, 1967, which were offered on March 15, 1967,
re opened at the Federal Reserve Banks today. Tenders wers invited for $1,300,000,000,

thereabouts, of 9l-day bills and for $1,000,000,000, or thereabouts, of 182-day
1ls. The details of the two series are as follows:

NGE OF ACCEPTED 91-day Treasury bills : 182~day Treasury bills
{PETITIVE BIDS: maturing June 22, 1967 : _maturing September 21, 1967
Apprax. Equiv, Approx. Equiv,
Price Annual Rate : Price Annual Rate
High 98.971 4.071% : 97.988 3.980%
Low 98,959 4.118% : 97,968 L.015%
hverage 98.963 ka2 Y ot 97.975 L.oosz Y

L2g of the amount of 51-day bills bid for at the low price was accepted
57¢ of the amount of 182-day bills bid for at the low price was accepted

AL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

istrict Applied For Accepted + Applied For Accepted

oston $ 23,134,000 $ 12,634,000 :* $ 13,,16,000 $ 3,116,000
o York 1,650,851,000 894,190,000 ¢  1,576,585,000 81k,L35,000
hiladelphia 25,948,000 13,848,000 : 14,793,000 L, 943,000
leveland 39,745,000 30,877,000 * 13,029,000 11,437,000
ichmond 18,046,000 12,0L46,000 : 10,333,000 k, 333,000
tlanta 60,918,000 33,065,000 33,049,000 11,372,000
ieage 331,013,000 129,557,000 ©  29L,kkk,000 72,507,000
b Louis 5k,1L8,000 k1,568,000 * 2l4,579,000 11,929,00C
lnneapolis 28,739,000 21,485,000 : 10,183,000 6,883,000
wsas City 35,973,000 33,833,000 10,500,000 10,450,000
Was 23,258,000 17,458,000 : 11,852,000 6,809,000
@ Francisco 163,142,000 59,603,000 : 195,278,000 41416000

T0ALS  $2,454,915,000  $1,300,16L,000 s/ $2,206,039,000  $1,000,130,000 b/

Includes $292,798,000 noncompetitive tenders accepted at ihe average price of 98,963
Includes §112,715,000 noncompetitive tenders accepted at the average price of 97,975

These rates are on & bank discount basis. The equivalent coupon issue yields are
L2l% for the 91-day bills, and L.16% for the 182-day bills.

- 855
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TREASURY DEPARTMENT

WASHINGTON. D.C.
March 20, 1967

FOR IMMEDIATE RELEASE

The Treasury Department's Cost Reduction-Management
Improvement Program is expected to yield an estimated
record saving of over $130 million for the 12 months
ending June 30, 1967.

The estimated total of $130.5 million in
savings, and avoided costs, expected for this fiscal
year is described in detail in a semiannual cost
reduction progress report which the Department has
submitted to the President.

The savings estimates include $50.5 million from
improvements in the internal operating functions of
the Department, and $80 million from improvements in
fiscal operations. The $80 million benefit from
improvements in fiscal operations represents cost
avoidance derived mainly from the effects of earlier
availability and steadier flow of funds resulting
from accelerated collection and deposit of revenue
liabilities of businesses and individuals.

o0o
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TREASURY DEPARTMENT
Washington

FOR RELEASE ON DELIVERY

REMARKS BY THE HONORABLE JOSEPH W. BARR
UNDER SECRETARY OF THE TREASURY
AT THE
NATIONAL INSTALMENT CREDIT CONFERENCE
OF THE AMERICAN BANKERS ASSOCIATION
CONRAD HILTON HOTEL, CHICAGO, ILLINOIS
WEDNESDAY, MARCH 22, 1967, 10:15 A.M., CST

(Delivered by Edward P. Snyder, Director,
Office of Debt Analysis)

THE GUARANTEED STUDENT LQAN PROGRAM

How to finance a college education for their children is a
very common problem of concern to growing millions of American
families. I am sure that many of you here share a personal,
practical interest in this subject.

I also have a strong feeling, if I can persuade you that the
allocation of some of the resources of your banks to the guaranteed
student loan program makes sense, that we will jointly have made
a significant contribution to a solution to a basic problem in
our society.

In inviting me to address this National Instalment Credit
Conference, Charly Walker said two things:

-- First, this is a highly important group of
bankers from an operational viewpoint for
the guaranteed student loan program.

-- Second, it is probably the most outspoken
group of bankers as regards the unprofitability
of student loans under the present program and
in existing money markets.
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This gathering, therefore, provides a peculiarly appropriate
forum for a discussion of the program, and for some comments on
what we in Government are prepared to do to see that the program
will work, and why we believe this is so important,

As a Treasury official, I have most frequently addressed my
remarks to the great subjects of the United States' posture in
its balance of payments, its economic outlook, its system of
taxation, and its monetary policy. These are inextricably tied
up with our level of education.

Compared with the rest of the world, our most significant
national advantage probably lies in our educational level --
the so-called technological and management gap which so disturbs
our competitors around the world.

Education is closely allied with our economic outlook. As
the Council of Economic Advisers pointed out in its recent annual
report, some studies indicate that over one-fifth of our economic
growth in the past 3 or 4 decades can be directly attributed to
education, and perhaps another fifth can be attributed to the
general advance of knowledge.

If education 1lifts us all to a higher level of real income,
some of the most basic assumptions of tax policy may have to be
re-examined.

Finally, a highly affluent society with a high level of
education is surely a society that will use to the fullest the
credit resources that are available in this nation.

In emphasizing these economic consequences, I am well aware
that the most significant end-product of education is a rise in
our level of civilization -- an increase in our capacities to
elevate the quality of our lives.

So, in speaking on a subject which may seem somewhat out of
the mainstream of the usual Treasury interest, I am addressing
a basic issue affecting our current and potential national
economic power.

I also am speaking about a subject that directly involves
my current responsibilities and yours.

The stakes are big and our goal is big: to assure that
every student accepted for enrollment into college will be
able to meet the costs of his college education.
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This will take a concerted effort by all of us -- and 1
believe that the pguaranteed student 1loan program is a
fundamental part of this program.

To achieve our goal -- and by 1972 we are aiming to have
some $6.5 billion in loans outstanding to over 2 million
student borrowers -- I know that we will have to overcome many

obstacles. As the President said, however:

"If administrative changes in the program
are necessary, we will make them. If any
amendments to the legislation are in order, we

will submit appropriate recommendations to the
Congress,"

The loans themselves, however, must be made by the banks and
other lending institutions of this country, so in a very basic
sense it will be up to you whether this program succeeds.

The Need We Face

We as Americans have traditionally been imbued with a desire
to give our children the best education available.

Our whole history as a nation, from the Northwest Ordinance
of 1787 down to the Higher Education Act of 1965, has reflected
our continuing determination to educate our children the best
way we know how, But the time span from the end of the Second
World War to date has marked a dramatic change in our attitudes
toward higher education.

Just a few figures will illustrate the remarkable change in
recent years. In 1930, total expenditures on a higher education
in this country were about $630 million. A few years after the
Second World War, the figure was more than four times greater --
about $2,7 billion. In the current year, 1967, the
expenditures are expected to reach a level of approximately
$16.8 billion -- almost 30 times the 1930 level.

In the decade from 1955 to 1965, the total enrollment in
our institutions of higher education increased by just over
3 million students. In the next decade we are anticipating an
even larger increase -- 3-3/4 million students -- and this is
probably on the conservative side.

How do we meet this problem?
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How do we, as individual parents, raise the money to meet
the expenses of college -- expenses that have risen steeply in
recent years and show little or no sign of leveling off in the
future?

How do we, as citizens, allocate our resources to pay
the teachers and to build the classrooms and laboratories and
housing needed to accommodate this surge of young Americans
into the colleges and universities?

The two questions cannot be easily divided. The need to
finance the required growth of the institutions will almost
inevitably be reflected in higher costs to the students and
their families. I do not intend by this comment to take sides
in the argument over free State tuition. I merely regard it as
prudent to assume that at least a portion of the cost of
enlarging and improving our colleges will be borne by the
current crop of students. I might add that if we are to

preserve our private institutions of higher learning -- and
I am sure all of us want to -- this trend toward higher costs

then surely becomes a problem we inevitably must confront.

If we are faced with the problem of ever-higher costs when
American families currently are groaning under what they
consider to be an extremely heavy burden, then what is the
answer? There are several alternative courses of action -- one
of which is currently on our statute books. Let me list for you
some of the proposals that are circulating in the public domain,
with my own personal comments on their utility. Then I should
like to discuss with you the potentials of the guaranteed student
loan legislation.

The Tax Credit Proposal

One of the more politically attractive proposals currently
being discussed is a plan to give a tax credit to those
families who are incurring the costs of higher education.

The Senator from Connecticut, Mr. Ribicoff, has advocated
just such a proposal. Congressman Ford, has also thrown his
support behind this approach.

I must say that the first reaction of most people to the
idea of a tax credit for the expenses of their children in
college, is enthusiasm. But this enthusiasm is tempered by a

closer look.
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Senator Ribicoff's proposal would allow the parents of a
college student a maximum of $325 each year as a credit against
taxes. The credit would be less if the student's tuition and
books totaled less than $1500. And of course if the family had so
little income that they owed no tax, they would get no benefit
at all from the credit.

This plan would cost the nation roughly $1.5 billion the
first year (according to Treasury estimates) and up to $2 billion
a year within a few years. These are notsmall sums of money.

But laying aside the parochial Treasury concern about spending
such large sums, Senator Ribicoff's proposal seems to have two
basic defects:

First, it operates as a sort of '"reverse'" scholarship --
that is, it gives the highest reward to the families with the
highest incomes sending their children to the most expensive
schools. I know of no college which would give its aid funds
in such an upside-down fashion.

Second, in spite of the substantial cost to the Federal
Government, $325 per student is not nearly enough to meet the
current and the prospective burden that faces so many
American families.

Senator Ribicoff argues that his plan is designed to provide
money for the institutions, through higher tuition, as well as
to ease the burden on families. I sympathize and concur in this
dual objective. However, increased tuition may merely widen the
educational opportunity gap between families of moderate means
and those with ample means. On balance, I think there are
better means of using our Federal resources in the area of
financing higher education.

The Loan Guarantee Plan

The program which, to my mind, currently offers the
United States the greatest '"bang for a buck" is the guarantged
student loan program enacted into law in the Higher Education

Act of 1965.

The progtam is relatively new; it has many bugs as you
know that must still be worked out; but in my opinion it
offers great promise to millions of American families.
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This program starts from a premise that we have been very
slow to accept in this nation -- that an investment in
education is as sound, if not sounder, than investment in a
house or in a car,

It now is an accepted fact that a college education is an
income-producing asset. For that reason, our traditional
reluctance to go into debt to finance an education seems a bit
peculiar and unreasonable. However, as the costs of
education continue to spiral, the American people, in their
pragmatic way, are finding for themselves that perhaps it does
make sense to borrow to finance the education of their
children. Perhaps they have begun to borrow for education
simply because they have found it impossible to meet these
costs out of current income or current savings; but it is my
personal opinion that it is an eminently sensible decision.

How does the guaranteed loan program work? In principle, it
really is quite simple. It merely extends into this area the
concept of a government guarantee to back up a loan made by a
private financial institution.

I believe that the potential in the area of education is
as promising as it has proved to be in the area of housing.

Let me trace through the idea: Any American boy or girl who
can get admitted to a college should be able to go to this local
commercial bank, savings and loan association, mutual savings
bank, or credit union to submit a loan application. The lending
institution is willing to make the loan, the State student loan
guarantee agency then will guarantee the loan up to $1,000
per year (or in some states up to $1500 per year).

Repayment of the loan will begin 9 to 12 months after the
student leaves college or graduate school. If his family's
"ddjusted family income' is $15,000 or less, while the student
is in school the government will pay the interest. When
repayment begins, the interest rate to the student runs at
3 percent if his family's income is below the specified level,
with the government paying the balance. If the family income
is above that level, the student pays the full 6 percent.

Despite the complete and enthusiastic cooperation of the
American Bankers Association, the two savings and loan
association leagues, the Association of Mutual Savings and
Banks, and the credit unions' association (CUNA International),

the program has had a difficult beginning.
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After it was enacted into law in the fall of 1965, it took
the Office of Education about 6 months to really get started.

Many states had to enact enabling legislation and state
legislatures did not rush to appropriate their share of the
guarantee funds with the enthusiasm that we might have
expected.,

Paper work was another complicating factor -- almost
inevitable in any new government program. But the troubles
largely can be traced back to the "tight money'", which began to
be evident in April last year. Tight money made life
extremely difficult for the savings and loans and the mutual
savings banks, and, to a lesser degree, for the credit unions
and the commercial banks. It made most financial institutions
think twice about committing themselves to new and untried
loan programs. Lenders also discovered that the costs of
getting these loans on the books were more than they had
anticipated.

All of these difficulties, with the exception of tight
money, are almost inevitable with any new program. Despite
them, we still succeeded in the Fall semester of 1966 in
getting out loans totaling $173 million to nearly 211,000
students., For the full 1966-1967 year, our original target
was loans to 962,000 students, totaling $700 million. At the
moment, we are guessing that we will actually hit a level of
300-350,000 loans totaling $250-300 million. All in all, this
is not a bad beginning for a first year effort under adverse
conditions.

But it is not good enough. The need is now. Based on the
results in four states with loan standing programs, the demand
is close to our estimates and it appears many potential
borrowers in most parts of the country are not yet able to find
loans.

We had been aware that the program was not developing as
rapidly as we had hoped it would, but I think Charls Walker
and the American Bankers Association deserve a lot of credit for
coming to us to tell us the reasons for the difficulties, as
they saw them. Their presentation persuaded us that we had to
look into the way in which the program is operating to find.ways
to simplify and streamline the paper work and to assure maximum
lender participation under changing market conditions. On
January 23, with the approval of Secretary Gardner and
Secretary Fowler, I put together a Task Force composed of the
Treasury, the Office of Education, and the Bureau of the Budget,
to see what we could dé to move the program ahead.
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The Task Force met with commercial bankers, mutual savings bankers,
and representatives of other financial institutions; it looked
closely and conscientiously at administrative costs, paper work,
pooling of resources, the creation of a secondary market,
improvement in State participation, and -- perhaps most
important -- from your view point -- what can be and should
be done to assure that lenders will be able approximately to
cover their costs, including the cost of money, so that
guaranteed student loans will be reasonably competitive with
other loans, as was the intention when the Higher Education Act
of 1965 was enacted. With regard to lender returns, the
Task Force focused on three alternatives.

First, the proposal that interest income from student loans
be exempted from Federal income taxes. From your view point,
this is an attractive alternative; from our point of view,
however, it has a number of serious drawbacks. We hope, for
example, to bring into this program other lending institutions
in addition to commercial banks. Tax exemption would not
provide them the same incentive to participate.

Second, the possibility of increasing the interest rate
in the program. This would mean legislation to permit the
interest rate to be changed from time to time in accordance
with changing market conditions. From your point of view,
this alternative could result in conflicts with State usury laws.
From our point of view, the added cost -- if it were paid
by the Federal Goverrment -- would be spread over the whole
term of the loan.

Third, the payment of placement fees. Under this proposal you
would receive some compensation at the time you incurred the cost
of putting a loan on your books. On the other hand, the first year
budgetary costs would be somewhat larger than under the second
alternative. The Office of Education has also indicated that it
would like to see a part of these fees paid at the time the loan is
converted to a payment status. This would be to encourage prompt
reporting of the changes in status and the reduction in the interest
benefit payable by the Federal Government.

I should also mention another point. The guaranteed loans under
this program are eligible as collateral for Treasury Tax and Loan
Accounts. Their use for this purpose should give you somewhat more
flexibility in the management of your resources.

The Task Force's recommendations are now going forward to be
reviewed by Secretary Gardner, Secretary Fowler, the BudgeF Diregtor,
Mr. Schultze, and Chairman Ackley of the Council of Economic Advisers.
We are all aware that time is of the essence. There are only three
months remaining until the end of June. Before we know it the 1967-
1968 school year will be at hand and students throughout the country



will be seeking guaranteed student loans in larger volume than ever
before. This means that we cannot delay taking ths actions which will
affect the program for the 1967-1968 schoolyear., There is timé
enough, but not too much time.

The college students of today will be your best customers
tomorrow. This should be reason enough for you to want to
participate as fully as possible. Our interest in the success
of this program is also clear.

(1) This program unquestionably gives
us the greatest leverage in the use of the
financial resources of the United States.

A tax credit plan providing a maximum benefit
of $325 per family would cost us a billion
and a half dollars a third year. This loan
program, if it progresses as we think it can,
could make 6-1/2 million loans totaling $6.7
billion available at an annual interest
subsidy cost to the Federal Government of
only a fifth that amount.

(2) Through loans of as much as
$1,000 to $1,500 a student, this program
offers meaningful financial assistance. In
fact, if it gets under way as I think it will,
and if college costs increase as I predict,
these limits may have to be raised.

(3) The program is intimately involved
with all sectors of the financial community,
the academic community, and State government.
To many, this spells chaos, cumbersome
operations, and endless argumentation. I do
not look at it that way. There is a lot of
arguing and negotiation ahead before we hammer
out a completely satisfactory program, but
this is precisely the sort of "creative
federalism'" that President Johnson has continually
emphasized. For the price of some difficulties
to start, in the long run the broad-based support
that will be generated will pay magnificant
dividends in the interests of all of us.

If history is any indicator, the problem of financing the
costs of higher education, both the costs to students and the
costs to the institutions, will be met -- no matter what the
cost may be, and no matter what party controls our political
destiny. I would recommend to you the study of the alternatives.
I would hope that you would agree with me that the guaranteed
loan program provides the most promising solution currently
available to meet the problem of financial assistance to the student.
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I believe that we are getting much closer to our goal
of being able to say to every American boy and girl, "If you
can get admitted to a college, the financial resources
that you need will be available." Implementation of this
program should make this promise a reality. It should make
the financial burden of education a tolerable burden for
American families. It should provide at least part of the
financial basis that American colleges and universities now
need and will need. And, finally, it should enable us to reach
into the ghettos and the pockets of rural poverty, to draw out
and to educate those disadvantaged Americans to whom a higher
education a few years ago was literally unthinkable.

I have confidence that the American banking industry,
joined in a cooperative effort with other lending institutions,
the States and private guarantee agencies, and with the Federal
Government will help us solve a problem that involves one of
the fundamental aspirations of millions of American families.

o0o
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March 21, 1967

Dear Senator Smathers:

My purpose in writing this letter is to make quite
clear my position on the restoration of the investment credit
and the House bill, H.R. 6950, now before the Senate Finance
Committee., I believe it is appropriate for me to do so at
this time in the light of the events and discussion bear-
ing on the question of restoring the credit which have
occurred since the President's recommendation to the Congress
on March 9, 1967.

There are two paramount concerns involved in the restora-
tion of the investment credit: one is to assure restoration
of the investment credit to its long-run functioning role
in our tax structure, now that suspension has served its
purpose, which the Congress and the Administration assumed
the obligation to do when enacting the suspension legislation.
The other major concern is to protect revenues and the budget-
ary position of the Federal Government.

Consistent with these overriding concerns I, therefore,
strongly believe that the investment credit and accelerated
depreciation should be fully restored as of March 10, 1967.
No retroactive change or modification, however, should be
made with respect to the rules provided in the suspension
legislation governing eligibility for the investment credit
for property ordered, acquired or placed under construction
during the period October 10, 1966, through March 9, 1967.

With regard to the provision for raising the limit on
the use of the investment credit from the present 23 percenf
of tax liability to 50 percent, I believe this liberalizing
provision should not go into effect until January 1, 1968,

Copry
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The revenue loss from this approach would be consider-
ably less than that involved in H.R. 6950. TFor the fiscal
years 1967 and 1968 together, the loss would amount to
$605 million compared to a loss of $1.28 billion under
H.R. 6950. The difference between the two losses, amounting
to $675 million, is attributable to two factors: the granting
of the credit to property ordered but not delivered during the
suspension period, which accounts for $395 million; and the
application of the liberalized ceiling on March 10, 1967 rather

than January 1, 1968, which accounts for the remaining
$280 million.

An even greater loss, amounting to $1.53 billion would be
involved in the proposal, advocated by some, to completely
roll back the suspension to October 10, 1966, and also make
the ceiling liberalization effective on that date.

As you know, the projected deficit in the administrative
budget for Fiscal 1967 is $9.7 billion and for Fiscal 1968
$8.1 billion, assuming the enactment of the six percent surtax
income tax on individuals and corporations proposed by the
President. For Congress to carry out the obligation undertaken
at the time of the enactment of the suspension of the investment
credit, namely, to restore it when economic circumstances make
that appropriate, will add an additional $605 million to the
deficits for these two years or require some adjustment upward
in the proposed surtaxes. This additional cost is inescapable
as a price we have to pay for restoring the credit in timely
fashion to its place as a part of our permanent tax structure.
However, there is no need in equity or for any other reason,
from the standpoint of the Treasury, for Congress to change the
rules it established for eligibility for the credit when the
suspension period was over which are specifically prescribed in
the suspension Act of last year. Thus, there is no need for any
further revenue loss in connection with this legislation. 1
cannot stand by lightly and watch these budget deficits increased
merely to give a windfall to taxpayers who had no basis for
assuming they would get the imvestment credit on order placed
during the suspension period. Neither do I think iF is necessary
or obligatory to make available the liberalized limit on the
credit from 25 percent from taxes to 50 percent before January 1,
1968.
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Following the Administration's proposals on these two
points, as compared with the House bill approach, will save
the Government $675 million in these fiscal years in which
we are facing these sizable deficits; as compared to a proposal
now being considered in the Committee to lift the suspension
back to October 10, 1966, the date of the original enactment,
the difference is nearly $1 billion.

The course of fiscal responsibility under these circum-
stances is very clear. I strongly urge the Committee to take
the necessary action to implement the approach I have here
outlined and thus minimize either the need to increasé
the national debt, finance a larger deficit by going to the
public markets for money or laying additional tax burdens
through the income tax route.

Sincerely yours,

rt

(Signed) Henry H. Fowke

Henry H. Fowler

The Honorable

George A. Smathers
United States Senate
Washington, D. C. 20510



TREASURY DEPARTMENT

WASHINGTON. D.C.
March 22, 1967
FOR IMMEDIATE RELEASE

TREASURY'S MONTHLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders
for two series of Treasury bills to the aggregate amount of
$1,400,000,000, or thereabouts, for cash and in exchange for
Treasury bills maturing March 31,1967, in the amount of
$1,400,808,000, as follows:

275-day bills {to maturity date) to be issued March 31, 1967,
in the amount of $§ 500,000,000, or thereabouts, representing an
additional amount of bills dated December 31,1966, and to
mature December 31,1967,originally issued in the amount of
$901,030,000, the additional and original bills to be freely
interchangeable,

366~-day bills, for $900,000,000, or thereabouts, to be dated
March 31, 1967, and to mature March 31, 1968,

The bills of both series will be issued on a discount basis under
competitive and noncompetitive bidding as hereinafter provided, and at
maturity their face amount will be payable without interest. They
will be issued in bearer foym 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 Standard time, Tuesday,
March 28, 1967. 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. (Notwithstanding the fact
that the one-year bills will run for 366 days, the discount rate will
be computed on a bank discount basis of 360 days, as is currently the
practice orn all issues of Treasury bills). It is urged that tenders be
made on the printed forms and forwarded in the special enveloPes vhich
will be supplied by Federal Reserve Banks or Branches on application
therefor.

Banking institutions generally may submit tenders for account of
customers provided the names of the customers are set forth in such
tenders. Others than banking institutions will not be permitted to
Submit tenders except for theilr own account. Tenders willl be recelved
without deposit from incorporated banks and trust companies and from

F-858
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responsible ard recognized'dealers in investment securitles. Tenders

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 bank
or trust company.

Immediately after the closing hour, tenders will be opened at the
Federal Reserve Barks and Branches, following which public announce-
ment will be made by the Treasury Department of the amount and price
range of accepted bids. Those submitting tenders will be advised
of the acceptance or rejection thereof. The Secretary of the Treasury
expressly reserves the right to accept or reject any or all tenders,
in whole or in part, and his action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for
each issue for $200,000 or less without stated price from any one
bidder will be accepted in full at the average price (in three
decimals) of accepted competitive bids for the respective issues.
Settlement for accepted tenders in accordance with the bids must be
made or completed at the Federal Reserve Bank on March 31, 1967, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing March 31,1967. Cash and exchange tenders
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

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

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

conditions of their issue. Copies of the circular may be obtained fro
anv Tederal Reserve Bank or Branch.



TREASURY DEPARTMENT
Washington

STATEMENT BY THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
BEFORE THE SENATE SMALL BUSINESS COMMITTEE
WEDNESDAY, MARCH 22, 1967, 10:00 A, M.

I am very pleased to appear at these important hearings. The efforts
of your Committee to learn more about the present position of small business,
and its outlook, and how it can be kept vigorous and dynamic deserve the
fullest support throughout the Government and the public.

Prosperous and growing small business enterprises are vital to the
maintenance of a strong, free and competitive economy. [ can assure this
committee that this basic premise as an important factor in all the economic
policy actions of the Administration.

The Small Business Stake in an Expanding Economy

While there are in existence a number of programs designed to promote
small business -- and others being proposed -- the primary influence upon
small business is the overall condition of the economy. Swings in aggregate
economic activity tend to have more than a proportionate effect on smaller
enterprises. This has been evident in past recessions. For example:

During the 1954 recession, pre-tax ecarnings of the smallest manufacturing
corporations (those with assets under $1 million) declined by nearly 29 percent,
while earnings of larger corporations dropped by 12 percent. Again, in the
1958 recession, earnings of the smallest corporations declined by 31 percent,
compared with 19 percent for larger corporations. This effect is seen even
during the relatively mild 1960 recession, when earnings of the small

corporations fell 22 percent, compared with 7 percent for the larger corporations.
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It is of special importance to a healthy small business community
in our economy that this phenomenon operates also in the other, and positive
sense: smaller cnterprises tend to make greater gains in a peirod of
general prosperity than do the larger businesses,

During tne six uninterrupted years of economic expansion since 1960
we have seen remarkable and widely shared gains in economic progress and
welfare in the United States. Small business has participated greatly in
this prosperity -- whether measured by growth in number of firms, increases
in number of firms, increases in absolute value of sales and profits, rates
of return on capital or the share of total purchases and contract awards
by the Federal Government., For example:

-- The earnings of the smallest manufacturers over the past six years

increased at a morc rapid rate than those of larger manufacturing corporations.

For the first three quarters of 1966, profits before taxes of these
corporations morc than tripled the level of six years earlier, compared
with the laraer corporations whose profits doubled over the same period.

-- After-tax earnings of small corporations rose significantly --

both absolutely and in comparison with larger corporations.

The relatively superior performance of small corporations in these
years, in part, may reflect the ability of such companies to expand
operations without commensurate increases in costs. Certain special tax
advantages I will discuss later, also helped to provide a relatively

greater increase in after-tax earnings of small corporations.
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All these factors contributed to a significant trend rise in before-
and after-tax rates of return on capital to small business. During the
third quarter of 1966, pre-tax profits per dollar of sales in small-size
corporations reached 6.1 cents, up from 5.0 cents a year earlier. The
rate of pre-tax profit on stockholders' equity reached a postwar high of
32 percent in this latest quarter, compared with 26 percent a year earlier.
Strong advances also were made by large corporations, but not to the same
degree.

Another clement contributing to the impressive sales and profit
performance of small business was the solid record of fair allocations of
Federal contracts to small business. During 1966, Department of Defense
prime contracts for procurement to small business amounted to 21 percent
of the total value. This was higher than the 20 percent share in 1964 and
1965 and 16 percent in 1963. In civilian executive agencies, the fiscal
year 1966 small business share amounted to 22 percent of the total value of
procurement.

