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The Department of the TREASLIRY H\\l] EW%

VASHINGTON, D.C. 20220 TELEPHONE W04-2041

For Immediate Release January 3, 1972

FREDERIC W. HICKMAN NAMED

DEPUTY ASSISTANT SECRETARY OF TREASURY FOR TAX POLICY

Secretary of the Treasury John B. Connally today
announced the appointment of Frederic W. Hickman, a Chicago,
I11. tax attorney, as Deputy Assistant Secretary of the
Treasury for Tax Policy.

Mr. Hickman will serve as deputy to Assistant Secretary

Edwin S. Cohen. He replaces John S. Nolan of Washington, D.C.,

who has resigned.

Mr. Hickman, 44, was a law partner in the firm of Hopkins,
Sutter. Owen, Mulroy & Davis, and has been engaged in the
private practice of law for twenty years. A graduate of
Harvard College and Harvard Law School, he received his A.B.
degree cum laude in 1948, and his LL.B. degree magna cum
1aude in 1951. Mr. Hickman was one of the principal authors
of the new Illinois state income tax law adopted in 1969.

He is a member of the Section of Taxation of the American

Bar Association, and also holds membership in the Illinois
and Chicago Bar Associations.
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His professional and business affiliatiens include
memberships in the Law Club of Chicago, the Legal Club of
Chicage, the Harvard Club of Chicago, the Cliff Dwellers, and
the Union League Club of Chigago.

My. and Mrs. Hickman, the former Katherine Heald of
River Forest, 11l., have two daughters, Mary Elizabeth (6)

and Sara (4). Mr, Hickman is a native of Sioux City,

Towa,
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The Department of the [REASURY

WASHINGTON, D.C. 20220 TELEPHONE W04-2041

NEWS

ATTENTION: FINANCIAL EDITOR

FOR RELEASE 6:30 P.M.,
Monday, January 3, 1972,

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 October 7, 1971 , and
the other series to be dated January 6, 1972 , which were offered on December 28, 1971

were opened at the Federal Reserve Banks today.

or thereabouts, of 9l-day bills and for $1,600,000,000, or thereasbouts, of
The details of the two series are as follows:

bills.

RANGE OF ACCEPTED
COMPETITIVE BIDS:

91-day Treasury bills
maturing April 6, 1972

Tenders were invited for $2,300,000,000,

182-day

182-day Treasury bills
maturing July 6, 1972

Approx. Equiv.

Approx. Equiv.

Price Annual Rate Price Annual Rate
High 99.067 a/ 3.691% 97.978 4.000%
Low 99,046 3.774% : 97.935 4,085%
Average 99.056 3.735% 1/ : 97.956 4.043% 1/
a/ Excepting 1 tender of $500,000
16% of the amount of 91-day bills bid for at the low price was accepted
87% of the amount of 182-day bills bid for at the low price was accepted

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted

Boston $ 18,265,000 $ 8,265,000
New York 3,036,675,000 1,911,075,000
Philadelphia 11,705,000 11,705,000
Cleveland 27,565,000 27,565,000
Richmond 12,360,000 12,360,000
Atlanta 34,490,000 24,810,000
Chicago 213,260,000 109,060,000
St. Louis 52,525,000 47,025,000
Minneapolis 30,370,000 19,370,000
Kansas City 37,075,000 30,075,000
Dallas 36,160,000 16,320,000
San Francisco 108,870,000 82,570,000

TOTALS

Applied For Accepted
$ 13,695,000 3,695,000
2,209,690,000 1,400,840,000
4,510,000 4,510,000
18,360,000 13,360,000
2,600,000 2,600,000
20,535,000 8,535,000
136,825,000 57,825,000
20,480,000 15,980,000
25,115,000 15,125,000
19,335,000 13,335,000
29,765,000 7,765,000
273,140,000 56,730,000

$3,619,320,000 $2,300,200,000 b/ $2,774,050,000

$1,600,300,000 ¢/

9/ Includes $ 204,345,000 noncompetitive tenders accepted at the average price of 99,058
Includes $ 87,975,000 noncompetitive tenders accepted at the average price of 97.958

1/ These rates are on a bank discount basis.

3.83 % for the

The equivalent coupon issue yields are
91-day bills, and 4,720% for the 182-day bills.



The Department of theTRfASUR? h\\ﬂ EW%

WASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE January 4, 1972

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
$3,900,000,000, or thereabouts, for cash and in exchange for Treasury

bills maturing January 13, 1972, in the amount of $3,902,405,000,
as follows:

91 -day bills (to maturity date) to be issued January 13, 1972
in the amount ofiﬁ,BO0,000,000, or thereabouts, representing an
additional amount of bills dated October 14,1971, and to mature
April 13, 1972 (CUSIP No. 912793 MW3) originally issued in
the amount of $1,601,210,000, the additional and original bills to be
freely interchangeable.

182 - day bills, for $1,600,000,000, or thereabouts, to be dated
January 13,1972, and to mature  July 13, 1972
(CUSTP No. 912793 NU6). ‘ '

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 $10,000,
815,000, $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, January 10, 1972. Tenders will not be received
at the Treasury Department, Washington. Each tender must be for a
minimum-of $10,000. Tenders over $10,000 must be in multiples of
$5,000. 1In 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
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submit tenders except for their own account. Tenders will be received
without deposit from incorporated banks and trust companies and from
responsible and recognized dealers in investment securities. Tenders
from others must be accompanied by payment of 2 percent of the face
amount of Treasury bills applied for, unless the tenders are accompanied

by an express guaranty of payment by an incorporated bank or trust
company,

Immediately after the closing hour, tenders will be opened at the
Federal Reserve Banks and Branches, following which public announcement
will be made by the Treasury Department of the amount and price range
of accepted bids. Only those submitting competitive 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 January 13, 1972,
in cash or other immediately available funds or in a like face amount of
Treasury bills maturing January 13, 1972. 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.

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 considered to accrue when the bills are sold, redeemed or otherwise
disposed of, and the bills are excluded from consideration as capital
assets. Accordingly, the owner ¢f Treasury bills (other than life
insurance companies) issued hereunder must include in his income tax
return, as ordinary gain or loss, the difference between the price paid
for the 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.

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 or Branch.
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The Department of theTREASUR y N Ew

WASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE JANUARY 7, 1972

INDUSTRIAL PAYROLL SAVINGS COMMITTEE MEETS JANUARY 13
WITH TREASURY SECRETARY JOHN B. CONNALLY

The U. S. Industrial Payroll Savings Committee, comprising
leading executives of American business and industry, meets in
Washington on January 13 with Secretary of the Treasury John B.
Connally and other top Treasury officials, to recognize contri-
butions of the Committee in topping its 1971 campaign goal by
14 percent and to plan the 1972 program.

Donald J. MacNaughton, Chairman and Chief Executive
Officer, The Prudential Insurance Co., of America, Newark, N.J.,
is to be installed as 1972 Committee Chairman., He succeeds
B. R. Dorsey, President, Gulf 0il Corp., Pittsburgh, Pa,

Members of the 1971 Committee -- working in various indus-
trial and geographic sectors of the nation ~- achieved 114 per-
cent of the year's goals by enrolling 2,509,968 employees as
new Payroll Savers or as regular savers increasing their allot-
ments. Within Committee member companies, 808,749 new savers
or increased allotments helped swell the totals, The Committee
was responsible for securing $3.85 billion worth of Bond

purchases,

Paul A, Volcker, Under Secretary of the Treasury for
Monetary Affairs, opens the Committee meeting in the Department
of State Diplomatic Functions Suite. Mr. Dorsey is to preside.
A reception is scheduled for 11:45 with luncheon at 12:30,

In addition to Secretary Connally, speakers include Jesse
L. Adams, Acting National Director of the Treasury's U. S,
Savings Bonds Division and Mr. MacNaughton,

Lists of 1971 and 1972 Committee members are attached.

o0o
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U. S. INDUSTRIAL PAYROLL SAVINGS COMMITTEE

Ex Officio General Chairman

Honorable John B. Connally
Secretary of the Treasury

1971 Chairman
B. R. Dorsey
President

Gulf 0il Corp.
Pittsburgh, Pa.

1963-1970 Chairmen
Gordon M. Metcalf
Chairman of the Board
Sears, Roebuck and Co.
Chicago, Ill.

( 1970 Chairman )

James M, Roche

Past Chairman of the Board
General Motors Corp.
Detroit Mich.

( 1969 Chairman )

William P. Gwinn
Chairman

United Aircraft Corp.
East Hartford, Conn.
( 1968 Chairman )

Daniel J. Haughton
Chairman of the Board
Lockheed Aircraft Corp.
Burbank, Cal.

( 1967 chairman )

Lynn A. Townsend
Chairman of the Board
Chrysler Corp.
Detroit, Mich.

( 1966 Chairman )

1971 MEMBERS

Dr. Elmer W. Engstrom

Past President and Chief
Executive Officer

RCA Corp.

New York, N.Y.

( 1965 Chairman )

Frank R. Milliken
President

Kennecott Copper Corp.
New York, N.Y.

( 1964 Chairman )

Harold S. Geneen

Chairman and President

International Telephone and
Telegraph Corp.

New York, N.Y.

( 1963 Chairman )

Geographic Members
William P. Coliton

President
Western Maryland Railway Co.

Baltimore, Md.
( BALTIMORE )

Gerhard D. Bleicken
Chairman of the Board and
Chief Executive Officer
John Hancock Mutual Life Insurance
Boston, Mass.
( BOSTON )

Gerald C. Saltarelli
Chairman and President
Houdaille Industries, Inc.
Buffalo, N.Y.

( BUFFALO )



Robert S.
Chairman
Borg-Warner Corp.
Chicago, I11.

( CHICAGO )

Ingersoll

Francis L. Dale
President and Publisher
Cincinnati Enquirer, Inc.
Cincinnati, Ohio

( CINCINNATI )

William H. Wilson

Past President and Chief
Executive Officer

Addressograph Multigraph Corp.

Cleveland, Ohio

( CLEVELAND )

William H. Seay

President

Southwestern Life Insurance Co.
Dallas, Tex.

( DALLAS )

Robert K. Timothy
President
Mountain Bell
Denver, Colo.

( DENVER )

William V. Luneburg

President and Chief Operating
Officer :

American Motors Corp.

Detroit, Mich.

( DETROIT )

E. Clayton Gengras
Chairman

Security Corp.
Hartford, Conn.

( HARTFORD )

N. W. Freeman
Chairman and President
Tenneco Inc.

Houston, Tex.
( HOUSTON )

David K. Easlick

President

Indiana Bell Telephone Co.,
Indianapolis, Ind.

( INDIANAPOLIS )

Inc.

Charles H. Kellstadt

Chairman of the Board and
Chief Executive Officer

General Development Corp.

Miami, Fla.

( MIAMI )

Robert V. Krikorian
President

Rex Chainbelt Inc.
Milwaukee, Wis,

( MILWAUKEE )

J. P. McFarland

Chairman of the Board and
Chief Executive Officer

General Mills, Inc.

Minneapolis, Minm.

( MINNEAPOLIS )

Donald S. MacNaughton

Chairman and Chief Executive
Officer

The Prudential Insurance Co.
of America

Newark, N.J.

( NEW JERSEY )

G. Frank Purvis, Jr.
President and Chief
Executive Officer
Pan American Life Insurance Co.
New Orleans, La.

( NEW ORLEAKS )



J. P. McFarland

Chairman of the Board and
Chief Executive Officer

General Mills, Inc.

Minneapolis, Minn.

( MINNEAPOLIS )

Richard B. Sellars

President -Worldwide and Chairman
of the Executive Committee

Johnson and Johnson

New Brunswick, N.J.

( NEW JERSEY )

G. Frank Purvis, Jr.
President and Chief
Executive Officer
Pan American Life Insurance Co.
New Orleans, La.
( NEW ORLEANS )

David L. Yunich

Vice Chairman

R. H. Macy and Co., Inc.
New York, N.Y.

( NEW YORK )

William C. Musham

President and Chief
Executive Officer

I-T-E Imperial Corp.

Philadelphia, Pa.

( PHILADELPHIA )

Edgar B. Speer

President

United States Steel Corp.
Pittsburgh, Pa.

( PITTSBURGH )
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David S, Lewis

Chairman and Chief
Executive Officer

General Dynamics Corp.

St. Louis, Mo.

( ST. LOUIS )

Rudolph J. Drews

Chairman of the Board and
Chief Executive Officer

Foremost -McKesson, Inc.

San Francisco, Cal.

( SAN FRANCISCO )

James G. McCurdy

Chairman of the Board

Lockheed Shipbuilding and
Construction Co.

Seattle, Wash.

( SEATTLE )

Joseph B. Danzansky

President and Chief
Executive Officer

Giant Food Inc.

Landover, Md.

( WASHINGTON, D.C. )

Industry Members

James R. Kerr

President and Chief
Executive Officer

Avco Corp.

Greenwich, Conn.

( AEROSPACE )

Samuel L. Higginbottom
President

Eastern Air Lines, Inc.
Miami, Fla,

( AIR TRANSPORTATION )



Dr. James C. Hodge

Chairman and Chief
Executive Officer

The Warner and Swasey Co.

Cleveland, Ohio

( INDUSTRIAL EQUIPMENT )

Richard R.
President
Metropolitan Life Insurance Co.
New York, N.Y.
( INSURANCE )

Shinn

Henry H. Henley, Jr.
President

Cluett, Peabody and Co., Inc.
New York, N.Y.

( MEN'S APPAREL )

C. Jay Parkinson

Past Chairman

The Anaconda Co.

New York, N.Y.

( NON-FERROUS METALS )

C. Peter McColough
Chairman and Chief
Executive Officer
Xerox Corp.
Stamford, Conn.
( OFFICE AND COMPUTER
EQUIPMENT )

A. H. Aymond

Chairman and Chief
Executive Officer

Consumers Power Co.

Jackson, Mich.

( PUBLIC UTILITIES )

-4 -

Downing B. Jenks

President

Missouri Pacific Railroad Co.
St. Louis, Mo.

( RAILROADS )

Harry B. Cunningham
Chairman of the Board

S. S. Kresge Co.
Detroit, Mich.

( RETAIL MERCHANDISING )

J. Ward Keener
Chairman of the Board
The B. F. Goodrich Co.
Akron, Ohio

( RUBBER )

The Honorable Linwood Holton
Governor

Commonwealth of Virginia
Richmond, Va.

( STATE GOVERNMENTS )

Stewart S. Cort
Chairman

Bethlehem Steel Corp.
Bethlehem, Pa.

( STEEL )

John D. deButts

Vice Chairman of the Board

American Telephone and
Telegraph Co.

New York, N.Y.

( TELECOMMUNICAT IONS )

Charles F. Myers, Jr.

Chairman
Burlington Industries, Inc.
Greensboro, N.C.

( TEXTILES )



U. S. INDUSTRIAL PAYROLL SAVINGS COMMITTEE
1972 MEMBERS

Ex Officio General Chairman
Honorable John B. Connally
Secretary of the Treasury

1972 Chairman
Donald S. MacNaughton
Chairman and Chief Executive
Officer
The Prudential Insurance
Co. of America
Newark, N.J.

1963-1971 Chairmen
B. R. Dorsey
President

Gulf 0il Corp.
Pittsburgh, Pa.

( 1971 Chairman )

Gordon M. Metcalf
Chairman of the Board
Sears, Roebuck and Co.
Chicago, Ill.

( 1970 Chairman )

James M. Roche

Past Chairman of the Board
General Motors Corp.
Detroit, Mich.

( 1969 Chairman )

William P. Gwinn
Chairman

United Aircraft Corp.
East Hartford, Conn.
( 1968 cChairman )

Daniel J. Haughton
Chairman of the Board
Lockheed Aircraft Corp.
Burbank, Cal.

( 1967 Chairman )

Lynn A. Townsend
Chairman of the Board
Chrysler Corp.
Detroit, Mich.

( 1966 Chairman )

Dr. Elmer W. Engstrom

Past President and Chief
Executive Officer

RCA Corp.

New York, N.Y.

( 1965 Chairman )

Frank R. Milliken
President

Kennecott Copper Corp.
New York, N.Y.

( 1964 Chairman )

Harold S. Geneen

Chairman and President

International Telephone and
Telegraph Corp.

New York, N.Y.

( 1963 Chairman )

Geographic Members

William P. Colton

President

Western Maryland Railway Co.
Baltimore, Md.

( BALTIMORE )

Gerhard D. Bleicken

Chairman of the Board and
Chief Executive Officer

John Hancock Mutual Life
Insurance Co.

Boston, Mass.

( BOSTON )



Robert C. Gunness Arthur E. Smith
President Chairman of the Executive Committe
Standard 0il Co. (Indiana) United Aircraft Corp.
Chicago, Ill. East Hartford, Conn.
( CHICAGO ) ( HARTFORD )
Francis L. Dale Herbert J. Frensley
President and Publisher President and Chief
Cincinnati Enquirer, Inc. Executive Officer
Cincinnati, Ohio Brown and Root, Inc.
( CINCINNATI ) Houston, Tex.
( HOUSTON )

Willis B. Boyer
President and Chief Charles A. Barnes

Executive Officer ' President and Chief
Republic Steel Corp. Executive Officer
Cleveland, Ohio P. R. Mallory and Co., Inc.
( CLEVELAND ) Indianapolis, Ind.

( INDIANAPOLIS )
William H. Seay

President Justin Dart
Southwestern Life Chairman and President
Insurance Co. Dart Industries, Inc.
Dallas, Tex. Los Angeles, Cal.
( DALLAS ) ( LOS ANGELES )
Robert K. Timothy Charles H. Kellstadt
President Chairman of the Board and
Mountain Bell Chief Executive Officer
Denver, Colo. General Development Corp.
( DENVER ) Miami, Fla.
( MIAMI )
Kenneth J. Whalen
President and Chief Executive Robert V. Krikorian
Officer President
Michigan Bell Telephone Co. Rex Chainbelt, Inc.
Detroit, Mich. Milwaukee, Wis.

( DETROIT ) ( MILWAUKEE )
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David L. Yunich

Vice Chairman

R. H. Macy and Co., Inc.
New York, N.Y.

( NEW YORK )

Edward J. Dwyer
Chairman of the Board
ESB Inc.
Philadelphia, Pa.

( PHILADELPHIA )

Roger S. Ahlbrandt
Chairman of the Board and

Chief Executive Officer
Allegheny Ludlum Industries, Inc.
Pittsburgh, Pa.
( PITTSBURGH )

Robert C. Krone
Corporate Vice

President -- Personnel
McDonnell Douglas Corp.
St. Louis, Mo,
( ST. LOUIS )

Edgar F. Kaiser
Chairman of the Board
Kaiser Industries Corp.
Oakland, Cal.

( SAN FRANCISCO )

James G. McCurdy

Chairman of the Board

Lockheed Shipbuilding and
Construction Co.

Seattle, Wash,

( SEATTLE )

Milton L. Elsberg
President

Drug Fair
Alexandria, Va.

( WASHINGTON, D.C. )

Industry Members

James R. Kerr

President and Chief
Executive Officer

Avco Corp.

Greenwich, Conn.

{ AEROSPACE )

Harding L. Lawrence
Chairman of the Board
Braniff International
Dallas, Tex.

( AIR TRANSPORTATION )

Lee A. Iacocca
President

Ford Motor Co.
Dearborn, Mich.
( AUTOMOTIVE )

William I. Spencer
President

First National City Bank
New York, N.Y.

( BANKING )

J. F. Forster

Chairman of the Board and
Chief Executive Officer

Sperry Rand Corp.

New York, N.Y.

( ELECTRICAL EQUIPMENT )

Oscar G. Mayer
Chairman of the Board
Oscar Mayer and Co.
Madison, Wis.

( FOOD MANUF ACTURING )

General Lauris Norstad
Chairman of the Board

Owens -Corning Fiberglas Corp.
Toledo, Ohio

( GLASS MANUFACTURING )



Lee A. Tacocca
President

Ford Motor Co.
Dearborn, Mich.
( AUTOMOTIVE )

William I. Spencer
President

First National City Bank
New York, N.Y.

( BANKING )

C. B. McCoy

Chairman and President

E. I. duPont de Nemours
and Co., Inc.

Wilmington, Del.

( CHEMICALS )

Melvin C. Holm

Chairman of the Board
Carrier Corp.

Syracuse, N.Y.

( ELECTRICAL EQUIPMENT )

Robert W. Sarnoff
Chairman of the Board
RCA Corp.

New York, N,Y.

( ELECTRONICS )

William A. Buzick, Jr.

Chairman and Chief
Executive Officer

Consolidated Foods Corp.

Chicago, Ill.

( FOOD MANUF ACTURING )

General Lauris Norstad
Chairman of the Board

Owens -Corning Fiberglas Corp.
Toledo, Ohio

( GLASS MANUFACTURING )
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William A. Marquard

President and Chief
Executive Officer

American Standard, Inc.

New York, N.Y.

( INDUSTRIAL EQUIPMENT )

Richard R. Shinn

President

Metropolitan Life Insurance Co.
New York, N.Y.

( INSURANCE )

Henry H. Henley, Jr.
President

Cluett, Peabody and Co., Inc.
New York, N.Y.

( MEN'S APPAREL )

Leo Jaffe
President

Columbia Pictures Industries, Inc

New York, N.Y.
( MOTION PICTURES )

C. Jay Parkinson

Past Chairman

The Anaconda Co.

New York, N.Y.

( NON-FERROUS METALS )

Frank T. Cary
President

International Business Machines Co

Armonk, N.Y.
( OFFICE AND COMPUTER EQUIPMENT )

Karl R. Bendetsen
Chairman of the Board
U. S. Plywood-Champion Papers Inc
New York, N.Y.
( PAPER )
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R. 0. Andersen William R. Roesch
Chairman of the Board Chairman and President
Atlantic Richfield Co. Jones and Laughlin Steel Corp.
New York, N.Y. Pittsburgh, Pa.
( PETROLEUM ) ( STEEL )
A, H. Aymond Robert D, Lilley
Chairman and Chief Executive Vice President
Executive Officer American Telephone and Telegraph Co.
Consumers Power Co. New York, N.Y.
Jackson, Mich, ( TELECOMMUNICATIONS )

( PUBLIC UTILITIES )
Charles F. Myers, Jr. Chairman

Hays T. Watkins, Jr. Chairman
President and Chief Burlington Industries, Inc.
Executive Officer Greensboro, N.C.

The Chesapeake and Ohio Railway Co. ( TEXTILES )
The Baltimore and Ohio Railroad Co.

Cleveland, Ohio

( RAILROADS )

Robert F. Longacre

President

The Great Atlantic and
Pacific Tea Co., Inc.

New York, N.Y.

( RETAIL FOODS )

William M. Batten

Chairman of the Board

The Goodyear Tire and
Rubber Co.

Akron, Ohio

( RUBBER )

The Honorable Linwood Holton
Governor

Commonwealth of Virginia
Richmond, Va.

( STATE GOVERNMENTS )



The Department of the TREASURY M EW%

fASHINGTON, D.C. 20220 TELEPHONE WO04-2041

FOR IMMEDIATE RELEASE January 10, 1972

TREASURY ANNOUNCES PERMISSIBLE METHODS
OF ACCOUNTING FOR JOB DEVELOPMENT INVESTMENT CREDIT

. The Revenue Act of 1971 provides that in financial reports
subject to the jurisdiction of any Federal agency issued after
December 9, 1971, a taxpayer who claims the investment credit
need not use a particular method of accounting for the credit.
However! the taxpayer is required to disclose the method of
accounting used, and may not change the method adopted without
the consent of the Secretary of the Treasury or his delegate,

These provisions do not apply to reports of public utilities
for which special rules are provided under the Act.

On December 21, 1971, Treasury announced that December
10, 1971 -—- the date President Nixon signed the Act -- is
the effective date of the consistency in accounting requirement
provided by the Act. The Treasury has been asked to amplify
that announcement,

In answer to these requests, Treasury said today that the
permissible methods of accounting referred to by the Act are the
"flow~through method" and the "deferral method."™ In the flow-
through method, the amount of the investment credit for the year
is reflected as a reduction of tax liability for that year. In
the deferral method, the amount of the credit is reflected as a
reduction of tax liability ratably over the period during which
the asset is depreciated on the books of the business.

In financial statements issued after December 9, 1971, a
taxpayer is limited to the use of one of these two methods of
accounting for any investment credit allowable for a taxable
year ending after December 9, 1971,

. The Revenue Act provisions do not apply, however, to any
investment credit allowable for a taxable year ending before
December 10, 1971. For example, a credit allowable for a taxable
year ending before December 10, 1971, which was accounted for
under the deferral method in a report to a federal agency, remains
subject to any reporting requirements of the agency, even though
the taxpayer elects to use the flow-through method for credits
allowable in taxable years ending after December 9, 1971.

c-229 - (OVER)
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Treasury also said that for purposes of these requirements
of the Revenue Act, an investment credit carryover or carryback

is allowable in the taxable year in which it reduces tax liability
and not in the year in which the credit arises.

Once a taxpayer uses a particular method of accounting for
a credit allowable for a taxable year ending after December 9, 1971,
he must continue to use that method unless he obtains the consent
of the Secretary of the Treasury to a change. Treasury said that

it plans to authorize a change only where a taxpayer can demonstrate
clearly that a different method of accounting is justified.

oO0Oo



The Department of the TREASUR Y

ASHINGTEN D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE January 10, 1972

The Treasury Department today announced that Treasury
Assistant Secretary for International Affairs John R. Petty
will head a small U.S. delegation to a committee meeting of the
Governors of the Inter-American Development Bank scheduled for
January 24-25 in Brasilia, the capital of Brazil.

This meeting is to carry forward the discussions which
have taken place during the last 18 months to develop a
closer association between the Bank and developed countries

outside Latin America.

o0o
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e Department of the [REASURY [M EW%

\SHINGTON, D.C. 20220 TELEPHONE WO04-2041

INTION: FINANCIAL EDITOR

RELEASE 6:30 P.M., January 10, 1972

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
.8, one series to be an additional issue of the bills dated October 14, 1971 , and
other series to be dated January 13, 1972 , which were offered on January 4, 1972,
» opened at the Federal Reserve Banks today. Tenders were invited for $2,300,000,000,
;hereabouts, of 9l-day bills and for $1,600,000,000, or thereabouts, of 182-day
.8. The details of the two series are as follows:

tE OF ACCEPTED 91-day Treasury bills : 182-day Treasury bills
ETITIVE BIDS: maturing April 13, 1972 : maturing July 13, 1972
Approx. Equiv. : Approx. Equiv.
Price Annual Rate : Price Annual Rate
High 99.237 3.018% : 98.322 3.319%
Low 99.196 3.181% : 98.273 3.416%
Average 99,214 3.109% 1/ : 98.294 3.375% 1/

15% of the amount of 9l-day bills bid for at the low price was accepted
35% of the amount of 182-day bills bid for at the low price was accepted

L. TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

strict Applied For Accepted : Applied For Accepted
)ston $ 19,600,000 § 9,800,000 . § 24,835,000 $ 14,835,000

'w York 2,758,125,000 1,836,125,000 . 2,366,845 ,000 1,342,545,000
1iladelphia 15,880,000 15,880,000 . 12,585,000 7,785,000
.eveland 28,375,000 28,375,000 14,105,000 12,705,000
.chmond 14,495,000 14,495,000 1,945,000 1,945,000
;lante 46,255,000 46,255,000 34,745,000 17,490,000
1icago 194,620,000 110,620,000 178,180,000 54,180,000
;. Louis 45,675,000 40,675,000 22,720,000 16,720,000
inneapolis 32,660,000 32,660,000 34,955,000 30,955,000
insas City 31,800,000 28,950,000 14,710,000 9,610,000
las 37,660,000 24,660,000 33,025,000 13,025,000
an Francisco 131,400,000 112,150,000 123,380,000 78,230,000
TOTALS $3,356,545,000 $2,300,445,000 a/ $2,862,030,000 $1,600,025,000 b/

Includes $ 216,260,000 noncompetitive tenders accepted at the average price of 99.214
Includes $ 104,600,000 noncompetitive tenders accepted at the average price of 98.294
These rates are on a bank discount basis. The equivalent coupon issue yields are

.19 % for the 91-day bills, and 3.49% for the 182-day bills.



UNITED STATES SAVIiIGS BONDS ISSUED AilG REDEEMED THROUGH

December 31, 1971

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

awount ssueo V| BBRITo Y | out¥SiNGne | of SEENAISIE
TURED ’
Series A-1935 thru D-1941 5,003 43998 5 .10
Series F and G-1941 thru 1952 29,521 29,494 R7 .09
series J and K-1952 thru 1957 3,754 3,743 11 -29
MATURED : : — —
Series EY
1941 1,909 1,713 196 10,27
1942 _ 8,414 7,552 862 10.24
1943 13,529 12,176 1,353 10.00
1944 15,790 14,133 1,657 10.49
1945 12,428 10,969 1,459 11.74
1946 5,655 4,831 825 14.59
1947 5,381 43459 923 17.15
1948 5,575 4,540 1,035 18.57
1949 54524 Ly 422 1,102 19.95
1950 4,841 3,82/ 1,016 20.99
1951 4,188 3,306 882 21.06
1952 4,382 3,439 943 21.52
1953 5,014 3,856 1,158 23,10
1954 5,113 3,873 1,240 2.25
1955 54329 3,993 1,336 25.07
1956 5,152 3,825 1,326 25.74
1957 4,857 3,554 1,302 26.81
1958 Ly 4T 3,373 ‘1,374 28.94
1959 4452 3,122 1,331 29.90
1960 by 473 3,037 1,436 32.10
1961 4,551 2,956 1,595 25,05
1962 4y415 2,777 1,637 37.08
1963 45946 2,908 2,039 41.23
1964 4,813 2,821 1,992 £1.39
1965 4,693 2,751 1,943 41.40
1966 5,061 2,828 2,233 £4.12
1967 5,012 2,770 2,242 L4473
1968 4,757 2,538 2,218 46.63
1969 L, 4466 2,229 2,237 50.09
1970 4,661 1,897 2,764 59.30
1971 Ly 404 942 3,462 78.61
Unclassified 315 325 -10 -
Total Series E 178,844 131,736 47,108 26.34
leries H (1952 thru May, 1959) ¥ 5,485 3,836 1,649 30.06
H (June, 1959 thru 1971) 8,125 2,608 5,517 67.90
Total Series H 13,610 64443 7,167 52.66
Total Series E and H 192,454 138,179 544,275 28.20
Total matured 38,277 38,235 42 00.11
All Series { Total unmatured 192,454 138,179 54,4275 28.20
Grand Total 230,732 176,415 54,4317 23.54

ludes accrued discount.
rent redemption value.

option of owner bonds may be held and will earn interest for additional periods after original maturity dates.

Form PD 3812 (Rev. Mar. 1971)= Depe. of the Treasury — Bureau of the Public Debt



The Departmentof the TREASUIRY M EW%

ASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE ' January 11, 1972

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
#3,900,000,000, or thereabouts, for cash and in exchange for Treasury
bills maturing January 20, 1972, in the amount of $3,901,685,000,

as follows:

91 -day bills (to maturity date) to be issued January 20, 1972
in the amount of $2,300,000,000, or thereabouts, representing an
additional amount of bills dated October 21,1971, and to mature
April 20, 1972 (CUSIP No. 912793 MXI) ,originally issued in
the amount of $ 1,600,575,000, the additional and original bills to be

freely interchangeable.

182- day bills, for $1,600,000,000, or thereabouts, to be dated
January 20, 1972, and to mature July 20, 1972
(CUSIP No. 912793 NV4).

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 $10,000,
$15,000, $50,000, $100,000, $:00,000 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, January 17, 1972, Tenders will not be received
at the Treasury Department, Washington. Each tender must be for a
minimum-of $10,000. Tenders over $10,000 must be in multiples of
$5,000. 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
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submit tenders except for their own account. Tenders will be received
without deposit from incorporated banks and trust companies and from
responsible and recognized dealers in investment securities. Tenders
from others must be accompanied by payment of 2 percent of the face
amount of Treasury bills applied for, unless the tenders are accompanij
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 announcemen
will be made by the Treasury Department of the amount and price range
of accepted bids. Only those submitting competitive 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 decimal
of accepted competitive bids for the respective issues. Settlement fo
accepted tenders in accordance with the bids must be made or complete:
at the Federal Reserve Bank on January 20, 1972,
in cash or other immediately available funds or in a like face amount
Treasury bills maturing January 20, 1972, Cash and exchange tende
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills,

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Cod
of 1954 the amount of discount at which bills issued hereunder are so
is considered to accrue when the bills are sold, redeemed or otherwis
disposed of, and the bills are excluded from consideration as capital
assets, Accordingly, the owner of Treasury bills (other than life
insurance companies) issued hereunder must include in his income tax
return, as ordinary gain or loss, the difference between the price pai
for the bills, whether on original issue or on subsequent purchase, a
the amount actually received either upon sale or redemption at maturit
during the taxable year for which the return is made.

