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TREASURY DEPARTMENT

WASHINGTON, D.C.

November 7, 1969

FOR IMMEDIATE RELEASE LIBRARY
ROOM 5030
EDWARD J.GENG APPOINTED Mo o 1970

TO DEBT MANAGEMENT POST
TREASLY DIPARTMENT

Secretary of the Treasury David M. Kennedy today announced
the appointment of Edward J. Geng as his Special Assistant for
Debt Management.

Mr. Geng succeeds R. Duane Saunders who returned to
private industry in July of this year.

Mr. Geng, 38, of North Merrick, New York, received a

Bachelor of Business Administration degree from St. John's
University in 1957 and a Master of Business Administration
degree from New York University in 1962. Mr. Geng completed
the course of study at the Stonier Graduate School of Banking,
Rutgers University in 1966, From 1951 to 1952 he served in
the United States Army. '

Mr. Geng joined the Federal Reserve Bank of New York as
an Assistant Bank Examiner in 1957 and transferred to the
Open Market Trading Desk in the Bank's Securities Department
that same year., 1In 1964, he was appointed an officer of the
Bank with the title Manager, Securities Department.

From 1966 to April 1967, Mr. Geng served as Assistant
Secretary of the Bank. He was appointed an Assistant
Vice President in 1968, with responsibility in the Open
Market Operations and Treasury issues function.

Mr. Geng is married to the former Arlene Fuchs of

Glendale, New York. They have three children and live at
8617 Fenway Road, Bethesda, Maryland.
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TREASURY DEPARTMENT
Washington, D. C.

FOR RELEASE UPON DELIVERY

REMARKS OF THE HONORABLE MURRAY L. WEIDENBAUM
ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY
BEFORE THE MORTGAGE BANKERS ASSOCIATION
CHICAGO, ILLINOIS
FRIDAY, NOVEMBER 7, 1969, 12:00 NOON, CST

ECONOMIC POLICY AND THE BUSINESS OUTLOOK

This is the dangerous season for economic forecasting --
even the innocent observer is likely to get caught in the
crossfire of conflicting predictors. Rather than add to the
barrage of diverse views, I would like to offer for your
consideration a framework of economic analysis which I hope
is useful to all of the participants, bulls and bears alike.

A wise economic policy at any time depends, of course,
on an evaluation of the economic outlook. Here, the richness
of our statistical information system seems to present a problem
to some analysts. It appears that at present we have a mixed
bag of economic signals which, unfortunately, do not all point
in the same direction. This mixed assortment of indicators
includes such portents of expansion during the months ahead
as rising new orders for durable goods; a number of private

surveys of business plans which point to an expansion in
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plant and equipment outlays in 1970 in a range of 5 percent
to 9 percent; some resurgence in consumer spending in August,
September, and apparently in October -- following a period

of sluggishness since last April. Indeed, in September,

the index of the ''leading indicators,'" which had been
declining in recent months, rose noticeably, which might
suggest expansion of economic activity in the months ahead.

On the other hand, some other statistical indicators
do point to lessened inflation. Most measures of real
economic activity -- GNP in constant dollars, industrial
production, employment, and manhours -- no longer are
registering the strong gains which were being made during
1968. Perhaps this is best summarized by the decline in
the rate of real economic growth to little more than 2 percent
during the first three quarters of 1969, as compared with about
5 percent in the preceding three quarters.

At such times as this, it is not an unnatural temptation
among some of our brethren in the forecasting fraternity to
project a trend line from a single observation point, often
times the most recent. After all, using two observation
points could really inhibit the creativity of the projector.

Amidst all this attention focused on statistical
indicators, I would like to make a personal statement for
the record. I have never subscribed to the simple-minded

notion that we measure major swings in economic activity by
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fine percentages. Specifically, it has become fashionable

to state that a recession occurs in our economy anytime that
real economic activity declines in two successive quarters,
even by as little as one-tenth of one percent. As a professor
of economics, I always cautioned my students against excessive
reliance upon our ability to measure such minute changes in
our massive economy.

I wish to make it clear that I am not forecasting any
such condition. Rather, I am drawing attention to what
I consider misleading economic analysis. For one thing, small
differences in the rate of change in GNP, when they first
become available in preliminary estimates, may not hold up
subsequently when revised figures are published.

Against this perspective, here is my personal interpre-
tation of the mixed bag of signals that we are getting. To
me, it signifies a substantial change in the underlying
environment. If we had taken similar soundings six or even
three months ago, almost all of the indicators would have
pointed in a single direction -- upward, with an accompanying
upsurge of inflationary pressures.

It is this change to a mixed pattern in the array of
statistical indicators that leads me to expect that -- with
continued application of economic restraint -- inflationary
pressures will begin to subside. 1If we look at the recent

quarterly patterns of the consumer price index, for example,



we find that the upward movement has leveled off -- at an
annual rate of 6 percent for each of the three quarters of
1969 to date.

Perhaps not much evidence of slowing price advances
may be registered in this and other general measures of
the prices in the immediate future. This will be reflecting
the slow adjustment of the price level to an ongoing inflationary
momentum which has been underway for four years. Strong
pressures have been generated on the cost side, and these
may not subside quickly.

Of course, I have already learned from my most recent
tour in government service that any future-oriented evaluation
is fraught with great dangers, especially to the person taking

the look forward. Specifically, changes in public policy --

both designed as well as unintentional -- may make the
evaluation out-of-date. I do see such risks in the present
environment.

As the Treasury Department has stated repeatedly in the
last several months, prompt congressional action on extending
the surcharge and related revenue-raising legislation is needed
to maintain a significant budget surplus for the current fiscal
year. Any delay in such action introduces uncertainty in
private planning and, unnecessarily, reduces the anti-inflationary

impact of the tax action when it is finally taken.



Thus, my relatively sanguine prognosis that the
inflationary pressures will begin to dampen in coming months
is based on the assumption that the Congress will soon take
the necessary fiscal action: extending the income tax surcharge
at 5 percent to June 30, 1970, elimiﬁating the investment tax
credit, and extending some expiring excise tax rates. Without
such tax action, fiscal policy will move from its present
position of moderate restraint to one of unnecessary and
unfortunate ease. Maintaining the flow of revenue into the
Treasury is extremely important in terms of the current effort
to control inflation. This is no time for a large tax reduction.
Yet, that is exactly what will happen if the surcharge is
permitted to expire in less than two months.

I know that recommending tax extensions and increases
is not a very popular thing to do. But the consequences of
inaction, when the public realizes the significance of inaction,
may become even more unpopular and undesirable. Specifically,
failure to continue the surcharge and take related tax action
would cost the Treasury $4 billion in revenue this fiscal year.
The general effect on our anti-inflation effort would be clear
and unfortunate. But also this would mean that in the absence
of legislation action, we in the Treasury would have to be
going into the money market for approximately $4 billion :ibove
and beyond our basic needs. Such a move by the Government

could only increase the pressure on a tight money market,



thus exerting an upward force on interest rates -- at a time
when we all hope that they will recede somewhat from their
current historic peak. There is another side to the Federal
subject. We also need to be aware of the importance of
resisting many of the ever-present upward pressures on the
budget which emanate from the expenditure side.

I believe that there is a considerable greater equity
to be achieved in continuing to rely on fiscal restraint.
The broadly-based Federal income tax system tends to affect
the population as a whole, and tax reform may carry that
further. In contrast, monetary policy often tends arbitrarily,
although perhaps inadvertently, to bear down hardest on
selected groups of the population, notably residential
construction, small and new businessmen, and state and
local governments.

This last point leads us to the important and often
neglected area of the optimum mix of economic policy tools
in the United States. What I have in mind is the relative
importance of monetary and fiscal policies and the changing
balance between them.

Personally, I would characterize monetary policy as
tight -- properly tight. The amount of Federal Reserve
credit extended to member banks has declined since the middle

of the year, as have member bank reserves. The money supply
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(narrowly defined to include currency plus demand deposits)
has been virtually stable during this period, while time
deposits have declined sharply, mainly as a result of the
continued run-off of certificates of deposits.

In contrast, fiscal policy most accurately can be
labeled as being moderately restraining. Though essential,
the surpluses contemplated are quite modest. I certainly
find it very hard to characterize a $3 billion surplus in
the fiscal year 1969 or even a projected $6 billion surplus
in fiscal 1970 as representing '"'tight" fiscal policy in an
economy approaching an annual GNP level of one trillion
dollars.

Looking ahead, I am concerned that fiscal policy is in
the process of loosening. As Paul McCracken, Chairman of
the President's Council of Economic Advisers, recently told
the Joint Economic Committee, we expect a budget surplus at
an annual rate of about §7 billion in the second half of 1969
on the so-called national income and product (GNP) accounts
basis. Even with enactment of the income tax surcharge and
related tax measures, the budget surplus for the first half
of 1970 is now estimated at only $3 billion.

However, if the tax requests are not granted, we may
well face a budget deficit at the annual rate of about §5
billion in the first six months of 1970 (on national income

and product account). This concerns the Treasury on at least



two grounds. First of all, for the immediate future, it 1s
premature to ease our efforts of economic restraint. The
inflationary pressures are still too severe.

And secondly, when the time for some moderation in
economic restraint arrives -- and we all look forward to that
day -- I would prefer to see some shift in monetary policy.

I do not mean a massive change, but some reduction of pressure
on credit markets and, hence, some easing of interest rates
and increased availability of funds for such areas as housing.

Fiscal policy has an important role to play in economic
decision-making, both in helping to stabilize the economy as
well as determining the relative roles of the public and
private sectors. Hence, it appears sensible to avoid making
long-term budgetary commitments (either in terms of revenue
loss or expenditures) because of changing short-term
considerations. Under foreseeable circumstances, and my
crystal ball may be at least as cloudy as yours, budget
surpluses are the order of the day. Prompt and effective
action by the Congress to assure this situation will give
both a real as well as a psychological boost to our efforts
to contain and dampen down the inflationary pressures which
continue to be present in our economy.

The Administration is taking important steps to dampen
the pressures that raise costs and prices. Among the many
examples of our efforts to deal with underlying conditions

are the actions that we have taken to reduce cost pressures



in the difficult and important area of construction. Specifi-
cally, the President has ordered a 75 percent cutback in the
new Federal construction contracts. This Federal action should
free up resources for housing and other private uses.

The President also has set up a collective bargaining
commission for the construction industry. This tri-partite
body is developing new voluntary procedures for settling labor
disputes. It will also serve as a forum for discussion and
study of important industry problems such as manpower training
and seasonality of employment.

Spokesmen for the Administration have frequently stated
that the fight against inflation is our number one economic
objective. This continues to be the case. However it has
never been our only economic objective. High and rising levels
of productive employment and a rapidly growing standard of
living, of course, are among our important long-term
objectives.

As prudent men, we are genuinely concerned over the
"slowing" pains, as President Nixon recently described them,
that may accompany the transition to a less inflationary
economy. To assist in that transition, the Administration
has embarked on the most ambitious effort in three decades
to improve our built-in automatic stabilizers. This will
be one of the major advances in the application of modern

fiscal policy.
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The Administration has recommended to the Congress
several important changes in the unemployment insurance
system which would improve the ability of the Federal budget
to act as an automatic stabilizer during periods of decline
in economic activity. Prudent planning calls for taking such
measures now when the economy is healthy and continuing to
expand.

An analysis of the record of the unemployment insurance
program demonstrates its effectiveness as a stabilizer. For
example, in the 1958 recession, as a result of lowered national
output (GNP), personal income before taxes (excluding transfer
payments) declined at an annual rate of over $3 billion between
the middle of 1957 and the middle of 1958. However, because
of the response of automatic stabilizers such as unemployment
benefits, disposable personal income actually increased at an
annual rate of almost $3 billion during the same period.

To the extent that automatic stabilizers become structured
into our economy, limits are placed against cumulative and
substantial declines in aggregate economic activity. This
enables economic forces to respond more quickly to adverse
employment impacts which may result from periods of substantial
economic restraint. Thus, our proposal would help minimize

the social costs which may accompany necessary changes in

economic policies.



Another forward-looking proposal is our plan to share
Federal revenues with state and local governments. This will
make a major contribution to the ability of the public sector
to adjust to fluctuations in the level of national economic
activity. Specifically, we propose that each year a substantial
sum of money (a portion of the Federal individual income tax
base) be made available to state and local governments to
augment their own resources.

In contrast to many state and city levies that do not
respond positively to changes in GNP, Federal revenue sharing
funds would introduce an element of greater stability simul-
taneous with a built-in growth factor into the financial
structures of the other parts of the public sector of the
United States. We believe that revenue sharing in its
decentralization of decision-making -- as well as a no strings
approach toward how money is used -- will prove to be the most
important innovation in the structure of the public sector
of the United States in several decades.

Let me conclude briefly, returning to the short-run
economic outlook. Numerous signs suggest that our policy of
gradual restraint is becoming increasingly effective. In
fact, we have progressed from the recent period when some

doubters worried that perhaps our policy of economic restraint
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would not work to a time when some of these very same
doubters now wonder whether it may work too well. This
reinforces the view expressed earlier that we are on the
right path.
| While we may be on the right road, the inflationary
momentum is still strong -- far too strong to warrant
any complacency, or to suggest that a change in policy is
advisable. We need to continue economic restraint until
inflation is under much better control. Many of us recall
the lesson of 1967, when restraints were removed too quickly,
and that led to a rapid resumption of inflation.

If we maintain the necessary resolve, the economic
policy which we are carrying out will both contain the current
inflation and lay the necessary foundations for a period of

rapid real growth in employment, production, and living

standards.
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TREASURY DEPARTMENT

WASHINGTON, D.C.
November 7, 1969

FOR IMMEDIATE RELEASE

WILLIAM LAWRENCE CHRISTIAN NAMED
CAPTAIN OF TREASURY GUARD FORCE

Assistant Secretary of the Treasury for Enforcement and
Operations Eugene T. Rossides announced today the promotion
of Lieutenant William Lawrence Christian to the command
position of Captain of the Treasury Guard Force. He is
replacing Guy N. Bates who recently retired after 29 years
service,

The Treasury Guard Force is under the supervision of
the Director of the U.S. Secrét Service. In addition to
protecting personnel and equipment, the members of the
Force are responsible for the safety of millions of dollars
in currency, bonds and other securities in the Treasury
Building and the Treasury Annex in Washington, D. C.

Captain Christian came from the Internal Revenue
Service to the Treasury as a Private, he advanced to
Sergeant in 1966, and to the rank of Lieutenant later in the
same year,

Born in Washington, D. C., Captain Christian, 34,
graduated from Cardozo High School, and later attended the
District of Columbia Teachers College. He served with the
United States Army from 1955 to 1957, in Korea.

Captain Christian was the recipient of a '"High Quality
Pay Increase' for his outstanding work with the (Guard)
Force, in 1968.

Captain Christian is the son of James and Lucy Christian
of Washington, D. C.
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UNITED STATES SAVINGS BONDS ISSUED AND REDEEMED THROUGH  October 31, 1969 7

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

AMOUNT

AMOUNT

% OUTSTANDING

DESCRIPTION AMOUNT Issuepd/ REDEEMEDL/ OUTSTANDINGZ | OF AMOUNT ISSUED
MATURED
Series A-1935 thru D-1941 5,003 L, 997 6 o12
Series F' and G-1941 thru 1952 29,521 29’,48)4 36 .12
Series J and K-1952 thru 1957 3,75k 3,729 2k 6l
UNMATURED
Series E¥ ;
1941 1,885 1,671 21k 11.35
1942 8,320 7,386 935 n.2y
- 1943 13’390 n,915 1,’475 11.02
1944 15,616 13,814 1,802 11.5k
1945 12,27k 10,689 1,586 12,92
1946 5,572 L,67h 897 16.10
1947 5,289 h,285 1,00L 18.98
1948 5,h71 Ly 30) 1,127 20,60
1949 5,L0S 4,210 1,194 22,09
1950 L,725 3,626 1,099 23.26
1951 L,087 3,140 o7 23.17
1952 4,283 3,26k 1,019 23.79
1953 L,892 3,643 1,249 - 25.53
1954 L,987 3,6l 1,342 26.91
1955 5’195 3,7,41 1,’45)4 27.99
1956 5,019 3,570 1,Lh9 28.87
1957 L,727 3,299 1,L28 30,21
1958 4,607 3,091 1,517 32.93
1959 I, 320 2,828 1,k92 3.5k
1960 L, 329 2,720 1,609 37.17
1961 4,387 2,601 1,786 Lo.71
1962 L,232 2,k11 1,821 L43.03
1963 b, 71k 2,518 2,196 L6.58
1964 L,595 2,L6) 2,131 16,38
1965 k,h93 2,388 2,105 16.85
1966 L,837 2,385 2,Lh52 50.69
1967 4,787 2,2hk 2,5ukL 53,1k
1968 l,528 1,856 2,672 59.01
1969 2,116 s3h 1,883 77.5h
Unclassified 728 995 -267 -
Total Series E 16)4’111 119,9)49 u-l,162 26.91
Series H (1952 thru May, 1959) ¥ 53’486 39,478 2,007 36o58
H (June, 1959 thru 1969) 7,182 1,835 5,347 7h.k5
Total Series H 12’667 5,313 7,35’4 58.06
Total Series E and H 176,718 125,262 51,516 29.1kL
Total matured 38,277 38,210 67 .18
All Series { Total unmatured 176,778 125, 262 51, 516 29.111
Grand Total 215,055 163,h72 51,583 23.99

/ 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.

Form PD 3812 (Rev. Apr. 1969) ~ TREASURY’ DEPARTMENT ~ Bureou of the Public Debt




TREASURY DEPARTMENT

/O

FOR RELEASE 6:30 P.M.,
Monday, November 10, 1969.

WASHINGTON, D.C.

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
bills, one series to be an additional issue of the bills dated August 14, 1969, end the
other series to be dated November 13, 1969, which were offered on November 5, 1969, were

opened at the Federal Reserve Banks today.

Tenders were invited for $1,800,000,000, or

thereabouts, of 92-day bills and for $1,200,000,000, or thereabouts, of 182-day bills.

RANGE OF ACCEPTED
COMPETITIVE BIDS:

High
Low
Average

The details of the two series are as follows:

92-day Treasury bills

maturing February 13, 1970

Price
a

98.163
98.171

Approx. Equiv.
Annual Rate

7.188
7.157 l/

a/ Excepting 4 tenders totaling $1,669,000;
54% of the amount of 92-day bills bid for at the low price was accepted
63% of the amount of 182-day bills bid for at the low price was accepted

District

Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
Kansas City
Dallas

San Francisco

182-day Treasury bills
maturing May 14, 1970
Approx. Equiv.

Price Annual Rate
. : 7.415%
: 96.235 7.447%
: 96.241 7.435% 1/

b/Excepting 6 tenders totaling $6,050,000

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

Applied For Accepted : Applied For Accepted
»311,0 $ %:31:'600 : ’ ’ ’ ’

2,034,547,000 1,178,747,000 : 1,891,605, 000 872,397,000
42,862,000 27,357,000 : 18,888,000 8,812,000
41, 358,000 39, 719,000 ; 66,593,000 37,851,000
38,692,000 32,192,000 : 18,287,000 11,287,000
45,299,000 34,299,000 ; 39,148,000 17,543,000
222, 938,000 212,692,000 : 187,235,000 113,235,000
61,140,000 50, 440,000 ; 51,620,000 28,670,000
26,193,000 19,193,000 : 19,302,000 6,802,000
33,866,000 33,866,000 : 21,852,000 20,242,000
27,356,000 17,356,000 ; 24,107,000 13, 788,000
169,168,000 129,268,000 : 243,159,000 62,814,000

TOTALS  $2, 778,730,000 $1,800,440,000

B8/ $2,593,042,000 $1,204,487,000 &/

¢/ Includes $363,883,000 noncompetitive tenders accepted at the average price of 98.171
g/ Includes $225,327,000 noncompetitive tenders accepted at the average price of 96.241

;/ These rates are on a bank discount basis.

The equivalent coupon issue ylelds are

7.39% for the 92-day bills, and 7.83% for the 182-day bills.



TREASURY DEPARTMENT {//
Washington

FOR RELEASE AT 6:30 P.M., EST
THURSDAY, NOVEMBER 13, 1969

REMARKS BY THE HONORABLE
DAVID M. KENNEDY
SECRETARY OF THE TREASURY, BEFORE THE
GREATER SOUTH DAKOTA ASSOCIATION, MITCHELL, SOUTH DAKOTA
NOVEMBER 13, 1969

THE FISCAL SIDE OF THE NEW FEDERALISM

Tonight 1 want to discuss a subject in which President
Nixon is vitally interested -- the future of our American
Federal system, This Administration is firmly convinced
that our progress as a free and progressive society depends
importantly on the health and vitality of government at
all levels -- Federal, state, and local. The President is
deeply disturbed over the imbalance that now exists among
these partners in federalism,

The story of American government in the 20th century
has been one of increasing concentration of power and
responsibility at the Federal level. This flow of power to
Washington was induced and stimulated by major wars, both
hot and cold, and by economic crises. 1In recent years it
has been accelerated by a variety of efforts to cure major
domestic ills through the force of Federal programs and
Federal money. The remarkable capacity of the Federal tax
system to generate revenues has sustained and even
encouraged this transfer of power.

But this expansion in thc scope of Federal influence
and responsibility has produced an undesirable imbalance
in the American public sector. Our State and local
governments have been asked to deliver an ever growing quantity
of vital domestic services, but they lack efficient and
productive systems of taxation to respond adequately. 1In
short, they have been unable to play their rightful role in
our Federal system.

K-263
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The traditional functions of State and local government --
education, welfare, police protection, health and
hospitals, highways, sanitation ~- are more important today,
on our scale of national priorities, than ever before.
Over the years, the Congress and the Federal executive
branch have recognized the importance of these local
services, and have considered it essential that they be
provided to our citizens. As a result, Federal grants-in-aid
to State and local governments have grown enormously --
from $1 billion in 1946 to a level of $25 billion this
fiscal year.

But this significant rechanneling of Federal tax
dollars toair states and localities has not been as successful
in increasing the scope and quality of state and local public
services as one might hope. The transfer of Federal funds
has been accompanied by an ever growing maze of program
authorizations, restrictions, formulas, matching provisions,
project approval requirements, and a host and variety of
administrative burdens.

Over a period of years the Federal system of assistance
to States and communities has evolved in piecemeal fashion.
Federal, State and local officials are today confronted
with over 600 programs for narrow categorical grants. Many
of these programs are extremely cumbersome and each is equipped
with its own array of administrative procedures and its own
set of requirements to be levied upon State and local
. governments,

In drawing upon several funding sources to help finance
one neighborhood project, for example, a local official may
be confronted with a series of application forms weighing
several pounds, a tortuous application process which may
require many months to elicit a '"yes'" or '"mo'" response from
the Federal government, and a continuing process which may
burden that community with hundreds of reports to the
Federal government which are rarely read. Further, the local
official may have to work with Federal people located in
three or four different States in the course of putting this
one project together,
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I am told that a single program may require over a
hundred different kinds of forms and reports, and that it may
take over a hundred pages merely to list the administrative
steps involved in the processing., We have found instances
in which Federal, State and local governments make scores
of independent studies in the same community without one
knowing what the other is doing or having an opportunity to
share in the results of the other study efforts,

On March 27th, President Nixon undertook a major
three-year program to simplify Federal assistance. He has
mounted a multi-pronged attack on the mass of red tape which
is smothering the efforts of our three levels of government
to work together effectively. 1Initial results are encouraging,
and T am confident that in three years the President's
efforts will have resulted in the elimination of many of
these costly procedures and requirements which today burden
our public officials and limit their ability to respond to
public needs.

Against this background, the President also has come
forward with a bold and challenging new domestic policy
program designed to restore balance to American federalism
while strengthening government's ability to deliver needed
public services as efficiently as possible. This ''New
Federalism'" seeks to redefine and redirect the role of the
Federal Government toward those public functions where its
capacity and effectiveness are unquestioned., It will move
to restore to our states and localities the decision-making
power rightfully theirs.

At the heart of our New Federalism is the proposal
for sharing Federal revenues with State and local governments,
The Treasury has had a major hand in drafting this
revenue-sharing proposal, and we will be working very hard
in the coming months to secure its enactment by the Congress.

I would like to take this opportunity to outline for
you the main features of this revenue-sharing plan. It
can be conveniently discussed in terms of its four major
provisions.



A

First, the annual revenue-sharing appropriation will
be a stated percentage of personal taxable income -~ the
base on which Federal individual income taxes are levied,
For the first year of operation, this percentage will be
modest, yielding about $500 million. But in 1976 we will
be sharing a full one percent of the tax base, or about
$5 billion. 1In subsequent years, the revenue-sharing
appropriation will automatically respond to the growth in
taxable income, This is only one more reason why our
State and local governments have a strong stake in seeing
a healthy national economy -- a point which I will turn to
shortly.

-4 -

Second, the state-by-state distribution of funds will
be made on the basis of each state's share of national
population, with a small adjustment for revenue effort to
provide an incentive for maintenance of local taxing
efforts. This adjustment will mean that a state like
South Dakota, whose revenue collections in relation to state
personal income are 24 percent above the national average,
would receive a 24 percent bonus above its basic per
capita portion of revenue sharing.

Third, each State government must distribute a portion
of these revenue-sharing payments to all its general
purpose local governments, regardless of size. Some
alternative proposals would only include our larger cities and
counties in direct revenue sharing. We strongly believe that
all local governments are faced with fiscal pressures and
that all deserve specific inclusion in this program.

The total amount a state must share with all its
cities, counties, and townships will depend on the existing
division of public financing responsibilities within each
state. An individual local government will receive a
fraction of each revenue-sharing payment which corresponds
to the relative role which its general revenues bear in
relation to the total of all state and local general revenues.
We use this basis for allocating funds among local
governments because a per capita distribution cannot
distinguish between the importance of overlapping jurisdictions.
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Fourth, state and local officials will receive not
only the funds, but also the decision-making authority over
the use of those funds. This is perhaps the most important
feature of revenue sharing, and one which clearly distinguishes
it from the Federal government's existing grant-in-aid
system. Without the Federal program or project ''strings,'
state and local authorities are free to initiate ideas
which respond directly to the particular needs and
interests of their jurisdictions. Only simple accounting
and reporting requirements will be in force.

This revenue-sharing program represents an important
new direction in the relationships between Federal Government
and State and local governments., It gives our Federal
system both a sound financial center and a needed
decentralization of control. It will serve as an important
supplement to our existing categorical aid programs. I am
especially pleased to have this opportunity to describe the
major features of our proposal to you, since Senator Mundt,
as a long time supporter of revenue sharing, was one of its
sponsors when the plan was introduced in the Senate. We
greatly appreciate the stront support and interest he has
given us.

As I noted earlier, the size of the annual revenue-
sharing appropriation will be primarily determined by the
level and growth of the American economy. Therefore, the
State and local governments will be wvitally interested in
seeing our Nation maintain a steady and healthy rate of
economic expansion. Of course, these governments have
always had a strong stake in our economic good health,
particularly as the state of the economy affected their
tax receipts, operating expenses, and borrowing costs.
With revenue sharing there is even more to be gained by
State and local governments from non-inflationary economic
growth,

The responsibility for national economic policy is one
public function which the Federal Government cannot delegate
to the states and cities. It can only be exercised from
Washington. However, when the Nixon Administration took
office last January, the economy was suffering from
several years if failure by the Federal Government to
exercise that respomsibility in a timely and effective
manner. As a result, a serious inflation had
been permitted to work its way deeply into the fabric
of our economic life. We moved quickly and firmly to
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to bring the policies of the Federal Government in line with
our urgent need to halt the spiral of rising prices, and
we are now beginning to see some hopeful signs of success,
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But inflationary pressures are currently much too
strong for us to assume any complacency. Our policies of
economic restraint -- especially our efforts to achieve
a significant budget surplus -- must be maintained until
inflation is brought under control. For this we must depend
on the Congress to approve the revenue measures we
recommended last April., Without the extension of the income
tax surcharge at the reduced rate of five percent for the
first half of 1970, plus the repeal of the investment tax
credit and the extension of certain excise taxes, we stand
to lose about $4 billion in urgently needed revenues.

A revenue loss of this magnitude would have two
serious impacts. First, we would lose most of our fiscal
restraint in the budget -- a restraint which is only
moderate without the revenue loss. This is not the time
to bring about an abrupt easing of fiscal policy. Second,
and perhaps even more significant, this $4 billion shrinkage
in Federal revenues would mean an equivalent strain on our
already tight financial markets., This would be most
unfortunate at a time when we might hope that interest
rates could begin to ease from their historic high levels.
These extraordinarily high interest rates have had a
particularly severe impact on the flow of funds into housing
and State and local government projects.

It is quite clear, therefore, that our State and local
governments have a strong interest in seeing the income
tax surcharge extended and the other revenue-raising
measures enacted. For a shift in the mix of economic
policies to even tighter monetary measures because of an
easier fiscal position would seriously upset the essential
borrowing efforts of states, cities, and counties,

Thus, at the Treasury we are engaged in two very
important efforts to strengthen the fiscal structure of
our American Federal system, On the one hand we are working
hard to enact a program of revenue sharing -- to provide
both the encouragement and the resources for local and
state officials to exercise leadership in solving their
own problems., On the other hand, we are striving to
exercise our unique Federal responsibility for restoring
the American economy to a prosperous, growing, and stable
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condition. Both these efforts are vital to our national
well~being, and I hope you will join me in encouraging
the Congress to move forward on both fronts.

My remarks this evening would be incomplete if I did
not outline for you the relationship between these two
efforts which occupy so much of our attention at the
Treasury, and the Administration's total package of
domestic policy initiatives. President Nixon's new domestic
program has been described by many observers as the most
significant Presidential proposal for domestic reform in
recent decades. It is significant both for qualitative and
quantitative reasons, both for the number of new ideas
it presents and for the boldness with which they were
conceived. The President's package of proposals included
the most striking conceptual change in the history of the
wel fare program, the most sweeping administrative change
in the history of manpower training programs, and this
entirely new and different approach to the fiscal relationship
between the Federal Government and the states and localities
which T have described to you.

Each of these proposals was historic in its own right.
Yet the President chose to discuss all of them together,
for he saw them as component parts of a single strategy.
"They make both a package and a pattern,' he observed,
"They should be studied together, debated together and
seen in perspective."

I look forward to the time, hopefully quite soon,
when we have this exciting new package of proposals fully
implemented. Their institution will signal a new direction
and a new hope for effective government performance. That
is an objective which we all must share,

o0o
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.I am delighted with this opportunity to join you today and
part%cipate in this annual meeting of the American Petroleum
Institute. Over many years I have had the privilege of attending
the annual A.P.I. meeting when held in Chicago, and as a result
of.working with the o0il industry as a banker made many close
friends in your industry. 1In fact, I didn't realize just how
many friends I had until they all started writing to share their
views with me on some aspects of the tax reform legislation
now awaiting Senate action.

When President Nixon assumed the reins of government
ten months ago, the problems facing our society were both
numerous and complex.

After four years of mounting intensity, the war in
Vietnam still defied a permanent and justifiable solution.
It had required increased manpower and greater resources,
with satisfactory results still not in sight.

The economy was in the grips of an inflationary vise
that was squeezing harder and harder on the purchasing
power of the dollar.

State and local governments found themselves in the
front line of the battle against countless social ills, and
yet they lacked the ammunition to wage the fight effectively.

On the international scene we found ourselves high in
terms of commitments but low in terms of our standing
in many corners of the world.

And to make these challenges more formidable there was
a growing doubt among many Americans about the ability of
this nation and its institutions to respond to its tangled
and entrenched problems. Understandably, this frustration
created many tensions in our society.

Va?AhL
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No one in the Administration, least of all the President,
had any naive notions that these prohblems would be overcome
quickly or painlessly. That is why he resisted the
temptation of arousing false hopes by sending a long list of
legislative proposals to the Congress early in the session.