It is of further particular importance to the small businessman that
despite the demands brought on by the hostilities in Vietnam we have not
resorted to the broad range of controls on production and defense materials
such as occurred during the Korean War. As hearings of this Committee
have well documented, small business has been at a relative disadvantage

under extensive production and materials control systems in the past.
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There are other aspects of the small business picture which, on the
surface, are less encouraging. While the number of small businesses
continues to grow -- achieving a 1-1/2 percent annual increase in the
past two years ~- their relative share in the total number of U. S.
business concerns has slipped. In manufacturing, the smallest corporations --
those, to repeat, with assets of less than $1 million -- registered sales
during the first three quarters of 1966 which were nearly 50 percent
higher than in 1960, But this was not as great as the increase in sales
of larger corporations, which rose nearly three-fifths over this period.

The latest available comprehensive sales figures, those for the third
quarter of 1966, show sales for the smallest corporations up 12.3 percent
above a year earlier, while sales of larger sized corporations increased
13.6 percent.

The share of national income going to small business has probably
diminished over the last decade. But, by and large, the position of small
business has strengthened appreciably during the current economic expansion,

Recent months have witnessed a leveling off in sales to consumers
which has undoubtedly been noticed by both small and large businesses.
However, personal income has continued to rise and unemployment remains low.
We believe that when these factors are coupled with still higher expenditures
for defense and for state and local improvements, and also easier credit
conditions which will be of particular benefit to homebuilding, the pace
of economic expansion will pick up again. Indeed, the slower pace of

expansion in this current half year period was anticipated in the economic



program sct out by the President at the start of the year. It is in light
of this pattcern that current fiscal planning is in terms of a tax surcharge
to take effect later this ycar, and not in the current period of lessecned
exuberance.

Small Dusiness and Taxation

A number of new or strengthencd provisions of the tax law in the last
six years recognize particular problems faced by smaller businesses. These
provisions are:

Reversal of corporate normal and surtax rates. The Revenue Act of

F

1964 reduced thc tax rate applicable to the first 525,000 of corporate
income from 30 percent to 22 pecrcent, a 27 percent reduction at a time

when the tax rate on corporatce income in excess of $25,000 was being reduced
by slightly over 8 percent., The annual tax saving for the 500,000 corporate
firms with taxable incomes of $25,000 or less totaled about $270 million
beginning in 1964.

Accomplished through the reversal of the corporatc normal and surtax
rates, this special reduction for small business rcpresented a long-sought
reform in the corporate rate structurc to encourage the growth and
survival of small companies.

General rate reduction. The Revcnue Act of 1964 gave ncw mcaning and

content to the national policy declared by the Congress in the Employment
Act of 1946, At a critical stage in our cconomic development this tax

reduction legislation gave the private economy a boost. Small business
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had a vital stake in this major legislation both in its capacity as taxpayer
and in its capacity as bencficiary of enlarged purchasing power for its out-
put of goods and services.

Small business benefited considerably from the cuts in individual income
tax rates in 1964 which averaged 20 percent. These rate cuts applied to
thc owners of about four million unincorporatcd busincsses.

Small business benefits in a special way from a fiscal policy aimed
at incrcasing economic stability because small businesses with limited
financial resources arc most likely to be adversely affected in a recession.
The successful economic policy directed at maintaining high employment
over the last six ycars has greatly reduced the failure rate of small
businesses and has made possible the launching of new ventures which could
not have been successfully launched under recession conditions.

Income averaging. A number of small unincorporated businesses in a

variety of trades and industries have widely fluctuating incomcs. Such
firms will benefit from the incomec-averaging provision of the 1964
Revenue Act. It applies to any individual whose ordinary income for the
taxable year increases by more than one-third (but at least $3,000) over
his average income for the prior four ycars. In effcct, the taxpayer

is allowed to treat any amount over the one-third increase as though

he had carned it over a five-year period -- and his overall income for

that year is thus taxed at a considerably reduced rate.
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For example consider a businessman whose business profit and

corresponding taxable income for the five years 1962-1966 were as

follows:
Profit Taxable income

1962 $30,000 §25,000
1963 5,000 1,000
1964 33,000 26,000
1965 30,000 23,000

Subtotal 75,000
1966 100,000 90,000

Without averaging, this businessman, assuming he were
married, would be subject to a marginal rate of tax as high as
60 percent on his 1966 income, and would pay a total tax for 1966
of $39,180. With averaging, however, the marginal rate will range up
to 45 percent, and his total tax on 1966 income will amount to
$32,120. Thus, averaging provides this businessman with a tax saving

of $7,060,
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Income averaging is particularly advantageous to small businesses
and has provided them with very substantial tax savings. In 1965, more
than half of the tax reduction from income averaging went to individuals
whose principal source of income was from business, partnership, or
profession net profit. Their tax savings totaled nearly $86 million of the
$168 million savings for all taxpayers. Averaging was used by nearly
135,000 taxpayers whose principal income was from these sources.

The investment credit, Several features of the investment credit law

enacted in 1962 provide particular advantage to small business. In general,
the investment credit has been limited to an amount equal to 25 percent of
the annual tax liability. This limitation will be increased to 50 percent
effective for periods after January 1, 1968 if Congress enacts the President's
recommendations to lift the suspension of the credit. However, in recognition
of the problems of small business this limitation is not imposed on the

first $25,000 of tax liability.

A 3-year carry back and a 5-year carry forward of unused investment credit
were provided in the original legislation. The carry forward was recently
extended to 7 years, further protecting the fimm with uneven earnings or
uneven investment against waste of unused credit benefits. These carry over
provisions are likely to be of particular benefit to smaller firms which
frequently have uneven patterns of earnings and investment. In addition,
the amount of used property that may be counted for investment credit purposes
is limited to $50,000 in a year. This covers the full purchases of small
and medium sized businesses but restricts the investment credit of used

property acquisitions by a large business.
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Investment credit suspension. When it became necessary to suspend

temporarily the investment credit and the accelerated depreciation methods

on buildings in 1966, special exemptions were designed to help small business
and farmers. These provisions exempted up to $20,000 the cost of machinery
and equipment. They also exempted from the suspension of accelerated
depreciation a building or buildings costing no more than $50,000. These
exemption rules were specifically designed to help small business enterprises
and independent farmers.

Effect of investment credit combined with other tax measures. The tax

treatment of new investment for machinery or equipment may be illustrated in
terms of the percentage of the cost of an asset subject to tax writeoff or
equivalent charges against income in the year of acquisition.

In the case of a 10-year asset costing $10,000, purchased by a firm subject
to the 22-percent corporate nomal tax rate, the following deductions or
equivalents may be taken:

20-percent initial allowance (1958 law) $2,000
7-percent investment credit expressed

as an equivalent deduction from

income 3,182
First-year depreciation (double-declining

balance depreciation, 10-year life) 1,600
Total 6,782

As these figures demonstrate, the various allowances under present law
and the proposed reinstatement of the investment tax credit would in effect
permit tax free recovery of two-thirds of the cost of a machine or other

equipment item with a 10-year life in the year of its acquisition. To the

extent the depreciable life is shorter than the 10-years assumed in the example,

the proportion of capital recovery would be still greater.



- 10 -

The average 15-percent reduction in tax lives resulting from the 1962
liberalization of depreciation guidelines is assumed to be already reflected
in the 10-years used here. Prior to this reduction, the tax life would have
been 11.75 years, with the result the first years double-declining balance
depreciation would have been $338 less than the $1,600 indicated.

Measures such as liberalized depreciation, the special low corporate
tax rate and the proposed reinstatement of the full investment tax credit
all serve to increase the internally generated flow of cash needed to make
new investments. This is especially important to the capital scarce and
growing small firm.

There are several problem areas in the current tax law which call for
remedial legislation for the benefit of small business. Changes dealing with
these problem areas should be made.

Abuses in the Exempt Organization Area. The Treasury Department has

recently recommended legislative action upon two problems in the exempt
organization area of concern to small business.

Foundations. Advantages which tax exemption confers upon private
foundations has made some of these organizations formidable and successful
competitors with taxablc businesses. Defects in the present tax on the
unrelated business income of private foundations make it possible for many
foundations to arrange their business enterprises so as to largely or cntirely
immmize the profits from tax. Even if the present unrelated business income
tax contained no avenues of avoidance, the commercial enterprises conducted
or controlled by private foundations would still possess significant competitive

advantages over those owned by taxable entities.
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Because contributions to foundations are deductible, the capitalization
of foundation businesses is accomplished with tax-free dollars, rather
than after-tax dollars. The tax immunity of dividends, interest, and
other proceeds stemming from passive sources enables foundations to supply
capital to their business endeavors with exempt income. Experience with
foundation-owned businesses has shown that they are frequently free from
demands for current distributions of earnings -- often an important
competitive advantage. Because of these competitive problems, and other
unfortunate consequences attendant on foundation involvement in business,
the Treasury Department has recommended that Congress adopt legislation
requiring private foundations to dispose of substantial business interests
which are unrelated to exempt activities.

Investment Borrowing by Exempt Organizations. In 1965 the Supreme

Court approved capital gains treatment for persons who sold a business to

a tax-exempt organization under an arrangement designed both to immunize

the business profits from tax and to provide payment of the purchase price
only from those profits. The decision provides a powerful incentive

for the owners of businesses and other classes of productive property to
sell to exempt organizations, rather than taxable purchasers, because the
tax exemption of the proceeds being used to finance the purchase price makes
it possible for the exempt entity to pay a substantially higher price than
anyone else can afford. This tax incentive thus stamps out many promising
small enterprises. And it places taxpaying business enterprises at a
substantial competitive disadvantage in acquiring other businesses. To deal

with this problem and related difficulties flowing from the Supreme Court
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decision, legislative proposals are being developed -- similar to bills upon
which the Ways and Means Committee held hearings last year -- which would

restore competitive parity in this area.

The advantagec employed by large chains of corporations using multiple

surtax excmptions. The advantage enjoyed by large chains of corporations

using multiple surtax exemptions is a serious burden on small business
competitors. The special provisions, including a 6 percent penalty tax
enacted in 1964 applicable to corporations using multiple surtax exemptions,
did not appreciably reduce the special tax advantage of the large corporate
chains. Further steps are necessary to reduce the ability of the large
multiple corporate chains or complexes to pre-cmpt a large portion of the
benefits intended to assist small corporate business.

Some $150 million of unintended tax windfalls to multiple groups is
involved.

Revision of the tax option corporation provisions. The 1958 legislation

providing tax benefits for small business is not trouble free. In particular,
the provisions permitting corporations to elect not to pay

corporate tax in a manner ''somewhat like partnerships'" are complex. As a
result it has been difficult for small business to use this election. These
provisions now arc being explored by the Treasury staff in discussions with

an American Bar Association Section on Taxation committee and the staff of
the Joint Committee on Internal Revenue Taxation. These discussions should

prove fruitful and result in a proposal to revise this special election
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to make it more available to small business by eliminating the complexity
in the way the election operates, as well as some unintended hardships and

some unintended benefits.

The use of industrial development bonds by states and municipalities,

Abuses of the tax exempt borrowing privilege extended to our state and

local governments are becoming a source of major concern ta everyone interested
in industrial financing and to everyone interested in the integrity of our
federal taxing system. In 1960 when only 13 states authorized industrial
development bonds the total of new issues in that year amounted to only

$70 million. By 1966 the annual volume of new issues had increased over
sevenfold to $500 million and the number of states that sanctioned some form

of this abuse of their borrowing status had increased to 35.

The industrial development financing technique was originally developed and
used as a means of attracting relatively small industrial concerns to rural
areas. In recent years, however, it has been used to create multi-million
dollar facilities for some of the largest industrial corporations in the
country. Tax-exemption has thus been utilized for the benefit of large
industrial concerns which do not face the major problem confronting small
business firms, that is, securing loan funds at a reasonable cost. In either
case the practice represents a costly and uncontrolled waste of federal tax
dollars that should be stopped.

I think this review suggests that the tax advantages already available
to small business are such that caution is in order in considering any new

special tax advantages for small business. Such benefits may, despite the
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best intentions, turn out in practice to be of greatest benefit to large
wealthy enterprises and thereby worsen the competitive position of small
business. They may go beyond any demonstrated genuine need for financial
assistance through the tax system. Their costs to the revenue system may
outweigh scattered and hard-to-measure benefits.

As a very practical case in point, consider the existing special low
rates on the first $25,000 of corporate earnings. As we have just seen,
the spread between the 22 percent rate and the general 48 percent corporate
rate creates the problem of multiple incorporation whereby benefits intended
for small business frequently misfire and give large corporate chains an
unfair advantage.

While there may be particular instances in which tax relief is the sound
way of dealing with a particular small business problem, the substantial
use already made of the tax system for this purpose suggests that further
steps require increasing caution and increasingly careful examination of
the existing framework of tax benefits.

Small Business and Financial Markets

The bulk of small business financing is done in private financial
markets. While there does not seem to be any particular reason to believe
that the legitimate financial needs of small business are going unmet, this
is an area where our statistical information is meagre.

In 1958 the Federal Reserve Board published the results of a major
study on the availability of financing for small business. The study included
the various needs of small business for financing and sources of funds, and

a detailed statistical study of bank lending to small business in an effort
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to determine whether tight money had a discriminatory impact on small business.
The Federal Reserve's study still stands as the most thorough examination of
small business financing that has been undertaken. llowever, in the course

of the intervening 10 years from the end of the period examined there have

been important changes in the financial environment in which American business,
large or small, operates.

The 1958 study suggested that while short-tem financing through banks
and trade sources was generally adequate, there appeared to be some gaps in
the availability of longer-term and venture capital. Two subsequent surveys
in 1959 and 1960 -- described in Chairman Martin's recent statement to your
Committee -- confirmed that small business firms encountered greater
difficulty in satisfying their financing needs in the areas cf long-term
debt and equity capital. In an cffort to plug some of the gaps, Congress
in 1958 expanded the authority of the Small Business Administration and made
it a permanent agency. In connection with the demonstrated need in the area
of long-term financing and equity capital, the Small Business Investment Act
established the Small Business Investment Company Program in 1958. While
the program has not been problem-free and many SBIC's have encountered
financial difficulties, the program has contributed to an increased flow of
venture capital to small business.

Since the Small Business Investment Act of 1958, Congress has on several
occasions expanded the tools and lending programs of the SBA. The participation
sales legislation, strongly supported by the Treasury and enacted last year,
provides an efficent and orderly method for transferring to the private sector

financial assets held by the Small Business Administration and other Federal
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agencies. As Mr. Boutin pointed out in his statement before your Committee,
the participation sales program enables the Small Business Administration,
through the Federal National Mortgage Association, to market participation
certificates based upon loan pools and thus obtain funds for its lending
programs.

During the past five years or so there has emerged a more competitive
climate in banking and finance. This relates in part to increased competition
for time and savings deposits and the need to put them to work profitably.

It relates also to relaxation of some of the restrictibns on the lending
undertaken by various financial institutions and to the increased number of
branches of financial institutions and the number of bank charters. The
prepared statement of Comptroller Camp to your Committee has pointed to the
structural changes in banking that have occurred in recent years and their
importance for small business financing. As a result banks and other lenders
have taken a more positive attitude toward making loans and toward taking
risks, and the general availability of funds to small business firms
increased appreciably. This greater credit availability has contributed to
the improved performance of small business discussed in Mr. Boutin's statement
of March 1 to this committee.

A question explored in the Federal Reserve's earlier study of small
business financing and one that has been the source of considerable practical
and theoretical interest is whether small business is subject to discrimination

under tight money conditions.
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In periods of monetary restraint previous to our most recent experience,
the impact of restraint fell heavily on commercial banks and their customers.
Bank credit grew only slightly and banks were forced to ration their lending.
Rationing sometimes took the form of restricting credit to customers in less
powerful financial condition, usually smaller firms.

But even ignoring this aspect of monetary restriction, the burden may
fall most heavily on smaller firms because they do not have ready access to
impersonal credit markets. Larger fims, not able to find adequate
accommodation at commercial banks, could bid for funds in the open market --
smaller firms could not. To some extent, of course, by relying on trade
sources for financing, smaller fimms could tap nonbank sources indirectly.

In more recent years banks have been able to compete strongly for time
deposits, thus expanding their business loans long into a period of monetary
restraint. Because banks could compete effectively for time deposits, much
of the burden of monetary restriction was shifted to impersonal credit
markets and to the thrift institutions. The latter development was not
altogether desirable, for it placed a heavy burden on the mortgage market
and the homebuilding industry. However, it does appear that elsewhere in
the economy smaller business firms fared reasonably well in competing for
credit in 1966 and they appeared to be under considerably less pressure than

during past periods of monetary restriction such as in 1956-57.
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Small Business and the Balance of Payments. A strong competitive

position in world markets is essential for our balance of payments. Our
balance of payments programs recognize the contribution that small business
can make, particularly in the export field. Mr. Linder has described to

your Committee how the financial programs of the Export-Import Bank are
designed to increase the participation of small and medium-size fimms in

this country's export trade. Mr. Trowbridge has explained the comprehensive
programs of the Department of Commerce which help our small businesses to expand
their sales abroad, and to enter foreign markets for the first time. The
Small Business Administration is also actively pursuing the goal of greater
participation by smaller business. The participation of these smaller firms
is frequently in the form of supplying components to major exporters -- making
their contribution relatively inconspicuous but no less real.

Small business can also help our balance of payments in such areas as
tourism, banking, and finance. Through their own efforts and by contributing
to a generally more competitive atmosphere at home, small businesses help to
insure our ability to meet import competition. We must make certain that we
take full advantage of the resources of the small business community in all
of these areas.

In concluding, I would return to my earlier stress on the controlling
fact that the greatest assistance we can give to small business flows from
policies encouraging an open, competitive, prosperous economy, making the
fullest practicable use of all its resources, including the invaluable

resources of small business. We do need to study the changing nature of the
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problems faced by small businesses and to insure that our ﬁrograms move
adequately with the times,

It seems to me that the further question is not, what more -- other than
maintenance of such favorable general conditions -- should we do for small
business, but, rather, the question should be: Are we doing through public
policy, everything that we can, and should, do to avoid any loss of the
benefits of an open, competitive and prosperous economy to small business
due to lack of information, lack of financial strength or other possible
disadvantages of small size.

I think we should be energetic in seeking to offset any such penalties.
I think that if we are, we will find that we free small business from the
need for special advantages.

Therefore, the leadership provided by your Committee and the Small
Business Administration is extremely welcome. I am sure that all branches
of the Government will be working with you to detemmine how we can best
insure that small business remains the vital force in our economy that it

has been in the past.
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TREASURY DEPARTMENT

WASHINGTON, D.C.

March 22, 1967
FOR IMMEDIATE RELFASE

TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders
for two series of Treasury bills to the aggregate amount of
$2,300,000,000, or thereabouts, for cash and in exchange for

Treasury bills maturing March 30, 1967, in the amount of
$2,304,771,000, as follows:

9l-day bills (to maturity date) to be issued March 30, 1967,
in the amount of $1,300,000,000, or thereabouts, representing an
additional amount of bills dated December 29, 1966, and to
mature June 29, 1967, originally issued in the amount of

$1,001,292,000, the additional and original bills to be freely
interchangeable,

182-day bills, for $1,000,000,000, or thereabouts, to be dated
March 30, 1967, and to mature September 28,1967.

The bills of both series will be issued on a discount basis under
competitive and noncompetitive bidding as hereinafter provided, and at
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 recelved at Federal Reserve Banks and Branches
up to the c¢losing hour, one-thirty p.m,, Eastern Standard
time, Monday, March 27, 1967. 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 not
be used. It is 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 of
customers provided the names of the customers are set forth in such
tenders. Others than banking institutions will not be permitted to
submit tenders except for their own account. Tenders will be recelved
without deposit from incorporated banks and trust companies and from
responsible and recognized dealers in investment securities. Tenders
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 bank
or trust company.
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Immediately after the closing hour, tenders will be opened at ¢
Federal Reserve Banks and Branches, following which public announce.
ment will be made by the Treasury Department of the amount and priee
range of accepted bids. Those submitting tenders will be advised
of the acceptance or rejection thereof. The Secretary of the Treas
expressly reserves the right to accept or reject any or all tenders
in whole or in part, and his action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for
each issue for $200,000 or less without stated price from any one
bidder will be accepted in full at the average price (in three
decimals) of accepted competitive bids for the respective issues.
Settlement for accepted tenders in accordance with the bids must be
made or completed at the Federal Reserve Bank on March 30, 1967, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing March 30, 1967. Cash and exchange ten
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

The income derived from Treasury bills, whether interest or
gain from the sale or other disposition of the bills, does not have
any exemption, as such, and loss from the sale or other disposition
of Treasury bills does not have any special treatment, as such,
under the Internal Revenue Code of 1954. The bills are subject to
estate, inheritance, gift or other excise taxes, whether Federal ot
State, but are exempt from all taxation now or hereafter imposed or
the principal or interest thereof by any State, or any of the
possessions of the United States, or by any local taxing authority
For purposes of taxation the amount of discount at which Treasury
bills are originally sold by the United States is considered to be
interest. Under Sections 454 (b) and 1221 (5) of the Internal
Revenue Code of 1954 the amount of discount at which bills issued
hereunder are sold is not considered to accrue until such bills ar
sold, redeemed or otherwise disposed of, and such bills are exclud
from consideration as capital assets. Accordingly, the owner of
Treasury bills (other than life insurance companies) issued hereun
need include in his income tax return only the difference between
the price paid for such bills, whether on original issue or on
subsequent purchase, and the amount actually received either upon

sale or redemption at maturity during the taxable year for whicht
return is made, as ordinary gain or loss.

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

conditions of their issue. Copies of the circular may be obtained
any Federal Reserve Bank or Branch.



TREASURY DEPARTMENT

WASHINGTON, D.C.

FOR RELEASE 12:00 NOON, March 23, 1967
THURSDAY, MARCH 23, 1966

SECRETARY FOWLER ANNOUNCES APPOINTMENT OF GLEN R, JOHNSON
AS NATIONAL DIRECTOR, U. S. SAVINGS BOND DIVISION

Secretary of the Treasury Henry H. Fowler today announced
the appointment of Glen R. Johnson as National Director of the
U. S. Savings Bonds Division.

Mr. Johnson has been State Director of the Savings Bond
Division in Minnesota since 1962. Under his direction '
Minnesota's annual percentage gain in Savings Bonds sales rose
from 48th among the states to first.

Mr. Johnson was born in Lake Lillian, Minn., May 2, 1929.
He attended Gustavus Adolphus College and the Minnesota School
of Business between 1946 and 1949. His first federal job was
as a . U. S. postal clerk in the early 1950's.

In 1949 he founded the Lake Lillian Crier, a weekly
newspaper, of which he was editor and publisher until 1961. He
also published Fishing and Boating News, a sporting publication.

Mr. Johnson was appointed Deputy Director and Area Manager
of the Minnesota U. S. Savings Bonds Division in May, 1961, and
became State Director in January, 1962.

He has been President of the Lake Lillian Chamber of
Commerce ; Chairman of the Kandiyohi County United Fund and of
the county Mental Health Association; organizer and President
of the Kandiyohi County Press Association; Secretary of the
Congregation of the Lake Lillian First Lutheran Church, and is
an Honorary Member of the Minnesota Newspaper Association. He
has been active in the Red Cross, March of Dimes and Cancer
Drive,

Mr. Johnson was named Twin City Civil Service "Employee
of the Year', in the leadership category, in 1965 -- one of
three Federal employees selected from a field of 16,000. That
same year, he won Treasury's Certificate of Merit Award.
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Mr. Johnson is married to the former LaVonne Corley of
Lake Lillian. Mr. and Mrs. Johnson have three children,
vicki, 17; David, 13; and Lori, 12.

Mr. Johnson's parents are Mr. and Mrs. Oscar Johnson of
Lake Lillian.
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TREASURY DEPARTMENT

WASHINGTON, D.C.
March 23, 1967

FOR IMMEDIATE USE

UNDER SECRETARY OF THE TREASURY JOSEPH W. BARR
AND CONGRESSIONAL ADVISERS
TO VISIT AFRICAN COUNTRIES

Under Secretary of the Treasury Joseph W. Barr is departing
for Africa today for discussions with the Tunisian Minister
of Planning and National Economy, Ahmed Ben Salah, the Ethiopian
Minister of Finance, Menasse Lemma, the Minister of Finance of

Kenya, J. S. Gichuru and the Minister of Finance of the Ivory
Coast, Konan Bedie.

The Treasury Under Secretary will discuss with the four
African Ministers their experience with the International
Development Association and the International Finance Corporation.

He will also consult in Abidjan, Ivory Coast with President
Mamoun Beheiry of the African Development Bank and his colleagues.
The U. S. Government is considering ways in which the United States
could appropriately respond to the request of the African Development
Bank for United States participation in a special fund to finance
worthy projects beyond the means of the Bank's ordinary capital.

These discussions will be carried out in the light of
President Johnson's statement that United States aid policy toward
Africa will encourage the African activities of the World Bank
and its affiliates, direct more resources into projects and
programs involving more than one African country and seek
breakthroughs in private investment in Africa.

Under Secretary Barr will be accompanied by members of
longress concerned with U. §. financial participation in the
Jperations of the World Bank, the International Development
\ssociation and other multi-national development institutions.

They are:

From the House Banking and Currency Committee: Rep. Abraham J.
fulter; Rep. Seymour Halpern; Rep. Leonor K. Sullivan;
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Rep. Albert W. Johnson; Rep. Robert G. Stephens, Jr.; Rep.Chester L.
Mize; and Rep. Tom S. Gettys.

From the House Appropriations Committee: Rep. Jeffery Cohelan
and Rep. Silvio O. Conte.

From the House Foreign Affairs Committee: Rep. Donald M. Fraser.

Mr. Barr will also be accompanied by Assistant Secretary
Knowlton and staff officials from the Treasury, the State Department,
the Agency for International Development and interested
Congrzssional committees.

Mr. Barr will be in Tunis March 24-27, in Addis Ababa,
March 27-29, in Nairobi, March 29-April 2 and in Abidjan April 3.
e will return to Washington April 3.
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TREASURY DEPARTMENT

WASHINGTON. D.C.
R RELEASE 6:30 P.M.,
)ndly, March 27, 19670

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
il1s, one series to be an additional issue of the bills dated December 29, 1966,
W the other series to be dated March 30, 1967, which were offered on March 22,
)67, were opened at the Federal Reserve Banks today. Terders were invited for
|,300,000,000, or thereabouts, of 9l-day bills and for $1,000,000,000, or there-
yuts, of 182-day bills. The details of the two series sre as follows:

\NGE OF ACCEPTED
JWPETITIVE BIDS:

91-day Treasury bills
maturing June 29, 1967

182-day Treasury bills
maturing September 28, 1967

2 ee o8

Approx. EQuiv,

Approx. Equive.