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 fra
any Federal Reserve Bank or Branch.

00o



The Department of the [REASURY Nl [E\W

SHINGTON, D.C. 20220 TELEPHONE W04-2041

IMMEDIATE RELEASE

STATEMENT OF EUGENE T. ROSSIDES
ASSISTANT SECRETARY OF THE TREASURY
(ENFORCEMENT, TARIFF AND TRADE AFFAIRS, AND OPERATIONS)
AT A NEWS BRIEFING ON TREASURY'S
IRS NARCOTICS TRAFFICKER PROGRAM
ROOM 4121 MAIN TREASURY BUILDING
January 12, 1972 11:00 A M.

TAKING THE PROFITS OUT OF THE ILLEGAL DRUG TRAFFIC

I am pleased to report on the results of the first
six months of a new Presidential anti-narcotics effort--
Treasury's IRS Narcotics Trafficker Program.

In the initial six-month period (July 1 - December 31,
1971), we have achieved the following:

1., 328 targets in 26 states, 37 cities, and the
District of Columbia were selected by Treasury's Target
Selection Committee and referred to the Internal Revenue
Service. Under the direction of IRS Commissioner Johnnie
Walters, 273 Treasury Agents are presently conducting
intensive tax investigations (see attached Table No. 1);

2, $17% million in taxes and penalties have been
assessed under the program, of which more than $638,000
has already been collected in the form of cash or wvalued

property;

3. One man has been convicted in St. Louis and
sentenced to imprisonment for five years and fined
$3,000 for violation of the Internal Revenue Code; and

4, Five other criminal tax cases are pending in

Federal District Courts in New York, Miami and Detroit
(see attached Table No. 2).
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We believe this represents a substantial achievement.
And we have only just begun. It confirms our prediction
to the Appropriations Committees in the Congress that
this program "will make a major additional contribution
to the President's offensive against drug abuse,"

- Institutionalized Nationwide Tax Investigative Program

Treasury's IRS Narcotics Trafficker Program has
been institutionalized on a nationwide and permanent
basis. In each area of the country, cadres of Treasury
Agents have been established to concentrate full time
on tax investigations of major narcotics figures. The
word for the drug traffickers is "get out of the illegal
drug traffic or face up to intensive tax . investigations."

Target Selection

At Treasury, the program is under the direction of
Martin R. Pollner, Director, Office of Law Enforcement,
who is also the Chairman of the Target Selection Committee.
Members of the Committee are drawn from the Treasury
Department, Bureau of Customs, Intelligence and Audit
Divisions of IRS, and the Bureau of Narcotics and
Dangerous Drugs. Potential targets are selected based
on information received from various Federal, State,
and local enforcement agencies. Once selected, the names
are transmitted to the IRS for investigation. Before a
suspect is identified as a target, the Committee requires
substantial information that the subject is involved in

middle and upper echelon narcotics trafficking, smuggling,
or financing.



Cooperation with State and Local
Enforcement Agencies

The over 350,000 men and women in the State and
local law enforcement community are the first line of
defense internally against the drug traffickers. We
have initiated a program to bring these officers into
a cooperative effort with us by: (1) writing to the
chiefs of police in 755 cities having a population in
excess of 25,000; and (2) contacting key enforcement
officials in major states. We have asked that they
furnish us with the names of the middle and upper
echelon drug traffickers in their states and cities
and with intelligence information on these individuals.

Computers

Computers will facilitate the year in, year out
scrutiny of the finances of each of the drug traffickers.
By computerizing our information each year, we will be
able systematically and quickly to examine each
trafficker targeted under the program.

Targets by the End of FY 1972

Initially, our projection was 400 targets by June
30, 1972, the end of FY 1972, From our experience these
past six months, we should easily surpass that goal.
We are reviewing our projection.

Background

Secretary John B. Connally, in the spring,
recommended to the President this nationwide program.



President Nixon announced the program of tax
investigations of major narcotics traffickers on June

17, 1971, as part of a message on his multi-dimensional
approach to combat drug abuse.

The program is designed to take the profit out of
the illegal traffic in narcotics and thereby further
disrupt the traffic. This is to be accomplished by
conducting systematic tax investigations of middle and
upper echelon narcotics traffickers, .smugglers, and
financiers. These are the people who are generally
insulated from the daily operations of the drug traffic
through intermediaries.

Reflecting the high priority given this program by
the President, Congress provided financial support for
it amounting to $7.5 million in Fiscal 1972 and

authorization for 541 additional positions in IRS--200
Treasury Intelligence Agents, 200 Treasury Revenue Agents,

and 141 support personnel.

Treasury has coordinated its efforts with the anti-
smuggling drive of the Bureau of Customs, the drive
against narcotics distribution of the Bureau of Narcotics
and Dangerous Drugs, and the prosecution efforts of the
Tax and Criminal Divisions of the Department of Justice.
We are also actively seeking the maximum cooperation of
State and local enforcement agencies as well. This is a
vital feature of this program.

New procedures and techniques have been established
and older ones have been streamlined, in order to reduce
the time required for completion of successful financial
investigations, and to bring the cases to court more
expeditiously.

This program is a major enforcement effort but it
must be emphasized that it is only one part of this
Administration's comprehensive drive against narcotics.



-5 -

President Nixon's War on Drug Abuse

President Nixon started his war on drugs the first
month of his Administration when he established the
Interdepartmental Task Force on Narcotics, Marijuana and
Dangerous Drugs that led to Operation Intercept in
September, 1969, and Operation Cooperation in October,
1969, He has escalated that war with a series of action
programs, and progress has been made.

First, he elevated the drug problem to the foreign
policy level and has taken personal initiatives in
soliciting the cooperation of other governments. More
has been done by the international community to attack
drug abuse in the past three years than in the previous
twenty-five years.

Second, he placed particular emphasis on the
crucial roles of education, research, and rehabilita-
tion and provided increased funds in these three
essential areas even before the recommendations in
his June 17, 1971, message.

Third, he recommended flexible provisions for
handling first offenders; and differentiation in the
criminal penalty structure between heroin and marijuana.

Fourth, he stressed total community involvement--
the private sector as well as governmental agencies--
in this anti-drug abuse drive,.

Fifth, he provided a substantial increase in
budgetary support for Federal law enforcement in this
area.

Sixth, he recognized the central role of the states
and the need for close Federal-state cooperation in a
unified drive against drug abuse,

o0o



TABLE 1

BREAKDOWN OF TARGETS BY AREA

ZE CITIES SELECTED TARGETS
zona Phoenix, Tucson 9
ifornia Los Angeles, San Diego 22
San Francisco 20
>rado Denver 2
1ecticut Hartford 3
trict of Columbia 5
cida Miami 46
‘gia Atlanta 10
1il Honolulu 4
‘nois Chicago 12
ana Indianapolis, Ft. Wayne 4
sana New Orleans 5
land Baltimore l
achusetts Boston 6
igan Detroit 27
ouri St. Louis 4
Jersey Newark 18
Mexico Albugquerque 7
York Albany 2
Buffalo S
New York 72
h Carolina Greensboro 1
Cleveland 3
sylvania Philadelphia 7
Pittsburgh 4
h Carolina Columbia 1
essee Nashville 1
Chattanooga 1
s Houston, Austin 17
Dallas 1l
ont Burlington 2
inia Richmond 1l
ington Seattle _5
328
asury Department
fice of Law Entorcement January 12, 1972



TABLE 2

Cases pending indicﬁment L
Cases pending in U.S. Courts (under indictment) 5
Jeopardy Assessmentsl/ $13,490,000
Tax Year Terminationsg/ 2,709,000
Tax Determinations Pending Assessment 1,286,000
Total Assessments and Proposed Assessment $17,485,000
Dollars Collected to Date $L83,800
Property Seized (Fair Market Value) 154,750
Total Collected or Seized $638,550

Targets Sentenced:

Number Sentence Fine

1 5 years 3,000

l/Jeopardy assessments are additional assessments of taxes made where a
return has been filed, but where circumstances exist under which delay
might jeopardize collection of the revenue.

2

—' Termination of tax year is a computaticn of the tax due and assessment
made where the time for filing the return has not become due where circum-
stances exist under which delay might jeopardize collection of the revenue.



TREASURY’'S I.R.S. NARCOTICS PROGRAM

Number of Targets by State July 1, 1971 through December 31, 1971
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the Department of the [REASURY N EWS “

ASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE JANUARY 13, 1972

TOP BUSINESS LEADERS GATHER
FOR U, S, INDUSTRIAL PAYROLL SAVINGS COMMITTEE MEETING

The U. S, Industrial Payroll Savings Committee met today,
in annual session, with Treasury Secretary John B, Connally, in
the Diplomatic Functions Suite of the State Department,

Purpose of the meeting was to report on Committee success
in exceeding its 1971 goal; to name its new Chairman for the
1972 campaign year; to plan program action aimed at signing
up 2.3 million new Payroll Savers or those who increase their
allotments, ~

Donald S§. MacNaughton, Chairman and Chief Executive Officer,
The Prudential Insurance Company of America, Newark, is new Chair-
man of the 60-member 1972 Committee, which includes representatives
of 26 major industries and 24 geographic areas,

He succeeds B. R. Dorsey, President, Gulf 0il Corp., Pittsburgh,
who led the 1971 Committee to a banner year with $3.85 billion in
Savings Bonds sold to working Americans across the country, Dorsey
stated that -- 'these same Americans will benefit from our work in
terms of their individual financial security and growth, and in
terms of a sounder American economy." He reported that, during 1971,
his Committee signed up more than 2.5 million new or increased-amount
savers, against a goal of 2.2 million,

For 29 members of the Committee it was their first session
together, They were installed in official ceremonies, receiving
Certificates of Appointment signed by the Secretary of the Treasury,

Also, Secretary Connally presented special awards to outgoing
Chairman Dorsey and to members of his 1971 Committee -- the Treasury
Gold Medal of Merit to the Chairman; Silver Medals of Merit to Commit-
tee members, Past Chairmen received the new Presidential Medallion
Award,

( MORE )
c+231



Secretary Connally's Citation to Mr. Dorsey read, in part,
"under his leadership and inspired by his example, American
industry enrolled 2,500,000 savers, far exceeding its goal for
1971, and raised sales of Series E Bonds through the Payroll
Savings Plan to a new record., This contribution to the security
of both individuals and the nation is an impressive result of
his efforts, His dedicated service is in the finest tradition
of the volunteer spirit which characterizes the Savings Bonds

Program and gives strength and vitality to the American way of
life."

Past Chairmen of the Committee are as follows -- 1963,
Harold S. Geneen, Chairman and President, International Telephone
and Telegraph Corp.; 1964, Frank R, Milliken, President, Kennecott
Copper Corp.; 1965, Dr. Elmer W, Engstrom, Past President and
Chief Executive Officer, RCA Corp.; 1966, Lynn A. Townsend, Chair-
man of the Board, Chrysler Corp.; 1967, Daniel J, Haughton, Chair-
man of the Board, Lockheed Aircraft Corp.; 1968, William P. Gwinn,
Chairman, United Aircraft Corp.; 1969, James M. Roche, Past Chair-

man of the Board, General Motors Corp.; and 1970, Gordon M. Metcalf,
Chairman of the Board, Sears, Roebuck, and Co,

o0o



theDepartment of the TREASUIRY NEW%

SHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR RELEASE UPON DELIVERY

REMARKS BY THE HONORABLE JOHN B. CONNALLY
SECRETARY OF THE TREASURY
REFORE
ANNUAL MEETING OF THE U. S. INDUSTRIAL
PAYROLL SAVINGS COMMITTEE
DIPLOMATIC FUNCTIONS SUITE
DEPARTMENT OF STATE
THURSDAY, JANUARY 13,1972, 1:30 P. M.

Thank you, Chairman Dorsey.

I am delighted to be with you today, Bob, to offer my thanks --
along with those of our Treasury family -- to you and the
members of the U. S. Industrial Payroll Savings Committee for
your outstanding leadership in spearheading our 1971 Savings

Bonds campaign.

The year 1971 was a great year for Savings Bonds. Sales rose

by 17 percent, while redemptions declined by the same percentage.
The value of Savings Bonds and Freedom Shares outstanding -- held
by tens of millions of Americans -- climbed to an unprecedented

$54.9 billion.,

Much of the credit for this dramatic change in the posture of
the Savings Bonds Program belongs to those of you gathered here

today. The Treasury and the Nation are deeply grateful for

c-233



your dedicated efforts. We are equally appreciative of the

continuing contributions of the Advertising Council, repre-
sented by its Savings Bonds Coordinator, James S. Fishj; the
all-important support of the media, led by our National Commit-
tee of Newspaper Publishers, under the Chairmanship of Charles
L. Gould, Publisher of the "San Francisco Examiner'; the banking
community, sparked by Douglas R. Smith, Chairman of the American
Bankers Association Savings Bonds Committee; our State Chairmen,
represented today by Bland W. Worley, National Chairman of
Volunteer State Committees, and, of course, organized labor,

the public relations profession, and other fields too numerous

to mention.

Clearly, 1971 is going to be a tough year to top, but the 1972
Committee, under the Chairmanship of Donald S. MacNaughton,

Chairman and Chief Executive Officer, The Prudential Insurance

Company of America, has accepted the challenge. We are confi-

dent that it, too -- spurred on by the momentum of the 1971

Campaign -- will be eminently successful.

I know that all of us here today have greatly enjoyed this
memorable reception and luncheon in these historic surroundings,
Bob, and I should like to thank you for being such a genial and

gracious host.
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And now, if all the members of your 1971 Committee will stand,

I should like to present to each the Treasury's Silver Medal of
Merit. Thank you. Gentlemen, as you receive your medals from
members of our staff, I should like to read the companion letter --

which differs slightly as to your assignments --
"Dear Mr. MacNaughton --

"In reviewing the factors which influence our economy, I am
impressed with the stabilizing effect of U. S. Savings Bonds
and with the contribution you and other members of the U. S.
Industrial Payroll Savings Committee made to the success of

the 1971 Savings Bonds Campaign.

"The enrollment of Payroll Savers far exceeded the Committee's
goal of 2,200,000, The sale of small denomination E Bonds

were nearly $3,850,000 and the greatest since 1945.

"You played a significant part in these remarkable achievements
as the Chairman for New Jersey. Your efforts benefited the
Nation and the individual citizen. It is with special pleasure
that I present to you the attached Medal of Merit. Please accept

it as a symbol of your Government's appreciation."
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The letter carries my signature as Secretary of the Treasury,

This year we have a new award for the Past Chairman of this
Committee -- all of whom have continued to serve with distinctio
each succeeding year -- the "Presidential Medallion Award". This
Award consists of the medallions of those Presidents of the Unite
States in office during the 30-year history of the Savings Bonds
Program -- Franklin D, Roosevelt, Harry S. Truman, Dwight D.
Eisenhower, John F. Kennedy, Lyndon B. Johnson and Richard M.

Nixon.

I feel it is especially appropriate to present these Awards to
our Past Chairmen who, during their tenure, brought the Savings
Bonds Program to greater heights, and who have continued to offer
their good counsel to the Chairmen who succeeded them and to the

Secretaries of the Treasury.

And now, Harold Geneen, if you will come forward, I should like
to present this Award to you, as first Chairman of the U. S.
Industrial Payroll Savings Committee, while staff members present

similar Awards to your fellow Past Chairmen.
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The text on the first side ¢f the plate reads --

'Presidential Medallion Award/Honoring Harold S. Geneen for
distinguished patriotic service/U. 8. Industrial Payroll

Savings Campaigns/Presented January 13, 1972."
The text on the reverse of the plate reads --

'The Department of the Treasury, U. S. Savings Bonds Division/
A program for all Americans which has spanned the administrations

of six Presidents of the United States."

Now, Bob Dorsey, I have a special award for you. As 1971
Committee Chairman, you have given unstintingly of your time
and of your talent. Under your dynamic leadership, the Committee

has achieved 114 percent of its goal.

It is my pleasure and privilege to present to you this gold

Medal of Merit, which brings to you the high esteem and deep
affection of your Committee, the Department of the Treasury,
its Savings Bonds Division, and the Government of the United

States. The citation that accompanies the Medal reads --

"B. R. Dorsey, Chairman, U. S. Industrial Payroll Savings

Committee, For exceptional achievement in the 1971 'Take

Stock in America' Payroll Savings Campaign.
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"Under his leadership and inspired by his example, American
industry enrolled 2,500,000 savers, far exceeding its goal of

1971, and raised sales of Series E Bonds through the Payroll

Savings Plan to a new record. This contribution to the security

of both individuals and the Nation is an impressive result of his

efforts,

"Jis dedicated service is in the finest tradition of the volunteer
spirit which characterizes the Savings Bonds Program and gives

strength and vitality to the American way of life.

"Given under my hand and seal this thirteenth day of January,

nineteen hundred and seventy-two. ( Signed ) John B. Connally,

Secretary of the Treasury."

As I said a few moments ago, 1971 was a great year for Savings

Bonds. I can also tell you that it was a pretty good year for

the Treasury and for our country. And 1972 will be even better.



And so, while we can say -- with full confidence -- that our
economy 1is improving, that inflation is coming under control,

that unemployment will continue to drop, there is still much

to be done.

The fight against inflation is an on-going fight. The effort

to encourage thrift on the part of our citizens and to build

up a reservoir of personal savings and financial security

is not something we can or should turn on or off. Today,

rising levels of consumer expenditures of course help provide
the impetus for expansion. We want that expansion, but we

also want to reinforce the long-term habit of saving and

channel those savings in non-inflationary form. At present

high savings rates, there is plenty of room for both encouraging

consumer expenditures and thrift.

When I look at the financing problems ahead, the exceptional
size of our current deficit, and the long-term need for savings,
I can only repeat today what has been said before -- the Savings
Bonds Program is a key element in the financial and economic

health of the Nation.



By your generous and patriotic service in promoting the sale
of Savings Bonds, the members of the Industrial Payroll

Savings Committee will play a major role in attaining our
Nation's economic objectives -- and in securing financial

security for millions of Americans.

Taking his cue from Bob Dorsey, Chairman MacNaughton has
accepted an ijncreased goal for his 1972 Committee =-- the
enrollment of 2,300,000 employees -- either as new savers

or regular savers who increase the amount of dollars they

set aside regularly for Savings Bonds.

I can tell you that President Nixon shares my awareness and

appreciation of your contributions to our economy and the

financial stability of the dollar.

Without reservations, I predict that 1972 will be an even

greater year for Savings Bonds -- and for America.

Thank you.

o0o
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theDepartmentoftheTREASURy MEW |

FOR IMMEDIATE RELEASE January 13, 1972

ANTIDUMPING PROCEEDING ON WELDED STAINLESS
STEEL PIPE AND TUBING FROM JAPAN

The Treasury Department announced today the initiation
of an antidumping investigation of imports of welded stainless
steel pipe and tubing from Japan. Welded stainless steel pipe
is used in the o0il refining, petrochemical, and food industries,
primarily as transmission pipe and corrosive resistant pipe.

The Treasury announcement followed a summary investigation
conducted by the Bureau of Customs afteir receipt of a complaint
that dumping was taking place in the United States.

The total value of welded stainless steel pipe and

tubing imported from Japan during the period January 1971
through August 1971 amounted to approximately $5,000,000.

o0o
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FOR IMMEDIATE RELEASE January 17, 1972

Exemptions from the 10% Additional Duty
for Textile Products

Treasury Secretary John B. Connally said today
that refunds will be given for any 10% import
surcharge duties deposited for certain textiles
exported to the United States on or after
October 1, 1971. The refunds follow the recent
signing of formal governmental agreements limiting
textile exports to the U. S.

The refunds apply to textile imports from all
nations. They are in accordance with commitments
made by the United States during the negotiations
leading to the memoranda of understanding with
Japan, Hong Kong, South Korea, and the Republic
of China. .

The articles involved are those covered in
the textile and apparel categories for wool and
man-made fibers published in the Federal Register
of October 9, 1971, by the Interagency Textile
Administrative Committee. These categories include
yarns, fabrics, and articles of clothing of various
types which represent approximately 57 percent of
the $1.5 billion 1970 total imports of such
products from all sources.

C-234 o0o
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WEWR

ITION: FINANCIAL EDITOR

\ELEASE 6:30 P.M.,
Yy, January 17, 1972.

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury
, one series to be an additional issue of the bills dated October 21, 1971 , and
ther series to be dated January 20, 1972 , which were offered on January 11, 1972,
opened at the Federal Reserve Banks today. Tenders were invited for $ 2,300,000,000
ereabouts, of 91 -day bills and for $ 1,600,000,000 or thereabouts, of 182 -day

The details of the two series are as follows:

OF ACCEPTED 91 -day Treasury bills 182 -day Treasury bills
TITIVE BIDS: maturing April 20, 1972 maturing July 20, 1972
Approx. Equiv. ' Approx. Equiv.
Price Annual Rate : " Price Annual Rate
High 99.186 3.220% : 98.271 3.420%
Low 99.168 3.291% : 98,240 3.481%
Average 99.172 3.276% 1/ : 98.255 3.452% 1/

a/ Excepting one tender of $20,000
1% of the amount of 91 -day bills bid for at the low price was accepted
71% of the amount of 182 -day bills bid for at the low price was accepted

TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

trict Applied For Accepted Applied For Accepted

ton 5990, 860, $ 11,070,000 $ 1,070,000
York 3,112,775,000 2,058,220,000 2,323,050,000 1,423,950,000
ladelphia 28,640,000 13,240,000 7,140,000 7,140,000
veland 26,135,000 24,385,000 9,455,000 9,455,000
hmond 11,095,000 10,220,000 3,140,000 3,140,000
anta 41,360,000 18,820,000 21,965,000 13,465,000 -
cago 211,850,000 55,050,000 190,700,000 71,800,000
.Louis 48,585,000 39,605,000 22,895,000 17,895,000
neapolis 25,140,000 14,750,000 18,645,000 18,625,000
sas City 39,955,000 29,055,000 17,505,000 7,205,000
las 34,635,000 12,435,000 28,635,000 7,835,000
Francisco 58,055,000 12,650,000 63,105,000 18,485,000

TOTALS $3,661,555,000 $2,300,290,000 b/ $2,717,305,000 $1,600,065,000 ¢/

cludes $213,400,000 nohcompetitive tenders accepted at the average price of 99.172
cludes $ 83,640,000 noncompetitive tenders accepted at the average price of 98.255
ese rates are on a bank discount basis. The equivalent coupon issue yields are

% for the 91 -day bills, and 3.57% for the 182 -day bills.
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\SHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE January 18, 1972

TREASURY'S WEEKLY BILI OFFERING

The Treasury Department, by this public notice, invites tenders
for two series of Treasury bills to the aggregate amount cf
$3,900,000,000, or thereabouts, for cash and in exchange for Treasury
bills maturing January 27, 1972, 1in the amount of $3,902,625,000,
as follows:

91-day bills (to maturity date) to be issued January 27, 1972,
in the amount of $2,300,000,000, or thereabouts, representing an
additional amount of bills dated OQctober 28, 1971, and to mature
April 27, 1972, (CUSIP No. 912793 MY9 ), originally issued in
the amount of $1,600,935,000, the additional and original bills to be
freely interchangeable.

182. day bills, for $1,600,000,000, or thereabouts, to be dated
January 27, 1972,  and to mature July 27, 1972,
(CUSIP No. 912793 NwW2).

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, end in denominations of $10,000,
$15,000, $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, January 24, 1972. Tenders will not be received
at the Treasury Department, Washington. Each tender must be for a
minimum -of $10,000. Tenders over $10,000 must be in multiples of
$5,000. 1In 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. TFractions may not be used. It is urged that tenders be
made on the printed forms and forwarded in the special envelopes which
will be supplled by Federal Reserve Banks or Branches on application
therefor.

Banking institutions generally may submit tenders for account of
customers provided the names of the customers are set forth in such
tenders. Others than banking institutions will not be permitted to



-2 -
submit tenders except for their own account. Tenders will be receive
without deposit from incorporated banks and trust companies and frome
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 accompanj
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 announcemen
will be made by the Treasury Department of the amount and price range
of accepted bids. Only those submitting competitive 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 decimal
of accepted competitive bids for the respective issues. Settlement for
accepted tenders in accordance with the bids must be made or completel
at the Federal Reserve Bank on January 27, 1972,
in cash or other immediately available funds or in a like face amount
Treasury bills maturing January 27, 1972, Cash and exchange tende
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Code
of 1954 the amount of discount at which bills issued hereunder are sol
is considered to accrue when the bills are sold, redeemed or otherwise
disposed of, and the bills are excluded from consideration as capital
assets. Accordingly, the owner of Treasury bills (other than life
insurance companies) issued hereunder must include in his income tax
return, as ordinary gain or loss, the difference between the price pi
for the bills, whether on original issue or on subsequent purchase, &
the amount actually received either upon sale or redemption at maturi
during the taxable year for which the return is made.

Treasury Department Circular No. 418 (current revision) and this
notice, prescribe the terms of the Treasury bills and govern the
conditions of their issue. Copies of the circular may be obtained fr

any Federal Reserve Bank or Branch.

o0o
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SHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE January 18, 1972

TREASURY ANNOUNCES FISH NETS AND NEITING OF MAN-MADE FIBERS
FROM JAPAN ARE BEING SOLD AT IESS THAN FAIR VALUE

Assistant Secretary of the Treasury Eugene T. Rossides
announced today that fish nets and netting of man-made fibers from
Japan are being, or are likely to be, sold at less than fair value
within the meaning of the Antidumping Act, 1921, as amended. Notice
of the determination will be published in the Federal Register of
January 19, 1972.

‘The case will now be referred to the Tariff Commission for a
determination as to whether an American industry is being, or 1is
likely to be, injured. In the event of an affirmative determination,
dumping duties will be assessed on all entries of fish nets and
netting of man-made fibers on which dumping margins exist.

The above determination is narrower than the notice of Withholding
of Appraisement issued on October 19, 1971. The latter covered fish
nets and netting of both man-made fibers and fibers other than man-
made.

The notice of withholding invited interested parties to submit
written views or arguments, or requests for an opportunity to present
their views orally. Written views were submitted by the attorneys
for the Japanese manufacturers. No requests to present oral views
were received.

During the period January 1970 through November 1971, fish nets
and netting of man-made fibers valued at approximately $2,500,000
were imported from Japan.

# # # #
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NVASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE January 19,1972

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 $1,700,000,000,
or thereabouts, for cash and in exchange for Treasury bills
maturing January 31,1972, in the amount of $ 1,699,705,000,
as follows:

274-day bills (to maturity date) to be issued January 31,1972,

in the amount of $500,000,000, or thereabouts, representing an
additioconal amount of bills dated OQctober 31,1971, and to mature
October 31,1972 (CUSTIP No. 912793 NM4 ),originally issued in the

amount of $1,200,265,000, the additional and original bills to be
freely interchangeable.

366-day bills, for $1,200,000,000, or thereabouts, to be dated
fanuary 31,1972, and to mature January 31, 1973
(CUSIP No. 912793 PT7).

The bills of both series will be issued on a discount basis under
competitive and noncompetitive bidding as hereinafter provided, and at
maturity their face amount will be payable without interest. They will
be issued in bearer form only, and in denominations of $10,000, $15,000,
$50,000, $100,000, $500,000 and $1,000,000 (maturity value).

Tenders will be received at Federal Reserve Banks and Branches up
to the closing hour, one-thirty p.m., Eastern Standard
time, Tuesday, January 25,1972, Tenders will not be received
at the Treasury Department, Washington. Each tender must be for a
minimum of $16,000. Tenders over $10,000 must be in multiples of
$5,000. 1In the case of competitive tenders the price offered must
be expressed on the basis of 100, with not more than three decimals,
e.g. 99.925. Fractions may not be used. (Notwithstanding the fact
that the one-year bills will run for 366 days, the discount rate will
be computed on a bank discount basis of 360 days, as 1is currently the
practice on all issues of Treasury bills.) 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.
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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
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 o
trust company.

Immediately after the closing hour, tenders will be opened at the
Federal Reserve Banks and Branches, following which public announcement
will be made by the Treasury Department of the amount and price range of
accepted bids. Only those submitting competitive 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 bidde
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 January 31, 1972,
in cash or other immediately available funds or in a like face amount o
Treasury bills maturing January 31, 1972.

Cash and exchange tenders will receive equal treatment. Cash adjustmen
will be made for differences between the par value of maturing bills
accepted in exchange and the issue price of the new bills.

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Code o
1954 the amount of discount at which bills issued hereunder are sold is
considered to accrue when the bills are sold, redeemed or otherwise
disposed of, and the bills are excluded from consideration as capital
assets. Accordingly, the owner of Treasury bills (other than life
insurance companies) issued hereunder must include in his income tax
return, as ordinary gain or loss, the difference between the price pail
for the bills, whether on original issue or on subsequent purchase, an
the amount actually received either upon sale or redemption at maturity
during the taxable year for which the return is made.

Treasury Department Circular No. 418 (current revision) and this
notice, prescribe the terms of the Treasury bills and govern the
conditions of their issue. Copies of the circular may be obtained fro
any Federal Reserve Bank or Branch.

o0o
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FOR IMMEDIATE RELEASE January 19, 1972

TREASURY INTENDS TO DISCONTINUE ANTIDUMPING
INVESTIGATION OF SHOEBOARD FROM THE UNITED KINGDOM

Assistant Secretary of the Treasury Eugene T. Rossides
announced today that the Treasury Department will publish
a notice announcing discontinuance of its antidumping
investigation of shoeboard from the United Kingdom. The
notice will appear in the Federal Register of Thursday,
January 20, 1972.

The investigation revealed that purchase price was
lower than the adjusted home market price of such or
similar merchandise. However, it has been determined
that importations of shoeboard from the United Kingdom
terminated in October 1970 and probably will not be
resumed. The notice of intent to discontinue the
investigation is based on the facts just described.

During the period January 1970 through October 1970,
shoeboard from the United Kingdom valued at approximately
$40,000 was imported into the United States.

Sshoeboard is the hard substance in the toe and
heel of shoes.

olo
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SHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE January 20, 1972

TREASURY DUMPING DECISIONS ON
LARGE POWER TRANSFORMERS

Assistant Secretary of the Treasury Eugene T. Rossides
announced today that large power transformers from France,
Italy, Japan, Switzerland, and the United Kingdom are
being, or are likely to be, sold at less than fair value
within the meaning of the Antidumping Act, 1921, as amended.
The Treasury Department announced a final discontinuance
of its investigation of large power transformers from
Sweden.

Notices of the determinations will be published
in the Federal Register of January 21, 1972.

The affirmative determinations are now being referred
to the Tariff Commission for a decision as to whether an
American industry is being, or is likely to be, injured.

In the event of an affirmative determination, dumping duties
will be assessed on all entries of the subject merchandise
on which dumping margins exist.

Notices of Withholding of Appraisement were issued on
October 21, 1971, with respect to large power transformers
from France, Italy, Japan, Switzerland, and the United Kingdom,
which stated that there was reasonable cause to believe or
suspect that there were sales at less than fair value.

Pursuant to these notices, interested parties were afforded
the opportunity to present both oral and written views
prior to the final determination in these cases.

During the period from January 1970 through September 1971,
the value of large power transformer imports totaled
approximately $1,900,000 from France, approximately $1,400,000
from Italy, approximately $4,700,000 from Japan,
approximately $1,700,000 from Switzerland, and approximately
$1,300,000 from the United Kingdom.

(OVER)
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On October 21, 1971, the Department published a
tentative discontinuance in connection with its

investigation of transformers from Sweden, as the
investigation showed only minimal margins and the foreign
manufacturer had offered formal assurances that there
would be no further sales at less than fair value.
Interested parties were also afforded the opportunity

in this case to present both oral and written views prior
to Treasury's final determination in the matter. During
the period January 1970 through September 1971, large

power transformer imports from Sweden totaled approximately
$7,600,000.

o0o
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EMBARGOED: MUST NOT BE RELEASED
IN ANY FORM UNTIL 12:00 NOON
MONDAY, JANUARY 24, 1972

STATEMENT BY SECRETARY JOHN B. CONNALLY
AT PRESS CONFERENCE ON THE BUDGET
(JOINTLY WITH GEORGE P. SHULTZ, DIRECTOR,
OFFICE OF MANAGEMENT AND BUDGET)

SATURDAY, JANUARY 22, 1972

Before we go to questions I would like to talk with you
briefly about the revenue estimates and economic assumptions
in the budget. Mr. Shultz plans to discuss the expenditure
side.