Instead the Administration followed the more prudent
course of establishing priorities and making certain that
proposals were carefully weighed before they were submitted.

Obviously the overriding problem was to find a way to
establish a stable peace in Vietnam. The President discussed
the background, alternatives, and reasons for his present
course of action last Monday night, and I do not need to
repeat them here., I will only say that now, one week later,
it is clear that the great majority of the American people
agree with this policy of a carefully conceived scaling
down of our involvement,

The number one domestic concern of this Administration
is curbing the inflationary spiral that pushed up the
consumer price index by 17 percent between August 1965 and
August 1969,

Inflationary pressures and expectations had become deeply
ingrained in our economic system and our economic thinking.
Businessmen moved full speed ahead on investment programs
because they feared they would just have to pay more later
for the same projects., Labor leaders demanded larger
settlements because they wanted to show a real gain in
wages after discounting the increased cost of living. Savers
were penalized because their savings, even with interest,
would buy no more than the amount they started with. Lenders
raised interest rates to compensate for the decreased value
of the dollars that would be repaid.

Last January we stated that we were determined to employ
restrictive monetary and fiscal policies until this over-
heated economy was cooled and people no longer believed that
inflation was inevitable. This plan has been followed. The
Federal Reserve restricted the growth of the money supply,
and President Nixon insisted on an anti-inflationary budget
surplus,

Some critics claimed that the policies were not
sufficiently severe to send the necessary shock waves through
the economy to show that we meant what we said.
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The press dubbed our approach ''gradualism'' because we
admitted that there would be a time lag before the policies
started to take hold.

Now we are starting to see some evidence that these
policies are beginning to bite. The indicators, while still
mixed, show that we can accomplish our objective if we have
the determination to stick with our plan. Premature
relaxation of our present policies would only reinforce the
notion that inflation is inevitable and that we do not have
the backbone to curb rising prices.

Some of the critics who originally claimed our approach
was too weak now say that it may be too harsh. Others insist
that we should find new tools for stabilizing the economy.
They claim that the classic approach of restrictive monetary
and fiscal policies cannot be effective with an economy as
large and complex as ours.

If this position is proved right, we will have to
rewrite all the economics textbooks. The problem in
recent years is not that the policies have not worked. The
problem is that they were not given a chance to work.

The budget showed a surplus of $3.3 billion for fiscal
1969, the first surplus in nine years., We want to maintain
this anti-inflationary budget for the current fiscal year,
Our goal is a surplus of $5.9 billion.

This surplus is now in jeopardy on both sides of the
balance sheet. Increased congressional appropriations are
putting pressures on the Administration to push expenditures
above the $192.9 billion level -- a level which the President
is determined to hold. And a failure to extend the surtax
at the reduced rate of 5 percent through next June and failure
to repeal the investment incentive credit could cut into revenues.

The President has pledged that he will observe the budget
ceiling he has set even if it means vetoing some bills. The Senate
Majority Leader, Mike Mansfield, who controls the scheduling
of legislation in the Senate, has publicly stated that he
recognized the need for the extension of the surtax and
repeal of the investment credit., These measures have been
passed by the House on two separate occasions and could be
taken up in the Senate as a separate package or as part of
the tax reform bill, If the tax reform bill gets slowed
down in the Senate or in conference, I feel confident that
the Senate will then work its will on the Sseparate measures.,
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Failure to pass these measures within the very near
future could result in a revenue loss of $4 billion in the
current fiscal year. This would be a serious setback for
all of us who are convinced that monetary policy alone cannot
and should not carry too much of the burden in fighting
inflation,

While the current tight budget posture is an essential
ingredient of our anti-inflationary policy, it has not
- prevented the Administration from submitting many innovative
and sound proposals, some of which would take effect after
inflation is brought under control.

The welfare reform bill promises the most dramatic
change in our nation's welfare system since the 1930's.

The Administration's revenue-sharing plan will give state
and local governments some of the fiscal resources they need
to meet their increasing responsibilities.

New legislation to control drug traffic is being sought.
This will supplement the heightened enforcement programs now
“being implemented at all points of entry. The Administration
is also working through diplomatic channels to improve
cooperation with other governments in suppressing the
production and transportation of illicit drugs.

A comprehensive approach to improve the protection of
consumer interests has been proposed.

Manpower training programs and reforms in unemployment
compensation have been presented.

Draft reform legislation is pending in Congress and,
hopefully, will be enacted in the near future,

These are only a few of the major legislative items
advanced by the Administration. Together they represent a
comprehensive package of proposals to set this nation on a
new course,

As you may have noticed in the press, this has also been
a somewhat busy year. for the Treasury. Tax reform, which I
want to touch on in a minute, has received the headlines
and has consumed much of our time and energy.

But we also have been involved in numerous other
matters. We had to get a temporary increase in the debt
ceiling. We sought and hope shortly to obtain an increase
in the interest rate we can pay on savings bonds.
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Internationally, we have been successful in winning
agreement on activation of Special Drawing Rights by the
International Monetary Fund. We have also been deeply
involved in negotiations for the return of Okinawa to Japan,
and in Operation Intercept, the drug control effort on the
Mexican border, which was recently conuerted to Operation
Cooperation,

Now let me turn briefly to the Tax Reform Act of 1969 --
~its impact on the nation and its impact on your industry.

I don't think I need to go into detail in describing the
genesis of this legislation., It resulted from a growing
conviction on the part of many Americans that the Federal tax
system is unfair -- that too many people with high incomes
were getting by with small tax bills.

As you know, the bill was passed by the House overwhelmingl
in August and was ordered reported by the Senate Finance
Committee just ten days ago. It is scheduled to be brought
before the Senate shortly, perhaps as early as next week.

If so, final enactment of the bill may come this year, 1If
Senate debate is excessively drawn out, the legislation may
not pass the Congress until early in 1970.

Today I will not go into the details of the bills.
Instead, I would like to comment on three general criticisms
that have been leveled at the Senate bill: that it is too
complex, that it will stifle productive investment, and that
it will vastly complicate our battiz against inflation.

The fact is that H.R. 13270, if enacted in either the
Senate Finance Committee version or House form, will greatly
simplify tax computations for millions of taxpayers. Whatever
complexities do result will affect primarily those who normally
rely on the assistance of expert tax lawyers and accountants,

For example, the Low Income Allowance ‘which President
Nixon proposed in April ~- and which is included in both
versions of the bill -- will remove some 5 million people
from the tax rolls, 1If the Senate Finance version is accepted,
these low-income individuals, many of whom are at or below the
poverty level, will not have to file returns at all,
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In addition, the increase in the standard deduction
which will be phased in during calendar years 1971 and 1972
will greatly simplify the computations of another 12 million
taxpayers. In the past most of these people itemized their
deductions but in the future will find it advantageous to use
the standard deduction.

The bias of the bill against investment in favor of
consumption has been a source of concern to us, but that thrust
should not be greatly overstated. It is true that the bill
would raise taxes on corporations by some $5 billion and, on
balance, reduce individual taxes by $7.5 billion. What is
not commonly understood is that more than half of the
corporate rate increase reflects the proposed repeal of the
7 percent investment tax credit.

The Administration proposed this repeal in April after
careful consideration of the probable impact on business
investment. We concluded that however justifiable in the
early 1960's, when investment in this country needed
stimulation, the credit was not an appropriate device in the
economic environment of the 1970's. We are convinced that
the economic policies we are putting in place will maintain
the strong markets which provide the only lasting incentive
to high capital investment.

Whatever other impact the bill has on business investment
has to be analyzed in terms of the particular industry which
would pay higher taxes under the bill. By and large, they are
all industries which have been paying a relatively low rate
of Federal tax. These include financial institutions, your
own petroleum industry, and real estate activities. OQur analysis
convinces us that tax equity can be achieved without undue
curtailment of investment incentives. We would be more certain
of this if the Senate Finance Committee had acceded to our
request for a 2-point cut in the corporate income tax rate,
but it did not do so.

Although a tax bill which provides some $9 billion of
tax relief for individuals, and an ultimate revenue shortfall
of $2-1/2 billion, would appear to be inflatiomary, the fact
is that the Senate Finance version postpones enough of the
tax relief provisions so that there is no shortfall until
calendar year 1972. 1In total, the bill -- which includes
extensions of the surtax and excises, and repeal of the
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investment credit -- is in strong surplus in calendar year
1970 and slight surplus in 1971.

In the short run, therefore, the legislation does not
conflict with our anti-inflationary program.

The real concern about the revenue short fall is that we
simply cannot foresee today what the revenue needs of the
Government will be during the years when the legislation
produces a short fall. The short fall climbs to about $3-1/2
billion in 1974, then gradually declines to about $2-1/2
billion by 1979, when substantially all of the phased-in
reform measures become effective. During that period,
additional revenues may be badly needed, either for
inflation control or for pressing national programs. 1 hope
the Senate will take this into consideration as it acts on the
bill. The President has made it crystal clear that although
he is dedicated to the cause of tax reform, he will not
hesitate to veto the bill if the ultimate revenue shortfall
is more than the country can stand.

The petroleum industry is one of several industries
which will pay more taxes under the Tax Reform Act. This
result seemed clear from the beginning of consideration in the
House Ways and Means Committee. The question was, in what
way and how much?

Inasmuch as this Administration has from the start
favored the 27-1/2 percent depletion allowance, we discussed
various proposals with the Ways and Means Committee which
would have protected the depletion provision. The Committee,
and the House, rejected these approaches and voted instead
to cut depletion to 20 percent.

As you know, the Senate Finance Committee reduced
the amount of the cut to 23 percent, but also provided for a
minimum income tax that would in effect reduce the percentage
to about 21 percent. Of interest to many producers, however,
is the Finance Committee's action in raising the net income
limit on percentage depletion from 50 to 65 percent of net
income.

What do these provisions mean to the nation and to your
industry? Your tax bill will be higher. We estimate that
the petroleum industry will pay approximately $400 million
in taxes under the Senate Finance Committee bill -- this
represents an increase in your effective tax rate
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from about 21 percent to appfogiﬁately 26 percent,

Although the Administration would have preferred a
different approach, this modest increase in your tax burden
should not unduly curtail efforts to find and develop
the petroleum reserves which this nation must have.

Now I would be surprised if everyone of you agreed
completely with everything the Administration, or the Treasury,
is doing. But I do think it is a good exercise occasionally
to view the total package to get a better fix on the
directions we think this nation should be taking.

We are scaling down our involvement in Vietnam. But it
cannot and should not be done in a precipitous manner.

We are slowing the economy so that rising price levels
will not be a permanent part of our way of life.

We are attempting to increase the efficiency of
government operations by putting resources at the command of
state and local governments which are facing increasing
responsibilities.

We are gaining increased respect for this nation around
the world, while at the same time reducing our far-flung
commitments.

These programs and approaches offer some startling new
departures. We Americans have never been known for our
patience. That has always been one of our strong points.
And I do not want to underestimate the importance of creative
restlessness. But I do feel that the times and circumstances
call for controlled impatience rather than simply making
rapid changes in direction just for the want of apparent activity.

I hope this government can count on your support as we
try to deal with these military, social, and economic problems.
Change is the nature of our society. Let's work to make sure
these changes are prudently planned, and effectively
implemented. If we do, I am sure the Nixon Administration will
be able to make a major contribution to an enriched
life for all Americans.

o0o
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FOR _IMMEDIATE RELEASE

TREASURY ANNOUNCES SPECIAL PROCEDURES TO
ISSUE SUBSTITUTE RETIREMENT CHECKS

The Treasury said today it has instructed urgent
. procedures to issue substitute checks for those reported
missing in Virginia localities near Washington and the
Norfolk area.

Several hundred Civil Service retirees in Virginia
have reported that their November 1 retirement pay
checks have not been received. These checks, the
Treasury said, were released to the Post Office Department
by the Treasury's Disbursing Center in Washington on
Wednesday, October 29, to be delivered on Saturday,
November 1.

The Treasury said that those Civil Service
retirees in Virginia who have not received their November
check should take immediate action, depending upon their
locality:

Those living near Washington and who can,
should visit the Civil Service Commission, Bureau
of Retirement and Insurance, 1900 E Street, N.W.,
to complete a non-receipt form.

Those for whom such a visit would be difficult
or impractical should write to the Commission,
explaining the problem, and giving their Civil
Service account number.

These non-receipt letters or forms will be immediately
processed and dispatched to the Treasury Disbursing Center. The
Treasury Department is geared up to issue substitute checks

within hours of receiving the letters or forms.

o0o
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TREAZURY DEPARTMENT
WASHINGTON, D.C.

FOR RELEASE UPON DELIVERY

REMARKS OF THE HONORABLE EDWIN S. COHEN
ASSISTANT SECRETARY OF THE TREASURY FOR TAX POLICY
~ BEFORE THE
TWENTY-EIGHTH ANNUAL NEW YORK UNIVERSITY
INSTITUTE ON FEDERAL TAXATION
HOTEL COMMODORE, NEW YORK, NEW YORK
TUESDAY, NOVEMBER 11, 1969, 8:00 P.M., EST

Tax Equity and Tax Incentives

I am delighted to have the opportunity of speakiﬁg to
you this evening at this 28th Annual Institute on Federal
Taxation. It is appropriate, I suppose, that this occasion
falls on Veteran's Day. I believe that I first spoke to
this Institute at the Fourth Sessior in 1946 and it has
been my pleasure to participate in many subsequent programs.

Moreover, I am fast becoming a veteran in tax reform
legislation. We have recently completed three and a half
weeks of executive sessions of the Senate Finance Committee
on the Tax Reform Act of 1969, and prior to that some three
months of similar sessions of the Ways and Means Committee.
Ir addition, we have appeared at public hearings of both
committees in support of the Administration's tax reform

proposals.

K-266
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The Senate Finance Committee has ordered the bill
reported and the revised version of the bill and the
committee report should be available shortly.

It was a privilege to participate in the long and
arduous executive sessions of both committees. The
chairmen of the committees, Congressman Mills and Senator
Long, and the ranking Republican members, Congressman
Byrnes and Senator Williams, provided strong and able
leadership and the committee members were dedicated to
the urgent task of tax reform. While one may agree or
disagree with specific decisions, the country owes, 1
believe, a sincere debt of gratitude to these men for their
untiring efforts to bring forth this vital tax reform
legislation within the limits of an urgent time schedule.

Improvement of the equity of the Federal tax structure
is a cardinal objective of the bill. It accomplishes this
in a number of different directions. Among the foremost
of these is the Low Income Allowance, which the Administration
proposed in April to remove from the tax rolls all those
whose income is below the poverty level. This will render
nontaxable some five million persons at the bottom of the

economic scale who now are required to pay tax. For example,
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it will provide that a single person will pay no tax
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unless his income exceeds $1,700; a married couple without
dependents will be taxed only if their income exceeds

$2,300, and the minimum rises further $600 for each dependent.
It accomplishes this at a cost of only $625 million and it is
to be effective January 1, 1970.

The Low Income Allowance should be a major boon to
students who work during their years of higher education,
as it raises for them the level of their nontaxable earnings
from $900 to $1,700. 1In addition, the Finance Committee
has adopted recent Treasury proposals to eliminate the need
for filing income tax returns when income is below the
new levels of nontaxable income; and it eliminates the need
for withholding--on summer jobs, for example--~when the
employee certifies that he estimates he will owe no Federal
income tax for the year and, in fact, owed no tax for the
preceding year.

Another notable change will produce greater equity for
single persons, whose tax liability under existing law can
be as much as 40 percent above that of a married couple
with the same income. The Finance Committee has adopted
a rate schedule for single persons that will assure them

that their tax will not be more than 20 percent above that
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payable by a married couple with the same income.

The Tax Reform Act focuses the spotlight of attention
on the use of incentives, or tax preferences, in the Federal
income tax law. In the more than half century history of
the Federal income tax, there have been many provisions
inserted in the law for the purpose of stimulating investment
in particular types of property or other expenditures deemed
desirable in the national interest. They act as inducements
to particular types of private investment or expenditures.

Some of these provisions, such as the investment credit,
have been enacted after much debate, with the expressed
intent of stimulating certain kinds of expenditures. Others
have resulted without studied forethought. 1In this latter
category, for example, we might place the deduction of
interest not connected with business or the production of
income. Thus the deduction of home mortgage interest has
acted as a stimulant to home ownership, to cooperative
apartments and to condominiums in preference to the renting
of homes or apartments.

Every preferential provision in the tax law serves

to reduce the tax of those who take advantage of the
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preferences and reduces the revenue yield to the government
derived from the tax. Thus we can attempt to put a price
tag on each of the preferences by estimating loss of
revenue to the government resulting from the existence

of the preferences. We should then decide whether the
benefits derived by the nation from the existence of the
tax preferences are worth the price tag. This cost-
benefit analysis is of primary importance in evaluating
the desirability of the preference and should be made at
frequent intervals as a matter of con“inuing concern.

We must also take into account that each of these
preferences tends to shift the burden of the income tax
from one taxpayer to another. Since the government needs
a certain level of revenue to finance its needs, the
preferences utilized by some taxpayers will cause a
shift of a higher burden on those taxpayers who either
do not choose to take advantage of the preferences or are
not able financially or otherwise to do so. The preferences
can, therefore, create significant inequities in the tax
structure.

This is particularly true where adequate limits are

not placed upon the extent to which the preferences may be
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used. In many provisions in the law we do put limits on
the particular incentive. For example, the income tax law
encourages donations to charity by allowing deduction for
such contributions. This is an incentive to charitable
giving, since it reduces the donor's tax at his highest
bracket. But historically the law has limited to a
prescribed percentage of adjusted gross income the amount
of charitable contributions that are deductible. Thus
while a person may reduce his tax payments to the Federal
government by virtue of his charitable contributions, he
cannot generally eliminate all tax by this route. Only
in the case of a few individuals who are able to meet the
requirements of the so-called '"unlimited charitable contributio
deduction" can tax liability be eliminated entirely through
making contributions, and this provision is being phased out
in the pending Tax Reform Act.

But other incentive provisions of the law contain no
limits on their use. For example, there are no limits in
the provisions regarding the use of accelerated depreciation
on real estate, of accele.s” .1 depreciation on personal
property involved in net ieases, of intangible drilling
expenses in the oil and gas field, or of farm losses calculate

under a cash method of accounting. Because of the lack
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of any limits, an individual making use of these provisions
can eliminate entirely his tax liability to the government
while enjoying a substantial cash flow and a substantial
economic income, and while growing steadily in wealth.

To foreclose this possibility the Administration
proposed in April 1969 that in addition to any revision
of the preferences separately, there should be imposed an
overall limit for each individual on the extent to which
he could offset his income by resort to these incentives.
The basic concept of this proposal was that, assuming the
desirability of the incentive provisions in the law, there
is the competing consideration that every citizen should
make some meaningful contribution to the cost of maintaining
the Federal government, commensurate with his ability to
pay. He should not be able to offset that responsibility
fully by resort to the preferences.

We proposed, therefore, that there be enacted a Limit
on Tax Preferences (LTP) under which the amount deductible
on account of these preferences could not exceed in any
year more than half of a person's income calculated before
allowance of the preferences. Thus a person with $200,000
of taxable income, calculated before allowance of the

preferences, could use the preferences to reduce his taxable
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income to $100,000 but not below that amount. We provided for a
five-year averaging device, for transitional rules and

other ameliorating provisions. The House of Representatives
adopted this general concept in the bill which it passed

and sent to the Senate.

We also recommended, and the House bill also provides,
that personal deductions of a taxpayer should be allocated
between the taxable portion of his income and the portion
rendered nontaxable because it is offset by use of the
incentive provisions. Only those personal deductions which
were allocable to the taxable portion of his income could
be deducted.

The Senate Finance Committee has reached a different
solution to the problems of incentive provisions and their
effect upon the equity of the tax structure. The committee
has voted to delete from the bill the Limit on Tax Preferences
and the Allocation of Deductions provisions and to substitute
for it a five percent tax on the dollar amount of the
preferences, in excess of $30,000, used by the taxpayer
each year.

This is an entirely different approach to the problem.
The five percent tax would be payable on all the preferences

raken in excess of $30,000 a year, regardless of the amount

of income on which the person is otherwise paying tax. For
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example, if a married person with $200,000 of taxable
income before deducting preferences has $100,000 of
preferences in accelerated depreciation on real estate,
he would pay on his net taxable income of $100,000 a tax
of about $41,500 (using the rates applicable in 1972 and
subsequent years). He would pay no additional taxes under
the Limit on Tax Preferences in the House bill since his
preferences do not exceed half of his income, but he would
have personal deductions reduced to the extent allocable
to his preferences. Under thé Senate bill he would pay a
special tax at five percent on $70,000 (the excess of his
$100,000 of preferences over the $30,000 allowable amount)
or a tax of $3,500 in addition to his regular tax of about
$41,500.

If this person with $200,000 of income offsets it
fully by virtue of $200,000 of preferences, he would pay
no tax under existing law. Under the Senate Finance
Committee provision he would pay a tax of $8,500 (five
percent of $170,000--the excess of preferences of $200,000
over the $30,000 allowance). Under the Limit on Tax Prefer-
ences, however, this person would have had to pay tax on not
less than $100,000 of net taxable income--a tax of about

$41,500.
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The five percent tax is estimated to raise some $700
million, when fully effective, whereas the Limit on Tax
Preferences and Allocation of Deductions provisions under
our revised proposals to the Senate were estimated to
raise some $540 million in total. The five percent tax
raises so much revenue, despite its relatively low rate,
because it is applicable to corporations as well as to
individuals, and more than half of its estimated yield
would be derived from corporations. The LTP and Allocation
proposals were applicable only to individuals. The burden
of the five percent tax on individuals is less than that
under the LTP and Allocation proposals, but a substantial
additional burden is imposed on corporations.

In general, the Finance Committee version is less
onerous than the House bill for the taxpayer who is using
the incentive provisions beyond half his income determined
without the preferences, but imposes more tax than the House
bill upon the person who is using them to a more modest
extent. It does accomplish a prime objective of seeing
that the persons using the preferences pay some tax to

the Federal government. Yet the tax they pay will be at

a flat low rate.
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A major effect of the five percent tax would be
simply to water down the tax savings stemming from use
of the preferences beyond the $30,000 exemption. For
example, assume that an individual or corporation has
5100,000 of oil and gas royalty income, that the depletion
rate is 23 percent as set by the Finance Committee and
that the taxpayer has used up his $30,000 exemption in
other items. His depletion allowance would be $23,000.
If he is in a 50 percent tax bracket the depletion would
save him $11,500 in tax. But the five percent tax would
then cost him $1,150, leaving him a net tax saving of
$10,350. This would have the same effect for him as
though, instead of imposing the five percent tax, the
law reduced the depletion allowance from 23 percent to
20.7 percent; for if his depletion allowance were $20,700
it would have given him,at a 50 percent incc e tax bracket,
a tax saving of $10,350--the same saving that he nets
from 23 percent depletion with a.five percent tax imposed

on percentage depletion.
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The five percent tax would apply to a much longer list
of preferences than are affected by the House bill. For
example, it would apply to the excluded portion of long-
term capital gains, and thus in combination with other
changes in the bill could raise the effective tax on long-
term capital gains to close to 35 percent in some cases.
The five percent tax would also apply to the difference
between the option price and the market value at time of
exercise of qualified stock options. It includes the amount
of deductions for interest on indebtedness incurred to pur-
chase or carry investments to the extent the interest paid
exceeds current investment income. It also includes the
special bad debt allowances of financial institutions, and
hence reduces the special effects of those provisions.

The Senate Finance Committee version of a minimum tax
is so different in concept and effect from the House bill

that it is difficult to predict at this time how they might

be adjusted in the conference between the two Houses.
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The pending bill significantly reshapes the incentive
provisions of existing law with respect to real estate. The
allowance of accelerated depreciation and the limited recapture
of depreciation under Section 1250 on sale of real property
have produced substantial preferences in favor of real prop-
erty construction and acquisition, Our studies indicated
that these preferences had proved excessive in some respects.
Nevertheless the Housing Act of 1968, which was designed to
enlist private capital to produce 26 million additional hous-
ing units within the next decade, was drawn with existing
real estate preferences in mind. Any substantial change in
the tax provisions affecting new construction of multi-family
housing would require reconsideration of the housing program.

Hence the Tax Reform Bill, while reducing the incentives
applicable to real estate generally, retains the present
accelerated depreciation provisions for new housing. In
addition, under the Senate Finance Committee version the
recapture of depreciation rules will be more favorable to
new housing than to other types of real property, particularly
so with respect to publicly assisted housing programs under

which the return to the investor is tightly limited.



- 14 -

Furthermore, the bill contains a provision that the
Treasury and the Department of Housing and Urban Development
recommended to permit five-year amortization of the costs
of rehabilitating certain rental housing. The present
law, it has frequently been observed, creates a preference
either for destroying old structures and replacing them
with new, or for purchasing old buildings and taking 150
percent declining balance depreciation on the purchase
price. It discdurages rehabilitation since the costs
must be capitalized and depreciated over a long period.

The pending bill would limit depreciation on purchased
old buildings to straight-line and would put emphasis on
rehabilitating the old rental housing structures through
allbwance of the fast write-off for such réhabilitation
costs. We hope that this will encourage projects to remodel
existing structures in the heart of our cities. It should
help ﬁo preserve the unique architecture and historical
values of residential areas in our cities as an alternative
to holding them in tawdry condition or to applying the
bulldozer at every turn.

As with many incentives when they are first introduced,

no one can be sure that they will attain the desired
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objective or will be worth the revenue cost. Hence the bill
as reported by the Senate Finance Committee will limit
the amortization of rehabilitation costs to those incurred
before January 1, 1975. This will provide an opportunity
to study the effectiveness and cost of the new amortization
provision and to reshape, extend or terminate it as the
experience of the next several years proves desirable.

A constant watch on the cost of tax incentives and
periodic reexamination of their individual merits seem
essential to the maintenance of the integrity and equity
of the tax structure. This is as true of tax incentives as
it is of appropriations. Each has its merits and its
demerits, and each may encompass the possibilities of
abuse and of continuation without thorough reappraisal.
While in the main appropriations are reviewed annually,
once started they have their own momentum for continuation
and expansion.

Tax incentives, if carefully designed and explicitly
described and circumscribed in the statute, have advantages
in some.areas in their simpii:ity of operation, in the
reduction of bureaucracy and in the enlistment of private

capital toward the attainment of national goals. They must
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be approached with caution, bathed in the floodlight of
public attention and scrutiny and weighed in the balance
with the obvious need of maintaining the equity of our
tax system. They require the constant attention of those
in government and those, such as you, who as students

of the tax law are so vitally interested in its design

and in its successful operation.



TREASURY DEPARTMENT

Wi ABHINGTON, ..
November 12, 1969

TOR 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
$3,000,000,000, or thereabouts, for cash and in exchange for
Treasury bills maturing November 20, 1969, {n the amount of
$2,902,408,000, as follows:

91-day bills (to maturity date) to be issued November 20, 1969,
in the amount of $1,800,000,000, or thereabouts, representing an
additional amount of bills dated August 21, 1969, and to
mature February 19, 1970, originally issued in the amount of
$1,202,422,000, the additional and original bills to be
freely interchangeable.

182-day bills, for $1,200,000,000, or thereabouts, to be
dated November 20, 1969, and to mature May 21, 1970.

The bills of both series will be issued on a discount basis under
competitive and noncompetive 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 denominatioms 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, November 17, 1969. 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 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 received
without deposit from incorporated banks and trust companies and from
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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.

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 Secre tary 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 November 20, 1969, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing November 20, 1969. 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
from any Federal Reserve Bank ogpBranch.



TREASURY DEPARTMENT
Washington

FOR RELEASE UPON DELIVERY

REMARKS OF THE HONORABLE MURRAY L. WEIDENBAUM
ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY
BEFORE THE FALL MANAGEMENT CONFERENCE
GRADUATE SCHOOL OF MANAGEMENT, NORTHWESTERN UNIVERSITY
CHICAGO, ILLINOIS
WEDNESDAY, NOVEMBER 12, 1969, 2:00 P.M., CST

DEFENSE SPENDING AND THE ECONOMIC OUTLOOK

Important developments are taking place in the national
defense sector which have significant implications for the
Federal budget and the economy as a whole. The essential
facts are public knowledge, but they seem not to have received
the attention they deserve.

The fact of the matter is that military expenditures --
and more important the leading indicators of defense activity,
which foreshadow changes in the months ahead -- have passed
a crest and are now receding. This is now helping in
a significant way to reduce the inflationary pressures that
are present in our economy. Somewhat further in the future
there lies the prospect of a sizable release of budgetary
resources from the defense effort into high priority domestic
programs.

I suppose it is somewhat ironic that an alumnus of
the Bureau of the Budget and a former economist for a major

defense contractor should come here to talk about defense
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spending in neither capacity. But I notice from page 9

of the latest Monthly Treasury Statement of Receipts and

Expenditures that the Treasury paid about $6.6 billion in

Defense Department bills in September which should entitle
me to say something on the subject. As some may recall,

I had quite a lot to say about defense expenditures during
1966 and 1967 without benefit of organizational support.

A voice from the wilderness, or perhaps it was a chorus,
tried to stress the inflationary nature of the economic and
financial impact of the defense buildup then underway,

a process which was somewhat shielded from view at the time,
in part, by the inadequacy and limited understanding of our
statistics.

During that unfortunate miscalculation of economic
policy in the period of the Vietnam buildup, many of us
were urging improvements in the Federal Government's
statistical reports in order to obtain better indications
of changes in the military demand for goods and services.

I am pleased to report that the Census Bureau now issues

each month a publication, Defense Indicators, which is

a most useful compendium of information for those of us
concerned with evaluating the impact of Federal fiscal
policy. The present is one oy tt2 times of change in the

spending patterns of the public sector when such data are

of particular use.
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What is the current situation with respect to the
advance indicators of defense activity? The main point is
that a significant decline has occurred in the key measures
of defense activity for the past year or so. Let me
emphasize: There has been an absolute decline, not just
a slower rate of increase. I find it useful to work in
terms of quarterly averages in order to avoid the possibility
of the analysis being obscured by the erratic movements which
occur in a particular month. Using the latest available
quarterly data, we find that by the middle of this year:

-- Defense Department gross obligations incurred

(contracts awarded and other commitments made)
were running 12 percent below a year earlier,
and 20 percent below the peak rate last year.

-- In the procurement area, gross obligations

were down 34 percent from last year's peak.

-- Military prime contract awards were running

24 percent below a year earlier in the
second quarter before edging up a bit.

In July and August, military prime contract awards
continued to run below a year earlier. Make no mistake
about it, the softening of these advance defense indicators
is a significant development in terms of the control of

inflation. As Secretary of Defense Melvin Laird pointed out



recently, the intermediate and final indicators of the
impact of defense spending -- what the National Bureau of
Economic Research would term the coincident and lagging
indicators -- are still at historic highs. But as we know,
they tell us where we are -- actually where we have been
rather than where we are going. It is the advance or
leading indicators that matter in terms of the future. And
these leading indicators point clearly to a sharp reduction
in inflationary pressures from the defense sector.

These advance indicators to which I have referred are
measured in current dollars. This is ordinarily the form
in which they are compiled and used. Nevertheless, there
is also interest in having at least a rough idea of the
defense sector's demands on the economy in real terms,

i.e., after correction for price changes. We know that
everything costs more than it used to, defense equipment

as well as civilian goods. But how does current military
demand compare with that of the recent past in terms of
claims on real resources? No precise and statistically
exact answer can be given to this question. However, after
approximate adjustment for price change it appears that:

-- Total Defense Department obligations in the

second quarter of this year were running at

about the levels of late 1965 and early 1966.
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-- Obligations for procurement were running
at about the levels of late 1964.