Price Annual Rate Price Annual Rate
High 98.955 L.134% : 97.957 L.oul
Low 98.9L7 L.166% : 97.930 h.095§
Average 98.951 L.150%8 1/ 97.911 L.073% 1/

55¢ of the amount of 9l-day bills bid for at the low price was accepted
blg of the amount of 182-day bills bid for at the lew price was accepted

)TAL .ZNDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted : Applied For Accepted

Boston $ 20,188,000 § 10,188,000 : § 13,088,000 ¢ 1,088,000
New York 1,679,203,000 892,787,000 :  1,201,981,000 690,521,000
Philadelphia 30,348,000 18,348,000 : 11,610,000 3,610,000
Cleveland 28,866,00‘0 28,866,000 s 15’398,0’00 159398’OOO
Richmond 13,980,000 13,980,000 : 3,051,000 3,051,000
Atlanta 5k,303,000 28,889,000 : 28, 31,000 17,10L,000
Chicago 33k, 717,000 141,017,000 : 293,717,000 153,717,000
St. louis 50,109,000 39,37h,000 : 13,792,000 9,092,000
Minneapolis 19,5L6,000 1L,356,000 : 9,78l,000 5,284,000
Kansas City 35,505,000 29,498,000 @ 9,592,000 9,592,000
Dallas 2k, 76L,000 1k, 114,000 1,727,000 L, 727,000
San Francisco 233,827,000 68,737,000 * 182,826,000

TOTALS $2,525,656,000 §1,300,L45L,000 a/ $1,795,910,000  $1,001,122,000 b/

/" Includes $273,667,000 noncompetitive tenders
! Includes $ 94,905,000 noncompetitive tenders

/ These rates are on & bank discount basis.

accept: i at ihe average price o7 9§,95]
accepted at the average rrics of 97,91

4.26% for the 91-day bills, and L.23% for the 182-day cills.

T~ 863

The ecuivalent coupon issue yields are



TREASURY DEPARTMENT

WASHINGTON, D.C.
March 28, 1967

FOR IMMEDIATE RELEASE

TREASURY DECISION ON FISHERY PRODUCTS
UNDER THE ANTIDUMPING ACT

The Treasury Department has determined that shrimps, lobster
tails, and lobsters, fresh frozen or cocked frozen, from the
U.S.S.R. are not being, nor likely to be, sold at less than fair
value within the meaning of the Antidumping Act, 1921, as
amended (19 U.5.C. 160 et seg.). A "Notice of Tentative Determina-
tion," was published in the Federal Register on January 31, 1967.

All vwritten submissions received in opposition to the tenta-
tive determination were given full consideration, but none contained
persuasive grounds justifying a different conclusion. No request
was made of the Secretary of the Treasury for an opportunity to
present views.

Customs officers are being instructed to proceed with the ap-
praisement of this merchandise from the U.S.S.R. without regard to
any question of dumping.

Imports of the involved merchandise received during the period
January 1, 1966, through October 31, 1966, were valued at approxi-
mately $500,000, There have been no reports of importations of the

merchendise under consideration subsequent to the foregoing period.



TREASURY DEPARTMENT

WASHINGTON. D.C.

: RELEASE 6:30 P.M.,
spday, March 28, 1967.

RESULTS OF TREASURY'S MONTHLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
\1s, one series to be an additional issue of the bills dated December 31, 1966, and
) other series to be dated March 31, 1967, which were offered on March 22, 1967, were
med at the Federal Reserve Banks today. Tenders were invited for $500,000,000, or
reabouts, of 275-day bills and for $900,000,000, or thereabouts, of 366-day bills,.
details of the two series are as follows:

GE OF ACCEPTED 275-day Treasury bills

366-day Treasury bills
PETITIVE BIDS: maturing December 31, 1967

maturing March 31, 1968

Approx. EQuiv. @ Approx. Equiv.
Price Annual Rate : Price Amual Rate
High 96.899 4.059% : 95.870 L.062%
Low 96,872 4.095% : 95.839 L.093%
Average 96,885 homg L/ : 95,858 L.o7kg 1/

354 of the amount of 275-day bills bid for at the low price was accepted
56% of the amount of 366-day bills bid for at the low price was accepted

AL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

istrict Applied For Accepted s plied For Accepted

»ston ¥ 20,000 ¥ 20,000 : 30,186,000 ¥ 19,166,000
 York 917,9L8,000 395,959,000 ¢ 1,131,891,000 666, 1:31,,000
liladelphia L, 32,000 321,000 @ 9,188,000 1,188,000
leveland 25,116,000 10,416,000 * 2L, 00L;, 000 8,974,000
tchmond 760,000 760,000 : 7,737’000 1,737’000
dlanta 15,L8L,000 5,L4EL,000 : 16,062,000 6,062,000
licago 207, 769,000 34,961,000 : 305,307,000 110, 307,000
i Louis 8,252,000 4,952,000 : 9,698,000 6,598,000
meapO].iS ll,lhé,OOO 1,1146,000 : 3)579,“” 1,859,(»0
nsag City 1,5h9,000 1,5)-19,000 : 2’928’000 2’928’m0
1las 11,550,000 6,550,000 ¢ 12,079,000 8,079,000
1 Francisco 95, 205,000 37,950,000 : 116,173,000 66,673,000

TOTALS  $1,299,L23,000 $ 500,071,000 a/ $1,669,132,000  $ 900,002,000 b/

Includes $18.116.000 noncompetitive tenders accepted at the average price of 94,885
Includes $h0,127’000 noncompetitive tenders accepted at the average price of 95,858
These rates are on a bank discount basis. The equivalent coupon issue yields are
hh25¢ for the 275-day bills,end J,26¢ for the 366-day bills.

™ 86l



TREASURY DEPARTMENT

WASHINGTON, D.C.
varch 29, 1967,

FOR IMMEDIATE RELEASE

TREASURY'S WEEKLY BILL _i'b.RING

The Treasury Department, by this publiz notlice, lu.ites tenders
for two serles of Treasury bills to the aggregate amount of
$2,300,000,000, or thereabouts, for cash and in excharg: for
Treasury billls maturing April 6,1967, in “he amount of
$2,300,427,000, as follows:

9l-day bills (to maturity date) to be iszuel April 6, 1967,
in the amount of $ 1,300,000,000, sr thereabouts, representing an
additional amount of bills dated Januarv 5.1967, and to
mature July 6,1967, originally 1issued 1n “he amount of
$ 1,001,157,000,the additional and original biils to be freely
interchangeable.

182-day billa, for $1,000,000,000, or thereazsuts, to be dated
April 6, 1967, and tn mature October 5, 196/,

The bills of both series wlll »e issued cn a discount basis under
competitive and noncompetitive bidding as hereinafter provided, and at
maturity their face amount willl be payavle without .nterest. .They
will be issued in bearer form cnly, and in denominations of $1,000,
$5,000, $10,000, $50,000, $100,000, $500,00C0 anu $1,000,000
(maturity value).

Tenders will be received at Feceral Reszerve Banks and Branches
up to the closing hour, one-thirty p.m., Easterr Standard
time, Monday, April 3, 1967. Terncers will not e
received at the Treasury Department, Washington., Xach tender must
be for an even multiple of $1,000, and in the case of competitive
tenders the price offered must be expresssed on the basis of 100,
with not more than three decimals, e. 7.. 9%.925, Fractions may not
be used. It is urged that tenders be made on the printed ferms and
forwardec in the spacial envelopes whic:s «lil be suppiled by Federal
Reserve Banks or Branches on applicaticn iherefor,

Banking institutions generally mzy subm.. LEoders fop account of
customers provided the names of the customers are =% forth 1n such
tenders. Others than banking institutions wiil not be permitnsc to

submit tenders except for their own account, [endeans 'v;ii"y b recelved
without deposit from incorporated banks and tront oedanies 3eh from
responsible and recognized dealers 1in luvasiiie: ;x.;;-;,u;f‘mieia«‘ Tenders
from others must be accompanied by paviony Co & 2030wl the face

amount of Treswury bills applied fo~. wii2es Lhe cenders are o
accompanied by an express guaranty of payment heoan incorworated cank
or trust company.

F-865



Immediately after the closing hour, tenders will be opened at the
Foderal Reserve Banks and Branches, following which public announce-
ment will be made by the Treasury Department of the amount and price
range of accepted bids. Those submitting tenders will be advised
of the acceptance or rejection thereof. The Secretary of the Treasury
expressly reserves the right to accept or reject any or all tenders,
in whole or in part, and his action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for
each issue for $200,000 or less without stated price from any one
bidder will be accepted in full at the average price (in three
decimals) of accepted competitive bids for the respective issues.
Settlement for accepted tenders in accordance with the bids must be
made or completed at the Federal Reserve Bank on April 6, 1967, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing April 6, 1967. Cash and exchange tender
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills,

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

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

conditions of their issue. Copies of the circular may be obtained f
any Federal Reserve Bank or Branch.

o0o



FOR USE IN MORNING NEWSPAPERS OF
THURSDAY, MARCH 30, 1967

REMARKS BY THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
AT THE
LAUNCHING OF UNITED AIR LINES' 1967
DISCOVER AMERICA CAMPAIGN
STATLER-HILTON HOTEL, WASHINGTON, D. C.
WEDNESDAY, MARCH 29, 1967, 6:30 P.M., EST

‘ I am.indeed pleased this evening to be invited to the
lnauguration of United Air Lines' extraordinary promotion

campaign in support of President Johnson's Discover America
program.

In its brief two year existence, Discover America, Inc.
has worked vigorously to develop the American tourist market.
Until 1965 the United States lacked a single organization
which could serve to coordinate the many diverse tourist
programs of private industries. Now, in Discover America
we have such an organization and I am confident that these
unusual resources will be properly developed.

There is another important reason this evening for my
enthusiasm over the programs of Discover America and
United Air Lines. This reason relates to one of our most
important national efforts -- achieving for this country a
proper balance of international payments.

In recent years, with the continually ¥ising leve% of
income of the average American and the growing attr%ctlon
of foreign -- particularly European -- travel, Americans
have tended to seek more and more travel opp?rtunltles
abroad. The result has been a rapid growth in our ;
tourist expenditures overseas -- & growth whlch.has outpace
our receipts from foreign visitors Comlng'to this c?untry.
In 1955 our total travel payments to foreign countries were
approximately $1.4 billion. In 1966 we are gstlmatlng that
this dollar outflow will reach the $3.4 billion mark.



This figure in itself would not be significant were
it not for the wide gap between our own expenditures
abroad and our receipts from foreign visitors in the
United States., On the receipts side, we are now estimating
that in 1966 the total dollar inflow will total approximately
$§1.6 billion, an encouraging rise from less than $1 billion
in 1961. The net result, however, is a tourist deficit in
1966 around $1.8 billion. When we compare this $1.8
billion deficit on tourism with our overall deficit on a
liquidity basis of $1.4 billion in 1966, we can understand
the vital role which our tourist expenditures play in our
overall balance of payments results.,

The ultimate solution to containing our tourist deficit
lies in the success of efforts of private organizations such
as Discover America and United Air Lines. Tourism throughout
the world has become a major industry. The enormous tourism
boom in such areas as Western Europe, the Mediterranean,
Japan, Mexico, etc., is largely the result of vigorous
marketing efforts.

We in Government and private industry are only beginning
to realize the great potential which lies before the
American tourist market. American enterprise has traditionally
been quick and aggressive in seizing favorable market
opportunities for its products. Our product is travel in
America and our market consists of the many millions of travel-
conscious Americans and foreigners. Competition among
nations for this market is intense, and timing is highly
important. Unless we in the United States can act quickly to
capture a profitable share of this dynamic market, we may
find ourselves obtaining only marginal benefits from
international tourism.

The Administration fully supports the combined efforts
of organizations such as United and DiscoYer Ame?ica to
develop a profitable tourist market It is our judgment
that your initiative and imagination are b¥ far the best
ways to help correct our unfavorable tourism balance-and
enhance our tourist market for Americans and non-Americans

alike.
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TREASURY DEPARTMENT

WASHINGTON, D.C.
March 29, 1967
FOR _IMMEDIATE RELEASE

DR. HOWARD GETS TREASURY'S
ALEXANDER HAMILTON AWARD

Secretary of the Treasury Henry H. Fowler today
presented the Treasury's Alexander Hamilton Award to
Dr. Frank Leland Howard, director of the Treasury's Office
of Domestic Gold and Silver Operations.

The Alexander Hamilton Award is the Treasury's highest
honor. It was established in 1955 to ''give recognition for
outstanding and unusual leadership in the Treasury Department"
and "to be awarded those whose leadership in the Treasury is
such as to bring outstanding and unusual service and benefit
to the Government and so to the people of our Nation."

Dr. Howard leaves Federal service on March 31, after
nearly 33 years of service in the Treasury Department. He
began his employment with the Bureau of the Mint on
April 30, 1934. Beginning as an auditor he rose through the
ranks to become assistant director, and in several instances,
acting director of the Mint.

Dr. Howard's formal resignation took effect on
December 30. He agreed to remain for several months as a
consultant.

The award to Dr. Howard cited him for having ''contributed
with distinction to the formulation and execution of Treasury
policies concerning the domestic control of monetary metals,"
and noted that his advice has been sought by other
Government agencies, Members of Congress and by foreign
governments.,

From June 9 to August 25, 1945, Dr. Howard served as
Advisor to the Supreme Headquarters, Allied Expeditionary
Forces, directing the work of inventorying the precilous
metals collected by the Nazis during World War Il and stored
in the Reichsbank at Frankfort, Germany.

F-866
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In 1948, he served as Advisor to the Commanding General,
Eighth Army, Yokahama, Japan, on matters relating to an
inventory of precious metals in Eighth Army's custody.

Under the Point IV program, he advised Peruvian officials,
during August and September 1951, on the organization and
modernization of the National Mint of Peru.

In the Spring of 1957 he was head of a special mission
to Pakistan and India, working out arrangements for the
return of Lend-Lease silver,

In November and December, 1965, Dr. Howard was a
Consultant to the Government of Australia on various monetary
and mint problems, particularly the decimal coinage system.
During that period he also inspected the Sudanese Mint and

conferred with Sudanese officials on matters related to
Coinage.

Born in Hodgenville, Kentucky, Dr. Howard, 59, received
his B.S. degree in Business Administration from the
University of Kentucky. He took his M.S. and Ph,D. degrees
in Economics from the University of Virginia.

He was Assistant Director of the Mint from 1938 until
1961. 1In October 1961, the Office of Domestic Gold and
Silver Operations was established and Dr. Howard was named
its first director.

Dr. Howard lives at 3413 Dent Place, N.W., Washington, D.C.
The citation to his award is attached.

o0o
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Treasury Department Fiscal Year 1968
Appropriation Hearings

General Statement of the Secretary
AT 3 1ga)

Mr. Chairman and Members of the Treasury Subcommittee on
Appropriations, I am pleased to appear before you as the first
witness in support of the 1968 budget request of the Treasury
Department. Heads of each of the Treasury bureaus will appear
before you later to discuss in such detail as you may wish the

many important functions performed in the Treasury.

This year we do not have the Coast Guard with us. The
Department of Transportation is now established and transfer of
the Coast Guard has been completed, Its association with related
activities in the new Department should do much to enhance its
opportunities and effectiveness. We wish for the Coast Guard a

new era of ever finer achievement.

On March 20 the Committee on Appropriations of the House of
Representatives in House Report No. 144, reported H.R. 7501, making

appropriations for the Treasury Department for fiscal year 1968.

The Bill, as passed by the House on March 22, 1967, provides
$915,726,000 for regular annual operating appropriations. A reduction
of $12,147,000 was made in the budget estimates submitted by the
President. I would like to discuss genmerally the requests which we

included in the President's Budget and then comment on the effects of
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the reductions made by the llouse,

In the Treasury Department we are doing everything we can think
of to accomplish the tasks that have been assigned with the fewest
possible people and at the least possible cost. These hearings give
us an opportunity to explain our work plans and to present the
financial plans we have developed to accomplish them. We thank you
for the understanding and support of this Committee over our many
years of association. It is our intention to keep our affairs in
such order that your constructive interest will always be merited.
We welcome any suggestions you may have to improve service or save

money.,

Requests for regular operating appropriations in the President's
Budget totaled $927.9 million for 1968 -- an increase of $30.7 million
over appropriations to date for 1967 and proposed supplementals
included in House Documents No. 83 and 91. By comparison, the increase
we requested for these accounts last year was $56 million., Last year
was tight, This year is terribly tight. This year hits a new low

in requests for increases to meet service workloads that inevitably

grow with population and economy.

The Departmental Management Improvement Program

This Committee has been watching and supporting our efforts to

deal with these ever-increasing workloads for years. Since 1946 when

the formal Departmental Management Improvement Program was started,
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$271 million have been saved as a result of aggressive efforts to
do the job for less cost. Elimination of low priority work, reorgani-
zations, automation of repetitive tasks, work simplification, employee
training, an imaginative approach in the use of people, machines,

and space have been the means of the improvements.

In the year just past, fiscal year 1966, we have set a new
record for management savings. Our goal under the President's Cost
Reduction Program -- the latest extensiocn of our long term Management
Improvement Program -- was $34.1 million. We saved $44.5 million and
the equivalent of 3,600 man-years of employee effort. We established
a goal of $50 million at the beginning of fiscal year 1967, including

savings of the Coast Guard.

Our program emphasizing cost-consciousness goes to every level
of supervision. For example: Employee suggestions of improved ways
to do things saved $2.9 million last year, Productivity was increased
at the Bureau of Engraving and Printing by installing and perfecting
the use of new currency presses, savings were made in procurement
contracts, the useful life of old equipment was prolonged, more
economical engines were found to be satisfactory for five Coast Guard
cutters. The list of major items is long -- there are 77 items,

These are some of the ways we keep our appropriation requests at

such low levels. I know that other witnesses will be glad to go into

more detail on some of these items when they testify.
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Planning, Programming and Budgeting System

This past year we instituted the Planning, Programming and
Budgeting System in the Department. This approach looks at opera-
tions in terms of programs rather than organizational units and
evaluates them in terms of priorities, costs, and benefits, Part IV
of the President's Budget contains summary data on the Department's
major programs, showing resources used and related output measures --
the first time such data have been available, This activity is
still in its developmental phase but has already proved a useful

adjunct to the budget making process.

Principal Changes in Appropriations

The Bureau of the Mint is showing a substantial reduction from
its 1967 funding level for operating expenses.,

The principal increases are $33,8 million for Internal Revenue
Service, $2.1 million for the Bureau of Customs, $1.3 million for the
Secret 3ervice, and $1.5 million for the Bureau of Accounts. Changes
in the other bureaus are very small. I would like to explain the
principal increase items briefly if I may, and comment in passing
on the remaining appropriation requests.

May T present for the record at this point. summary statements
on the 1968 budget estimates for all the annual appropriation accounts
of the Department and a statement comparing the 1968 budget estimates

with the amounts provided in the House Bill.
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TREASURY DEPARTMENT
Annual Appropriations for Treasury Department for 1967
and Estimated Requirements for 1968
(In millions of dollars)

“Increase
1967 1968 or
Appropriations Budget Decrease
1/ Estimates -)
Regular Annual Operating Appropriations:
Office of the Secretary -------------- $7.1 $7.3 $0.2
Bureau of Accounts:
Salaries and Expenses ----=--<-==--- 33.0 34,5 1.5
Fund for Payment of Government
Losses in Shipment -+=-c-eccve---- 0.3 .en- -0.3
Bureau of Customs -eee-ccecceaa-cccooo 88.3 90.4 2.1
Bureau of the Mint =«-------ecccocee-- 21.4 14,6 -6.8
Bureau of Narcotics =-=---=-v-c-c-cec-- 6.3 6.6 0.3
Bureau of the Public Debt ----<--ce--- 53.8 52.1 -1.7
Internal Revenue Service:
Salaries and Expenses ==-e-=--------- 19.0 20.1 1.1
Revenue Accounting and Processing -- 173.0 177.0 4.0
Compliance «=-=-=«=-----ccccecnscaa-~-= 473.2 501.0 27.8
Federal Tax Lien Revolving Fund ---- == 0.8 0.8
Total, Internal Revenue Service -- 665.1 098.9 3.8
Office of the Treasurer, U, S. ------- 6.3 6.6 0.2
U. S. Secret Service =~===c==c--m=c-a- 15.6 16.9 1.3
Total, Regular Annual ratin
Appl"oprgtions ..... Operatin S 897.2 927.9 30.7

Note: Amounts are rounded and may not add to totals. )

1/ Includes $18.8 million for proposed supplementals for Public Law and wage
board pay increases, of which $5.1 million is to be derived by transfer
from the Bureau of the Mint 1967 appropriation of $26.5 million, and _
$2.0 million for proposed program supplementals for the Bureau of the Public
Debt, the U. S. Secret Service, and the Fund for Payment of Government
Losses in Shipment. Does not reflect $509 thousand appropriation transfer

to GSA for rental of general purpose space.



TREASURY DEPARTMENT

Comparative Statement of 1968 Budget Estimates
and House Allowances
(Dollars in thousands)

1967 Recommended in House Bill Compared with
Appropriation 1968 Budget House Bill 18967 Restoration
Bureau and Appropriation (Adjustedl/) Estimate for 1968 1968 Estimates Appropriation Request
Av, Pos,” Amount Av, Pos,” Amount Av. Pos. Amount Av. Pos. Amount Av. Fos, unt Av, Pos. Amount
Regalar Annual Operating Appropriations: 2/

Office of the Secretary =~----c==-s=-= 557 < §7,101 572 $7,317 552 $7,015 ~20 ~$302 -5 -§$86 15 $228
Bureau of Accounts:

Salaries and Expenses ----------- ~-- 1,367 32,988 1,354 34,500 1,354 34,500 .. --- ~13 1,512 --- .-

Fund for Payment of Governmment

Losses in Shipment --~--- memm————— .. 265 --- --- --- --- -e- .- - -265 .n- ---

Bureau of Customs =---r--mc-cecomraca.- 8,333 88,278 8,561 90,400 8,593 90,700 +32 +300 260 2,422 - “—-
Bureau of the Mint:

Salaries and Expenses «v=--~we-ac-w- 2,205 21,393 1,443 14,600 1,373 14,000 -70 -600 -832 -7,393 70 600

Construction of Mint Facilities =---- --- .- .- —-- --- .- “em .- --- - .- .-
Bureau of Narcotics --=---<-cecc-<vacas 461 6,275 466 6,565 466 6,565 ~-- .- 5 290 -—- ---
Bureau of the Public Debt ------------ 2,513 53,794 2,349 52,084 2,349 52,048 -36 -164  -1,746 ---
Internal Revenue Service: 3/

Salaries and Expenses ---------=---« 1,484 3 18,959 1,531 20,060 1,524 19,960 -7 -100 40 1,001 ——- .-

Revenue Accounting and Processing -- 21,201 ~'172,966 21,493 177,024 21,493 177,000 --- -24 292 4,034 --- -

Compliance --~=--=e-semcrceccnccoaan 42,624 473,207 44,408 501,016 43,408 490,000 -1,000 -11,016 784 16,793 1,000 11,016

Federal Tax Lien Revolving Fund ---- --- .- .- 800 -~ 500 a-- -300 .- 500 - —--

Total, Internal Revenue Service -- 65,309 665,132 67,432 698,900 66,425 687,460 -1,007 -11,440 1,116 22,328 1,000 11,016

Office of the Treasurer, U, S, ~-=---- iol 0,348 ki 6,-88 112 0,533 .- --- 21 ~ 240 -- o-
U. S. Secret Service:
Salaries and Expenses ----==---=--=~-- 1,201 15,631 1,274 16,919 1,274 16,850 ~—- -69 73 1,219 -—- ——-
Construction of Training Facilities- - --- .- .~ .-- --- - a-- —-- —— cee -

Total, Regular Annual Operating
Appropriations «---=s---=--- Semresean. 82,097 897,205 84,223 927,873 83,158 915,726 -1,065 -12,147 461 18,521 1,085 11,844

1/ Adjusted to reflect proposed surplemental appropriations included in iiouse Document 83 and ilouse Document 91,

7/ Reflects funds transferred from the Office of Lmergency Plamning for emergency preparedness functions of the Treasury Department.
Beginning in fiscal year 1968, it is proposed that these funds be appropriated directly to the Office of the Secretary.

3/ Reflects the transfer of the program evaluation functions from the Reports Division (Data Processing) to the Planning and
Analysis Division (Planning and Research).



-7 -
INTERNAL REVENUE SERVICE

We requested appropriations of $698.1 million for the operating
expenses of the Internal Revenue Service. This is an increase of
$33 million over the 1967 requirements. The House Bill reduced this
increase to $21.8 million. Stating the increases in terms of the
three individual appropriations will highlight the budget actions
we planned and show the House Bill allowances.

Budget Estimate House Bill
(In m1llions)

Salaries and Expenses --- $1.1 $1.0
Revenue Accounting and

Processing =-=-=-====-- 4.1 4,0
Compliance ---==-=-== ,ew- 27.8 16.8

Total increase in operating
eXpenses ----==-==--s=--= $33.0 $21.8

We are requesting restoration of the House reduction of $11 million
in the "Compliance" appropriation. The reductions applied to "Salaries
and Expenses" and "Revenue Accounting and Processing" will be absorbed,
we hope, through additional managements improvements yet to be

identified.

Compliance Improvement

To meet the program requirements of all our bureaus within the
level of estimates which we have included in the 1968 Federal budget

posed some difficult decisions. The determination on funding for
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the Internal Revenue Service reflects a particularly careful
assessment of total Treasury responsibilities. We determined to
trade off as many of the wants of the other Treasury bureaus as
possible to provide resources to increase the tax enforcement
effort., Additionally, within the Revenue Service we chose to lease
equipment for purchase later rather than purchase in 1968 in order
to provide still other funds for enforcement. As a result of

these actions, you will note that $27.8 million -- 84% of the IRS
increase -- 70% of the total Treasury increases requested -- was
allocated to Compliance improvement. The Bureau of the Budget fully

concurred in this allocation of resources.

Public Confidence

The Internal Revenue Service is effecting gross revenue
collections at the phenomenally low cost of less than 50 cents per
$100, It is able to do so principally because of an extraordinarily
high level of taxpayer compliance. This high level has been achieved
as a result of strong enforcement and taxpayer assistance programs --
over a period of many years. These programs have been successful
in building public awareness and confidence that the tax laws are
being fully and fairly enforced, that there is a reasonable expectation
that cheaters will be detected and punished, and that the laws are
being applied equitably and reasonably to all classes of taxpayers

in all parts of the country. The public knows that compliance
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assistance is available to those who nced it, and that the tax
officials are firm, fair, and honest. Without this public
confidence our self-assessment tax system could not exist and we
all know the disastrous consequences which would result to our

Federal financial structure.

Additional Revenues

Under the President's Budget estimate, the Internal Revenue
Service would produce over $5-1/2 billion in direct enforcement
revenue from Service operations in 1968. This is an estimated
increase of $450 million over 1967 -- or over 13 times the total
increase of §33.8 million requested for the entire Service. We
consider this direct revenue alone a highly profitable return on
the proposed investment. But even more important than that is the
indirect revenue which is engendered from the spreading effect of
enforcement and taxpayer assistance programs. In a sense, what
we have proposed here is an investment in ''preventive maintenance."
We must not allow public confidence to be lost or the high level

of voluntary compliance to deteriorate.

Drop in Audit Coverage

Tax return audit coverage in the higher income categories has

dropped significantly over the past few years from the level achieved
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in 1960 -- a level which we have considered to be a guidepost.

This is because of the rising number of tax returns, and the increasing
proportion of returns which are in the corporation, estate and gift,
and higher income individual brackets. These higher income, more
complex returns yield more revenue but take more time and require
audit in the field. 1 have here a chart that depicts the gradual
decline in the field audit coverage from 1.4 percent of returns in
1960 to 1.0 percent of returns in 1967, We wished to improve to

1.2 percent of returns in fiscal 1968. The chart also shows how we
have tried to apply the less time consuming office audit techniques
to as many returns as possible, Audits performed at the Internal
Revenue Service offices, however, can involve only the simpler
investigations of transportable records. Revenues from these cases
amount to less than 10 percent of the revenues from field audit

of the larger more difficult returns although the number of audits

made in the office is very much larger.

The change in tax return workload is illustrated by these
figures: Whereas from 1960 to 1970 the total number of returns
filed is expected to increase by 20 percent, individual returns
of adjusted gross income of $10,000 and above will increase 214 percent,

corporation returns 63 percent, estate and gift tax returns, 94 percent,
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The returns that are increasing most rapidly are those that

place the heaviest burden on field audit.