The revenue estimates before you show a moderate gain
in tax receipts in fiscal 1972 and a large increase in fiscal
1973. These increases are the result of a growing economy.
The total for the current fiscal year is $197.8 billion,
$9.4 billion above last year, This increase is only about
half of what we would expect based on the gains in the
economy; the difference, of course, is due to tax reductions.

Total 1973 revenues are estimated at $220.8 billion, a
gain of $23 billion. This gain is just about what we would
expect from the growth in the economy. The personal and
corporate tax cuts in fiscal 1973 are offset by increases
in social security taxes, which are needed to finance higher
social security payments. (For details, see attached table.)

As the budget shows and as the Economic Report will
explain in more detail next week, we expect the Gross
National Product in this calendar year to be up about 9-1/2
percent from 1971, Personal income will be up 8 percent --
to $924 billion -- and corporate profits before taxes are
estimated to rise 16 percent to $99 billion.

Attachment
C-235
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I want to make it clear that despite the substantial
gains in revenues, very large actual deficits are expected
in the budgets for both fiscal 1972 and 1973. These deficits
must be viewed in the context of the overall size of our
economy and the fact that we are already passing through the
peak deficit period. No one can be happy about deficits of

this size. Yet they must be analyzed in the light of our
economic trends.

Although we have had very robust gains in the employment
totals in recent months -- 1.7 million persons added to the
payrolls since June -- the unemployment rate is still in the
neighborhood of 6 percent. And that is a rate that is not
acceptable to this Administration. To try to balance the
budget by cutting spending or raising taxes would clearly
make the uremployment situation worse. .On the inflation
front, we are making progress, and conditions are favorable
for continuing that progress.

In these circumstances, the deficits in our 1972 and
1973 budgets are bearable. They are an inevitable price for
what we want to do. They are, in fact, a positive part of
our program that is designed -- along with an expansive
monetary policy, manpower programs and other economic
policies -- to put a significant dent in the unemployment
rate in the coming year,

At the same time, it would be inappropriate either to
cut taxes or increase expenditures further and thus to add
to the deficit proposed for fiscal 1973. The expenditure
total is already about equal to the revenues that the present
tax structure would produce at full employment. Expenditures
should be held to that level to assure that the deficit
shrinks and disappears as we reach our economic goals. We
cannot escape the need to discipline Federal spending.

A deficit of significantly greater magnitude than proposed
here would bring back inflation. It would upset the
relative stability achieved in the financial markets -- and
thus lead again to sharply higher interest rates. It would
undermine the price-cost stabilization program. In short,
the budget deficit proposed for the coming fiscal year is large
enough to lead the fight against unemployment but not so large
as to endanger the battle against inflation.

o0o



Projected Changes in Budget Receipts
Fiscal Years 1972-1973

(In billions of dollars)

Fiscal 1972 Fiscal 1973
from from
Fiscal 1971 Fiscal 1972
Revenue changes traceable to:
Economic growth +17.6 +24,0
Tax Reform Act of 1969 - 2.7 - 2.5
Revenue Act of 1971 - 4.4 - 2.5
Changes in Depreciation - 3,0 - 0,2
Regulations
Social Security changes, + 2.1 + 6.4
enacted and proposed
Other changes - 0.2 - 2,2

Total + 9.4 +23.0
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MR. BOOTH: Ladies and gentlemen: The Secretary
of the Treasury has arrived, direct from the Capitol. He
will jein us here for a very brief visit. He will comment
on the State of the Union Message, and on the Nation's

economic policies.

It is 2 great pleasure to present the Secretary
of the Treasury, the Honorable John B. Connally.

(Applause)

SECRETARY CONMALLY: Thank you very much, ladies
and gentlemen, I am delighted to be here. It is a great
pieasure to appear before such a distinguished audience
vnder the auspices of the Chamber and, more particularly,

I am delighted that 1 can appear as a substitute for
Under-Secretary Charls Walker. I was not originally invited
to speak to this distinguished gathering, but Charlie found
that he had to make a speech ir Denver today, arnd I agreed
to substitute for him at this particular meeting. It ‘u

M )

of some significance, I think, that he was substituiing

for me in Denver!

(Laughter)

Jack, I wish 1 could have been here to hear all
that you had to say to this distinguished gathering but,

as things happen, occasionally, I had another commitment that

I had to make. I was listening to another speech, 1o I

missed yours.



But I heard a great speech. you all know,

1 have just come from the Capitol! where the President delivered
his State o7 the Union address. I wes trewendously iupressed
with his speech for a number of reasons.

1 was tremendously impressed, first, Dby the tone
and the spirit of the speech.

! was lmopressed because he did not lay for:ih
a large list of actions for the Congress to copsider in this
particular year. He did not do so. largely, because
there i1s 2 large amount of work they inave yet to do He
knew full well we had a number of major watiers pendiag
beforé the Congress that they had not yet acted on.

I was impressed by the deep subutance, and the
feeling of the President, himself that caue through his
speach; his concern for this Country. for its fundamental values;
for its basic thrust during the 1970's i think, nore than
anythipng else, that is what he was trying to convey. e was
not gpeaking, in any sense, in a2 partisan way ile wzs aot
tryinz to appeal to any particular grcup; nor was he trying
to divide group against group. &e was not irying to separate
individuals, communities, or groups, within this HNation. He
was speaking to the Nation, as a vhole; appealing to tne
Nation as a whole for their help. for their cooperation

Ile was. in a sense, asking this ,ation to pause

and reflect, and to think and consider chat kind of ¢ Natlion
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this is, what kind of a Watien do we want to be; and how

meh are we willing to contribute to building what we see

3 thle Tpad for tailis Jation ik the

-
«l

This s largely the task

eabarked for thie past several months.

deal in superlatives, but I think

during the pagt sevaralvmonths. th
President's leadersihip - hag uwade
sat aright sone of the diificvitie
this Country. 2Lart of those actio
here today, Part oi lincse actio
epor thiw acion, followed by wags
crzeiion of the Pay Bearda and the

are being nanned by distinguished

¥ vant krere to publicly
gratitude oY ithisg adeinistration,

19790,
upon which he has been

I don't want to, here,

it is fair to say that

is Nation -- under the

ritaken far reaching steps to

s that are plaguing

s is the reason you are
s das imposed a freeza
and price controls; the
Price Commission. which

and dedicated Americans.
express the profound

frenae the President on down,

to Judge Boldi: to Chairman Grayson: to the Members of their

for their unselfish service

Respective DBoards and Compissions,
in dealiang with vhat baos to be one of the wmost difficult
o hacticn 1g copironte? with today, and one

TarS

the mosi thanklegs. i is

fashion, and I think we are’

sverycuae here, and everyodzs alse

{Aprlzuse)

done

in a very self-less

- antitled to an accolade Ironm

in this Nation.
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If 1 may, I would like to say a few more things and
then, if it is your wish, I will undertake to respond to
questions that you have. Don’t be Ilulled into thinking that
I can answer them. I am just going to respond to then.
(Laughter)
I cannot completely give all of ny time to you to
ask questions, because, frankly, there are a few things I
want to say.
I have heard for a number of months -- a number
of months -- about the uncertainty that prevails in the
United States; uncertainty in the mirds of people: criticisms
in the tores of others:; uncertainty abvout the domestic
policy: concern about the Internatioral Honetary situation:
the International economic picture.
*What is going to happen?”
This hag been voiced over and over again. [
recall early last year, when I first came tc Washington,
wve were embroiled in trying to get through the Congress --
wvell, we Administratively acted. then tried to assure
the Nation and the Congress that the Treasury's actions
with respect to Depreciation Schedules were the righi

thing to do and the right kind of stimulus for the Ration.

7he Dusiness community kept saying, throughout the Country,

‘e need an Investment Tex Credit. We need an Investaent



Tax Credit.” This iw what we heard. "If we just had that,

Y

everything wiil e all right.

So ws got it. 8o wiaat have we done with it?
Nothing.

We go up» on the Hill time and again, and we are
the ohes —-- this Adainisiraiion has defended the American
busineys enterprise in this Nation far more than you have
defended yourselves.

I did not cowe herc to criiicize you.

I did net cewe here to Ffuss at you.

Frenkly, I cume here to try to tell 1t to you 25
Y see it, and ﬁQ iry o ansver gone oi the questions that
I know vou are gelng te have.

We have donz precisnly thet, VWe put inte efifect
the Devreciation Schedule, and we felt that it probhably was
Aot doing the job, So we wen: back and, az a part of the
Tax Plan, we advaczted the Invoastment Taxy CUredit; that it be

reipstated on a perunnent Nasiu.

How, ihe quesiion is: What happefle?

<o} iadt o

[~

Science wmade a &7 increase duriag 1872 -- that is,
»wiant puirchases and covmivments for plant eguipment. That
is much better ther o 8% Jdecrease. But T would uot gaw thal
that is any great barner year, dorn ol any greazt coafidence

in the future econowm” oi this Couniry.



I don*t think that 7% was too vital to any of you.
What else did we do?
We took a number of other actions on taxes.
We talked about profits, and what profits mean
to this System, and to this Society. This Administration
has not been one bit afraid to talk about profits, or to
defend the System under which you make profits. We have
said that profits of American business enterprises during
the last year or two have been lower than they have been in
many, many years; lower than at any time in the last 30 years.
We have pointed out that profits are waz: fuel
this econony. That is what creates the jobs. That ia what
makes it possible to build these plants; to buy new equipment,
Ve have done everything we kuew how to do, to stimulate this
cconomy, Thfough spending tooc much?
Wait until you see the deficit -- if you are not
already afraid! They say we are not stimulating it enough.
i, frankly, as Secretary of the Treasury, wvish some
of you would accompany ame wher I go up ncxt week to defend
our pogitior and ask for an increase of the dedbt ceiling.
It is going tc be a very intevesting hearing. (Laughter)
if you heve any idea of what I ought to say, I have a few
doys to get your mail. I would be delighted foi any belp

that you can give me, I aszure you.

We have time and sgain, time and xzain, gaid that
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the greatest Fear ve have is fear of ourselves, and fear of
uncertainty,

As rart of the Tax Program, we did everything that
we knew how to do. The President suspended the convertibility
of the doilar. Tor wesks and months we heard: 'Well, this
le wvhat is what is holding all of the profit. If we could
Just get it setiled ...... 1i we could just settle th:s
Inter-llonetary thing, everytiing would be all right

30 we settled it.

How, there is concern adeout other things.

The trzuth of the matiter is that T know there is
thics uncertainlty in your mindsm. There is uiacertainty as
to fiow long wou are going tc have wage and price contirols.
iPhere is uncerdainty in vour wminds about: What does this
Adpanistration intend to do?

¥ can tell you very quickly. The philoscophy of this
Adrninisiration Basically is against wage and price controls.
Conditicus were reached in this Ration that made it imperatiw
viat we heve then You do have thenm. UVow. you are asking:
"iiow Jong arTe we going to have tiher?”

i can answor that one, teo!

./J
2
I
"
3
(
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o
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g *c have thew o0 loag as it is
necassary to hring inflationa down to the goal we have set, -
of 2-tc-3 percent. That is how long you are geing to have

tilen.



Now, when does that time come?

That time comes largely when you want it to come.
Thet time is going to depend upon how cocoperative you are,
and how forceful you are, aand how ambiticus you are to
end these controls.

We doan’t cChceive the Governmeni as an inrstrumentality
designed to inflict onerous requirements upon Americai ‘ree
Taterprise,

We don't sonzaive that we can cure all the ilis
of this free enterprise sysien.

Wa cenceive the Govoarnment, and what we can don, as
an instrumentality to vork cooperatively with you in trying
to solve some of our common problems.

But I will say to you, in all candor -- without
any emvarrassuent whaisoever -- that yvou cannot look teo
the Government for the ccuplete answer to your problems  Wher
we end wage and price ccihtrols is going to depend on yoit,

It is going to depend on jou and Laber relatlons across
the bargaining table. It depends upoi Labor.

When each of you maka: up your mind that you can
no longer negotiate and expect anyvody to support un-
consclonable and unreasonable wage demands in this Couniry;
when you make up your mind that yéu have to increase your
productivity; that you cannot coatinue to expect Un ralae

. > - s »m s ~y. rary ~ ] - 0
vour prices in upconccioradle Ffashior: liiea & are zolng to stop



inflatisn: Te aro going to try to stimulate the ©eCcORoORy

e are going ito try to provide the jobs that people in liis
Country uaeed, %e are going to do all we can. VWe are
going to do it in the wmest cooperative way we know how

There is nothing unceriain about the Tuture of
this Country. Sure, there are problems. X cannot tell you
the day, or the weel, or the month that the Price Commission
1s going out of business, or the Pay Board is going out of
bus iness They ase going out of brsiness when their joh
iz done. It wiii depend upon you,.

Tou cuploy the people. You affect the econowy.
The Governnent, really, is a small part of it. So make up
vour minds when you want to get it over with, That is the
Best answver £ coan give you,

But, i¥ you are not im a hurry, maybe it will be
on for scme time, I will tell you that, They are on now.
We oot them on. It is a rmiele loit cusier to take then off.
Az long as thoy are on. ve are golipng to walt until they do
the job., It uay v sunner;, it ray ve fall; it may be this
gear, o (sUuy yeary iron non, I dov 't know Jhat we gaf
to you is: Souws ol ke urcoeriainty sitems From the fact thal
paopie Just like e —-- 200 uUp doTe and say to vou? “¥e
don't believe it controls.”

The Cost of Living Coureil says we ought tgo
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Country. There are well over a million of them; 75% of the
business establighments in this Country -- retail bugine.s
establishments in this country -- but they only do 14 8%

of the volume. They are exenpt Everybody says, "If we will
Just hold tight a littlie bit. Bayve we will get exempt."

But you are not in that category.

(Laughter)

If you all want to be the "big boys" in the
Industrial world -- which you are. it is not everypbody that
gets into Tier 1 (lauciter) -- you will get special treat-
et Y mern that You are going to get very special
treainent., (Laughter)

S0, how long that is. is going to depend on how
good 2 jod we all do. Ve recoghize it, wo don‘t have a perfect
systen.

Ve look at the 64,000 inquiries that we have had
s ince Hovemder 15, through January 1i. The Internal Revenue
Service has had 964,000 of then! That is 24,000 inquirieg
a day! Ve look at the 30,500 cownlaints that the 1IR3, alone,
has recelved during that pericd of time: oi alleged violations
13,060 o’ ihose have already becn resoived. So we thiak
we know a litiie something about what the people think:
what they are concerned with. Ve are trying ic answer them
as fast as we can. Jack Grayson is trying; and his Commission

is trying; and the Pay Board is trying. We are all tryiag,
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Hone of us are prepared io say that we are doing a Evd
ijob, much less a superbd job. . A1l I can say to you lis:
Ye are doiug the best we know how, with whati we have. I am
cure wo avo entitled to comstruciive criticism -~ even
complaints. We don®t mind those, but ve also think, along
with constiructive criticism and complaints, goes a little
cooperation. The tihree "C's. If ¥ had wmy way, I would put
"Caoopoeration® first. If you all want to put it third,
ve will even take it that way!

So, wc are not going to daeieng the system: 7iv's not

o poricct gsysten It is the only ore we have., Xt isg the

Al

only game in towd, so to speak. So we are playing it. Ve

ave goling te play it fairly; we are going to play it as herd,

to try to wmeet the needs. You

W

vve know how. We are goin
tnow what the objectives are. You know what the goals are.
There is no mystery aboutl that. There is no uncertainty
apout 1tT.

We are trying te re-cstablish the free play, in the
naiizet place, of this ecoanony —- of all aspeets of this

zconony, it has gotten out of kilter. Ve are itrying to

t it -- To set it a-right -- tken turn it loose.

.,
I~

A

Ve
hed
)
s
4

75 there uncertsinty, any wmore, about the

Toternotional lHometary situation? 0Or our relationship with



our Internationmal Trading Pertne»s? 1 think not.

Wo have some legislation we have yet to do. We have
some negotiating we have still te doe vith some of our
partners.

We are always going to have some oi these probloms.
The time is never goling to come when you, as leading business
men in this great Bociety -- this great Awerican € ygstem --
can relazx and sit back secure in the knowledge that
everything is certain. 1 beliove it was President
Eisenhower who said, *There arc only two certain things.

On> is éeath; the other is? Taxes until you die”.

These are not very acceptable alternaiives to
wizat we hkave novw.

I# ¥ know anything about ‘the American gplrit;
if 7 know anything about American business; you don‘t want
too nuch certainty because, when you get things so clearly
deiined, and“sd definitely Qstablished that it is certain,
then you can be absnlutely certain of one cther thing. That
is: We are not making progress, and we are going to lose the
competitive position of Americar products and conmodities
in the World markot::, because I am telling you: The rest
of the world is at work walle ve are worrying. That is
the “ruth of the matter. They are ocui-vorking us: they are

out-planning us, day aftei day. Thoue of you wito are dcaling

in the Internatiomal liarkets; those ¢i you who competle iR the



International Tield know iull well what I am talking

about. MNow, semehovw, you have got to lcad a resurgence of

the American Spirit of YVorlk. We have to return to our
Puritanical systew oi work, if we are going to survive; if
we are goling to build; if we are going to grow; il we ar~.
going to ezpand.

i cannot promise you certaiaiy -- if X could, 1
wouldn %, Becauue what we have to do is to kcep the iacentive,
the initiative, the geniug of Anerica at work im this
Country, and in the VWorid., Thai is your only hope.

I see other Countries around the world, and how
they coperate; hou they mancge., Thls Country does iess to
Ty tn #Hanage your affairy, I think, then any other Country --
advarced Counixry -- con the face of the earth. But I don*t

B

think youn want their Systens. I think our cwn Systiem ought

to give uws ampic evidence that we have gone furtber; we have
oroducad more; we have doine it beiter; we have created more;

ve have provided nore, in z cbeaper icshion, than any people,

uging any Svatem, since the Jreation of Time.,

Why do we wani ©o quit it?

U2 ave trying merely o malie it Function,in a

criicicatly to get it dack
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SECRETARY COWFALLY: Did you hear the queutien?

“ 15 Buciness wasting ite time under this Price
Conirol Program, vith the Federal Government going $40 billion
in dept?”

Well, in a ghort rum, if you want fto be
pescinisiic, if you want teo be dezpondent, you canr. I am
not readvio concede that we are geing $40 billion in debt -
just for the sake of tho Press hore! (Laugﬁter)

X want to enier a little digelaimer. 1 am RBot
goiny to tell you vhat the figure is.

Let's apsume that, for the momepnt. (Laughter)

The Goverament is on the horas of a dilemma,
lone of us like 2 340 billiom deficit, or a $35 billicn
deficit, or any kind of a deficit. What is your alternative?
Yhat positicon would this Adminigiration, or the Governezent,
e in, if we had a balarced budget, with over 5 miilion
weoplo unemployed?

fg that 2n acceptable slternative?

Iz that an acceptable solulion?

¥ think not!

fle 1ive in a political cnvirommen:; wo live im a
political sveciely. You canrot alvays do things in the
sristine purety of a philosephy that you weuld itike to go on.

I am not a debt-sustaining man, When I was Governor cf our

HDome State, we never Bad a deficit. Ye had a2 surpius.
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85, frankly, I am somewhat at a loss to understand
the uncertainty, that I come to hear about, that prevails in
the minds oi business leaders throughout the Country. At
least, I hope that in the coming weeks and months, we can
dispel the concern, and dispel the uncertainty. We will be
trying. We will be doing everything we know how -- both
a2t home and abroad. You can be sure that, at home, we are
going to try to give you as much running room as we possibly
cah 80 tha{ you can uge your cwn innovations; your cwn

energy to build and create.

You cap be sure our International leaderg are
going to try to protect your ability to compete or a fair
and oquitable basis in the markets of the world. Of that,
ycu can be sure.

So, with no more assurance than that; with no
greater detfinition of certainty than that, let me attempi to
answer your gquestions.

HR. BOOTH: All right. If you have a big, stroag
voice, stand up aad let the 8ecretary hear it, please.
¥ don*t lilkze to take the blioom ofi of that heautifiul speech
by asking quegtions. but he is ready!

QUESTION: is Business wasting its time under
thig Price Control Prograr, with the Federal Government

going $40 billion in debi?
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I pisued three Tox Bille. ¥n ¢very Legislsnivre {c7v

the past two years., we did bave p surplugs T don't believe
in cdebt-gpending. But cccasicnally, we have to have 1it.
We are in a gstagnation period. ¥e a2re in a2 period of
ecenonic slocknewg, %We khave te bhnve some physical
stimulus. We have provided it  ¥c¢ hesve provided quite

a2 bit of it. Tkis cught tec ¢ ercouraging to you.

Now, as a matter of Covernment philosophy, 1 can
undergtond your cencorn but, ag ¢ rmatter of devising and
restoring corme vitality inte thic cconowmy, you ought to be
upholding it.

MR, BOATY: 1 will *aXke jusi one more question.

SOCRETARY CONVALLY- Yot g take wore.

I'R ROGTE: Yeour peeple. and 2r. Grayson's people
aw 1ere; they are eager to get cu? there.

Lot g take one rore qulesticn.

QUESTION: MBr Secretary, ohy don’t you ask for
a taox irncresse®?

SECRETARY COXMAIZY: Why den t we 29k for a tax

Te dvgt kad 2 majer tny decrnzze, for ole thing.

Tt wauld be 2 1ittle bit inecencictent.

Socondly, o Aor't agh far o tax ‘rerease Iov

the nimple Teason that wo are T yieg “o pul money into the
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Jiconomy, We are trying to stimulate the Tconomy because
2ll have said, “This is what is wrong with it. We dom't
have economic stimulus, We don't have the inventories. We
don’t have the purchase oif plant equipment.”

Fe tried to stimulate the economy further
with tax cuts.

Now, I say again, to argue philosophically: Wuen
you coingider tke practical alternatives that face this Govern-
mont, or any other Administration, you come out at different
soints. What we are trying to do isg to stimulate the
leonony so we can get these tax revenues; so that we can have
haliznced budget. ¥ think Zfor the Government -- 1like anybody
elinso -- it is 2 wmatter ol Governmental philosophy: We want
to operate om a Balanced budgei, just like any business has
to o, We are no different, but there are cxceptilons.

e are not in theo profit-making bPusiness. As a general
rule, we ought to be prepared to tax for what we spend.

But there sre times whea economic conditions are such in the
Country that, i ny judgment, the Government ls justified

o

in deficit spending. And we have been in such a period.

{e

MR, BOLVEH: ir. Secretary, let us thank you,
Pecnuse ihese peopie are cut here, waiting to tell us how to
unke your talk work. in practical action.

Jack CGrayson s people are in the Tork Shops out

here.



80, give the Secretary a big hand.

(Applause)

(Whereupon, at 2:30 o‘cleck, p.m.,

of Secretary Comnally was concluded.)

~00c-
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Mr. Chairman, I am grateful for your invitation to represent
the Treasury in your discussions this morning. In view of the
basic objectives of your inquiry, I am happy to be able to report
that all parts of the Treasury have been working strenuously to
assist in creating conditions which will permit profitable
participation by Americans in international trade. We are
convinced that our activities implementing the programs announced
by the President last August 15 will have substantial beneficial
effects because they deal with ﬁnderlying férces and seek to
remedy basic structural defects which have hampered American
producers in international competition.

The large size of the international payments deficits

which the United States was incurring was clear evidence that

C-236
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conditions facing the American producer in international
competition were in their combined effect powerfully.unbalamnd
against the United States prior to August 15. The significant
change in the structure of international exchange rates which
have been negotiated since that time is one important contribu-
tion to rectifying an unacceptable basic situation. The
exchange rates changes will improve the price competitiveness
of American resources and American labor both at home and
abroad. The new exchange rates will be reflected in lower
foreign currency prices for U. S. goods to purchasers abroad
and in higher dollar prices for imported goods in our own market
While existing techniques of estimating future levels
of international trade after a large change in exchange rates
are not accurate enough to provide reliable detailed forecasts
of the magnitude and timing of prospective benefits to U. S.
trade, past experience does suggest that the effect of the
recent realignment will be substantial even though gradual.
Initially, the effects of the realignment may aétually
be perversé on our reported trade statistics, as imports having
a higher dollar cost continue to enter the country on the basis

of business commitments and plans made before the realignment.
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But the importance of this factor will diminish and the U. S.
trade balance should be reflecting substantial changes by the
last quarter of this year as the changes in relative prices
and costs are increasingly reflected in new market decisions.
We anticipate a reversal of the recently deteriorating trend
in the U. S. international trade balance despite the projected
upswing in the U. S. economy and despite the less than traditional
rates of economic growth expected in a number of important foreign
countries during the year. We are starting, however, from the
deficit position which we had in 1971, and the effects of
exchange rate changes will be fully felt only over a periocd of
several years.

As I am sure you are all aware, agreement has been reached
not only on the immediate realignment of currencies but also
on the need for futher negotiations for reform of the
international monetary system over the longer term. The
issues for these negotiations are complex, and it should not
be expected that major changes in the system can be worked out
in a short time. But the United States will be participating
in these discussions with the objective of creating conditions

less conducive to barriers to U. S. exports and less conducive
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to other measures which serve to reduce the benefits which
Americans can derive from international trade and investment.
One beneficial change has already been introduced on a pro-
visional basis: the use of somewhat wider exchange rate
margins by most major trading countries. Experience with
wider margins will provide a useful basis for consideration
of the types of additional flexibility which may be needed
to facilitate international commercial payments.

The proposal which we hope to be able to send to the
Congress early in February for a change in the par value
of the U. S. dollar in terms of gold is not expected to have
any direct effect on the exchange rates prevailiﬁg in the
markets of the world. This Act therefore will not directly
contribute any further improvement to the competitive position
of U. S. producers. The proposed change is, however, highly
relevant to our trade position in that it would represent fulfill
ment of a promise given by us inthe successful negotiations
which led to the new exchange rates which are now effective
in the market. Moreover, submission of the bill, when it
is possible, will signify that meaningful progress can.bé

reported to the Congress on negotiations which are now
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under way with Japan, Canada, and the European Economic

Community to remove some existing barriers to U. S. exports.

It is our expectation that these current negotiations will be
merely the forerunner of broader negotiations which we hope will
lead to substantial further improvement over the next two

years in the conditions which American producers face in

competing with foreign producers.

The President's New Economic Policy also contains a tax
change which will assist U. S. exporters by removing the previous
disparity of tax treatment between the sales income earned by U.S.
owned corporate subsidiaries abroad and the sales income earned by
domestic U. S. corporations on the export of products manufactured
in the United States. 1I refer to the provisions in the
Revenue Act of 1971 for a new type of U. S. corporation,
the Domestic International Sales Corporation, commonly
referred to as the DISC. The DISC provisions are expected to
simplify the task of determining tax liability on income
earned through exporting and to put the U. S. exporter in
the position of greater equality with his competitors abroad
with respect to taxation. The DISC provisions therefore

remove tax disincentives which have faced U. S. companies in
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producing in the United States for export to foreign markets,
This week we expect to be circulating throughout the country
an extensive publication to explain to businessmen how they
can avail themselves of the new DISC provisions.

All these measures I have discussed have rdated directly
to U. S. foreign trade. Their combined effect in improving
our over-all trade position will be greatly enhanced, of
course, by the basic domestic elements of the President's
New Economic Program. The abatement of inflation in the
United States and the improvement of productivity which have
already begun will combine with the direct international
measures to produce a strong improvement in the relative
competitive position of U. S. goods and services in world
trade. Some time will be required before events reveal
precisely what are the combined effect of these fundamental
measures, but it is our judgment that no major new initiatives
are required today with respect to governmental measures bearing
on the U. S. trade balance. Of course we should be ready at
any time to weigh carefully the potential benefits of any

suggested changes which may be justified in their own right
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even though they do not respond to crisis conditions. 1In
this light, S.2754 which you have before you lists a number
of possibilities worthy of further study.

Of those possibilities, two are of most direct relevance
to Treasury Department operations. One of these is the
title VIII provision for establishing a discount facility for
short-term export credit obligations in the Export-Import Bank.
On this subject, our judgment supports that of Chairman Kearns
that the Bank already has ample legislative authority for this
purpose under existing legislation, and that what is needed
now ie an opportunity to gain experience with the recent
expansion of the Bank's discount facilities. The Export
Expansion Finance Act of 1971 requires the Bank to submit to the
Congress a semi-annual report on its own state of competitiveness
with foreign government-supported export financing institutions.
The first of these reports is under preparation now. I understand
that indications are that the report will show Eximbank's
facilities, including those in the short-term range, to be
fully competitive with corresponding facilities available

to the exporters of other major trading countries. If experience
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or that report reveal the need for further legislative change,
I am sure an Administration recommendation for such change
will be submitted promptly.

A second part of the bill having particular reference to
the Treasury is Title X, which would authorize the Secretary
of the Treasury to approve the duty-free delivery of machinery,
raw materials and fuel into foreign trade zones for use in the
manufacture of goods in the zone for export to destinations
other than the customs territory of the U. S., subject to certain
determinations by the Foreign Trade Zones Board. From the
experience of our Customs Bureau and from Treasury participation
in the Foreign Trade Zones Board, we realize that the use of
the foreign trade zone device under existing legislation has
been limited and that only a fraction of the products of these
zones has ultimately been exported. And we can conceive of cir-
cumstances, particularly when a bulky U. S. raw material is
involved, when an export manufactured from that material might be
salable with use of duty-free and quota-free foreign fuel and
machinery and might not be possible with domestic machinery and
fuel. But, on the other hand, it would probably be extremely
difficult for the Trade Zones Board in any particular case to

determine that approval of a long-term manufacturing project in
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a foreign trade zoné would not over its life back out the
export of other U. S. products which had embodied the labors
of U. S. producers of machinery and fuel. In view of the
complexity of this situation, we recommend that time be given
for further careful study of this matter before new legislation
is undertaken.

Mr. Chairman, that concludes my prepared statement. I

would be happy to attempt to answer any questions you may have.
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RESULTS OF TREASURY'S WEEKLY BILI OFFERING

The Treasury Department announced that the tenders for two series of Treasury

3, one series to be an additional issue of the bills dated October 28, 1971 , and
>ther series to be dated January 27, 1872 , which were cffered on January 18, 1972,
opened at the Federal Reserve Banks today. Tenders were invited for $2,300,000,000,
rereabouts, of 9l-day bills and for $l,SO0,000,000, or thercabouts, of 182-day

3. The details of the two series are sg follows:

91-day Treasury bills
maturing April 27, 1972
Approx. Equiv. :
Price Annual Rate : ~_Price

182-day Treasury bills
maturing July 27, 1972
Approx. Equiv.

i OF ACCEPTED
JTITIVE BIDS:

Annual Rate
High 99.125 3.462% 98,113 3.733%
Low 99.110 3.521% : 98.100 3.758%
Aversage 99,117 3.493% 1/ 98.102 3.7549 1/

49% of the amount of 9l-day bills bid for at the low price was acceptcd
91% of the amount of 182-day bills bid for at the low price was accepted

TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

trict Applied For Accepted Applied For Accepted
ton $ 16,705,000 $ 5,905,000 $ 16,670,000 1,170,000
* York 2,973,360,000 1,852,955,000 2,744,130,000 1,439,520,000
ladelphia 29,860,000 14,860,000 17,930,000 6,130,000
veland 22,525,000 22,375,000 28,780,000 7,440,000
hmond 9,050,000 7,050,000 2,385,000 2,385,000
anta 45,275,000 27,370,000 26,625,000 9,230,000
cago 257,120,000 188,395,000 255,065,000 47,110,000
Louis 68,120,000 54,860,000 37,025,000 9,025,000
neapolis 29,715,000 17,715,000 44,510,000 30,510,000
sas City 37,765,000 26,190,000 19,685,000 7,385,000
las 33,730,000 10,730,000 34,280,000 8,280,000
Francisco 131,940,000 71,780,000 374,500,000 34,750,000
TOTALS $3,655,165,000 $2,300,185,000 a/ $3,601,585,000 $1,602,935,000 b/

2ludes $195,745,000 noncompetitive tenders accepted at the average price of 99.117
2ludes $102,590,000 noncompetitive tenders accepted at the average price of 98.102
2se rates are on a bank discount basis. The equivalent ccupon issue yields are

3 % for the 91-day bills, and 3.89% for the 182-day bills.