-- Military prime contract awards were running
at about the levels of early 1965.

These comparisons can only be suggestive. But they
do imply that in real terms the defense sector may soon be
making no greater claims on real resources that it did in
the pre-Vietnam buildup period. Just how soon this might
be the case, it is hard to say. And this would not mean,
of course, that defense expenditures in current dollars had
returned to the earlier levels. The same output now costs
much more.

Some perspective is useful here, During World War II,
about half of our economy was devoted to war production.
During the Korean War, the ratio was about 15 percent. At
present, the military share of our Gross National Product
is about 8-1/2 percent, down from 9 percent in 1967 and 1968.
We clearly have achieved some measurable reduction in the
relative importance of defense spending in the American
economy.

There are encouraging signs that the defense budget
will be coming down in an absolute as well as a relative

sense. Secretary Laird has pointed to the following actions



already taken or planned to be taken in the current fiscal
year:

-- a $4 billion reduction in expenditures.

-- an $8 billion cut in budget authorizations.

-- a 220,000 man reduction in military manpower.

-- a 68,000 man reduction in the civilian work

force of the Department of Defense.

It is still too early to be making anything more ‘than
an educated guess as to where defense expenditures may be
set for fiscal year 1971. Key budgetary decisions are yet

to be made. But current trends are in an encouraging

direction.

Looking beyond the immediate future into, say, the
mid-1970's, there is the prospect of a more sizable release
of Federal budgetary resources. Will there be a ''peace
dividend"? If this is defined as a reduction in U. S.
military expenditures for Vietnam following the cessation
of hostilities in Southeast Asia, certainly there should
be a dividend, and a sizable one. But, if we are referring
to the net expenditure-revenue position from now on out to
the mid-1970's, the answer géts a bit more complicated.
There are already very heavy pressures for expenditure
increases. Just how much of a net "dividend" will remain

depends upon quite a few developments.
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First of all, in the military area itself, some
requirements have been put aside temporarily because of
the Vietnam effort. For example, in real terms, total
expenditures on defense research and development are perhaps
lower than the pre-Vietnam level, despite the new needs
related to Vietnam. This could mean a substantial amount
of '"catch-up" spending. Also, new military needs arise.
Various new strategic and tactical aircraft, missile, and
ship systems are being considered, often to replace
obsolescent weapons of fairly considerable vintage. In
addition, some defense inventories have been permitted to
decline. As a consequence, some of the so-called peace
dividend will probatly be used up in the defense area itself.

Second, the price tag on existing defense and nondefense
commitments rises with the price level itself. But even
with a stable price level, population growth will cause some
increase in many areas of civilian expenditures. Clearly,
of course, outlays for veterans' services and benefits will
be expanding in the next few years as newly-discharged
servicemen qualify for education and training, health, and
other government assistance.

Third, President Nixon is, himself, committed to
a carefully chosen set of new programs, ranging from welfare

reform to improved manpower development and training activities.



Among those programs is the proposal for revenue sharing.
By the mid-1970's, this could be allocating $5 billion or
so of Federal revenues to the states and localities. The
Treasury had a good bit to do with the development of this
proposal which, I think, is a very practical and essential
undertaking if we are to make the ''New Federalism'" a reality.
But, like so many other good things the Government thinks
of doing, the program has a price tag in the Federal budget.

By now, I am sure you see that in the ''peace dividend"
context, the answer depends a great deal on where the
expenditure level is drawn. One thing we can be sure of:
the grand total of possible, and seemingly desirable,
expenditure increases far outruns the capacity of the
revenue system to pay for them. The post-Vietnam fiscal
outlook is not one of great liberality. Hard budgetary
choices will continue to be the order of the day.

One thing I do believe. The achievement of peace in
Vietnam, in addition to the obvious social and humanitarian
benefits, will also have important favorable economic
effects, given the current state of the American economy.
For one, it would represent a reduction in inflationary
pressures and, hence, on money and credit markets and interest

rates. Secondly, it would ease the budgetary outlook and
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to some extent make more resources available for civiliam
programs related to the cities, the enviromnment, and so forth.
Third, it would make possible a substantial improvement in
our international balance-of-payments position, because so
much of the current deficit is attributable to the Vietnam
War.

To sum up: Advance indicators of defense activity
point to a substantial lessening of inflationary pressures
from the military sector. Beyond the near term, a further
reduction in defense expenditures could be expected to
follow an acceptable Vietnam settlement. But pressures
for higher nondefense expenditures, as well as new weapon
systems, will continue to be very heavy, Careful management
of the national finances will be needed to get the economy
back onto a non-inflationary path and keep it there.

Although it is always pleasant to contemplate the
favorable aspects of future prospects, let us not forget
the needs of the current situation. We continue to face
substantial inflationary pressures. Extension of the
income tax surcharge through the middle of 1970 is essential
in order to regain reasonable price stability. The successful
completion of our domestic war against inflation will provide
the necessary groundwork for real and rapid growth in

employment, production, and living standards.
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Any examination of the military sector of the United
States, such as the one on the agenda of this conference,
nceds to keep in mind the central role of a strong and
healthy economy as the basis for continuing to maintain

an effective national security posture.

o0o



TREASURY DEPARTMENT

WASHINGTON, D.C.

FOR IMMEDIATE RELEASE November 13, 1969

ENGRAVED PORTRAITS OF PRESIDENT RICHARD NIXON
NOW AVAILABLE FROM BUREAU OF ENGRAVING AND PRINTING

The Bureau of Engraving and Printing today announced the
addition of the portrait of President Richard Nixon to its
collection of engravingsof all the Presidents.

This bust portrait is available in two size images,
approximately 2 by 2% inches and 4 by 5 inches. A photograph
of the President, taken just prior to his inauguration by the
well-known photographer, Philippe Halsman, was selected by
The White House as the subject matter for the Bureau portraits.

Portrait engraving is an art little used today, except in
the production of securities. The artistry of the craft lies
in the delicate gradations of tone and the third-dimensional
and lifelike effect of the finished rendition.

The print was produced by the same process employed in the
printing of United States currency and postage stamps.

Copies of President Nixon's portrait are available from
the Bureau at 60 cents each for the small size and $1 each
for the large. Orders for the prints accompanied by either
check or money order should be addfessed to the Bureau of
Engraving and Printing, Washington, D. C. 20226,

o0o
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TREASURY DEPARTMENT

WASHINGTON. D.C.

November 13, 1969
FOR IMMEDIATE RELEASE

FRENCH TAX TREATMENT OF U.S. PORTFOLIO
INVESTMENT TO BE REVISED

The Treasury Department announced today that the French
Government has agreed to grant American shareholders with
portfolio investments in French companies a cash refund of
one-half the French tax collected at the corporate level. This
payment is similar to the tax credit now granted to French
shareholders in French corporations. (In France this credit
is known as ‘the "avoir fiscal.") The new rule will not apply
to a U.S. corporation which owns 10 percent or more of the
stock of the paying French corporation,

The contemplated change in the French tax treatment of
American shareholders will be incorporated in a modification
of the existing income tax convention between France and the
United States and is to be submitted to the U.S. Senate for
advice and consent to ratification. The effective date is
expected to be January 1, 1970.

An example of the operation of the "avoir fiscal" is as
follows: Under French law, a corporation with profits of
$200 would pay a corporate tax (at the rate of 50 percent) of
$100. TIf the remaining $100 of after-tax earnings 1is
distributed to a French shareholder, one-half of the $100 tax
collected from the corporation is regarded as having been paid
on behalf of the shareholder, who receives a tax credit of $50.
The French shareholder includes the amount of credit in his
income., He has income of $150 ($100 dividend and $50 credit).
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He then takes the $50 credit against the resulting tax as
follows:

Corporate Profits .....cceveceecen 200
Tax at Corporate Level............ 100

Amount distributed to
French Shareholders...ccececeess 100

Credit included in Income ....¢.e. 50

Total dividend income to
French shareholder....ceeeesace 150

Tax (at assumed 35 percent rate). 52.5
Credit.0.....'......l°.0.QC‘..O.. 50

TaX Due ® ¢ 0 0O ® &6 # 060 6 0 ¢ ® 060 900 O ® &8 @0 O 2'50

If his tax 1is less than the credit, he is entitled to
a refund.

The same principle will in the future be applied by the
French Government to U.S. shareholders, except that a cash
payment will be made to the U.S. shareholder by the French
Government in lieu of the tax credit allowed to a French
shareholder. 1If a French corporation declares a $100 dividend
payable to a U.S. shareholder, the shareholder receives the
$100 from the corporation plus $50 from the French government,
or a total of $150, less the French withholding tax (set by

treaty at 15 percent) on the gross amount ($150 x 15 percent =
$22.50).

For U.S. tax purposes, the American shareholder who receives
a $100 dividend plus a $50 refund must include the full $150
in his gross income and is entitled to a credit against his
U.S. tax for the amount of French withholding tax on the gross
amount -- $22.50 in the example above. At present the U.S.
shareholder receives $100 less $15 French withholding tax and
includes the $100 dividend in his taxable income. He claims
a credit of $15 with respect to that amount.
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Upon enactment of the Interest Equalization Tax
Extension Act of 1969, that tax will continue to be applicable
to the acquisition of French portfolio securities by United
States persons.

00o



Treasury Department
Washington

FOR_RELEASE ON DELIVERY

STATEMENT BY THE HONORABLE PAUL A. VOLCKER
UNDER SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS
BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL EXCHANGE AND PAYMENTS
OF THE JOINT ECONOMIC COMMITTEE
ON FRIDAY, NOVEMBER 14, 1969, AT 10:00 AM

This Subcommittee has come to play a most valuable role
in the never-ending task of keeping our international
financial arrangements abitast of the needs of the times.
You have promoted informed public discussion of important
issues too often considered the preserve of experts, prodded
practitioners to seek new and better solutions, and -- not
least -- provided leadership and support when the need for
change has been demonstrated. I am pleased to assist in this
process this morning by discussing U. S. policies related to
the proposed increases in Intermational Monetary Fund quotas
and the two-tier gold market arrangements.

I am doubly pleased that we can consider these matters
against a backdrop of relative calm in international financial

markets. The recurrent stresses and strains characteristic

of recent years have been symptoms of underlying imbalances
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within and among national economies, as well as of some
shortcomings in international financial arrangements. It
would be too much to claim these problems are all behind us.
But I think we can see some tangible and significant progress
toward dealing with a number of the principal sources of
uneasiness.

The evident strengthening of the external position of
the United Kingdom, the adjustment of the French franc parity
without serious disturbance, and the wise and courageous action
of the new German Government in revaluing the mark have to-
gether removed the main sources of immediate speculative
tensions. More than that, I believe they have helped establish
a solid footing for moving ahead to deal simultaneously with
remaining external and internal imbalances.

For instance, by making imports relatively cheaper and
dampening strong incentives to divert current production into
foreign markets, the revaluation of the mark should -- at one
and the same time -- assist the German Government in dealing
with emerging inflationary pressures at home and significantly
improve the prospects of achieving a better equilibrium in

external trade flows.
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Accompanied by effective, sustained policies of internal
fiscal and monetary restraint, the new exchange rate for the
franc provides a basis for orderly restoration of the French
competitive position. In weathering the strains of the past
year -- and with clear signs of basic improvement now showing
through in recent trade and balance of payments data --
sterling need no longer be a focus for speculative pressure.
The sense of greater stability fostered by these recent
developments in particular countries had been strongly rein-
forced, I believe? by the multilateral decision at the IMF
meeting to move ahead with the creation of Special Drawing
Rights in the sizable volume of $9.5 billion over the next
three years. This decision has been clearly presaged by
intensive preliminary discussion through the Summer. Neverthe-
less, the formal activation decision -- taken with only one
abstention -- emphasized the extent of the consensus to move
forward into a new era of managed reserve creation. More
broadly, this wide agreement about so sensitive a subject as
international money creation seems to me the best possible
omen of our capacity to deal cooperatively with the problems

in other difficult and complex areas.
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Indeed, this process of monetary cooperation is now
reflected in the fact that, as a result of discussions by
the Governors of the Fund at the Annual MEeting, the Executive
Board is now preparing to examine carefully and systematically
the possible usefulness of introducing a somewhat greater
degree of flexibility into the exchange rate mechanism. Study
of this matter will take time. A wide variety of points of
view must be brought to bear, many of which stem from the
basically different economic circumstances in which various
countries find themselves. It is far too soon to pronounce
judgment on what, if any, specific proposals will pass the
test of practicality and widespread usefulness. Certainly,
we want to be imaginative in seeking ways to eliminate rigidi-
ties that inhibit the adjustment process or tend to build up
incentives to speculation. But we also want to take prudent
care that, in making changes, we do not undermine the broader
stability and disciplines of the system as a whole --
stability and disciplines that provide an essential base for
expanding trade and orderly planning and investment decisions.
I can assure you that the United States will be actively

participating in this joint effort in this spirit.
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The series of crises and near crises in international
financial markets that have been characteristic of recent
years have been a prod for constructive change. But we can
also take some satisfaction from the fact that massive specu-
lative flows have been absorbed and contained without rupturing
the basic international financial structure or impeding the
growth of trade. Our defenses have been tested, and they have
stood firm.

Nowhere has this been more striking than with respect to
the new gold market arrangements introduced in March of 1968 --
the so-called two-tier system. In essence, the decisions
taken at that time separated dealings in gold among national
authorities from the vagaries of industrial and speculative
demands and new production in the private markets. The
immediate result was to break the link between currency
disturbances or speculation and a drain of gold from official
stocks into private hoards -- a link that, in practice, had
become self-reinforcing. Instead, speculation in gold now
spends itself in fluctuations in the price in private markets.
The process is self-limiting, as the rising price of an asset
that yields no return simply increases the risk of subsequent

loss.
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Since the two-tier system was introduced, we have, in
fact, seen the private price move over a considerable range
in the leading markets. The upper end of that range, at
about $44 an ounce, was reached in the course of the first
year -- a period when the market was growing accustomed to
the new arrangements even while the supplies of newly-mined
gold released to the market were unusually light. Since March
of this year, the trend has generally been downward. The
current price happens to be close to the lowest point since
the two-tier system was established.

At least to those not actively participating in the
market, the forces pushing the price in one direction or
another at a given time are often obscure. But what is im-
portant is that fluctuations in the private price have increas-
ingly come to be viewed as a characteristic of what is
essentially a commodity market, with limited significance for
the monetary system. Indeed, the private market reacted only
slightly, if at all, to some of the more severe currency
crises of the past year. The price movements that have
developed in response to private forces and interests only
seem to reinforce the wisdom of separating our basic monetary

arrangements from the vagaries of this market.
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The existing national stocks of some $39 billion of
gold of course remain the most important single element in
official world reserves, accounting for somewhat over half
the total. I believe gold will continue to have an important
role in the monetary system as far ahead as we can foresee.
The institution of the two-tier system recognizes that,
relative to other reserve assets, the role of gold will
decline over time as the need for total reserves grows.
Indeed, operation of the two-tier system must assume the
creation of acceptable reserves in other forms.

In this sense, the SDR is a natural complement. Within
three years, the volume of SDR's will be the equivalent of,
roughly, one-fourth of the entire official stock of gold.

On the basis of performance, I believe the two-tier
system must be judged a success. This is true despite the
fact that it has not been possible so far to reach an under-
standing with the world's largest gold producer -- South
Africa -- as to appropriate means by which it might wish to
handle its newly-mined gold within the framework of the
generally accepted arrangements. Normally, South Africa

accounts for almost 80 percent of all new production.



South African authorities have indicated that, as a
practical matter, a substantial portion of this production
has been channeled to private hands at premiums over the
official price. Unlike other gold producers, however, South
Africa has also chosen to withhold a portion of its potential
supply from the private market. The manner of handling South
African gold has, of course, been a recurrent element of
market uncertainty that I doubt is in anyone's long-term
interest. That is why I remain hopeful that an understanding
can ultimately still be reached as to the appropriate methods
of handling South African sales within the framework of the
best interests of the system as a whole.

Consistent with the basic premises of the two-tier system,
I am aware of no attempt by official institutions to profit
from the higher price of gold in private markets by official
sales. Moreover, the collective judgment embodied in the
March 17, 1968, Communique that there is no need to add to
reserves in the form of gold from the private markets has been
reflected in the abstention of all major countries from pur-
chases of South African or newly-mined gold, apart from
certain transactions arising from‘the normal mechanism of the

IMF.
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The exceptions to this practice, to the best of my
knowledge, have been confined to a very few, small countries.
These purchases seem to me to have been distinctly unfortunate.
Obviously, the amounts of gold involved have not, in themselves,
impaired the effective operation of the two-tier system.
Nevertheless, all countries and all central banks seem to me
to share a common responsibility for maintaining the health
of the system as a whole, from which all benefit. 1In this
instance, the proper expression of this common responsibility
seems to me a willingness to abide by the generally-accepted
implications of the two-tier system.

In a world of more than 100 countries, misunderstandings
of the purpose and importance of the new arrangements are,
of course, possible. In those few instances where some
question has come to our attention, we have, naturally, communi-
cated our views directly to those concerned. On this basis,

I feel confident that the basic principles inherent in the
two-tier system are increasingly well understood.

In announcing these hearings, your Chairman correctly
noted that new gold has entered the monetary system from

South Africa as a by-product of certain IMF transactions.
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Some $100 million of South African rand have been drawn from
the Fund since the beginning of the two-tier system. In
addition, as reviewed earlier in an exchange of letters be-
tween Messrs. Reuss and Widnall and Secretary Kennedy
published last Spring, in certain circumstances South African
drawings from the Fund may be repaid in gold. A total of
$50 million was involved in such repayments last Summer.
These transactions follow long-standing IMF procedures,
and the United States has not felt it necessary or desirable
to raise questions about these particular applications of
established procedures so long as no clear record developed
of their repeated use simply to divert gold from the private
market. This has not been the case so far. The use of rand
in drawings has not been out of proportion to the use of
other currencies, on the basis of established criteria. So
far as the South African drawing in the Spring was concerned,
Secretary Kennedy noted, in his letter to the Chairman, that:
" We have long supported the concept that gold
tranche drawings be virtually automatic, and we con-
tinue to believe that no doubt should be cast on the
ability of a country to mobilize these funds promptly

should it deem a need exists. I am convinced that
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should experience show that the privilege is being

abused by repeated drawings and repayments unrelated

to the basic objectives of the IMF, adequate means

exist to effectively halt such practices."

Your Chairman, in his announcement, also raised the
question of what plans there might be for handling the gold
portion of the payments required in connection with the
anticipated increase in IMF quotas. The problem arises
essentially because the Fund Articles -- drafted 25 years
ago -- require that 25 percent of any increase in quotas must
be made in the form of a single kind of reserve asset --
namely, gold. Because some countries hold very little gold,
the potential arises for a large conversion of dollars into
gold, presumably at the expense of U. S. reserves, simply to
enable these countries to make necessary quota payments.

One effective and straightforward way of averting this
incidental -- but quantitatively large -- potential drain
of U. S. reserves as a result of quota increases would be to
permit SDR's to be used as well as gold. As a result of the
initial activation of SDR's in January, virtually every country

would then be equipped to make the necessary payment from
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its own reserves, just as major countries, including the

U. S., are prepared to pay in gold. Moreover, this procedure
would further demonstrate the essential equivalence of gold
and SDR's as reserve assets.

Unfortunately, the amendment to the Articles of Agreement
providing for SDR's failed to include such a provision. I
believe many foreign officials would now share the regret
expressed publicly by Emilio Colombo, the Italian Minister
of the Treasury, who was a principal in the SDR negotiations,
over this omission. However, I think we must recognize the
difficulty of amending the Articles at this time for this
purpose.

In any event, other techniques are available to forestall
the so-called secondary impact of quota payments on our own
reserve position. These techniques are more cumbersome.

They essentially entail a series of tramsactions by which
countries with insufficient gold would initially obtain the

gold from one or more other countries; the gold is then paid

into the Fund; and the Fund, in turn, repurchases with equivalent
gold needed currencies. In the end, the Fund will be adequately
supplied with usable currencies, or perhaps SDR's, without

impairing the reserve position of any country. I believe in
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concept the need for such an arrangement is widely accepted,
and there is every reason to expect that the Executive
Directors will propose a fully acceptable and technically
sound plan.

The Executive Directors are now shaping a proposal to
the Governors as to the size and distribution of quota in-
creases themselves. The U. S. welcomes this prospective
addition to the Fund's resources, which I anticipate will be
reasonably in line with the growth of the world economy. In
a sense, this prospective addition to the supply of inter-
national credit is a natural complement to the inauguration
of SDR's, which provide an expanded reserve base.

The task of achieving a distribution of quotas that
fairly reflects the relative needs and circumstances of
various member countries is a delicate process. In balancing
the various considerations involved and to facilitate the
negotiating process, the United States has indicated a willing-
ness to accept a slightly smaller percentage increase in its
own quota -- now at $5.2 billion -- than seems likely for the

average member. Nevertheless, we anticipate that, for the



ST
- 14 -

first time since the Fund was founded, the United States,
in addition to its share of a general increase applicable
to all members, will accept a portion of the additional
selective increase to which it would be entitled on the basis
of commonly-used formulas calculated to reflect relative
economic growth and weight. This decision may raise the
further question, in the light of previous practices, of
whether we are prepared to increase in approximately the
same proportion our capital subscription to the World Bank.
Both the quota and any possible increase in the World Bank
subscription would, of course, require legislation.

All of this, as I suggested at the start, suggests
progress in dealing with the problems of the international

financial system. But we must also recognize there is one

area -- fundamentally more important than any other I have
touched on today -- where the needed progress has been all
too slow.

I am referring, of course, to the related problems of
our balance of payments position and our internal inflation.
The preliminary third quarter payments figures show a season-

ally adjusted deficit on the so-called liquidity basis
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of some $2-1/2 billion, only a bit below the average of
$2.8 billion during the first two quarters of the year.
Moreover, on the official settlements basis, where we had a
sizable surplus in the first half of the year, a defic:t
approaching $1 billion developed in the third quarter.

It would be misleading to focus too closely on precise
numbers. The conventional measure of the liquidity deficit
continues to be distorted by some transient factors of little
real economic significance, including a sizable reversal of
so~-called special receipts. Outflows related to speculation
in the German mark, which subsided only at the end of the
quarter, probably had some impact on both measures of our
payments position. Conversely, a reflow of funds from Germany,
the apparent need for many corporations to repatriate funds to
conform to the direct investment regulations, and other factors
should work toward some improvement during the current quarter.

Nonetheless, any analysis makes it plain that, beyond
short-run distortions, we face a major challenge. The nub
of the problem is perfectly clear. If we expect to invest

freely abrocad, to provide aid, and to carry our military
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responsibilities, we must, over time, provide the bulk of
the resources through a strong trade and current account
position. Instead, we have permitted, over recent years, an
erosion in our international competitive position, and over-
heating has sucked in imports. By 1968, our traditional
large trade surplus had almost vanished.

In recent months, there have been some glimmerings that
the process of restoring that favorable trade balance may
have begun; at the least, the deterioration has been stemmed.
A vigorous business climate abroad should provide a clear
opportunity for improvement in the year ahead. But it is
plain that the full job of restoring our competitive position
can't be accomplished easily or quickly.

What is essential is that the signs of underlying progress
are plain. The most important sign of all will be a dampening
of our internal inflationary pressures.

I know this kind of plea is familiar to you all, and I
have no new approach to recommend other than the tough and
painful -- but also indispensable -- course of fiscal and
monetary restraint. I repeat these words today only because
it is always too easy -- in the euphoria of the moment, in-

trigued by the intellectual challenge of developing one monetary
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mechanism or another =-- to lose sight of this fundamental.
The size and distribution of Fund quotas, the performance of
the two-tier system, the effects of the German revaluation,
even the major accomplishment of the SDR and the potential
for some limited flexibility of exchange rates will be of
limited consequence if we do not meet our own responsibilities
for a reasonable degree of price stability.

In the end, world monetary stability rests on the stability
of the dollar itself. Failing that, I will be in no position

to report in the future the same grounds for confidence that

I have cited today.
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November 17, 1969

FOR IMMEDIATE RELEASE

SALE OF ADDITICHAL AMOUWTS OF APRIL AND JUNE TAX ANTICIPATION BILLS

The Treasury Department announced today the sale of $2.5 billion of tex
anticipation bills; $1.0 billion maturing in April 1970 snd $1.5 billion maturing
in June 1970. The bills are in addition to the $2.0 billicn of April tax bills
and $3.0 billion of June tax bills already outstanding.

The bills will be auctioned cn Friday, liovember 21, for payment on
Wednesday,' November 26. Commercial banks may make payment for their own and
their customers’ accepted tenders by credit {to Treasury tax and loan accounts.

The bills mature on April 22 and June 22, 1970, but may be used at face
value in payment of Federal income taxes due on April 1S and June 15, 1970,

respectively.
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FOR IFMEDIATLE RELEASH NOVEMBER 17, 1969

TREASURY OFFERS $2.5 BILLION OF APRIL AND JUNE TAX BILLS

The Treasury Department, by this public notice, invites tenders Tor two series
of Treasury bills to the aggregate amount of $2,500,000,000, or therecohouts, as
follows:
147-day bills (to maturity date) to be issuved November 26, 1969, 3in the
amount of $1,000,000,000 5 or therea abouts, 1cprcsonthg
additional umount of bills-dated October 14, 1969, and to mature
April 22, 1970, originally issued in the amount of $2,006,704,000,
the addltaon 1 end originel bills to be freely interchangeable.,
The bills will be accepted at face value in payment of income taxes
dve on April 15, 1970.
208 ~day bills (to maturity date) to be issued November 26, 1969, in the
amount of $1,500,000,000, or theresbouts, representing an
additional amount of bills datecd October 29, 1969, &1nd to meture
June 22, 1970, originally issued in the amount of $3,004,380,000,
the adaltlone] and original bills to be freely interchangeable.
‘The bills will be accepled at face value in payment of income taxes
due on June 15, 1970. '
The bills of both series will be issuned on a discount hasis under competitive and
noncompelitive bidding as hereinafter provided and at maturity, to the extent they
are not presented in payment of income taxce, their face amount will be payable with-
out interest, They will be issued in bearer form only, and in denominations of $1,000,
$5,000, $10,000, $50,000, $100,000, 3500,000 and $1,000,000 (raturity value).
Taxpayers desiring to apply these bills in payment of income taxes may submit
the bills to a Federal Reserve Rank or Rrench or to the Office of the Treasurer of
the United States, Washington, not more than fifteen days before the appropriate
income tax payment date. In the case of bills submitled in payment of income taxes
of & corporation they shall be accompanied by a duly completed Form 503 and the
office receiving these items will effect the deposit on the date the taxes are duve.
In the case of bills submitted in payment of income taxes of all other taxpayers,
the office receciving the bills will issue receipts therefor, the original of which
the taypayer shall submit on or before the date the taxes are due to the District
Director of Internal Revenue for the District in which such tawres are payable,
Tenders will be received at Federal Reserve Banks and Branches up to the
closing hour, one-thirty p.m., Eastern Standard time, Friday, November 21, 1969.
Tenders w3ill not be received at the Treasury Departinent, Wachington. 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. 1t 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 applicetion therefor.
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Banking institutions gencrally may submit tenders for account of customcrs
provided the names of tlhe customers are set forth in such tenders. Others than
banking institutions will not be permitied to culmit tenders except for their own
account. Tenders will be received without depouit from incorporated banks end
trust companies and from responcible ond recognized dealers in investment securities.
Tenders from others must be accompanicd by payment of 2 percent of the face wiount
of Treasury bills applied for, unless the tenders are sccompanied by an express
guaranty of payment by an incorporated beznk or trust company.

A11 bidders are required to agree not to purchase or to sell, or to make any
agreements with respect to the purchesc or sale or other disposition of any bills
of the issue for which they are bidding at a speciiic rate or price, until after
one-thirty p.m., Eastern Standard.time, Friday, November 21, 1969.

Immediately after the closing hour, tenders will be opencd at the Federsl
Reserve Ranks and Branches, following vhich public announcexent will be made by
the Treasury Department of the amount end price range of accepted bids., Those
submilting tenders will be advised of the accepleonce or rejection thereof. The
Secretary of the Treasury expressly reserves the right to sccept 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, noncorpetitive tenders for $zoo,ooo or less
for the 147-day bills and $200,000 or less for the 208day bills, without
stated price from any one bidder will Tte accepted in full at the average price (in
three decimals) of accepted competitive bids for the respective issues. Payment of
accepled tercers at the prices offered must be made or completed at the Federal
Rescrve Bank in cash or other imrediately evailsble funds on November 26, 1969,

Any qualified depositary will be permiiied to make settlement by credit in its
Treasury tax and loan account for Treasury bills allotted to it for itself and its
customers, ’

The income derived from Treasury bills, whether interest or gain Trom 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 speciel
treatment, as such, under the Internal Revenue Code of 1854. The bills are subject
to estate, inheritance, giTt or other excise taxes, whether Fedcral or State, but
are exempt from all taxation now or hereafier 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 vhich
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 ncot considered to accrue
until such bills are sold, redeemed or otherwice disposed of, and such bills are
exclvuded 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 origiral issue or on subscquent purchase, and the amount esctually received either
upon sale or redemption at maturity during the taxable ycar for which the return is
made, as ordinary gain or loss.

Treasury Department Circular No. 418 (current revision) and this noticc, pre-
scribe the terms of the, Treasury bills and govern the con¢ilions of their iscsue,
Copies of the circular may be obtained from any Federal keserve Fank or Brench.
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TREASURY DEPARTMENT

WASHINGTON, D.C.

FOR RELEASE 6:30 P.M.,
Monday, November 17, 1968.

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
bills, one series to be an additional issue of the bills dated August 21, 1369, and the
other series to be dated November 20, 1969, which were offered on November 12, 1969, were
opened at the Federal Reserve Banks today. Tenders were invited for $1,800,000,000,
or thereabouts, of 91-dey bills and for $1,200,000,000, or thereabouts, of 182-day
bills. The details of the two series are as follows:

RANGE OF ACCEPTED 9l1-day Treasury bills : 182-day Treasury bills
COMPETITIVE BIDS: maturing Februsry 19, 1970 : maturing May 21, 1970
Approx. Equiv. : Approx. Equiv.
Price Annual Rate : Price Annual Rate
High 38.206 7.09 ,$ : . a .
Low 98.184 7.184% : 96.192 7.532%
Average 98.195 7.141% 1/ 96.199 7.518% 1/

a/ Excepting one tender of $1,000

39% of the amount of 9l-day bills bid for at the low price was accepted
78% of the amount of 182-day dills bid for at the low price was accepted

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted : Applied For Accepted

Boston $ 30,716,000 $ 20,716,000 : ? 8, 494, 000 37'J1572517666
New York 2,063,811,000 1,297,511,000 : 1,676,091,000 853,609, 000
Philadelphia 39,509, 000 24,509,000 20,228,000 9,895,000
Cleveland 34,284,000 34,284,000 : 53,838,000 35,867,000
Richmond 27,085,000 21,585,000 24,742,000 11,642,000
Atlanta 43,003,000 36,003,000 : 35,268,000 18,233,000
Chicago 140, 962,000 140,962,000 : 148, 935, 000 84,435,000
St. Louis 53,885,000 46,175,000 : 34,272,000 22,852,000
Minneapolis 22,366,000 15,616,000 : 19,823,000 9,113,000
 Kansas City 26,010,000 26,009,000 : 22,381,000 21,581,000
Dallas 26,617,000 17,007,000 : 22,348,000 12,348,000
Sean Francisco 146,182,000 119,762,000 198, 835,000 112, 355,000

TOMLS  $2,654,430,000 $1,800,139,000 b/ $2,265,255,000 $1,200,424,000 ¢/

)/ Includes $340,055,000 noncompetitive tenders accepted at the average price of 98.195

3/ Includes $204,203,000 noncompetitive tenders accepted at the average price of 96.199

E/ These rates are on a bank discount basis. The equivalent coupon issue ylelds are
7.37% for the 91-day bills, and 7.92% for the 182-day bdills.
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TREASURY DEPARTMENT
Washington

FOR RELEASE AT 8:00 P.M., E.S.T.
TUESDAY, NOVEMBER 18, 1969

REMARKS OF THE HONORABLE DAVID M, KENNEDY
SECRETARY OF THE TREASURY
BEFORE
THE ECONOMIC CLUB OF NEW YORK
HOTEL WALDORF ASTORIA
TUESDAY, NOVEMBER 18, 1969

Thank you for permitting me to share this evening with
so many old friends of the business and banking world, and
for the privilege of addressing so distinguished an audience.