The audit program provides for the examination of certain
percentages of the various types and classes of returns filed.
Sheldon Cohen will explain the program when he appears before you.
He will tell you that the drop in coverage of the higher income
returns has also been due to increased thoroughness of audit (which
pays off well in revenues and public confidence) and to the very

limited manpower made available.

The request made here for increased funding for compliance
operations will not restore the 1960 level of audit coverage, but
it is essential to halt the downward trend. That downward trend,
if not halted, is certain to lead to poorer compliance and a loss

in revenue far in excess of operating costs saved.

I would like to caution against any notion that the Master
File ADP System of tax return processing is so comprehensive that
the additional revenues we seek will be achieved without this
investment in enforcement. It is true that the Master File System
has had a salutary effect on voluntary compliance. It has also
helped to limit our manpower needs in the Delinquent Accounts and
Returns area by facilitating offsets of refunds against delinquent
accounts, by automatically issuing second notices of unpaid amounts

due, and providing leads to persons not filing returns. But those



- 12 -

effects have already been considered and we have included no
request for any manpower increase for collecting delinquent accounts
or securing delinquent returns -- despite sizeable workload

increases.,

The Master File System is also assisting in improving the
selection of returns for audit -- and that too has been taken
into account in our request. But the Master File System, the
computers, cannot interview taxpayers, examine books and moords,
and make technical judgments, It takes human beings of intelligence,
honesty, and thorough training to audit tax returns, hear and
resolve taxpayer appeals, make tax fraud investigations, and
represent the United States in litigation. It is for these purpcses
that this request is submitted and it is because of the importance
of accomplishing these purposes that I éo strongly and eamestly
endorse this request and suggest that restoration of these funds

is a desirable and essential investment.

Finally, there should be no complacency regarding compliance
levels, high as they are. Results of studies of errors on income

tax returns show a continuing disturbing level of noncompliance and

tax errors.

Technological Advancements

The amount of increase requested for the Revenue Service beyond

that for effectual enforcement is principally to continue our efforts
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to modernize revenue accounting and returns processing, It provides
for putting individual master file processing on a full year basis
in the final remaining regions of the country. It also includes
extension of single font optical scanning to the six remaining
service centers at a cost of approximately $1 million -- This the
culmination of a testing program provided in fiscal year 1967 and
conducted at the Southeast Service Center (Atlanta). It includes
$2 million for the installation and lease of direct data entry
systems at six service centers. This system, too, was described
last year. Commissioner Cohen will give you the details on these
newest electronic means to reduce costs and increase efficiency.

Very briefly, however, what is involved is this:

Optical Scanning System

This equipment can read documents which we prepare ourselves
and send out to the taxpayer for some information from him. When
the documents are returned to us they can be re-read and the informa-
tion transmitted direct to magnetic tape without an intervening
punching process. The equipment will pay for itself within three

years,

Direct Data Entry System

This system is being tested at the Southeast Service Center.

It permits an operator to transcribe data from returns into equipment
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which will automatically verify and convert it to magnetic tape
without intervention of the key punching process. It results also
in considerable savings in key punch, verification, and error
resolution costs. The Service is not requesting funds to purchase
direct data entry systems at the other six service centers in

1968, but simply to install them and lease, After testing,
evaluation, and modification in the Southeast Center, delivery

of the remaining six systems can be effected near the end of the
fiscal year 1968. The $2 million requested will provide $1.6 million

for installation costs and $400,000 for the lease,

Operation of the direct data entry system is expected to save
about §1 million a year at each of the service centers. If the
system meets our expectations, as I have every reason to believe
it will, I will wish to request funds for purchase in the 1969
budget.

Not only will these technological advances pay for themselves
and result in savings, but they offer a practical way of keeping up
with the ever-rising flood of paperwork without adding enormously to

the staffs of key punchers and verifiers.

BUREAU OF CUSTOMS
In 1968 the Bureau of Customs faces staggering increases in

the inward flow of merchandise, carriers, and persons. We ask for
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small increases in manpower to meet the demands of this workload
and to strengthen foreign mail examination, where greatly increased

revenues are certain to be realized.

The 1968 estimate for the Bureau of Customs was $90.4 million,
an increase of $2.1 million over the 1967 requirements of $88.3
million. Action by the House provided an additional $300,000 for this
appropriation, which was obtained by a reduction in the same amount
from the new Federal Tax Lien Revolving Fund. No adjustment has been
requested because we are keenly aware of Customs' problems, and,
at this time, we have no experience basis with the Tax Lien Fund.

Of the total increase, $1.6 million, is for costs built into the
present program. These costs are for within-grade promotions,
trainee-to-journeyman promotions, additional 1968 costs of program
increases financed on a part-year basis in 1967, and the additional

cost in 1968 of the last year's pay legislation.

Measurable Workload

Determining the level of funding for the Bureau of the Customs
lends itself fairly well to the measure of resources provided and
results obtained, Much of Customs workload is measurable and the
measures reflect the long term trend of more and more persons and
cargo entering the United States, We can point to the quadrupling

of numbers. of merchandise entries and the six~fold increase in Customs
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revenues in the last twenty years -- accamplished with only a

5 percent rise in employment.

Within the restricted budget we did all that we could to
provide additional resources for needs that are illustrated in the
following examples: The volume of importations, peeple, and
carriers entering the United States, all of which must be processed
by Customs, continues to spiral upward at an almost unbelievably
rapid rate. Aircraft arrivals from foreign countries are increas-
ing at the rate of nearly 15 percent per year. Formal merchandise
entries are going up 10 percent per year. During fiscal year 1966
the number of formal entries filed by importers total 2,011,000
and invoices received totaled 3,240,000 -- substantially more
than estimated in our 1967 budget submission. The value of imports
rose from $19.7 billion to $23.3 billion, an almost unprecedented
increase of 18,2 percent. Similarly, Customs collections reached
nearly $2.5 billion, up 20 percent over 1965. There is every
indication that similar increases are now being experienced and will
be experienced in the remainder of fiscal year 1967 and in fiscal
year 1968, Workload increases of this magnitude cannot be processed

without additioral manpower.

During fiscal year 1966 more than 192 million persons arrived

in the United States at our seaports, airports, and across our
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land borders. More than 200 million people will cross our borders
in fiscal year 1968, the equivalent of nearly seven people every
second. Additional inspectional manpower is urgently needed to
process this tremendous increase in arriving persons. Carriers
arriving totaled more than 57 million in 1966 and are expected to
reach 64 million in 1968, Mail from foreign countries is flooding

Custams' facilities,

Mail Examination

The largest single program increase proposed is an intensifica-
tion of foreign mail examination. Frequently the great volume
of mail received makes impossible the examination of mail parcels
containing merchandise valued as high as $50 even though the statutory
limit is $10 for bona fide gifts and $§1 for other merchandise. In
this area we propose to increase our expenditures by $690,000, with
a resulting revenue increase of at least $7,000,000, In addition to
increasing revenue collections, the additional mail examination will
provide an important increase in protection against the illegal
introduction of narcotics and many other kinds of prohibited or

restricted merchandise. Recently we have seen increased efforts to

smuggle marihuana by mail.
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For the first time, as an adjunct to the new Planning, Program-
ming,and Budgeting System, funds are requested for a small Customs
Headquarter's Program, Planning and Analysis Staff. A significant
start in the program structure development of the system has been
made, and we are now moving into the development of an information

system to support the program structure,

BUREAU OF THE MINT
The estimate for Bureau of the Mint operating expenses for 1968
was $14,6 million -- a decrease of $11,9 million below the amount
originally appropriated for 1967. The 1968 request was a decrease of
$6.8 million from that appropriation as adjusted for a proposed
transfer out of $5.1 million under the pay increase supplemental.
This estimate was reduced $600 thousand by the House. A restoration

for the full amount is requested.

The coinage program for the fiscal year 1968 called for produc-
tion of 6.6 billion domestic coins. We believe that this is the lowest
production that should be considered consistent with sound management
of the overall coinage requirements of the United States. With the
continued heavy production during the fiscal year 1967 of the new clad
coins, it is expected that sufficient quantities will have been
produced to permit substantial cutbacks in the dime and quarter

denominations in 1968.
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Inventories of coins in the Federal Reserve Banks and Branches
have improved considerably ih all denominations with the exception
of the half-dollar and pressures on the Mints have been greatly
relieved. These inventories were built up partially as a result
of the program undertaken by the Mint to fill the urgent need for
coins and by the simultaneous program of producing enough coins
of the new alloy to replace entirely the subsidiary silver coin
in circulation. At this time, the program to produce the needed
replacement coin is about 50 percent complete, We should continue
this program until we are assured that sufficient coins are available

to conduct the Nation's business,

All required funds to complete the new Philadelphia Mint have
been appropriated. Construction which began on October 1, 1965, is

scheduled for completion in January 1968.

Mint Operating Fund

For some time we have had under consideration a method of
financing for the Mint which would provide the flexibility to meet
sudden changes in demand for coin. A change in financing was proposed
by the General Accounting Office some years ago. This legislative
proposal has been introduced under S. 1156 and referred to the
Banking and Currency Committee. The 1968 Budget Document has been
printed in terms both of the regular appropriations for Salaries and

Expenses and Mint permanent accounts and the proposed "Mint Operating

Fmd."
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If the proposed Mint Operating Fund has been approved prior
to the beginning of fiscal year 1968, appropriate action will be

taken on the request for the Salaries and Expenses appropriation.

UNITED STATES SECRET SERVICE
The estimate for the U. S, Secret Service for fiscal year
1968 was $16,919,000. The House provided $16,850,000 -- an increase
of $1,219,000 over the requirements for fiscal year 1967. I'm
sure that the Service can accept the challenge to find management

improvements to offset this reduction.

In my appearance before this Committee last year, I noted
the progress of the Secret Service in implementing the program
increases approved by the Congress. Many of these objectives have
been accomplished and the protective capabilities of the Service

are being constantly refined.

Actions have been taken to comply with the recommendations of
the Warren Commission and this budget provides support to continue
development of the Secret Service in line with those recommendations.
The selection and appointment of additional personnel and the
initial training of the new Special Agentshave been completed in
the remarkably short period of eighteen months. Another program

objective reached a milestone. The automatic data processing
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system began operation in the first quarter of fiscal year 1967
and is being refined and developed to provide vital intelligence

data to support the protective operations of the Service.

The enforcement activities of the Service have increased,
consistently with the rising crime trends associated with other
areas of law enforcement., Investigation of counterfeiting and
forgery of Government obligations must counter a tide of rising
volume in those criminal activities, This budget includes provisions
for this essential support in training, protective specialities and

added clerical assistance,

The White House Police have assumed additional security responsi-
bilities that will require 37 additional policemen. This will increase
the force to the statutory employment limitation of 250 police

approved by the Congress.

BUREAU OF NARCOTICS
The estimate for the Bureau of Narcotics for fiscal year 1968
as approved by the President and the House is $6,565,000 -- an increase

of $290,000 over the requirements for fiscal year 1967.

Since 1964, the illicit traffic in marihuana has been increasing
rapidly, Arrest statistics indicate that the problem has doubled
during the past two years. In an effort to cope with the increased

problem, manpower has been diverted from the work on other illicit
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narcotic traffic. In order to contain the narcotic traffic and
attempt to restrict the growing problem in marihuana by utilizing our
manpower in the most economical manner, funds are requested for the
initial cost of automating records pertaining to pemissive activities,
for two-way radios and for dictating equipment. An increase of
$100,000 has been earmarked for training of additional numbers of

state and local narcotic officers at the Bureau of Narcotics Training
School. This activity has met with enthusiastic response from state
and local officials. It has much potential benefit in dealing

with the narcotic problem.

The foreign enforcement program which strikes at the sources
of supply of narcotic drugs sent to the United States continues
to play an essential part in the total enforcement effort, Without
the foreign program, there is little question that the narcotic
problem in the United States would be far greater than it is today;
however, we will evaluate our current effort before requesting further

increases in this staff.

BUREAU OF ACCOUNTS
The estimate for’ the Bureau of Accounts for fiscal year 1968
as approved by the President and the House is $34.5 million, an increase
of $1.5 million over 1967. Measurable workload for the disbursing and
depositary receipt activities is almost 4 percent higher than 1967;

but a one percent reduction in employment is nevertheless planned.
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The increase of $1,5 million over 1967 includes $1.3 million.to
reimburse the Post Office Department for additional check mailings.
The remainder of the increase is needed to finance the Bureau's own
operating costs for added workload and additional functions. If the
1968 program were to be accomplished at 1967 operating costs, an
additional $555,000 would be required. The 1968 estimate has been
reduced, however, by establishing a goal of saving $555,000 through
projected management improvements. These savings are expected to
result from planned modifications in the depositary receipt system
and further productivity advances in all other activities. As an
example, a net reduction of 15 positions is planned for the disbursing
activity despite a workload increase of over 14,1 million items.
Productivity to be achieved in this function is projected at almost

5 percent above the 1967 rate.

We appreciate the encouragement of this Committee that has
helped us to achieve continuing increases in productivity through

the maximum use of automatic data processing equipment.

OFFICE OF THE TREASURER, U. S,

The estimate for the Office of the Treasurer of the United
States for fiscal year 1968 is $6.6 million, an increase of $240
thousand over the amount required for 1967, This estimate was not
changed by the House. The increase will provide 21 positions, such

as claims examiners, accountants, and computer programmers who are
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needed to keep abreast of the increasing workload related to
the payment of checks. Eighty thousand dollars of the increase

will be used to purchase electronic equipment now being rented.

Almost 70 percent of the appropriation requested for this
Office will be used to fund activities concerned with (1) paying
the increasing volume of Government checks, which now exceed
half a billion, and reconciling such payments to reports of issues
submitted by disbursing officers, and (2) processing the hundreds
of thousands of claims which invariably arjse due to the lost,

theft, and forgery of Government checks.

The outstanding efficiency of the electronic data processing
systems used to handle this enormous and constantly expanding work-
load coupled with increased employee productivity resulting from
improved procedures has enabled this Office to handle effectively
what would otherwise prove to be an almost insumountable paperwork

problem,

Computer automation is being further extended to encompass
additional programs when found to be feasible. For example, advantage
is being taken of the unique capabilities of card-to-tape converting
equipment to record tax deposit information on reels of magnetic tape.
These in turn will be furnished to the Internal Revenue Service for
use in reconciling payments claimed by taxpayers with tax deposits.

The equipment is also used to process about 200 million postal money

orders for the Post Office Department on a reimbursable basis.
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BUREAU OF THE PUBLIC DEBT
For the appropriation ''Administering the Public Debt" we
requested $52.1 million for fiscal year 1968, This appropriation
finances the salaries and expenses of the Bureau of the Public
Debt, estimated at $44.7 million, and the United States Savings
Bonds Division, estimated at $7.4 million. The House reduced this
estimate $36 thousand to apply against the cost of maintaining
personnel in the Savings Bonds Division., No appeal is made for

this item.

The estimates have been adjusted to include supplemental
requirements of $1.9 million for the fiscal year 1967, transmitted
by House Document No., 83. These additional amounts will provide
for expanded promotion and sales of the Series E savings bond, for
promotion and sale of the new savings instrument, for additional
workload now being experienced in the current program, and for
pay increase costs. A budget amendment for 1968 to cover these new

costs is now pending in the Bureau of the Budget.

Work volume is increasing substantially. Volumes of issues for
1967 are now estimated to be 128.7 million which is an increase of
8 million over previous estimates. The volume of issues for 1968

is now expected to reach 164.7 million.

U. S. SAVINGS BONDS DIVISION

The U. S, Savings Bonds Program, which has always played a

significant role in Treasury Department debt management, has assumed
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even greater importance in view of the increased cost of the
conflict in Vietnam and the added inflationary pressures on the
economy. Tens of millions of Americans regularly invest in

Savings Bonds thus providing the Treasury with a very important
source of noninflationary financing. The total of $50.2 billion
outstanding in Series E and H Savings Bonds as of December 31, 1966,
represents 23 percent of the publicly held portion of the Federal
debt. |

The net gain in the value of bonds outstanding amounted to

$964 million including accrued interest during 1966.

Since the interest rate was increased in February 1966 from
3.75 percent to 4.15 percent, sales of the Series E and H Bonds
have increased 10.4 percent over the corresponding period in 1965,
Sales of Series E Bonds during calendar year 1966 amounted to
$4,5 billion, the highest sales for any year since 1946. Much of
this increase in sales resulted from the enrollment of 2.2 million
new vegular Payroll Savers during the course of a year. Sales of
Series E and H combined were $4.9 billion, or the highest since

1956.

The program continues to enjoy the voluntary support of
business and industrial leaders, labor organizations, bankers, and

of the various advertising media which annually donate more than
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$50 million worth of time and space to savings bonds. This public
service performed at no cost to the Treasury, makes the Savings
Bonds Program compare most favorably with the cost of alternative

financing methods.

OFFICE OF THE SECRETARY

I will have to ask that most of the reduction made in the funds
for the Office of the Secretary be restored. Our principal increases
were $228,000 for 15 new positions and operating expense.costs.,
Ten of these new positions are for departmental direction of equal
employment opportunities activities. We plan to establish an office
whose functions will include the investigative, review and audit
work involved in the enforcement of laws, Executive Orders and
regulations relating to equal opportunity for employment in all areas.
The major workload will be in connection with contractual arrangements,

particularly those with banks serving as Government depositaries.

Two more positions are required for the workload of the
Office of the Under Secretary for Monetary Affairs which has increased
to the point that it cannot be handled with the small staff now
available, This office has added responsibilities in the capital
markets, securities analysis, participation sales, and other areas

closely related to the financing and management of the public debt.
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The remaining three positions are required in the administrative

service area to handle increased workload.

We are requesting that $228,000 of the §302,000 reduction made
by the House be restored. The remaining $74,000 was a request in
our appropriation for Civil Defense Mobilization functions. We
understand from the House Report that these will be funded from

a single Government-wide appropriation

SUMMARY
In conclusion let me emphasize the serious need for restoration
of the three items of House reduction of which I have spoken: The
$11 million for “Compliance'' Internal Revenue Service; the $600
thousand for the Bureau of the Mint, and the $228 thousand for the

Office of the Secretary.

The increase of $27.8 million for "Compliance' Internal Revenue
Service appears to be a large increase for a single year, but at the
time we required large sums to automate our processes and establish
the master file the audit phase of the work could not receive the
resources needed. We all agree that the automation was essential and
has paid handsome dividends both in additional revenues and in
manpower savings. It is now necessary to meet the audit workload
imposed by greater and greater numbers of returns and larger and more
complex returns. Commissioner Cohen will tell you that he has

completed studies showing the close correlation between accuracy
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in the return made and the taxpayer's expectation of audit.

I am pleased with the reputation of the Internal Revenue Service
for efficiency and I am completely confident that the restored

funds will be prudently and effectively administered.

The Bureau of the Mint has overcome the coin crisis which we
faced two years ago. I appreciate the assistance of this Committee
in that difficult period. There is some danger in not completing
our goal of an inventory that is sufficient to all of the outstanding
subsidiary silver coin. Restoration of the funds for the Mint
will provide additional protection against a sudden withdrawal

of silver coin from circulation.

In the Office of the Secretary we must assume new responsibilities
and accept added workloads. These duties will have to be performed.

My staff at the current level cannot adequately meet all the demands.

CONCLUSION
Treasury bureaus are facing a very difficult year with the
funding levels we are requesting. Principal officers are prepared
to appear before you to explain their programs in the detail you
may wish, This completes my overall statement on the Treasury's
1968 budget estimates., I would like to make a comment on the 1967
supplemental requests and then I will be pleased to answer questions

and to discuss this budget and Treasury operations generally.



- 30 -

1967 SUPPLEMENTAL

In my statement I have compared our 1968 budget requests to
the 1967 amounts appropriated to date and proposed supplementals
included in House Documents Numbered 83 and 91. I would like to
provide a table which shows the derivation of these amounts., These
supplemental requests will provide funds to meet the cost of
Public Law 89-504 for classified employees, Public Law 89-810 for
White House Police, and costs of certain wage board rate increases,
and additional program requirements for the Secret Service and the
Bureau of the Public Debt. They also will include an item to restore
the Fund for Payment of Government of Losses in Shipment, administered

by the Bureau of Accounts.

I have previously discussed the additional program regirements
for the Bureau of the Public Debt. The additional program require-
ments for the Secret Service will provide for the cost of reimbursing
employees for moving expenses provided by Public Law 89-516 and

for increased costs of protective travel.
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TREASURY DEPARTMENT
Statement of Pay Costs and Supplemental Requests

Fiscal Year 1967

Total Amount of  Supplemental
Prggram Pay Pay Costs Requested
Requirements Costs Absorbed
ice of the Secretary -=----- - -=- $181,250 $54,250 $127,000
sau of Accounts:
jlaries and Expenses -----c=-== .- 290,756 290,756 ---
md for Payment of Government
losses in Shipment <=------- $265,000 .- --- 265,000
iau of Customs ==--e-ce-cec-- .- 3,175,000 690,000 2,485,000
iau of the Mint ---=--=~--- -ee .- 955,123 955,123 -
au of Narcotics ====-=ece-ee --- 172,000 35,000 137,000
au of the Public Debt ------ 1,364,000 536,000 --- 1,900,000
mal Revenue Service:
laries and Expenses -====<=-- --- 525,000 229,000 296,000
venue Accounting and
Processing ===e-===semc==--s -e- 4,106,000 606,000 3,500,000
pliance ===ce=amcacemcamean --- 12,756,000 1,649,000 11,107,000
¢ of the Treasurer ~----=«-< --- 206,500 206,500 ---
, Secret Service --~ee=-=-=-< 389,000 614,000 .- 1,003,000
'llaneous and Trust Fund -
OUNLS =w=omommmennmennammas --- 619,505 619,505
Subtotal --=----- commmanan 2,018,000 24,137,134 5,335,134 20,820,000
ption by transfer from the
¢au of the Mint to Compliance
emal Revenue Service =--sa== === 5,107,000 -5,107,000
» Pay Costs and Adjusted
Jlemental Requirements ----« 2,018,000 24,137,134 10,442,134 15,713,000

30, 1967



TREASURY DEPARTMENT

RELEASE 6:30 P.M., WASHINGTON., D.C.

3y, April 3, 1967.

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury

3, one series to be an additional issue of the bills dated January 5, 1967, and
yther series to be dated April 6, 1967, which were offered on March 29, 1967, were
:d at the Federal Reserve Banks today. Tenders were invited for $1,300,000,000,
jereabouts, of 9l-day bills and for $1,000,000,000, or thereabouts, of 182-day

;. The details of the two series are as follows:

} OF ACCEPTED 91-day Treasury bills H 182-day Treasury bills
TITIVE BIDS: maturing July 6, 1967 : maturing October 5, 1967
Approx. Equiv. Approx. Equiv.
Price Annual Rate : Price Annual Rate
High 99.002 3.948% : 97.988 a/ 3.980%
Low 98.990 3.996% : 97 .967 4.021%
Average 98.995 3.976% 1/ 97.979 3.998% 1/

a/ Excepting 1 tender of $1,000,000
13%of the amount of 9l-day bills bid for at the low price was accepted
15% of the amount of 182-day bills bid for at the low price was accepted

TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

ict Applied For Accepted : Applied for Accepted

n $§ 22,284,000 $ 12,244,000 : 12,095,000 2,095,000
ork 1,680,179,000 890,768,000 :  1,482,240,000 798,240,000
delphie 28,654,000 16,654,000 : 13,328,000 9,748,000
land 29,815,000 29,515,000 : 46,641,000 17,391,000
ond 14,886,000 14,886,000 : 2,841,000 2,841,000
ta 47,148,000 31,248,000 : 34,393,000 21,393,000
%0 158,851,000 108,501,000 : 116,866,000 52,866,000
uis 46,334,000 34,103,000 : 19,084,000 10,584,000
ipolis 23,456,000 19,021,000 : 11,782,000 7,457,000
s City 32,479,000 32,479,000 : 9,382,000 9,382,000
3 33,624,000 21,754,000 : 14,925,000 8,925,000
‘ancisco 134,833,000 89,012,000 : 100,346,000 59,816,000
TOTALS $2,252,543,000 $1,300,185,000 b/ $1,863,923,000  $1,000,738,000 c/

‘ludeg $289,683,000 noncompetitive tenders accepted at the average price of 98.995
‘ludes $96,909,000 noncompetitive tenders accepted at the average price of 97.979
'Se rates are on a bank discount basis. The equivalent coupon issue yields are

8% for the 91-day bills, and 4.15% for the 182-day bills.
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TREASURY DEPARTMENT

WASHINGTON, D.C.

April 3, 1967
FOR USE IN MORNING NEWSPAPERS OF
TUESDAY, APRIL 4, 1967

Secretary Fowler today announced the appointment of
James Pomeroy Hendrick as Special Assistant to the Secretary
of the Treasury (For Enforcement).

Mr. Hendrick will supervise or coordinate Treasury law
enforcement activities and direct the Treasury's
participation in the President's program to abate crime.
The Treasury has the most extensive law enforcement establish-
ment in the government.

Mr. Hendrick will have direct supervision over the
U. S. Secret Service, the Bureau of Narcotics and the Office
of Law Enforcement Coordination (including the Treasury
enforcement school). As the principal adviser to the
Secretary on all law enforcement matters, he will coordinate
all enforcement activities of the Treasury and provide
policy and technical guidance for law enforcement operations
of the Bureau of Customs and the Internal Revenue Service.

Since June 1962 Mr. Hendrick has been Deputy Assistant
Secretary of the Treasury with supervisory responsibilities
in the fields of Customs, Engraving and Printing, and the
U. S. Coast Guard. For 9 years previously he served in a
number of senior Treasury positions in these same fields.

Before joining the Treasury Department, Mr. Hendrick
was actively involved in the initial formulation of U. S.
policy both in the United Nations and the Marshall Plan.
From 1948 to 1953 he was with the Economic Cooperation
Administration and successor organizations and for 2 years
Previously with the Department of State serving as principal
adviser to Mrs. Franklin D. Roosevelt both in the United
Nations General Assembly and the Human Rights Commission.

From 1941 to 1946 Mr. Hendrick was with the War
Department first as a civilian employee and later in a
military capacity. He rose to the rank of Colonel and served
a tour of duty as Assistant to the late Robert P. Patterson,
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Under Secretary and later Secretary of War, who awarded him
the Legion of Merit.

Before entering government service Mr. Hendrick

practiced law with the firm of Winthrop, Stimson, Putnam &
Roberts in New York City.

Mr. Hendrick was born in Wainscott, New York in 1901.
He graduated from Groton School, Yale University (BA. 1923)
and Yale Law School (LLB. 1927) and also attended Corpus
Christi College, Cambridge, England, in 1924,

He was an
editor of the Yale Law Journal.

Articles by Mr. Hendrick on the subjects of Customs and
Human Rights have been published in the American Journal of
International Law, the Department of State Bulletin and
Scribner's Dictionary of American History.

Mr. Hendrick is married to the former Elinor Sullivan.
They have two sons, Arthur and Robert, and one daughter,
Alice (Mrs. James Sutton Hardigg).
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REASURY DEPARTMENT

WASHINGTON, D.C.
April L, 1967
R IMMEDIATE RELFASE

Secretary of the Treasury Henry H. Fowler today sent the following

stter to Senator Russell B. Long.

April 4, 1967
Dear Senator Long:

This is in response to your request for the Treasury's
views on proposals to repeal the Presidential Election
Campaign Fund Act of 1966.