The Departmentof the [REASLIRY [M Ewg

SHINGTON, D.C. 20220 TELEPHONE WO04-2041

FOR IMMEDIATE RELEASE January 25, 1972

WILLIAM B, BUTLER IS NAMED FIRST DIRECTOR OF
CONSOLIDATED FEDERAL LAW ENFORCEMENT TRAINING CENTER

Treasury Secretary John B. Connally announced today
that William B. Butler, 55, of Houston, Texas, has been
appointed as the first Director of the Consolidated
Federal Law Enforcement Training Center.

The Center, now in temporary quarters, eventually
will be located in facilities now being built on a 490 acre
tract near Beltsville, Maryland. After it moves into its
permanent quarters the Center will provide basic refresher,
in-service and advanced training for the law enforcement
personnel from 20 or more different Federal agencies., Each
year training will be given to more than 8,700 Federal
police officers and criminal investigators.

Assistant Secretary Eugene T. Rossides will swear
Mr. Butler into office at a ceremony to be held at 11:00 a.m.
on Thursday, January 27, at Room 4121, Main Treasury.

Previous to this appointment, Mr. Butler was a Special
Assistant to the Assistant Secretary of the Treasury (Enforcement,
Tariff and Trade Affairs and Operations) and to the Commissioner
of Customs.,

From Janﬁary 1958 to July 1961 Mr. Butler was the
U.S. Attorney for the Southern District of Texas. He stayed

with the U,S, Attorney's office from 1961 to September 1969
as Assistant U.,S. Attorney, Chief of the Civil Division,

C-238
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Mr., Butler, a 1939 honor graduate of the University
of Texas Law School, has practiced law privately. He
spent nearly four years with the FBI, and served as an
officer in the Navy during World War II and Korea,

Mr. Butler is married to Nancy Louise Ranson
of Farmville, Virginia. They have three children, two
boys ages 15 and nine and a girl, l4. He lives in
Silver Spring, Maryland,

o0o



The Department of theTREASUR Y M E W%

ASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE January 25, 1972

ANTIDUMPING INVESTIGATION INITIATED ON
CANNED BARTLETT PEARS FROM AUSTRALIA

The Treasury Department announced today the
initiation of an antidumping investigation of imports
of canned Bartlett pears from Australia.

The Treasury announcement followed a summary
investigation conducted by the Bureau of Customs
after receipt of a complaint alleging that dumping
was taking place in the United States.

The total value of canned Bartlett pears
imported from Australia during the period from
January 1970 through September 1971 amounted to

approximately $2,000,000.
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The Department of the TREASLIRY N EW%

\SHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE January 25, 1972

DECISION ON VINYL ASBESTOS FLOOR TILE FROM CANADA
UNDER THE ANTIDUMPING ACT

The Treasury Department announced today the issuance
of a tentative determination of no sales at less than fair
value in connection with its antidumping investigation of
vinyl asbestos floor tile from Canada.

The notice will be published in the Federal Register
on January 26, 1972.

Information gathered in this investigation shows that
the price to buyers in the home market was lower than the
price to buyers in the United States.

Appraisement of the above described merchandise from
Canada has not been withheld.

During the period from November 1970 through September
1971 imports of vinyl asbestos floor tiles from Canada were

valt:d at approximately $600,000.



Theoeprmenofune TREASURY  [J[EVS

SHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEAGE Jaruary 25, 1972

TREASURY 'S WEEKLY RILL OFFERING

The Treasury Department, by this public notice, invites tenders
for two series of Treasury bills to the aggregate amount of
$3,900,000,000, or thereabouts, for cash and in exchange for Treasury
bills maturing February 3,1972, in the amount of $3,902,575,000,

as follows:

9] -day bills (to maturity date) to be issued February 3, 1972,
in the amount of $2,300,000,000, or thereabouts, representing an
additional amount of bills dated November 4, 1971, and to mature
May 4, 1972 (CUSIP No.912793 MZ6 ) ,originally issued in
the amount of $1,601,895,000, the additional and original bills to be

freely interchangeable.

182- day bills, for $1,600,000,000, or thereabouts, to be dated
February 3, 1972, and to mature August 3, 1972.
(CUSIP No. 912793 NXO).

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 $10,000,
$15,000, $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, Momnday, January 31, 1972. Tenders will not be received
at the Treasury Department, Washington. Each tender must be for a
minimum-of $10,000. Tenders over $10,000 must be in multiples of
$5,000. 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
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submit tenders except for their own account. Tenders will be receiveq
without deposit frcm incorporated banks and trust companies and fronm
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 accompanig
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 announcement
will be made by the Treasury Department of the amount and price range
of accepted bids. Only those submitting competitive 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 February 3, 1972,
in cash or other immediately available funds or in a like face amount of
Treasury bills maturing February 3, 1972. 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.

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 considered to accrue when the bills are sold, redeemed or otherwise
disposed of, and the bills are excluded from consideration as capital
assets. Accordingly, the owner of Treasury bills (other than life
insurance companies) issued hereunder must include in his income tax
return, as ordinary gain or loss, the difference between the price paid
for the bills, whether on original issue or on subsequent purchase,aﬂ
the amount actually received either upon sale or redemption at maturity
during the taxable year for which the return is made.

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 fror
any Federal Reserve Bank or Branch.
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The Departmentof the [REASURY M EW

SHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDTATE RELEASE

REMARKS OF EUGENE T. ROSSIDES
ASSISTANT SECRETARY OF THE TREASURY
(ENFORCEMENT, TARIFF AND TRADE AFFAIRS, AND OPERATIONS)
before the
NEW YORK CITY CHAMBER OF COMMERCE
CHAMBER OF COMMERCE BUILDING
NEW YORK, NEW YORK

January 25, 1972 1:00 P.M.

It is a pleasure to be here today to discuss
with you the Treasury Department's program to
curtall theft of international cargo. Early in
this Administration, President Nixon directed an
all-out drive against drug smuggling and
organized crime. These became Treasury's
highest priorities in the area of law enforcement.
The long-neglected problem of cargo theft fell
into both these priority areas.

The three points I will cover with you today
are:

(1) Treasury's proposed legislation, the
Customs Port Security Act. Passage of

this legislation would , in my judgment,
result in the reduction to a minimum of
cargo theft at the New York airports and
all other airports of entry throughout

the United States within six months to one
year, and a substantial reduction of cargo
theft in New York Harbor and at all seaports
of entry within one year.
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(2)

The issuance today by the Treasury

Department of '"Standards for Cargo
Security,”" We hope that these standards
will receive the full cooperation of
industry and result in a reduction in
cargo theft, '

(3) The commencement of pilot projects
on the New York and San Francisco water-
fronts.

Background

Before discussing these points let me explair
the perspective from which Treasury sees its
involvement in the matter of cargo security,

The gravity of the cargo theft problem is i
well known to all of you. While the direct dollar

loss is
suffers

in the millions of dollars, business
in other ways:

Insurance premiums are increased.
Export sales and markets may be lost,.

Manufacturing schedules may be delayed
and workers laid off due to lack of
foreign components,

Stolen merchandise is peddled by the
underworld in competition with
legitimate businesses, including the

importers from whom the property was
stolen,



The Treasury also loses because Customs
may not be able to collect duty on cargo which
has been stolen and because lower income taxes
are paid by importers who: (1) fail to receive
stolen merchandise which they would otherwise
sell at a profit, and (2) claim a deduction on
their income tax returns for uninsured theft
losses. The loss of export cargo also has an
obvious effect on our critical balance of
payments situation.

From the moment that imported merchandise
is unloaded from an aircraft or vessel at a
United States port of entry, it is under ''Customs
custody.'" It remains in Customs' custody until
it is released by Customs for entry into the
commerce of the United States., After this release,
delivery may be made by the carrier either directly
to the importer or to a designated agent, such as
a customhouse broker or freight forwarder.

Customs is concerned with cargo losses
occurring during this period of ''Customs custody."
While the carrier is responsible for insuring the
physical security of the merchandise during this
period, Customs does exercise control over its
movement until an arrangement for payment of
duty has been made and until Customs is satisfied
that contraband, such as heroin and other illicit
drugs, is not being smuggled into the United
States. Clearly, any theft or pilferage of
merchandise before its release from Customs
custody threatens both the proper collection of
duty and the prevention of smuggling, with which
Customs is directly charged.



The Treasury's action program to combat cargo
theft was based upon these responsibilities and
capabilities of Customs.

1. Treasury's Legislative Proposal--Customs Port
Security Act

The most important need we have at this time is
passage of the legislative proposal which Treasury
submitted to Congress on behalf of the Administration
and which was introduced last spring as the Mills-
Byrnes bill (H.R. 8476) and the Bennett bill (S. 1654).
This legislation would give the Secretary of the
Treasury authority to establish nationwide standards
for security, both physical and procediral, at seaports
and airports of entry.

The proposed bill directs the Secretary of the
Treasury to establish by regulation national standards
for cargo protection at seaports and airports of entry.
These minimum standards will be based upon the
Standards for Cargo Security which the Department of
the Treasury has issued today to aid industry and local
Customs officials in remedying cargo security problems.
I believe that full implementation of these standards
would produce a significant decrease in cargo theft at
minimal cost to industry.

Since the legislation requires all ports and
terminals to meet the same basic standards, it also
assures that no one port or terminal will be competitively
disadvantaged. Furthermore, because Customs already
has a physical presence at all major seaports and
alrports, it will be able to monitor compliance without
the need to create a new bureaucracy to be paid for by
industry or the public.



We recognize that adoption of these minimum security
measures may not be sufficient to curb cargo theft in
all instances. The bill, therefore, provides for the
establishment of '"Customs security areas' when the
Secretary makes a finding that within a port or portion
of a port there is an unusual risk of theft or pilferage
of international cargo. Such a finding would only be
made after a hearing has been held on notice to the
appropriate terminal operator or carrier. ''Customs
security areas' will have to conform to even tighter
security measures than those prescribed under the national
standards and access to such areas would be restricted
and under the control of Customs officers.

To obtain access to a Customs security area, the
Secretary may require a display of identification cards
or badges approved by the Customs officer in charge of
the port. The bill also identifies violations for which
the Customs officer may suspend or revoke an identification
card and the procedures which he must follow when he
takes such action. These procedures provide for a full
hearing and review if requested by the aggrieved party.

The thrust of this legislation is to provide for
equality throughout the country in meeting certain minimal
security standards. Only in specific areas of demonstrated
high-theft risk, where normal measures have either failed
or not been taken, would more stringent measures and
controls be imposed. Treasury would expect to define
those areas as narrowly as possible--not an entire port
if we could pinpoint a dock area; not a dock area, if we
could specify a particular pier; not an entire airport,
if the problem were concentrated at a specific carrier's
terminal,

Assuming industry compliance with the national
standards, we anticipate that few Customs security areas
will be established and we would hope to work ourselves



out of the security business in those areas as rapidly
as possible.

2. Standards for Cargo Security

The Standards for Cargo Security which are being
released today by Treasury as industry guidelines set
forth the cargo protection measures which experts in
industrial security believe should be implemented at
cargo handling facilities to provide a minimum level
of security. The topics covered include such matters as
storage areas for high-value items, lighting, fencing,
and guards, as well as procedural matters. They are
simply those security measures which prudent management
should take in its own interest. We anticipate that
carriers and terminal operators will voluntarily
observe these standards and that there will be a
significant reduction in cargo theft as a result.

The need for improved cargo security is substantiated
by a Customs survey of cargo handling and storage
facilities at piers and terminals throughout the country.
The reports received from each district indicate that

glaring security deficiencies exist in some areas.
Examples are:

--Cargo being stored in unattended, unfenced
areas to which unauthorized persons have
easy access.

--Employees being allowed to park their
private vehicles in cargo unloading areas.

--Shipping documents being left where they can
be inspected and removed by unauthorized persons.



Carriers and terminal operators in those ports
will be asked to take the appropriate corrective
actions recommended in the security guidelines issued
today.

3. New Pilot Projects

A demonstration project similar to one we
developed for Kennedy Airport has commenced on three
piers in New York and the groundwork has been laid
for the commencement of a pilot project on the San
Francisco waterfront which we expect will be in
operation by March.

We believe these new pilot projects will demon-
strate to the maritime industry that the security
megsures we are advocating are (1) highly effective
in curbing cheft, and (2) not unreasonably expensive
for the industry,

Let me give yocu a report on the pilot project which
Treasury initiated with the cooperation of the Airport
Security Council at Kennedy Airport.

In the year preceding that pilot project, airlines
operating at JFK reported 425 instances of theft and
a loss of merchandise having a total value of $3.3
million. In the first year of the pilot project, the
number of instances of theft reported by the airlines
declined by approximately 287% and the dollar value by
697. The results for the last six months are even
more encouraging--119 instances of theft of cargo
having a total value of $276,000, a further reduction
of 227 in number and 44% in value. I must point out
that these figures were obtained by the Airport Security
Council and have not been verified by Treasury. However,
it is clear that there has been a substantial reduction
i theft loss.



This improvement in the loss picture at JFK
was achieved at a minimum cost and with a minimal
effect on facilitation by employing common sense
principles of cargo and documentation security.
Some of the procedures instituted are:

1. High-value and broken-package
merchandise is transported
from aircraft to terminal in
locked trucks.

2. Terminal operators are now
required to store such high value
and easily pilfered cargo in a
secure area.

3. A new cargo release form is used
which provides for authentication
by the broker of the person
authorized to pick up merchandise.

These simple, but effective measures are now being
required wherever appropriate by means of regulations
effective April 1, 1971.

In connection with the topic of cargo theft
statistics, I should mention that Treasury regulations
require that discrepancies in manifested quantities be
reported to Customs (on U.S. Customs Form 5931 or by
submitting amended copy of manifest). Information
from these reports is then compiled by computer. This
system, which is still being refined, will produce
statistics which should enable us to pinpoint the
specific piers, terminals, or warehouses, and the types
and values of merchandise which are most involved in
cargo theft.

However, a recent review of this reporting program
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Industry, which has the prime responsibility, can
combat cargo theft by improving its own physical and

procedural security and by accurately reporting losses
which occur.

While the Treasury program focuses primarily on
security of international cargo, it should also result
in better security for the large quantities of domestic
cargo flowing through and temporarily stored at the
same airport and seaport facilities.,

The immediate, vital need is the passage of
Treasury's proposed legislation--the Customs Port
Security Act. This legislation has received the backing
of knowledgeable industry groups, including the
Commerce and Industry Association of New York, the
American Importers Association, and the Transportation
Association of America. We are hopeful that hearings
will be held soon by the House Ways and Means Committee
and the Senate FinanceCommittee.

o0o



reveals that in New York carriers are filing inaccurate
or unsubstantiated reports in many of the cases checked.
This indicates a disregard of the reporting requirement
by some carriers. We have directed a priority effort
to correct this situation. I am confident that once
management becomes aware of the necessity of making
accurate reports, we will begin to obtain the

essential information which this program was designed
to provide.

Importers, brokers, and insurance underwriters
could help us greatly, as well as obtain a refund of
duty paid, by filing or insisting that shortage reports
be filed when invoiced or manifested merchandise is
not received.

An Action Program

I can assure you that this is an action program
which has made maximum use of the limited funds allocated
to it. It also ties in with two top priority concerns
of President Nixon--the drive to stop smuggling of
narcotics and dangerous drugs into the United States and
the campaign against organized crime.

If the drug smuggler can remove packages containing
narcotics before entry is made, he does not have to fear
the more rigorous inspection of cargo which Customs has
implemented in order to reduce the influx of illegal
drugs into this country.

For organized crime, cargo theft has become a
profitable business, especially at large deep-water ports
and at major airports. For example, there was considerable
evidence that organized crime was responsible for the
substantial losses experienced at JFK before the
institution of the pilot project.
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THE CHAINNALT: Ladies and gentlewen. the Hononrable
Johin B. Connaily, the Sscretary of the Treasnry.

{(Applauga)

SLECRETARY CONITALLY: fThank you very much

Pleagse be seated.

Chairman Cook, Pregident Trowdridge, Senator
Parcy, other distinguished head-table guests, ladies
end gentlemen:

I had a fow remarks.that I wanted to make, but
I find now that I must take whatever time is alictted
to me in defense of the introduction.

(Laughter)

"Pex®, I suppose I should say, 'Taank you”, But

when you start off talking about being orator. deuaiar. ac

politician, I wouid say that is an effective way %o ey
felicw on the deZensive.

I reaily don®t think -- I probably shouid notl
respond 1n'deta11 to thaf introduction, T suupoga Lic
safgst thing for me to do 1is to let it stand, without
coméent, or else I realiy would have to spend mogt
time explaining it, if not defending myself from Lt.

Sericusiy, I am grateful to you. I kaow i «id
it in high good humor, and the audience responded
accordingly. I wonder -- if you ever get cul ol L2370y

the Chalrman of General Foods, I cughi to send word o



Bob Hope that he betiter uove over.

{L.avghter)

You are a man with an instinet for humor,
tell that,

Peter, 1 hope you don’'t carry any messapres
to the White House about some of the things Mr. (-
sald. Maybe we can burn some of hig script, I a2s:
these microphones are here for effect, to do sownet
here for my egn. Ourely, they can't all be iive.

(Laughter)

Now, at this point, after uy speech yesterd

the Tier One group in Washington, and the press ac
that I read of it. I think I am very much like I

Tex, during the wyar, ard that pert of the story

I rather think, in the presence of su many digting.

Anerican business reafews, that I, pernaps, shouid

holler, "Hey, Rube.. I need help.”

But, because you are basicelly and ingiirziliol

courteous and kind people, perhaps I can get on a2n
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podium today, at this luncheen, withoui teo wuch diiilculiy.

A,

I will try to address myseli to some of %o

A

problems of this conference. and d¢ it in such = way

that, hopefully, I can explain scme of the attiiuod:
the Administration; some of the hopes znd the a2gsic

not only of the President, but of the Country liuz
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this sarticulsey Confevonce-
Board Meeting, I supvose it is, "Mompetilitenyss n the
Worid Marketigs™,

I think we have o start off. in any considevatlean
of where we are today, in world nmarkets,by tryime to
undersiand where we have been in the past 10 years. luch
of what I will say to yeu today, you already lthow, I au suie;
but, perhaps py bringing several thoughts togother, blending
them with each others. perbzps diiferent enphiayglis «an
placed on gsome of the provlens that we Iace. e oo
I can kest illusirate the dedication and the desive of (he

President a2nd this Adninigtraticn to fry and kel syive

sone of the problems thai beset this dation vy so Aoiim,

o

[}

We ecan siart off. when wo talk about comonliivans
in Vorld “rade, by acdmittipg theat in 1971, we hasd o daliceit
our World Trade,. This just heppeons o e Lihe Joroh

tine, iz 78 years, that this has happened; the Pl hine

that we have had a itrade delicit.

€3

sitece 168
Faat, in itself, is bad encugh; wut wve o2
overlook it, perhapy, and expiain it i» gome weasure, 1¥ il

were not fov the fact that over the past dscade, oo 2nve
been an o decliaing trend which led s to boilev: “had
such was going to harpen, and that such
unless ve faced up to che reelity; unpless To 0

'l" T e "'“
Lotk

around and realizad that the concept and the &



AT " - Ry _ gt - D TR e o s o .. . . -,
Fe nad In the United Siatep-sthat ve had an infinite

capacity fer lavgesse--ihat ane dav must end It mus
end. To realizme thzi, we had to sowe day Jace up to

the fact that we had limited resnurces that were available
to this Hation, notwithsitanding the fact that it was the
largest; that it was the most active; that it was the mosut
progressive; that it was the most productive in the
history of the world. e have come to that dav of

reckoning,

In this Land, the largesse that resulied in
gains for othasr naticns, and drairs for our swn, now
presents itgelf in stark reality, I +hiank 1n the context
of that picture, that we have to alse admit, overnighi.
that we are living in an entirely differvent worid from
what we were living in last Juely, last Augus:i, and last
Septenber. We are living in a different werid,

What has happened since then?

A great many ithings have happened, aad a
great many more will kappen, but it takes a Little tice.
It talies a 1little patieiace. It takes a littie confi-dence.
It takes considerable trust. It takes enthumiasg, asnd
dedication, and kelief, and faith. Faith ia ourselrues:

long falth dm ooz

v

{aith in our Oystem; faith in this Ha

oswia capaclty to do whatever we make up our mindg ©o Ao,

On August 15, this world in which we 1ive, (hls
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economic world that is part of this Hation, changed Jov
all time--in my judgment. It was not a temporary thiag,
On that date the President of the United States snaved
remarkable courage, for which he has been gilven little
venefit, and 1ittie applause. But he showed remaikable
coursge in facing up to problems that be felt this Ilztion,
and this TFree fnterprise System, and this Froee Sccloty
faced. Hle imposed wage and price controis -- a freeze,

a complete freege, for 90 days, as you know.

He took a number of other measures; recocnmendad
great changes in the tax structure of the Vaxrion, in order
to encecurage expanded economic vitality im ihe Hatlon;
to create jobs for people; to put this Hation back io
work.

He suspended the convertibllity of the dellawr.
and he get adrift the entire International iovnetary
System, witlhiout knowing, really, where the shorelins
was, or at wiaat point we would reach lamndfail,

Therw was no course by which he could chsrt hingel
) § 4 héd not been done before. He was. indeed, treacing in
strange waters. But he did it because e had tiwe
courage to do it. He had the capacity to underziznd iz
problem, and he had the courage to face up o i7. Go had
the ecourage to send some of us around the woiid, saﬁiﬂz

to our Trading partrers that, for 25 years, <he Liles
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Stateg had given of itself, of its manpower, of its rescurces
of its strength, of its vitality, of its compassion, =and
of its care, in order that we might rebuild demolished
and destroyed citieg and nations; in order that we might
hold out hope to people-without-hope, without-promnise.
How well wa have gsuccegded, and how proud should be +this
Nation and its people, because we did do sonething that
no other Nation has evar dome. We raised nations from tie
ashes of defeat to become great competitors, in one gereraiion
It ig significant that, during the past decade, the export
of manufactured items produced in the United States in
the last decade, the last 10 years, inoreased by 110%.

But, during that same period of time, German
exports -- a short time before a‘%onquered'Nation -
increased by 200%. Canada increased by 280%. Japsn
has now reached the point of being the second greatest
producer in the Free World, the non-Communist worid --
second only to the United States. Japan increased pexr
export of manufactured items, in that same period, Dy £00%.

Now, this should give us something to think about,.
It should cause us to try to analyze where we are, and what
we are doing in terms of economic strength, and econcmic
growth.

All of these things, the President fac=d um ic on

August 15.
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done. The Cevernment is nol satissfied that wa hnwvy deges

all that we ean do, but we are alse satisfied thot tho
Government caanot assure the econanic vitality o thig
Natilon.

We are certain that CGovernnent, alone, canngoi
provide the answer for Awmerican Busimés& and Aneyvican

Labor,

I have been chided by your distinguished hairion,

g
fal]

sonewviat, for junping or Business yesterday. ¥ realiv
did not jump en Dusiress., I just seid, when we
crangod ithe Iepreciatior Ichedules in the Treosury
Departaent -~ for wihlch we cauvght soue considerable Tig

I might add, in ihe Congress —-- W wera agsured Ly

the Businegs comnunity that that was not wirat they wan
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or needed, What vou wanied was Invesiment Wex Creod’i.

If you got that, everything would e all vighu., {311

sald wag, we went back up and get you that, BDut we IJrund

out that did not solve things, either, ond it wouidn
Ve did not expect it teo, but ﬁe dil expect it to bevo
a little more impact tian it hag had,

I congtanily hear of the uiacertariles. ot Dol

gald, "Well, we think we are entitled ino guesilcon solio



the things {hat are going on. in the world.% And he is
right.

He mentioned specificzlly -- I hope you wiil fergiva
the personal allusion, TexX -- he mentioned the West Coasi
Dock Strike. That is an uncertainty. It is an unconscionable
uncertainty, But the President addressed himself to it
yesterday‘jand sald he was going {o send Legislation to
the Congreéé, asking Congress to act en it because there
is one certainty in our midst, among many others, Thai ig
thét iabor has reached the point in this American Society
vhere it can no longer thumb its nose in the face ci the
Public and demand for itgelf everything that it can possibiy
grasp. They have tc be reéponsible.

(Applause)

They have to be responsible, just as American
Business hag to bs responsible. I, in my remarks yvostoxday
did not intend to be critical of Business, but I felt
free to do so. Frankly, you always feel free in cviticize
youf friends.

(Laughter)

But I am not going to admit that I nevowr oill b
critical, I sm just going to take oui a little digeiatucy
now by saying that ¥ always feel that you have a »izgh®

to be critical of your friends; to give advice -~ unmalted



advice; vnsought zdvise ~- to your friends. They don't alil
have to take it but, in that posture, I appear here teday.
I really want to give you 2 little advice. You dom’t

have to take it, I don®t expect you to, but at least,

I will kave the satisfaction of having said it,

Every now and then, one of the small cornpengations
that you get out of occupying this job is, you get to say
what you think,

(Laughter)

I you donft get that, why, really, it’s not
worth it?

(Laughter)

But, inm all seriousness, we do, indeed, face
some major problems. Let me assure ycu that while we
are worrying about many of the problems that plague us
todey, and many of the uncertainties that gurrcund usg,
there really can bs no doubt about vhat the basic thrust,
the basic intent, of this President, and this Adminisiration,
1s. So far as the Pay Board is concerned, so far as the
Price Commigsion is concerned, there is doubt -~ and
understandably so -~ in the minds of people, about hov
long it is goling to last. "Are you really going to male
it work?"

Well, the answer to the firgst ~ -="how laony

will it last"-- I don*t know. It is going to last until it
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does work. That much, vou can bo sure of.

We did nct eubark om this for practiice. The
President did not take these actions on Aupust 13 just
to make a trial run, or because he thought it would jusi
be interesting to play with it. He took theme acticrs
because he thought it was absolutely sssential to ity to
preserve this System under which we operate.

lle felt it was absolutely imperative that ie,
as‘President of the iUnited States, ezpress &« concern ia the
most concrete ferms that he could., 1llo map -- no wap --
hewever strong, however courageous, wants 1o asguane the
potential political 1iability of impoming on a Soclety
with a declining war an absolute treeze on its ecunory;
but he did it.

He basically does not like wage and price coprtrols,
and he hag told you sc time and again. Meither do any
of the rest of us. Butf the truth of the matier ig Tani
the American econony had gotten out of kilter so vodicaily

action

that drastic/was necessary, and drastic action you gok.
And drastic action you are going to keep, untlii i wovis,

Everybody says, "Well, what are you golng Wo du
about Labor? Are you veally going to make the PFay ¥uard
work?"

Yes. the Pzy Board 1s going %o work, Uha Prico

Commission ig going to work.
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7% in the Fall of 196879

Surely not!

Ve cannot endure that. We know we can't do that.
Ve know we priced ourselves out of the World Markets today,
We know, in muny cases, we are ncn-competitive.

Why?

Because of what we permitied to build up here.
We have built here a magnificent structure of a Society
of people, and there is a lot to be proud of. We should not
apologize for it, nor should we fear it. Ve have to recognize
it for what it is. With all its wezknessSes, witn all 1iis
frailities, with all its inequities, it has, at least,
produced more for more people, té enjoy more leisure time,
to have more things to eat and to ‘wear, to have better
housing, to have higher weges, than any other people on
the face of the earth since the beginning of time.

It has done all of that,

So, what is basically wrong with the System?

When you look arcund, when you analyze what is
happening in this world, you see the Totalitarian Goverauments
today realizing that they are not keeping pace; that “hey
cannot supply for their psople even the essentials— much
less the luxuries-— that this Free Enterprise Systex hag
provided for American citizens.

So they are gradually moving.
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So ihey are movingeio tio extent that their
Totalitarian System permits— to try to provide some
ipcentive,; to provide freedom for the individuals te
exercise their initiative, their imaginmation, and thelr
ingenuity-. which has been a part of this System since
'its creation.
They are approaching us.
Why should we now tura back?
Why should we expect to provide some type of
Socialistic umbrella in this Country, in order ioc make
a Free Enterprise System work?
It can't be such., We don't intend to do suech.
We don't operate on the theory that Government, alom2, has
the answer to all of your problems or that Governmeat,
alone, can supply the answer to all of thke problenu.
Government is a responsible part, and Govermpent
expects to exerclse that responsibility. But Business
is a part, and Labor is a part of this <triumvirate, and
each must willingly --~ or unwillingly -- meet its
responsibilities ii, indeed, we are going to be connziitive
anong the peoples of the world.
Now, we have a great many things we have to worry
about. We need to look at a lot of our Statutes in
Government.

We need to look at our Anti-Trust Statutes, and see
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wvhether or not they should be applicable to Amorieszn
Bu~iness at all, in our overseas operations. It ig
& good question -- whether or not they should.

We have to re-analyze where we are. We have
t0o look at American Business.

Just a few short years ago, we had it all:

We had all the vitality; we had all the strengtih;
we had the large edge in technology, in innovativeness;
but that is gone. That day is gone. We are now looking
within the Seventies, in thig decade, where there are
going to be a number of great powers. Russia will
certzinly be ene. China will be one. Japan already is one
Western Eurcpe is already one. We are already one. There
are five of us.

New, wa are emerging from an era in which we
were the dominant, the predominant force, econcmic force,
in all the world., But we are one of several now, Ve
are playing by new rules. The old ones are gone, =iid they
are not going to be restored. They are not going ito b2 re
g ained, and we are going to have to adapl, and one of the
ways we are going to adapt was, I think, highlighted oy
the President‘®s message this week, on‘E:xpropriatioae

He sald that every Country has the‘SOVefeigﬁ g
to take Ffor the public good, and in the public interest,

guch enterprises as it wishes to take.
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He questioned the advisability of expropriation
under any circumstances, but he said, "If, indeed, you take
by a¥%propriation, the interest of American Business, then
we will insist that that interest be promptly compensated
for.*

Thig is & new approach, This is a new realization
of the new rules under which we are going to have to operate.
We are golng to have to operate under a great

many rules that we telked about in ninety days of tough
negotiations in the International Mometary field, and in

the Trade field. Don't believe for one moment that the
agreement that was reached at the Smithsonian on the 18th
day of December, settled for all time, our problems, because
it didn*t, We made great strides, beyond any doubt but,
believe me, there is much yet to be done in the Intermaiicmal
Tield., Let me also assure you that the way to do it is not
through a purke -~Hartke Bill.

This Hation cannot go back to an era of protectioniswm,

(Applause)

Ve cannot go back to an era of protectionism., That
is not the way we can live in this world., Just the reverse
has been true, We have to recognize that we have to expand
the frontiers for American products, and Americarn commodities.

We have to -~ rather than closing deoors to other nations,

and to other problems -- insist upon greater and fairer trade.



How, the itruth of ihe mesiter ls that we permittied
others to take advantage of s over the last several yoars.
There is no doubt in my mind about that.

How, that day is gone. -That ig part of the new
rules that we are cperating under. Ve are not going to

insigt upon an advantage over anyone, least of 21l the

=]

Developing Couniries. But we are going to insist awong
cur peers, among our equals, that American producis
he accorded ihe same rights, and the same freedams, apd
the same privileges thét ve have‘accorded the preducis

of our Trading Pariners arvound the world.

(Applause)

cnly by so doing -~ only by so deing -— are we
solng to Be able to quell the rising demand of American
Labor, and of American interest otherwise, that irgist
that we have to erect ¢ wall of protectlonisw and tarliis
areound the United Siates.

This is part of why the President did wiat bz 4id
on Augtst 15, because Qe realimed that if he did aet vive --
and move swiftly, and sireagly, and gurely -- ©o D¥ing anon’
rectification of soue of our dilficuliles, that ws worn
indeed geing to he faced with am insatiabie derars
we de ercet walls of tariffs and protzetionisn,

So he moved. and he moved in the right dirzoinlicT.

and he moved in the vight way. ¥Fe canno® Deow porin:.
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wovever well intentioned, the thought to prevail in the
Congress of the Unlted States, din support of a Bill such
as the Burke - martke Biil, that we can protect anrd isslate
ocurselves from the world, Because we cannot, and we should not.
Because, believe me, there could be no isolationism, so far
as the United States is concerned, becausge,ior all the probBlews
that I have partially recounted for you today, nevertheless,
we are still the stronzest Nation in the world, with the
greategt productivity; with the greatest vitalilty; with the
greatest sirengtit of every type.

We,alone, of all of the Nations in the non-
Coppunist world, we alone have the capacity, and the abliity,
to provide 2 nuclear shield; a shield of military protection
for the rest of the Free Vorld.

We, aleon: have the capacity, and the abilitiy, and
the compassion, and the concern, to iry to provide the political
leadership of the world.