My acquaintance with the New York Economic Club and
its contributions to our national life goes back over many
years. My respect has deepened as the acquaintance has
widened.,

I welcome this opportunity to discuss some of the
economic problems this Administration is trying to resolve,
to tell you what we are doing about them, and to enlist
your support where you believe we are right.

It has been said often enough to become a national
cliche that our number one economic problem is inflation.
That was true when President Nixon took office ten months
ago, It is equally true tonight.

We must halt the spiral of rising prices. We must
not permit inflation to become a permanent way of life.
Our social and economic aspirations cannot be bought or
built with dollars whose value is steadily declining.

I would emphasize, too, that the control of inflation
is also one of our top international priorities. A number
of important recent developments have strengthened the
world financial system, markets are calmer, and prospects

K-274
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are good for further improvements. But this progress must
go hand in hand with internal economic stability. If we
falter in our anti-inflation program, consequences for the
international monetary system would be disruptive.

No one looking at trends in our trade accounts can be
comfortable with our international position. Tight money in
the United States has tended to keep the dollar relatively
scarce in foreign markets, as well as at home. This has
been a major element of strength for our position in the
short run. But it is no substitute for progress toward a
better balance in our basic trade and investment accounts,
and solid confidence in the long-term purchasing power of the
dollar, Failure to deal with this aspect of our problem
could be a serious setback to international economic
stability and to mutually beneficial trade invegtment and
travel. It would be an illusion to think that, in such
circumstances, the United States itself could escape
repercussions at home,

I have said that inflation remains our number one
economic problem. And this Administration's plan for
dealing with that problem remains unchanged: it is to
persevere in the use of restraining monetary and fiscal
policies until our overheated economy has cooled and people
can no longer reasonably expect that the cost of living, and
the cost of doing business, will continue to rise as
inevitably as tomorrow's sun.

In at least one respect, the climate is already
changing. Some of our most voluble critics -~ those who
claimed originally that our approach was too weak and
conventional -- are now concerned that our policies may
be too harsh, too risky. At the same time, there are
some who would like to see faster, more dramatic change.

Let me say to both groups that our concern is not for
dramatic effect -- rather it is for an orderly transition
from an overheated economy to a healthy rate of non-
inflationary growth. I also want to reassure them that we
are keeping a careful eye on the economic barometer. We
will respond promptly when the signs are clear that the
balance of risk has shifted away from inflation. But
we will not anticipate success before the evidence is at hand.
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We know from past experience that deep-rooted cost
and price inflation can be corrected effectively only
after a fairly long period of economic adjustment. If we
learned anything from 1967, it was that a premature
lifting of restraints only leads us into an even worse
inflationary situation.

I have long felt that the most self-destructive
course we could follow would be the stop-and-go route,
- Under such a misguided policy, we would fight inflation,
but only so long as our policies were not too painful.
When our anti-inflation efforts began to work -- and hurt --
pressures would build up to change course. But if we
would then shift to expansionary monetary and fiscal
policies, the economy would heat up once more. Soon
underlying price pressures would reassert themselves and,
once more, we would feel the pain of inflation. Public
officials and the average citizen would demand action to
curb the upward price spiral, and government would turn
again to restrictive policies -- and on and on the cycle
would go.

This Administration rejects that policy., A faltering,
stop-and-go approach to our current problems would only
lead to stagnation marked by excess unemployment and
continuing upward pressures on prices., We seek a
return to basic economic stability. Only in this way
can we build the foundation for a genuine prosperity
in which our citizens enjoy high and rising levels of
secure employment and a rising standard of living.

When the time arrives for a change in policy, we will
have a variety of automatic and discretionary tools for
implementing that change. There are the traditional fiscal
and monetary policies. There also are a number of built-in
features which, if necessary, would operate to sustain the
economy and to support those segments of society which are
least able to protect themselves.

Anyone concerned with the approach of this Administration
toward the lower income groups in our economy should simply
look at the record of what the President has proposed fo the
Congress: a 'low income allowance to remove millions of
individuals from the tax rolls, fundamental restructuring of
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the welfare system, reform of Social Security to provide
increased payments and protection from inflation, and
modernization of the federal-state unemployment insurance
system to provide a more responsive mechanism for

stabilizing the economy automatically. No one recognizes
more clearly than President Nixon that the Federal Government
itself has been a major contributor to inflation in recent
years.,

One of the first directives we in the Federal
departments and agencies received from the President last
January was to re-examine from top to bottom the budget
requests for the 1970 fiscal year which had been sent to
Congress by the outgoing administration., We completed that
review in April, with a resulting $4 billion cut from
expenditures that would have resulted from programs proposed
in January by the previous Administration.

Another similar $3.5 billion cutback was accomplished
through a second spending review last summer, making a
total of $7.5 billion of expenditure restraint that has
been exercised by this Administration,

Without these actions -- $4.1 billion in military
programs and $3.4 billion in other programs -- budget
spending in this fiscal year would be more than $200
billion and our chances of halting inflation would be
seriously weakened,

As it is, this fiscal restraint combined with a tight
monetary policy, is beginning to produce clear evidence that
the overheating which started the inflation escalator some
four years ago is beginning to subside. The escalator has
not stopped, nor even perceptibly slowed, but the underlying
developments necessary for effective control of inflation
are beginning to show up.

For example:

-- The rate of increase in final sales of
goods and services in current prices has
slowed significantly, and real GNP has
been advancing at a rate less than half
as great as a year ago.
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-- The growth rate of industrial production
declined in the second quarter and
actual production has edged downward
for the past three months.

-~ Corporate profits peaked in the first
quarter and declined in the second and
third, a development which, although not
a happy one by itself, has frequently
preceded a reduction of inflationary
pressures,

Another major development now taking place has
significant implications for the Federal budget and for the
economy as a whole. Military expenditures and particularly
the indicators of defense activity which foreshadow changes
in the months ahead -- are now receding. This development
will help greatly in our efforts to reduce the inflationary
pressures on the economy,

Most forecasters now look for a further slowdown in the
rate of growth of gross national product in this final
quarter of 1969, and an even more noticeable slowing
through the first half of 1970,

But make no mistake, the war against inflation is not
yet won, Indeed, the battle of the budget goes on. There
has been no let-up in the pressure for new programs, in
new ways of spending government funds. Everybody wants
economy, but always at the other fellow's expense., Right
now, for example, there are measures under consideration
in the Congress that could add another $5 billion to
Federal spending for the 1970 fiscal year.

In addition, if Congress fails to extend the
excise taxes and income tax surcharge at 5 percent, and
repeal the investment tax credit, revenues for this fiscal
year will drop by $4 billion, and the surplus which we
feel is needed as an important part of our anti-inflationary
program will be drastically reduced.



(Y

-6 -

The challenge for fiscal 1971 is equally plain. The
real starting point for fiscal analysis in 1971 is our
present revenue base less the surtax revenues of $8.5
billion -- a net of about $§190 billion for the 1970 fiscal
year, Economic growth should increase revenues to about
§200 billion for the fiscal year 1971, but even this is a
smaller than normal increase, and it represents only a
little more than our expected 1970 revenues.

The unfortunate truth is that the Federal budget has
some built-in escalators. Existing laws provide for
mandatory increases on such items as higher interest
cost on the public debt as we refinance maturing Treasury
securities that were issued many years ago when interest
rates were much lower, on Social Security and other
retirement benefits, as well as on veterans' benefits,
Medicare, and Medicaid. As the Budget Director has noted,
these could push our spending in fiscal 1971 over the
$200 billion mark -- quite apart from any new or expanded
programs that might emerge. This is the context in which
we must shape our future revenue program.

The tax reform bill has an important »earing on our
fiscal posture. This Administration strongly supports
tax reform, But it is of vital importance to avoid a tax
reform bill which would, through an early revenue shortfall,
cripple our anti-inflationary program.

Although the Senate Finance Committee version
provides some $7.5 billion of net tax relief for individuals
and raises taxes on corporations by some $5 billion, it
does postpone almost all of the tax relief provisions and
does not produce a shortfall of revenue until calendar
year 1972. Taken as a whole, including revenue raising
measures, the bill would produce large additions to ‘
revenues in calendar year 1970 and smaller additions in
1971.

There are likely to be attempts on the Senate floor
to enlarge and to speed up tax relief provisions. To
the extent that these significantly reduce revenues in
calendar years1970 and 1971, they would seriously
undermine our effort to control inflation. If the
legislation approved by the Congress contains an inflationary
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revenue shortfall, the President has made clear that he
would not hesitate to veto the bill in spite of his strong
support for the cause of tax reform. I have confidence
that in the end the Congress will exercise fiscal
responsibility as it furthers the important cause of tax
reform,

-7 -

There is, of course, an additional reason for maintaining
the budget in strong surplus. If the budget falls into deficit,
the Treasury would be obliged to go into the money markets to
finance the increased deficit. This could only intensify
pressures on already tight financial markets, thus putting
further upward pressures on interest rates and limiting even
more the availability of funds for such areas as housing and
municipalities.

There is always a temptation to try to place our
problems in little compartments -- to adopt one device
or another to ameliorate the pains of inflation. Nowhere
is that tendency clearer than in the effort to escape the
impact of high interest rates, or to push the pressure
on the other fellow. No one could be more anxious than
I to see interest rates move lower, and to see homebuilders
and our local governments more liberally supplied with
funds., But there is no real escape from present pressures
until overall credit demands can be reduced, and that in
turn rests on a budget surplus and beating back inflation.

Clearly, this situation calls for the exercise of
legislative statemanship to get us through this fiscal
year, to say nothing of fiscal 1971 and beyond.

Clearly, too, businessmen, bankers, workers and consumers
all have a job of self-restraint, based on a true understanding
of their own economic interests, if we are to succeed in
stabilizing our economy. I believe there is a growing
public understanding of its key role,

We must consider the time required to bring inflationary
pressures under control, the tendency for spending programs
to grow almost automatically, and the scheduled expiration
of the income surtax next June. I hope, too that
business and labor, as they appraise the outlook, and
assess their own interests, will consider the consequences
of building into our cost structure wage settlements
inconsistent with a return to price stability or pricing
practices inconsistent with a realistic appraisal of market
growth,
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Much depends now on the action or inaction of Congress.
The anti-inflation budget surplus we now project includes
income from the extension of the surtax at 5 percent,
repeal of investment incentive tax credit, and an extension
of certain excise taxes.

The House of Representatives has passed those measures
twice -- once in a separate tax measure, and again as part
of the Tax Reform Bill, The Senate has linked action on
the revenue measures with the tax reform bill,

Timing is of critical importance. Further delay
in the Senate can only create uncertainty in the business
community and cast doubt on our determination to pursue
an effective anti-inflationary fiscal policy.

It is conceivable that the complex legislative
process, the reconciliation of differences between House
and Senate bills, may not be completed by the end of this
year, 1f that should happen, I believe that the Senate
leadership has an urgent responsibility to separate tax
reform from the short-run revenue raising measures and
to bring the latter up as a separate bill.

It would be a grave mistake for the Congress to
reverse our fiscal course by dropping the surtax and
neglecting to repeal the investment credit at the very
time we are beginning to make headway against inflatiom.
Any realistic appraisal of our budgetary outlook emphasizes
how sorely these revenues are needed. The only reasonable
question can be, not whether they are too much, but
whether they are enough.

Defending the value of the dollar is not simply a
narrow end in itself. Price stability is at the very
heart of a strong American and world economy. Without
a balanced and vital economic system, our more basic
objectives -- high employment, growth and the achievement
of our social goals -- are threatened. Our commitment to
fight inflation is based ultimately on our concern about
people and meeting their most pressing needs.

It is my hope this evening that you will make your voices
heard and your influence felt in successfully resolving
this issue in which all Americans have such an important
stake.

c0o
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FOR RELEASE ON DELIVERY

STATEMENT BY THE HONORABLE PAUL A. VOLCKER
UNDER SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS
BEFORE THE SUBCOMMITTEE ON VETERANS LEGISLATION
CF THE SENATE COMMITTEE ON FINANCE ON S. 3008
ON WEDNESDAY, NOVEMBER 19, 1969
AT 10:00 A. M. ¢owm-

Mr. Chairman:

I am pleased to have this opportunity to present the views
of the Administration and the Treasury Department on S. 3008, a
bill "To increase the availability of guaranteed home loan financing
for veterans and to increase the incame of the national service
life insurance fund."

S. 3008 would provide for the investment of the assets of
the national service life insurance (NSLI) fund in VA guaranteed
mortgages. The bill would establish a national service life
insurance investment fund to which the Secretary of the Treasury
would be required to transfer fram the NSLI fund such amounts as
the Administrator of Veterans Affairs may request, except that
the total amount transferred could not exceed $5 billion in the
period between the enactment of the bill and June 30, 1974, and
could not exceed $1 billion in any one fiscal year. The
Administrator would use the amounts transferred to purchase
guaranteed mortgage loans pursuant to camitments made at the
time the loans were guaranteed. The new investment fund would
pay interest to the insurance fund at the average rate on loans

purchased by the investment fund less 1 percent but not less than

K-275
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the average return on the other invested portion of the insurance
fund. The Administrator would also be authorized to utilize the
investment fund to purchase loans fram the direct loan revolving
fund.

It seams to me that one fundamental issue posed by S. 3008
is whether the Congress is willing to face up to the hard choices
that must be made among the many pressing needs for funds through
the regular authorization-appropriations process or whether
instead certain Federal outlays, in this case in support of VA
guaranteed mortgages, are to short circuit that process. Under
the new unified budget adopted pursuant to the recammendations
of the Budget Concepts Cammission, trust fund acquisitions of VA
guaranteed-mortgages would in any event constitute Federal budget
outlays. The anticipated Federal budgetary surplus would be
reduced by an equivalent amount, and the Treasury would be
required to increase the amount of its borrowing fram the public
in order to raise new funds to replace the Treasury special
issues now held by the NSLI fund.

During the present fiscal year 1970, the Administration is
operating within the confines of a tight expenditure ceiling.
Thus the use of VA insurance reserves under S. 3008 to acquire
VA guaranteed mortgages would require a reduction in other

programs. This is why I feel that the Congress should have the
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opportunity through the regular appropriations process to consider
how Federal budget support of VA guaranteed mortgages fits into
the overall fiscal posture and budgetary priorities of the Federal
Government.

Apart from these immediate budgetary implications, I believe
it is evident that use of trust fund monies for the acquisition
of VA mortgages would make it increasingly difficult to resist
pressures to finance other, perhaps equally pressing, programs
by the same means. The net result would be to undermine orderly
budgeting and rational allocation of scarce Federal financial
resources.

Apart fram this fundamental question of budget policy, it
is hard to see what would be accomplished by S. 3008 which could
not be accamplished more effectively and more equitably under
existing arrangements for the support of mortgage loans to
veterans and for the investment of Federal trust funds.

An efficient mechanism for market support of VA guaranteed
mortgages has already been provided by the Congress in the now
private Federal National Mortgage Association, which purchases
mortgage loans guaranteed by other Federal agencies, including
the Veterans Administration. The establishment of the proposed
facility for VA guaranteed mortgages would in key respects

duplicate the activities of FNMA. If the intent of the Congress
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is to provide additional subsidies for VA guaranteed mortgages,
this could be accamplished consistent with existing institutional
arrangements and without involving trust fund purchases. Instead,
the proposal embodied in S. 3008 would tend to cbscure the element
of subsidy and, in principle, give rise to an uneasy campramise
between the interests of the trust fund beneficiaries and the
recipients of the mortgage credit.

The Federal National Mortgage Association has been purchasing
a large volume of VA guaranteed loans; about a third of its
activities is in such mortgages. In the year ended June 30, 1969
FNMA purchases of VA loans were about $600 million, and purchases
have recently been running about $150 million per month or at an
annual rate about three times the 1969 level. FNMA is also
active, in tandem with GWMA, in purchasing mortgages for which
the Federal Government wishes to provide greater subsidy, with
the cost of the subsidy absorbed by the general revenues.

S. 3008 establishes a minimum purchase price of 96 percent
of par for loans purchased by the new investment fund. This
price campares with the current FNMA purchase price of about 93.
Thus those mortgage lenders now selling VA guaranteed loans to
FNMA would presumably choose instead to sell to the new investment
fund at the higher price. Since FNMA has been purchasing VA

guaranteed mortgages at a monthly rate of $150 million, or at
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an annual rate of $1.8 billion, the authorized purchases under
S. 3008 of up to $1 billion a year would apparently involve
mortgages which would otherwise have been purchased by FNMA and
thus tend to duplicate the activity of FNMA.

I would like to emphasize that I fully share the Camittee's
concern over the limited availability of mortgage funds in the
present environment. For this reason, a number of specific steps
have been taken to help support hame construction. Operating
directly to maintain a flow of money into housing, the Home Loan
Banks have very substantially stepped up their volume of their
advances to member savings and loan associations. In fact, total
Hame Loan Bank borrowings have increased by over $2 billion since
June 30. Similarly, the Federal National Mortgage Association
has been making new comuitments at a rate of roughly $10 billion
per year, or about three-fourths of the entire volume of FHA and
VA mortgages originated. President Nixon recently announced a
sharp cutback in Federal construction projects, which should also
help to relieve pressures on construction resources. Finally, the
Government National Mortgage Association is expected to cammit
some $650 million of special assistance funds to multi-family
housing units in cooperation with the Federal National Mortgage

Association in the "tandem" plan.



X

While these measures are not all aimed specifically at
providing mortgage funds to veterans, they are intended to
provide strong support for the flow of mortgage credit generally,
and thus help cushion the effects of tight money on hame building.
I must emphasize, however, that the only effective means of
assuring an adequate flow of mortgage funds to veterans and
others in need of housing finance is to continue to exercise
the budgetary and monetary restraint necessary to assure that
the econany returns to a path of stable growth.

Reflecting a long standing Congressianal policy, the major
trust funds, including social security, civil service, and the
veterans insurance funds, are now invested largely in special
Treasury issues which are redeemable on demand. This provides
uniform treatment and avoids any potential conflict between
trust fund requirements and program financing. The apparent
intent of the Congress, as evidenced by specific legislative
enactments, has consistently been that trust funds be invested
at rates which approximate current Treasury borrowing rates.

If the Congress desires to increase tiie investment incame
of the NSLI fund, this could be accamplished more effectively
under existing arrangements without confusing this objective
with the objective of mortgage support. The present proposal

can only confuse the question of identifying the costs and
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benefits of the wveterans life insurance and housing assistance
programs. Moreover, there is a lack of coincidence between the
beneficiaries of the NSLI fund -~ which are largely World War II
veterans -- and the beneficiaries of the proposed mortgage
purchase program. Federally assisted life insurance for Korean
and Vietnam veterans has been provided through other insurance
programs and funds. I see no apparent reason for increasing the
insurance dividends paid to World War II veterans through the
mechanism of higher investment yields from mortgage loans to
Vietnam veterans.

In sum, we believe the approach toward Federal trust fund
investment embodied in S. 3008 conflicts with sound budgetary
and trust fund policy. Moreover, we do not believe it is a
necessary or desirable mechanism for channeling more funds into
VA mortgages. Consequently, the Administration strongly

recamends that it not be passed.



TREASURY DEPARTMENT

WASHINGTON, D.C.
November 19, 1969

FOR _IMMEDIATE RELEASE

JOINT U.S.-MEXICAN WORKING GROUP NAMED ON
NARCOTICS, DANGEROUS DRUGS AND MARIJUANA PROBLEMS

The membership of a joint United States-Mexican Working
Group which is preparing recommendations for both governments
on the control of illicit traffic in narcotics, marijuana and
other dangerous drugs, was announced today by the United States
Treasury and Justice Departments.

The working group, which has been meeting in Mexico
since the bilateral talks ended on October 29, is due to
submit a progress report by December 15 and further reports
from time to time with the understanding that such reports will
only be recommendations to the respective governments.

The working group was established after representatives
of the governments of the United States and Mexico met in
Mexico City on October 27, 28, 29, 1969 for bilateral talks
on problems of marijuana, narcotics and dangerous drugs.
At that time, the U.S. delegation, headed by Deputy Attorney
General Richard G. Kleindienst and Treasury Assistant Secretary
Eugene T. Rossides, presented to the delegation of Mexico for
its consideration working materials relating to the various items
on the discussion agenda.

The two delegations decided to establish a joint working
group to examine these materials and others presented by the
Mexican delegation in detail to identify possible bases for
agreements between the two governments and to report their
findings to the two governments.

The members of the Working GGroup are:

For the United States: Jack Kubisch, Chairman,
U.S. Department of State, Deputy Chief of Mission,
American Embassy, Mexico; George H. Gaffney, Chief

Assistant to the Director, Bureau of Narcotics and
Dangerous Drugs, U. S. Department of Justice.

(OVER)
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William B. Butler, Consultant to the
Commissioner of Customs, U.S. Treasury Department;
Dr. Archibald B. Park, Assistant to the
Administrator, Agriculture Research Service,

U.S. Department of Agriculture.

Robert B. Service, U.S. Department of State,
Second Secretary of the U.S. Embassy in Mexico City;
Marco A. Padilla, Customs Attache, U.S. Bureau of
Customs, U.S. Embassy, Mexico City.

For Mexico: S. Huerta Grados, Chairman, of
the Office of the Attorney General of Mexico;
J. Barona Lobato, Office of the Secretariat of
Foreign Relations; J. A. Vaszquez Robles of the
Ministry of Government; G. Garcia Camberos of the
Department of the Treasury.

Major J. Quinonex Cruz of the Secretariat of
Defense; G. Posada Retana of the Secretariat of
Health, and A. Blackaller V. of the Secretariat of
Agriculture.

o0o
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TREASURY DEPARTMENT
WASHINGTON, D.C.

FOR RELEASE AT 3:00 P.M., E.S.T.
WEDNESDAY, NOVEMBER 19, 1969

REMARKS OF THE HONORABLE EDWIN S. COHEN
ASSISTANT SECRETARY OF THE TREASURY FOR TAX POLICY
BEFORE THE
TAX SESSION OF THE 56TH NATIONAL FOREIGN TRADE CONVENTION
WALDORF-ASTORIA HOTEL, NEW YORK CITY
WEDNESDAY, NOVEMBER 19, 1969, AT 3:00 P.M., EST

~REFORM IN TAXATION OF FOREIGN SOURCE INCOME

It is indeed an honor for me to speak at the 56th National
Foreign Trade Convention. I am especially pleased as this
occasion gives me an opportunity to emphasize the importance
this Administration attaches to the international tax problems
faced by exporters and others engaged in international
business. We recognize that whenever more than one country
is involved, special efforts must be made to assure a tax
system that is fair to the taxpayers and to each of the
countries. This afternoon I would like to share with you
some of our preliminary thoughts on reform in the taxation

of foreign source income.

Let me emphasize that I use the word "reform'" in the

broadest sense of the concept of reformation, and you should
not conclude, depending upon your point of view, that U. S.
taxes on foreign source income will move up or down.

K=-277
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As vou know, since we took office early this year, the
Treasury tax staff has been devoting almost complete attention
to the Tax Reform Act of 1969. While this bill is largely
devoted to domestic tax matters, there are a limited number
of foreign items included in the House version, the Senate
Finance Committee version, or both. I will assume that
this audience is familiar with these items and the Treasury
views on them as expressed in my statement of September 4,

1969 before the Finance Committee, and the Treasury Technical

Memorandum of September 30, 1969.

Exclusion of Income Earned Abroad

There is, however, one provision of the Senate Finance
bill on which the Treasury has not commented and that is the
provision which would reduce the exclusion for income earned
by U. S. citizens abroad to $6,000 per year. As you know,
under present law a United States citizen has a limited
exclusion for income earned abroad, typically salary, if the
citizen establishes foreign residence for at least one year
or if he remains abroad for 17 months in an 18 month period.
The exclusion is limited to $20,000, except that in the

case of foreign residence the exclusion becomes $25,000 after

three years.
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It can be argued that since the United States provides
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a credit against the U. S, tax for foreign income earned
abroad, double income taxation cannot occur, and an
exclusion for compensation earned abroa< L, unnecessary.
When the foreign income tax rate is less than the U. S.
rate, the exclusion may be said to represent a preference
for the citizen working abroad as compared to the citizen
working at home.

On the other hand, proponents of the exclusion have
pointed out that foreign countries rely to a great extent
upon sales taxes and other forms of taxes for which we
allow neither a credit nor a deduction; that the foreign
tax credit is a complex provision for which tax advice
and assistance is needed by the average employee stationed
abroad; and that there are a number of other practical
factors affecting American exports and American business
abroad that should be taken into account before any such
change in this provision is made.

This subject was not the subject of public hearings
either before the House Ways and Means Committee or the
Senate Finance Committee and was last dealt with in public

hearings in 1962. The Treasury believes that the persons
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~dversely affected by the proposed amendment, aud tneis
smployers, should be given the opportunity to present
testimony and to be heard before any change so drastically
altering their tax liability is made. Accordingly, we
recommend that this provision be deleted from this bill

and deferred for review in connection with other proposals
relating to the taxation of foreign source income,

In that review consideration should be given to the
treatment of the excluded earned income in computing the
foreign tax credit., At present there appears to be an
unwarranted advantage in allowing the credit for the
foreign tax imposed on income not subject to U. S. tax.

Aside from this discussion of section 911, I will not
now comment further on the Tax Reform Act of 1969. Instead,
Let me use this opportunity to consider with you cur tentative

iong~range thinking in the area of taxation of foreign source

ITCOome .,

derations for Foreign Income Refaorm

tede

Cons

s

in our testimony pefore the Senate Finance Committee on
September 4 I indicatad that the Treasury was developing

comprehensive proposals relating to the U, S. taxation of
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foreign source income for presentation to Congress. We
believe it is time to review our system of taxation of
foreign source income in the light of changes in the nature
of international business activities, including the growing
conduct of such business through the multi-national
corporation. We should reexamine the effect of our tax
laws on the conduct of international business, taking into
account revenue and balance of payments factors, and the
equity and administrative costs of our tax structure, and
we should determine whether the results match our gbals.
While our work in this regard is still in its early stages,
I believe it would be useful for you to know what we have
found so far and what we consider significant.

In our present view there are a number of basic
considerations which deserve primary attention in developing
proposals for revising the system of taxation of foreign
source income.

First, present law is far too complex. It is too
complex for taxpayers and too complex for efficient administra-
tion., It shows all of the marks of the series of compromises
that were involved in its development from 1913 to 1962.

While the inherent complexity of business, especially
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international business, limits what we can do to achieve
simplicity, it seems to me that it is not necessary to
seek the precision that our present system appears to be
striving for when the cost of that search is such a high
degree of complexity.

The cost of complexity both to taxpayers and the
government in this area is real, stemming largely from the
necessity to assign large numbers of very intelligent people
in an effort to make the present mechanism function. I
think we should strive to shift some of this talented manpower
both inside and outside of government away from such
intricacies as subpart F income, the deemed-paid foreign
tax credit, and section 367 rulings to work creatively on
such critical needs as low income housing, transportation,
legal services for the poor, and other frontiers of the law.

I doubt that with our present detailed rules and
calculations we really attain in the last analysis in the
foreign area more than rough approximations of tax liability.
Realistically we should take this limitation into account
in the design of our tax system. We must recognize, of
course, that complexity is very difficult to avoid, but
we do consider simplification an important goal and intend

to weigh it heavily in the process of developing our proposals.
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Second, it is not clear that our present tax system
treats manufacturing in this country for export to foreign
markets fairly in relation to manufacturing overseas for
foreign markets. One illustration that underscores this
question is that the U. S. tax on foreign manufacturing
income earned by a subsidiary is deferred until the income
is distributed as a dividend or the stock of the subsidiary
is sold. However, U.S. tax on export income of a corporation
organized in the United States‘is payable currently. To
the extent exports are routed through a foreign corporation
organized in a low-tax country, deferral can be achieved only
if subpart F can be avpided; Even though subpart F can be
avoided in some cases, I question the desirability of a tax
system that offers benefits to those who conduct an export
business through foreign corporations in order to obtain
deferrals that are not available to those American companies
that export directly.

Another factor which has caused us to consider whether
we are treating equitably foreign source income generated
by selling abroad from the U. S. arises from a comparison
between the operation of our income tax system and those
of other countries. A number of other countries, parti-

cularly in Western Europe, exempt the foreign source profits
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of~i£s resident corporations from tax. Export income
qualifies as foreign income if it is earned by a foreign
permanent establishment or, at least in some cases, if it
is generated through an employee in a foreign country.

It does not seem to us that we should perpetuate a
system which so inequitably treats those in industry and
labor who seek to sell abroad from this country. I will
discuss later an approach to this matter that we think is
likely to be preferable to our present structure.

Third, the Treasury must bear constantly in mind the
revenue needs of the Federal Govermment. Any loss in
revenue from revision of the present system is a matter
or prime concern, to be weighed in the balance with
advantages stemming from the revision.

Fourth, to the extent our tax system is regarded as
departing from neutrality between different types of
income, the departure is considered as constituting a tax
incentive or tax preference. Any preference for foreign
income is an important aspect of this, but neutrality also
has other implications. As I stated last week at the New

York University Tax Institute, some of the tax preferences



have been enacted after much debate with the expressed
intent of stimulating certain kinds of expenditures,
while other§have resulted without studied forethought,
partially or completely by accident. 1I then observed --
"Every préferential provision in the tax

law serves to reduce the tax of those who take

advantage of the preferences and reduces the

revenue yield to the government derived from

the tax. Thus we can attempt to put a price

tag on each of the preferences by estimating

loss of revenue to the government resulting

from the existence of the preferences. We

should then decide whether the benefits derived

by the nation from the existence of the tax

preferences are worth the price tag. This

cost-benefit analysis is of primary importance

in evaluating the desirability of the pref-

erence and should be made at frequent intervals

as a matter of continuing concern."
It is time, we think, to make this cost-benefit analysis
of our existing structure for dealing with foreign income
and of various proposals for its modification.

Fifth, there are traditional and appropriate limits

to the tax jurisdiction of each country. In my view the
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justification for these limits are based on three factors:
a recognition of the limits of sovereignty, the fact of
foreign competition, and the need to avoid double taxation.
I note, however, that the scope of these traditional limits
was questioned in 1961 and 1962 and at that time the
United States extended its jurisdiction by taxing the sub-
part F income of controlled foreign corporations currently.
Some would now even go further and tax generally all income
of controlled foreign corporations currently. By taxing
the U. S. shareholders on undistributed income of a foreign
corporation rather than taxing the corporation itself,
these approaches appear‘to have avoided the international
law problems on the limits of sovereignty which would have
arisen from an attempt to tax foreign corporations directly.
The United States limits its tax jurisdiction by
applying to foreign corporations rules different from those
pertaining to domestic companies. Domestié corporations are

taxed on all of their income while foreign corporations are

taxed on their income from U. S. sources. While certain types

of foreign source income of foreign corporations were made
subject to U. S. tax by the Foreign Investors Tax Act of 1966,

this change can be regarded as an extension of our source
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rules rather than a departure from the source principle.
We, of course, determine whether a corporation is domestic
or foreign on the basis of its place of incorporation but,
this, however, is not the only standard used in the world.
A number of countries use the managed and controlled test
either solely (the United Kingdom is a prime example) or as
an alternative to the place of incorporation test. Under
the managed and controlled test a foreign subsidiary in
fact managed by persons located in the home country could
be subject to tax on world-wide income.