Enactment of the Long bill, after public heasarings at which
various proposals were presented, was the first tangible step
toward solving the problem of financing ever-mounting political
campaign costs. Its effect in forthcoming presidential
elections should be to alleviate significantly problems which
have long been the source of concern in the conduct of national
political campaigns: reliance of political parties on small
groups of wealthy contributors; and lack of certainty that
sufficient funds will be available to those parties to assure
the full and free public discussion of iesues nacsssary for an
informed electorates.

Clearly we should not discard a law which has the potential
of making a significant contribution to our political process
vithout giving it a fair and reasonable trial.

Indeed, its passage has already precipitated much thoughtful
study and public commentary directed toward improving the basic
approach embodied in the Act. This public coneemm and awaremess
have been beneficial.

It has resulted in many constructive suggeztions which merit
careful consideration. For example, I wunderstaand that you have
lready proposed certain changes. The Comptroller Gemeral and
the advisory committee appointed by him pursuant to the Acc, are
tow gtudying this law and are in the process of developing
tsgulations under it.
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The public hearings which you intend to hold conceming
possible smendments to this measure will provide an opportunity
for the consideration of constructive changes. The Treasury
will be pleased to participate in this effort and offer
whatever assistance may be necessary.

Sincerely yours,

Remed Honre 11, Frerlag
Renry H. Fowler

The Honorable

Russell B. Long

United States Senate
Washington, D.C. 20510



TREASURY DEPARTMENT

WASHINGTON, D.C.

April 5, 1967
OR IMMEDIATE RELEASE

TREASURY 'S WEEKLY BILL OFFERING

The Treasury Department, by thils public notice, invites tenders
or two series of Treasury bllls to the aggregate amount of
2,300,000,000, or thereabouts, for cash and in exchange for
reasury bills maturing April 13, 1967, in the amount of
2,302,903,000, as follows:

91-day bills (to maturity date) to be issued April 13, 1967,
n the amount of $1,300,000,000, or thereabouts, representing an
iditional amount of bills dated January 12, 1967, and to
ature July 13, 1967, originally 1ssued in the amount of

.,,000,205,000, the additional and original bills to be freely
wercﬁangeable.

183-day bills, for $1,000,000,000, or thereabouts, to be dated
ril 13, 1967, and to mature October 13, 1967.

The bills of both seriles will be 1ssued on a discount basls under
mpetitive and noncompetitive bidding as hereinafter provided, and at
iturity thelr face amount will be payable without interest. They
11 be issued in bearer form only, and in denominations of $1,000,

1,000, $10,000, $50,000, $100, 000, $500,000 and $1,000,000
laturity value).

Tenders willl be received at Federal Reserve Banks and Branches
to the closing hour, one-thirty p.m., Eastern Standard
me, Monday, April 10, 1967, Tenders will not be
celved at the Treasury Department, Washington. Each tender must
for an even multiple of $1,000, and in the case of competitilve
nders the price offered must be expressed on the basis of 100,
th not more than three decimals, e. g., 99.925., Fractions may not
used. It is urged that tenders be made on the printed forms and
rwarded in the special envelopes which will be supplied by Federal
serve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account of
jtomers provided the names of the customers are set forth 1n such
ders, Others than banking institutions will not be permitted to
mit tenders except for their own account. Tenders will be received
‘hout deposit from incorporated banks and trust companies and from
iponsible and recognized dealers in investment securities. Tenders
m others must be accompanied by payment of 2 percent of the face
unt of Treasury bills applied for, unless the tenders are

ompanied by an express guaranty of payment by an incorporated bank
trust company.
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Immediately after the closing hour, tenders will be opened at th
Federal Reserve Banks and Branches, following which public announce-
ment will be made by the Treasury Department of the amount and price
range of accepted bids. Those submitting tenders will be advised
of the acceptance or rejection thereof. The Secretary of the Treasy
expressly reserves the right to accept or reject any or all tenders,
in whole or in part, and his action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for
each issue for $200,000 or less without stated price from any one
bidder will be accepted in full at the average price (in three
decimals) of accepted competitive bids for the respective issues.
Settlement for accepted tenders in accordance with the bids must be
made or completed at the Federal Reserve Bank on April 13, 1967, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing April 13, 1967. Cash and exchange tende
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

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

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

conditions of their issue. Copies of the circular may be obtained
any Federal Reserve Bank or BRranch.
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TREASURY DEPARTMENT
Washington

STATEMENT OF THE HONORABLE JOSEPH W. BARR
UNDER SECRETARY OF THE TREASURY
BEFORE THE COMMITTEE ON THE JUDICTIARY
OF THE U, S. HOUSE OF REPRESENTATIVES ON H.R. 5384
FRIDAY, APRIL 7, 1967, 10:00 A M., EST

Mr. Chairman, I welcome the opportunity to appear in
support of the enactment of the bill introduced by
Representative Celler as H.R. 5384, which I deem to be of
great importance to the welfare of this country and its
citizens. Mr. Sheldon S. Cohen, the Commissioner of Internal
Revenue is here with me. He will discuss the Administration’s
proposals in more detail than I can.

Let me begin, if I may, Mr. Chairman, with a brief
summary.

First, the main objective of this bill is to give the
federal government control over firearms in the areas of
interstate and foreign commerce where sState governments have
no powers.

Second, we view this legislation as part of a joint
Federal-State effort to bring about a needed improvement in
the nation's system of firearms regulation.

Third, the legislation we are proposing is in the spirit
of creative Federalism that pervades President Johnson's
March 17 Message to Congress on The Quality of American Government,

in which the President said:
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"Today the Federal system rests on an interlocking network
of new relationships and new partnerships among all levels
of government."

"Administration of programs which are the joint
responsibility of Federal, state, and lccal governments
should be strengthened;"

It is against that background, Mr. Chairman, that 1
bffer the following observations:

The bill before you would repeal the Federal Firearms
Act now codified as Chapter 18 of Title 15, United States
Code, and would substitute a new and improved system of
Federal regulation of interstate and foreign commerce in
firearms under Title 18, United States Code. The Treasury
Department would retain the responsibility of administering
these regulatory controls,

H.R. 5384 implements legislative recommendations which
the President set forth in his Message to the Congress of
February 6, 1967. It would put substantially into effect
the legislative program for Federal regulation of traffic
in firearms strongly urged by the President's Commission on
Law Enforcement and Administration of Justice in its February 1967

report titled "The Challenge of Crime in a Free Society."
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This distinguished group of citizens, headed by
Under Secretary of State Nicholas Katzenbach, our former
Attorney General, included among its members nationally
recognized leaders in the judiciary and in the fields of
law, law enforcement, penology, and local government.
The Conmission's study found agreement among police administrators
of major cities that easy accessibility of firearms is
a serious law enforcement problem. The Commission found
that state and local laws intended to control traffic in
firearms tend to be nullified by the fact that firearms are
too often available in neighboring jurisdictions under less
restrictive legislation, or free from any regulation.
Accordingly, the Commission favored both the enactment
by the states of laws prohibiting acquisition and possession
of firearms by certain classes of persons who might be inclined
to use them for criminal purposes, and the enactment of
Federal legislation that would complement state and local
laws and assist state and local governments in achieving their
goals,
The bill before you for consideration is designed to
reflect the Commission's recommendations. I should like

now to state briefly my understanding of what it would do and,
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in order to eliminate misconceptions, what it would not do.

Among other things, H.R. 5384 would:

(1) Channel interstate and foreign commerce in
firearms through Federally licensed importers, manufacturers
and dealers =-=- thereby prohibiting the commercial mail-order
traffic in firearms (although licensees could ship interstate
to nonlicensed persons rifles and shotguns lawfully purchased
.hlperson at the licensee's place of business and which the
consignee could lawfully receive and possess at his place
of residence);

(2) Prohibit sales of firearms by Federal licensees
to persons under 21 years of age, except that sales of sporting
rifles and shotguns could continue to be made to persons of
at least 18 years of age;

(3) Permit a Federal licensee to sell a firearm
(other than a rifle or shotgun) only to persons who are residents
of the state where the licensee is doing business;

(4) Curb the flow into the United States of surplus
military weapons and other firearms not suitable for sporting
purposes;

(5) Bring under effective Federal control the importation

and interstate shipment of large caliber weapons such as
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bazookas and antitank guns, and other destructive devices;

(6) Provide for a licensing system with meaningful
standards and annual fees somewhat higher than those now
applicable under the Federal Firearms Act, so as to assure
that licenses will be issued only to responsible persons actually
engaging in business as importers, manufacturers, and dealers.
The dealer's first year annual fee, set at a figure higher
than the standard fee, would be available to help defray
the cost of applicant investigations;

(7) Prohibit a nonlicensee from transporting into or
receiving in his state of residence a firearm (other than a
shortgun or rifle), purchased outside that state, or a rifle
or shotgun which it would be unlawful for him to purchase or
possess in that state or political subdivision thereof;

(8) Provide for adequate record-keeping by licensees
(to include data indentifying purchasers) and for authority
to furnish record information to state and local law enforcement
authorities; and

(9) Retain the penalties now provided in the Federal
Firearms Act for interstate transportation of firearms to or
by felons and the interstate transportation of firearms which

have been stolen or had their identifying number removed;
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and in addition would punish interstate transportation of
a firearm with intent to commit a felony therewith.

H.R., 5384 is not in any sense "anti-gun' legislation,

(1) The bill would not outlaw possession or use of
firearms by law-abiding citizens.,

(2) No requirement of this bill would be violative of
the Second Amendment to the Constitution. Those opposed to
firearms controls have created a misconception of this
constitutional provision by asserting that the amendment
provides that ''the right of the people to keep and bear arms
shall not be infringed.'" However, the complete amendment
must be considered to determine the right granted to whom.

I understand that the Attorney General will file a brief
with this subcommittee on this point.

(3) The bill would not prohibit the acquisition of
firearms for sporting purposes, or for any other legitimate
use, Sportsmen will continue to be able to obtain firearms
although under the bill they would need to procure them from
local licensed dealers and manufacturers and thus be subject
to the requirements of their respective state and local laws.
Indeed, they can travel to another state and purchase a

tifle or shotgun from a licensed dealer there and bring

it home with them without interference if the purchaser's
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state_and local law does not forbid the purchase and possession
of such a firearm.,

Only two minor restraints are laid upon the sportsmen
of this country. They will not be able to travel to another
state and purchase a pistol or concealable weapon, and they
will not be able to obtain a mail-order shipment from another
state of a rifle or shotgun, unless they made the purchase
in person and the purchase and possession is legal in their
home state and locality.

Such minor inconveniences cannot be avoided if the
legislation is to make it possible for the states to regulate
effectively the acquisition and possession of firearms.
Obviously, state authorities cannot control the acquisition
and possession of firearms if they have no way of knowing
or ascertaining what firearms are coming into their states
through the mails or, in the case of concealable weapons,
by personally being carried across state lines.,

(4) The bill would not interfere with interstate
transportation of firearms by the ordinary citizen hunter,
marksman or householder. Neither would it preclude the
interstate shipment of a gun to a licensee for adjustment or
repairs, nor the return or replacement of such a gun by the

licensee,



(5) The bill would not prohibit possession or use of
firearms by those too young to purchase them. It is
recognized that some parents may wish their minor children,
who are sufficiently mature to be entrusted with them, to
enjoy the use of firearms for recreational purposes.

(6) The restriction on imports would not preclude the
importation of all surplus military rifles. Some of these
weapons are suitable for or readily adaptable to use in
hunting and could be brought in for that purpose.

(7) The bill would not interfere with activities of
collectors of antique firearms. '"Antique firearms,' as
defined in the bill, are not subject to the bill's controls
since they are specifically excluded from the definition of

"firearm."



As I have already indicated, the major purpose of the
bill is to institute Federal controls in areas where the
Federal Government can and should operate, and where the
state governments cannot, the areas of interstate and foreign
commerce. Under our Federal constitutional system, the
responsibility for maintaining public health and safety is
left to the state govermments under their police powers.
Basically, it is the province of the state governments to
determine the conditions under which their citizens may acquire
and use firearms. I would emphasize that it is one of the
important objectives of this legislation to strengthen and
make more effective the exercise of the powers of the state --
and local -- govermments to regulate the sale of firearms in
the public interest. I expect this Federal legislation to inspire
mre adequate state and local legislation -- and to make that
wore adequate non-Federal regulation enforceable where it is
now all tooeasy to evade and will always be easy to evade in the

absence of such Federal regulatory controls as H. R. 5384 sets up.
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The bill would correct serious weaknesses of the existing
Federal Firearms Act concerned with licensing and record keeping.
Under existing law, anyone other than a felon can, upon the
mere allegation that he is a dealer, and open payment of a
fee of $1.00, obtain a license. Some 104,000 dealer licenses
were outstanding as of January 1, 1967. Approximately 25 per cent
of these were held by people not actually engaged in business.
The purpose of licenses by these people puts them in position
to obtain personal guns at wholesale or to avoid laws that
prohibit mail shipment of concealable weapons and prohibit
shipment into states that require purchase permits. This is a
wide open situation in which licenses can be obtained by
irresponsible elements, thus facilitating the acquisition of
weapons by criminals and other desirables. The bill before
you, by increasing license fees and imposing standards for
obtaining licenses, will go a long way toward rectifying this
situation. Commissioner Cohen, whose organization is responsible
for the administration of the Federal Firearms Act, will discuss
this aspect in more detail. He will also supply facts and
figures 11lustrating the problems encountered in enforcing

existing law because of incomplete or inaccurate licensee
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records and the need for more effective record-keeping requirements.
This bill cannot, of itself, eliminate crime. However,

let us not lose sight of the fact, stated by the President

in his February 6 Message to the Congress, that "Any effective

crime control program requires the enactment of firearms

legislation. * * * This legislation is no panacea for the

danger of human irrationality and violence in our society.

But it will help to keep lethal weapons out of the wrong hands."
Today, the people of the United States are living under

the most nearly ideal conditions ever achieved by any society.

Yet, their peace of mind and security is threatened by the

spreading cancer of crime and juvenile delinquency. It is

absolutely essential that steps such as those proposed in

this bill be taken to bring under control one of the main

elements in the spread of this cancer, the indiscriminate

acquisition of the weapons most frequently utilized in crimes

of violence.
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Right now, any person can acquire firearms with ease.
This includes criminals, juveniles without the knowledge or
consent of their parents or guardians, narcotic addicts,
mental defectives, armed groups who would supplant duly con-
stituted public authorities, and others whose possession of
firearms is similarly contrary to the public interest. This
situation is a matter of serious national concern.

The Treasury Department's experience with the Federal
Firearms Act has resulted in a feeling of frustration since
the controls provided by it are so inadequate. The drafters
of H. R. 5384 had in mind these inadequacies and have, I
believe, designed a bill which, when enacted, will provide
effective regulation while presenting a minimum of inconveni-
ence to the law-abiding citizen in the acquisition, ownership
and use of firearms for legitimate purposes. These light
restraints are surely a small price to be borne by sportsmen
gun owners when weighed against the potential benefits to
the citizenry generally.

There are indications that those opposed to additional

firearms regulation will assert that the present Federal
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statutes controlling firearms are adequate, but that these
statutes are not adequately enforced. Thus, it will be
inferred that any present deficiencies in firearms controls
result not from lack of statutory autherity, but from lack
of proper enforcement. Let me remind you that the Attorney
General has already advised the Subcommittee that existing
Federal firearms laws are largely ineffective and inadequate.
Within these recognized limitations, I can assure you that
the Treasury Department has vigorously enforced the provi-
sions of the present National Firearms Act and Federal Fire-
arms Act. Commissioner Cohen will offer statistics covering
some aspects of the firearms enforcement program.

As the President so aptly stated: 'To pass strict
firearms control laws at every level of government is an act
of simple prudence and a measure of a civilized society.
Further delay is unconscionable.' 1 strongly urge that this
Committee report H. R. 5384 to the House of Representatives

at an early date.
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TREASURY DEPARTMENT
Washington

FOR USE IN MORNING NEWSPAPERS OF
TUESDAY, APRIL 11, 1967

REMARKS BY THE HONORABLE HENRY H. FOWLER
SECRETARY OF THE TREASURY
AT THE
ANNUAL MEETING OF THE KENTUCKY CHAMBER OF COMMERCE
BROWN HOTEL, LOUISVILLE, KENTUCKY
MONDAY, APRIL 10, 1967, 7:00 P.M., EST

THE USES OF TAX POLICY

I am truly glad to be back in Louisville tonight, and
particularly happy to be accompanied to your distinguished
gathering by Congressman John Watts. He is one of the most
influential and respected members of the Congress, and I can
testify that in his execution of his duties as a member of
the House Ways and Means Committee he is one of the most
informed Members of the House. 1 prize his advice and I
value his friendship. However, since he doesn't always
agree with the Treasury, don't blame him for my mistakes.

Tonight I want to talk to you from the viewpoint that
you, as representatives of private enterprise, and I, as a
representative of your government, share together as partners
in the responsibility for progress in our nation's affairs --
and particularly for its economic progress. One of the
personal beliefs to which I adhere very strongly is that
there can be no true progress in America unless it is based
on a true partnership between the national government and
the private sector -- business, labor, finance and
agriculture.

For my part, I feel that this partnership is worging
out very well indeed. But, lest I be accused of sPec1al. ‘
Pleading to prove this, let me, before I turn to my specific
subject for this evening, cite you some evidence from two
organs of public opinion which are not always necessarily in
agreement with the views of this Administration -- the
New York Times and the Wall Street Journal.
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The New York Times, in its Sunday Magaziue of March 19,
1967, notes that the manufacturing capacity of the United
States has doubed since 1951. We have added as much in the way
of new plant and machinery in the last 15 years, says the
article, as we built during the first 150 years of the
nation's industrial history. And we may well double that
capacity, says The Times -- and the actual output -- again
in another 15 to 20 years.

The Wall Street Journal, in a January 31, 1967 article,
said, and I quote:

"In one sense, there is an almost
monotonous sameness about the country's
economic record in recent years.

"Business has become better and better
and better. Employment has gone up and
up, American affluence, already the
envy of foreign lands, has grown and
grown and grown."

This is true. The threat of economic stagnation --
that used to plague our economy with slow growth and
recurrent recessions and cause our foreign friends and
enemies to think that the United States and the free
enterprise system were losing their drive -- is no more.
It has disappeared in the wake of 74 months -- over six
years of dynamic growth.

To give you a picture of how well our industrial giant
is progressing, let me cite some familiar economic indexes
covering the recent past. 1In a period of three years under
President Johnson's Administration, civilian employment --
that is, new and additional persons at work -- has
increased by 5 million, 133 thousand -- a figure which
nearly matches the employment gain of the entire previous eight years.
The additional numbers of persons at work in the last three
years exceeds the total employment increase from 1953 to
1961. The unemployment rate during thre three-year period
decreased by 1.9 percent, as against an increase of 1.3
percent in the previous eight years. The real Gross
National Product, in 1958 dollars, increased by about
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$97 billion, not too far from the $113 billion of the
previous eight years. It is as though we had annexed the
rate of the output of economies of the present size of
Italy and the Netherlands in the last three years.

There are three other figures which are closer to home
for you: real per capita disposable income, in constant
1958 dollars, increased by 281 dollars in that three-year
period, as against 218 dollars for the previous eight years.
Industrial production increased by 26 percent, in the
three-year period as against a 29 percent increase during
the preceeding eight years. And corporate profits after
taxes increased during the shorter period by $15.3 billion
as against a $6 billion increase for the entire previous
eight year figure.

I think these illustrations tend to show that our
partnership in this country is working out pretty well.

My subject tonight is '"The Uses of Tax Policy." And I
am fully aware that any subject dealing with taxation --
particularly when discussed on a day which falls so close to
April 15 -- involves some very tender feelings.

Let us all take some consolation, however, in some
little-known facts: 1In the past five years, we have had
personal and corporate income tax cuts averaging 20 percent.
In 1962 with the legislative enactment of the investment tax
credit and the liberalization of depreciation, new and
powerful incentives for investment were provided. Im 1965,
over 200 separate items had excise taxes removed from them.
All told, the tax reductions effected in that period will
save taxpayers nearly $23 billion a year at fiscal 1968
income levels.

Largely as a result of these tax reductions, the U.S.
today enjoys the lowest tax burden of any major industrial
nation in the world. Again, this is not my own figure,
but that of the Organization for Economic Cooperation
and Development, representing the industrialized nationms.
The OECD's estimates show that as a proportion of total
national production the citizens of France are paying
38.5 percent in taxes. The Germans are paying 34.4 percent.
In Ttaly the figure is 29.6 percent. In Great Britain it
is 28.6 percent. And, finally, lowest on the list, the
U. S. pays 27.3 percent. And this is for taxes at all
levels of government -- Federal, state and local.
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I feel, in brief, that our federal tax policy can be
used to help achieve what all of us want: continued
prosperity, price stability and growth for thc¢ United States,
I share the views of the distinguished Chairman of the
House Ways Committee, the Honorable Wilbur Mills, who
defined the problem very ably in a recent speech, from which
I quote:

", . . surely we can all agree that the
primary or overriding role of the Federal

tax system is to raise in a fair and

equitable manner the necessary revenues
without which government cannot operate.

At the same time there also is a widening
agreement that with moderation our tax

system can also be used to provide economic
stability and growth for the private economy."

With this background, I want to focus my remarks tonight
on several areas in the use of federal tax policy which are
of immediate and basic interest to all of us. They are:

First, the need for a flexible tax
policy in dealing with sharp adjustments up
and down in the economy as a result of war,
recession or other substantial de-stabilizing
influences, giving rise ta conditions where
resort to flexible fiscal and monetary policy
is the alternative to drastic measures of
government control or intervention or suffering
severe economic illnesses.

Second, the need and prospeets for tax
reform in the near future, and,

Third, the longer-range outlook for tax
rate realignment and reduction at a time --
whenever it may be -- when we can look beyond
the demands of the situation in Southeast
Asia.
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Indeed, a rapidly changing pattern of tax policy
characterized the other experiences along with direct
controls.

You will recall that just before the Korean War,
Secretary of the Treasury Snyder proposed a reduction in
excise taxes which passed the House in a bill that would
have reduced excise taxes by about one billion dollars.
Then the Korean War intervened, and a bill passed with a
$5 billion tax increase, and instead of there being any
reduction of the excise taxes, they were maintained and
increased.

So, changes in circumstances quite properly justify
changes in fiscal and monetary policy. Policies cannot be
static in a world as rapidly changing as ours. We must
adapt them to meet new problems and needs. This, I believe,
is what we have done.

To illustrate specifically, let me refer briefly to
the Tax Adjustment Act of 1966, the suspension and
restoration of the investment tax credit, and the
President's proposal for a temporary six percent surcharge
on existing income taxes.

The accomplishments of the Tax Adjustment Act, since
it was passed early in 1966, have been somewhat obscured
by the daily shuffle of headlines. This legislation
increased the revenues needed for the Vietnam War in
1966-67 by a total of about $6 billion. In so doing, it
introduced graduated withholding taxes on individual
taxpayers and shortened the previously-scheduled transition
period to put corporate tax payments on a pay-as-you-go
basis comparable to that affecting individuals.

The suspension of the investment credit last Fall was
not a revenue measure. It had a specific and limited
objective -- to dampen the excessive boom in the market for
capital goods, with its inflationary impact leading to high
interest rates and damage to our balance of payments in the
form of heavy imports of machinery. The excessive boom is
now over and there is no reason for continuing the
suspension. The President recommended it be lifted and the
Congress is acting.



Tt has been suggested in some quarters that the fiscy)
mone tary and budgetary proposals of the Administration h\i
the last eighteen months present to the American public a
posture of an alternmating or gyrating economic policy. Th
short answer is that the unusual demands of tne war in
Southeast Asia, coming on top of a burgeoning economy, gave
rise to the need for a flexible use of fiscal and monetary
policy.

There is a marked distinction to be made between the
present situation and our earlier experiences during
World War IT1 and Korea, periods when direct controls --
price, wage and salary controls, priorities and allocation
of materials and facilities to restrict civilian demand --
were used in order to expand production and keep the
economy from getting out of bounds.

It was my privilege to participate in the mobilization
programs of World War I1, and to be in charge of the
De fense Production Administration and the Office of Defense
Mobilization in the latter part of the Korean War. 1 know
from first hand experience how confining and burdensome
the direct controls can be to any business, and how, in
those periods, small businesses and new businesses were
clearly at a disadvantage.

In the current situation, dealing with Vietnam, we are
proceeding generally within the framework of a free market
economy, in which there is an absence of the direct
controls that were used in the other two experiences. In
the Vietnam situation, we have dealt with the economic
aberrations that are always a consequence when there is a
rapid increase in demand by relying on a flexible use of
fiscal and monetary measures to permit us to keep a free
enterprise economy unmarked by direct government controls.

I want to make it clear that I have no apologies in
saying in September, '""Let us suspend our investment tax
credit,” and, in March, "Let us put it back."

This is precisely one of the examples of the use of
fiscal policy that make it possible for the private sector
of the economy to make the necessary adjustment wiHKMFd“
direct government controls. And I think one of the pri®
accomplishments during this particular period has been the
fact that the adjustment of this strong and well-balance
economy was accomplished within the context of flexible
monetary and fiscal restraint, and without the imposition
of price, wage and material cemtxols such as were found If
past similar national emergencies.
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When one speaks of tax reform, I suppose it is
inevitable that the phrase should call to mind the existence
of inequities in a tax system and their elimination. Quite
apart from the existence of such inequities, however, T
like to think of the subject of tax reform in a positive
sense; in the sense that tax reform should truly mean the
way in which we can reduce the rates of tax as well as
providing for both equity and simplicity.

The Revenue Acts of 1962 and 1964 marked a real turning
point in tax reform in a structural, as well as an "economic"
sense. The revenue raising or base broadening structural
changes which had come about as a result of all the
Revenue Acts passed prior to the 1962 and 1964 Acts -- from
the year 1940 on -- totalled only approximately $600 million.
The total which was raised by such changes from 1953 to 1961
was less than $200 million. But the 1962 and 1964 Acts
contained nearly $1.7 billion in so-called base broadening
revenue raising changes. And at the same time, they not
only increased the equity of the income tax system -- by
eliminating or reducing some special preferences -- but they
turned the increased revenues back into rate reductions and
investment incentives for all. Thus, they accomplished a
good measure of "economic" tax reform in addition to that
which was achieved through net tax reduction.

Let me give you some examples of structural reforms
occasioned by the 1964 Act. It included limitations on tax
preferences accruing from group term insurance, bank loan
insurance, sick pay exclusion, casualty loss deduction,
utilization of personal holding companies, multiple
properties for charging depletion, and realization of
capital gains on quick sales of real estate in connection
with excessive depreciation. It also eliminated deductions
of certain State and local taxes which were difficult of
uniform and equitable administration, as well as the
dividend credit which was providing a great advantage for
the large investor.

Many similar structural reforms could be cited in
connection with the 1962 Act.



The six percent surcharge proposal, on the other hand,
cncompdsses an overall, across-the-board fiscal measure
designed to cope with the economic and budgetary situation
as we anticipate it for the latter part of 1967 and
throughout 1968, assuming the implementation of the
President's other recommendations and the continuation of
hostilities on their current scale in Southeast Asia. We
need to pay for the increased cost of war projected for the
next fiscal year. We will want to reduce our budgetary
deficits in fiscal 1968 from the projected levels of
fiscal 1967 if the economic outlook permits. We will
certainly not want to risk a resumption of the monetary strain
of tight money and a return to higher interest rates at that
time and this will require that the Government's own demands
on the credit markets be kept in bounds. The surcharge will
help achieve these objectives.

I have tried to illustrate, by these examples, how
tax policies can be used in times of substantial adjustment
with positive results for sustaining high levels of
employment and without a resultant damaging inflation.