Ve, alone, in the aon—-Compunigt world, have ihe
capacity, and the strengih, and the vitality, to proviis
econonic leadership for the world.

These are responsibil ties; these are rcles wiriel we

4
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cannot lightly cast aside, and which we should ot cas"
becauge, believe me, there is no ome - - 00 OR2 -~
of stepping into our shoes. If, indeed, we cast aside the vole

of leadership in the ¥olitical field, in the lilitary field,



in the Zeonomic flelid, we will indeesd create a veoovun
in the Free World that no one else can satisfy in vhe
Free World.
This is an awesome respoasibility, but it is also
a very great opportunity. Xt is a great opportuniiy to
fulfill the hopes, and the desires, and ihe dreams of peuaple
everywitere who want to emulate what we ave in ihe Inlied
States.
We have great concern here at howve., We have
digssatisfaction. Ve have questioning of our own method
and our owa ways ard, yet, there is no ore, in any C@untry
or any Lanrd, that knows anything about this Nation, that
doesn't want to core here; that doesn’t want to be like us,
They want that freedom. They want that spirit. They want
to feel that they mighit once during their time here, have
the priviiege of using their own brains, and theilr own hands
and their own hearis, and their owa ninds, tn create apd to
puild someihing of which they can be proud.
That is our heritage, and we have te be true to that
heritage. We have to live up to that heritage. Ve bav
to expand this hope. We have to expand this oppowriunity,
that others might enjoy it. We cannot do it by turning
ipward, We cannot do it by being afraid: afrald of anyone
else; afraid of any other Nation; or airaid oi curseives.

The role of decision is & responslbiilty of
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leadership. Ve have that role of leadership. We hove
to assume the burdens of decision and hope that we
are right: and Govermment ig going to be your partmer
in trying to provide that kind of a2 future, under the
mew rules by which we live.

Thank you very nmuch.

(iipplause.

THE CEAIRMAIT: Thank you very much, Mr Secretary,
for making u=m feel that every man and woman in this room
is included in the "we" that you kept referring to, in termus

of reminding us of what we have; what we must do: and
what we can do.

You can see why this man will never have %o 83y,
‘Heoy, Rube’,

Thank you again.

(Applause)

-0fo-
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MR, LAITIN: May I have your attention for a
moment, pl=zase? Everything said at this briefing is on the
record, as is customary with the OMB budget briefings. But
just to remind you that everything, including films, is
ambargoed until 12 noon, Eastern Standard Time, Monday,
January 24th, just as the budget itself is.

There will be books of charts, some of which you
will see here during the briefing. They will be available
here to the accredited press immediately after the briefing,

If you have any technical questions later in
the day or tomorrow, my office will be open to receive thenm.
The telephone numbers are 395~4854 and 395-3763.

We will have preofessional staff standing by to
help answer questicns, both today and tomorrow. Some of
you, I imagine, have my hore telephone number. If you have
any questions on revenue estimates or any questions directed
to Treasury, Mr. Tom Leahy will be standing by after £wo o'clod
today and tomorrow. His telephone number is 588-3356.

Director Shultz and Mr. Connally and Deputy Directd

Weinberger wil. be here momentarily.
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DR. SHULTZ: Ladies and gentlemen, we will proceed
first with a brief opening statement by the Secretary of the
Treasury, and then I will talk from some charts on the
budget. After tnat, we will take your questions.

Mr. Secretary.

SECRETARY CONNALLY: Thank you very much, Dr. Shultz.

I have a very brief statement which I will read from
this position if it is convenient. If vou prefer I will be
glad to stand. But if this is all right, we will do it here.

The revenue estimates before you show a moderate
gain in tax receipts in fiscal 1972 and a large increase in
fiscal 1973. These increases are the result of a growing
economy. The total for the current fiscal year is $197.8
billion, $9.4 billion above last year. This increase is only
about haif of what we would expect based on the gains in the
economy; the difference, of course, is due to tax reductions.

Total 1973 revenues are estimated at $220.8 billion,
a gain of $23 billion. This gain is just about what we would
expect from the growth in the economy. The personal and
corporate tax cuts in fiscal 1973 are offset by increases
in social security taxes, whicb are needed to finance higher
social security payments.

As the budget shows and as the Economic Report will
explain in more detail next week, we expect the Gross National

Product in this calendar year to be up about 9-1/2 percent from



1971. Personal income will be up 8 percent -- to $924
billion -- and corporate profits before taxes are estimated
rise l€ percent to $%92 killion.

I want to make it clear that despite the substanti,
gains in revenues, very large actual déficigs are expectsd i.
the budgets for both fiscal 1972 and 1973. These deficits
must be viewed in the context of the overall size of our
economy and the fact that we are already passing through the
peak deficit period. No one can be happy about deficits ot
this size. Yet they must be analyzed in th2 light of our
economic trends.

Althcugh we have had very robust gains in the
employment totals in recent months ~~ 1.7 million persons addl
to the payrolls since June of last year -- the unemployment
rate is still in‘the neighborhocd of 6 percent. And that isa

rate that is not acceptable to this Administration. To try
to balance the budget by cutting spending or raising taxes
would clearly make the unemployment situation worse. On the
inflation front, we are making progress,and conditions are
favorable for continuing that progress.

In these circumstances, the deficits in 6ur-l972
and 1973 budgets arz bearable. They are an inevitable oprivw
for what we want to do. They are, in Ffact, a positive part

of cur program that is designed -- along with an sxpansive



policies -- to put a significant dent in the unemployment
rate in the coming year.

At the same time, it would be inanpropriate either
o0 cut texes or incredase expenditures further and thus to add
to the deficit proposed icr fiscal 1972. The expenditure
total is alreacy about equal to the revenues that the present
tax structure would produce at full employment.  Expenditures
should be held to that level to assure that the deficit
shrinks and disappears as we reach our economic goals. We
caﬁnot escape the need to discipline Fedexal spending.

A deiicit of significantly greatzr magnitude than
proposed here would bring back inflation. It would upset the
relative stability achieved in the financial markets -- and
thus lead again to sherply higher interest rates. It would
undermine the price-cost stabilization program. In short, the
budget deficit proposed forxr the coining ficcal year is large
enough to lead the fight againrncst unemployment but not so large
as to endanger the battle ageinst inflation.

Thank you very .nuch,

(The table referred to follows:)



Projected Changes in Budget Receipts
Fiscal Years 1972=1973

In »illions of dollars)

Fiscal 1972 Fiscal 1973
from from
Fiscal 1271 Fiscal 1972

avenue changass traceable to:

Economic growth +17.6 +24.0

Tax Reform Act of 1969 - 2.7 - 2.5

Revenue Nct of 1371 - 4.4 - 2.5

Changes i Dopreciation - 3.0 - 0.2
Regulatior:

Social Security «¢hanges, + 2.1 + 6.4
enacted and proposed

Other changes - 0.2 - 2.2

Tctal 9.4 +23.0



DR. SHULTZ: Thank you, Mr. Secretary.

I would like to show some charts and make some
remarks, first about some overall dimeasions of the budget,
and then about aspects of the composition of the budget.

First, (in Chart #5,) vou can see the overall totals.
As Secretary Connally said, the objective is to provide a budget
that gives strong thrust to the economy, that takes leadership
in expanding the economy and creating more jobs.

So we have a large deficit, $38.8 billion, in
fiscal '72 and a continued large deficit of $25.5 billion
in fiscal ‘73 -- but one that is one-third less than in 1972.

We believe unemployment will be coming down,
partly for reasomns of the strorg thrust in the budget, and
partly because the very heavy draw down in the number of
military-related jobs is fundamentally behind us. You can see
(in Chart #35) how strong that draw down has been in the last
three years. We continue down a little bit between '71 and '72,
because there will be some further reduction in the spring

of this year.

Basically, defense-relates’ employment is leveling
off. This basic problem, which has caused us so much difficulty
over the past three years, is behind us now.

At the same time, as we have worked at the problem
of winding down inflation, you can see (in Chart #17) that

real proaress has been made. These figures were put together
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before we had the Consumers Price Index number xeleased yestep-

day. if we added the December firgure to the last colurn and mag

the column August to December, that column would be 2.5 percent
t

rather than 1.7 percent. Even so, vou can see that we do have
a definite downward trend in the rate of increase in prices as
measured by the CPI. O0f course, yesterday's release of the
GNP figuires showed the GNP deflator down more or less corres-
pondingly to this.

As Secretary Connally said, while we want the
aconomy to expand and are providing a budget to do that, we
always must be conscious of the need tc maintain a disciplinz
on outlays so that as we nove toward full employment our
bucdget is not out of control.

(Chart #19) shows full enployment receipts, as
measured against full employment outlays. As vou ~an see, they
are roughly in balance in fiscal '73,

You can see (in the new unnumbered chart) what has
been happening to owvtlays in the past few years. From '65 to
'64%, outlays increased at a rate of about 17 percent. In the
‘past three yeare (from 1969 to 1972), outlays have been increas
at a rate of about nine percent. The increase estimated £rom

fiscal '72 to fiscal '73 is only about four percent.

This is evidence of the determination to keep SPendim
under control. As we project the budget into the future, we ™
not put ourselves in a situation %that can't be dealt with



of runaway inflation that resulted from the full emnlovment
deficits of the late 1960°'s.

I think there are a number of develonments that
show un very sharnly in the budget being rresented by the
President on Monday. One of them that is, as he says in his
budget message, "as remarkable as it is anremarked,” is what
has haprened to individual income taxes. This chart (#9)
comnares what would have been paid at the tax rates prevailing
at the time the President took office with what has been or
will be paid in individual income taxes under nrevailing tax rates

The reduction of $22.4 bHillion is a way of returning
power to people in the most fundamental sense. It is rhilo-
sophically on a par with the President's proposal for revenue
sharing. It is not revenue sharing with State governments ox
local governments, but revenue sharing with the basic unit
of government, the individual and the family.

This, we think, is a very dramatic development. I
think it is well to try to think ahead about what this means,
because -~ as we project full employment vevenues and the
outlays based on programs that we have in place and those
the President has proposed —-- we sec a somewhat different
picture than the one that has usually appeared. Typically,
as you look three or four or five years into the future,
you see large cperings for new spendina or tax reductions,

generated Ly tha present tax system.
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You don't find that now. As we project out to
'76, there is, in effect, no budget ovening. When we get to
'77, there is a budget onening of about $20 billion --
attributable almost éntirely to a scheduled increase in social
security taxes in 1976. In the past it has alwayvs been a
question whether that rate would go into effect at that tima.

For all practical purmoses, the situation we are
in is one in which government is very much on the spot.
TThenever a new program is proposed, that nrogram must meet
ﬁhe best of whether ox not it is immortant enough to warrant
taking something out of the bhudget in order to nut something
new in, or imnortant enough to go to the pveonle of the

country and say, "You should pay more taxes in order to

have it."
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Turning from the overall picture to some of the
components, a prime objective in this budget, as in the
President’s past budgets, is to provide a strong national
defense as an essentiailunderpinning to the strategy for peace.
You can see (in Chart #26) that the budget authority for
defense has the largest increase in terms of budget authority
of any element in the 1973 budget. It goes up by about $6-1/2
billion. As shown (in Chart #28) the budget for defense-related
R & D, goes up from $7.7 to $8.5 billion. Shipbuilding authority
has been on a steady increase. (Chart #25.)

There are some severe management problems within
Defense that are created by our success in raising the level
of pay in the military so that pay levels are more consistent
with the idea of a voluntary Armed Force. To achieve this
cbjective, the Defense Department must compete for labor
in the labor market and pay, more or less, market rates. The
effect of that is dramatic in terms of Defense personnel costs.
We now have a situation where about 57 percent of the Defense
budget is devoted to persconnel cost. (Chart #34) We can see
rather dramatically the impact of this (in Chart #30). If
you said to yourself, what does a billion dcllars buy you in
terms of manpower, the answer would be: at 1964 rates,
219,000 people; at 1973 rates, 105,000 people, less than
half. I would say that from the standpoint of

the management of our defense and secuiity
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forces, the problem of productivity, of increasing output
per man hour, has to be nut down as a wrimary one.

Turning now o the subject of research and develon-
ment more generally, thiz {chart #40) shows vou some of the
trends that are involved here. NASA spending, of course,
has come down, and that facl has tended to dominate any
overall wicture of R & D spending until now. The wvhole NASA
budget,; as vou know, is counted as research and develonment,
The overali total, however, obscures the fact that, as I
mentioned earlier, Defense R & D is now rising and -- very
significantly --- civilian R & D sunvert from the Federal
budget has tieen in a steady rise. That will continue with

rew inxtiatives that are described in the budget document

™"

and will ke thae zubjeect of a special message later on. The
civilian ® & D spending has risen by about 65 percant since
1969. T might say that we have been more and moxe conscious
of the civilian uses of Defense R & D and of trving to have
Defense R & D zaerve both civilian and Defense purposes.

That is another initiative and strong cdmponent
of the budget.

The budget obligations for R & D in total will go
ur to $17.8 bilijion in Fiscal 1973.

Let me turn now to a different aspect of the

budget. Here ic the traditional pie chart. (46} Probably

you wonder why we didn't start with it. If vou look on the
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"there it goes" side, you see a rather dramatic develovment.
In Fiscal Year 1968, the vroportion of the dollar going to
NDefense was 45 percent, the prornortion going to human
resources was 32 percent. Those proportions are exactly
reversed in Fiscal 1273, ‘There has been a massive shift
in budget nriorities that goeg alang with the redyction in
tax rates that returned that large sum of $22 billion to
people.

This (chart #49) shows the overall increase for
human resources programs. I think it reinforces this peint
to call attenticon to the fact that this year -- for the
first time -- the Defense Devartment's outlays are not the
leader among our devartments. Outlays in the Denartment of

HEW wiil exceed outlays in the Denartment of Defense.
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looking at some of the comoenents of the human

resource picture, federal outlays for the elderly, as you can
see {in chaxt #57) ,have been rising and continue to rise.

We continuerto have discussion about food stamps.
Early in his Administration, President Nixon made a commitment
in this regard. I think this (chart #56) shows that there
lhas been a tremendous effort to fuifill that commitment.

The same thing could be said in the area of child
nutrition. I think this (chart #68) also suggests to us an
important problem or issue in the President's commitments
to provide federal lunches, breakfasts, and feeding for needy
children. As vou can see by this chart, the distance between
total expenditures and those for the needy seems to be
increasing. The issue is: do we want to transform this
program from ore that is directed to the needy to one that is
directed toward the middle income, and toward the rich?

The President has been trying to focus this program
on the needy, but not with complete success, as you can see by
this chart. At any rate, the outlays have been rising very

rapidly.

Outlays for education and manpower training have
been rising very rapidly. {chart #67) Veterans' benefits
and services axe rising. You can see the components of

that increase {(in chart 472).
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We turn now to a different sector of the budget.
(Chart #76). As you know, the President has had a great
concern about crime. Direct federal outlays and aid to
State and local govgrnment for the reduction of crime have
been rising and will contirue to rise.

It is hard to measure output in many areas of the
Federal Government, but we can haQe some measure of output in
the control of crime. This (chart #77) gives you some notion
of what has been happening in that regard as far as
indictments, convictions, and special types of cases are
concerned.

The President has also been very concerned about
the rise in the use of drugs. As you can sez, (in chart #64)
the federal effort in this area, when he came into office, was
minimal. It has increased strikingly on both the enforcement
side and the rehabilitation and education side. Again, trying
to get some rough measure of output, this (chart #65) gives
you some indication. It is not an adegquate display, but
it is a picture of arrests for drug violations and of

seizures of illegal narcotics.
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There has been a great initiative in the past three
or four years in the area of the environment, and this shows
up in our hudget outlays. (chart #85) shows the area of
pollution control and recreation, while (chart #89) shows
the investment in water resoirces. You can see the trends
that were in effect and what has happenesd to them.

To turn to still another area of effort of the Nixon
Administration, (chart #79) shows the outlays for civil rights
activities, classified in terms of enforcement activities
and of minority assistance of various kinds. You can see
how sharply the commitment, a3 measured by cutlays, has risen,

In an area like civil rights, you first have to
ask yourself, not what to iell other peonrle to do by way of
enforcement, but rather what to do yourself in your own
enterprise. This chart (#99) shows what has happened in the
Federal Government. It measures the number of minorities in
the various grades from November, 1969 against those in the
same grades in May of 1971.

Don't misinterpret this chart. It doesn't mean
minorities are getting all of the jobs. The numbers are a
percentage increase measured on the basis of how many
minority versons were employed to begin with. The numbers
are thus a reflection of how few were employed when

we arrived, as well as the extent of
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the effort that has been put in since.

These charts will be available to you after the
briefing, as well as charts on many other agpects of the
budget.

Let me close by coming back to where we started
(Chart #5) The budget outlays for 1972 and 1973 represent
a strong commitment to expand the economy, to create more jobs,
and to deal effectively with the unemployment problem. At the
same time, we must have an eye on the long view and realize
that we must maintain control over the rise in Federal outlays.
I think that this (new unnumbered) chart suggests that we are
trying.

You might say these days, when we talk about
putting a cap on spending, that what we are really talking
about is the Cap Weinberger effect. Cap has been working very
diligently at holding down spending, and we have at least some
results to show for the effort.

I think we might now turn to y our questions.
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QUESTION: Mr. Shultz, what assumption are you
making for this Gross National Product in fiscal 19732

DR. SHULTZ: Well, the Gross National Product
estimate that is most relevent for the fiscal 1973 budget is
the GNP estimate for calendar '72. That is the year in which
the income is generated, which relates to the basic revenue
estimate. It is calendar '72 that we are talking about funda-
mentally, and our economic assumption is a GNP average of
$1.145 trillion.

QUESTION: But you estimate receipts for revenues
for Fiscal '73. You must have had an estimate also to GNP
for Fiscal '73. Could you give us that?

DR. SHULTZ: The primary base for estimation is
calendar year 1972. That is when cbrporations will generate
the profits and individuals the income on which the taxes will
flow into the Treasury as the year goes along. Calendar year
1972 is our primary basis for estimation, but it is true that
the first six months are important in determining withheld
individual and social security taxes. But we would project
‘a continuing rise through Fiscal 1973.

QUESTION: Mr. Shultz, doesn't this $8.1 billion full
employment deficit for Fiscal 1972 blow out of the water the
whole full employment concept?

DR. SHULTZ: It would if we simply sat back and saids

"All right, let's just continue and go to a $12 billion de ficit
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in '73, and let it go." This happened in the 1late 1960's;
but we have made a strenuous effort to pull outlays back below
full employment receipts and to maintain a sense of discipline
in working out the budget decisions for outlays.

QUESTION: Mr. Shultz, isn't that likely, then, when
Fiscal '73 begins, to prove deflationary at that time, when
you go from an $8 billion deficit almost to a balance?

DR. SHULTZ: The way in which the full employment
principle is supposed to operate is that when the economy operates
at a lower rate, there should be a larger deficit. As the
economy improves, and begins to move back toward full emplovment,
the deficit should shrink. Federal stimulus should decrease so
that when the economy gets to full employment, we are not back
in the situation that we had in the late '60's which meant that
the economy had to be put through the wringer in order to deal
effectively with inflation. We would expect that the economy
will expand and that unemployment will fall. As that happens,
we don't want the medicine that we have taken here -- and as
the Secretary said in his statement, wWwe are not happy with this
big deficit, but we think it is necessary medicine to take --
to become addictive. We want to withdraw that medicine as we
get well.

QUESTION: Mr. Shultz, what is the estimated adminis-

trative deficit for Fiscal '73 as opposed to the unified deficit?
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DR. SHULTZ: You mean the Federal Fund deficit, not
including trust funds. I believe it is about $45 billion.
That is the number that we will be discussing with the Ways

and Means Committee in about a week when we talk about the

debt ceiling.

QUESTION: What unemployment rate are you projecting
for Calencar 19722

DR. SHULTZ: We expect that unamployment &ill be
gradually coming down. By the end of the year, total
unemployment should be in the vicinity of 5 percent. That is
our economic assumption. We hope that unemployment will be
lower than that, but this is our expectation.

QUESTION: Are you speaking of the fiscal year there?

DR. SHULTZ: I am talking about the calendar vear.
By the end of calendar 1972 we should be in the vicinity of

5 percent. If we project the rate into the first half of

'73, we would see it continuing to decline.
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QUESTION: Would you discuss some of #“he reasons,
sir, that the budget deficit projected in the fisoal 72
budget turned out to be by a factor of abhout three to look
in the actual '73 calculations?

DR. SHULTZ: For some reasci we thought somebod®
might ask that question. So I have a iittle takulation. Joe'
Laitin can provide you a detailed statement ¢f all of the
small uns and downs. Basically, when you go from the $11.6
billion deficit which we projected a year ago, to the $38.8
billion that is now estimated, you have a difference of
about $27 billion.

Early in the Congressional session, the Social
Security tax change that had heen scheduled feor January 1,
1971, was slinped to January 1, 1972. This accounts for a
decline of $2.6 billion in revenues. The tax nroposals
that the President made on Auqgust 15 -- which were enacted
with some changes, but more or less as he proposed them in
December -- reduced revenues by $4.4 biliion. Thus a total
of $7 billion is attrxibutable to tax reductions.

Then, as you all know, our preoiection of how
vigorously the economy would exvand proved to be

too optimistic. In addition to that, the imrroved
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measures of CNF, have been to revise downward. The lower thap
axpected level of economic activity decreased our revenue
estimates bv about $12.9 billion, or rouqhly $13 billion.

Thus, revenue decreases account for $20 billion
of the $27 billion difference in the deficits.

Now, turning to the outlay side, there have been a
variety of uncontrollable increases. Unemployment insurance
is a leading examnle and there have been others, which amount
to about $6 billion. That brings you roughly to the $27

hillion differential.

A second question, which I will nut on your behalf,
is "What happened between September, when we estimated that
the deficit would be on the order of $28 billion, and now, when

we estimate about $39 billion?”

On the receipt side we went down from around $205
bilifon to $198 billien., As a result of the new estimates
of economic activity, the GNP revisions I have mentioned,
revennes werce reduced about $3 billion. A revision in our
estimate of what camital gains taxes would yield caused a
further reduction in revenues of about $2 billion. 1In
September, we carried the imwort surcharge as being in
effect for the full year. The President said it would be
temnerary and we didn*t know how long temporary would be,

but at anv rate, we nlugged a full yvear into our estimates.

Through the efforts



of the President and the Secretary of the Treasury in the
Smithsonian agreement, the import surcharge was eliminated in
December.

That happy event cost ué about $1.5 billion.

Finally in September we assumed a $1.0 billion
deferral of the Social Security tax increase. This rouchly
is how you get $7 billion decline in evenues.

On the outlay side, the unemployment insurance law
that the President proposed early in his Administration
was passed by the Congress. This law, as you know, had a
trigger mechanism in it relating to the duration of unemploy-
ment, and we believe that the trigger went off in Januarf.

In addition, we had the passage of the Magnuson bill. These
changes in unemployment insurance raise outlays by $1.6
billion above the September estimate.

Farm price supports have increased our outlays
estimate by about $600 million. Medicaid and public assistance
estimates are up about $500 million. We are foregoing revenues
of about $400 million, which we thought we would get on off-
shore 0il leases. Then, as you know, the President proposed
a six months deferral of Federal pay. The Congress first
supported it, and then turned around. That cost us about
$1.1 billion.

Thus you have a total of about $4 billion on the outlay

side. This $4 billion, plus the $7 billion decrease in revenues

roughly accounts for the $11 billion differential,
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QUESTION: Mr. Shultz, can I take it from what you
said that Congressional appropriations above Administration
requests have played little or no part in throwing your
estimates of deficit off?

DR. SHULTZ: Just looking at the Federal funds ang
the appropriations side of the '72 budget, the Congress' increased
non-defense outlays by roughly the amount that the Congress
decreased defense outlays, so that you have more or less of

a wash there on that account,.

Of course Social Security tax and benefit changes
and the August tax proposals were, so to speak, joint efforts

of the Administration and the Congress.

We are not taking the position that the change is a
reflection of a wild spending Congress. We do feel -- and
I know the President feels -~ very unhappy about the sizeable
cuts in the Defense budget last year. We will be pushing hard
for full recognition of the defense needs reflected in this
budget.

QUESTION: Mr. Saultz, you make a great point that
the flattening out of the spending curve, and certainly
your outlays for '73 would be less than ‘72. But the budget
authority seems to go up more steeply in '73 than it did in
'72., 1Is that a more accurate guide of future outlays in

budget authority?
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DR. SHULTZ: budget authority is certszinly &n
important thing to note. We emphasized it eariier with
respect to the Defense budget. Budget authcrity is also an
appropriate measure for areas like the environment, where
the outlay impact.builds up for several years after a
project is started.

For that reason, I want to call to vour attention
the long-term picture, which is discussed in the perspectives
part of the budget. It is very important that everyone
recognize, as Congress starts its work on this budget, that
we are in a highly constrained situation. We must maintain
a sensz of discipline so that our budget doesSn't get out of
control in future years.

I think the budget authority point you have made
is a very good one. Thank you for calling attention to it.

QUESTION: Mr. Shultz, you are budgeting a
great deal more in the next fiscal year for economic
stabilization, about three times as much for the Price
Commission, for example.

Does this indicate that your thinking is that
controls will go well on into '73?

DR. SHULTZ: We have budgeted the Price Commission,

the Pay 2¢ard, and the overall effort under the direction
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of the Cost of Living Council to continue through April 1973,
which is consistent with the duraticn of their authority.

The funds were in there as an insurance policy. This does

not mean that we expect all of the controls to end in April

of '73 or that it is impossible that they might end before

then. It is not intended as an indication of a terminal date,

It is just a formal budget convention, pointing at that

point in time.
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QUESTION: <Could I ask Secretary Connally a question?

Mr., Secretary, you have been delivering some rather
stern lectures to both business and labor in recent days.

SECRETARY CONNALLY: They were not intended as such,
but I will accept your characterization.

QUESTION: Do you, yourself, expect controls to
remain on much longer than hitherto predicted?

SECRETARY CONNALLY: I don't know how long your
question anticipates. I expect the controls to last until they
do their job. And doing their job simply means they were
imposed for the purpose of trying to slow the rate of inflation
in this country to an acceptable level ranging between
2 and 3 percent by the end of 1972, to be a part of the
program of the President's to stimulate the economy, to expand
it to create jobs for the unemployed. Until that time
occurs, controls will remain on. Ahen that time will come
I do not know.

QUESTION: Mr. Shultz, or Mr, Weinberger, what is
the figure in this budget that would go to the continuation
of our involvement in the Vietnam war? You have a figure of
a little over two billion for military assistance with a note
there is more allowed, but what is the whole Vietnam figure
in this budget?

DR. SHULTZ: We haven't made any estimate of that.

It is a very difficult thing to estimate.
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Basically, one should be talking about the incremental

cost of the war, and to a very considerable extent, the

force structure that we have 1s the force structure that will
remain. If it isn't being used in Vietnam it will be in
training status or it will be doing its job elsewhere.
Measuring the incremental cost in such a situation is a difficult
thing to do. I know thie Secretary of Defense has made a stab
at this once or twice and it may be that he will want to

do that again, but we have not felt that we wanted to make

such an estimate.

QUESTION: Dr. Shultz, you are estimating a '72
deficit of $45 billion. Chairman Mahon of the Appropriations
Committee estimates 48 to 49 billion. What is your answer to
that?

DR. SHULTZ: The chairman has been particularly |
interested in. the federal funds deficit, which, as I mentioned
earlier, we are estimating at about $45 billion. I supposed
the difference must represent his view of the overall picture.
The chairman studies this subject very carafully, and I always
listen to what his views are. Actually, the diffcrence
between 45 and 48 billion dollars is significant, but it
isn't proportionately large.

QUESTION: Mr. Secretary, you say that a six percent
unemp loyment rate is unacceptable to the Administration.

Will the Administration in its economic report or any other
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Stats paper state what its uneinpioywent goal is for the
future in specific numbers?

SECRETARY CONNALLY: No, I don't think in the economic
report or elsewhere will vou find any partizular statement.

I think the only statement that you will find of significance
in this regard is the fact that the full employment

budget, this very budget we are talking about today, has

as one of its basic assumptions full employment at a 4 percent
uhemployed rate.

QUBSTIO&: Can we take it that is the Adudinistra-~
tion's goal?

SECRETARY CONNALLY: You can take it that that is
the figure that we usefor purposes of calculating the budget.
That is all it pertains to. Now, let me ask, as long as
Wwe are on the subject--I am not trying to be evasive with you
what is appropriate? Wwhat is an appropriate unemployed rate?
I frankly 3don't know. We are going to give a great deal of
thought to this. Maybe 4 percent is too high. I know this:
The President and this Administration wants to see this
economy in such a state that everybody who wants a job, and,
frankly, who will take a job, has a job. This is what we are
trying to do and we have done everything we know how to do to
bring it about. It is significant that during the last six
months of 1971, an additional 1.7 million pecple were employed,

gainfully employed, and the unemployment percentage rate didn't
oome down at all.
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Now this simply means that you have an enormous
number of new people coming into the labor market or that
there is some inexplicable answer here that we haven't yet
found. Three-quarters of a million people were added to the
rolls in the fourth guarter alone. Over 80 million people
were gainfully employed in the United States, at the highest
wages in the history of this country but we still have six
percent unemployed.

I am not suggesting to you that that is an acceptable
level. I am saying exactly the opposite. It is not
acceptable. The only level that will be acceptable to us is
a level where we can provide full employment in this country,
where there are jobs available for everyone WwWho will hold
a job, who will work at it, in order to make this country
more competitive without, at the same time, creating shortages
of such proportions that we again start the treadmill of
inflation.

That is the best answer I can give you.

QUESTICN: Just to follow on that point, if I may,
is the five percent figure that you are now targeting for
the end of 1972 an acceptable level?

SECRETARY CONNALLY: In the abstract, no. In
the realm of practicality, I think it has to be. I think

that is probably the best we can do. Given all of the
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range of five percemt is the most that we can g2+ to this
year without further throwing the economy out of kilter.

Now, we have undertaken massive actions in the
international monéfary front. We have taken a tremendcus
action in fiscal stimulation. We have monetary stimulation.
Economy. We are doing everything that we know how to do to
try to expand this economy and create new jobs, but we think
as a practical matter, that this is the range that we are
going to be confronted with at the end of this calendar year.

DR. SHULTZ: I might add a note on that. It seems
to me the problem is not at all whether we will try to get
unemployment way down, but how to do it. We know that
general economic stimulant is a necessary ingredient in that
effort.

But we need a program that is necessary and
sufficient, and the sufficient part of it has to come from
measures that go after groups that have particular problems
1p the labor market.

To that end, from the beginning of this Adminis-
tration, we have been studying, working at, increasing,
and trying to improve manpower programs, education programs,
vocational education and vocational rehabilitation to help
in this regard.

We have been trying to see that we have a natwork

of job banks, for examnle, trying to see that the problems
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of discrimination are handled adequately. All of these kinds
of things tend to hold unemployment up for various groups,

regardless of how gloomy the economy may be.

There are thése two fronts that we have to work on,
and to be thinking about when we consider this unemployment
problem.

QUESTION: I wonder where the Administration thinks
that these people in the labor market may be coming from.
VCould they be coming from the hundreds of thousands of
legal and illegal aliens who are let into this country every
year?

SECRETARY CONNALLY: Some of them might be. But
I don't think that that is the real problem. I think the
problem is that more and more peoplé are entering the labor
market. Wives are working, childfen at younger ages_arevmﬂdm
it is significant when you look at the figures, and this is
what Director Shultz was addressing himself to, that for
married men, heads of families, for instance, the unemployed
rate is very low and has been all year. On a State insured
basis, your unemployment figure is down to 4.1 percent in
December.

But for teenagers the unemployment rate runs about

17 percent, for blacks about 10 percent.

So what we are trying to do, and we have a study
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under way at this very moment, znelyvzing wic these unemployed
are. Are they entering the lanasr foree the first time? What
skills do they have?

Because when you deasl with dvst the absgrtract

- percentages, yoﬁ don't really tell the real story, nOf, frankly,
do you reach the heart of the probliem. This is why so much
emphasis has been placed on manpower training programs and
education and so forth, because we firmiy believe that only
by this means can you really strike a. the real trouble
among the unemployed.

OUESTION: Is there s dollar number in the present
budget for the increase in manpower nrograms?

SECRETARY CONNALLY: Yes, we have it on one of the
charts.

QUESTION: Mr. Shultz, do you think that you can
safely use aggregate policy as opposed to these other types
of policies to push the unemployment rate helow five percent?