Turning to the question of foreign competition, U. S.
companies have achieved a highly respectable performance
in producing for foreign markets in face of increasing foreign
competition. Generally this has been accomplished through
foreign subsidiaries operating in the country where they
are incorporated. Except in the limited cases where subpart
F applies, the manufacturing income of these foreign
subsidiaries have not been subject to U. S. tax until
distributed to their U. S. shareholders. This means that
the tax burden of these subsidiaries has been that
imposed in the country of incorporation, and the foreign

subsidiaries have been able to reinvest in their
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businesses the margin by which the effective foreign rate
is lower than the U, S. rate.

While tax rates throughout the world have been approaching
the U. S. rate in recent years, there are still important
countries where the tax rate is lower, either generally or
under special arrangements to attract new industry, and our
deferral system permits the foreign subsidiary to grow
through the retention of earnings which have enjoyed the
benefit of this margin. Whether our foreign subsidiaries
would be as successful if this benefit were removed may
be open to question.

Finally, we believe we must do more to prevent the
use of international boundaries for tax evasion through
foreign bank accounts and other means. While
every taxpayer has a right to take all legal measures to
reduce his tax liability to a minimum, tax evasion through
international>avenues, even if the aggregate sums involved
are not large, is an important problem which must be dealt with
as forcefully as we can. We work closely with other countries
and we are urging them to do more. We must also make sure
that we are doing all that we can in our own country. We
are in the process of reviewing the types of legislative and

administrative measures, as well as treaty changes, that are

needed to make these efforts more effective.
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Basic Reform

With these considerations in mind, we are in the midst
of a review and reappraisal of the provisions of the
Internal Revenue Code dealing with taxation of foreign
income, in an effort to determine the changes needed as
we approach the challenges of a new decade. One of our
most important tasks is to analyze the effect of our
current system on revenue and balance of payments and the
likely results of changes in the Code. To a large extent
this involves the science, or perhaps the art, of revenue
estimating. Among the specific questions for which we are
now seeking to develop answers are the following:

(1) 1In the case of dividends from 10 percent or
more owned subsidiaries, and from foreign
branches actively engaged in trade or business
abroad, how much income tax do we collect
after the foreign tax credit? (For con-
venience, I will refer to such dividends
and branch income as direct investment

income.)



(3)

(4)

(5)

(6)
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To what extent does the deduction of foreign
losses reduce U. S. tax collections on U. S.
source income?

To what extent do excess foreign tax credits
generated on direct investment income spill

over and reduce U, S. tax on foreign royalties,
foreign interest and foreign dividends from
foreign corporations that are less than 10
percent owned by U. S. persons? To what

extent does this occur in the case of taxpayers
on the per-country limitation and in the case of
taxpayers on the overall 1imitation?

To what extent do foreign countries tax royalties,
interest, dividends and other income paid to U. S.
residents at effective rates higher than the U. S.
rate?

How much income of foreign subsidiaries is taxed

at rates substantially less than the U. S. rate and

where does this occur?
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(7) To what extent are U. S. exports effected
through foreign subsidiaries incorporated and
operating in a foreign country other than the
country of destination?
Since our study is not yet complete I shall not attempt
to predict the direction our proposals will take, but it
might be interesting to list some of the possibilities:

1. Keep the current structure and make improvements.

Unless we can develop a reform in the basic structure which
we feel is likely to result in an overall improvement, we
would be inclined to keep the structure we now have. We
would build on that structure by recommending a number of
significant changes, some of which I will discuss later on.

2. Eliminate deferral,6 taxing foreign subsididaries as

foreign branches are now taxed. It has been strongly urged

by some that to avoid a tax preference situation a United
States owned foreign corporation should be subject to the
same taxes as a United States owned domestic cocrporation.
After extensive consideration Congress rejected this approach
in 1962. Moreover, eliminating deferral for those foreign
subsidiaries not closely controlled from the United States

would mean extending our tax jurisdiction further than any
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other country, and issues other than pure tax policy would
have to be weighed carefully. It is not impossible that
our studies will indicate that ending deferral would yield
little revenue, if abuse cases can be dealt with by specific

provisions.

3. Exempt direct investment income. The opposite

direction to ending deferral would be to exempt foreign
direct investment income from U. S. taxes. This would
follow the approach of most foreign countries and, generally,
the approach recommended in the Canadian White Paper issued
recently. Foreign losses would no longer be deductible and
this would produce a revenue gain. The great advantage of
this approach is that it goes a long way toward the goal
of simplicity and it is possible that our studies will show
that it does not involve substantial revenue‘loss°

However, if it is decided to adopt the exemption approach
two areas of poésible exception might be considered:

a. It might be appropriate to limit the

exemption to income of foreign subsidiaries

earned from the active conduct of a trade or

business in the country of incorporation. If

foreign interest, royalties, etc. are not exempt

when earned directly by a U. S. taxpayer, why
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should they be exempt if derived through a foreign
corporation? One approach would be to retain the
foreign personal holding company part of subpart F,
and interestingly this is the course recommended in
the Canadian White Paper.

b. While an exemption might seem appropriate
when the foreign rate parallels our own, some will
feel that complete exemption from U. S. tax is not
warranted when the foreign rate is substantially less
than the U. S. rate. A possible solution would be to
limit the exemption to direct investment income
earned in countries with a tax rate not less than,
say, 35, 40, or 45 percent. To achieve simplicity
the Treasury could make this determination for the
major countries.

Under such a system exempt income and taxes
thereon would not require a foreign tax credit but
in other cases the foreign tax credit would have to
continue.

Of course in considering this approach we must
make sure that an exemption system with conditions
or exceptions would not be as complex or even more

complex than our current system.
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Improvements in the Current Structure

If we change our basic structure for taxing foreign
source income, some of the problems that are now bothering
taxpayers and the government might ncat arise or might arise
in a different context. In any event we are turning our
attention to the urgent need to deal with these problems,
some of which I will discuss:

1. Section 367

We are particularly mindful of the continuing problems
arising in connection with section 367 of the Code, under
which gain from incorporation, liquidation or reorganization
of a foreign corporation is recognized unless the taxpayer
satisfies the Internal Revenue Service, in advance of the
proposed exchange of property or stock, that the exchange is
not '"in pursuance of a plan having as one of its principal
purposes the avoidance of Federal income tax."

In May, 1968, the Service made public Revenue Procedure

68-23 setting forth guidelines on the circumstances in which
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favorable private rulings will be issued under section 363.
We have recently received a number of thoughtful comments
on the application of these guidelines, which are quite
helpful in reviewing the operation of section 367.
We believe that improvement in its current operation is a
matter of high priority.

We do believe that there is a substantial question as
to whether the retention of the advance ruling requirement
is not an unwarranted impediment to the conduct of inter-
national business in view of the neéessity for prompt'
action on business decisions. It does not seem to be a
legitimate function of the tax laws to subject transactions,
whether routine or major, to delays by requiring the obtain-
ing of advance rulings where business necessity requires
action and where a taxpayer is willing to take his chances
as in other tax matters. Yet the mere failure td obtain
the ruling in advance under section 367 coﬁstitutes a veto over
any possibility that the transaction could be tax free, regard-

less of whether statutory non-recognition provisions were
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complied with, regardless of whether the taxpayer is
willing to pay any applicable toll charges and regardless
of whether tax avoidance was in fact a principal purpose.
One appro;ch that has been suggested is incorporating
in the Internal Revenue Code those toll charges which are
properly of general applicability and substituting a
reporting requirement for the advance ruling requirement
in most, or all, cases. It should be pointed out that the
role for section 367 in preventing tax avoidance is very
closely related to the basic structure for taxing foreign
source income and, if any changes are made in this basic

structure, section 367 could be substantially affected.

2. Section 482

Since I have taken office, and in those few moments

that I have had to discuss matters other than the Tax
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Reform Act of 1969, I have heard frequent criticism
expressed concerning the operation of section 482, par-
ticularly as to inter-company pricing on export sales.

We are concerned about this question because it does

not seem to us that the tax laws should operate in a
fashion that>has such undertainty or with such inflexi-
bility as to encourage U. S. companies to turn to foreign
manufacturing or to foreign suppliers to avoid complex-
ities of U, S. tax law and apprehenéion over possibleA
double taxation. But I do not think that to date we have
accumulated sufficient information or examples of these
alleged problems to say that the 482 regulations as
promulgated in April 1968 and January 1969 require exten-
sive revision. If and when sufficient such examples under
the new regulations are found, we are prepared to acﬁ;
both the Service from the standpoint of adﬁinistration and
the Treasury from the standpoint of policy are giving this

matter intensive consideration.

§¢
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We do have a responsibility to protect the integrity
of the U. S. tax system to see that U, S. taxpayers cannot
freely reduce their taxes by shifting income to foreign
entities through inter-company pricing. While we must
remain on guard against tax avoidance, we can also
recognize that in as difficult a science as allocating
income and expenses between related entities, it can be
wasteful and inefficient to attempt to obtain too precise
a division between two enterprises in countries with
comparable corporate tax burdens. We intend particularly
to make sure that our inter-company pricing rules do
not mean unnecessary harrassment and expense to companies
engaged in exporting.

Since under any approach that may be adopted there
will be some cases of allocation of income that results
in actual or threatened double taxation, we are putting
our efforts toward developing a more meaningful competent

authority procedure for negotiating adjustments with

other countries on a reasonably expeditious basis.



3. Foreign Tax Credit

As stated above, if direct investment income were to
be exempted from U. S. tax under described conditions,
this would drastically restrict the field of operation of the
foreign tax credit and hopefully achieve simplification. In
any event, we find that a number of aspects of the foreign
tax credit need reexamination or further work, including
effective foreign rates in excess of the U. S. rate, the
payment of foreign taxes in excess of the minimum due, the
computation of the limitation where there have been losses
in prior years, the different effective rates in the U. S,
and some foreign countries on capital gains and mineral income,
the allocation of domesticzlly incurred expenses to foreign
income, and the somewhat mechanical source rules.

4. Investment in United States Property

The Revenue Act of 1962 provides for current taxation
of the income of controlled foreign corporations invested
in certain types of United States property. While I cannot
quarrel with the application of this provision in such
cases as quasi-permanent loans by foreign subsidiaries to
their domestié parents, we are studying this provision

to determine whether in its present form it is excessively broad.
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5. Simplification

Even within the existing structure it seems to me
that we should make every effort to achieve simplification.
One area where I believe we can do something is in
eliminating duplication in the reporting requirementswith
respect to the operations of foreign corporations. A
second problem area that has been called to our attention
is the fact that U. S. tax accounting rules must be used
by foreign subsidiaries for purposes of computing the
foreign tax credit and minimum distributions. While we
are considering this I cannot see how we can apply our
tax in an even-handed way without some control of the
accounting rules used. Nevertheless it may be possible
to achieve some greater flexibility without complete
abandonment of controls, perhaps by accepting the tax
accounting rules of certain countries fully or with certain
adjustments.

Another area where simplication may be achievable
is in our source rules. For example, the income from U. S.
exports is considered to arise partially or completely from
foreign sources only if title passes outside of the

United States. This seems overly technical and requires
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taxpayers to make complex arrangements. Perhaps a

destination test for U, S. exports would be useful.

Income from Expurt of Goods Manufactured
in the United States

Under our present Code income frowm export of goods
manufactured in the United States is, in general, subject
to full U. S. income tax unless the sales are routed
through a subsidiary incorporated in the foreign country
to which the goods are destined, or in some cases to
third countries where the relief provisions under subpart
F can be utilized. The requirement that a foreign corporation
be used for this purpose requires operation under a foreign
corporation law, with foreign accounting principles involved,
and foreign lawyers, accountants and other advisors required.
Through the years I have wondered why we draw this distinction
based on incorporation abroad, with its inherent complexities
for the American businessman. Where goods are produced in
the United States for sales abroad, can we not achieve some
advantages of simplification, as well as other practical
advantages, by permitting international sales subsidiaries
to be organized under United States laws, subject to
appropriate safeguards, with substantially the same eff::t

as if they were incorporated abroad?
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While one approach would be to broaden the exemptions
to subpart F, possibly by liberalizing the existing Export
"rade Corporation exemption so that foreign corporations
could be used for this purpose, it seems to me that we
should not force our exporters to use foreign corporatioms
to minimize their tax. Therefore, we have been examining
the possibility of extending to a domestically incorporated
international sales corporation the same privileges now
accorded foreign corporations which qualify under the
existing Export Trade Corporation or other exceptions to
subpart F.

Under an approach we are considering the United States
tax on a domestic international sales corporation's income
would be deferred as long as its income is used in the
corporation's export business or invested in export related
assets and not distributed to shareholders. The income
from investments in export related assets would be similarly
deferred. It would be our intention to avoid the excessive
limitations on qualifying export assets that are presently
found in the existing Export Trade Corporation provisions.

Domestic 'international sales corporation status would

be available for the sale of goods produced in the United
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States by related and unrelated manufacturers and regardless
of whether the income is earned by purchase and resale or
through sales commissions.

We would éontemplate that inter-company pricing between
such a domestic corporation and a related supplier would
be subject to specific rules intended to assure an
appropriate division of profit, but the rules would not
necessarily be limited to the application of the present
section 482 provisions.

In order to qualify as a domestic international sales
corporation a corporation would be required to have, say,
95 percent of its gross receipts from the sale of goods
manufactured, extracted or produced in the United States
for use, consumption, or distribution abroad or from
qualifying export related investments. Ancillary services
related to exports would give rise to qualifying income,
as would income from leasing and subleasing of export goods
and interest on trade receivables and working capital deposits.
Qualifying income would also include income of foreign sales
and service branches and dividends from foreign sales
subsidiaries which, except for their foreign situs of
incorporation, would themselves qualify as domestic interaatior=:1l

sales corporations.
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To the extent that income is invested in assets that
produce qualifying export trade income, including reasonably
adequate working capital, such income need not be distri-
buted. We would contemplate some limitation on the propor-
tion of income that cculd be earned from investment in
export related assets, other than on trade accounts, in
relation to total income in order to preserve the sales
character of the corporation. A qualifying domestic
international sales corporation would not itself be subject
to the provisions of subpart F,

I should emphasize that this and other approaches are
now receiving study in the Treasury, and I am not now in
a position to indicate when, or if, a formal proposal will
emerge. However, the Treasury is aware of the need and

we shall bend our efforts to move forward as rapidly as

possible.

Conclusion

I am sure that my remarks this afternoon have
made it clear to you that there is much work ahead of us

in connection with the U. S. taxation of foreign source
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income. The Treasury considers this a vital matter and
intends to devote a great deal of effort to this very
important area. Moreover, the Commissioner of Internal
Revenue has assured us of the desire of the Service to
administer these provisions of the law without undue
burdens on exporters or others carrying on international
trade. We solicit your comments and suggestions. They

will be carefully studied and much appreciated.

o0o



TREASURY DEPARTMENT

WASHINGTON, D.C.
November 19, 1969

FOR _IMMEDIATE RELEASE

WILLIAM L. DICKEY NAMED
DEPUTY ASSISTANT SECRETARY

Secretary of the Treasury David M. Kennedy today announced
the appointment of William L. Dickey as Deputy Assistant
Secretary for Enforcement and Operations. Mr. Dickey will work
under the direction of Assistant Secretary for Enforcement and
Operations Eugene T. Rossides.

Mr., Dickey, 37, of Sioux Falls, South Dakota, received a
Bachelor of Arts degree from Augustana College, Sioux Falls,
in 1957, and a Juris Doctor degree from George Washington
University in 1962.

Since receiving his Juris Doctor degree, Mr. Dickey has
been practicing law both in Washington, D. C., and South Dakota,
He served as Minority Counsel for the Intergovernmental Relation
Subcommittee of the U.S. Senate Committee on Government
Operations, 1963-64, and as a staff attorney for the Western
Union Telegraph Company in New York, 1967-68, During 1962-63, he
was Assistant Professor of Law at the University of South Dakota,
Vermillion, South Dakota,

In 1962, Mr. Dickey was admitted to the Virginia State
Bar, District of Columbia Bar, and the South Dakota Bar. He
is a member of the American Bar Association, Federal Bar
Association, American Trial Lawyers Association, and the
South Dakota and Virginia State Bar Associations.

Mr. Dickey enlisted in the U.S. Air Force in 1951, served
four years, and was honorably discharged in 1954 with the rank
of Staff Sergeant. He is married to the former Patricia McCormick
of Salem, South Dakota. They have one child, Diane, and reside
at 8403 Felton Lane, Alexandria, Virginia,

o0o
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TREASURY DEPARTMENT fﬁ/

WASHINGTON, D.C.

November 19, 1969
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
$ 3,000,000,000, or thereabouts, for cash and in exchange for
Treasury bills maturing November 28, 1969, in the amount of
$2,900, 235,000, as follows:

90~day bills (to maturity date) to be issued November 28, 1969,
in the amount of $1,800,000,000, or thereabouts, representing an
additional amount of bills dated August 28, 1969, and to
mature February 26,1970, originally issued in the amount of
$1,201,022,000, the additional and original bills to be
freely interchangeable.

181-day bills, for $1,200,000,000, or thereabouts, to be
dated November 28,1969, and to mature May 28, 1970,

The bills of both series will be issued on a discount basis under
competitive and noncompetive 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, November 24, 1969. 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 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 received
without deposit from incorporated banks and trust companies and from

K-279
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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.

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 Secre tary 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 November 28,1969, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing November 28,1969. 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
from aﬁyzfgderal Reserve Bank osogranch.



REASURY DEPARTMENT q {/

WASHINGTON, D.C.
FOR IMMEDIATE RELEASE November 19, 1969

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
$1,500,000,000, or thereabouts, for cash and in exchange for

Treasury bills maturing November 30, 1969, in the amount of
$1,501,001,000, as follows:

273-day bills (to maturity date) to be issued December 1, 1969,

in the amount of $ 500,000,000, or thereabouts, representing an
additional amount of bills dated August 31, 1969, and to
nature August 31,1970, originally issued in the amount of

51,200,526,000, the additional and original bills to be
freely interchangeable.

365 ~-day bills, for $1,000,600,000, or thereabouts, to be
lated November 30, 1969, and to mature November 30, 1970,

The bills of both series will be issued on a discount basis under
ompetitive and noncompetive bidding as hereinafter provided, and at
aturity their face amount will be payable without interest. They
ill 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, Tuesday, November 25, 1969, Tenders will not be
eceived 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
e used. (Notwithstanding the fact that the one-year bills will run
or 365 days, the discount rate will be computed on a bank discount
asis of 360 days, as is currently the practice on all issues of
reasury bills,) It is urged that tenders be made on the printed
orms and forwarded in the special envelopes which will be supplied
y Federal Reserve 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

K-28&0
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submit tenders except for their own account, Tenders will be received

without deposit from incorporated banks and trust companies and - frori
responsible and recognized dealers in investment securities. - Ténders

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 Banks and Branches, followlng which public announce-
ment will be made by the Treasury Department & 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 December 1, 1969, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing November 30,1969, 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
from any Federal Reserve Bank OgpBranch.
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WASHINGTON, D.C. 17 4
November 20, 1969

FOR IMMEDIATE RELEASE

DECISION ON BARBERS' CHAIRS
UNDER THE ANTIDUMPING ACT

The Treasury Department announced that a
determination has been made that barbers' chairs from
Japan 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 et seq.),

A tentative determination was published in
the Federal Register on August 28, 1969. This notice
provided for the submission of written views or
requests for an opportunity to present views orally.
No submissions or requests were received.

During the period April 1, 1968 ,through August 30,

1969, barbers' chairs valued at approximately
$1,000,000 were imported from Japan.

o0o
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WASHINGTON, D.C.
November 20, 1969

FOR IMMEDIATE RUELEASE

DECISION ON AMINOACERIC ACID (CLYCINE)
UNDER THE ANIUIDUMPING ACT

The Treasury Department announced today that Aminocacetic
Acid (Glycine) from France is being, and is likely to be,
sold at less than fair value within the mesning of the Aﬁtiu
dumping Act, 1921, as amended.

Notice of the determination and the case reference to the
Tariff Commission will be published in the Federal Register,

During the period Msrch 1, 1968, throuch August 31, 1969,
Aminoacetic Acid (Glycine) valued at approximstely $98,000

was imported from France,
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WASHINGTON, D.C.
November 20, 1969

FOR IMMEDIATE RELEASE

DECISIONS ON PIG IRON
UNDER THE ANTIDUMPING ACT

The Treasury Department announced today that it has
investigated charges of possible dumping of pig iron from
Brazil, Sweden, and the United Kingdom.

Notices announcing a tentative determination that this
merchandise is not being, nor likely to be, sold at less
than fair value within the meaning of the Antidumping Act
will be published in an early issue of the Federal Register.

Information gathered in this investigation shows sales
to the United States of the merchandise were terminated.
There is no information indicating that pig iron will be
shipped to the United States from Brazil, Sweden, or the
United Kingdom in the near future.

Appraisement of the above-described merchandise from
Brazil, Sweden, and the United Kingdom has not been

withheld.
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TREASURY DEPARTMENT

WASHINGTON, D.C.

November 20, 1969
FOR IMMEDIATE RELEASE

DECISION ON TETRACYCLINE PRCDUCTS
UNDER THFE ANTIDUMPING ACT

The Treasury Department announces that a determination has
been made that tetracycline products manufactured by Carlo Erba,
S.p.A., Milan, Italy, 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 et seq.).

A tentative determination was published in the Federal
Register on September 18, 1969. This notice alloyed 30 days
for the submission of written views or requests for an opportunity
to present views orally, No submissions or requests were received.

During the period March 1, 1968, through November 30, 1968,
tetracycline products valued at approximately $883;990 were

exported to the United States by Carlo Erba, S.p.A., Milan, Italy.
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WASHINGTON, D.C.

FOR RELEASE 6:30 P.M.,
Friday, November 21, 1969.

RESULTS OF TREASURY'S OFFERING OF $2.5 BILLION TAX ANTICIPATION BILLS

The Treasury Department announced that the tenders for two series of Treasury
Tax Anticipation bills, one series to be an additional issue of the bills dated
October 14, 1969, and the other series to be an additional issue of the bills dated
October 29, 1969, which were offered on November 17, 1969, were opened at the Federal
Reserve Banks today. Tenders were invited for $1,000,000,000, or thereabouts, of 147-
day bills and for $1,500,000,000, or thereabouts, of 208-day bills. The details of
the two series are as follows:

RANGE OF ACCEPTED
COMPETITIVE BIDS:

147-day Treasury bills :
maturing April 22, 1970 :
Approx. Equiv.

208-day Treasury bills
maturing June 22, 1970
Approx. Equiv.

Price Annual Rate : Price Annual Rate
High 96.869 a/ 7.668% : 95.484 b/ 7.816%
Low 96.782 7.881% : 95.349 8.050%
Average 96.809 7.815% 1/ : 95.392 7.975% 1/

s/ Excepting 1 tender of $200,000; b/Excepting 3 tenders totaling $400,000
1% of the amount of 147-day bilTs bid for at the low price was accepted

214 of the amount of 208-day bills bid for at the low price was accepted

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted : Applied For Accepted
Boston $P 20,620,000 $ 56,625,550: ’ R s ,
New York 1,284, 204,000 366,454,000; 1,727,456,000 769,056,000
Philadelphia 106,340,000 13,340,000; 103,080,000 61,280,000
Cleveland 166,827,000 115,427,000; 62,982,000 55,482,000
Richmond 55,189,000 20,739, 000; 57,030,000 52,030,000
Atlanta 53,550,000 20, 760,000; 35,630,000 28,630,000
Chicego 243,595,000 161,595,000; 253,643,000 147,323,000
St. Louis 54,316,000 31,846,000: 59,343,000 38,235,000
Minneapolis 99,600,000 59,800, 000; 97,546,000 61, 746,000
Kensas City 59,006,000 S1,406,000; 58,222,000 49,222,000
Delles 51,451,000 5,151, 000, 50,858,000 14,858,000
San Francisco 294,575,000 143,077,000, 290,062,000 141,385,000

TOTALS

$2,489,273,000 $1,000,215,000 E/ $2,910,434,000 $1,500,329,000 ﬂ/
Includes $113,168,000 noncompetitive tenders accepted at the average price of 96.809
Includes $102,082,000 noncompetitive tenders accepted at the average price of 95,392
These rates are on a bank discount basis. The equivalent coupon issue yields are
8.18% for the 147-day bills, and g,434 for the 208-day bills.

Rl
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TREASURY DEPARTMENT
Washington

FOR RELEASE UPON DELIVERY
SCHEDULED FOR 3:50 P .M,

REMARKS OF THE HONORABLE DAVID M. KENNEDY
SECRETARY OF THE TREASURY
BEFORE THE "BRIEFING FOR BUSINESS"
HOTEL SHERATON-PARK
FRIDAY, NOVEMBER 21, 1969

Chairman McCracken has described for you the basic
ingredients in our anti-inflation package., I want to impress
upon you, as clearly and as strongly as I can, that we are
determined to pursue a policy of monetary and fiscal
restraint until we have restored basic health and stability
to the econom .,

If you take but one thing home with you this afternoon,
I hope it will be this all-important message: The Nixon
Administration intends to halt the spiral of rising prices.
We have no illusions that it will be easy. We make no
false promises of quick success. But we do say we are
prepared to see the job through. And the sooner that message
gets through -- the sooner business, labor, and consumers can
again make their plans in the expectation of a leveling
of prices -- the better foundation we will have for a
resumption of orderly, healthy growth.

I will be frank to say that after four years of mounting
inflationary pressures, the new Administration fourd the
degree and persistence of inflation greater than anticipated.
Today we see & few heartening signs that progress is
beginning to be made. But we must not jump to the conclusion
that our job is done.

The battlelines against inflation are being drawn on
several fronts -- nowhere more critically than in the halls
of Congress as it deals with tax and expenditure legislation,
Plainly, our strategy could be upset if any Congressional
attitude were to develop that '"a few billions added to the
budget, or a few extra billions in tax cuts won't make any
difference."
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I believe that in the end the Congress will act with
a high degree of fiscal responsibility. But I have learned
since coming to Washington that you can take nothing for
granted. The Administration has to sell its program --
and that is as it should be. We have tried to make clear
to the Congress and to the public the vital importance of
the Federal budget posture to our overall fight against
inflation,

Frankly, I don't think we have yet succeeded in
getting fully across to the Congress and the public the
importance of this effort.

Look what is happening in the Congress today. Large
future tax cuts are being considered at the same time
as tax increases designed to control inflation. And while
the Congress is moving ahead on vital short-run, revenue
measures, it also has under consideration measures which
could add another $5 billion to spending in the current
fiscal year.

Some of the very people who urge the Administration to
expand public spending on important national needs are
leading the fight for future tax cuts that will limit our
fiscal ability to meet those needs without inflation.
Personally, I have deep concern for the future of a people
who permit their aspirations to outrun their willingness or
ability to pay the necessary costs.

I suppose it is hard for a people accustomed to a
steady and rapid rise in affluence to tighten its belt.
But there comes a time when a mild dose of austerity and
restraint can save us from more serious medicine later on.
I think we are living in such a time today.

There is little doubt in my mind that over the long run
the balance of risks in our economy lies on the side of
inflation. The expectations of our people are high and
rising. Demands for better housing, more and better education
and a rising standard of living for all people are very
large,
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Yet if we try to satisfy all these demands at once, our
efforts will be self-defeating. They can only be met by
striking a balance between spending and saving. Only by
moderating current spending can we release the resources
required to better meet our society's great needs without
inflation. Unless we remember this lesson, which is as old
as economic history itself, I foresee a difficult and
frustrating time ahead for the American people.

As leaders of the American business community, I think
this is a lesson you understand and accept. I believe that
you have an obligation not only to heed that lesson in
your corporate and business affairs but, equally important,
to help carry that message to the American people.

The record will show that this Administration is
attempting to practice what we preach. Two years ago, the
government ran a massive, and inflationary budget deficit
of $25 billion. For the fiscal year that ended last
June, the budget showed a long-overdue surplus -- one of
$3 billion. For the current fiscal year, we seek a
badly-needed anti-inflationary surplus of about $6 billion.

Since taking office, the Administration has cut back
the spending level implied in the last Johnson budget by
$§7.5 billion. The President has pledged to hold government
spending below the level set by Congress.

In additjon to achieving these tough controls on
spending, we have recommended legislation to raise the
revenues needed to produce a significant budget surplus.
These revenues are vitally important to our program. As I
have said before, the question is not whether they are
too much, but whether they will prove enough.

Unless these tax measures are enacted by the Congress,
we will fall $4 billion short of our minimum necessary
measure of budget restraint this fiscal year, This would
inject additional billions into the private spending stream,
further increasing the inflationary pressure. In addition,
the Treasury would be required to place additional strain
on the money markets. I need not describe to this audience
the pressures already prevailing in credit markets, and the
historically high rate levels that have been reached.
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Plainly, we must end the vicious cycle in which inflation
and inflationary expectations, on the one hand, make lenders
shy away from long-term commitments in fixed interest
securities and, on the other hand, unnecessarily add further
to the already heavy demands in those markets., Restrictive
money policy has its logical complement in a budget surplus,
and we must carry through on both sides of the equation.

Let me emphasize, too, that it is the small saver who
fares worst in this inflationary cycle. We in the Treasury
have been particularly conscious of the loyal investor in
U.S. Savings Bonds, who is plainly not being paid an adequate
rate of return. Fundamentally, these millions of individuals
are entitled to a fair return on the dollars they save. In
today's markets they are entitled to a higher interest return
on their Savings Bonds. This inequity should be corrected
immediately, and I hope the Congress will move quickly on
passage of the increase in the Savings Bond rate to 5 percent
that we proposed last summer.

But the small saver is not the only one hurt by the
inflation of interest rates. A lot of deserving and
needy borrowers, particularly home buyers and state and
local governments, are also being priced out of the capital
markets,

Let me add one other variable to this picture.
Inflation not only disrupts economic life here in the
United States, it also deeply affects our relationship to
the international economy. With unrestrained price
increases, our competitive position and our foreign trade
balance suffer, our balance of payments position is
weakened, and confidence in the dollar -- on which our
international monetary system depends =-- is eroded.

Recently a number of encouraging developments have
strengthened the world financial system, leading to
calmer markets and a substantially improved outlook.
A key factor in sustaining and building upon that progress
is the success of the United States in dealing with
its internal economic problems. I know from my



own personal discussions that foreign central bankers and
finance ministers applaud our anti-inflationary program. They
regard our success vital not only to our own economic progress
but to that of the world community at large.

Largely because of domestic inflation, our balance
of payments data -- and particularly the virtual
disappearance of our traditional large surplus on trade account
do not make happy reading. We have a long, hard road
ahead of us to restore that position. We in the Administration
conceive of this as a long-term challenge, to be dealt
with through fundamentals.

Intensive work is underway to provide for a more
aggressive export effort. Export credit programs have had a
thorough review, and will be more adequately funded and
administered with energy and imagination. Our tax arrangements
are under intensive study to remove unnecessary and undesirable
impediments and inequities that may impede the exporter.

Incidentally, we are now completing a review of the
Federal Reserve and Commerce Department programs dealing with
capital outflows. Given the balance of payments situation,
those programs must be retained. But we can do much to
simplify their administration, and to make sure they do not
inhibit exports or investment in less developed countries.

But in the end, this challenge will be met or not met
on the basis of our success against inflation and our success
in maintaining the productivity and efficiency of our industry.