And, of course, a flexible tax policy can be used to
promote economic stabilization when the economy is
threatened by recession as well as by inflation. However,
due to the fact that we are enjoying the seventh year of
a continually expanding economy, we have not had occasion
to use a '"quickie" tax cut for that purpose.

I come now to the second of the three things I want to
talk about this evening: the need for and the prospects of
tax reform in the near future.

Later this year, the President's Message on Tax Reform
will be submitted to the Congress. 1In his Economic Message
to the Congress for this year, the President hailed the
American tax system as one in which we can take pride and
one which, in most of its elements, is unsurpassed by any
other tax system in the world today. He also made it
clear that the system can be -- and should be -- improved.

It seems clear that our tax laws, as they stand today,
impose burdens on some of our citizens which are clearly
unfair. In other cases, they grant special preferences t0
individuals and groups which are just as clearly inequitablé
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imbedded in the Constitution, it is not the experts but
the elected representatives who decide the shape and
substance of these reform proposals. The President submits
his recommendations in a Tax Message. With the
Constitution providing that revenue proposals originate

in the House, it is the function of the House Ways and Means
Committee, of which Congressman Watts is a key member, to
make the initial determinations which are voted upon

by the entire House, reviewed and revised by the Senate
Finance Committee and the entire Senate, then become the
subject of a conference between ranking members of the two
committees and finally passed back to the President for his
approval or rejection.

Much remains to be done by all of these groups and

_ bodies, following the traditional processes. For example,
while much attention has been devoted to the income tax
structure, corporate and individual, and to the inequities
of the former crazy-quilt pattern of excise taxation, the
whole realm of estate and gift taxation has not had any
major legislative review or overhaul since 1942. Rate
schedules and basic exemptions in the estate and gift tax
laws have thus remained unchanged for 25 years. Complexities
and inequities in this important area have crept in through
a long series of piecemeal changes by statutory amendments
and court decisions. The present structure places a high
premium on the form and timing of the transfer of property.
A comprehensive reexamination of these provisions of the law
to reduce the complexities of estate planning and correct
rules which work inequities or induce taxpayers to dispose
of their property in ways which they would not otherwise
choose, is long overdue.

This comment by no means implies that the income tax
structure could not still bear substantial improvement.
Because we emerged from the period 1962-1964 with an improved
tax structure, this is no reason why we should call a halt
to future steps toward tax reduction and a more equitable
and simplified tax structure which is more fully consistent
Wwith sustained full employment and vigorous growth. Our
present system, however improved it may be over older ones,
is still capable of stalling or holding back our economy
at a "somewhat higher altitude." It still tends to take
too large a proportion of the increases we have enjoyed over
the past six years in personal and business income. We
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The 1962 and 1964 Acts eliminated a good deal, but not
as much as the President and the Treasury recommended, of
the special preferences which led to an erosion of the tax
base. The Act of 1964 also represented a commendable switch
from the old pattern of opening even more loopholes in order
to combat top-heavy rates on taxable incomes. 1t set the
desirable design of the future -- the provision of necessary
revenues at the lowest possible tax rates whenever tax

reduction through base broadening opportunities are presented

The Act of 1964, however, was not our last major tax
reform. 1In 1965, the repeal of the highly discriminatory and
unfair system of selective excise taxes which had developed
as emergency measures in World War II and the Korean War and
even earlier, gave a substantial added measure of equity
and simplicity to our tax system.

Indeed, in the Tax Adjustment Act of 1966 and the
separate administrative measures taken last year to speed
collections, the inequities of collecting from some
taxpayers on a pay-as-you-go basis and from others on a
deferred basis, were eliminated, and the tax system was
greatly improved by the actior.

For us to get to the point at which such beneficial
actions as these can be taken, much hard work must be donme.
Chairman Mills made this abundantly clear in a recent speech
in which he said, and T quote, " . . . tax reform requires
a vast amount of preparatory work, both technical and in
terms of education of the American people. Many of the
reforms which were accomplished in 1964 actually represented
the culmination of work which had been done quite some time
before that date. . . tax reform cannot be achieved overnigh

Let us look behind that statement.

At the Treasury Department, an able and expert group of
hard-working people, economists, lawyers, accountants and.
other specialists, led by Assistant Secretary for Tax POllC'Y
Stanley Surrey, has labored, and is laboring, to help provid
suggestions for achieving the best possible system we need
for the times. This team works together with a similar
dedicated staff of experts which operates under the directlt
of the Joint Committee on Internal Revenue Taxation of th
Congress. But, in the final analysis under our system,
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local agency, are fixed to meet the issuing agency's
interest payments and the amortization of the principal of
the bonds. In other words, the corporation is in effect
borrowing from the public, but obtaining a tax exemption
for the interest. This means that the interest rate which
the corporation obt@&ins will be below the market rate
which it would otherwise have to pay.

Now, more and more, this device is being used by
corporations which are financially strong and quite capable
of obtaining their funds through normal market channels.
When they turn to the local issuing agency for these funds
they -- and the local agency -- are getting into an
arrangement which distorts the tax-exemption privilege and
which, in the long run, simply forces the Federal tax system
. to support their financing. This is indeed a far cry from
the original intent of the exemptions =-- which was to
encourage corporations which lacked capital of their own to
set up businesses in areas of high unemployment, generally
in rural areas.

In another example, there is no doubt whatsoever that
there are abuses of the tax system by tax-exempt private
foundations. Those foundations which are created solely
to keep intact a family's control of a business enterprise
are clearly distorting the original intent underlying the
tax benefits and exemptions granted for charitable contributions
and philanthropic organizations.

Now, I repeat: let no one take this recital of these
particular examples, or others mentioned earlier, as an
outline of the President's forthcoming tax reform proposals,
upon which much preparatory work has been done on which
there is still work in progress. I cite them only as
evidence of the fact that tax reform, a complicated matter,
has many facets that can be explored.

Despite all this, during the last five years we have
made a strong beginning in the use of tax reform as the means
of achieving what I feel we want to achieve -- the things I
have stressed earlier: tax reduction, equity and
simplicity.
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have to seck to keep the tax structure's revenue capability
from growing too fast -- as the private incomes and
economic capacity of the nation enlarge, as I know they will,

In short, we must still go a far way if we are to
rid our tax structure -- and our income tax in particular --
of its impediments to an efficient flow of capital, its
unlike treatment of like incomes, and its excessive burdens
on small incomes.

Let us remember, in considering the burdens of people
with small incomes, that they represent the area of the tax
brackets where the customers of business and agriculture
live. The people with $10,000 a year, and less, account for
almost 85 percent of all taxable returns. They are the
people who will put a large part of any tax reduction into
the stream of spending -- help create the healthy demands
upon our economy which can call forth new techniques and
technologies, create new jobs and make new investments
profitable.

Moreover, we have become increasingly aware that tax
reform must be responsive to changing situations.

Without in any way getting into a discussion of what
the President might recommend, but solely to point up some
of the thorny problems inherent in tax reform, let me cite
some examples of inequities and economic distortion which
arise from provisions of our tax laws which, however
justified at the time of their enactment, have become
subject to certain abuses.

Very often, of course, there are good business reasons
for the creation of affiliated corporate groups. But the
good reason for an affiliated group does not make sense as
a good reason for giving that group multipe corporate tax
exemptions. A single enterprise is involved. If it is
divided into sub-groups which are called ''subsidiaries,"
rather than divided into branches or divisions of the
business,that does not rationally entitle the enterprise to
be the recipient of a host of tax exemptions.

Similarly, changing patterns have occurred with tax
exempt industrial development bonds, rapidly growing in
numbers and amounts, and being scld, in effect, on the
credit of a private corporation whlch has bought or leased
a facilityv from the issuing local agency. The rents, OF

sales installments, which the 99F905311Q3—91¥3“to the
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The fact is that -- quite apart from the vicissitudes
of the moment -- Vietnam or no Vietnam =-- tax increases or
tax cuts -- the American economy has reached a stage of
strength, efficiency and power for good, the maintenance of
which will depend, in great part, in the future, upon the
wisdom with which all of us choose to use it.

And, I firmly believe, it is a very fortunate thing
that this has come about during a period in which there is
a broader acceptance by all of us -- in Government, in
business, and in all walks of life -~ of the responsibility
for the general well-being that each one of us bears,
individually and in our occupational and economic groups,
for the conduct of our economic affairs and in the
expression of our political will.

What will the future be like? No man alive knows the
answer to that in any detail. But any sensible man will
admit that there are three elements of great responsibility

which lie ahead of us, as Americans, in at least the next
ten years. ’

They are:

1. The defense of freedom and peace.

2. Preserving and strengthening the
free enterprise system.

3. Joining with other nations who believe
in these things in building a.Greater
Society of Nations, within Wh]'.Ch there
will be opportunity for security and
for self-expression.

For us to engage in these tasks means tt}at our ecogom}é' .
will have to operate close to its full ca[?ac1ty for pr;)1 uc.:lio
and growth., To achieve this full production and growth wi ;
mean full use of our manpower, full use of our equlpu}ent ar(;
management methods, full use of all of the_technologlefsvigt
techniques that management and labor can discover or in .

We will have to continue to learn how to sust':ain a k}igh
rate of real economic growth, cutting down ir.xflatlon as it e
might appear, and fighting any deflati?nary.mterruptlorfmséhe
the tools at our command. Our tax policy will be one o
most powerful of these tools.
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We know that any tax system, unless it is periodically
reviewed and reformed, can become slipshod, can develop
grave defects, such as those I have mentioned, and can
become obsolescent in a way which can both act as a barrier
to sound economic growth and at the same time shake popular
faith and morale.

Your government does not intend to let this happen.

Now here is the third item on my agenda for this evening's
talk: the longer-range outlook for tax rate realignment
and reduction. We must look beyond the revenue consuming
demands o resisting Communist aggression in Vietnam to the
time when instead of devoting increased revenues to
national security we can make a desirable allocation of the
additional revenues that flow from economic growth under an
existing tax structure between tax reduction, reduction of
the public debt and increased government civilian
expenditures.

This prospective decision gives rise to a number of vital
economic and fiscal policy questions which are of the highest
importance in the decade ahead. How can our tax policy be
used, given a reasonable amount of peaceful times over the
years in our immediate future, to continue and strengthen
the long, healthy upward climb of the American economy’

What influencescan we expect will be brought to bear upon
it from other economic sources?

These questions bring us back full circle to the
Revenue Act of 1964 and its immediate aftermath which added
a new, but little understood dimension to the importance of
coordinating tax policy with other matters -- budget
expenditures, monetary and credit policy, and debt
management.

I ask you to look behind the jargon of the moment --
the talk of '"the new economics'" or'fiscal drag' or 'fiscal
dividend" or ''gap analysis'" or '"policy mix," etc., and
view this range of our national economic decisions as the
late President Kennedy and President Johnson have viewed
them,

President Kennedy once observed that our economic decisi®f
should involve not so much the clash of grand ideologies a5
the sober and dispassionate treatment of a marvelously

productive modern economic machine.
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But, let me return to the forecast of the Joint Economic
Committee of the Congress: Very wisely, the study opens
with a sensible warning, and I quote:

"This higher rate of growth will not be

achieved automatically, but will require
improvements and adjustments in economic policies,
both public and private, if it is to be achieved
in a manner that does not generate undesirable
inflationary byproducts."

In brief, to reach this level, or any other higher
standard of living than we have now, we must have priorities.
There will be, given the increased gross national product,
an annual increase in public revenues. This dividend must
be fed back in some part, and in some manner, to sustain
the private sector which delivers it -- to feed the goose
which lays the golden eggs.

To this end -- the maintenance of a strong economy
free from repressive taxation -- we will want to adopt
tax reduction, with emphasis upon rate reduction, as a
conscious long-term policy. Only in this way can we
avoid fiscal drag and ensure that the fiscal dividend
payable out of growth can be reinvested in the ''growth
business'" of our economy. Without this conscious
determination, our economy can almost unaware be saddled
with 1966 tax rate levels and an expanding public sector,
decade after decade, so that it is constantly squeezed by
a growing tax load in relation to a proportionately
shrinking private sector which must, after all, pay for our
defense, our consumer needs, and our public improvements.

In plainer words, at some point in the future there
lies ahead of us the opportunity for tax rate reductions --
not today, nor tomorrow, nor, for all we know, next year or
the one after it. That depends on the coming of peace in
Asia, But the day will surely come when tax reduction will
become an important economic step for us to take. We must
be ready to take that step when the opportunity offers.

Already economic plans for the post-Vietnam period
are being developed in the Executive Branch pursuant to
an instruction by President Johnson in his Economic Message
in January calling for a "major and coordinated effort to
review our readiness." The first of six items on the agenda
was the request "to consider possibilities and priorities for
tax reduction."
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[ am not endorsing any particular forecast of any group
of forecasters as the U. S. goal for the next ten years. Yet
it is interesting to note that three such forecasts seem to
point out requirements and conclusions that are remarkably

alike.

In one instance, the National Planning Association report
titled '"Goals, Priorities and Dollars,'" done late last year,
concludes that if we are to do what we want to do by 1975
we will need a gross national product by that year of over
$1 trillion (in 1962 values) -- or more than half again as
much as we have now.

Second, a study under the auspices of the Life Insurance
Association of America calculates that we can maintain an orderl
growth, in constant dollars, of 4-1/2 percent fron now until
1976, allowing for an annual average increase of about
1 percent in consumer and wholesale prices.

Now, over the past six years we have averaged an annual
production increase in constant dollars of slightly less than
5 percent, while our economy absorbed large numbers of
unemployed people and gave them jobs and put a great amount
of unused production facilities to work.

And here is a third forecast for our economy for the
period from now on: a study by the Joint Economic
Committee of the Congress projecting U.S. economic growth
to 1975. This study concludes that we have a potential for an
economic growth rate of between 4 and 4% percent per year
between 1965 and 1975.

It is interesting to note that even if we average less
growth over the next 10 years than we have over the past
six, we would still be able to lift our gross national
product to $1 trillion in 1975, and still be dealing in an
American dollar which is the strongest and most stable unit
of currency in the world.

Now, 1 repeat, I am not endorsing the conclusions of
any of these studies as a national goal. But should this
growth be reached, and I firmly believe it can be reached,
it is likely that in 1975 the average American family can
enjov an income, in today's dollars, of something more than
$10,000 annually comnared to the approximately $7,000 of
last vear.
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to get people to work -- to get the machine producing more.
But when the economic machine is working at the high level
of performance we can reasonably expect over the future
years, we have to use great care and yet maximum flexibility
in our approach to keep that growth at a sustainable pace --
not so fast as to induce inflation and not so slow as to
invite stagnation or recession.

The action of tax policy toward maintaining a high growth
rate, high productivity and high employment, along with
reasonably stable prices, cannot do the job alone. It must
be reinforced by expenditures and policies which will raise
the quality of our products and increase our efficiency in
producing them. I am referring toair need for increasing
the skills of our workers through training programs, and
the need for encouraging education, research and private
technology.

The contributions of the millions of people in this
country who are either unemployed or underemployed must be
called forth. Their talents must be developed. Their
education must be improved. This is primarily a matter of
sheer morality; the very close secondary reason is that we
simply cannot afford to go without the skills they can
supply.

And some of our tax revenues must go toward expenditures
for this purpose. We must accept this not as a burden, but
as an opportunity.

If there is one thing about taxation that we have
learned, as Americans of this generation, it is that there
is no such thing as a tax policy for all seasons. Conditions
and needs change. Disaster overtakes those who are callous
toward, or indifferent to, the signs of obsolescence in
their biusinesses; so, with our economy, we must keep a weather
eye open for the changes of the times and gear our tax system
to fit them.
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Now, let me make it clear that tax reduction does not
necessarily mean corresponding revenue loss. From 1955 to
there was no significant tax reduction, yet budgetary receip
rose only $17.6 billion -- an increase of 29 percent. Yet g
fiscal years 1961 through 1966, with individual and business
income taxes reduced on an average of some 20 percent and mo
Federal excise taxes eliminated, receipts increased by
$26.9 billion, or 35 percent.

But the possibility of tax reduction -- at some point
in our future -- is only one element to which we will have
to addressourselves.

We must also seize opportunities to use the fiscal
fruits of growth to reduce the national debt and its burden
on the budget. Debt reduction, as well as debt management
and monetary policy, has a role to play in holding down
or decreasing the cost of carrying the debt, thereby
releasing revenues for tax reduction or increased expenditur
Moreover, like debt management, debt reduction can be handle
in a manner that is stimulative to the private sector. It
need not be associated with a restraint on the economy.

We must also look forward to increasing our expenditure
for the public sector, for all of the worthwhile humanitari
programs and benefits of which our nation is capable.

The task is this: As our revenues grow, along with
our gross national product, there is going to be a multitud
of demands for the extra money. We must decide, calmly,
carefully, patiently and skillfully, where it is to go. If
we do everything that everybody will want to do -- if we
appropriate all of it for expenditures which are more
desirable than necessary -- we will miss the oppormﬂﬁtyfo
a better life, a more secure and happy life, for all of us
the years ahead. This is why the concept of Federal
expenditure control is an interrelated part of a sound taX
policy for growth.

To make the most of our opportunity, we are going to7
the virtues of restraint and prudence, and we are going to
have to work, with patience and understanding, at complex
tasks. When things are not going too well with our econo®
when times are tough, to use the vernacular -- wnen the
economy 1is slack =-- the people who guide it have pretty s
choices to make. There is nothing very complicated about [
work which is done then. The job is to perk things up °~
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T can assure you here tonight rhat we will maintain a
vigilant survey of economic developments in order to determine
what tax actions are necessary. They will be prudently and
carefully appraised and brought to the attention of the

Congress to permit it the proper time for thorough evaluation
and debate.

And as for the responsiveness of the Congress to
changing economic conditions, and its ability to act
responsibly, the Joint Economic Committee Report says:

"Congress has the ability to act rapidly
on tax matters and has demonstrated this
ability on many past occasion."

Such responsible actions have time and again been
demonstrated, most recently by the speedy consideration in
both chambers of President Johnson's request for the
restoration of the Investment Tax Credit on machinery and
equipment purchases and the accelerated depreciation
allowances for new buildings.

A tax structure is like an investment portfolio. It
is not something which we can acquire, and then stow away
in a safe and forget. It needs watching and revising.

The task of alert surveilance over our tax system, of
using it as one of a series of measures to tend to that
marvelous, productive machine -- the American economy -- is
one that every responsible group, like your own, and every
thoughtful citizen, must share with the government, in
partnership, if we are to obtain the best results, the full
promise, of the American economy in the decades ahead.

o0o



TREASURY DEPARTMENT

WASHINGTON. D.C.

R RELEASE 6:30 P.M.,

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for iwo series of Treasury
113, one series to be an additional issue of the bills dated January 12, 1967, and
e other series to be dated April 13, 1967, which were offered on April 5, 1967, were
ened at the Federal Reserve Banks today. Tenders were invited for $1,300,000,000,
thereabouts, of 91l-day bills and for $1,000,000,000, or thereabouts, of 183-day
11s., The details of the two series are as follows'

NGE OF ACCEPTED 91l-day Treasury bills : 183~day Treasury bills
MPETITIVE BIDS: maturing July 13, 1367 : maturing October 13, 1967
Approx. Equiv. ¢ Approx. Equiv.
Price Annual Rate H Price Annual Rate
High 994047 3.770% $ 98.050 a/ 3.836%
Low 99.033 3.825% : 98.034 3.868%
Average 99,037 3.8108 1/ : 98 .0L40 3.856% Yy

Excepting 1 tender of $L,055,000
f of the amount of 91l=day bills bid for at the low price was accepted
{ of the amount of 183-day bills bid for at the low price was accepted

(AL TENDERS APPLIED FOR AND ACCErTED BY FEDERAL RESERVE DISTRICTS:

)1strlct Applied For Acce§ted s Amglied For Accegted
s zz 75? m H ’ 3 s 29000

lew York 1, 7h3 702,000 782, 759 000 . 1,388,183,000 688,323,000
hiladelphia 21;,915 000 12 7ou,ooo . 13,210,000 5,210,000
leveland 33,307,000 32,557,000 - Lk, 591,000 20,9L41,000
ichmond 18,374,000 18,374,000 . 3,762,000 3,762,000
tlanta 6L,933,000 45,813,000 . 3L,107,000 17,101,000
‘hicago 273,168,000 126,028,000 . 279,396,000 115,936,000
t« Louis 73,601,000 63,387,000 30, 9kl;,000 2L, 624,000
linneapolis 22,397,000 19,277,000 . 13,172,000 11,307,000
ansas City 140,287,000 40,287,000 . 11,463,000 11,463,000
allag 32,47k,000 20,974,000 . 17,592,000 7,862,000
an Francisco 184,219,000 123,864,000 140, 35k,000 78,271,000

TOTALS  $2,53k,169,000 $1,300,726,000 b/ $2,002,456,000  $1,000,485,000 ¢/

Includes $310 LL6,000 noncompetitive tenders accepted at the average price of 99,037
Includes $107 597 000 noncompetitive tenders accepted at the average price of 96. 01;0
These rates are on a bank discount basis. The equivalent coupon issue yields are
3.91% for the 91l=day bills, and 4.00% for the 183-day bills.



TREASURY DEPARTMENT

WASHINGTON, D.C.
April 10,1967

FOR IMMEDIATE RELEASE

TREASURY MARKET TRANSACTIONS IN MARCH

During March 1967, market transactions
in direct and guaranteed securities of the
government for Government investment accounts
resulted in net purchases by the Treasury
Department of $75,279,500.00.

o0o
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TREASURY DEPARTMENT

WASHINGTON, D.C.
April 10,1967

FOR IMMEDIATE RELEASE

TREASURY MARKET TRANSACTIONS IN MARCH

During March 1967, market transactions
in direct and guaranteed securities of the
government for Government investment accounts
resulted in net purchases by the Treasury
Department of $75,279,500.00.
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'REASURY DEPARTMENT

WASHINGTON, D.C.
April 12, 1967

F0R IMMEDIATE RELEASE

TREASURY DECISICON ON PLASTIC CONTAINERS
UNDER THE ANTIDUMPING ACT

The Treasury Department announced today that it is issuing
1 notice of intent to close its iInvestigation with respect to
;he possible dumping of plastic containers from Canada manu-
"actured by Reliance Products Ltd., Winnipeg, Canada.

The notice, which will be published in an early 1ssue of
he Federal Register, announces that the investigation is being
losed with a determination that these plastic containers are
ot being, nor likely to be, socld at less than fair value within

he meaning of the Antidumping Act of 1921, as amended
19 U.S.C. 160 et seq.).

Two types of plastic containers were imported from that firm,
amely industrial type and consumer type. Purchase price was found
0 be not lower than the adjusted home market price with regard to
11 except 5-gallon industrial containers. The 5-gallon industrial
ontainers represented the bulk of the imports of this type.

Promptly after being advised of the existing margins as to
hese 5-gallon containers, the manufacturer revised its prices and
ave assurances that there would be no future sales at less than
air value regardless of the disposition of this case. The complaln-
nt was advised of this and subsequently withdrew its complaint.

Appraisement of the above-described merchandise from Canada
anufactured by Reliance Products Ltd., Winnipeg, Canada, will con-
inue to be withheld pending further determination.

Imports of the involved merchandise received during the period

anuary 1, 1966, through October 31, 1966, were valued at approxi-
ately $58,000.



TREASURY DEPARTMENT

WASHINGTON. D.C.

April 12, 1967
OR IMMEDIATE RELEASE

TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders
‘or two serles of Treasury bllls to the aggregate amount of
5 2,300,000,000,0or thereabouts, for cash and in exchange for

'reasury bills maturing April 20,1967, in the amount of
}2,302,437,000, as follows:

91 -day bills (to maturity date) to be issued April 20, 1967,
ln the amount of $1,300,000,000, or thereabouts, representing an
dditional amount of bills dated January 19,1967, and to
iature July 20,1967, originally 1ssued in the amount of

1,000,906 ,000, the additional and original bili=z to be freely
.nterc F\ange able,

182 -day bills, for $ 1,000,000,000, or therearvouts, to be dated
April 20,1967, and to mature OQOctober 19, 1967,

The billls of both seriles will be issued on a discount baslis under
ompetitive and noncompetitive bldding as hereinafter provided, and at
laturity their face amount will be payable without interest. They
111 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
P to the closing hour, one-thirty p.m., Eastern Standard
ime, Monday, April 17, 1967. Tenders will not be
ecelved at the Treasury Department, Washington. Each tender must
e for an even multiple of $1,000, and in the case of competitive
enders the price offered must be expressed on the basis of 100,
ith not more than three decimals, e. g., 99.925., Fractions may not
¢ used, It is urged that tenders be made on the printed forms and
orwarded in the special envelopes which will be supplied by Federal
eserve Banks or Branches on application therefor.

Banking institutions generally may submit tenders for account of
ustomers provided the names of the customers are set forth in such
enders, Others than banking institutions will not be permitted to
ubmit tenders except for their own account. Tenders will be recelved
ithout deposit from incorporated banks and trust companies and from
:sponsible and recognized dealers in investment securities. Tenders
tom others must be accompanied by payment of 2 percent of the face
nount of Treasury bills applied for, unless the tenders are

‘companied by an express guaranty of payme.t by an incorporated bank
® trust company.

F-875



Immediately after the closing hour, tenders will be opened at the
rederal Reserve Banks and Branches, following which public announce-
ment will be made by the Treasury Department of the amount and price
range of accepted bids. Those submitting tenders will be advised
of the acceptance or rejection thereof. The Secretary of the Treasury
expressly reserves the right to accept or reject any or all tenders,
in whole or in part, and his action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for
each issue for $200,000 or less without stated price from any one
bidder will be accepted in full at the average price (1u three
decimals) of accepted competitive bids for the respective issues.
Settlement for accepted tenders in accordance with the bids must be
made or completed at the Federal Reserve Bank on April 20, 1967, ip
cash or other immediately available funds or in a like face amount
of Treasury bills maturing April 20,1967. Cash and exchange tender
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

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

Treasury Department Circular No. 418 (current revision) and thi:
notice prescribe the terms of the Treasury bills and govern the

conditions of their issue. Copies of the circular may be obtained f1
any Federal Reserve Bank or Branch.

o0o



TREASURY DEPARTMENT
Washington

IMMEDIATE RELFASE
THURSDAY, APRIL 13, 1967 F-876

The Bureau of Customs announced today the following preliminary
figures on imports entered for consumption under the absolute import
quotas provided for in section 12.71, Customs Regulations, for coffee
grown in nonmember countries of the International Coffee Organization
for 12-month period beginning November 15, 1966.

COFFEE
(Green - In pounds)

Established ~ Total lmports as
Country Quota of Apr. 10, 1967
Bolivia 1,850,800 1,027,056
Guinea 1,454,200 Quota filled
Liberia 2,511,800 Quota filled
Paraguay 2,6h),C00
Yemen 1,£50,800 185,740
Basketl/ 6,616, 000 3,301,720

l/ Basket quota allocated to unlisted nonmember ccuntries and to
listed nonmember countries after respective quota filled.



IMENIATE RELEASE

TREASURY DEPARTMENT

Washington

THURSDAY, APRIL 13, 1967

F-877

The Bureau of Customs has announced the following preliminary
{igures showing the imports for consumption from January 1, 1967, to
fpril 1, 1967, inclusive, of commodities under quotas established
pursuant to the Philippine Trade Agreement Revision Act of 1955:

: HLstablished Anmial : Unit of sImports aS of
Commodity :  Nuota Quantity : Quantity sApril 1, 1967
Buttons cesessasns 510,000 Gross Lk, 874
CigarS seeoovresss 120,000,000 Number 2,351,240
Cocomut 01l cesse 268,800,000 Pound Qucta filled
COrdage esssseses 6,000,000 Pound 2,403,168
Tobaceo sesoaores 3,900,000 Pound 356,100




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 commotation in the us of outmoded names.)