DR. SHULTZ: Well, I think we need to be working
on both aspects all the time, and simultanecusly. Since
we have now a much stronger set cf manpower programs than we
had 10 years ago, certainly we want to push below five
percent -aggressively.

But as you get down bheiow [ive pexvcent in a sense,
your mix of what you need to give primarv att=nilon to has

to shift. Otherwise, you will just expinde into inflation
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again.

We know that, if you compare 10 years ago with now
{a point many of you have made in your columns) , you see that
the structure of employment has changed in such a way that
if you took the 10 years ago structure and projected it into
the present, your unemployment rate would be lowered by
four to five~tenths of a percent. That is a sort of measure
of how the oproblem has changed.

That doesn't mean that we can let up at all in
our efforts to get unemployment down, but it suggests that the

way we go about it as we get down into that range has got to

be modified.

QUESTION: Is there an estimate of how many more jobs
might be provided by the increase in defense svending?

DR. SHULTZ: We expect —- as that chart (#35) I
showed suggested -- to see that the tremendous draw down that
has been going on in defense-related jobs will cease. It isn't
that we will be getting huge increases in defense-related
employment, but rather that this problem in addition to
unemployment from declining defense expenditures will

disappear.

There will be some places where defense-related

employment will increase and some where it will decrease, but

we expect that there will be, in general, a more stable
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QUESTION: Mr. Shultz, you said getting hold of the
estimate of the increment of the war is a very difficult thing
to do. As I recall, a similar answer was given us last year.

DR. SHULTZ: That is right,

QUESTION: Wwhy is this such a difficult thing to do?

DR. SHULTZ: 1In a technical sense, it is hard to
krow just what you should count and what you shouldn't count.
If a carrier is in waters near Vietnam, is it part of the
cost of the war or isn't it? That carrier is going to stay in
the fleet and it is going to continue to sail around whether
it is there or whether it is somewhere else. You get into
all sorts of problems 1like that.

I think the big fact about the Vietnam war, of course,
is the fact that the American involvement has been reduced
gréatly. Obviously, the budget outlays have been reduced
greatly. Our American casualties have been reduced greatly.
We are in the process of ending that war in a way that will
contribute to the stability and peace in the long run. That
is the accomplishment in Vietnam.

By this time, the budget outlays incrementally
due to the Vietnam war are very small as compared with what
they were, say, four years ago. We are just sort of arguing

about how many angels you get on the head of a pin as far
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as that is concerned.

OUESTION: M™r. Secretary, if the President is
serious about a value added tax, there must be something
in the budget that would relate to it -- the manpower for
enforcement or nerhaps just planning money.

What all is there in the budget that relates to
a value added tax?

SECRETARY CONNALLY: I don't think there is anything
in the budget that relates to a vaiue added tax. I don't
think it anticipates its submission to the Congress at all.

QUESTION: Do you?

SECRETARY CONNALLY: Not now.

OUESTION: Mr. Secretary, how many additionai jobs
do you think it will take tc force the unenployment rate
down to the anticipated five percent level?

SECRETARY CONNALLY: I haven't calculated it.' I can
add, but I can't subtract very well.

DR. SHULTZ: ‘That is the basic trcuble with the
budget process.

SECRETARY CONNALLY: You roughly l-ave five million
unemployed, and you ars talking about five percent. Another

one millicn jobs roughly, one wrillion and a quarter.
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QUESTION: How is the Federal funds deficit in the
new budqet comparable to the $45 biliion in the old one?

DR. SHULTZ: $36 billicn.

Here is the answer to the question on manpower
funds that was asked earlier. 1In 1971, +he outlays wefe
$2.6 billion; in 1972, $3.6 billion is estimated;‘and in
1973, $4.3 billion is the estimate.

QUESTION: Mr. Shultz, what was the amount of income
lost by labor strikes in 1971, and also in 19697

DF.. SHULTZ: I don't have a figure for that, but
strike zctivity in 1971 was high, particularly in the middle
of the year. Since the freeze, there has been great
cocoperation not only with the wage-pnrice element of the
freevre. but also with the effort to have a more peaceful
labor situation.

I think the ztatistics that show this best is the
series on time lost due to strika. At the end of the year
it was down a little from what it was in the middle of the year.

Last year was a high strike year. We hope we can
look forward to a year that isn't troubled by strikes,
particularly strikes in the key industries.

Obviously, a year ago last fall, the auto strike
was a tremendous blow to the economy. That took about $14

billicn cut of the economy. It was a tremendous blow.
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This year the transportation strikes have been
qui te disruptive, particularly the dock strikes. We have
had uncertainty on the dock going back to the summer and
continuing until this day. That is a problem that the
President is determined to do something about, and which we
must do something about. The impact cf strikes is great, not
only on the parties themselves, but alsoc on third parties who
aren't directly involved in the disputes. The lives, businesses,
employment, and, in the case of agriculture, the produce of
third parties may be disrupted very badly. Their market may be
very badly disrupted.

It is for thatmason that the President yesterday
called for strong legislation in the Longshoremen case.

QUESTION: Mr. Shultz, what was yocur estimate last
vear at this time, of the Federal funds deficit?

DR. SHULTZ: It was correspondingly below what it
actually turned out to be. I think that the estimates of how
much the surplus in the trust funds would be is fairly accurate.

QUESTION: What was it comparable to?

DR. SHULTZ: There is about a $6 billion surplus in
the trust funds in 1572, I don't know what our estimate was
last year.

I don't know whether I understand your question.

QUESTION: I was just wondering, your estimate must

have been off last vyear. I was wondering how much?
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DR. SHULTZ: Well, the reason why the Federal funds
deficit estimate was off is the _ame reason why the
unified budget defic#.t estimate is off. The Federal fund
estimate is the same as the unified estimate with the addition
of the surplus in the trust fund.

The trust fund surplus is not as difficult to estimate
as is economic activity.

QUESTION: IMr. Shultz, on Page 49 there is a figure
in the chapter on Perspectives, "Costs of new programs proposed
in the 1973 budget," projected to 1976, is $19 billion.

Could you break that $19 billion down by major items?

DR. SHULTZ: I might say we have felt it important
to make this projection because we have made a bona fide
call for discipline and we must look beyond the current year in
these budget decisions.

I don't know whether we have the $19 billion figure
b‘roken down here.

Why don't we try to get that for you.

MR. WEINBERGER: You wanted the cost of the items
that are included in the $19 billion total?

QUESTION: What other choices do I have? (Laughter)

MR. WEINBERGER: I quess I had better not answer
that. We will go on to the next one. (Laughter)

The figure includes the various revenue sharing
programs, the continuation of the manpower programs, the

continuation of law
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enforcement, transportation programs, with estimates of the
costs of these carried out to each of the five years.

What I am looking for is the table -- and T haven't
found it yet -- that summarizes all of these.

Urban community development, by 1977, for =xample,
is anticipated to cost $2.9 billion.. The rural commanity
development by that year is estimated to cost $l.1 billion,
Educational revenue sharing is estimated to cost $3.2 billion
by that year. Manpower special revenue sharing is estimated
to cost $2 billion by that year; law enforcement, $876 million;
transportation, $2.4 billion by that year; the family health
insurance program, $2.1 billion; welfare reform program,

$5.5 billion in 1977. There is also an allowance of $600 millis
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(UESTION: Would you give us the five biagest
items? T am not interested in the small ones.

DR, SHULTZ: Well, you have a copy of the budget.

It is shown on Table 16, beginning on page 538. The table
goes on for cuite a number of pages. You can pick out
what you want,

QUESTION: That adds up to $19 billion.

MR. WEINBERGER: We are confident that it contains
many of the items that are in the $19 billion to which you
refer.

QUESTION: Mr. Secretary, as a sometimes politician,
could you assess for us the political impact of three somewhat
historic budget deficits in a row?

SECRETARY CONNALLY: Could I do what?

QUESTION: Assess the policitcal impact of it.

SECRETARY CONNALLY: Let me answer that by simply
saying that I wish it could have been otherwise. XNone of
us is proud of these deficits, but when you analyze the
economic situation which prevails in the country, I think it
is fair to say that these deficits are designed to heip cure
some of the problems that this country faces, some of which we
have already outlined this worning. We recognize full well
that there has to be econcmic stimulation. We recognize full
well that this was the rearon for the tax cuts and this was ﬁhe

reason for the job development credis proposal, Al nhe reason

for the repeal of the excise taxes and the roiszi or 2 great
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great many actions that the President has taken, all of which
impinges on this budget.

Now, as Director Shultz pointed cut, we have tried as
best we can to adhere to the disciplines of the fﬁll
employment budget. We are not going to get to that in '72 by
about $8 billion, but that doesn’'t mean that we cast it aside.
It goes back to the first question that you asked me. We are
not casting it aside at all. It is still a discipline that
we and the Congress should pay attention to.

But there are always circumstances that change
any particular theory, or any course that we are trying to
follow. I don't brag about three deficits in a row.

But at the same time, I think under the
circumstances it was the wise course to follow in the best
interest of the Nation -- not necessarily in the best
political interest of Richard Nixon--but in the best interest
of the country.

QUESTION: It is the same answer we got from the
Democrats when they were in.

SECRETARY CONNALLY: Welli, the Democrats say a lot of
things that are true,

QUESTION: When you get an actual deficit that is
more than three times as much as the deficit that was estimated

a year ago, would you have any reason to believe the next

estimate?
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SECRETARY CONNALLY: Yes, if you had a logical
explanation of how the deficit arose and what brought it
about. I think you certainly have reason to have some
confidence in the projection. I know what you are saying
that, in effect, "if you missed it so far last vear, what
reason do we have to believe you this year?" well, I think
there is a very logical explanation for the deficit in this
fiscal year.

QUESTION: Would you have a logical explanation for
the next larger deficit next year?

SECRETARY CONNALLY: I hope we don't have to have
one. We are projecting at full employment a slight surplus
in fiscal '73, and if we get the expected expansion in the
economy, if it moves as fast as most people think that it
will, we will realize our estimates.

Now, if there is a radical change, it will be very
clear that we will miss it.

So to say to you that we can without error mredict
the future, I will have to say we can't do that.

DR. SHULTZ: There is a point that I would iike to
make, These figures are not put forward as gross magnitudes
that you have to accept on some sort of faith. The asgumntions
on which they are built, and the details ~- as we lgarmnad
when Cap was reading that table -- that lie behind =l

are all laid out in this extensive document.
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1f you have different assumptions about the level
of economic activity that is liable to result from the
budget, or if you think that the Congressional disposition
of the President's outlay reauests will vary from what he has
requested in some respects, or if you think changes of one

kind or another will be made, and you can estimate these

changes in detail. We have set forward in detail our

assumptions and our program projections to get to our total

figure. We have tried to do this as accurately and honestly

as we possibly can.

QUESTION: The other day, Mr. Secretary, in explaini
the budget deficit in roughly the same terms as you have today
you naid het the “Sovernment was on the horns of a dilemma.
How did it get to that dilemma?

SECRETARY CONNALLY: I think you have to pick yow

starting point. It probably started back in ‘64 or ‘65,

probably started with the build-up of war activity in
relation to Vietnam. It was probably not recognized at that
point in time what the ultimate impact that that kind of
stimulation was going to have, the tremendous impact that the
Vietnam war with over 500,000 men over there, with war product
and all that went with it. I thirk that is what started
it. I am not going to try to sit here and tell you preciself

how it all came about today, but certainly it didn't just star

iast year or the year before. It has been building for aleost
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QUESTION:

(Whersupon, at 11:10 a.m

concluded.)

Thank

¥ou,

gentlanmen,

tap tne briefing was
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RESULTS OF TREASURY'S MONTHLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury

s, one series to be an additional issue of the bills dated October 31, 1971

sther series to be dated January 31, 1972
opened at the Federal Reserve Banks today.

hereabouts, of 274-day bills and for $1,200,000,000, or thereabouts, of

, and
, which were offered on January 19, 197z,
Tenders were invited for $500,000,000,

266-day

5. The details of the two series are as follows:

E OF ACCEPTED 274-.day Treasury bills
ETITIVE BIDS: maturing October 31, 1972
Approx. Equiv.
Price Annual Rate
High 97.052 3.873%
Low 97.010 3.928% :
Average 97.038 3.892% 1/ :

a/ Excepting one tender of $505,000

366 -day Treasury bills
maturing January 31, 1973
Approx. Equiv.

Price Annual Rate
96.046 a/ 3.889%
95,933 4.000%
95.998 3.936% 1/

39% of the amount of 274-dsy bills bid for at the low price was accepted
8% of the amount of 366-day bills bid for at the low price was accepted

L TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

strict Applied For Accepted

ston $ 10,320,000 §$ 220,000
# York 1,173,790,000 466,570,000
iladelphia 450,000 450,000
sveland 1,165,000 1,165,000
chmond 3,700,000 700,000
lanta 13,325,000 825,000
icago 92,365,000 12,365,000
. Louis 31,125,000 7,820,000
neapolis 2,650,000 650,000
asas City 11,625,000 1,625,000
llas 22,900,000 900,000
1 Francisco 142,865,000 6,615,000

TOTALS

1cludes $12,530,000
1cludes $18,005,000

1ese rates are on a bank discount basis.

$1,506,280,000 $ 500,005,000 b/ $2,203,340,000

.05% for the 274-day bills, and 4.1% for the 366-day bills.

noncompetitive tenders accepted at the average price of 97
noncompetitive tenders accepted at the average price of 95.998
The equivalent coupon issue yields are

Applied For Accepted

15,120,000 5,120,000
1,827,530,000 976,090,000
1,105,000 1,105,000
595,000 595,000
8,925,000 6,925,000
18,585,000 15,585,000
114,080,000 55,080,000
29,155,000 24,735,000
5,560,000 3,640,000
13,275,000 10,355,000
22,990,000 4,990,000
146,420,000 95,900,000

$1,200,120,000 ¢/

.038
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LOCKHEED BORROWS AN ADDITIONAL $25 MILLION
UNDER GOVERNMENT GUARANTEE

The Emergency Loan Guarantee Board today
approved the request of Lockheed Aircraft
Corporation and its lending banks for permission
for the company to borrow from the banks an
additional $25 million under Government
guarantee. This brings to $100 million the
borrowings to date under Government guarantee.

Lockheed is authorized under the terms of
its agreement with the Emergency Loan Guarantee
Board to borrow from the lending banks up to

4250 million under Government guarantee.

oQo
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FOR RELEASE ON DELIVERY

STATEMENT BY THE HONORABLE CHARLS E. WALKER
UNDER SECRETARY OF THE TREASURY
. BEFORE
THE HOUSE COMMITTEE ON APPROPRIATIONS
THURSDAY, JANUARY 27, 1972, 10:00 A.M.,EST

Mr. Chairman and Members of this Distinguished Committee:

I am pleased to appear before you today to discuss certain aspects
of our budgetary position, and especially the revenue outlook.

The tables appended to my statement present the revenue side of
the Federal Budget in considerable detail, so I will merely touch on a
few of the highlights.

Our current estimates show a moderate gain in tax receipts in
fiscal 1972 and a large increase in fiscal 1973. The total for the
current fiscal year is $197.8 billion - $9.4 billion above last year.
This increase is only about half of what we would expect from the
growth in the economy this year. The short-fall is primarily due to
tax reductions.

Unified budget receipts in fiscal 1973 are estimated at $220.8
billion, an increaée of $23 billion over fiscal 1972. This estimate
is based on the expectation that the GNP in calendar 1972 will total

$1145 billion, an increase of $98 billion over calendar 1972. This

C-239
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contrasts with a GNP increase of $72.5 billion in calendar 1971 over
1970. Personal income in 1972 is expected to be up 8 percent - to
$924 billion ~ and corporate profits before taxes are estimated to
rise 16 percent to $99 billion.

The substantial rise in budget receipts from fiscal 1972 to 1973
will result mainly from the strong and balanced expansion in economic
activity expected in the next year and a half. Personal and corporate
tax cuts in 1973 are approximately off-set by scheduled increases in
social security taxes.

Although the projected Federal Budget will require somewhat less
borrowing in fiscal 1973 as compared with the current'year, we will
require a substantial increase in the debt limit. The Ways and Means
Committee will open hearings on Monday on a Treasury request to increase
the debt limit by $50 billion, an amount that should be adequate to
meet our nee&s into the first months of 1973.

I am sure that this Committee is, as we are, deeply concerned
about the large deficits in prospect for fiscal 1972 and 1973. No one
can be happy about deficits of this size. Yet they must be analyzed
in the light of our current economic circumstances.

Although we have had very robust gains in the employment totals
in recent months - 1.7 million persons added to the payrolls since
June - the unemployment rate is still in the neighbofhood of 6 percent.
That is a rate that is not acceptable to this Administration. There

is slack and excess capacity in the economy. At this time, an attempt
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to balance the budget by cutting spending or raising taxes would risk
impeding the business advance and reduction in unemployment we seek.
On the inflation front, we are making progress, and conditions are
favorable for continuing that progress. The financing needs arising
from the deficit will be mgnageable, given this economic background,
the relatively good supply of funds in the market, and prevailing
monetary conditions.

In these circumstances, the deficits in our 1972 and 1973 budgets
are bearable. They are an inevitable price for what we want to do.
There are, in fact, a reflection of a coordinated program that is
designed - along with an appropriate monetary policy, manpower programs
and other economic policies - to put a significant dent in the unemp loy-
ment rate in the coming year while making further progress against
inflation.

At the same time, it would clearly be foolhardy to fail to face up
to the need to discipline Federal spending. For fiscal 1973, the
expenditure total is already about equal to the revenues that the
present tax structure would produce at full employment. Expenditures
should be held to that level to assure that the deficit shrinks and
disappears as we reach our economic goals and the economy is operating
nearer its capacity. Otherwise, we will jeopardize and even cast away
the hard won progress on the inflation front. In this context I urge
that this Committee act upon the President's call for a firm ceiling
on spending which would be binding on both the Congress and the
Administration.

000000000



Budget Receipts

Under lLegislaticn Proposed in Fiscal 1973 Budget Document

Fiscal Years

($ pillions)

* Actual °  Estimated
197L 1972 1973
Individual inccme tax «..oee... Ce et 86.2 86.5 93.9
Jorporation income tax ..... . et Ceereceeans e 26.38 30.1 35.7
mployment taxes and contrlbutlons ceesenenene ceeeenn .es ¢ L6,k 55.1
Jnemployment INSUTANCE +ousvseuoesoescaoaneseasnesnsenss 3.7 L. L 5.0
Jontributions for other insurance and retirement ....... 3.2 3.k 3.6
XCiSe 1AXES tevennereennenns Ceeens C e tere e seerenreeane 16.6 15.2 16.3
istate and gift taxes ..... coec€anens Ceteeeeae Cereeeeee 3.7 5.2 4.3
USTOIS QULIES wevwevnnn et eeereeeraesenaea Ceceeeenees . 2.6 3.2 2.8
liscellancous recCipts ceveeeevsess Ceecenenens Ceeenae 3.9 3.5 b1
Unif ied budget receipts ..... Ceeieeeaaea cen .. 188.4 197.8 220.8
leduct:
h‘ust fu—nds) etc:) ® 8 8 5 00 % & & PO OO OGS OGS OO SN Ne e 0 OO e O s s Su.6 60.0 7092
Federal funds 1€Ceiphs cvesecesecscereaocsesoccancss 133.8 137.8 150.6
Underlying Economic Assumptions -~ Calendar Years
1970 1971 1972
P oTh 1047 11k5
€rSOLAL INCOIME ¢ cvvvesesesececeorsscsseoasssaossassoss . 8ok 857 924
orporate profits before tax sveecescresesceosces cereees 75 85 99



Projected Changes in Budget Receipts
Fiscal Years 1972-1973

Revenue changes traceable to:

Economic growth
Tax Reform Act of 1969
Revenue Act of 1971

Changes in Depreciation
Regulations '

Social Security changes,
enacted and proposed

Other changes

Total

(In billions of dollars)

Fiscal 1972 Fiscal 1973
from from
Fiscal 1971 Fiscal 1972
+17.6 +24.,0
- 2.7 - 2.5
- 404 - 2,5
- 300 - 0.2
+ 2.1 + 6.4
- 002 - 2.2
+ 904 +23oo
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TREASURY ANNCUNCES PROPOSED RULES AND HEARING ON
LIBERALIZED SYSTEM OF DEPRECIATION AS MODIFIED BY THE
REVENUE ACT OF 1971

The Treasury Department today issued proposed amendments
to the Asset Depreciation Range or ADR System -- the liberalized
system of depreciation -- to reflect changes in the system made
by the Revenue Act of 1971.

The proposed amendments to the system (section 1.167 (a)-11
of the Income Tax Regulations) implement the new Internal Revenue
Code sections 167 (m) and 263 (f) added by the Revenue Act of 1971.

The amendments will be published in proposed form in the
Federal Register for Thursday, January 27, 1972. A public hearing
on the proposed amendments will be held beginning February 29, 1972.

The Revenue Act of 1971 established a class life system of
depreciation substantially the same as the ADR system. The Class
Life Asset Depreciation Range System contained in the proposed
amendments to the regulations applies to eligible property placed
in service after 1970. The class life system also replaces guide-
line depreciation under Revenue Procedure 62-21 for property
placed in service after 1970.

The Revenue Act of 1971 modified the ADR regulations to
eliminate the use of a "first-year convention," which would in
some cases have permitted three-quarters of a year's depreciation
for the year in which assets are placed in service, and to include
real estate and foreign property in the class life system. The
Revenue Act of 1971 also provides a transition rule for depreciation
of subsidiary assets.

In addition to reflecting these changes made by the Revenue
Act of 1971, the proposed amendments make certain technical improve-
ments in the ADR regulations. In all other respects, the basic rules
for determining useful lives for depreciation (including the use of
asset depreciation ranges from 20 percent below to 20 percent above
the class lives) and the treatment of salvage value, retirements
and repairs are the same as under the ADR regulations issued by

Treasury on June 23, 1971.

The Internal Revenue Service announced today a new Revenue
Procedure in accordance with the Revenue Act of 1971. Revenue Pro-
cedure 72-10, announced in Technical Information Release 1137, will

C-240



be published in Internal Revenue Bulletin 1972-8 for

February 22, 1972. Revenue Procedure 72-10 supersedes

Revenue Procedure 71-25 and contains the initial asset
depreciation periods and classes, asset depreciation ranges,

and repair allowances under the Class Life Asset Depreciation
Range System contained in the proposed amendments. This Revenue
Procedure will be revised, if necessary, to conform to the

final amendments to the regulations and will be effective only
in accordance with the final amendments.

Extended Time for Making or Revoking an Election

In general, all elections previously made under the ADR
regulations or made while these amendments are in proposed form
must conform to the final amendments when adopted. Taxpayers
may file elections while these amendments are in proposed form,
and those who choose to do so should make the election and file
their tax returns in accordance with the proposed amendments.,

All taxpayers, including those who have filed elections prior to
adoption of the final amendments,will be given an extended period
of time in which to make, amend or revoke their election and to
conform their tax returns to the final amendments. They will,

in general, have until the later of 120 days after the final
amendments to the regulations are published in the Federal Register
or the date for filing the tax return (including extensions of

time for filing) in which to do so.

First-Year Convention

Section 167 (m) of the Code and the proposed amendments to
the regulations limit the use of a first-year convention in the
calculation of the depreciation allowance. 1In general, no con-
vention may be used under the Class Life Asset Depreciation Range
System contained in the proposed amendments to section 1.167 (a)-11
of the regulations which would produce more than a half-year's
depreciation in the first year if all property in the account were
placed in service ratably throughout the year. Thus, the "modified
half-year convention" contained in the ADR regulations issued on
June 23, 1971, which provided as much as three-quarters of a year's
depreciation the first year, may not be used. Section 1.167 (a)-11
of the proposed regulations will permit a choice of two forms of a
half-year convention under the Class Life Asset Depreciation Range
System.
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Foreign Property

Under the Revenue Act of 1971 property predominantly used
outside the United States is included in the Class Life Asset
Depreciation Range System. The "asset depreciation ranges" con-
tained in Revenue Procedure 72-1C do not, however, apply to
property predominantly used outside the United States. Accordingly,
depreciation for such property included in an election of the
Class Life Asset Depreciation Range System will be based on the

class life.

Transition for Real Property and Subsidiary Assets

Real estate is included in the Class Life Asset Depreciation
Range System. No asset depreciation range is provided for real
estate. Under the Revenue Act of 1971, during a transitional
period beginning January 1, 1971, and extending no later than
January 1, 1974, taxpayers may at their option exclude from their
election, any item of real estate if a depreciable life shorter
than the class life is justified under Revenue Procedure 62-21
for the year in which the asset is placed in service. The tran-
sition period for real estate will end prior to January 1, 197k,
if the Treasury Department prior to that time re-prescribes or
modifies the class life for the real estate. The initial classes
and lives contained in Revenue Procedure 72-10 do not terminate
the transition period. The Treasury Department and the Office of
Industrial Economics in the Internal Revenue Service are presently
engaged in a study of classes and lives for real estate. It is
anticipated that the cooperation of taxpayers, through surveys
and otherwise, will be enlisted in obtaining data for a revision

of classes and lives for real estate.

A similar transitional period applies to subsidiary assets
(jigs, tools, dies, ete.). Under the Class Life Asset Depreci-
ation Range System subsidiary assets are in general included within
the basic industry class for the activity in connection with which the
subsidiary asset is used. There are no separate classes for sub-
sidiary assets in Revenue Procedure 72-10. If during a taxable
year in the transition period the total amount of subsidiary assets
placed in service in the class during the year is 3 percent or more
of all assets placed in service in the class during the year, the
taxpayer may at his option exclude all the subsidiary assets in
the class from his election to apply the Class Life Asset Depreci-
ation Range System., The transitional period for subsidiary assets
will terminate January 1, 1974, or earlier if the Treasury Depart-
ment re-prescribes or modifies classes or lives which include the
subsidiary assets. The initial classes and lives contained in
Revenue Procedure 72-10 do not terminate the transition period.
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Repair Alleance

The proposed amendments to the regulations make significant
improvements in the application of the "asset guideline class
repair allowance." The definitions of units of property and of
excluded additions are clarified. Also, the costs, direct and
indirect, taken into account in the repair allowance are specified
in greater detail for the guidance of taxpayers.

The initial repair allowances contained in Revenue Procedure
72-10 do not include "repair allowance percentages" for real
estate. The Treasury Department and the Office of Industrial
Economics in the Internal Revenue Service are studying repair
practices for real estate with a view to establishing repair
allowance percentages for this property in the near future.
Taxpayers are encouraged to assist the Office of Industrial
Economics in obtaining the needed information.

Public Utility Property

In the case of public utility property, the ADR regulations
provide that certain taxpayers who are required under section
167 (1) to "normalize" the tax savings from using an accelerated
method of depreciation are also required to normalize the tax
savings resulting from using a life shorter than the guideline life
and the three-quarter year convention under the ADR regulations.
The proposed amendments reflect the elimination of the three-quarter
year convention by the Revenue Act of 1971, and retain the rules
requiring normalization of the tax savings resulting from using a
life shorter than the guideline life.

These rules require certain adjustments to be made on the
taxpayer's regulated books of account. For 1971, if the taxpayer
has made the required adjustments to his regulated books of account
by the date his election for 1971 is required to be made, the
normalization requirements will be considered to have been met. For
subsequent years, the same rules will apply to the amount required
to be normalized under the regulations as will apply to the
normalization of the excess of accelerated depreciation over
straight line under section 167 (1).. Although proposed regulations
under 167 (1) have not been issued, Treasury expects that these
requlations, when issued, will provide that the normalization re-
quirements will be considered to be met for any taxable year if
normali—ation is reflected in the annual report to shareholders
for that year.
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Guideline System of Depreciation
For Assets Placed In Service Prior to 1971

Revenue Procedure 72-10 will also apply under the guideline
system of depreciation which the Treasury Department expects to
be issued in the near future in proposed form in section 1,167
(a)-12 of the regulations to deal with guideline depreciation
(without a reserve ratio test) in taxable years ending after
1970 for assets placed in service prior to 1971.

o0o
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TREASURY ANNOUNCES REFUNDING

The Treasury today announced that it is offering holders of $4.5
billion of notes and bonds maturing February 15, 1972, an opportunity
to exchange their holdings for a 4-year 3-month 5-3/4% note or a 1lO-year
6-3/8% bond. The bonds are also being offered for cash subscription to
individuals in amounts not to exceed $10,000 for any one person., Cash
subscriptions for the notes will not be accepted.

The public holds $3.7 billion of the securities eligible for exchange,
and. about $0.8 billion is held by Federal Reserve Banks and Government
accounts.

In addition, the 6-3/8% bonds are being made available to holders of
$14.3 billion of securities maturing in February and May of 1974. Of these,
$11.8 billion are held by the public. Details showing cash and interest
adjustments applying in exchanges of securities due in 1974, appear in the
table at the end of this release. The 5-3/4% notes are not being offered
to these holders.

The securities eligible for exchange for either the notes or bonds are
as follows:

4-3/4% Treasury Notes of Series A-1972, maturing February 15, 1972
7-1/2% Treasury Notes of Series C-1972, maturing February 15, 1972
4% Treasury Bonds of 1972, maturing February 15, 1972

The securities eligible for exchange for the bonds only are as follows:

7-3/4% Treasury Notes of Series C-1974, maturing February 15, 1974
4-1/8% Treasury Bonds of 1974, maturing February 15, 1974
7
4

-1/4% Treasury Notes of Series D-1974, maturing May 15, 1974
-1/4% Treasury Bonds of 1974, maturing May 15, 1974

- The securities being offered in exchange are:

5-3/4% Treasury Notes of Series E-1976, dated February 15, 1972,
due May 15, 1976 (Cusip No. 912827 CF5), at par

6~3/8% Treasury Bonds. of 1982, dated February 15, 1972, due
February 15, 1982 (Cusip No. 912810 BLl), at par



-2a

Subscription books for the offering will be open until 5:00 p.m., local
time, Wednesday, February 2, 1972. To be timely subscriptions MUST EE
RECEIVED by a Federal Reserve Bank or Branch or by the Office of the
Treasurer of the United States by such time, except that subscriptions
addressed to a Federal Reserve Bank or Branch or to the Office of the
Treasurer of the United States postmarked before midnight, Tuesday,

February 1, 1972, will be deemed to be timely.

The notes and bonds will be made available in registered as well as
bearer form in denominations of $1,000, $5,000, $10,000, $lO0,000, and
$1,000,000. All subscribers requesting registered securities will be
required to furnish appropriate identifying numbers as required on tax
returns and other documents submitted to the Internal Revenue Service.

Any coupons dated February 15, 1972, on notes and bonds tendered in
should be detached and cashed when due. The February 15, 1972,
due on registered notes and bonds will be paid by issue of
interest checks in regular course to holders of record on January 14, 1972,
the date the transfer books closed. All coupons dated subsequent to
February 15, 1972, must be attached to surrendered notes and bonds due

on February 15 .and May 15, 1974. Interest will be adjusted as of
February 15, 1972, for the securities due May 15, 1974.

exchange
interest

Subscriptions for cash must be accompanied by payment of 10% of
the amount of bonds applied for. Cash subscriptions will be allotted in
full and payment therefor must be completed by Tuesday, February 15, 1972,
in cash or other funds immediately available to the Treasury by that date.
The Treasury will construe as timely payment any check payable to the
Federal Reserve Bank or the Treasurer of the United States that is
received at such bank or office by Wednesday, February 9, 1972, provided
the check is drawn on a bank in the Federal Reserve District of the bank

or office to which the subscription was submitted.

Banking institutions in submitting cash ‘subscriptions for customers
will be required to certify that they have no beneficial interest in any

of the subscriptions they enter.

Subscribers exchanging securities due in 1974 may elect, for Federal
income tax purposes, to recognize gain or loss on account of the exchange
either in the taxable year of the exchange or (except to the extent that
cash is received) in the taxable year of disposition or redemption of the
securities received in the exchange. Any gain to the extent that cash is
received by the subscriber (other than as an interest adjustment) must be
recognized in the year of the exchange. Subscribers exchanging securities
due in 1972 must recognize gain or loss on account of the exchange in the

taxable year of the exchange.
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The payment and delivery date for the securities will be February 15.
Interest on the notes will be payable on a semiannual hasis on May 15

and November 15 in each year until the notes mature.

Interest on the

bonds will be payable semiannually on August 15, 1972, and February 15
and August 15 in each year until maturity.