One of the factors that will be important in achieving
this goal is the lower level of interest rates that will
become possible when inflation is under control. Lower interest
rates are important to your future investment plans. The
economic policies we have set in motion will not only lead to
lower interest rates, but will re-establish the strong,
healthy markets which, in the end, provide the only lasting
incentive to high capital investment.

If we are to rely on our tax structure to help lick
inflation, we must be sure the burden is distributed fairly
and equitably.
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For the past ten months, the Treasury tax staff, with
their counterparts on the tax-writing committees of Congress,
have been working around the clockon a sweeping revision of
our tax laws. The tax reform bill will come up on the
floor within the next several days. Hopefully, the Senate
will complete action this year. But if not, I believe it is
vital to our inflation-control program to split off the
short-run, revenue-raising measures and enact them separately

For the future, the Treasury hopes to propose
additional reforms.affecting depreciation, employee benefits,
foreign income, particularly including provisions relating to
exports; exempt organizations, and other matters. One
objective of our efforts will be to provide a better
balance between consumption and investment. 1In a number of
these areas, we are being aided by the current
studies of the Presidential Task Force on business taxation.

The task we face -- which we cannot accomplish
without your assistance =-- is to make certain that every
change we make is a step forward, that it makes our tax
policy serve our changing society more effectively.

In moving forward, we must not let the myriad detail
involved in tax legislation obscure our broad objectives.
Essentially, our goal is a revision of our income tax
structure which will be fair to all our citizens and will
contribute to a strong and growing economy, to the strong
and growing America we all desire.

In all these matters, we have now reached a critical
stage. On the surface, the strains are plain. But, beneath
the surface turbulence, I also believe we can see the process
of constructive change at work. It has been slow, hard work,
and we do not mean to falter now.

We will need your cooperation and understanddig, as we
do of all elements in our economy. But with that help, I
have every reason for confidence that these difficult days
are laying the groundwork for renewed balance and orderly
growth in the American economy.

00o
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THE ROLE OF THE COLLEGE PROFESSOR IN THE NIXON ADMINISTRATION

I welcome the opportunity to participate in this pio-
neering effort to evaluate the role of social science in the
formation of national policy. As a member of the Administration
in office, I believe that it would be presumptuous of me to
make such an evaluation. Rather, I believe that I can provide
some factual information which may be of use and interest to
my fellow participants.

I am pleased to report that the Nixon Administration has
brought in faculty from colleges and universities and appointed
them to some of the most senior positions in the White House,
in the Cabinet Departments, and in many other agencies of the
Fede~al Government. Although it may have escaped widespread
attention, I believe that this subsfantial infusion of academic
talent is one of the hallmarks of the Nixon Administration.

This movement of professional personnel between government
and academia, which we take for granted in the United States,

is, in contrast, a rarity in many European countries. Personally,



I think that this aspect of labor mobility provides an element
of considerable strength in our society. This relatively fluid
situation, of course, requires that channels of communication
between the public and private sectors be open and further
developed.

The White House

Let me now turn from generalizations to specific instances.
Perhaps the most prominent example of the utilization of out-
standing academic people in the Federal Government was the
appointment of Professor Arthur F. Burns of Columbia University
to the new Cabinet-level position of Counsellor to the President.
A former president of the National Bureau of Economic Research,
Dr. Burns has made fundamental contributions to the field of
business cycle analysis. Recently, the President has announced
that he will appoint Dr. Burns to the position of Chairman of
the Board of Governors of the Federal Reserve System -- the
first time, to my knowledge, that a university professor has
been appointed to that influential post.

I do not mean to be partial to economists. Other out-
standing social scientists have been appointed to top-level
positions in the White House. For example, sociologist
Dr. Daniel Patrick Moynihan resigned his posifion as Director
of the Joint Urban Center at Harvard University and MIT to

take on the new post of Assistant to the President for Urban
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Affairs. Dr. Moynihan is also the primary motivating force

in the new Cabinet-level Council on Urban Affairs. When

Dr. Burns leaves the White House early next year, Dr. Moynihan
is scheduled to be elevated to the position of Counsellor to
the President.

In the field of international affairs, Political Science
Professor Henry A. Kissinger of Harvard University serves as
the President's Assistant for National Security Affairs, a post
which continues to be one of the most influential in Government.

Other noted academics hold senior positions in the White
House. Professor Martin Anderson is on leave from Columbia
University to serve as Special Assistant to the President.
Special Assistant Roger Freeman is on leave from Stanford
University. Also, one of Professor Kissinger's key assistants
is Professor Richard Cooper of Yale University.

The Executive Office of the President

Within the Executive Office of the President -- the
agencies which report to the President but are not part of
the White House proper -- a rather distinguished group of
university men are in residence. The Science Adviser to the
President, who also serves as head of the Office of Science and
Technology, is the world-renowned scientist, Dr. Lee A. Du Bridge.
Dr. Du Bridge assumed his present position from the presidency

of the California Institute of Technology.



“he three members of the Council of Economic_Advisers
are Professor Paul W. McCracken of the University of Michigan,
Chairman; Professor Hendrik S. Houthakker of Harvard University,
and Dr. Herbert Stein, on leave as a Senior Fellow‘at the
Brookings Institution. Houthakker is a recipient of the John
Bates Clark Award of the American Economic Association, whi;h
is given for outstanding contribution to economics. |

In the Bureau of the Budget, Dr. James R. Schlesinger
was brought in from Rand Corporation to serve as an Assistant
Director. Previously, Dr. Schlesinger had been a member of
the faculty of the University of Virginia. Another Assistant

Director, Dr. Richard Nathan, came from the Brookings Insti-

tution.

Cabinet Departments

When we examine the major departments of the Federal
Government, we find that two are headed by men from the aca-
demic world and that most of the others have brought in college
and university faculty to senior policy-making pbsitions.

The Secretary of Agriculture is Clifford Hardin, for-
merly Chancellor of the University of Nebraska. The Assistant
Secretary of Agriculture for Rural Development, Thomas Cowden,
was previously Dean of the School of Agriculture at Michigan
State University. The Director of Agricultural Economics,

Or. Donald A. Paarlberg, came from a professorship of economics

at Purdue University.
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The Secretary of Labor is Professor George P. Shultz,
formerly Dean of the School of Business at the University of
Chicago. Dr. Shultz is a nationally-known expert in labor
economics and mediation. Other senior members of the new
Labor Department administration include Assistant Secretary
Arnold R. Weber, formerly a professor of economics at the
University of Chicago, and Deputy Under Secretary George
H. Hildebrand, on leave from an economics professorship at
Cornell University. The newly-appointed Commissioner of the
Bureau of Labor Statistics is Dr. Geoffrey H. Moore, formerly
Director of Research of the National Bureau of Economic
Research.

At the Department of Commerce, the Assistant Secretary
for Science and Technology, Myron Tribus, came from the position
of Dean of the School of Engineering at Dartmouth College.

At the Department of Health, Education and Welfare, the
Assistant Secretary for Health and Science Affairs, Dr. Roger
Egeberg, previously was Dean of the Medical School of the
University of Southern California.

Cambridge also provided an attractive recruiting grounds
for the Department of Transportation.’ Assistant Secretary
Paul Cherington came from Harvard where he was Professor of
Business Administration, and Assistant Secretary Secor D. Browne
came from a professorship of Aeronautical Engineering at the
Massachusetts Institute of Technology. Professor Browne has

recently been appointed Chairman of the Civil Aeronautics Board.



At the Post Office Department, Assistant Postmaster
General Ronald E. Lee previously had served at Michigan State

University where he was a professor and Director of the Center

for Urban Affairs.

At the Department of Defense, Assistant Secretary
G. Warren Nutter is the former Chairman of the Department

of Economics at the University of Virginia.

At the Department of the Treasury, Professor Edwin
S. Cohen of the Law School of the University of Virginia
serves as Assistant Secretary for Tax Policy and I was
formerly Chairman of the Department of Economics at Washington
University (and am currently on leave of absence). Also at
Treasury, Professor Henry C. Wallich of Yale University serves
as Senior Consultant in part-time residence.

I should hasten to add that this listing is meant to be
more illustrative than exhaustive, excluding as it does the
various agencies, commissions, and boards not attached to the
Cabinet Departments. Undoubtedly and unwittingly, I may have
omitted the names of several fellow members of the Nixon
Administration with whom I serve. I am confident that they
will correct my error upon my return from this conference.

In any event, I should like to emphasize that the new
Administration in Washington has drawn a most diversified

group of people to staff its senior positions. The White
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House, Cabinet, and sub-Cabinet personnel who have been
appointed by the President include businessmen, state and
local government officials, men and women in the various

professions, as well as a good representation of college

professors.

Some New Mechanisms

I thought that it might be helpful for me to indicate
some of the current projects and new mechanisms for problem
solving adopted by the Nixon Administration which particularly
lend themselves to scholarly examination. The broad gauge
nature of our approach may be indicated by the listing of
some of these current projects: reforming the welfare system,
analyzing various economic policy options for the post-Vietnam
time period, and originating a program of revenue sharing with
the states and localities. This latter project, I might add,
has had very strong academic ties both at the conceptual
period as well as the more recent developmental stage. Professor
Walter Heller, now back at the University of Minnesota, and
Dr. Joseph Pechman, of the Brookings Institution, of course
mazde important contributions to the basic concept. The
Administration Task Force on Revenue Sharing operated under
guiidance of Dr. Arthur Burns. Some of the most active members
ot the Task Force included Dr. Richard Nathan and Dr. Martin

Anderson. I had the pleasure of serving as chairman.



In addition, there are several important new mechanisms
for problem solving which are being utilized by the Nixon
Administration. The Urban Affairs Council, mentioned previously,
is an effort to deal forthrightly with the crises in our cities
by fostering the close interaction of the various departmental
programs which can contribute to solving our urban problens.
Similarly, the Cabinet Committee on Economic Policy is an
innovative, high-level attempt to coordinate economic policies
within our government.

Perhaps some of the most striking examples of innovation
are the long-range planning projects being undertaken by the
Presidential Task Forces and the National Goals Project. Both
of these latter activities serve as arenas for thoughtful
examination and debate and will provide bases for decisions
on future courses of action. Both have a high proportion of
representation from the academic community.

The National Goals Research Staff, operating under the
direct auspices of the White House, has an ambitious and

formidable charter. 1Its mandate includes the following im-

pressive array of activities that it is empowered to undertake,
at least from time to time:

-- forecasting future developments and

assessing the longer-range consequences

of present social trends.



-- measuring the probable future impact of
alternative courses of action, including
the degree to which change in one area would
be likely to affect another.

-- estimating the actual range of social choice,

indicating what alternative set of goals might
be attainable, in light of the availability of
resources and possible rates of progress.

~-- developing and monitoring social indicators

that can reflect the present and future quality
of American life, as well as its direction and
rate of change.

-- summarizing and corrclating the results of

related research activities being carried on
within the various Federal agencies, and by
state and local governments and private
organizations.

The first assignment of this new research group is to
assemble data that can help illuminate the possible range of
national goals for 1976 -- our 200th anniversary. It will
prepare a yearly public report, the first scheduled for
July 4 of next year, setting forth some of the key choices
open to us, and examining the consequences of those choices.

The National Goals Research Staff is essentially an in-house

///
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effort, drawing in good measure on personnel on leave from
government agencies and university departments.

In contrast, the Administration task forces are composed
entirely of volunteers who are not on the Federal payroll.
These task forces provide a most effective method for opening
up a new channel of communication between academia and the
Federal Government. Five of the 16 task force chairmen so far
named are college professors or administrators. When I last
checked, 61 of the 214 task force members were holding acadenmic
positions.

As you might suspect, the Task Force on Priorities in
Higher Education is chaired by a university president (James
M. Hester of New York University) and the membership consists
almost entirely of college presidents (Kansas State, Utah,
Tuskegee, Vanderbilt, Rockford, MIT, Chicago, Minnesota,
Williams, Portland, and Missouri). In addition, academic
personnel from Columbia, Harvard, Northwestern, and UCLA chair
the task forces on low-income housing, model cities, highway
safety, and economic growth.

As I examine the composition of the other task forces,

I find that college professors -- along of course with repre-
sentatives of the other segments of our sociefy -- are liberally
included in the studies of such diverse areas as urban renewal,

oceanography, problems of the aging, science policy, rural
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development, business taxation, and international development.
The colleges they come from include Stanford and Prairie View
A § M, Dartmouth and Vassar, Washington and Oregon State, to
indicate just some of the variety.

In a sense, what I have been describing here is the
academic input to policy-making in the Federal Government.
What contribution we make to the output of policy decisions
and implementation will, in good measure, depend on our
ability to effectively relate our professional skills and
knowledge to the needs and requirements of the President and
his Administration. I hope that the input-output analysis
that will be performed some day will show that the results
are somewhat proportional to the quality and quantity of

those intellectual inputs.

000
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TREASURY DEPARTMENT

WASHINGTON, D.C.

November 21, 1969
FOR IMMEDIATE RELEASE

GEOFFREY A, SHEPARD APPOINTED
WHITE HOUSE FELLGW

Geoffrey A. Shepard, a native of Southern California, has
been appointed a White House Fellow and assigned to the
Office of the Secretary of the Treasury.

Mr. Shepard, 24, received a Juris Doctor from the
Harvard Law School, Cum Laude, in June 1969, Previously, he
was graduated from Whittier College, Whittier, California, with
high honors in 1966, with a major in Political Science. While
at Whittier, he received the Richard M. Nixon Political
Science Award, which was personally presented by Mr. Nixon in
1965. Mr., Shepard attended both Whittier and Harvard on
scholarships, distinguishing himself at both schools
academically and in student affairs and government.

He was graduated from the Woodrow Wilson High School in
Long Beach, California, in 1962, where he was a National Merit
Finalist. Since he was 12, Mr. Shepard has worked every
summer to help support himself. He has been a box boy,
electrician, weightmaster and law clerk. He is a member of
the Washington State Bar and practiced law briefly in Seattle
prior to accepting his White House Fellow appointment.

Established in 1964, the White House Fellows program
is designed to give potential leaders a year of first-hand,
high-level experience working with government officials in
formulating and effecting national policy. 1In his assignment
to Treasury Secretary David M. Kennedy and his staff,
Mr. Shepard will hawe opportunity to observe and study
Treasury's domestic and international operations.

In addition to their jobs, White House Fellows participate
in an educational .program that includes informal discussion
with government officials, scholars, journalists, and leaders
from other segments of private life. The Fellows program is
open to all persons who are between 23 and 35 years of age,
excluding Civil Service employees. During the first five years
of the program over 7,000 young men and women have applied and

86 Fellows have been appointed.
oCo



TREASURY DEPARTMENT

WASHINGTON, D.C.

OR RELEASE 6:30 P.M.,
onday, November 24, 1969.

RESULTS OF TREASURY'S WEEKLY BILL CFFERING

The Treasury Depsrtment ennounced that the tenders for two series of Treasury
ills, one series to be an additional issue of the bills dated August 28, 1969, and the
ther series to be dated November 28, 1969, which were offered on November 19, 1969, were
pened at the Federal Reserve Banks todey. Tenders were invited for ¢1,800,000,000,
r thereabouts, of 90-day bills and for $1,200,000,000, or thereabouts, of 18l-day
ills. The details of the two series are as follows:

ANGE OF ACCEPTED
OMPETITIVE BIDS:

90-day Treasury bills
maturing February 26, 1370 :
Apprcx. Equiv.

181-day Treasury bills
maturing May 28, 1970
Approx. Equiv.

Price Annual Rate : Price Annual Rate
High 98.178 &/ 7.288% : 95.968 b/ 8.019%
Low 98.119 7.524% : 95.962 . 8.031%
Average 98.131 7.476% L/ : 95.964 8.027% 1/

Excepting 1 tender of $i,212,000: b/Excepting 2 tenders totaling $5,115,000
419 of the emount of 90-day bilils bid for at the low price was accepted
76% of the amount of 18l-day bills bid for at the low price was accepted

OTAL TENDERS APPLIED FOR AND ACCEPTIED 5Y FEDERAL RESERVE DISTRICTS:

District Applied For Accepted ¢ Applied For Accepted

Boston § 33,786,000 g 23,786,000 : $ 7,270,000 $ 7,270,000
New York 2,154,552,000 1,319,102,000 : 2,719, 358,000 975,507,000
Philadelphia 41,866,000 26,866,000 21,519,000 10,540,000
Cleveland 37,357,000 37,357,000 : 46,808,000 25,199,000
Richmond 21,306,000 21,306,000 : 16,228,000 10,228,000
Atlanta 37,858,000 28,878,000 : 32,222,000 15,676,000
Chicago 145,947,000 143,677,000 : 227,837,000 36, 288, 000
St. Louis 42,426,000 41,949,000 : 41,916,000 31,016,000
Minneapolis 22,252,000 13,252,000 : 18,590,000 6,590,000
Kansas City 28,217,000 28,217,000 : 23,145,000 18, 728,000
Dallas 24,209,000 20,209,000 : 21,473,000 11,457,000
San Francisco 143,474,000 95,859,000 : 216,090,000 52,845,000

TOTALS  $2, 733,250,000 $1,800,458,OOOE/ $3, 392,456,000 $1,201,344,000 g/

Includes $337,510,000 noncompetitive tenders accepted at the average price of 9g8.131
Includes $225,295,ooo noncompetitive tenders accepted at the average price of 95.964
These retes are on & bank discount basis. The equivalent coupon issue yields are
7.72% for the 90-day bills, and g.48% for the 181-day bills.
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November 25, 1969

FOR TIMMEDTATE RELFASE

ANTIDUMPING DECISTION MADE ON
STEEL BARS, REINFORCING BARS, AND SHAPES

The Trescury Department ennouncceé todey that steel
bars, reinforcing bars, and shapes menufloctured by The
Broken Hill Proprietary Co., Ltd., Melbourne, Australia,
sre being, end are likely to be, =0ld &t less than fair
velue within the meaning of the Antidumping Act, 1921,
&3 amended,

Hotice of the determination and the case reference
to the Tarif Commissicn will be published in the Fed-
eral Register.

During the period May 1968 through May 1969, stecl
bars, reinforcing bars, and shapes valued at approximately
$5,420,800 vere imported from Austreliz. There have

been no imports subscousnt to this period.
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TREASURY DEPARTMENT

WASHINGTON, D.C.

R RELEASL £:33 P.M.,
esday, November 25, 1969.

RESULTS OF TREASURY S MONTHLY BILL CFFERING

The Treasury Department annocunced that the tenders for two series of Treasury
1lis, one sevies to be an additional issue »f the bills dated August 31, 1969, and the
her series to be dated November 30, 1969, which were offered on November 19, 1969, were
ered 2t the Federal Reserve Banks today. Tenders were invited for $500,000,000, or
ereabouts, of 273-day bills and for $1,002,000,000, or thereabouts, of 365-day bills.
e deteils ~f the two series are as follows:

NGE 0¥ ACCEPTZD
MPFTITIVE BIDS:

273-day Treasury bil's
maturing August 31, 1970
Approx. Equiv.

365-day Treasury bills
maturing November 30, 1970
Approx./Equiv.

Price Annual Rate : Price Annual Rate
High 94.167 7.692% : 5z.347 a/ 7.548%
Low 94.085 7.800% : 92.274 7.620%
Average 94.1.02 7.778% 1/ : ©2.303 7.5%2% 1/

e/ Excepting one ‘ender of $40C,000
62% of the smount cf 273-day bills bid for at the low price was accepted
64% of the amount of 365-day bills bid for at the low price was accepted

TAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted : Applied For Accepted
Boston $ 1,703,000 § 203,000 . § 17,301,000 $ 6,901,200
New York 1,212,198,000 429,013,000 . 1,581,641, 000 727,318,000
Philadelphia 8,462,000 2,574,000 . 12,853,000 2,853,000
leveland 6,663,200 4,653,000 . 29,496,000 3,696,000
Richmond 6,336,000 6,336,000 . 20,410,000 6,965,000
Atlanta 14,043,000 2,743,000 . 18,807,000 8,346,000
Chicagc 104,210,000 37,158,000 275,860,000 217,860,000
St. Louis 10,330,000 1,630,000 . 15,704,000 5,404,000
Minneapolis 230,000 230,000 . 1,171,000 1,171,000
Kansas City 2,007, 0C0 2,007,000 . 5,386,000 5,370,000
Dallas 12,168,000 2,168,000 . 11,928,000 1,928,000
San Francisco 143,208,000 11,208,000 . 256,279,000 12,226,000

ToTALS  $1,521,565,000 $ 500,039,000 b/ $2,246,836,700  $1,00C,038,2C" c/
Includes $19,476,000 noncompetitive tenders accepted at the average price of 94.102
Includes $59,118,000 noncompetitive tenders accepted at the average price of 92.3053
These rates are on a bank discount basis. The equivalent coupon issue yields are

8.27% for the 273-day bills, and 8.17% for the 365-day bills.

Ala¥s



REASURY DEPARTMENT

WASHINGTON, D.C.

November 26, 1969
"OR 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
$3,000,000,000, or thereabouts, for cash and in exchange for

Treasury bills maturing December 4, 1969, in the amount of
$2,903,767,000, as follows:

91 -day bills (to maturity date) to be issued December 4, 1969,
in the amount of $1,800,000,000, or thereabouts, representing an
additional amount of bills dated September 4, 1969, and to
nature March 5, 1970, originally issued in the amount of
$1,201,020,000, the additional and original bills to be
freely interchangeable.

182 -day bills, for $1,200,000,000, or thereabouts, to be
lated December 4, 1969, and to mature June 4, 1970.

The bills of both series will be issued on a discount basis under
rompetitive and noncompetive bidding as hereinafter provided, and at
naturity their face amount will be payable without interest. They
vill be issued in bearer form only, and in denominations of $1,000,

35,000, $10,000, $50,000, $100,000, $500,000 and $1,000,000
(maturity value).

Tenders will be received at Federal Reserve Banks and Branches
ip to the closing hour, one-thirty p.m., Eastern Standard
:ime, Monday, December 1, 1969. Tenders will not be
‘eceived 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,
7ith not more than three decimals, e. g., 99.925. Fractions may not
e used. It is urged that tenders be made on the printed forms and
‘orwarded in the special envelopes which will be supplied by Federal
leserve 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 received
rithout deposit from incorporated banks and trust companies and from
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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.

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 December 4, 1969, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing December 4, 1969, 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, inherfitance, 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
from anvy Federal Reserve Bank ogoBranch.
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TREASURY DEPARTMENT Il

WASHINGTON, D.C.
November 28, 1969

FOR IMMEDIATE RELEASE

SECRETARY KENNEDY SCHEDULED TO GO TO EUROPE

Secretary of the Treasury David Kennedy is scheduled
to attend the annual ministerial meetings of the North Atlantic
Treaty Organization in Brussels next week.

He will take advantage of his presence in Europe to
visit a number of his counterparts and others. In addition
to Belgium, the Secretary plans visits to the Netherlands,
the United Kingdom, Germany, France, and Italy. He will
leave Washington with Secretary of State William Rogers on
December 2 to attend the NATO meeting and will return
December 14.

Secretary Kennedy looks upon the visit as an opportunity
to emphasize the importance of sound financial planning to
the NATO alliance, as well as to exchange views with Finance
Ministers and Central Bank Governors on the general
international monetary outlook.

In Brussels he plans to meet with Baron Snoy et D'Oppuers,
Minister of Finance, and Hubert Ansiaux, Governor of the
Belgian National Bank. He will also see Jean Rey, President
of the Commission of the European Communities, and
Raymond Barre, Vice President of the Commission responsible for
economic- and financial affairs.

In the Netherlands he will meet with Hendrikus Witteveen,
Minister of Finance, and J.Zijlstra, President of the
Netherlands National Bank.

In London he expects to see Prime Minister Harold Wilson,
and Chancellor of the Exchequer Roy Jenkins.
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In Germany he plans to meet with Karl Schiller,
Minister of Economics; Alex Moeller, Minister of Finance,
and Karl Blessing, President of the German Bundesbank.

In Paris, Meetings have been arranged with Valery Giscard
D'Estaing, Minister of Economy and Finance, and Oliver Wormser,
Governor of the Bank of France, as well as with Emile Van Lennep,

Secretary General of the Organization for Economic Cooperation
and Development.

While in Rome he will see Emilio Colombo, Minister

of the Treasury, and Guido Carli, Governor of the Bank of
Italy.

Under Secretary of the Treasury for Monetary Affairs
Paul A. Volcker will accompany the Secretary on his trip.

o0o



TREASURY DEPARTMENT

WASHINGTON, D.C.
November 28, 1969

FOR IMMEDIATE RELEASE

TREASURY TERMINATES GOLD DEPOSITS AT THE
MINTS FOR EXCHANGE

The Treasury Department announced today that after
close of business on December 31, U.S. mints and assay
offices will no longer accept gold exchange deposits.

The decision was made, Treasury said, because it
has been determined that private refineries have the
capacity to fulfill the refinery needs of industrial users
of gold, and it is not necessary for Treasury to maintain
this service.

Under the present exchange program, Industrial
users of gold, upon payment of a fee have been able to
deposit gold with the Treasury -- usually in the form of
scrap ~-- and receive an equal amount of fine gold in return.

For all extents and purposes, Treasury purchases
and sales of gold in the private market ended when the
United States in March 1968 -- along with other major
Western nations -- agreed to segregate monetary gold
transactions from private gold transactions. However,
Treasury continued to accept gold exchange deposits pending
a study of the availability of private refinery capacity in
the United States. The study showed that private capacity is
now fully adequate to fulfill the refinery needs of
industrial users of gold and Treasury should no longer
maintain this service.

o0o
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TREASURY DEPARTMENT

T ————

WASHINGTON, D.C.

OR RELEASE 6:30 P.M.,
onday, December 1, 1969.

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
ills, one serles to be an additional 1ssue of the bills dated September 4, 1969, and the
ther series to be dated December 4, 1969, which were offered on November 26, 1969, were
pered at the Federal Reserve Banks today. Tenders were invited for $1,800, 000,000,
r thereabouts, of 9l-day bills and for $1,200,000,000, or thereabouts, of 182-day
{1ls. The details of the two series are as follows:

ANGE OF ACCEPTED 91-day Treasury bills : 182-day Treasury bills
MPETITIVE BIDS: maturing March 5, 1970 : maturing June 4, 1970
Approx. Equiv. : Approx. Equiv.
Price Annual Rate : Price Annual Rate
High 98.132 7.390% : 96.182 a/ 7.552%
Low 98.109 7.481% : 96.132 7.651%
Average - 98.116 7.453%4 L/ 96.151 7.613% 1/

a/ Excepting 1 tender of $200,000
72% of the amount of 9l-day bills bid for at the low price was accepted
17% of the amount of 182-day bills bid for at the low price was accepted

)JTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted : Applied For Accepted

Boston § 42,424,000 § 32,424,000 : $ 8,956,000 ET"J%§?¥§§;666
New York 2,113,535,000  1,190,895,000 : 1,615,234,000 794,539,000
Philadelphia 39,637,000 24,627,000 24,155,000 14,154,000
Cleveland 33,816,000 32,966,000 41,554,000 40,104,000
Richmond 26,531,000 26,521,000 : 31,483,000 31,483,000
Atlanta 42,208,000 28,183,000 : 40,569,000 27,283,000
Chicago 262, 303, 000 248,223,000 : 140,433,000 107,433,000
St. Louis 44,969,000 39,369,000 : 32,799,000 29, 769, 000
Minneapolis 30, 742,000 26,102,000 : 20,259,000 16,599, 000
Kansas City 32,762,000 32,762,000 : 28,281,000 27,278,000
Dallas 28,142,000 18,862,000 : 25,414,000 15,584,000
San Francisco 170,737,000 99,397,000 : 142,531,000 86,868, 000

TOTALS $2,867,806,000  $1,800,331,000 b/ $2,151,668,000 $1,200,050,000 ¢/

Includes$346,417,000 mnoncompetitive tenders accepted at the average price of 98.116
Includes$259,909,ooo noncompetitive tenders accepted at the average price of 96.151
These rates are on a bank discount basis. The equivalent coupon issue ylelds are
7.70% for the 91-dey bills, and g§.03% for the 182-day bills.
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TREASURY DEPARTMENT

WASHINGTON, D.C.
December 1, 1969

FOR IMMEDIATE RELEASE

STATEMENT BY TREASURY SECRETARY DAVID M, KENNEDY
ON PRESIDENT NIXON'S SIGNING INTO LAW
NEW SAVINGS BOND LEGISLATION

The President today signed into law legislation
permitting interest rates on U.S. savings bonds to be increased
to 5 percent when held to maturity. This 5 percent rate
assures a more equitable return to the millions of purchasers
of savings bonds. It also will permit these bonds to continue
to make an important contribution to a sound structure of the
public debt, by enabling them to remain competitive with
other tyvpes of savings instruments.

All outstanding series E and H savings bonds now
yielding less than 5 percent to their maturity, regardless
of when they were purchased or in what maturity period they
are, will have their interest increased to yield a full
5 percent from June 1, 1969, to their maturity. This means
there is no reason for any savings bond owner to redeem
outstanding savings bonds for necw ones.

Sales of freedom shares, which already pay 5 percent
interest, will be discontinued after June 30, 1970.
The delay will give employees who buy freedom shares through
payroll savings plans an opportunity to change their
deduction programs to savings bonds in an orderly
manner,

The continued purchase of savings bonds is especially
important today when we are engaged in an all-out effort
to control inflation and restore health to our economy.
The new interest rate of 5 percent should provide an
added incentive to those Americans who find savings bonds
an attractive and convenient way to provide for their own
financial security and contribute to the sound financing of
the nation's government.

o0o
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SUMMARY OF WEIDENBAUM SPEECH
TO 46th ANNUAL CONGRESS OF CITIES

Assistant Treasury Secretary Murray L. Weidenbaum presents
answers to the most frequently raised questions on the
Administration's revenue-sharing plan.

1. He points out that every city and county automatically
gets a share of the Federal funds. ''We have worked
out a guarantee which both protects the cities and
maintains the Federal form of government."

2. '"Nearly every large city will receive proportionately
more funds than 1i1ts smaller neighbors. However, the
large central cities will get more revenue-sharing
money, not just because they are bigger, but because
they bear a larger fiscal burden."”

3. "So-called suburban 'tax havens' with low tax collections
and a narrow range of functions will receive very small
shares. Cities with heavy program responsibilities and
hence large tax revenues will get larger amounts, even
if their populations are the same."

4. "This Federal money will be far different from any
Federal money currently being disbursed to our states
and cities. It does not come with specific instructions
on how to spend the money. Instead, it comes with a
challenge -- that you spend the money wisely."



DEPARTMENT OF THE TREASURY /}/ ;
Washington, D. C. '

FOR RELEASE UPON DELIVERY

REMARKS OF THE HONORABLE MURRAY L. WEIDENBAUM
ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY
BEFORE THE 46th ANNUAL CONGRESS OF CITIES
SAN DIEGO, CALIFORNIA

WEDNESDAY, DECEMBER 3, 1969, 2:00 P.M., PST

THE STAKE OF THE CITIES IN REVENUE SHARING

I do not come here to present a panacea to cure all
city ills. I do not have with me the Twentieth Century
version of snake 0il. I do welcome the opportunity to
explain a forward-looking proposal of the Nixon Administration
which should be of definite value to local governments and
particularly to urban areas.

The Administration's proposal to share Federal income
tax revenues with state and local governments is the financial
heart of what the President calls the '"New Federalism."
Every mayor with whom I have talked in recent months is
familiar with the broad outlines of the proposal, so I would
like to turn immediately to the major questions that have
arisen.

To be sure, I would be pleased to provide your offices
with the detailed analyses of the revenue-sharing plan.