Coumtry of Origin
mt and SudaN,scecscscese

- o} H
mi& m Pmstm.........
CMM...........“.......‘.
MaXicCOesosscecoccscocoonnes
Bruil.................'...
Union of Soviet

Soclalist Reancsotooo.
Argentina..u..............
Hdti......................
ECUMiOr.sceccccccscncsosces

COTTON {other than linters) (in pounds)

Cotton under 1-1/8 inches other than ro or harsh under \d
Imports September 20, 1966 = A ), 1967

1/ Except Barbados, Bermuda, Jsmaica, Trinided, and Tobago.

2/ Except Nigeria and Ghana.

Cotton 1-1/8" or more

Established Year ota - lbs.
Imports August 1, 1966 - April 10, 1967
Staple Length Allocgtion Imports
1-3/8" or more 39,590,718 31,753,233
1-5/32" or more and urder
1-3/8" (Tanguis) 1, 500,000 120,625

1-1/8" or more ard under
1-3/8n Ly 565,642 4,130,101

F-878

Established Quota Imports Country of Origin Esteblished Quota
783.816 - Hotﬂumocooooooc.o..oonoooc 752
207,952 50,,.187 Parm.oooocoooocooooooooo g’l

2,(!)3,1..83 - ColombiBececcersccsrcncecens 124

1,370.791 - Iraq........................ 195

8,883,259 87,175 British East Africaccccccee. 2,20
618,723 - Indonesia and Netherlanis

y New Guines.eecesssseccccoccese 71,388

l..75,l2h - British We IndieSecccsccesse 21’321

5.203 - ‘1881‘18..o-onoooocoooooooo-o 5,377

237 - 2/ British W. Afric@ceeececesos 16,004

9,333 - Other, including the UsS.... -

imports



COTTON WASTES
(In pounds)

COTTON CARD STRIPS made from cotton having a staple of less than 1-3/16 inches in leagth, COMBER
WASTE, LAP WASTE, SLIVER WASTE, AND ROVING WASTE, WHETHER OR NOT MaANUFACTURED OR OTHLERWISE
ADVANCED IN VALUE- Provided, however, that not wmore than 33-1/3 percent of the quotas shall
be filled by cotron wastes other than comber wastes made from cottons of 1-3/16 inches cr more
in staple length in the case of the following countries: United Kingdom, France, Netherlands,
Switzerland, Belgium, Germany, and Italy:

1 Established : Total Imports : Established : Imports 1/
Country of Origin :  TOTAL QUOTA  : Sept, 20, 1966, to : 33-1/3% of : Sept. 20, 1966
: tpril 10, 1967 : Total Quota : to April 10, 1967
United Kingdome....vsesen. 4,323,457 3,048 1,441,152 3L,0L8
Canadase.veseessncanenonns 239,690 67,L53 - -
France.sieceessseaneunnons 227,420 31,583 75,807 31,583
India and Pakistan........ 69,627 16,058 - -
Netherlands....e.vcveveene 68,240 - 22,747 -
Switzerland....coveeevcnas 44,388 - 14,796 -
Belgium, . vvovereeennnnnnns 38,559 - 12,853 -
Japan,ceieeeeecncccacennne 341,535 - - -
Chima....ieveeieececccnnes 17,322 - - -
70 < 8,135 - - -
Cuba.sieseeneeosencsansans 6,544 - - -
Germany..oceeeescencasesns 76,329 11,691 25,443 -
1talYeuuseeoneaeoconannnns 21,263 - 7,088 -
Other, including the U, S, - - - -
5,482,509 160,833 1,599,886 65,631

1/ Included in total imports, column 2.



TREASURY DEPARTMENT
Washington
IMMEDIATE RELEASE

THURSDAY, APRIL 13, 1967 F-879

The Bureau of Customs amnounced today preliminary figures on imports for con-

sumption of the following commodities from the begimning of ihe respective quota
seriods through April 1, 1967:

s sUnit ol :ilmports as of
Jommodity s Period and Quantity sQuantity :April 1, 1967

‘ariff-Rate Quotas:

ream, fresh Or SOUr ....... Calendar year 1,500,000 Gallon 651,129
hole Milk, fresh or sour .. Calendar year 3,000,000 Gallon

attle, 700 1bs., or more

each (other than dairy Jan, 1, 1967 - 1/
CWS) seresesevssOIRR RN S Mar. 31, 1967 120,000 Head ).1,707"'
attle, less than 200 lbs. 12 mos. from 1/
€ACH vveeeessesassssesssss April 1, 1966 200,000 Head 125,422

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

rosefish seecevecesecsesses Calendar year 21;,883,313?-/'Pound Quota filled

To be
M2 FiSh cesevevesseecasces Calendar year announced  Pound 13,971,635

iite or Irish potatoes:

Certified seed seevececess 12 mos, from 114,000,000 Pound  Quota filled
other 20000 20 QO0OPNSOSGSIOOSTPOCTDS Sept. 15’ 1966 As’m’m Pound QuOta mled

\ives, forks, and spoons

with stainless steel Nov. 1, 1966 -
hANA1ES vevveeecesonsssess Octe 11, 1967 84,000,000 Pieces Quota filled
3/
dSKbrooms seeesecesccsesese Calendar year 1,380,000 Number 1,297,110
: /
her brooms eeceeveceessses Calendar year 2,460,000  Number 1,523,9362

————

Imports as of March 31, 1967.

Imports for consumption at the quota rate are limited to 6 ,220,828 pounds
during the first 3 months of the calendar year.

Imports as of April 7, 1967.




: sUnit cf :Imports as of

cormodity : Period and Quantity :Quantity :April 1, 1967
‘tsolute Quotas:
Putter substitutes .

containing over L57

of butterfat and

butter 01l cvevesvevvens Calendar year 1,200,000 Pound Quota filled
Fibers of cottor processed 12 mos. from

it nOt Spun csevescsacss Septc ll, 1966 l’OOO Pound
Peanuts, shelled or not

shelled, blanched, or

otnerwise prepared or

preserved (except peanut 12 mos. from

BUtter) ceceesecccressoos tug. 1, 1966 1,709,000 Pound Quota filled
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STATEMENT OF JOSEPH W. BARR
UNDER SECRETARY, U. S. TREASURY DEPARTMENT
BEFORE THE SENATE COMMITTEE ON BANKING AND CURRENCY
ON S.5 (TRUTH-IN-LENDING ACT OF 1967)

Thursday, April 13, 1967

Mr. Chairman and Members of the Committee:

The President, in his message of February 16, 1967, to
the Congress on Consumer Protection, recommended legislation
be enacted to require lenders and credit sellers to provide
consumers with full and complete information on the cost of
credit. The President said:

"I recommend the Truth-in-Lending Act of 1967 to assure
that, when the consumer shops for credit he will be presented
with a price tag that will tell him the percentage rate per
year that is being charged on his borrowing.

"We can make an important advance by incorporating the
wisdom of past discussions on how the cost of credit can best
be expressed. As a result of these discussions, I recommend
legislation to assure --

"Full and accurate information to the borrower; and

"Simple and routine calculations for the lender.”

I am pleased to appear before you to support Senator
Proxmire's Truth-in-Lending Bill, S.5, which would carry out

the President's recommendation.

F-880



S.5 is a realistic, practicable, and workable bill. 1Its
most important feature, the requirement to state the finance
charge as an annual percentage rate, in addition to its
statement in dollars and cents, will provide for uniform dis-
closure of finance charges for the first time in this Nation's
history.

This purpose is clearly within the tradition of our
economic system which relies on the discretion of informed con-
sumers to express their preferences in the market. Poorly iﬁ—
formed consumers, or even well informed consumers who are un-
able to communicate effectively in the market because of the
jumbled terminology, cannot be good citizens in a free economy.

$.5 will give the American consumer the information he
needs to compare the costs of credit from different sources
with what he can earn on his savings and to make an intelligent
credit decision.

The practical application of the annual rate requirement
has been studied at length, both by this Committee and by the
Administration.

We have concluded that such a requirement will impose no
significant burden or difficulty with respect to the over-
whelming majority of credit transactions in the United States.

We do not agree with critics of this legislation who argue
that the complexity and variety of credit transactions make ac-
curate disclosure of finance charges very difficult, if not

impossible.



We believe that most creditors will find it both practical
and desirable to employ standard tables specifying the annual
rate applicable to their particular credit plans.

I want to come back to this point because the question of
workability was a legitimate objection in the past. It no
longer is and should no longer be an excuse to delay action.

I want to emphasize the workability of S.5 because I be-
lieve no member of this Committee or of the Congress and no
legitimate lender or credit seller really is opposed to the
disclosure of the true cost of credit if this can be done without:
imposing excessive hardships or burdens.

Consumer credit is essential to the American way of life
and our economic system. Consumer credit is used to finance a
large proportion of durable goods purchases and a sizeable part
of nondurable purchases. Last year, outstanding consumer
credit, excluding mortgage credit, totaled $95 billion. Judg-
ing from the fact that new instalment credit made in a year
roughly equals the amount outstanding, it appears that consumer
credit financed about $100 billion of individuals' purchases in
1966. This is more than one-fifth of total personal consumption
expenditures as recorded in the national income accounts.

Again leaving aside mortgage credit, consumers last year
paid in interest and other credit charges approximately $13
billion for the use of consumer credit. This is a large sum --

it is approximately as large as our interest payments oOn over



$300 billion of Federal debt -- it is more than consumers
spent for men's and boys' clothing -- for furniture and ap-
pliances -- for electricity, gas and water -- for doctor and
dentist bills -- for alcoholic beverages -- almost as much as
for gasoline and o0il -- over half of what was spent on women's
and children's clothing =-- and about half of new and used
automobile purchases.

While the consumer has some knowledge of the goods and
services he is buying, and in almost all cases knows the price,
few consumers are really aware either of the dollar cost or
of the annual percentage rate paid for the use of credit. This
lack of knowledge has certainly contributed to the abuse of
credit., For this, we need only look to the rising tide of em-
ployee bankruptcies -~ cases filed in U, 8. District Courts in
1965 were 66% above the number in 1960 and over 500% above 1950.

It is clearly evident that the consumer now finds it im-
possible to select from all the credit sources available that one
which is cheapest or best for his needs. The array of practices
makes a rational choice among the alternatives almost impossible.
This Committee has had abundant testimony on this point in the
past. This is an area in our economy that has grown so fast it
has created its own language. Much of it is beyond comprehension
for most who are even very sophisticated in finance and who find
difficulty in distinguishing add-on, discounts, precomputer,

Rule of 78's, service charge, finance charge, interest, term

Price differential, sales price vs. cash price, etc. The variety

of rate gmotations is peyond belief and sometimes ridiculous.



Even a financial expert, who knows the ins and outs of credit,
would find the correct solution difficult in the absence of
uniform standards for disclosure. Such confusion in a $13
billion consumer purchase category is not in the national in-
terest.

Credit can be described as the lubricaﬁt of our economy.
When either the use or the supply gets out of kilter, the
economy suffers. S.5 will promote the efficient flow of
credit, since it will give consumers an adequate basis to de-
termine and choose the most economical source of credit.

S.5 seeks to supply the consumer with essential informa-
tion on the total cost of borrowing. It will enable the con-
sumer to come to an intelligent decision as to which source of
credit is cheapest by putting the cost quoted by all sources
of credit on the same basis. This could be done in a number
of ways, if this were the only objective. But many con-
sumers also have another choice -- they can borrow the money
or they can use existing savings. In the latter case, con-
sumers need to compare the cost of credit with the earnings
on their savings. In financial practice the earning power of
savings is traditionally expressed as a percent per annum.
Thus, it is reasonable to apply this same standard of compar-
ison to consumer credit, to have the total cost of credit --
including interest and other credit charges -- expressed as a
percent per annum on the unpaid balance. This is exactly the

basis called for in S.5.



Finally, the required disclosure of an annual percentage
rate of finance charge would in no way prejudice lenders under
the usury laws of the States in which they operate. 8.5 covers
only the rate of finance charge and does not deal with inter-
est rates, which are properly regulated by the States.

I believe that no merchant or banker of other legitimate
lender really objects to the principle that his customers should
know the truth about what they are paying for the use of credit.
As I read the record, the objections that have been raised are
that the bill would lay an onerous burden on legitimate lenders
and sellers on credit.

I firmly believe, however, that the tables that have been

furnished the committee have solved that problem.

Need For The Legislation

Let us remember that consumer credit, as it is known

today, is largely a post World War II phenomenon. It has grown
up after most of the other credit regulatory agencies of the
Federal Government had become well established: So we as a
Nation find ourselves with no agency principally responsible
for the consumer credit industry as it affects the public. The
bill makes no provision for such, but it does assign responsi-
bility for establishing the rules and regulations regarding

credit disclosure to the Board of Governors of the Federal

Reserve System. The Board is the primary source of consumer



credit statistics and origin of the major consumer credit
studies.

Once the bill is established and its provisions made
known as to all major conditions, and, with the assistance
of a united financial industry using the same terminology
and methods of expressing finance costs andnrates, it is
reasonable to assume that the bill will become largely
self-enforcing. Consumers will be able to utilize in their
credit experiences the same rate concepts theylhave learned
to use in savings experiences. Thus, there is reason to
expect a greater alertness on the part of consumers and
creditors to the basic facts of credit living.

S.5 will apply to anyone who extends credit to the con-
sumer, whether a bank, merchant, department store, finance
or loan company. But it would not control or limit the amount
of their finance charges in any way.

Moreover, S.5 would not displace State action in this
area.

While many States, in addition to Massachusetts, regulate
consumer credit and call for the disclosure of certain kinds
of credit information for certain kinds of credit transactions,
the overall picture in this field is widely divergent and un-
satisfactory from the standpoint of the consumer who needs a

uniform basis for comparing finance charges.



The Federal Government must act to fill this need to
enable the average American to obtain credit on the best
terms for his particular needs and financial resources.

Far from displacing State action, the passage of S.5
will actually encourage existing and prospective approaches
at the State level. It is our expectation that Federal
action now will help pave the way for States to adopt sim-
ilar disclosure measures, perhaps along the lines of a
Uniform Consumer Credit Code, which is now under study.

With truth-in-lending a settled national policy, State
action to assure full credit disclosure, as well as to pro-
vide other safeguards in the consumer field, could be more
easily and quickly enacted.

As I noted earlier, the legislation specifically pro-
vides that the administrative agency shall exempt any class
of credit transactions from the requirements of the Truth-
in-Lending Act where it determines that such transactions
are effectively regulated by State law.

Thus, a clear priority is given State legislation.

I would emphasise again that S.5 is a disclosure law
only and will not in any way limit or otherwise control the
rate or amount of finance charges. These matters are left to
State law and to competition of the market place.

This legislation would:



(1) require every individual or firm engaged in the
business of extending credit to furnish every prospective
consumer of credit a clear, written statement of the amount
of the finance charge to be paid for the extension or use
of credit.

(2) enable consumers to compare the felative cost of
credit by having creditors &tate finance charges in terms of
dollars and cents and in terms of an approximate annual per-
centage rate.

There are, however, basic exemptions for:

(1) Business credit.

(2) Credit transactions involving the purchase and sale
of stocks,bonds, and other securities which are already under
the jurisdiction of the securities law.

"Credit" is clearly defined to mean consumer credit. As
defined in S.5, it clearly does not include credit to business
firms. As a rough rule, this would mean that credit incurred
in the purchase of "depreciable property," as interpreted by
the Internal Revenue Service would be exempt. The bill also
exempts credit with government agencies, and their
instrumentalities and credit transactions with a broker-dealer
registered with the S. E. C.

"Finance charge" includes all the charges which result
from the consumer's use of credit and from which he would be

free if he had paid cash or not borrowed from the lender. The



- 10 -

general guideline -- to which I would subscribe -- is that
finance charges include all of the charges that accompany credit
and whigh the consumer becomes liable for if he opts to borrow
rather than not borrow, or to buy on credit rather than pay
cash.

Two areas of concern, of which I am aware, are credit life
insurance and housing closing costs:

With respect to insurance, some creditors carry this risk
at no direct cost to the indiwvidual borrower. Until 1955, for
example, small loan companies, operating under the Russell Sage
philosophy that the customer should be gquoted one credit charge
only -- to eliminate the temptation to disguise the cost of
credit in a subterfuge of additional charges -- were expressly
prohibited from making additional charges, including any charges
for insurance.

Credit unions typically insure their borrowers for life
and disability; the cost is included in the interest rate paid
by the borrower.

Some other financial institutions also follow this practice
of carrying blanket policies. Others, however, give consumers
the option of carrying insurance. And a third group makes the
insurance coverage a condition of the loan extension.

Clearly the latter class of creditors should include
premiums in the finance charge. In those cases where insurance
is clearly optional or, as stated in the Department of Defense

directive, neither the credit vendor or lender has a direct
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interest in the sale of the insurance, then the insurance
premiums would not be part of the finance charge. What remains
admittedly, is a grey area which would bear further study of
prevailing practices to determine their rightful placement.
With regard to housing costs, I resubmit for the record
the two statements supplied in previous heafings by the Federal
Housing Administration which satisfy me that guidelines are
sufficiently clear for the administrative agency to prescribe
rules and regulations which would be within the intent of the

bill and would be welcome by the housing finance industry.

(1962-page lla; 1963-64-pages 1lb - 11d)

The total amount to be financed needs no discussion, but
the next three terms do. Taken together they define in practi-
cal, operational terms the actuarial method for computing the
trua rate.

The definition is liberal in that it does not prescribe
any specific time period, but allows each creditor and consumer
to select the payment period of greatest mutual convenience --
daily, weekly, biweekly, monthly, guarterly, annually. If
there are irregular time periods in the contract, it may be assumed
that the most frequent payment period would be the appropriate
time unit. The ratio of the finance charge for the period to
_the unpaid balances for this lapsed time is the rate, not only

for the period but the rate prevailing throughout the total life
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160 TRUTH IN LENDING—1062
Following 18 the classification :
Intident to] Not tncl-
Items extansion | dent to
of eredit | extension
of credis
;‘.ql\?tnl:lc’mlhﬂl tinustion of abstract or att s jrore X
e on (or continuation of a ar attorne TET ) S SO, .
: it:voy ghytlul wing by lendor) ¥'s optalon) § x
5. Construction loans—inspection and eScrow company Gharges X
8. Property Inspectlon....eeeee. .. - : Xeeroomes
7. Title insurance:
goverue o: mmortme amouuxig . ) SU——
overage o gagor'3 .
8. Preparation of instruments: equity x
Deed. . i ecicceiccmrccctannn . X.
Mortgege. - ocee oo ac e cecccancanaa - A Xeaaeen
8. Settlement charge (assuming this is a fee for preparing the settlement state- |............ X,

ment and related services other than attorney’s).
10. Racording costs:
Mortgage.. cemesacacascmrmanenn:
Deed. .o cccetccmaaan I

1n

18. Apportionment of initial Fremlum for fire and casuslty insurance. -...-......

18, Brokter‘s)lee (it broker obtains financing for borrower or some sarvice of that
naturo).

34. Escrows for future payments of taxes, insurance (Including both casualty |...--.......
and life of borrower).

18. Adjustments of purchase price resulting from supplemental agreements | ... .....
between vendor and vondee, or vendee and others (additions to or sub-
tractions from purchase price because of Inclusion or exclusion of items,
such as drayes or carpeting).

18. Loca) transfer or ad valorem taxes.. X.

17. Notary fee:

p

e

18. ROVADUL SLAMPS. ceeeercammneancccmananacmencs - -

19, Credit report - . .- rcemecemecameamc e b, SO,
20, Pointsor discountd b, .ol D, SRS
. ;;E:A fnsurance.... e e e s X

. Insurance an property over term of mortgege.... .
. Maintenance unf:pdrn ............ .

08
MK

tFHA and VA do not permit home purchasers to pay discounts.

I hope that this information will be of assistance to your committee in its

consideration of the truth-in-lending bill.
Sincerely yours,
Mriuron P. SeMER, General Counsel.

Senator BENNETT. Just for the record, some of these charges which
we agres are incident are not included in the statement that you
have made, are not included in the printed form that Mr. Hardy
presented tous. They are outside it.

There is just one other area on which I would like to build a very
brief record.

Mr. SEmEer. Senator Bennett, if you are going to turn to somethin
else, I think it might be helpful on this point to show: What shoul
a roster of items be to which your question should be directed? I
think that is——

Senator Ben~eTT. Thatis what I am trying to get at.

Mr. Seamer. Because you have a closing sheet there which might
have some local jargon in it which might not be typical. i

Senator BENNETT. Right. I am just interested in a general list
which can be generally applicable.

Mr. SEMER. Yes.

In response to a question in a letter that Senator Douglas sent us
on December 21 of last year, “What kinds of charges are permitted
under State laws$” This is what we were referring to earlier——
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3. Differences in the Types and Costs of Fees and Charges Levied
by Different Types of Institutions Extending Housing Credit

No information is available on the types and amounts of fees and
charges levied by different types of institutions in making mortgage
loans. It should be noted in this connection, however, that many of
the charges paid at the time of the loan closing are not under the
control of the lender and are not collected by or for him, such as for
title insurance, property survey, Federal and State stamps on deeds,’
recording of mortgage and deed. Some of the other charges made
may reflect work performed by employees of the lender or by outsiders,
such as, the appraisal of the property. The mortgagee’s initial service
charge, however, is under the control of the lender.

Credit Unions

Credit unions are limited, under the Federal Credit Union Act, to a
maximum interest rate of 1 percent per month on unpaid balances, and
this rate must include all charges incident to meking the loan. We
understand that Federal credit unions make very few mortﬁnge loans,
probably because the maximum 5-year maturity permitted on loans
they may make limits their operations in this respect.

The following information provided by the Bureau of Federal Credit
Unions, Department of Health, Education, and Welfare, explains the
specific charges which are included or excluded from the 1 percent
per month rate. '
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None of the following costs incident to making a loan may be
charged to the borrower if it results in a totalkt:g;‘t. of more th{n 1
percent per month (or 12 percent per annum) on unpaid balaices:
Inspecting and appraising real or personal property.
Recording of chattel mortgages, real estate mortgages, or

other lien instruments.

Title search.
Bringing abstract of title to real estate up to date.
. At%prney’s opinion as to title and validity of credit union’s
ien.
Title insurance.
-Title certificate,
Preparing deeds of trust, mortgages, or other lien instruments.
Chattel lien nonfiling insurance.
Credit investigation and credit reporta.
Credit life (borrower’s protection), disability, health, or
accident insurance.
12. Filing assignments of personal property such as life insurance
policies, mortgages, etc.

Items of cost related to the following have been held to be outside
the limitation of interest charges, and the borrower may be required
to pay them:

1. Preparing release of mortgage or other lien instrument.

2. Recording release of lien.

3. Hazard insurance on the property, such as fire, theft, liability,
collision, windstorm, or other casualties.

4. Restoring clear title to borrower.

00—
P

HOPING ;e

ot unt

4 Fees or Charges Paid by the Borrower on a “Housing” Credit
Transaction Which Should Be Regarded as Incident to the
Credit Transaction

While some of these individual items may be considered as incident
to the credit transaction, and some may not, there are others which
may fall in either category or be divided between the two categories,
depending upon the particular circumstances involved.

The listing presented below represents an attempt to classify into the
categories desired, the individual items of loan closing costs \yhxch
appesr in table 4 in the information provided in answer to question 2.
It should be noted that many of these charges, which are paid at the
time of loan closing, are not under the control of the lender and are
not collected by the lender. ) .

1. Items which may be considered as incident to the credit trans-
action:

FHA examination fee Photos i
Mortgagee initial service fee Mortgage tax (in the nature of a
Mortgagee appraisal fee stamp tax, ete.)

Credit report Survey (of property)
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2. Items which may not be considered as incident to the credit
transaction:

Title search.

Title abstract.

Escrow fee (usually a charge by an attorney to hold moneys involved
in the settlement, such as for paying off an existing second mortgage
or other liens, and thereby assures clear title),

Revenue stamps (on the deed).

Title transfer tax.

(Prepaid items, such as for real estate taxes, special assessments,
eround rents, hazard insurance premiums, and the initial FHA mort-
gage insurance premium are excluded from these FHA data, as was
previously explained in the information presented in answer to
question 2.) ‘

Title insurance. Where required solely for the benefit of the lender
and in amount equal to the mortgage amount, the charge should be
included in category 1 above. Where the insurance is 1580 provided
for the protection of the owner and may also be extended to cover his
equity in the property, part of the charge should be included in cate-
gory 2 above.

Preparation of deed and documents. Would include preparation of
the deed and mortgage, and therefore should be divided between
categories 1 and 2,

Attorney’s fees. Practices appear to differ among communities in
the way this item appears on the settlement statements at loan closing.
In some areas, the attorney's fee may also include title search if con-
ducted by him and possibly preparation of the deed and the mort-
gage. Thus, part of this fee may be included under category 1 and
part under category 2, depending upon what items are covered.

Closing fee. Attorney services for the borrower at closing. Gen-
erally, this does not include preparation of deed and mortgage, but in
some cases may include this. Probably should be divife in some
manner between categories 1 and 2.

Notary fees (for mortgage and deed). Should be divided between
categories 1 and 2.

Recording fees (for mortgage and deed). Should be divided be-
tween categories 1 and 2.

Broker’s commission. Under FHA regulsations this ig optional with
the borrower. IHe may, if he so desires, negotiate with a broker to
arrange financing or to represent his interests at closing. This
charge occurs infrequently, but to the extent it does, it belongs in
category 1 or 2 depending upon the circumstances involved.

Agjus'ted interest. This adjustment for interest is made to cover
the interest for the period between the time the loan is closed and the
date of the first monthly payment on the mortgage. This represents,
in effect, a pre;ia.yment of 1nterest on the loan and would represent

part of the total interest to'be paid over the life of the loan."

28-902—64—pt, 387
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of the contract. For purposes of comparison with other annual
rates this periodic rate is expressed in an annual rate.
I would like to emphasize that this annual rate becomes

real and true as it is actually applied to the periodic credit

balances. As each payment is made, this rate is applied to
determine the portion of the payment that ig applied to the
finance charge, with any remainder of the payment used to
reduce the principal. This procedure is strictly in accordance
with the United States Supreme Court decision in 1839 and is
generally known in consumer finance as the United States Rule.

Although the actuarial rate is no stranger to home finan-
cing or to the business and financial community generally, it
has failed up to now to gain widespread acceptance in the
consumer credit field, in part because tables were not readily
available for short terms and for the wide range of rates which
are charged. Also, consumer locans are frequently made to persons
whose wages and salaries are irregular and whose ability to re-
pay may also be irregular, thus presenting special problems.

I am exceedingly pleased and proud of the tables that have
been produced by our Government Actuary.

These tables can be used to find the actuarial rate for
any contract, however irregular the payments may be. Only the
common facts normally required in a contract need be known: The
schedule of payments, the finance charge, and the amount financed.

The tables can be used equally well to find the finance charge,
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if the rate, amount to be financed and payment schedule are
known. And, some dealers may use such tables to find the
payments required to pay off an amount to be financed at a
given rate and finance charge.

This is a recital of what most of us learned in seventh
grade arithmetic, namely, that there are four parts to the
equation I=Prt and if three of the four terms are known, the
fourth can be computed. This was simple arithmetic for straight
single payment loans, but for instalment loans, unless one starts
with the rate and constructs a schedule of payments using the
United States Rule, a table is needed. We now have such a table-

It has been predicted that the necessary set of tables would
be the size of the Manhattan telephone directory. I have here
in my hand a 20-page table covering a range from 8-7/8% to
14-7/8% for periods of one to 60 months. The complete set of
booklets for ranges from 0 to 42% with a 3% overlap in books
would number only 260 pages. Few creditors would need more
than two books.