Table of payments to or by subscribers in exchanges for the 6-5/8% bonds
(In dollars per $1,000 face’ value)

Securities to  : Payment to : Payment to _Net amount to be paid
be exchanged : or by (-) : subseriber :To subscriber : By subscriber
: Subscriber ¢ for accrued : :
: to adjust : interest to : H
¢ exchange : February 15, : :
: values : 1872, on H ;
: Securities : :
: exchanged : :
7-3/4% Note of ‘
2/15/74 53.,21583 _— 53.21583 -
4-1/8% Bond of
2/15/74 -14.40187 - me—— 14.40167
7-1/4% Nete of
5/15/74 47.56228 18.32418 65.88646 m——
4-1/4% Tcad of
5/15/74 ~15.04946 -—- 4,30770

10,.74176




I‘he'DepartmentoftheTRfAS"Ry NEW%

HINGTON, D.C. 20220 TELEPHONE WO04-2041

FOR RELEASE ON DELIVERY

STATEMENT BY JACK F. BENNETT
DEPUTY UNDER SECRETARY OF THE TREASURY
FOR MONETARY AFFAIRS
BEFORE THE
SUBCOMMITTEE ON SURFACE TRANSPORTATION
OF THE SENATE COMMERCE COMMITTEE
ON S. 2362
THURSDAY, JANUARY 27, 1972 AT 10:00 A.M.
Mr. Chairman:

I appreciate your invitation to me to present
the views of the Treasury Department on two bills
before your Committee. In summary, the Treasury
position supports strongly the proposed Transportation
Regulatory Modernization Act of 1971 (S. 2842) and
recommends replacing the Surface Transportation Act
of 1971 (S. 2362) by the Transportation Assistance
Act of 1971 (S. 284l1), which was recommended to you
by the Department of Transportation in November. In
view of the areas of responsibility of the Treasury
I shall comment primarily on the credit financing
and taxation aspects of the proposals.

The Administration's proposals for credit
assistance to surface transportation were presented
to this subcommittee in November in the testimony by
the Secretary of Transportation. Secretary Volpe

testified that one of the critical problems facing

the railroad industry was the inability to secure



on reasonable terms an adequate supply of freight
cars and other rolling stock. Thus he recommended
favorable action on Title I of S. 2841, which would
authorize the Secrétary of Transportation to insure
railroad equipment obligations in amounts up to

$3 billion outstanding at any one time,

The Treasury Department has not made an
independent assessment of the particular needs for
Federal credit assistance in the surface transportation
industry. Yet, to the extent justified, we believe
that any direct credit assistance to the railroads
or to other common carriers should be an integral
part of the Government's overall transportation
policy and transportation assistance programs, which
are a primary responsibility of the Department of
Transportation.

Accordingly, we feel that any new transportation
credit assistance program should be lodged in the
Transportation Department, rather than in the Treasury
Department, and we thus recommend the enactment of
the Administration's credit aséistance proposals in
S. 2841 in lieu of the approach taken in the Surface

Transportation Act proposal.



Title I of the proposed Surface Transportation
Act (S. 2362) would establish a new revenue financing
division within the Treasury Department, would establish
a new position of ﬁnder Secretary, and would authorize
the Secretary of the Treasury to make loans, in amounts
up to $5 billion outstanding at any one time, to common
carriers in the tramnsportation industry. Under the
proposal the Secretary could make such loans in cases
where he had determined that financial assistance was
not otherwise availilable on reasonable terms and that
the public interest would be served.

Thus S. 2362 would go far beyond the Administration's
recommendations in that it would authorize $2 billion
more in loans and would not specify the purposes for
which loans could be made. While the Treasury has not
itself made a careful examination of the credit needs
in the surface transportation industry, we feel
strongly that Federal credit assistance sﬁould be
limited to specific areas of clearly demonstrated
need.

There has been a rapid expansion of Federal
credit assistance programs in recent years, to such

an extent that a number of questions have been raised



regarding our credit allocation mechanisms and the
role of private credit institutions. Direct Federal
and Federally assisted borrowings, including loan
guarantee programs; currently require about 40 percent
of net new credit available in the United States.

To deal with the problems resulting from this expanded
role of the Federal Government in credit markets,
Secretary Connally submitted legislation to the
Congress in December 1971 to establish a Federal
Financing Bank.

The proposed Federal Financing Bank Act would
make the Secretary of the Treasury responsible for
coordinating the marketing of Federal and Federally
guaranteed borrowings. The Act would also authorize
the Federal Financing Bank, which would be supervised
by the Secretary of the Treasury, to purchase
guaranteed obligations, including any obligations
insured by the Secretary of Transportation under
S. 2841. Thus, enactment of the Financing Bank Act
would in effect permit the Treasury to handle the
marketing of the proposed insufed rallroad equipment
obligations, and there would be no need for a new
revenue financing division in the Treasury as proposed

in S, 2362.



Even if S. 2841 were enacted before the Federal
Financing Bank Act the marketing of obligations
insured under S. 2841 would be assured by the
authorization in that legislation for the Secretary
of Transportation to borrow from the Secretary of
the Treasury if at any time the monies in the
proposed Federal Railroad Equipment Obligation
Insurance Fund are not sufficient to pay any amount
the Secretary of Transportation is required to pay
under his loan insurance agreements. The Treasury
Department has similar arrangements with other
Federal agencies issuing or guaranteeing obligations
in the securities markets, and we would be happy to
work with the Department of Transportation to assure
the most effective financing of this program.

I would 1ike to turn now to the tax provisions
of S. 2362,

Title V of S. 2362, cited as "Surface Transportation
Tax Incentives of 1971," would provide, at section 502,
for the restoration of the investment credit for
transportation equipment. However, in lieu of the
7 percent credit repealed in 1969 (and recently

restored by the Revenue Act of 1971), the credit is



to be 10 percent with respect to equipment placed
in service after March 31, 1971, and 8 percent
with respect to equipment placed in service after
March 31, 1973.

The credit would be available for railroad
rolling stock, trucks and vessels operated on the
navigable waters, inland waterways, Great Lakes of
the United States or primarily engaged in United
States coastwise, intercoastal, or noncontiguous
domestic water transportation services.

The tax credit provided by section 502 has in
substance been adopted. Congress, in enacting the
President's New Economic Policy by the Revenue Act
of 1971 restored the investment credit in the form
of a job development credit. The credit of 7 percent
against Federal income tax is available for the same
assets as are listed in section 502(c)(1l) and applies
to: (1) equipment constructed by the taxpayer where
construction began after March 31, 1971 or was
completed after August 15, 1971; (2) equipment
acquired after August 15, 1971; or (3) equipment
acquired after March 31, 1971 and before August 16,

1971 which was ordered after March 31, 1971.



Where construction was begun before April 1, 1971
and completed after August 15, 1971, only the
post-August 15, 1971 costs qualify for the credit.

The credit restored by the Revenue Act of 1971
is substantially the same as the one provided for in
this bill and it will provide essentially the same
economic incentives. We do not believe that it would
be desirable to allow greater credits for tra§8portation
equipment than are allowed to taxpayers for other
equipment. Congress and its tax writing committees
gave consideration to allowing a credit of more than
7 percent for all equipment when i1t deliberated the
Revenue Act of 1971 but they rejected that proposal.
In addition, a disparity in tax credit rates would
prove to be difficult to administer and would give
rise to cries of discrimination frqm taxpayers
purchasing either non-transportation equipment or
transportation equipment which doesn't qualify for
the higher credit. For these reasons we oppose the
proposed special tax credit for transportation
€quipment,

Section 503 of Title V provides that the five-year

amortization presently permitted under Code section 184



for certain railroad stock would be expanded to

(1) water vessels and (2) trucks. Section 184 was
added to the Internal Revenue Code by the Tax Reform
Act of 1969 in response to the representation that
many types of railroad rolling stock were in short
supply. Since the investment credit was being
repealed and inasmuch as Congress desired to provide
a short-term tax benefit to be invested in rgilroad
rolling stock, section 184 was made applicable to
railroad rolling stock placed in service, but only
until 1974. Moreover, after 1972 this benefit will
not be available for any type of railroad rolling
stock which the Secretary of the Treasury has
determined not to be in short supply.

Now that the investment credit has been restored,
there is no need for the tax incentives provided by
the five-year amortization provisions. That Congress
shares this view is evident from section 48(a)(8) of
the Code which was added by the Revenye Act of 1971.
Section 48(a)(8) precludes the use of the reinstated
investment credit for equipment which is subject to

five-year amortization.



Not only do we question the desirability of
retaining the five-year amortization provisions now
that the investment credit has been restored, we also
doubt the wisdom of extending the election of five-year
amortization for water vessels and trucks.

Under proposed section 503 the availability of
the five-year amortization for water vessels and
trucks would not be limited to qualified transportation
property placed in service before 1975, Furthermore,
and more importantly, the benefit of the five-year
amortization would not be limited to such transportation
property which is in short supply which, after all,
was the sole justification for enacting section 184
in 1969.

We know of no factual data that have been developed
indicating that either water vessels or trucks are in
short supply. Consequently, it has not been demonstrated
that tax incentives through accelerated write-offs of
the cost of such equipment should be allowed.

Also, it has not been demonstrated that these
substantial benefits should be available into the
indefinite future (including for railroad rolling

stock)., At the time section 184 was enacted it was
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thought that the five-year amortization should be made
available only for equipment placed into service before
1975 to permit at that time a further evaluation to
determine whether these benefits should be continued.
Proposed section 503(a) would essentially preclude
such an additional evaluation.
Proposed section 504 would provide for the
elimination of the applicability of the minimum tax
to amortization claimed under Code section 184. We
do not understand the rationale for this provision.
The minimum tax was enacted in order to impose a tax
on taxpayers who obtain disproportionate tax benefits
from tax incentives having generally desirable ends.
We believe that excessive tax benefits from rapid
amortization on transportation equipment should
continue to be treated as an item of tax preference,
as are other rapid amortization and depreciation items.
Mr. Chairman, that concludes my prepared statement,
I would be happy to attempt to answer any questions

you may have,

0o0o
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FOR RELEASE ON DELIVERY

STATEMENT OF THE HONORABLE PAUL A. VOLCKER
UNDER SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS
BEFORE THE COMMITTEE ON APPROPRIATIONS
OF THE HOUSE OF REPRESENTATIVES
THURSDAY, JANUARY 27, 1972, AT 10:00 A. M.

THE INTERNATIONAL FINANCIAL SITUATION
IN LIGHT OF THE SMITHSONIAN AGREEMENT

Mr. Chairman and Members of the Committee:

Nearly six weeks have passed since the Group of Ten
agreed at the Smithsonian Institution to a multilateral
exchange rate realignment and other measures to restore
international monetary stability and expand world trade.
The Committee may be interested in a brief assessment of
the international situation in the light of that Agreement.

Let me say first that we have been encouraged by the
widespread view, here and abroad, that the Smithsonian
Agreement represents major progress both for the United
States and for all countries. Certainly we recognize that

much remains to be done in basic monetary reform, trade policy,

C-242
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and defense sharing to attain and maintain a more equitable
and balanced world payments structure. Much will also
depend -- and I would emphasize this -- on how well we and
our trading partners operate our domestic economies. But
the fact that the Smithsonian Agreement has been generally
accepted as a major step in adjusting to today's realities
and a base for further progress is heartening.

In negofiating a multilateral exchange rate agreement
covering a number of major currencies, we made new and
unique progress in monetary cooperation. There is no
science that can tell us with accuracy what set of exchange
rates is precisely needed to assure market stability and
restore multilateral payments equilibrium. Vital national
interests were affected, and a hard negotiating and bargain-
ing process took place. In the give and take of negotiations,
one side rarely, if ever, can achieve its full objective.
But there is a general consensus that a fair blending of
competing interests yielded acceptable progress for all.

In sum, I believe the Agreement is a fair and reasonable one

which will make a real and substantial contribution to a
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at the conclusion of the Smithsonian Agreement, we made
clear that the prospects for such a flow were doubtful.
Indeed, there are several factors working to moderate
the speed with which speculators and others who transferred
funds abroad during the crisis would wish to transfer funds
back to the United States in large amounts. Undoubtedly,
much of the speculation into foreign currencies was of the
nature of leads and lags -- businessmen anticipating future
foreign payments and the like. This phenomenon would be
expected to unwind only over a period of time. Secondly,
interest rates during this period have provided no incentive
for reflows to the United States. With the present slack
in the U. S. economy, our short-term interest rates have
been at the lower end of the international spectrum while a
number of European countries, which have been maintaining
policies of restraint to slow down inflation, have maintained

relatively higher rates. In addition, during much of the

period since December 18, the dollar has, as I have indicated,

been at a substantial premium in the exchange markets

relative to the new base rates. This has meant that anyone
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transferring funds back to the United States stood a risk
of '"losing'" if the rate for the dollar subsequently moved
lower. With the wider margins now in operation, the scope
for such rate fluctuations is now increased.

I believe it would be a mistake to conclude that no
reflows of short-term funds are occurring, as leads and
lags unwind. Reports -- admittedly fragmentary -- of our
payments position over the period since December 18
indicate that our over-all official settlements position
has probably showed a modest surplus in the past month.
There has been some net reduction in total foreign official
dollar holdings s;nce the Agreement. Since many important
elements in our balance of payments were almost certainly
in sizeable deficit during this period, there must have
been a net reflow of short-term funds, not now identifiable,
which offset the other deficit items.

Apart from questions concerning short-term flows, there
is the question of the impact of the realignment on trade
and other elements in our balance of payments. No one

should expect the realignment and other measures agreed
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December 18 to have a large immedia;e effect on our trade
and other basic elements in our balance of payments

position, such as direct investment and tourism. In fact,
the immediate effects of an exchange rate change are usually
preverse -- for example, where commitments have already

been made to purchase certain imports, the change in exchange
rates may merely mean that the United States importer must
pay more for the same quantity of goods. It is only over

an extended period -- probably two years or more -- that

the full effects of the rate changes can work their way
through the system. While we should see part of the effect
much sooner, it is only over such longer period that
producers and consumers, in the United States and abroad,

can fully adapt to the new rates and the new price structures
and competitive opportunities which those rates bring.

I feel that developments since the Smithsonian Agree-
ment represent a reasonable adjustment to the new situation.
But this is only the experience of a few short weeks. The
important question is where do we go from here. And this
depends in very large measure on policies which we pursue

in our domestic economy.



The United States has an obligation -- to its own
citizens and to the entire free world -- to eliminate the
slack in its economy with policies for strong and non-
inflationary growth. The advantages of higher employment
and increased U. S. production to our domestic prosperity
are obvious. But it is not always recognized how critically
important a strong and growing U. S. economy is to a healthy
world economy -- particularly at a time when growth rates
abroad are slackening. Without reasonable growth and
employment in the United States, a stable international
equilibrium is not likely to be achieved -- and a resurgence
of protectionism would be a danger.

The challenge is to achieve the needed expansion in our
economy while progressing further toward price stability,
not only to assure that our expansion brings growth in real
output rather than higher prices, but also to enable us to
strengthen our ability to compete in domestic and overseas
markets with foreign competitors. Only then can we take
full advantage of the opportunities provided by the exchange
rate realignment to restore our trade and payments position

on a lasting basis,
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Thus, both our balance of payments and our domestic
objectives call for policies of expansion and for the
containment of inflation. Those are the policies we are now
following. The budget deficit for the present year is
certainly very large. But, in the context of the desirability
of providing an expansionary stimulus through fiscal policy,
this deficit can be accepted. There is room in the economy
to allow for expansion without inflation. Our wage and
price program will help to ensure that our expansionary
policies lead to growth in real output. The budget for
the next fiscal year is held to full employment balance,
which means diminished fiscal stimulation as the economy
expands. We must maintain that discipline and would welcome
its enforcement by a truly effective expenditure ceiling.
This is the sensible approach from the viewpoint of our
domestic and international economic needs. It will best
serve to increase our domestic prosperity consistent with

restoring a strong balance of payments.

--000--
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REMARKS BY RICHARD V. ADAMS
SPECIAL ASSISTANT TO THE SECRETARY (DEBT MANAGEMENT)
BEFORE THE
U. S. SAVINGS BONDS CAMPAIGN MEETING
SHERATON-SCHROEDER HOTEL
MILWAUKEE, WISCONSIN
THURSDAY, JANUARY 27, 1972, 12:30 p.m., C.S.T.

Chairman Krikorian, distinguished guests, ladies and
gentlemen --

It is a very real pleasure for me to be here in Milwaukee
today and to have this opportunity to discuss with you some
thoughts about our Savings Bonds Program as we launch our
1972 campaign.

This is an impressive assembly of Milwaukee's business
leadership. We of the Treasury are very pleased with this
outstanding support on the part of business and industry and
we thank you. We offer special thanks to our genial host,
Chairman Krikorian.

Some of you may have wondered just where Savings Bonds
fit into our economic picture -- in light of the Government's

new economic policies and our desire to stimulate consumer

spending for goods and services.
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To get at the answer to that question, let's look
briefly at the New Economic Policy, its objectives, and at
our progress since August 15 in meeting these objectives,

The President, as we all know, announced a new set of
economic initiatives on August 15, which have as basic
objectives (1) breaking the back of inflation and inflationary
expectations, (2) creating jobs and promoting longer-run
economic expansion, and (3) balancing our international
accounts and restructuring the international monetary system.

To accomplish these objectives, the President took steps
both domestically and on the international side.

Here at home, we had the price-wage freeze, which has
to be recognized as a resounding success. It virtually stopped
inflation during the freeze period and restored confidence in
the economy. It also gave the Administration time to formulate
the longer-run economic stabilization plan which is Phase II.
I am confident that the system of wage-price restraint that
has been developed will, in the months ahead, prove to be a
meaningful anti-inflation program that will work without unduly
restraining economic expansion.

In order to further the second objective of the New

Economic Policy, which is to create jobs and promote long-run
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economic growth, the Government has enacted a comprehensive tax
program designed to stimulate the economy through business and
personal tax cuts. We can expect these important tax changes
to have a major beneficial effect on economic activities in
the months and years ahead.

On the international side, the suspension of gold
convertibility and the 107 surcharge on imports was intended
to create a climate in which basic changes can be negotiated
in international monetary and trading relationships which will
put the U. S. in a much improved competitive position in world
markets and make over-all balance in our international accounts
possible. The December 18 Smithsonian accord goes a long way
toward allowing us to meet these objectives. Serious negotiations
in the trade area are in progress. But it is evident that some broad
international agreements have emerged that should make progress
toward a solution of international monetary and trade problems
possible in the near future.

Now, against this background of positive action to improve
our economic weil-being, how is the economy doing? 1 think
it is safe to say almost all of the recent economic developments

are encouraging as we look ahead into 1972 and beyond. 1In fact,



-4 -

the U. S. economy is now taking on a bright new look. Some

specific items:

On inflation, both wholesale and consumer

price indexes since August show a clear

curbing of the inflationary momentum that

existed this year. This is true despite

jumps in these indexes in December, following

the lifting of the freeze. As a matter of fact,
the GNP deflator rose at only a 1.5% annual rate
in the fourth quarter, while wholesale prices
rose at an 0.3% annual rate and consumer prices
at a 2.3% annual rate.

""Real" GNP is showing broad based strength, rising
at an annual rate of 6.1% in the quarter ending
December 31.

Durable goods orders are growing, particularly
producers capital goods. The improvement here

is supported by the latest Commerce-SEC survey

of plant and equipment expenditures which suggests

a rise in these outlays of 10% or more in

1972.
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-- Retail sales are strong. Excluding automobiles,
retail sales in December were 5% higher than
a year ago. With inflation slowing, much more
of these sales gains are now real gains, rather
than simply a reflection of higher prices.
-- We also have areas of continuing strength in
housing, which is setting records this year,
In addition, expenditures for new construction
increased about 157% and were at an all-time
high in 1971.
All of this points to a year of strong economic growth
in 1972, accompanied by reduced rates of inflation and un-
employment as real output and productivity accelerate and
the Government's program of wage-price restraint operates
effectively.
In this environment of improving economic conditions,
I can say, without equivocation, that the Savings Bonds Program
will continue, under the new economic plan, to fill an important
role. Those who buy Savings Bonds regularly, systematically,
will benefit, as always, from the family security derived
from the Payroll Savings Plan. By the same token, the Govern-
ment -- and the Nation at large -- will gain from an ongoing

flow of these stable, non-inflationary savings funds.
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Thrift is still a virtue, a habit which sometimes takes
a long time to form and certainly a habit which needs constant
encouragement. The Payroll Savings Plan has for years performed
a valuable service in making it easy for our citizens to put
aside small sums on a regular basis for emergency needs and
future opportunities. For the self-employed, the professional
man and woman, the Bond-A-Month Plan has been a beneficial
program.

It would be unfortunate -- and unnecessary, to reduce our
efforts in the promotion of Savings Bonds sales -- even tempor-
arily. We do not wish to see the habit of thrift diminished.

We do not desire a reduction in this sound source of funds to
the Treasury.

As of December 31, the cash value of E and H Bonds outstanding
amounted to $54.3 billion. With the inclusion of Freedom Shares --
which were withdrawn from sale on July 1, 1970 -- holdings total
$54.9 billion, an all-time peak.

This is a huge sum of money, in the hands of tens of millions
of Americans who now own Savings Bonds. It represents 22 per-

cent of the privately-held portion of the public debt.
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But the importance of Savings Bonds in terms of managing the
national debt is not fully reflected in this single fraction,
significant though it is. The fact is that Savings Bonds today,
even with their shorter initial maturities, constitute a very
stable portion of the Government debt.

Because of the 4-1/4 percent interest rate ceiling on
Government bonds that dates from World War One, the Treasury had
from 1965 until this year been prevented from issuing any
securities of more than seven years to maturity. We now have
$10 billion of authority from Congress to issue bonds longer
than seven years without regard to the 4-1/4% ceiling. Never-
theless, this authority will be used gradually and Savings Bonds
will remain important in the over-all structure of the Treasury's
debt.

Thus, it is not difficult to understand why we are concerned
that we continue to be able to count on a solid base of funds
provided to the Government in the form of Savings Bonds dollars.
On the basis of past experience, we can predict that the Savings
Bonds sold today, on the average, will not be redeemed for 5-1/2

years, which is considerably longer than the average maturity

of our marketable issues.
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This may sound a bit strange, since one hears so often that
Savings Bonds are cashed in practically as soon as they are
bought. It is true that there are those who turn them in after
the minimum wating period, and early redemptions are a problem.
But, by and large, our buyers hold onto their Savings Bonds.
Every analysis we have made shows that in comparison with
deposits at commercial banks, savings and loan associations,
and mutual savings banks, people hold their Savings Bonds.

We no longer need to apologize for the Savings Bonds interest
level. Savings Bonds now earn 5-1/2 percent, when held to
maturity. This is a good return, a sound return, a guaranteed
return.

From the beginning of the Savings Bonds Program, the industry-
oriented Payroll Savings Plan has been the backbone of the
Program. Today, more than 40,000 companies, large and small,
operate the plan, and the Savings Bonds purchased by their
employees account for more than two-thirds of total sales.

The U. S. Industrial Payroll Savings Committee -- with the
support of organized labor and the vast army of Savings Bonds
volunteers -- has accomplished a formidable task in promoting

the sales of E Bonds. The 1972 Committee has taken on a



challenge just as formidable. We are confident that it, too,
will not only meet but exceed its goal.

Those of you who are spearheading our 1972 Campaign are
selling a product that is tried and true -- one that is good

for the Nation and good for each of us as individuals.



CANDIDATE PROTECTION ADVISORY COMMITTEE

FOR IMMEDIATE RELEASE Washington, D.C.

MEMORANDUM FOR THE PRESS: January 27, 1972

In response to inquiries the Treasury Department said
today:

"The Commission met today to consider its responsibilities
under the appropriate statute., It recommended to the
Secretary of the Treasury that protection be provided
to announced candidates receiving at least 5 percent in
either the Harris or Gallup polls and to persons who are

unannounced candidates who receive 20 percent in the

same polls subject to the legal determination of the
Secretary of the Treasury as to eligibility under the law.
The Committee also recommended that such protection commence

on March 20."
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FOR IMMEDIATE RELEASE January 27, 1972

JOHN PETTY RESIGNS AS ASSISTANT SECRETARY
FOR INTERNATIONAL AFFAIRS

The White House today announced the resignation of
John R. Petty as Assistant Secretary of the Treasury for
International Affairs. Mr. Petty, 41, will leave the
Treasury February 25 to become a Managing Director of
the new Washington office of Lehman Brothers, Inc., the
investment banking firm.

In commenting on the announcement, Treasury Secretary
John B. Connally said:

"John Petty has rendered outstanding service to

four Secretaries of the Treasury during a period

of substantial international financial adjustment
and change in United States foreign economic policy.
Most recently, his diligence and sound judgment in
pursuing this country's international monetary

and trade objectives have been of the very highest
order. 1 sincerely regret the departure of such a
fine public servant."

Before coming to Treasury, Mr. Petty was Vice President
of the Worldwide Projects Division, Chase Manhattan Bank,
New York. Mr. Petty was appointed Deputy Assistant Secre-
tary for International Affairs in September 1966. He
became Acting Assistant Secretary in February, 1968, and
was appointed Assistant Secretary in May, 1968. In June,
1969, Mr. Petty was nominated by President Nixon for
reappointment. '

A native of Chicago, Illinois, Mr. Petty received a
B.A. degree in international affairs from Brown University,
Providence, Rhode Island, in 1951.

(OVER)
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In 1968, Mr. Petty received the Treasury Department
Exceptional Service Award, and in February, 1969, Mr. Petty
was awarded the Arthur S. Flemming Award as ''One of the Ten
Outstanding Young Men in the Federal Service.'

Mr. Petty is married to the former Lee Mills of New
York. They have four children.
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FOR IMMEDIATE RELEASE January 27, 1972

MEMORANDUM FOR THE PRESS:

Secretary of the Treasury John B. Connally today sent
to the Speaker of the House of Representatives and the
President of the Senate proposed legislation providing
tax relief for one-bank holding companies required to
divest their bank or non-bank properties under the Bank
Holding Company Act Amendments of 1970.
| Similar tax-relief legislation was enacted after
passage of the Bank Holding Company Act of 1956 and the
1966 amendments to the Act.

A copy of Secretary Connally's letter transmitting
the proposed bill to the President of the Senate is
attached. (Identical letter sent to the Speaker of the
House,) Also attached are copies of the draft bill -and

a summary of its provisions,
o0o

Attachments



THE SECRETARY OF THE TREASURY
WASHINGTON

JAN 2 71972

Dear Mr. President:

\I am enclosing a draft bill "To amend the Internal Revenue Code
of 1954 with respect to the income tax treatment of certain qistri-
butions and sales pursuant to the Bank Holding Company Act Amendments
of 1970." T also am enclosing a detailed summary of the proposed
legislation.

In general, the 1970 amendments require a one bank holding
company to divest either its bank or its nonbank assets. The 1970
amendments were passed.with the expectation that the hardships
caused by divestiture would be ameliorated by appropriate tax relief
legislation. Consequently, the proposed legislation seeks (1) to
update existing sections 1101-1103 of the Internal Revenue Code to
permit tax-free distributions to stockholders of property required to
be divested under the Bank Holding Company Act Amendments of 1970;
and (2) to provide for nonrecognition of gain to the divesting
corporation upon its sale of property required to be divested under
the Bank Holding Company Act Amendments of 1970. A brief summary
of the proposed legislation follows.

Distributions to stockholders. The proposed legislation would
provide substantially the same tax relief that was extended to
divestitures under the Bank Holding Company Act of 1956 and its 1966
amendments. The proposal would only apply to a corporation which
became a bank holding company under the Bank Holding Company Act
Amendments of 1970. Under the proposal, property which is required
to be divested could be distributed to the stockholders without any
recognition of gain to the stockholders. In the absence of this
special provision, such a distribution might otherwise be taxable
to the stockholders as a dividend.

The proposal would only apply to the distribution of property
under the Bank Holding Company Act which had been acquired prior to
July 7, 1970 -- the date on which the Senate Banking and Currency
Committee announced it would report out a bill dealing with one bank
holding companies.
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In general, the proposal follows the Precedent of sections
1101-1103 of the Internal Revenue Code which applied to distributions
under the Bank Holding Company Act of 1956 and its 1966 amendments.
Accordingly, under the proposed legislation, property could be
distributed without recognition of gain either directly to the
stockholders of the bank holding company or to a wholly-owned
subsidiary created to receive the Property which the company is
prohibited from retaining. If the property is distributed to a
specially-created subsidiary, all of the stock in the subsidiary
then must be distributed to the stockholders of the bank holding
company. As under the prior law, tax exemption for any particular
distribution would be denied if that distribution is part of a plan
with a principal purpose of avoiding the dividend tax on a distri-
bution of earnings and profits.

Prior to any distribution, the bank holding company would be
required to obtain the certification of the Federal Reserve Board
that the distribution is necessary or appropriate to effectuate the
Bank Holding Company Act Amendments of 1970.

Sales. The proposal would supplement prior law in connection
with The Bank Holding Company Act by providing for the nonrecognition
of gain where property is divested by means of a sale to a third
party as well as where the property is distributed to the stockholders

of the bank holding company.

The Internal Revenue Code presently provides for the nonrecognition
of gain in the case of the compulsory or involuntary conversion of
property. In many respects the required divestiture of bank or nonbank
property under the Bank Holding Company Act Amendments of 1970 is
analogous to an involuntary conversion. Accordingly, it seems appro-
priate to offer relief patterned after the existing provisions in the
Internal Revenue Code dealing with involuntary conversions.

The proposal would allow a bank holding company to elect to defer
the recognition of gain on a divestiture sale if the amount realized
from the sale is reinvested in qualifying replacement property within

& specified period of time.

In order to qualify for this provision, a bank holding company
which sells either its bank property or its nonbank property would
have to invest the proceeds of sale in the purchase of a controlling
(80 percent) stock interest in another corporation or in the purchase
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of substantially all the assets of another corporation. This reinvest-
ment could be made in anticipation of the divestiture sale or within
three years after the sale, with provision for the extension of this
period by the Secretary or his delegate for reasonable cause.

The basis of any stock or assets which are acquired under this
proposal as replacement property would be reduced by the amount of
the deferred gain. Where stock of another corporation is acquired,
the basis of the underlying assets of the acquired corporation would
also be reduced by the amount of the deferred gain, but not below the
greater of the basis of the stock which is acquired or the basis of the
old assets which were sold pursuant to the Bank Holding Company Act.

The proposal would only apply to the sale of property which was
acquired before July 7, 1970 and which the Federal Reserve Board
certifies is necessary or appropriate to effectuate the Bank Holding
Company Act Amendments of 1970.

It would be appreciated if you would lay the proposed legislation
before the Senate. A similar communication has been addressed to the
Speaker of the House of Representatives.

We have been advised by the Office of Management and Budget that
there is no objection to the presentation of this draft bill to the
Congress, and that its enactment would be in accord with the program
of the President.

Singerely yours,
J /
A.

The Honorable

Spiro T. Agnew
President of the Senate
Washington, D.C. 20510

Enclosures



A BILL

To amend the Internal Revenue Code of 1954 with respect to
the income tax treatment of certain distributions and
sales pursuant to the Bank Holding Company Act Amend-
ments of 1970

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress Assembled,

(a) Subchapter 0 of chapter 1 of the Internal Revenue
Code of 1954 is amended by adding at the end thereof the
following new part:

PART X--DISTRIBUTIONS AND SALES
PURSUANT TO BANK HOLDING COMPANY
ACT AMENDMENTS OF 1970

Sec, 1121. Distributions Pursuant to Bank Holding Company
Act Amendments of 1970.

Sec. 1122. Sales Pursuant to Bank Holding Company Act
Amendments of 1970.

Sec. 1123, Definitions.
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"SEC., 1121. DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY

" (a)

If--

ACT AMENDMENTS OF 1970.

Distributions of Certain Nonbanking Property.--

"(1) Distributions of prohibited property.--

"(A) a qualified bank holding corpora-
tion distributes prohibited property (other
than stock received in an exchange to which
subsection (c¢) (1) applies)--

"(i) to a shareholder (with respect
to its stock held by such shareholder),
without the surrender by such shareholder
of stock in such corporation; or

"(ii) to a shareholder, in exchange
for its preferred stock; or

"(iii) to a security holder, in
exchange for its securities; and

'""'(B) the Board has, before the distribution,
certified that the distribution of such prohibited
property is necessary or appropriate to effectuate
section 4 of the Bank Holding Company Act of 1956,
as amended by the Bank Holding Company Act Amend-
ments of 1970,

then no gain to the shareholder or security holder from
the receipt of such property shall be recognized.