Legislation to put it into practice has been introduced in
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the Senate by Senator Howard H. Baker, Jr., and co-sponsored
by 32 other Senators (S. 2948) and in the House by Congressman
Jackson E. Betts and over 30 other Congressmen (H.R. 13982),
Here are my answers to the questions most frequently
asked concerning the Administration's revenue-sharing proposal.

Does all the money go to the state governments exclusively?

The simple answer is '"no'". ©Each city gets a portion
of the revenue-sharing fund automatically. We have worked
out a guarantee which both protects the cities and maintains
the Federal form of government. It is true that, initially,
the U. S. Treasury makes payments to the states but -- and
this is a fundamental "but'" -- each state must, in order to
qualify for the Federal money, pass on to each city and county
a predetermined share of the Federal money.

Certainly, many governors would have preferred to have
discretion over the amounts they share with the cities. Indeed,
many earlier revenue-sharing proposals left it that way. Of
course, many mayors, in contrast, would have liked to have
a direct pipeline to the Federal Treasury.

However, in numerous meetings with mayors and governors,
we emphasized the critical importance of developing a plan
which has the support of both the state governments as well
as the local governments. The Administration's revenue-
sharing proposal -- with its mandatory pass-through to all
cities and counties -- is that middle ground where both state

and local interests are adequately and fully protected.
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Does the Administration proposal provide enough funds for

our large urban centers?

The amounts provided are relatively quite generous.

I feel obliged to point out that in developing our local
pass-through provision we had to discard many easy-sounding
solutions as unworkable. For example, you cannot use

a simple per capita distribution among local governments
because of the overlapping jurisdictions of cities and
counties.

The approach that we have adopted is to distribute
revenue-sharing funds within a state to all general-purpose
govefnments in proportion to each unit's general revenue
collections. This method not only takes account of the
many differences within states and between governments; it
also distributes revenue-sharing funds in proportion to the
relative activity of each local government.

So-called suburban '"tax havens' with low tax collections
and a narrow range of functions will receive very small shares.
In contrast, cities with heavy program responsibilities and
hence large tax revenues will get larger amounts, even if
their populations are the same.

In practice, large cities raise most of the locally-
raised revenues, and they will receive most of the locally-
shared revenues under the Administration's proposal. In

fact, nearly every large city will receive not only absolutely



more funds, but also proportionately more funds than its
smaller neighbors. However, the large central cities will
get more revenue-sharing money not just because they are
bigger, but because they bear a larger fiscal burden.

For example, New York City raised $404.81 per capita in
general revenues in 1967-68 (the latest figures available),
while New Rochelle raised $152.55 and Mount Vernon $121.89.
Similur relationships hold for Boston, Chicago, Sarn Francisco,
Seattle, Newark, Philadelphia, and other large central cities.

In fact, for all cities in the United States of one
million or more, the average per capita revenues were §$255.95,
compared to $130.14 for cities with population of 200,000 to
300,000 and $78.74 for cities of less than 50,000 (see table).

Average Per Capita Revenues by City Size, 1967-68
General Revenues From Own Sources

City Size Per Capita Revenucs
1,000,000 or more $255.95
500,000 - 999,999 178.11
300,000 - 499,999 138.79
200,000 - 299,999 130.14
100,000 - 199,999 133.11
50,000 - 99,999 124.11
Less than 50,000 78.74

Source: U. S. Bureau of the Census
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Is it desirable to share revenues with all cities and

counties, regardless of size?

Yes, we believe that all local governments are faced
with fiscal pressures and that all deserve specific inclusion
in a general assistance program.

Also, we were unable to find an acceptable or logical
point at which direct revenue-sharing funds should be denied
a local government. Some proposals would exclude all cities
and counties of less than 50,000 population from direct
sharing. But over 45 percent of all city residents and
27 percent of all county residents live in such jurisdictions,
and it would be patently unfair to exclude such a large portion
of our population.

Is the Administration proposal large enough?

This is not really a substantive objection to the basic
concepts of the proposal, but rather a disappointment over
its size. I can sympathize with such disappointment, but do
not believe it is really warranted.

Given the current and near-term budget outlook, we
realistically faced two alternatives for introducing revenue
sharing: (1) either delay introducing the plan until the
funds were available to begin a large-scale program of
revenue sharing, or (2) establish the program now -- if only

on a modest scale -- and provide for phased increases in



funding as budget pressures permit. The second course of
action was clearly preferable. With all the competing clainms
for limited Federal revenues, it is important to establish
the principle of revenue sharing as soon as 1s practicable,.

Even with the '"phase-in'" approach to introducing
revenue sharing, the amounts involved are not trifling. For
the first six months of 1971, $500 million will be shared.
This will increase to $1.5 billion in the fiscal year 1972,
and grow to §5.1 billion by fiscal 1976. These figures
represent substantial and achievable distributions. We have
deliberately promised only what could be afforded, so that
no false expectations might be raised. Finally, a modest
but prudent start now of a certain amount need not preclude
increased amounts later if conditions warrant.

Some perspective may also be useful here. The taxes
that state and local governments collect from their own
sources have been growing by about $10 billion a year. The
infusion of Federal revenue-sharing funds -- particularly
when we reach the full-year effect of §5 billion -- will
represent a most substantial increase in the financial intake
of state and local treasuries and hence of the fiscal resources

available for local programs.

Are state and local governments competent to use revenue-

sharing funds effectively?

This question pfesents a real challenge to you.

Personally, I view revenue sharing as an experiment. I hope



and believe that it will work. I certainly think that
strengthening our Federal form of government by helping
state and local governments is an objective worthy of
several billion dollars a year.

Frankly, I am not certain that all of the money will
be used wisely. Neither am I certain that all direct Federal
spending or indeed that all private expenditure is sensible.
You probably have heard, as I have, cynics express the
sentiment that the money will be used to pave the mayor's
driveway and, if enough is left over, to fancy up the side-
walks in front of the houses of the city councilmen.

I do believe that the ultimate amounts that the Congress
will be willing to appropriate for revenue sharing will depend
on how effectively the funds are used. This is one of the
major reasons that we have a reporting requirement in the
Administration bill, so that Treasury can keep the President
and the Congress informed as to where the money is going.

More than money is transferred to state and local
governments under our revenue sharing plan. Unlike the
existing grant-in-aid system, decision-making responsibility
for the use of these funds is also delegated. State and
local officials, not Federal agencies, will establish
priorities and allocate expenditures in accordance with
the needs of their jurisdictions. The ultimate success

of revenue sharing, therefore, will depend on the ability



of state and local governments to make the most efficient
and judicious use of these funds. This, in turn, will
depend largely on the potential sensitivity of state and
local officials to the legitimate needs and interests of
their constituents.

This Administration maintains a large measure of
confidence in the ability and the willingness of the other
levels of government to respond positively to thoseparticular
local problems which require public involvement. A major
purpose of revenue sharing is to enhance the financial
ability of these governments to make such responses. We
recognize that all governments, including the state and
local governments, are beset with problems. But we are
convinced that the potential for effective management of
social and public systems is extremely high at the local
levels.

How then best to realize this potential? Unlike
the Federal Government, your problems are not those of
sheer size -- rather you must seek to rekindle interest in
local government. For too long, talented people interested
in government service have journeyed to Washington. State
or local government was too often dismissed as irrelevant.
Only later did these people realize that in spite of all

the money and publicity in Washington, the really hard

practical tasks are at the more local level.
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The Administration's revenue-sharing proposal does not
require the states or cities to use the money to increase
management training or personnel upgrading, although some
people urged us to earmark a portion of the funds for such
purposes. However meritorious such suggestions may be, we
have firmly decided against earmarking any of the revenues.
However, there are indications that there is developing
a '"skill mismatch" as well as a '"fiscal mismatch' between
the Federal and state-local governments. Not enough good
people have been moving into city government service. What
is needed is a new sense of involvement in local government.
Fortunately, there are increased signs of the growing
professionalism in the area of city government. But we
need far more of this awareness, of this professionalism.
Fortunately, colleges and universities across the Nation
are now beginning to design graduate programs geared
specifically toward training young men and women for
professional careers in state and local governments. The

opportunities would seem to be very great in this area.

Does revenue sharing separate the responsibility for raising

taxes from the act of spending tax revenues?

To some extent, the answer is in the affirmative. How-
ever, the argument about the separation of tax and spending
responsibility is weakened when we examine some obvious

facts. For one thing, at the national level, we have the
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precedent of the Federal Government already sharing about
$25 billion a year with state and local governments, in the
form of categorical grants-in-aid.

Furthermore, at the state level, we have the precedent
that every state shares revenues with its local governments,
many in a completely unrestricted manner. Any adverse
criticism that I hear of this arrangement usually comes
down to the cities desiring a more generous sharing arrange-
ment.

In good measure, the argument about the separation
of responsibilities seems to me to be very artificial in
its division of the public sector into separate water-tight
compartments. If you grant the three assumptions that
(1) the Federal Government is a relatively efficient (i.e.,
low administrative cost) tax collector, (2) the Federal
income tax is a relatively equitable levy, and (3) state
and local governments are best equipped to determine local
needs and administer local programs, then the conclusion

is that some amount of revenue sharing makes good political,

social, and economic sense.

Conclusion

We have been pleased by the strong support that the
Administration's revenue-sharing proposal has received from .

many local groups and officials. I believe that an objective



examination of your best interests -- your enlightened
self-interest -- will reveal that the enactment of a Federal
revenue-sharing plan will be a real help in the perennial
fiscal squeeze faced by our Nation's cities.

But we should not forget that this Federal money will
be far different from any Federal money currently being
disbursed to our states and cities. It does not come with
specific instructions on how to spend the money. Instead,

it comes with a challenge -- that you spend the money wisely.

o0o



TREASURY DEPARTMENT

WASHINGTON, D.C.
December 1, 1969

FOR IMMEDIATE RELEASE

In response to inquiries the Treasury today released
a copy of a letter sent to Russell B. Long, Chairman of
the Senate Finance Committee by Edwin S. Cohen, Assistant
Secretary for Tax Policy. The letter concerns
Senator Albert Gore's proposals dealing with increases
of the personal exemption in substitution for standard
deduction increases and tax rate reductions contained
in H.R. 13270 as reported by the Senate Finance
Committee.

A copy of the letter is attached.

Attachment
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THE DEPARTMENT OF THE TREASURY f

WASHINGTON, D.C. 20220

JSTANT SECRETARY December 1, 1969

Dear Mr. Chairman:

In accordance with your request, we are writing to
summarize the results of our studies of the proposals of
Senator Gore for an increase in the personal exemption and
a flat $1,000 standard deduction in lieu of the larger standard
deductions and the rate reductions provided in the bill as
reported by the Committee on Finance.

We join with the Senate Finance Committee in preferring
the provisions of the pending bill to the amendment proposed
by Senator Gore. The analyses and computer studies which lead
us to agree with the conclusions you yourself reached in your
eloquent address to the Senate upon the opening of debate on
the bill may be briefly stated as follows:

1. Fiscal Considerations. Senator Gore's first proposal
is for a $1,000 personal exemption and a flat standard deduc-
tion of $1,000 (hereinafter called the Gore $1,000 plan).
Adoption of such an amendment would increase the net long-
term revenue loss from $2.3 billion under the Committee bill
to $8.1 billion a year. We have already expressed serious
concern about the $2.3 billion long-term annual revenue loss
under the bill in its present form; such a large further
increase could not be countenanced.

Senator Gore's alternate plan involving a personal
exemption of $900 would produce a long-term annual revenue
loss of $5.3 billion. This would be $3 billion more than the
Committee bill -- again a loss that could not be countenanced.

Senator Gore's further alternate proposal for a personal
exemption of $800 (hereinafter called the Gore $800 plan)
would produce a net revenue loss in the long run substantially
the same as that under the Committee bill. However, for the
calendar years 1970 and 1971 the Gore $800 plan would lose
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approximately $48billion in revenue as contrasted with the
Committee bill. This loss would be reflected in fiscal years
as follows:

Year Ended Loss in Revenue
June 30, 1970 $0.9 billion
June 30, 1971 2.5 billion
June 30, 1972 1.4 billion

Total , $4.8 billion

In view of current budget restrictions and the intense need
for fiscal restraint to combat inflation, we believe such a
large loss would be most unwise.

2. Basic Concept of the Personal Exemption. In prepar-
ing the Administration's proposal for a Low Income Allowance,
we adopted the concept that through the standard deduction
and the personal exemption the income tax law should impose
no tax on persons whose income is below the poverty level.
We found that by current HEW standards the minimum income
needed to support a single person is approximately $1,700
and that the minimum additional income needed for additional
persons in the family rises about $600 per person. This is
what the Committee bill allows -- $1,700 income without tax
for a single person, $2,300 for a married couple without
children, $2,900 for a married couple with one child, etc.,
rising $600 for each additional child. These are the levels
at which the tax is zero under the Committee bill.

It 1s true without doubt that most persons will spend
more than $600 on the maintenance of each additional member
of the family. But when incomes rise above the minimum level
we believe it is then appropriate for the persons involved
to begin to contribute something to the cost of maintaining
the Federal Government. Present law imposes a high tax rate
upon the incomes above the exempt minimum. We believe that



efforts chould be concentrated, through increases in the
standard deduction and "I T uyr reduction in the tax rates,
upon ruducing the tax payments required upon incomes above
the exempt minimum. The Committee bill proceeds on this
theory and we believe that it is sound and desirable policy.

Senator Gore's proposal would exempt from tax an amount
per person that substantially exceceds the minimum amount needed
to sv=tain each individusl. This would require foregoing
v -.cases in the standard deduction above $1,000 and fore-
soing rate reductions, thus imposing a greater tax burden
¢ incomes above the levels set under his proposals. We
helieve it is fairer and sounder policy to exempt only the
acouncs needed as a minimum living standard and to reduce
the burdens on amounts above the minimum.

3. Shift in Tax Burden to Single Persons and Smaller
=177 = Senator Gore's $800 plan would significantly shift

the tax burden from large farmilies to single persons and
smalier lamilicc. Under tha® plan --

(a) Persons with three or fewer exemptions
(single persons and married couples with no children
or one dependent child) would pay additional taxes of
$1.2 billion.

(b) Persons with four exemptions (generally
married persons with twe dependent children) would
have their taxes reduced by $0.2 billion.

(c) Persons with five or more exemptions
(generally married persons with three or more
dependent children) would obtain tax reductions
of almost $1.0 billion.

Thus the burden of supporting children above the minimum
HEW standards would be shifted from the large families which
have the children to the single persons and smaller families.
Through appropriations for education and other purposes the
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costs of raising large families is already borne to a con-
siderable extent by those who did not beget the children.
We believe the Committee has acted wisely in lowering the
burden on all taxpayers whose incomes are above the minimum
HEW levels, particularly upon those whose incomes are
modestly above such levels, rather than distributing the
tax relief by size of families.

The average additional tax payable by persons with

less than four exemptions under the Gore proposal as compared
with the Committee bill would be:

Percent of Additional Tax

Adjusted Gross Married-no  Married-one
income Single Persons children child

$ 5,000 + 2.7% w *
7,500 + 4.17% * *
10,000 +11.7% + 7.8% + 4.57
12,500 +11.97% + 9.0% + 6.47
15,000 + 8.9% +6.7% + 4.6%
17,500 + 5.6% + 4.8% + 2.6%
20,000 + 3.4% + 2.9% + 1.5%
25,000 + 4.37 + 3.0% + 1.4%

(*Less tax under the Gore proposal. The table is based upon
personal deductions of 10 percent of adjusted gross income.)



4. Loss in Simplification of the Tax System. The
Committee bill through the low income allowance removes 5.6
million persons from the tax rolls and through the standard
deduction increases permits 11.6 million persons to shift
from itemizing personal deductions to the simple standard
deduction. This raises the percentage of total taxable returns
that can be filed on the simplified standard deduction basis
from 58 percent to 74 percent.

The Gore $800 plan removes 8.4 million persons from the
tax rolls but permits only 4.4 million taxable persons to
shift from itemizing deductions to the standard deduction.
Thus the Gore plan forfeits the benefit of simplification for
a large number of taxpayers and for the Internal Revenue
Service.

5. Reduction in the Tax Base. The Committee bill,
primarily through the low income allowance, reduces the
taxable income base to which the specified rates of tax are
applied from a present aggregate of $372 billion at present to
$350 billion. The tax rate reduction in the bill does not
lower the taxable income base.

The Gore $800 plan, by confining the relief to the
standard deduction and the personal exemption, would reduce
the taxable income base to $327 billion, some $23 billion
below the Committee bill level and $45 billion below the
current level. This further reduction would seriously affect
our fiscal flexibility. If for any reason tax increases
should become necessary in the future, the smaller tax base
would make larger increases in tax rates necessary to raise
the same amount of additional revenue. The effect would be
to shift more of the burden of any future tax increases to
the middle income groups, where the bulk of the taxable
income base is concentrated. We believe that greater flexi-
bility for future changes in the tax structure can be provided
if only the minimum sustenance levels are removed from the
tax base.
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6. Overall Impact of the Bill and the Gore $800 Plan.
Taking into account both the reform and the relief provisions,
the Committee bill reduces the existing tax burden by about
66 percent on persons with incomes below $3,000 and grants
decreasing percentage reductions as income levels rise until
it increases the tax by 2.6 percent on incomes above $100,000,
Senator Gore's $800 plan would generally follow the same
pattern, but with somewhat further reductions in income
levels below $10,000 and lesser reductions above the $15,000
level, and a 10.3 percent increase on incomes above $100,000.
The overall impact of the Committee bill and Senator Gore's
proposal is shown below:

Committee bill Gore $800 plan
Adjusted gross increase or decrease increase or decrease

income class from present law from present law
$ 0 - $3,000 ~66.17% -72.5%
3,000 - 5,000 -30.3% -36.2%
5,000 - 7,000 ~17.0% -23.0%
7,000 - 10,000 ~-10.97% -16.2%
10,000 - 15,000 -10.3% -10.5%
15,000 - 20,000 - 8.6% - 7.5%
20,000 - 50,000 - 7.2% - 5.0%
50,000 -100,000 - 4.8% - 0.6%
100,000 and over + 2.06% +10.3%
Total ~-10.1% ~-10.0%

L — e S

We believe that the Committee bill allocates the overall
relief with proper emphasis on incomes below $10,000.
Senator Gore's proposal would not be significantly different
in overall effect except in its impact on persons with
above $50,000. In that category the Committee bill has
taken important action to close loopholes and reduce or
eliminate tax prefecrences in the upper brackets, and we
believe that having done so it is appropriate for the bill
to allocate some part of the tax relief to persons in the
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higher levels. This was done in the Revenue Act of 1964 and
earlier laws when the tax burden was significantly reduced,
and we believe it would be unfair and unwise to alter that
course in the present bill.

Our studies lead us to conclude that the Committee bill
avoids the added fiscal problems of Senator Gore's proposal;
proceeds upon a sounder theory in exempting entirely from
tax only the income pecded o maintain winiuwum living standards;
avoids shifting the burden of tax from larger families to
single persons and small families; achieves greater
simplification of the tax system; avoids an unwarranted
narrowing of the tax base and achieves a more equitable
and sounder allocation of the tax relief,

For these reasons the Treasury strongly supports the
provisions of the Committee bill in preference to Senator
Gore's proposals.

Sincerely yours,

W NN
| R \\\‘1 o

Vit aubod - - AR TOP P

Edwin S. Cohen
Assistant Secretary

The Honorable

Chairman Russell B. Long
Senate Finance Committee
United States Senate
Washington, D.C. 20510



REASURY DEPARTMENT

WASHINGTON, D.C.
December 3, 1969

FOR IMMEDIATE RELEASE

DECISION MADE ON AMINOACETIC ACID (GLYCINE)
UNDER THE ANTIDUMPING ACT

The Treasury Department announced that a determination
has been made that Aminoacetic Acid (Glycine) from Japan
is not being, nor likely to be, sold at less than fair
value wvithin the meaning of the Antidumping Act, 1921,
as amended (19 U.S.C. 160 et seq.).

A tentative determination was published in the Fed-
eral Register on October 7, 1969. This notice allowed
30 days for the submission of written views or requests
for an opportunity to present views orally. No submissions
or requests were received.

During the period October 1, 1967, through October
31, 19638, Aminoacetic Acid (Glycine) valued at approximately
$119,800 was imported from Japan. There have been no imports

subsequent to this period.

L



TREASURY DEPARTMENT

WASHINGTON, D.C.
December 3, 1969

FOR IMMEDIATE RELEASE

DECISION MADE ON FIXED RESISTORS OF CARBON COMPOSITION
UNDER THE ANTIDUMPING ACT

The Treasury Department announced today that it has
investigated charges of possible dumping of fixed resistors
of carbon composition from Japan.

A notice announcing a tentative determination that
this merchandise is not being, nor likely to be, sold at
less than fair value within the meaning of the Antidumping
Act will be published in an early issue of the Federal Reg-
ister.

During the period May 1, 1967, through September 30,
1969, fixed resistors of carbon composition valued at ap-

proximately $3,000,000 were imported from Japan.

L



REASURY DEPARTMENT '

WASHINGTON. D.C.

December 3, 1969
fOR IMMEDIATE RELEASE

TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by this public nctice, invites tenders
‘or two series of Treasury bills to the aggregate amount of
33,000,000,000, or thereabouts, for cash and in exchange for

[reasury bills maturing December 11, 1969, in the amount of
;2’900382630()0’ as follows:

91 -day bills (to maturity date) to be issued December 11,1969,
n the amount of $1,800,000,000, or thereabouts, representing an
idditional amount of bills dated September 11, 1969, and to
iature March 12, 1970, originally issued in the amount of
31,201,360,000, the additional and original bills to be
‘reely interchangeable,

182-day bills, for $1,200,000,000, or thereabouts, to be
ated December 11,1969, and to mature June 11, 1970.

The bills of both series will be issued on a discount basis under
ompetitive and noncompetive bidding as hereinafter provided, and at
laturity their face amount will be payable without interest. They
'ill 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, December 8, 1969, Tenders will not be
eceived 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
e 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 received
ithout deposit from incorporated banks and trust companies and from

=290
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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.

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 December 11, 1969 , in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing December 11, 1969, 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
from any Federal Reserve Bank ogpBranch.



TREASURY DEPARTMENT

WASHINGTON, D.C.
December 3, 1969

FOR IMMEDIATE RELEASE

UNITED STATES FOREIGN GOLD TRANSACTIONS
THIRD QUARTER 1969

The Treasury Department released figures today on
United States net monetary gold transactions with foreign
countries and international institutions during July -
September 1969.

During this period the United States gold stock
increased by about $10 million, to $11,164 million.

Largest purchases were $16 million from Ireland and
$11 million from the Philippines, while the largest sales
were $10 million to Argentina. Also, a net of about $8
million was received as the result of transactions with
the International Monetary Fund. The latter reflects
IMF gold transactions related to a large drawing on the
IMF by France. In order to acquire currencies needed
for this drawing, the IMF sold gold to several member
nations including nearly $17 million to the United
States. Part of the gold sold by the IMF, $9 million,
was withdrawn from the gold deposit with the United
States Treasury. As of September 30, the IMF gold
deposit with the Treasury amounted to $219 million.

Detailed figures are shown in the attached table.
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UNITED STATES NET MONETARY GOLD TRANSACTIONS WITH

FOREIGN COUNTRIES AND INTERNATIQNAL INSTITUTIONS
January l-September 30, 1969

(In millions of dollars at $35 per fine troy ounce)

First Second Third
Area and Countiry Quarter Quarter Quarter Total
¥estern Furope
Denmark - +25.0 - +25.0
France +50,0 +275.0 - +325,0
Greece - =0.5 - 0.5
Iceland * * * -0.1
Ireland - - +16.0 +16.0
Italy -76.0 - - -76.0
Switzerland -25.0 - - -25.0
TUI‘key - -700 -6. 1 "'13. 1
Yugoslavia - 0,9 —=0.9 2.8
Total «52.0 +291.6 49.0 +248,6
Lati eri
Argentina - - -10.0 -10.0
Bolivia -0.1 * * -0.1
Chile ~-0.6 -1l.4 -1.8 -3.8
Costa Rica -0.1 -0.1 -0,1 -0,3
Dominican Republic -0,1 -0.1 -0,1 ~0.4
Ecuador +4,0 - - +4.,0
El Slavador -0.1 -0.1 -0.1 -0.3
Guatemala -0.1 -0.1 -0,1 -0.3
Haiti -0.1 0.1 * -0,1
Honduras * * - *
Nicaragua -0.1 -0.1 -0.1 -0.2
Panara ~4.2 * * ~4e3
Peru 5.1 =3.3 -3.1 -11.5
Surinam — 45,0 —_ 3.0
Total -6,6 -0,2 =15.4 =22.2
Agis
Afghanistan -0,1 -0.,1 -0,1 -0.4
Burma * * * -0,1
Ceylon ~0,2 * - 0,2
Cyprus - - 0.4 0.4
Indonesia =0.4 -0.4 -0,4 -1.3
Nepal - - * *
Pakistan =0.2 -0.2 0.4 -0.8
Philippines 46,8 +17.3 +11.2 +35.3
Singapore - «11.3 - +11.3
Southern Yemen =-1,2 - - -1,2
Syria =01 =0, * =0.2
Total +,.6 +27.8 +9,8 42,
New Zealand -1.1 - - -L.1
Africa
Burundi * * -0.1
Central African Republic - -0.1 - =0.1
Chad - -0,1 - =0.1
Congo (Brazzaville) - -0.1 - -0.1
Dahomey - -0.1 - 0,1
Gabon - -0.1 - 0.1
Guinea - - * *
Liberia -0.1 -0,1 -0,1 =0.4
Mauritius - * * *
Morocco -0,1 0.2 =0.2 0.5
Niger - - 0,1 -0.1
Rwanda * * * 0.1
Somalia * - - *
Sudan 0.3 -0.3 -0.4 -1
Tunisia -0,2 -0.2 -0.2 -0.6
Upper Volta - =0,1 - —=0,1
Total -0.8 ~-1.7 -1.0 -3.6
IMF - -0.5 +7.9 7.4
TOTAL ~55,9 +316.,9 +10.2 +271.2
Domestic Transactions 40,8 - - 40,8
=55.1 +316,9 +10.2 4+272.0

*Under $50,000.
Figures may not add to totals because of rounding.



TREASURY DEPARTMENT
Washington, D. C.

FOR IMMEDIATE RELEASE

REMARKS OF THE HONORABLE PAUL A. VOLCKER
UNDER SECRETARY OF THE TREASURY FOER MONETARY AFFAIRS
AT THE FIRST ANNUAL EUROPEAN INSTITUTIONAL INVESTOR CONFERENCE
THE SAVOY HOTEL, LONDON, ENGLAND
ON WEDNESDAY, DECEMBER 3, 1969

Capital Transactions, Balance of Payments
Equilibrium, and the Monetary System

During the early part of this year, when this conference was
organized, no official of the U.S. Treasury could in good conscience
have turned down an invitation *o appear. After all, investors
abroad -- and mostly in Europe -- had in the course oif 1968 invested
some $2 billion in American egvities. That was an important factor
balancing our external payments las% year, even in the face of sharp
deterioration in our trade accounts. Moreover, in the first quarter
of this year, foreign money poured into our stock market at the
extraordinary rate of $3 billion a year.

By summer, all that had chsnged. The net flow had dwindled
toward zero. I began to think tte conference was uncduly delayed --
that somehow you were losing vour enthusiasm.

I am comforted by the thought that at least a part of the
decline over the first half of the year in foreign purchases is said
to reflect the competitive attractions of the Euro-dollar market during
a period of stock market decline. But I must also admit that -- from
my parochial viewpoint -- Euro-dollars costing our balance of payments
10 percent or more are hawdly an equal trade-off for more permanent
money looking to longer term rewards. ‘

You have been listening tc others better equipped than I to
appraise those potential rewards. I will not trespass on their
ground, apart from making one general point. We look forward to
continuing flows of foreign risk capital into the United States in
the years ahead. We believe that expectation is warranted by the
long-run potential of the American economy: by the breadth, diversity,
and liquidity of our financial markets; and (not least) by the fact
that many of our leading corporations help provide the cutting edge
for technology and growth internationally.



That prospect must be placed in the larger perspective of
what seems to me an emerging North Atlantic market for capital.
This audience is living testimony that such a market already
exists. You, as I, are directly concerned with whether this
market will continue to prosper and grow. I want to examine with
you today some of the basic conditions that, in my opinion, must
be met if this bright promise is to materialize.

1 recognize this is an area where our ability to look ahead
is notoriously poor. Theory and doctrine -- and even the statistics
-- are unsatisfactory. I may leave you with more questions than
answers. Nevertheless, I will plunge ahead in the conviction that
much more thinking needs to be done on the role of relatively free

international markets for capital in achieving our basic economic
objectives.

I have always been struck by the fact that the benefits of
international capital markets have received much less attention
than international trade. Consider the broad ineellectual consensus
that underlies the trading policies of most of our nations. That
consensus is embodied in such institutions as GATT. It has inspired
repeated rounds of tariff cuts, and -- hopefully for the future --
a broad attack on non-tariff barriers.

Obviously, there are in practice many violations of our
liberal trading ideals. But contrast the intellectual consensus
in that field with the spectrum of thinking and policies with
respect to international investment. Controls and inhibitions
on investment are frequently considered not a deviation from a
norm but as more or less permanent -- and not especially troublesome
-~ instruments of national policy. The contrast in thinking appears
starkly in the Articles of Agreement of the International Monetary

Fund, where certain provisions clearly envisaged restrictions on
capital account as matter of course.

Fortunately, that sharp distinction has not been strongly
pressed in actual Fund practices. I believe there is more
recognition today of the practical difficulties of enforcing tight
restrictions on capital without a panoply of exchange controls
that affect current as well as capital transactions. Nevertheless,
many restrictions on capital movements exist, in the United States
as elsewhere. If we are to make better progress toward dispensing
with those controls, we need to recognize why they are imposed and
what conditions must be met if they are to be abandoned.

The benefits of foreign investment to provider and recipient
alike have frequently been demonstrated, perhaps nowhere more than
in the rapid development of the United States itself.
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The modern multinational corporation -- shifting large
amounts of capital from one nation to another -- can be a highly

effective vehicle for equalizing returns on capital in every part
of the world, for diffusing rapidly new technology and effective
managerial techniques, and for sharing the resulting benefits of
increased productivity among investors and citizens of the host
country alike. International markets for shares of equity capital
are a natural corollary of the immense gruwth of the international
corporation. At least in concept, flows of bonds, bank loans, and
other credit instruments should help assure a maximum flow of
resources to the points of highest real return and thus help speed
the process of real growth.

Yet, to governments, this economic case has not always been
considered of overriding importance. Lord Cromer, in talking to
an American audience a few years ago, brought a true British sense
of historical continuity to the problem. He traced suspicion of
foreign investment back at least to the medieval kings of England.
Their concern over a seeming loss of sovereign power is not
unfamiliar to modern ears. rom the viewpoint of a single
government, foreign investment, responding to the logic of the
international market place, may seem a threat to autonomy in
its international economic or social management -- a threat not
worth the gains in growth and productivity that it may bring.
Moreover, differences in national structures of taxation, tariff
walls, varied mixes of fiscal and monetary policies, and sheer
institutional inertia can produce discrepancies between the most
productive pattern of investment and actual investment flows.

These basic issues are never far from the surface where
international investment is concerned. Nevertheless, among
developed countries, I suspect most restraints on international
investment grow not out of concerns with sovereignty or
inefficiency, but as a by-product of balance of payments and
monetary problems.

The present controls in the U.S. are a prime case in point.
Shortly after taking office, President Nixon made plain the
commitment of his Administration to move toward freedom for
investment. He acted to liberalize the controls already in place.
But our progress in that direction has been sharply limited by
our balance of payments position. We must bring other elements
in our payments into greater consistency with the volume and
direction of investment flows that are likely to emerge as controls
are abandoned.