Gentlemen, I also wish to point out that a major portion
cﬁi%ible is for values needed only to accomodate irregular
payments. We published these books to prove, however, that
irregular payments present no technical obstacle to the dis-
closure of credit cost and annual rate, and that such a set
of rate tables could be produced. Having proven this, we

~ believe greater simplification is possible. I am impressed
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by several facts which convince me that we need not burden
the industry with this detail:

(1) First, our best information indicates that fewer
than 5% of credit contracts are irregular. Many of these
could be treated as regular contracts without greatly af-
fecting the accuracy of the rate calculation.

(2) A majority of the States, which have retail instal-
ment sales and small loan acts, require payments to be made
in "substantially equal periods of time and substantially
equal amounts." This is essentially the law in at least 22
States.

(3) Many of the States tolerate certain minor irregular-
ities or provide convenient interpretations that avoid the
necessity of counting days and allow slight deviations in
payment, especially the final payment. One State,for example,
counts any time lapse of 15 or more days as one month, so that
all payments can be considered to be monthly for purposes_of
computing the rate.

(4) The U. S. Department of Agriculture,which is responsible
for extension of considerable amounts of farm credit, and there-
fore should be aware of any special problems of farmers whose
repayment schedules are timed to the sale of cash crops and not
to a monthly salary, has not raised any problems related to
irregularities in scheduled payments. Farmers and school teachers
are the groups more frequently cited as needing special considera-

tions. Teachers credit unions use the actuarial rate quotation

with no apparent problem.
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(5) The Department of Defense Directive is based on
a monthly repayment schedule, and to my knowledge has not
created special problems for creditors.

I conclude, the regulatory authority should be able
to find ways to accomodate most of the irregularities, and
still preserve the objective of the bill to require disclosure of
a reliable comparativerate as well as cost, in ways which will
make it possible to reduce the 260 pages to one page. And I
submit this one page table, which you will recognize as the
table Treasury supplied to the Department of Defense. I esti-
mate that this one page can handle all but a small minority
of contracts. Creditors wishing to accomodate customers with
very peculiar credit requirements can "tailor make" contracts
using the detailed tables or by constructing a schedule of

payments.

Forms of Credit

The disclosure of finance charges is given in two sections.
The first pertains to contract or closed-end credit, and the
latter to revolving or open-end credit.

There seems to be a disposition to tag these two forms
of credit to the credit vendors and lenders who developed the
forms. That is, some refer to the open-end form as "retailer”
credit and the contract form as cash loan instalment purchase

credit.
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Such references are both inaccurate and unnecessary.
They are inaccurate because open-end credit is no longer
used exclusively by stores. Banks are rapidly including
this form of credit extension in their services. Contract
credit is not limited to financial institutions but is a
major form of retail credit.

This terminology is unfortunate, for it relates to
the sources of credit and not to the purpose of the bill
to disclose essential information to the consumer.

The two types of credit recognized by the bill merely
reflect the facts: Consumers may contract for an amount
of credit at a certain cost to be repaid by meeting a fixed
schedule of payments, constructed at a certain rate. That
is all four components are known and embraced in the con-
tract. Or, the consumer may contract for a "line of credit"
to be repaid under broad repayment guidelines, with the rate
known but the finance charge not known until the credit is
actually used. Consumers need and business can supply both
closed-end (contract) and open-end (revolving) credit. Both
are legitimate and desirable forms of credit; each requires
comparable disclosure.

Sec. 4(a) of S.5 requires disclosure of the basic elements
of the closed-end contract, allowing both parties to agree in
subsection (9) to terms which would be imposed in the event of

deviation from contract terms. This might provide both parties
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an opportunity to make suitable accomodations to minor ir-
regularities.

We have worked out examples of various types of contract
credit to prove'the workability of the table, and we have also
reworked these problems, waiving the irregularities, to indi-
cate how simplifying rules do not greatly affect the dis-
closure.

Sec. 4(b), aprlyingto open-end credit, seems to me also to be
straightforward. 1 appreciate the fact that many creditors
now quoting a monthly rate of 1-1/2% would prefer not to quote
18%, But if this is a requirement for all, its impact on any
one creditor will be fair. I am not convinced by the argument
that this higher rate disclosure will affect their sales. So
far as I know, there is no evidence that full disclosure
requirements in any area have adversely affected the interests

of legitimate businesses engaged in that area.

The Dollar Rate

I should also like to discuss the argument advanced that
consumers do not understand percentages or rates, but do under-
stand dollars. The argument is made that credit should be ex-
pressed as a dollar add-on rate and not as a percentage rate.

1. The dollar cost of a credit contract is unigue to
that contract; it is not comparable with contracts of other

amounts and duration. Some help is afforded if the facts are
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expressed as finance charges per $100 of the contract. This
is the term needed for use of our tables, This does not
provide comparable information because of different durations.

2. The dollar add-on rate is usually quoted as dollars
per hundred per year. I am disposed, however, to argue that
even casual readers of highway signs and newspaper and TV
advertising are more familiar with the % sign as an expression
of rate. Furthermore, the finance industry must find percentages
to be meaningful or it would not spend such large sums in ad-
vertising percentage rates.

3. But I understand that the proponents of dollar add-on
mean something more than this: They propose that the dollar
add-on expresses the rate to be applied to the amount to be
financed and not to the credit used. Since in instalment
credit the amount used is approximately 1/2 the beginning
amount of credit extended, the actuarial rate is approximately
twice the dollar add-on rate. It is, perhaps, because this
half-rate seems so economical that the creditors are inclined
to view this as the type of rate consumers seem to understand.

Why should we have a double standard? Why should a finan-

cial institution guote dollar amounts to the public when lending
money and percentage amounts when borrowing money from the
public?

If dollar add-on is what ought to be quoted, this single

standard of disclosure would require that a bank currently
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paying 4-3/4% on savings would be required to advertise:
"our dollar add-on rate on savings is $2.59".
This may seem ridiculous, but that is the way I view
the entire dollar add-on argument.
I am convinced that we should stop thinking in terms
of a double standard of one set of terms for credit customers
and another for many of those same people when they are

depositors.
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Workability of §.5

I want now to return to the question of workability, and
to nail this down once and for all.

The Committee has been provided with a set of tables pre-
pared by the Government Actuary, and I would like to go
through some examples with the Committee, first demonstrating
that with relative ease even an ex-Congressman can find the
annual rate for any credit transaction with a high degree of
accuracy. Then I want to demonstrate that with an acceptable
degree of tolerance, even these calculations can be greatly
simplified except for the most extraordinary and improbable

kinds of credit deals.

Example 1. My first example is the most usual type of
instalment credit transaction -- a series of equal or level
payments. This is the ordinary type of instalment credit con-
tract that a consumer enters into when he buys, for example,

a refrigerator or a washing machine or an automobile on time.

This is Example 1 on page 1 of the blue book. The con-
sumer buys an automobile for $2,500, pays $500 down, and has
a balance of $2,000 to finance. His monthly payments for 36
months are $67.22. 36 times $67.22 is $2,419.92. The finance
charge is the difference between this and $2,000, or $419.92.

' The finance charge per hundred is $419.92 divided by the number

of hundreds in $2,000; this gives $21.00.
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Now to find the annual rate of finance charge, all we
have to do is to look down the first column in the table (page
9) to 36 months: Look across to find $21.00, which lies be-
tween $20.65 and $21.08, and read up to 12-3/4 percent. And

there's our answer. That wasn't hard.

Example 2 is a variation of Example 1. 1In some cases
the arithmetic on an instalment credit contract doesn't work
out exactly and the last payment is adjusted either up or
down.

So let's look at Example 2 on page 1 of the blue book.

Here we have a television set which is sold for $395.
The finance charge is $39.50 and the instalment contract is
for 18 months.

The first 17 payments are level -- $24 each. The final
payment is $26.50.

First we calculate the finance charge per hundred. This
is $39.50 divided by the number of hundreds in $395. This
gives $10.00.

Since we have an odd last payment, we need to turn to
Page 25 of the blue book to the 0dd Final Payment Table. We
look down the first column to $25 -- the amount of each level
payment -- and across to $26.50 -- the amount of the last pay-
ment. This falls between $26.25 and $28.75, so we read up

between these two figures and find a string of +.1 adjustments



- 22 -

in the little table at the top. The first column in the
little table tells us that if we have over 12 payments we
use the correction on the bottom line, which is +.1. We add
this to the number of monthly payments. This makes it 18.1
months.

Now we turn to the Annual Percentage Rate Table (page 7),
look down the first column to 18.1 months, read across to the
finance charge per one hundred -- $10.00. This lies between
$9.93 and $10.14. We read up and find the approximate annual
rate is 12-1/4 percent.

That wasn't very hard either, and it gets easier when

you've done it two or three times.

Example 3 is a series of level payments, but the first
payment is not due for 3 months and 24 days. Ordinarily in
an instalment contract the first payment is due in one month,
so in this case we have an extension of 2 months and 24 days
beyond the normal first payment date.

First, let's calculate the finance charge per hundred.
The loan -- maybe to a teacher who is paid on a nine months
schedule and wonft have any income coming in until school re-
opens -- is for $200. There are 12 payments of $18 each. The
total is $216, so the total finance charge is $16 or $8 per
hundred.

Now we turn to page 23 to get the amount of the extension

in decimals. The table is set up so you don't even have to
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calculate the extension. Just look up the time to the first
payment -- down the first column to 3 months and across to
24 days to find the adjustment factor -- 2.80.

Now let's turn to the Annual Percentage rate table (page
5).

Read down the first column to 12 months. Move over to
the second column -~ the equivalent point in months. This
equivalent point is the weighted average time that the loan
is outstanding. Find the value there -- 6.44. Add the defer-
ment -- 2.80. 6.44 plus 2.80 is 9.24. Look down the second
column to find the value closest to this number. 9.22 is a
little closer than 9.27, so we read across the table from
9.22 to locate the finance charge per hundred -- $8.00. This
falls between $7.87 and $8.07. Read up and the approximate
annual rate is 10%.

I'm going to skip Example 4. This is just a combination

of Examples 2 and 3.

Example 5 on page 1 of the blue book is a single payment
loan. When we've covered this, we will have covered probably
95 percent or more of all consumer credit contracts.

In this case we have the purchase of $250 of merchandise
to be paid for in 3 months and 21 days with a single payment
of $257.50.

The finance charge is $7.50 -- $257.50 minus $250. The
finance charge per hundred, then, is $7.50 divided by the

number of 100's in $250. This gives $3.00 per hundred.
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Now let's turn back to the Deferment Table on page 23.

The payment is due in 3 months and 21 days. Look down
the first column to three months. Read across to 21 days.
The deferment is 2.70.

Turn to the Annual Percentage Rate Table. We have one

payment -- first column. The equivalent point for one pay-
ment is, of course, 1.00 -- second column. Add the deferment
factor -- 1.00 plus 2.70 -- and read down the second column

to the nearest value to 3.70. 3.68 is a little closer than
3.73, so we read across from 3.68 to find the values between
which the finance charge per hundred lies. $3.00 is between
$2.99 and $3.07. Read up to find the approximate annual
rate -- 9-3/4 percent.

Now I'm going also to skip Examples 6, 7 and 8. These
and Example 9, which I want to go through, are not problems --
they are demonstrations of the ways in which the table can be

used by lenders in setting their finance charges.

Example 9 illustrates the add-on rate which is very com-
monly used in automobile finance.

What we have here is a finance charge of $6 per hundred
per year. There are 18 monthly instalments -- a year and a
half -~ so the total finance charge per hundred dollars is
1-1/2 times $6, or $9 per hundred, which is what we need for

the tables.
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Now we turn to the Annual Rate Table (page 7). The 18
month line is at the top of the page. Read across to find
the values between which $9 per hundred lies -- $8.83 and
$9.04. Read up to 11 percent. By interpolation, a more accurate
rate is 11.08 percent, but the tables are set up so that the
answer should generally be within 1/8 of 1 percent without
this additional step.

The Committee might also be interested in the annual per-
centage rate for a 6 percent add-on for a two year instalment
contract.

The finance charge per hundred is $6 times 2 or 12 dol-
lars. We look down column 1 in the Annual Rate Table (page 7)
to 24 months. Read across to $12.00, which he hit on the
button this time. Read up. The approximate annual rate is
exactly half way between 11 and 11-1/4 percent, so it is pre-~

cisely 11-1/8%.

Now I've also got some more complicated examples, and
then I want to go back and rework all of these examples using
the one page Defense Department rate table. Then I want to
talk about the siﬁplest problem of all -- revolving credit --

and conclude with some comments on mortgage credit.

Example 1 on page 2 of the blue boock is a balloon pay-
ment. These are prohibited by law in many States, but even

S0 they seem to be fairly common.
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The example is complicated because we've also assumed a
deferment, but I thought I should show you that these complica-
tions can be handled easily. It doesn't take a graduate degree
in financial mathematics. Any clerk who is allowed to set up
an instalment contract can handle the tables.

In this case we have 10 payments of $50 each beginning
in 1 month and 28 days. The 1llth payment -- the final pay-
ment -- is $150, due at 11 months and 28 days.

First, we calculate the finance charge per hundred. This
is the fundamental calculation. 10 payments of $50 each is
$500 plus one payment of $150 is $650. The cash price is
$610, so the finance charge is $40 -- $650 minus $610. The
finance charge per hundred is just $40 divided by the number
of hundreds in $610. This isn't the easiest calculation with-
out paper and pencil; but the answer is $6.56 per hundred.

The main point to bear in mind in solving these cases
that are really irregular is that the main schedule is a com-
bination of "sub-schedules". Here we have a sub-schedule of
10 equal payments, and another one of just one payment. We
deal with them separately.

Second step. Looking at the first sub-schedule of 10
payments, let's find the decimal equivalent of the 28-day
extension. Remember we don't actually have to calculate the
extension. The Deferment Table (page 23) is set up so that

all you need to look for is the time to the first payment --
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1 month and 28 days. The table is based on a 30-day month;
this is conventional and is a practice followed by most
lenders in dealing with fractional parts of a month. The
decimal deferment value for 1 month and 28 days is 0.93.

All right. ©Now we go to the Annual Rate Table. Our first
level payment sub-schedule is for 10 payments (page 5). Look
down the first column to 10 months. Look across to the next
column to find the equivalent point. This is 5.46., Add the
0.93 to get 6.39. Move on down the second column to find
this value; in this case we have it exactly. Then look across
to column 3 to get the equivalent factor -- .610.

Next, we have our second "sub-schedule" of one payment
of $150 which is not due for 11 months and 28 days. We go
back to the Deferment Table on page 23 and find the decimal
deferment value -- 10.93. Turn to the Annual Rate Table (page
3), look down the first column to one month -- we have just
one of these payments. Go across to the second column to find
the equivalent point -- we should have remembered this would
be 1.00 -- add the deferment factor to get 11.93, look down
the second column (page 7) -- hit it again -- and across to the
third column to find the equivalent factor -- 1.108.

Now we have to do some multiplications This makes it a
little more complicated, but this is a complicated credit

transaction. Not only that, but it's too complicated really
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to be believable. I can't imagine very many cases of this
kind.

Multiplications: We have ten payments of $50. This
gives a $500 total for the first "sub-schedule". We multiply
this times the equivalent factor -- .610 -- to get $305.

In the second "sub-schedule", we have one payment of $150
times its equivalent factor -- 1.108 -- or $166.20. The sum
of $305.00 and $166.20 is $471.20.

We divide this by the total payments -- $650 -- and
$471.20 divided by $650 is .725. This is the weighted equivalent
factor, so we turn back to the Annual Percentage'Rate Table
(page 5), and look down column 3. .725 is closer to .727 than
to .722, so we read across on the .727 line. The finance
charge per hundred -- $6.56 lies between $6.50 and $6.66.
Read up, and the approximate annual rate is 10 percent.

Now I'm going to do one more example -- example 3 on
page 2 of the blue book. Examples 2 and 4 are simply varia-
tions of Example 3 and other examples we've already gone
through.

Example 3 is just to illustrate that the tables do work,
since I've never heard of an instalment contract like this
and my staff hasn't been able to explain to me how a credit
seller or a credit borrower could get involved in this kind

of arrangement.
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Anyway, we have this schedule:

a payment of $100.00 at 1 month and 9 days

a payment of $100.00 at 2 months and 1 day

a payment of §75.00 at 4 months and 10 days

a payment of $65.00 at 5 months and 9 days
payment of $25.00 at 8 months and 6 days, and
final payment of $51.83 at 10 months and 8 days.

o

Total payments amount to $416.83. If the cash price is $400,
the finance charge is $16.83 and the finance charge per hundred
is $4.21.

Now we need to make up a table, listing the amounts of
each payment (see table p. 31). Then we turn back to page 23
to the deferment table and read from it for each payment the
decimal deferment value. 1 month and 9 days, 0.30; 2 months
and 1 day, 1.03; 4 months and 10 days, 3.33; 5 months and 9
days, 4.30; 8 months and 6 days, 7.20; 10 months and 8 days,
9.27. BAnd we set these values down next to the payments.

Now we go to the Annual Percentage Rate Table. The equiva-
lent point for 1 payment is 1.00 so we add 1.00 to each of the
deferment values. Then we look down column 2 to the adjusted
deferment values and look across to column 3 for the equivalent
factors which we need to copy down because we are going to
multiply each payment by its equivalent factor.

Going down the line in column 2 we find that 1.30 in
column 2 gives us .127 in column 3, 2,03 in column 2 gives us
.1§9 in column 3, and so on.

Now we multiply the equivalent factors by their correspond-
ing payments. That is .127 times the first payment of $100 is

12,70, .199 times $100 is $19.90 etc., down the column.
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Now we add up all of these products -- $12,70 plus 19.90
plus 31.28 plus 33.15 plus 19.40 plus 49.91 -- and get the
total of $166.34. We divide the total by the sum of the pay-
ments -- that is $166.34 by $416.83 -- and get the weighted
equivalent factor -- .399.

Then we go back to the Annual Percentage Rate Table
(page 3) read down column 3 to the nearest figure to .399 --
.398 -- read across to the finance charge per hundred --
$4.21 -~ this is between $4.15 and $4.24 -~ read up to the
annual rate -~ 12 percent.

Anyone who would go to the lengths of designing an
instalment contract like this surely deserves to have to do
this amount of work. But it really wasn't that hard and would

be a lot simpler with a proper work sheet.
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Defer- Equiva- Equiva-

payment ment 1 month lent lent Amount Product
value points factor

1 0.30 + 1.00 = 1,30 .127 x $100.00 $12.70

2 1.03 + 1.00 = 2,03 199 x 100.00 19.90

3 3.33 + 1.00 = 4.33 .417 x 75.00 31.28

4 4,30 + 1,00 = 5,30 .510 x 65.00 33.15

5 7.20 + 1,00 = 8.20 .776 X 25.00 19.40

6 9.27 + 1.00 = 10.27 .963 x 51.83 49.91

$416.83 $166.34

$166,34 divided by $416.83 equals .399
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Now I want to go back through these same examples to
illustrate that the determination of the annual percentage
rate can be made even easier if we allow a reasonable degree
of tolerance in the statement of the rate.

First of all, the blue book is a formidable looking doc-
ument. I have here, the Department of Defense Table for com-
puting approximate annual percentage rates for level monthly
payment plans. This is one sheet instead of 11 of these blue
books. Here are copies of the Defense Department Tables for
the Committee.

It is not as precise.

The rate intervals are wider -- 1/2 of 1 percent to a full
1 percent and more -- and the periods are in whole numbers,
not in tenths.

Even so, I am going to demonstrate that good results can
be gotten from this one page table, covering rates from 5 per-
cent to 36 percent and 1 to 60 payments which compare favor-
ably -- with an acceptable degree of tolerance -- with the
more accurate rates determined with a good deal more labor
from the blue books. And I am going to do this using some

additional simplifications.

Example 1, page 1, is easy. It works just like it did in
the blue book. Take the Defense Table. Look down column 1 to
36 months, read across to the finance charge per hundred --

$21.00 -- between $20.43 and $22.17. Read up to 13 percent.
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Our answer before was 12-3/4 percent, but I don't see any
reason to complain about that. If we interpolated, we would
get 12.83% identically from either table.

Example 2. The odd final payment is $26.50, the level
payments are $24.00. At a glance we can see that the odd
final payment is closer to 1 level payment thah it is to 2,
so we call it 1 level payment. Add 1 to the 17 level pay-
ments -- 18 payments. Read down column 1 of the Defense
Table -- incidentally I should tell the Committee that the
Defense Table was also prepared by the Government Actuary,
Mr. Kroll -- read down column 1 to 18. Read across to the
finance charge per hundred, $10.00, read up to the rate 12
percent. We got 12-1/4 percent when we used the blue book.

Example 3. Here we have a deferment -- and right here
I would like to give the Committee a,sheet containing the
rules we are following. This is labélled Form No. I. The
rules will take care of deferments and odd final payments,
except for large balloons. Single payments are also covered.

The finance charge per hundred is $8.00, we calculated
that before. The first payment is not due for 3 months and
24 days. That is, the first payment is extended for 2 months
and 24 days. Double this -- 4 months and 48 days. Round it
to the nearest month -- 6 months. Add the 6 to the number of
payments -- 12 payments plus 6 equals 18 payments. Read down

to 18 months. Read across to the finance charge per hundred.
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Read up to the rate -- 10 percent. This is the same answev
we got from the blue book. Not hard.

Example 4. We skipped that before. 1It's easier now.
The finance charge per hundred is $6.29. The first payment
is due in only 21 days instead of a full month. This is 9
days early. Double that to get 18 days which rounds to .&
months. We have to go to tenths of months here because we
have a double adjustment, one for deferment and one for odd
final payment., The last payment, $7.80 is less than one-half
of the level payment amount of $20. With a quick division

we find that it comes to .4 of a level payment.
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Now if we add our adjustments to the number of equal
payments, 10, we get 10 -.6 + .4 = 9.8 payments. We used
a minus .6 because the first payment was early, you will
recall. Now we round our 9.8 to 10 and read down the first
column to 10. Read across to the finance charge per hundred --
$6.29 -- read up to the rate of 13-1/2% (half way between 13%
and 14%). The blue book rate is 13-3/4% in this case, so we
have a discrepancy of 1/4%.

I wopld like to add at this point that various degrees
of refinement can be used as the regulating agency sees fit.
Converting days to decimal parts of a month is simple enough.
You need only divide by 3 and move the decimal 1 place to the
left. An @dd final payment table is not a particular burden.
The Defense Department Table could be made with slightly
finer intervals. What I am demonstrating now is what might
be considered as a starter with respect to the tolerances
which might eventually be set down by the regulating agency.

Example 5, a single payment. From the blue book, we
got a rate of 9-3/4%. The payment is due 3 months and 21 days,

| so the extension 1is

2 months and 21 days. Double this -- 4 months and 42 days.
This rounds to 5 months. Add 5 to the number of payments -- 1.
Enter the table at 6, read across to the finance charge -- per
hundred -- $3.00. Read up tol10%. The difference is one-gquarter

of 1%.
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We can skip the rest of the examples on page 1,
since as I explained before they really are there to
illustrate how a lender can use the tables to set up payment
schedules.

Now I want to take up the more complicated examples on
page 2 of the blue book. Then I'll come to revolving credit.

Example 1 involves a balloon payment which is three A
times the normal payment. I have here Form No. II, which

gives the rules we have to follow in this case.
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The level payments don't start for 1 month and 28 days,
so the extension for these payments is 28 days. Double this --
56 days -- round to the nearest month -- 2 months =~ and put
this down on paper. Put the number of level payments down
below it - 11, The final balloon payment of $150 is three
times one of the normal level payments -- put down 3. Add
up 2, 11 and 3 to get 15 -- in effect treat the payment
schedule as a schedule of 15-level payments. Now go down the
Defense table to 15 months. Read across to the finance charge
per hundred -~ $6.56 ~- read up to 10%. That's the same rate

we got before.



Now I'm not going to go through the other three examples
on page 2 of the blue book unless the committee wants me to.
I do have the answers worked out, and T would like to submit

See page 38a.

a comparative table for the record./ It shows this: That the
approximate method using the Defense tables gives results which
are acceptable even within narrow tolerances in terms of the
more accurate results that can be gotten from the blue books.

Now I want to conclude by talking about revolving credit --
this is the department store credit with which all of us are
familiar.

I have heard the arguments: that some consumers don't
have to pay any service charges because they pay within thirty
days. That the average rate the consumers pay is only 8 or
9%, even though the store is charging 1-1/2 percent per month,

We need to get this in focus in terms of the purpose of
the bill, which is to assure that consumers are fully informed
of the cost of credit so that they can make intelligent de-
cisions about how to use credit.

In these terms, it is not important that the consumer buys
a shirt on the 3rd of April, is billed on the 17th of April,
and has until the 17th of May to pay without incurring any credit
charges. This is a cash transaction up to that point. The point
at which it becomes a credit transaction, <o far as the purpose

of this bill is concerned, is the point at which the consumer

becomes subject to credit charges.
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Annual Rate Calculation Comparisons

Page 1

Example 1

Page 2

2

3

Blue
book

12-3/4
12-1/4
10
13-3/4
9-3/4

10
10-3/4
12

13-1/2

Short
method

13
12
10
13-1/2
10

10
11
11
13

Difference

+1/4

-1/4

-1/4

+1/4
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This is the only thing that concerns him. He surely
is not going to borrow elsewhere to pay off his revolving
credit, unless it is to avoid paying service charges. He's
not going to draw on his savings except for the same reason.

This is why I say that revolving credit is the simplest
kind of credit to handle for the purposes of this bill. If
the store charges 1-1/2% per month, the annual percentage
rate is 12 times 1-1/2 or 18%. TIf it charges 2% a month,
the annual percentage réte is 2 times 12, or 24% a year.

Finally, I want to say a word about mortgages. I have
here a set of Mortgage Yield Tables. This is publication
No. 135 of the Financial Publishing Company.

Let me show you how easy this is.

This is why I left it to last, because it is so easy.
Suppose our homebuyer wants to buy a$25,000 house, and
he's looking for a $20,000 mortgage. So he goes to the’ lender
and arranges a 6% 25 year mortgage for $20,000, and then he goes
to settlement and discovers that he's being charged two points,
$400, and that there are additional settlement charges which are
directly related to the fact that he's getting a mortgage --
mortgage recording fees, title insurance, etc. -- amounting to

another $450. This is another 2-1/2 points, so altogether

our homebuyer is in for 4-1/2 points.
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Let's just take the Mortgage Yield Table, turn to page
343, he's in effect paying 4-1/2 points so we look at a price
of 100 minus 4-1/2 or 95-1/2, go over to the last column which
is the yield to maturity, and read off 6.49. This is the

annual percentage rate that this credit is costing him.



- 41 -

Summary and Conclusion

I have spent a lot of the committee's time on the
actual computations needed under S.5. I hope I have
demonstrated to your satisfaction that there is no credit
transaction that cannot be solved with relative simplicity
by the tables before you.

I want to remind the committee again that some 95%
of all the credit transactions in this Nation can be computed
easily under the first four simple examples I have cited.
But my experience in Government has shown me that the Congress
is unwilling to place even moderately harsh burdens on only
five percent of the business community. For this reason, I
have been at pains to demonstrate that even the more compli-
cated examples can be handled with relative ease using the
Defense Department table and some simple adjustment rules.

I would like to conclude with this simple statement:
In my opinion, there is no real debate in the Congress or
in the country over the desirability of the objectives
specified in this legislation. The workability factor seems
to have been the chief stumbling block in the past. I hope
the effort that the Treasury has put forward has effectively

demolished this obje