-4 -

Anyone viewing the pattern of iaternational investment
in recent years must be struck by the massive shifts that have
developed. In the first half of the 1960's, the United States
seemed to stand almost alone as a major net exporter of private
capital; individuals and businesses invested an average of
$4-1/2 billion a year abroad, while attracting less than
$1/2 billion a year of private foreign capital. Direct investaent
outflows increased rapidly -- reaching $3.5 billion by 1965,
They were also increasingly concentrated in manufacturing rather
than resource development and in Europe rather than in Canada
or other primary producing countries. Other U.S. private
investment abroad -- mainly in the form of debt instruments --
mounted rapidly, reaching annual totals of $2 billion or more.
This flow too was heavily concentrated in the developed countries
of the North Atlantic area -- plus Japan.

This outpouring of American investment -- on top of
substantial aid and military expenditures abroad -- more than
matched the real resources we were able to transfer to other
countries in the form of a current account surplus. Moreover,
it appeared to many thoughtful Americans at that time that a
substantial portion of this outflow did not reflect real or
lasting differences in the productivity of capital. Direct
investment was stimulated by a desire to get within the Common
Market tariff of the EEC. Portfolio investment reflected, in part,
the absence of broad and strong financial markets in Europe. The
thesis was advanced that the United States, at least in part,
simply acted as a kind of financial intermediary, bridging
deficiencies in foreign markets and helping to close the gap

between the preferences of foreign citizens to save in liquid form
but to borrow long term.

In any event, the impact on our balance of payments seemed
too great to the American authorities, and by the middle of the
decade, they felt it necessary to curb virtually all types of
capital outflows. The Interest Equalization Tax and controls on
both direct investment by corporations and portfolio investments
by banks and other financial institutions remain today. Partly
for that reason ~- and also reflecting the tightness of money
and higher interest rates -- the gross outflow of private capitsl
(excluding funds initially borrowed abroad by U.S. companies to
finance their direct investment) was reduced in 1968 to little
more than $3 billion, less than half the 1964 peak.

. There have been even more striking changes on the Buropean
side of the equation. With American sources of funds restricted,
the Euro-bond and Euro-dollar markets grew under forced draft.
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Seemingly overnight, Europe developed through these vehicles

sources of long-term money that made it financially self-sufficient,
even for U.S. firms requiring finance for direct investment in
Europe. By 1968, some $4-3/4 billion of foreign issues were

placed in European markets -- almost ten times the volume five

years earlier. Over $2 billion of those bonds were sold by

American companies.

Indeed, over the past two years, Europe has not only taken
care of its own capital needs but turned into a large capital
exporter to other areas.

This development has reflected a variety of forces. Some
portion of the outflows reflected the success of American mutual
funds in penetrating the European market or the rediscovery of
the U.S. stock markets by institutional investors seeking to
diversify. 1In Germany, Government policy has encouraged large
outlows of portfolio capital.

In other cases, capital outflows were largely inadvertent --
a reflection of unsettled domestic conditions or currency concerns.
But, whatever the cause, the main countries of Europe appear to have
exported almost $6 billion of capital in 1968, excluding banking
outflows.

The United States was a principal beneficiary. As a result,
U.S. private capital outflow was exceeded by foreign private capital

inflows for the first time in many decades.

On the surface these capital flows helped achieve a closer
equilibrium in both Europe's and America's balances of payments.
But this "statistical" balance surely did not reflect a sustainable
economic equilibrium. From the United States side, reinforced
capital controls played a large part. In Europe, the capital
outflows were highly concentrated and reflected diverse circumstances
not likely to be repeated. There was a decided lack of balance in
the accounts of individual European countries.

Already, in 1969, these patterns are changing. The United
States -- despite the highest interest rates in a century and
continued administrative restraints -- has reverted to its traditional
position of net long-term capital exporter. Without a compensating
change in current account performance, an adverse impact on our
reserve position has been avoided only by an unprecedented inflow
of short-term capital. Plainly, the magnitude of these short-term.



inflows cannot be sustained. Europe as a whole has remained

a heavy net exporter of capital, but mainly because of the
exceptional German effort to encourage foreign use of its markets
and some special circumstances in Italy.

Obviously, it would be wrong to generalize too much from
this recent experience. But amid the turbulence, I believe
there are some trends of more lasting significance.

First, it is worth noting that, while f£he form and direction
of the capital flows have shifted under the pressure of controls
and events, the volume of international investment among the
highly developed countries of the Western world has continued to
expand rapidly. The observation has often been made that economic
development seems to go hand in hand with more than proportionate

increases in trade. The same phenomena appears at work in capital
markets.

Second, the United States has a strong propensity toward
exporting long-term capital. This tendency seems to me so
strong that, in the absence of controls, it is likely to persist
in fairly high volume even in periods when domestic capital
markets and the domestic economg are under strong exgannionary
pressure. The driving force behind American direct investment
overseas is likely to remain particularly strong for some years,
since this investment is a powerful force carrying new technology
and products to less wealthy countries. We hope and expect that
European firms will also invest more in the United States, but
the net balance should remain substantially with the United States.

Third, and working in the opposite direction, there is evidence
that the structural imbalance between Europe and the United States

in capital market facilities has been, at the least, appreciably

narrowed, mainly by the development of the Euro-bond and Euro-dollar
markets.

Moreover, the chronic disparities in interest rates that characterizel
the early 1960's may be closed from another direction as well. Present
interest rate levels in the United States are abnormal -- I hope
they will soon decline. But assuming the American economy remains
generally prosperous -- and given our evident domestic demands for
capital -- there is room for doubt that we will see for many years
the relatively low long-term interest rates that prevailed in the
United States as late as the early part of this decade.

This suggests that, even without controls, more of United States
direct investment might be financed locally. I have already said
that I see strong reasons for European equity investment in the U.§.
to remain relatively high. Consequently, a much better balance in

flows of rtfolio capital and o
Onlred®StB0es can be Forasean. °ank credit between Europe and th
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Fourth, as a corollary, industrial countries outside of
Europe and the United States seeking foreign capital should
also continue to find a more evenly balanced choice between
the European and American markets than in the first half of
the present decade. These countries (and international financial
institutions) should certainly remain heavy net demanders of funds
in both markets, although the largest of these countries may be
able to generate more of the needed savinges domestically.

Viewed broadly, this outlook would seem to me to suggest
the possibility of achieving a more balanced pattern of investment
than has characterized the past. It implies less dependence on U.S.
markets and U.S. foreign investment than during the early 1960's.
But it does not assume that flows from Europe to the United States --
stimulated by American tight money and controls in recent years --
will remain at recent levels, and I believe this emerging pattern
of investment flows could become a part of a sustainable equilibrium
in balance of payments, without the present reliance on controls.

But for this happier state of affairs to materialize, I would
emphasize at least two prerequisites.

First, I suspect it is an almost inevitable consequence of
freedom for capital flows that substantial volatility will develop
from quarter to quarter or year to year. In the past year, for
instance, we have seen the sensitivity of equity investment to
short-term swings in sentiment and the response of short-term
capital to cyclical swings in interest rates. We must be prepared
to cope with these swings. This points up the need for elasticity
in our monetary arrangements so that short-term deficits or surpluses
in balance of payments results can be absorbed and diffused without
forcing resort to controls -- or without setting off reinforcing
speculative movements that exaggerate the difficulties.

This is, of course, the traditional function of national
reserves and official credits -- areas in which very considerable
achievements are being made. In addition, we are learning that
the immense reservoir of internationally mobile short-term funds --
a growth epitomized by the Euro-dollar market -- can often help
bridge the gaps that develop in the other elements of the balance
of payments.

There is, of course, another side to the coin. Shor?-term
money can move perversely, contributing to speculative crises or
tending to reinforce other forces working toward deficit or surplus,
Even when they do not move perversely, reliance on short-term capital
could reduce incentives and pressures for more lasting adjustments.
One can also visualize instances in which domestic monetary policy
objectives and balance of payments requirements are so far opposed
that it is not possible to influence constructively the flows of

short-term money.



This is why it seems to me absolutely fundamental, if
we are to achieve and sustain a free flow of international financial
capital, that there must be clear progress toward achieving a
better alignment of current accounts. Real resources to match
the flow of capital can only be provided by current account surpluses,
yet the United States, as potentially the largest net capital exporter,
has seen its current account balance decline from a surplus of
almost $6 billion in 1964 to a deficit of several hundred million
dollars in 1968. Meanwhile, a few other industrial countries have
built up current account surpluses well beyond their capacity to
sustain capital outflows.

The implications for the U.S. are evident: we can satisfy
our propensity to export capital only if we help provide the
counterpart through rebuilding our current surplus.

The steady growth in earnings on foreign investment gives us
a head start on that job. A decline in foreign military spending
after Vietnam, and a more effective sharing or offsetting of our
remaining military burdens could also help. But, in my judgment,
a viable pattern will also require a sizagle trade surplus. We
are under no illusions that this necessary surplus can be rebuilt
quickly -- although we do expect some real progress next year.
Indeed, given the weight of the U.S. in the world economy and
the reluctance of other countries to see a sudden deterioration
in their own trade, it seems to me doubtful that there is any
feasible technique by which the United States could quickly restore
a trade surplus as large, say, as the average of almost $5.5 billion
a year from 1960 to 1965. To attempt to do so by depressing business

at home or by restrictive trade practices would be destructive of
the very goals we seek.

What we must do is restore and improve, in an orderly way,
our competitive position and remove the inflationary pressures from
the domestic economy, Our domestic and international goals coincide
in this respect. Achieving that end has proved even more difficult
than we anticipated. But you can be sure we plan to keep at it
until the job is done. At the same time, we have been working,
too, to make sure that our export effort is not unnecessarily
frustrated by inadequate export credit facilities or by tax distortions.

It does not seem to me inconsistent that, as we strive fer
an adequate trade and current account surplus, other developed
countries in Europe and Japan also maintain surpluses. It is

a matter of keeping these surpluses within range of their long-run
capacity or desire to invest abroad.
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I will resist the temptation to deal with these problems
of current account adjustment today, including all those interesting
proposals now under study in the IMF for introducing an element of
greater flexibility in our exchange rate system. But I would urge
that those concerned with capital markets recognize that international
investment can thrive only against a background of complementary

flows of trade. In seeking freedom for the former, we must not
neglect the latter.

I believe we can take some satisfaction in these closing weeks
of 1969. Markets are in a vastly better position than a year ago.
The main challenge is clear enough -- to deal with the inflationary
pressures in the United States. It has proved a tough, durable
opponent. But I believe we are making progress. I can assure
you that we are determined to achieve results, and are prepared to
take reasonable risks to get them.

Success in that endeavor will, in my judgment, be the best
possible augury we could have that we will maintain a favorable
climate for the further growth of the international capital market.



TREASURY DEPARTMENT

WASHINGTON, D.C.

December 4, 1969
FOR IMMEDIATE RELEASE

UNITED STATES AND AUSTRALIA TO DISCUSS REVISION
OF INCOME TAX TREATY

Representatives of the United States and Australia will
meet early in 1970 to discuss revision of the income tax
convention between the two countries, the Treasury announced
today.

‘ The existing tax treaty with Australia has been in force
since 1953. The negotiations are expected to deal with a
number of specific problems which have evolved out of the tax
law changes which have taken place since 1953, and out of
changes in economic relations between Australia and the
United States. Among the items likely to be discussed will
be the tax rules to be applied by one country to corporations
and residents of the other who derive royalties, interest,
income from activities on the continental shelf, and income
from a permanent establishment in the other country.

It is also expected that the 'Draft Double Taxation
Convention,'" published in 1963 by the Fiscal Committee of
the Organization for Economic Cooperation and Development
(OECD), will be considered in the course of the negotiations,
along with recent United States treaties with other industrial
countries, such as the treaty with France which went into
force in August 1968.

Persons having comments or suggestions to make
concerning the income tax treaty between the United States
and Australia should submit their views by January 5, 1970,
to Assistant Secretary of the Treasury Edwin S. Cohen,
United States Treasury Department, Washington, D.C. 20220,

o0o
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TREASURY DEPARTMENT /ef -J'V
Washington ‘

FOR RELEASE ON DELIVERY December 5, 1969

EXCERPTS OF ADDRESS OF THE HONORABLE
PAUL W. EGGERS
GENERAL COUNSEL OF THE TREASURY
AT THE DEDICATION OF THE CITIZENS TRUST COMPANY
ATLANTA, GEORGIA, DECEMBER 5, 1969
12 NOON (EST)

I come not as a banker, or even as an economist,
but as a public servant.

My own field has been the law, and at the United
States Treasury I am chiefly concerned with legal issues
as General Counsel.

But as a public servant I know the importance of
community action and of meaningful community services,
and that's why I'm so pleased and proud to take part
in the dedication of this bright new facility on the

Atlanta skyline.

The Citizens Trust Company is celebrating its fiftieth
year as a banking institution. Let me say that no bank
could be prouder of the services it has rendered down
through the past ten decades -- decades which have included,

as we all know, the best of times and the worst of times.

One reason Citizens Trust can be particularly proud

is that its very reason for existing has been service to
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its community. In recent years many men in public life
have talked anout the importance of community involvement
and achievement in business and industry. But Citizens
Trust has béen doing something about it for half a
century now, and this bright new skyscraper is testimony
to its brilliant Ssuccess.

As a lawyer I have seen, in private practice, men
and women from all walks of life and in all sorts of
trouble. Economic trouble is perhaps the most common
kind of trouble. Assets and liabilities are at the heart
of most disputes among citizens, just as they are a common
cause of a host of other difficulties.

But I have also seen what economic power can mean
to an individual, a corporation, a group of individuals.

I have seen the progress that has been achieved and the
good that has been accomplished by thousands of people
who wisely, and with good intentions, managed their assets

and operated within the framework of our free economic system.

This new building is symbolic of many things. First,
it is symbolic of what imaginative and intelligent men can

do with their resources in a dynamic and free society.
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Second, it is symbolic of the untold good that can
come of that imaginative leadership. Good so widespread
that we can never know its full effects on hundreds of
thousands of families, institutions, and communities.

Third, it is symbolic of the great progress made
here in the South.

I am a Texan as you know, and I'm very proud of my
state. Your sparkling city, however, has come to symbolize
for millions of Americans the tremendous vitality and
economic growth of the New South.

And, most importantly, that vitality has come to be
synonymous with economic equality of opportunity.

In sum, your bank stand: today as a shining symbol
of the best Americans are capable of achieving, for one
another and for their neighbors. And your bank is
symbolic of the economic justice which we are striving to

make a reality for all Americans.

At the United States Treasury, we are vitally
concerned with economic justice and equality of opportunity

both at home and abroad.
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As you know, the gap between the rich and the poor
is not merely a personal gap, here at home, serious as
that gap is. It is a world-wide problem involving all
the nations of the globe, free and enslaved. Thus, each
year the differences between the rich, mighty nations
and the poor, struggling nations, grow more Serious.

The task at the United States Treasury is to assist
in international arrangements and cooperation which will
help ease these differences. The President is moving on
many fronts to assist other nations to find their best
footing in a free market world, because he knows that the
awful price of failure is to have untold millions slip
behind a political system in which economic justice is a
meaningless slogan devised to hide such realities as
political oppression, religious persecution, and economic
slavery.

We have not always been successful even here at home,
and so we cannot expect overnight success throughout the
world. Our own resources of treasure, talent and time

are extensive, but limited.
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But occasions such as this tend to renew the spirit

of those who share our concern for nation-wide and world-

wide economic justice.

And I personally am confident that with the continued
involvement of distinguished men such as Mr. Milton, the
Citizens Trust Copmany will continue for yet another fifty
years -- and beyond -- to stand as a symbol for the best
that is in us, and as a real, tangible means for achieving

just and rapid economic progress here in Atlanta.

o0o



DEPARTMENT OF THE TREASURY
Washington, D. C.

FOR RELEASE UPON DELIVERY

REMARKS OF THE HONORABLE MURRAY L. WEIDENBAUM
ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY
BEFORE THE BUSINESS WEEK CONFERENCE ON MONEY AND THE CORPORATION
NEW YORK CITY
MONDAY, DECEMBER 8, 1969, 12:00 NOON, EST

1970: A YEAR OF TRANSITION

It seems appropriate at this time to review the prospects
for the American economy and governmental policy in the coming
year. Perhaps some perspective would furnish us a useful
prelude to our task.

With the decade of the 1970's just around the corner, the
economic situation is rather different from that of a decade
ago. To those who can recall what now seems almost ancient
American history, then there was concern over slow growth and
the "gap'" between actual and potential output. Now there is
a certain satisfaction in knowing -- or hoping -- that slow
growth may have finally created a gap, after too long a period
of excess demand and mounting inflationary pressure.

We are, so to speak, approaching the problem of achieving
steady growth from a different direction. As we are finding,
getting onto a noninflationary path from above is not quite
as easy a task as coming up from below. So far as I can recall,

there is no exact parallel in our previous economlcC experience.

K-293



There have been quite a few crash landings after soaring too
high but no gradual glides back onto the original flight path.
Now, almost a year after the changing of the guard in
Washington, what is the verdict on gradualism -- or impercepti-
bilism as one of my colleagues has termed 1it? I guess we would
have to say that the jury 1s still out. It seems clear to me
that the right course was chosen, in the sense of neither aiming
for recession nor accepting an escalating inflation. The growth
of output has been slowed down just about as expected. Visible
sign of relief from rising costs and prices is yet to come.
But it was always known that this would be late in the game.
Although some of us seem to have forgotten, wholesale prices
occupy a prominent place in the array of coincident indicators,
those economic series that do not show a significant change in
direction until the economy as a whole has altered its path.
While I am on that subject, let me point out that business
plant and equipment outlays are a lagging indicator of future
economic developments. Although I will let someone else draw
the moral of the tale, the historical record certainly shows
that business in general has an uncanny knack of reaching
a peak in new capital investments sometime after the under-
lying market has softened. You may want to recall that the

next time you comment on our lack of perfection in making

forecasts of the government's budget.
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Here are a few other statistical series that are laggards
in the economic process: inventories, unit labor costs, interest
rates on residential mortgages, interest rates on short-term
business loans, the volume of consumer installment debt, and
the amount of commercial and industrial loans outstanding. We
need to keep these basic relationships in mind as we examine
current statistical reports on the progress of the Administra-
tion's anti-inflation program.

The Economic Outlook

What is the outlook for 19707 As I see it, 1970 will be

a year of transition. Basically, 1970 will be the year of

transition to a less inflationary environment. I expect the

inflation rate to show a clearly downward pattern during the
course of the year -- six percent rates of inflation should be
a thing of the past.

In technical economics, this means that each quarter's
increase in the GNP price deflator will generally be less than
that registered in the preceding quarter. I use the term
"generally" advisedly; the odd way we measure the government
sector in the GNP accounts may make for an upward '"blip" in
one quarter of the year.

1970 will also be a year of transition to a more peace-

time economy. A significant decline has been occurring in 1369

in the key 'leading" indicators of military demand -- the
statistical series which foreshadow actual Defense Department

expenditures in 1970. 7Total Department of Defense obligations --



which cover commitments made for government payroll as well
as orders for work to be performed in the private sector --
are now running at an annual rate which is $5.4 billion lower
than in 1968. Military prime contract awards to American
business firms are running $6.8 billion lower than in 1968.
Let me emphasize: there has been an absolute decline, not just
a slower rate of increase.

Of perhaps even greater interest, when we convert these
numbers on military demand to real terms -- by eliminating the
price effects in order to estimate the change in the physical
volume of resources being devoted to military purposes -- we
find that the defense sector now is making no greater claims
on the output of the American economy than it did before the
Vietnam War. This is the best economic evidence that 1 can
find of the major extent to which we as a Nation are shifting

to a more peacetime economy.

1970 will also be a year of transition to a lower rate

of Federal income taxation. It is hardly surprising that the
winding down of the United States commitment in Vietnam 1is
accompanied by the phase-out of the income tax surcharge.
That does not mean that I am about to clap my hands and
stamp my feet in glee at the recent action on the tax bill in
the Congress.

Tax reduction is obviously a popular activity.

But it needs to be considered in connection with the long-run
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expenditure commitments that the Government is making at the
same time.

I am reminded of a dialogue which was popular during the
heyday of the New Economics:

"How are you going to pay for all of those new expendi-
ture programs?"

"Why with the tax cuts we are making."

I believe that we will be hearing more about tax and
fiscal actions, even if the tax bill is enacted into law in
its present form. Certainly the less fiscal restraint that
we can achieve, the longer I would expect monetary policy to
remain tight.

On this note, I would like to offer a few observations
on fiscal policy. As in most walks of life, there are fads and
fashions in economics. Just a few years ago, it seemed that
fiscal policy was all that mattered; monetary considerations
were largely ignored.

At present the pendulum of economic thinking is in danger
of swinging to the opposite extreme. Money does matter, but
I include government money when I make that statement. We
cannot blithely exclude from our calculations a public sector
of $200 billion annual volume. Even in an economy rapidly
approaching the trillion dollar mark, financing a budget

deficit -- in sharp contrast to achieving a surplus -- would



put considerable strain on already very tight money markets.
Neither do I think that the effects on already high interest
rates would be trivial.

We have too few effective policy tools to be in a position
to abandon any. In using both fiscal and monetary policies
there is much to be said for moving toward budget surpluses
and lower interest rates. This should be conducive to a higher
rate of capital formation and more rapid economic growth.

Tax Policy

To be an advocate of fiscal policy does not require that
we necessarily agree with every fiscal action being taken or
contemplated. Perhaps I will be forgiven if I take this oppor-
tunity to offer a few personal remarks on the course of the
current tax bill.

I happen not to be one of those who contend that the
Congress is irresponsible. I think that they are quite respon-
sible. If they cut taxes enough and increase expenditures
enough, they can even be responsible for generating another
round of inflationary pressures.

I may not agree with that course of action but, as an
economic adviser, I respect the power of governmental decision-
makers. If the Congress thinks that the country needs weaker
fiscal policy, then it can probably legislate that. It will

also probably mean that -- in order to continue to dampen
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down inflationary pressures -- the Nation will experience
tighter monetary conditions than we would have otherwise.

A little perspective is useful here, too. As I look
backward at the record of decision-making on fiscal policy in
recent decades, I see a great many and variety of actions.

In a sense, it is like examining an economy in the course of

a business cycle. We see a myriad of currents, many of which
are going counter to the main stream, with different twists
and turns, and with a basic pattern emerging only in the light
of long-term historical perspective.

There are striking similarities when we examine the current
tax bill. Some provisions raise revenues, while others reduce
the Government's income. Some sections close or reduce loop-
holes, and others add or widen special benefits. What is the
main thrust? Before we satisfy ourselves with any easy or
obvious answers, I would like to point out that it has been
customary for the Congress to consider and act on 3 number of

tax bills over a period of a year or two, and not all of them

seem to have been motivated by the same economic or soclal
philosophy.
Hence, I would not be at all surprised if -- even assuming

that a tax bill somewhere along the lines of recent Senate
action is ultimately passed into law -- next year the Congress
will be considering additional tax legislation, perhaps of

a somewhat different nature.



I offer these observations as a long-term student of
public finance who is looking simultaneously at both sides
of the budget -- at the expenditure consequences of the pro-
gram and appropriation decisions that the Congress appears to
be making and the revenues that are likely to be forthcoming.
On that basis, even after making allowance for the expected
reductions in Vietnam expenditures, it is hard to avoid the
conclusion that some additional fiscal legislation will be
necessary.

Perhaps the traditional Presidential messages in January --
on the state of the union, the budget, and the economy -- will
provide the necessary information for a more informed public
discussion of the role and operations of a public sector in

a modern economy.

Conclusion

As you may have surmised, I am hardly forecasting that
1970 will be the time when we enter the economic Valhalla.
I do believe that it will be and certainly can be that very
necessary period when we finally overcome the Vietnam-induced
inflation that has been plaguing our economy for over four years.

If we maintain the necessary resolve to continue the
current stance of economic restraint, then the policies of the
Administration will both contain the current inflation and lay
the necessary foundations for a period of rapid real growth in

employment, production, and living standards.
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I would like to conclude with a quotation from a well-
known Twentiety-Century economist.

"No one can be certain of anything in this
age of flux and change. Decaying standards of life
at a time when our command over the production of
material satisfactions is the greatest ever, and
a diminishing scope for individual decision and
choice at a time when more than before we should
be able to afford these satisfactions, are sufficient
to indicate an underlying contradiction in every
department of our economy. No plans will work for
certain in such an epoch. But if they palpably fail,
then, of course, we and everyone else will try some-
thing different."

"Preserving all due caution in our own activities,
the job for us is to get through the next five
years in conditions which are favourable and not
unfavourable to the restoration of our full pro-
ductive efficien¢y and strength of purpose, of our
prestige with others and of our confidence in our-
selves. We shall run more risk of jeopardising the
future if we are influenced by indefinite fears
based on trying to look ahead further than any one
can see''.

"We shall do well not to fear the future too much.”
That passage is taken from the concluding section of the
last article, published over 23 years ago, by John Maynard

Keynes.

o0o



UNITED STATES SAVINGS BONDS ISSUED AND REDEE
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TREASURY DEPARTMENT

WASHINGTON, D.C.
FOR RELEASE 6:30 P.M.,

fonday, December 8, 1969.

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury

»ills, one series to be an additional issue of the bills dated September 11, 1969, and

the other series to be dated December 11, 1969, which were offered on December 3, 1969,

were opened et the Federal Reserve Banks today. Tenders were invited for $1,800,000, 000,

r thereabouts, of 9l-day bills and for $1,200,000,000, or thereabouts, of 182-day
yills. The details of the two series are as follows:

ANGE OF ACCEPTED 9l-day Treasury bills : 182-day Treasury bills
JOMPETITIVE BIDS: maturing March 12, 1970 maturing June 11, 1970
Approx. Equiv. Lpprox. Equiv.

Price Annual Rate : Price Annual Rate

High 98.068 o/ 7.643% : 96.076 b/ TT1T58%

Low 98.041 7.750% : 96.032 7.849%
Average 98.053 . 7.702$ 1/ : 96.055 7.805% 1/

a/ Excepting 2 tenders totaling $324,000; b/Excepting 3 tenders toteling $7,000
66% of the amount of 9l-day bills bid for at the low price was accepted
9% of the amount of 182-day bills bid for at the low price was accepted

OTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted : Applied For Accepted
Boston $ 39,597,000 % 29,597,000 : 8,834,000 3 8,834,000
New York 1, 741,402,000 1,234,802,000 : 1,548,418,000 803,368,000
Philadelphia 42,699,000 27,699,000 27,154,000 16,025,000
Cleveland 68,118,000 53,118,000 : 46,000,000 46,000,000
Richmond 17,488,000 17,488,000 . 23,400,000 17,580,000
Atlanta 48,598, 000 45,598,000 56,643,000 50,642,000
Chicago 149,077,000 149,043,000 ; 144,877,000 101,877,000
St. Louis 52,047,000 49,047,000 ; 37,370,000 29,815,000
Minneapolis 15,019,000 15,019,000 10,224,000 10, 224,000
Kansas City 25,179,000 35,179,000 ; 40,882,000 38,192,000
Dallas 30,305,000 23,305,000 : 25,612,000 19,312,000
Sen Francisco 140,783,000 120,443,000 : 127,887,000 58, 424, 000
TOTALS $2,320,312,000 $1,800,338,C00 ¢/ $2,027,301,000 1,200,295, 000

Includes $407, 158,000 noncompetitive tenders accepted at the average pI‘Z:LCQ of 9{\3.
Includes $289, 784,000 noncompetitive tenders gccepted at the average price of 88.

These rates are on & bank discount basis. Ta2 equivelent coupon issue yields are
7.96% for the 9l-day bills, and g8.24% for the 182-day bills.
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TREASURY. DEPARTMENT

WASHINGTON, D.C.
December LU, LYbY

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
$3,000,000,000, or thereabouts, for cash and in exchange for
Treasury bills maturing December 18,1969, 1in the amount of
$2,901,799,000, as follows:

91-day bills (to maturity date) to be issued December 18, 1969,
in the amount of $1,800,000,000, or thereabouts, representing an
additional amount of bills dated September 18, 1969, and to
mature March 19, 1970, originally issued in the amount of
$1,200,698,000, the additional and original bills to be
freely interchangeable.

182-day bills, for $1,200,000,000, or thereabouts, to be
dated December 18, 1969, and to mature June 18, 1970.

The bills of both series will be issued on a discount basis under
competitive and noncompetive 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, December 15, 1969. 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 received
without deposit from incorporated banks and trust companies and from
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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 Eompany.

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 Secre tary 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 aceepted 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 December 18, 1969, in
cash or other immediately available funds or in a like face amount
of Treasury bills maturing December 18, 1969. 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, inherf<-ance, 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 18 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 1s 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. Copiles of the circular may be obtained
from any Federal Reserve Bank ofoBranch.
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TREASURY DEPARTMENT
Washington, D.C.

STATEMENT BY THE HONORABLE EUGENE T. ROSSIDES
ASSISTANT SECRETARY OF THE TREASURY

for
ENFORCEMENT AND OPERATIONS
before the

HOUSE BANKING AND CURRENCY COMMITTEE
WEDNESDAY, DECEMBER 10, 1969, at 10:00 A.M.

Mr. Chairman and Members of the Committee.

The Treasury Department appreciates the opportunity
to comment on H.R. 15073, which is designed to prevent
the use of foreign bank accounts for illegal purposes by

U.S. citizens and residents. The bill would accomplish

this:
--by requiring U.S. banks to copy checks and
certain other instruments and maintain certain
records;

--by requiring U.S. financial institutions and
persons dealing with them to report certain U.S.

currency transactions to the Treasury;
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--by requiring persons importing or exporting
substantial amounts of U.S. currency to furnish
reports to the Treasury; and

--by requiring citizens, residents, and persons

doing business in this country to report certain

transactions with foreign financial agencies

which do not make their records available to

U.S. authorities.

The bill provides that the detailed requirements are to
be promulgated by the Secretary of the Treasury.

To summarize our position, the Treasury fully
supports the sbjective of H,R. 15073 to deal with secret
foreign accounts which aid tax evasion and other violations
of United States laws. We feel, however, that the bill
goes too far and that additional work is required to
determine the best way to achieve this objective without
hampering the free flow of international commerce, without
creating unaue cost and administrative.burdens on both
the private sector and government, while preserving the
traditional freedoms of American life, and the status

of the dollar as the major transactions currency
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and reserve currency of the world. We believe that
measures can be developed which would not create these
problems and which would be effective in helping us
fight tax evasion and other criminal activities of
United States citizens and residents.

To some extent because of bank secrecy laws, we
are unable to offer any precise estimates as to the
extent to which U.S. citizens and residents use foreign
bank accounts and the magnitude of the tax evasion and
other criminal violations shielded by such bank accounts.
I can'say, however, that the Treasury regards any
evasion as serious even if the total amount involved
is not large.

Two areas of special concern to the Treasury are
the use of foreign bank accounts by those involved in
smuggling narcotics into the United States and by
organized crime generally. The Treasury has given two
programs the highest priority:

1. Prevention of the smuggling of narcotics,



marijuana, and other contraband drugs into
the United States; and

2. The fight against organized crime.

If information could be obtained about such accounts,
it would be of great help in our efforts to stop
smuggling of narcotics into the United States and our
general efforts against organized crime. A number of
narcotics smuggling financings have been traced to some
of these foreign banks. Participants in organized crime
frequently evade taxes and the prosecution of such
evasion is often the only practical means to attack such
crime.

I understand that the Securities and Exchange
Commission will testify on the use of foreign bank accounts
in connection with securities law violations. I will not
discuss that aspect of the problem other than to indicate
that the Treasury feels that the protection to the
investor provided by disclosure, insider trading, anti-
manipulation and other ru