"(2) Distributions of stock and securities received

in an exchange to which subsection (c¢) (1) applies.--

If--

") a qualified bank holding corporation
distributes--
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"(i) common stock received in an
exchange to which subsection (¢) (1)
applies to a shareholder (with respect
to its stock held by such shareholder),
without the surrender by such shareholder
of stock in such corporation; or

"(ii) common stock received in an
exchange to which subsection (¢) (1)
applies to a shareholder, in exchange
for its common stock; or

"(iii) preferred stock or common
stock received in an exchange to which
subsection (c¢) (1) applies to a share-
holder, in exchange for its preferred
stock; or

"(iv) securities or preferred or
common stock received in an exchange
to which subsection (c¢) (1) applies to
a security holder in exchange for its
securities; and

"(B) any preferred stock received has
substantially the same terms as the preferred
stock exchanged, and any securities received
have substantially the same terms as the
securities exchanged,

then, except as provided in subsection (f), no gain

to the shareholder or security holder from the receipt
of such stock or such securities or such stock and
securities shall be recognized.

'""(3) Non pro rata distributions.--Paragraphs
(1) and (2) shall apply to a distribution whether
or not the distribution is pro rata with respect to
all of the sharcholders of the distributing qualified
bank holding corporation.
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"(4) Exception.--This subsection shall not apply
to any distribution by a company which has made any
distribution pursuant to subsection (b).

""(5) Distributions involving gift or compensation.--
In the case of a distribution to which paragraph (1) or
(2) applies, but which--

"(A) results in a gift, see section 2501,
and following, or

"(B) has the effect of the payment of
compensation, see section 61 (a) (1).

"(b) Corporation Ceasing to be a Bank Holding Company.--
(1) Distributions of bank property.--If--

"(A) a qualified bank holding corporation
distributes bank property (other than stock
received in an exchange to which subsection

(c) (2) applies)--

"(i) to a shareholder (with respect
to its stock held by such shareholder),
without the surrender by such shareholder
of stock in such corporation; or

"(ii) to a shareholder, in exchange
for its preferred stock; or

"(iii) to a security holder, in
exchange for its securities; and

"(B) the Board has, before the distribution,
certified that--

"(i) such property is all or part
of the property by reason of which such
corporation owns or controls (within the
meaning of section 2 (a) of the Bank Holding
Company Act of 1956, as amended) a bank or
bank holding company, or did so own or
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control a bank or bank holding company

prior to any distribution under section
1121; and

'""(i1) the distribution is necessary

or appropriate to effectuate the policies
of such Act,

then no gain to the shareholder or security holder

from the receipt of such property shall be recog-
nized.

"(2) Distributions of stock and securities received
in an exchange to which subsection (¢) (2) applies.--If--

"(A) a qualified bank holding corporation
distributes--

"(i) common stock received in an exchange
to which subsection (¢) (2) applies to a share-
holder (with respect to its stock held by such
shareholder), without the surrender by such
shareholder of stock in such corporation; or

"(ii) common stock received in an
exchange to which subsection (¢) (2) applies
to a shareholder, in exchange for its common
stock; or

"(iii) preferred stock or common stock
received in an exchange to which subsection
(c) (2) applies to a shareholder, in exchange
for its preferred stock; or

"(iv) securities or preferred or common
stock received in an exchange to which sub-
section (c¢) (2) applies to a security holder,
in exchange for its securities; and

"(B) any preferred stock received has sub-
stantially the same terms as the preferred stock
exchanged, and any securitics received have sub-
stantially the same terms as the securities ex-

changed,
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then, except as provided in subsection (f), no gain to
the shareholder or security holder from the receipt of
such stock or such securities or such stock and securi-
ties shall be recognized.

""(3) Non pro rata distributions.--Paragraphs (1)
and (2) shall apply to a distribution whether or not
the distribution is pro rata with respect to all of the
shareholders of the distributing qualified bank holding
corporation.

"(4) Exception.--This subsection shall not apply
to any distribution by a corporation which has made any
distribution pursuant to subsection (a).

"'(5) Distributions involving gift or compensation.--
In the case of a distribution to which paragraph (1) or
(2) applies, but which--

"(A) results in a gift, see section 2501
and following, or

"(B) has the effect of the payment of
compensation, see section 61 (a) (1).

'""(c) Exchanges Involving Creation of Subsidiary.--

"(1) Exchanges involving prohibited property.--
If--

"(A) any qualified bank holding corporation
exchanges (i) prohibited property, which, under
subsection (a) (1), such corporation could distrib-
ute directly to its shareholders or security holders
without the recognition of gain to such shareholders
or security holders, and other property (except bank
property), for (ii) all of the stock of a second
corporation created and availed of solely for the
purpose of receiving such property;
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"(B) immediately after the exchange, the
qualified bank holding corporation distributes
all of such stock in a manner prescribed in sub-
section (a) (2); and

"(C) before such distribution, the Board
has certified (with respect to the property
exchanged which conrists of property which, under
subsection (a) (1), such corporation could distrib-
ute directly to its shareholders or security hold-
ers without the recognition of gain) that the
exchange and distribution are necessary or appro-
priate to effectuate section 4 of the Bank Holding
Company Act of 1956 as amended by the Bank Holding
Company Act Amendments of 1970,

then subsection (a) (2) shall apply with respect to
such distribution.

"(2) Exchanges involving bank property.--If--

"(A) any qualified bank holding corporation
exchanges (i) bank property which, under subsection
(b) (1), such corporation could distribute directly
to its shareholders or security holders without
the recognition of gain to such sharecholders or
security holders, and other property (except pro-
hibited property), for (ii) all of the stock of
a second corporation created and availed of solely
for the purpose of receiving such property;

"(B) immediately after the exchange, the
qualified bank holding corporation distributes all
of such stock in a manner prescribed in subsection
(b) (2); and

"(C) before such distribution, the Board
has certified (with respect to the property exchanged
which consists of property which, under subsection
(b) (1), such corporation could distribute directly
to its shareholder or security holders without the
recognition of gain) that--
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"(1) such property is all or part of
the property by reason of which such corpora-
tion owns or controls (within the meaning of
section 2 (a) of the Bank Holding Company
Act.of 1956, as amended) a bank or bank hold-
ing company or did so own or control a bank
or bank holding company prior to any distribu-
tion under section 1121; and

""(ii) the exchange and distribution
are necessary or appropriate to effectuate
the policies of such Act,

then subsection (b) (2) shall apply with respect
to such distribution.

"(d) Distributions to Avoid Federal Income Tax.--

"(1) Prohibited property.--Subsection (a) shall
not apply to a distribution if, in connection with
such distribution, the distributing corporation retains,
or transfers after July 7, 1970, to any corporation,
property (other than prohibited property) as part of
a plan one of the principal purposes of which is the
distribution of the earnings and profits of any corpora-
tion. '

"(2) Banking property.--Subsection (b) shall not
apply to a distribution if, in connection with such
distribution, the distributing corporation retains, or
transfers after July 7, 1970, to any corporation, prop-
erty (other than bank property) as part of a plan one
of the principal purposes of which is the distribution
of the earnings and profits of any corporation.

"(e) Time Limit.--Subsection (a) or (b) shall not apply
unless the distribution described in such subsection of pro-
hibited property or bank property is completed within three
years after the first distribution of such property is made.

"(f) Certain Exchanges of Securities.--In the case of
an exchange described in subsection (a) (2) (A) (iv) or sub-
section (b) (2) (A) (iv), subsection (a) or (b) (as the case
may be) shall apply only to the extent that the principal
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amount of the securities received does not exceed the principal
amount of the securities exchanged.

""(g) Basis of Property Acquired in Distributions.--If,
by reason of section 1121, gain is not recognized with respect
to the receipt of any property, then, under regulations pre-
scribed by the Secretary or his delegate--

(1) 1if the property is received by a shareholder
with respect to stock, without the surrender by such
shareholder of stock, the basis of the property received
and of the stock with respect to which it is distributed
shall, in the distributee's hands, be determined by
allocating between such property and such stock the
adjusted basis of such stock; or

- "(2) if the property is received by a shareholder
in exchange for stock or by a security holder in exchange
for securities, the basis of the property received shall,
in the distributee's hands, be the same as the adjusted
basis of the stock or securities exchanged, increased
by--

"(A) the amount of the property received
which was treated as a dividend, and

"(B) the amount of gain to the taxpayer
recognized on the property received (not includ-
ing any portion of such gain which was treated
as a dividend).

M(h) Allocation of Earnings and Profits.--

(1) Distribution of stock in a controlled
corporation.--In the case of a distribution by a
qualified bank holding corporation under section 1121 (a)
or (b) (1) of stock in a controlled corporation, proper
allocaiion with respect to the earnings and profits
of the distributing corporatioun and the controlled
corporation shall be made under regulations prescribed
by the Secretary or his delegate.

(1)
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"(2) Exchanges described in section 1121 (c¢) (1)
or (2).--In the case of any exchange described in
section 1121 (c) (1) or (2), proper allocation with
respect to the earnings and profits of the corporation
transferring the pioperty and the corporation receiv-
ing such property shall be made under regulations
prescribed by the Secretary or his delegate.

"(3) Definition of controlled corporation.--For
purposes of paragraph (1), the term 'controlled corpora-
tion' means a corporation with respect to which at least
80 percent of the total combined voting power of all
classes of stock entitled to vote and at least 80 percent
of the total number of shares of all other classes of
stock is owned by the distributing qualified bank hold-
ing corporation.

"(i) 1Itemization of Property.--In any certification
under this part, the Board shall make such specification and
itemization of property as may be necessary to carry out the
provisions of this part.

"SEC. 1122, SALES PURSUANT TO BANK HOLDING COMPANY ACT
AMENDMENTS OF 1970.

""(a) Nonrecognition of Gain.--If a qualified bank hold-
ing corporation after December 31, 1970 sells prohibited
property or bank property the divestiture of either of which
the Federal Reserve Board certifies is necessary or appropriate
under the Bank Holding Company Act Amendments of 1970, gain
from such sale, at the election of the taxpayer, shall be
recognized only to the extent that the amount realized upon
such sale (regardless of whether such amount is received in
one or more taxable years) exceeds the cost of qualifying
replacement property purchased during the reinvestment period
An election under this subsection shall be made at such time
and in such manner as the Secretary or his delegate may by
regulations prescribe. For purposes of this subsection the
taxpayer shall be considered to have purchased property only
if, but for the provisions of subsection (e), the unadjusted
basis of such property would be its cost within the meaning
of section 1012,
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"(b) Certifiration.--Subsection (a) shall not apply
unless the Federal Reserve Board certifies, prior to any
sale, that the sale of prohibited property or bank property,
as the cuse may be, is necessary or appropriate to effectuate
the Bank Holding Company Act Amendments of 1970.

"(c) Reinvestment period.--The reinvestment period
referred to in subsection (a) shall be the period beginning
three years before the date of disposition of the prohibited
property or bank property, as the case may be, (but not before
January 1, 1971) and ending three years after the date of
disposition of such property or ending at the close of such
later date as the Secretary or his delegate may designate
for reasonable cause shown. For purposes of this subsection,
no property acquired before the disposition of the prohibited
property or bank property shall be considered to have been
“acquired for the purpose of replacing such property unless
held by the taxpayer on the date of such disposition.

"(d) Qualifying replacement property.--For purposes of
subsection (a), qualifying replacement property means property
which is permitted to be held without any requirement of
divestiture under the Bank Holding Company Act of 1956, as
amended by the Bank Holding Company Act Amendments of 1970,
and which is--

(1) stock of another corporation if, immediately
after the pu:chase, the acquiring corporation has control
of such other corporation (whether or not such acquiring
corporation had control immediately before the purchase);
or

""(2) substantially all the assets of another
corporation used in the trade or business of such
corporation.

For purposes of this paragraph, the term "control' means the
ownership of stock possessing at least 80 percent of the
total combined voting power of all classes of stock entitled
to vote and at least 80 percent of the total number of shares
of all other classes of stock of the corporation.

'""(e) Basis of qualifying replacement property.--
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(1) To the extent gain is not recognized because
subsection (a) applies, such gain shall be ap‘lied to
reduce the basis for determining gain or loss of

""(A) any assets which are qualifying
replacement property,

""(B) any stock which is qualifying
replacement property,

"(C) any assets of a corporation the
stock of which is qualifying replacement
property, provided that the basis of such
assets shall not be reduced below the greater
of (i) the basis of the stock of such corpora-
tion as reduced pursuant to paragraph (1) (B)
of this section, or (ii) the basis of the pro-
hibited property or bank property which is sold
by the qualified bank holding corporation deter-
mined as of the date of such sale.

If the qualifying replacement property consists of stock

of more than one corporation or assets of one or more trades
or businesses, the basis determined under the preceding
sentence shall be allocated, under regulations prescribed

by the Secretary or his delegate, to such replacement prop-
erty in proporticn to its respective cost.

"(f) Assessment of Deficiencies.--If the taxpayer has
made an election under subsection (a) with respect to a sale,
then notwithstanding any other provision of law or rule of
law the statutory period for the assessment of any deficiency
(including interest and additions to the tax) shall not expire
until three years from the date the Secretary or his delegate
is notified by the taxpayer (in such manner as the Secretary
or his delegate may by regulations prescribe) of the purchase
of qualified replacement property or the failure to timely
purchase such property. Such deficiency may be assessed
before the expiration of such three-year period notwithstand-
ing the provisions of section 6212 (c) or the provisions of
any other law or rule of law which would otherwise prevent
such assessment.
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"gEC, 1123. DEFINITIONS.

"(a) Bank Holding Company.--For purposes of this part,
the term 'bank holding company' has the meaning assigned to
such term by section 2 of the Bank Holding Company Act of
1956, as amended by the Bank Holding Company Act Amendments
of 1970.

"(b) Qualified Bank Holding Corporation.--For purposes
of this part, the term 'qualified bank holding corporation'
means any corporation (as defined in section 7701 (a) (3))
which the Federal Reserve Board certifies became, as a result
of the enactment of the Bank Holding Company Act Amendments
of 1970, a bank holding company on the date of such enactment.

"(c) Bank Property.--For purposes of this part, the
term 'bank property' means property acquired on or before
July 7, 1970 by reason of which a corporation owns or
controls (within the meaning of section 2 (a) of the Bank
Holding Company Act of 1956, as amended) a bank or bank
holding company, or did so own or control a bank or bank
holding company prior to any distribution under sections 1121 or 112:

"(d) Prohibited Property.--For purposes of this part,
the term 'prohibited property' means in the case of any qualified
bank holding corporation, property (other than nonexempt property
and other than bank property) acquired on or before July 7, 1970--

"(1) the disposition of which would be necessary
or appropriate to effectuate section 4 of the Bank Holding
Company Act of 1956, as amended by the Bank Holding
Company Act Amendments of 1970; or

"(2) which would otherwise be prohibited property
(within the meaning of paragraph (1) of this subsection)
except for the application of section 4 (c) (11) of the
Bank Holding Company Act of 1956 as amended by the Bank
Holding Company Act Amendments of 1970.

The term 'prohibited property' does not include ownership of
(A) five percent or less of the outstanding voting shares of
any company to which the prohibitions of section 4 of the Bank
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Holding Company Act of 1956, as amended, do not apply by
reason of subsection (c) (6) of such section, or (B) owner-
ship of shares of an investment company which is not a bank
holding company and to which the prohibitions of section 4
of the Bank Holding Company Act of 1956, as amended, do not
apply by reason of subsection (c) (7) of such section.

'""(e) Nonexempt Property.--For purposes of this part,
the term 'nonexempt property' means--

(1) obligations (including notes, drafts, bills
of exchange, and bankers' acceptances) having a
maturity at the time of issuance of not exceeding
24 months, exclusive of days of grace;

"(2) securities issued by or guaranteed as to
principal or interest by a government or subdivision
thereof or by any instrumentality of a government or
subdivision; or

"(3) money, and the right to receive money not
evidenced by a security or obligation (other than a
security or obligation described in paragraph (1) or

(2)). |

"(f) Board.--For purposes of this part, the term 'Board'
means the Board of Governors of the Federal Reserve System.

(b) The table of parts for subchapter O of chapter 1 of
the Internal Revenue Code of 1954 is amended by adding at the
end thereof the following:

"Part X. Distributions and Sales Pursuant to
Bank Holding Company Act Amendments

of 1970."

(¢) Section 311 (d) of the Internal Revenue Code of
1954 (relating to use of appreciated property to redeem stock)
is amended by--
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(1) adding at the end thereof the following new
subparagraph:

"(H) a distribution by a corporation to which section
1121 (relating to bank holding companies) applies.'” ; and

(2) deleting the word "and'" at the end of subparagraph
311 (d) (2) (F) and changing the period at the end of sub-

paragraph 311 (d) (2) (G) to a semicolon and adding the word
"and."



SUMMARY OF PROPOSED TAX RELIEF LEGISLATION RELATING TO
'DISTRIBUTIONS AND SALES PURSUANT TO THE BANK HOLDING
COMPANY ACT AMENDMENTS OF 1970

Treasury recommends legislation to amend the Internal
Revenue Code of 1954 with respect to the income tax treat-
ment of certain distributions and sales pursuant to the Bank
Holding Company Act Amendments of 1970. The 1970 amendments
-were passed with the expectation that the hardships caused
by divestiture would be ameliorated by appropriate tax relief
legislation allowing for the tax-free distribution of divested
assets. Similar tax relief legislation was enacted after the
Bank Holding Company Act of 1956 and after its 1966 amendments.

Bank Holding Cezpany Act Amendments of 1970

The Bank Holding Company Act Amendments of 1970 (Public
Law 91-607) require a one bank holding company either to
divest its nonbanking interests if it chooses to remain a
bank holding company, or to dispose of its banking interests
so that it is no longer classified as a bank holding company.
Generally, divestiture of the bank or nonbank assets is re-
quired by January 1, 1981. However, section 103 of the Act
allows a bank holding company under certain circumstances to
continue activities in which it was lawfully engaged on June 30,
1968 and has been continuously engaged in since that date.

Tax Proposal In Brief

The recommended legislation seeks to (1) update existing
sections 1101-1103 of the Internal Revenue Code to permit tax-
free distributions to stockholders of property required to be
divested under the Bank Holding Company Act Amendments of 1970;
(2) provide for nonrecognition of gain to the divesting corpo-
ration upon its sale of property pursuant to the Bank Holding
Company Act Amendments of 1970; and (3) exempt distributions
of appreciated property required to be divested under the Bank
Holding Company Act Amendments of 1970 from any tax imposed
by section 311(d) of the Internal Revenue Code.
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Distributions To Stockholders

Section (a) of the bill would add section 1121 to the
Internal Revenue Code to provide substantially the same tax
relief that was extended by sections 1101-1103 of the Internal
Revenue Code to divestitures under the Bank Holding Company
Act of 1956 and its 1966 amendments. Section 1121 would be
added to the Internal Revenue Code rather than amending
sections 1101-1103 because these sections would be repealed
under H.R. 25, which was introduced by Chairman Mills on
January 22, 1971, to repeal provisions in the Internal Rev-
enue Code which are obsolete or are unimportant and rarely
used.

Under proposed section 1121, property which is required
to be divested could be distributed by a corporation to its
stockholders without the recognition of any gain to the
stockholders. 1In the absence of this special provision,
such a distribution might otherwise be taxable to the stock-
holders as a dividend.

Section 1121 would only apply to a corporation which
became a bank holding company under the Bank Holding Company
Act Amendments of 1970. Although partnerships were made
subject to the Bank Holding Company Act by the 1970 amendments,
the tax relief provisions do not apply to partnerships. Treas-
ury is not aware of any partnerships required to divest under
the 1970 amendments. However, Treasury would not oppose
extending these provisions to any partnerships which are
subject to the divestiture requirements of the 1970 amendments.

-The proposal would only apply to the distribution of
Property under the Bank Holding Company Act which had been
acquired prior to July 7, 1970 -- the date on which the
Senate Banking and Currency Committee announced that it would
report out a bill dealing with one bank holding companies,
This restriction is considered necessary to prevent the bill
from applying to corporations which might have purchased
interests in banks or other businesses in order that their
shareholders might benefit from the tax-free distribution
treatment provided under this bill.



-3 -

In general, proposed section 1121 of the Code would
follow the precedent of existing sections 1101-1103 of the
Internal Revenue Code as they applied to distributions under
the Bank Holding Company Act of 1956 and its 1966 amendment.
Accordingly, property which is required to be divested could
be distributed without recognition of gain either directly
to the stockholders of the bank holding company or to a
wholly owned subsidiary created to receive the divested
property. If the property is distributed to a specially-
created subsidiary, all the stock in the subsidiary then
must be distributed to the stockholders of the bank holding
company.

Proposed section 1121(d) -- as under the prior law --
would deny nonrecognition treatment for any distribution
which is part of a plan with a principal purpose of avoid-
ing the dividend tax on the distribution of earnings and
profits.

Several provisions in the proposed bill differ from
prior law. First, proposed section 1121(b) would simplify
the certification required from the Federal Reserve Board
as a prerequisite to the special tax treatment. The tax
law applicable to distributions under the Bank Holding Company
Act of 1956 and its 1966 amendment required the Federal
Reserve Board prior to any distribution to certify that the
distribution was necessary or appropriate to effectuate the
Bank Holding Company Act. The Board was also required to
give its final certification that the bank holding company
had complied with the divestiture requirements of the Bank
Holding Company Act within the specified time periods.
Proposed section 1121 (b) would only require the Federal
Reserve Board to certify prior to a distribution that the
distribution is necessary or appropriate to effectuate the
Bank Holding Company Act Amendments of 1970. Final certifi-
cation would not be required, thus avoiding the necessity
for holding the statute of limitation open for an extended
Period. The 1970 amendments provide for a ten year divesti-
ture as opposed to the two year divestiture (with extensions
possible to five years) which was required by the 1956 act
and its 1966 amendment, Holding the statute of limitations
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open for ten years until a final certification is obtained
would create numerous administrative problems. It also
appears that the final certification is unnecessary since
the Federal Reserve Board will monitor compliance with the
Bank Holding Company Act in any event, and there are severe
penalties under that Act for failure to comply with the
divestiture requirements.

Second, proposed section 1121(c) modifies the certifica-
tion rule where a bank holding company elects to exchange
its banking or its nonbanking assets for the stock of a
specially-created subsidiary which stock the holding company
then distributes to its stockholders. Prior law required the
Federal Reserve Board to certify prior to the exchange that
the exchange and distribution were necessary or appropriate
to effectuate the Bank Holding Company Act. In the interest
of flexibility, proposed section 1121(c) would only require
the certification prior to the distribution to the stock-
holders and not prior to the initial exchange with the
subsidiary,

Third, proposed sections 1121 (a) (3) and 1121 (b) (3) would
allow non pro rata distributions to qualify for nonrecognition
treatment. Non pro rata distributions were allowed under the
Bank Holding Company Act of 1956, but pro rata distributions
were required for distributions under the 1966 amendment to
the Bank Holding Company Act. Allowing non pro rata distribu-
tions under the proposed bill is consistent with the rules
of section 355 of the Internal Revenue Code which allow a
non pro rata distribution of stock of a controlled subsidiary
to be made to the stockholders of the parent corporation
without the recognition of gain under certain circumstances.

Fourth, the bill allows a bank holding company to divest
its banking assets without the recognition of gain even if it
owns less than a controlling interest. This treatment complies
with the spirit of the 1970 amendments which is to encourage
and enforce the separation of banking and nonbanking interc:ts
and alleviates the sometimes difficult problem of attempting
to determine precisely what constitutes a controlling interest
in a bank.
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The bill also would permit a "grandfatherecd" company --
which under section 103 of the Bank Holding Act Amendments
of 1970 15 allowed to continue to hold bank and nonbank
interests -- to give up its grandfathered status, divest
its bank or nonbank interests, and be entitled to the tax
relief that is available to other holding companies that
became bank holding companies under the 1970 amendments,
provided that such divestiture is accomplished by January 1,
1981.

However, nonrecognition treatment generally does not
apply to the distribution of nonbank property which may be
lawfully owned by a bank holding company. For example,
section 4(c)(6) of the Bank Holding Company Act permits a
bank holding company to retain up to five percent of the
voting stock of another company. 12 U.S.C. 1843(c)(6).
Consequently, a distribution of all the stock of another
company which is wholly owned would result in nonrecognition
of gain under this bill as to only 95 percent of such distri-
bution. But nonrecognition of gain may be obtained under
section 355 with respect to the five percent not qualifying
for nonrecognition under section 1121,

Fifth, proposed section 1121 (e) introduces a time limit
for nonrecognition treatment which requires a distribution
to the stockholder of prohibited property or bank property
to be completed within three years after the first distribu-
tion of such property is made.

Sale of Bank or Nonbank Property

Section (b) of the proposed bill would add section 1122
to the Internal Revenue Code dealing with sales pursuant to
the Bank Holding Company Act Amendments of 1970. The section
would provide for the nonrecognition of gain where a corpora-
tion sells its bank or nonbank property to a third party
rather than distributing the property to its stockholders.
This type of relief was not offered for distributions under
the Bank Holding Company Act of 1956 or its 1966 amendment.
However, various bank holding companics have indicated that
they will be forced for various business recasons to secll
their bank or nonbank asscts rather than distribute them to
their stockholders. Tax relief appears equally warranted

where the provisions of the Bank Holding Company Act are met



-6 -

by the sale of assets instead of their distribution to
stockholders.

+  Section 1033 of the Internal Revenue Code presently
pfovides for the nonrecognition of gain in the case of the
compulsory or involuntary conversion of property. Section
1071 of the Code provides for the nonrecognition of gain
from a sale or exchange to effectuate certain policies of
the Federal Communications Commission. Section 1081 of the
Code provides for the nonrecognition of gain on exchanges or
distributions in obedience to certain orders of the Securities and
Exchange Commission.

In many respects the required divestiture of bank or
nonbank property under the Bank Holding Company Act Amend-
ments of 1970 is analogous to an involuntary conversion.
Accordingly, proposed section 1122 would offer relief
patterned after the existing provisions in the Code dealing
with involuntary conversions.

Thus, proposed section 1122 would allow a Bank holding
company to elect to defer the recognition of gain on a
divestiture sale if the amount realized from the sale is
reinvested in certain qualifying replacement property within
a specified period of time.

In order to qualify under this provision, a bank holding
company which sells either its bank property or its nonbank
property would have to invest the proceeds of sale in the
purchase of a controlling (80 percent) stock interest in
another corporation or in the purchase of substantially all
the assets of another corporation. For this purpose control
would be determined without regard to whether or not the
acquiring corporation had control of the acquired corporation
immediately before the purchase, so that a corporation could
reinvest in additional stock of one of its controlled sub-
sidiaries. The required reinvestment could be made in antic-
ipation of the divestiture sale or within three years after
the sale, with provision for the extension of this period
by the Secretary or his delegate for reasonable cause.

The basis of any stock or assets which arec acquired
under this proposal as replacement property would be reduced
by the amount of deferred gain. Where stock of another
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corporation is acquired, the basis of the underlying assets
of the acquired corporation would also be reduced by the
amount of the deferred gain, but not below the greater of
the basis of the stock which isg acquired or the basis of
the old assets which were sold pursuant to the Bank Holding
Company Act,

The proposal would only apply to the sale of property
which was acquired before July 7, 1970 and which the Federal
Reserve Board, prior to the sale, certifies is necessary or
appropriate to effectuate the Bank Holding Company Act
Amendments of 1970.

Amendment to Section 311(d) of the Code

Section 311(d) of the Internal Revenue Code generally
requires a corporation to recognize gain where it distributes
appreciated property to its stockholders in redemption of
their stock. The proposed legislation would make clear that
section 311(d) of the Internal Revenue Code would not apply
to a bank holding company which distributes appreciated
property under the Bank Holding Company Act Amendments of
1970 to its stockholders in redemption of their stock. The
proposed exception for distributions under the Bank Holding
Company Act is consistent with the present exception in
section 311(d) for certain distributions of stock required
under the antitrust laws.
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FOR IMMEDIATE RELEASE January 31, 1972

WITHHOLDING OF APPRAISEMENT ON RA!LROAD
PASSENGER VEHICLES FROM CANADA

Assistant Secretary of the Treasury Eugene T. Rossides announced
today that the Bureau of Customs is instructing Customs field officers
to withhold appraisement of railroad passenger vehicles from Canada
pending a determination as to whether this merchandise is being sold
at less than fair value within the meaning of the Antidumping Act, 192i,
as amended (19 U.S5.C. 160 et seq.).

Under the Antidumping Act the Secretary of the Treasury is required
to withhold appraisement whenever he has reasonable cause to believe or
suspect that sales at less than fair value may be taking place.

A final Treasury decision in this investigation will be made within
three months. Appraisement will be withheid for a period not to exceed
6 months from the date of publication of the "Withholding of Appraisement
Notice' in the Federal Register.

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

Railroad passenger vehicles valued at approximately $8,400,000
have been ordered in Canada for importation into the United States.

###
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STATEMENT BY THE HONORABLE JOHN B. CONNALLY
SECRETARY OF THE TREASURY
BEFORE THE HOUSE COMMITTEE ON WAYS AND MEANS
MONDAY, JANUARY 31, 1972, 10:00 A.M.

Mr. Chairman and Members of this distinguished Committee:

The borrowing authority which the Congress last year provided
the Treasury Department will shortly be exhausted. I am therefore
requesting that the present temporary debt limit of $430 billion
be increased promptly to $480 billion. On the basis of our current
estimates, this will be sufficient to carry us through the balance
of the current fiscal year and to about this time next year. At
that time it will again be appropriate to review the financing
requirements of the Government.

The President's fiscal 1973 budget projects, on the unified
budget basis, a deficit of $38.8 billion for fiscal 1972 and
a deficit of $25.5 billion for fiscal 1973.

These are huge deficits and no one can be happy about them.
However, Federal budgets must be analyzed in the context of
economic conditioqg and national objectives. The pace of our
economic growth, while now substantial, has not been fast enough
to produce the desired reduction in unemployment. Our objective
therefore is to stimulate economic growth -- sustainable economic
growth -- in ordef to reduce unemployment, while at the same time

continuing to brake inflation.



We believe that the spending and taxing decisions set forth
in the budget are appropriate in the light of present circumstances
and objectives. Moreover, if this plan is carried out with
discipline and determination it will help lead to an improved
budget position as we achieve our national goals.

Our fiscal 1972 budget deficit, projected at $38.8 billion,
is substantially higher than the original estimate of $11.6 billion
made in January, 1971. The figures represent an adverse swing of
$27.2 billion. The major portion of the change -- $19.8 billion of
jt ~- pesults from a shortfall in estimated revenues. Some of this
shortfall, $6.7 billion, reflects tax changes not contemplated in
the budget a year ago. But apart from the consequences of legisla-
tion, our economic forecast for calendar 1871 -- on which the fiscal
1972 budget was based -~ was simply too optimistic. Total GNP,
personal income and corporate profits were all significantly below
forecast. As a result tax collections are falling short in most
categories including the big items: personal and corporate income
taxes.

On the expenditures side, which Director Shultz will discuss
in detail, we are projecting in the current fiscal year expenditures
of $236.6 billion or $7.4 billion above the original estimate.

For fiscal 1973, we are estimating outlays of $2u6.3 billion,
only 4% higher than this year. At the same time, revenues are
anticipated to rise to $220.8 billion, which results in a unified

budget deficit of $25.5 billion.



This budget will return us to a "full employment" balance,
iIn other words, budget expenditures are set at a level which is
about equal to the revenues our present tax structure would
produce at "full employment" of our economic resources. While
actual full employment is not a realistic expectation for fiscal
1973, if expenditures can be held on this path, the deficit will
shrink as the economy grows, and will disappear when we fully
achieve our gdals.

The size of -the debt ceiling increase needed is determined
not only by the results of the Unified Budget (which reflects
transactions with the general public) but also by the amount of
Treasury debt held by the Federal trust funds_and other government
agencies. Since the trust funds are in substantial surplus and
therefore acquiring Treasury debt, the necessary increase must be
in excess of the size of the Unified Budget deficit. Changes in
the debt are more closely reflected in the so-called Federal Funds
Budget -- which excludes the operations of the trust funds.

As the budget document shows, the Federal fund deficits for
fiscal 1972 and 1973 are now estimated at $44.7 billion and $36.2
billion, respectively. As shown in Tables I and II, these
forecasts can be translated into estimated Federal debt subject
to limitation. On-the assumption of a constant six billion cash
balance, our peak fiscal 1972 level is $450 billion. By early
1973, this level, including the usual $3 billion allowance for

contingencies, will rise to around $480 billion.



T am for this reason proposing to this anunittee that a new
temporary debt limit be set at a minimum of $480 billion for the
period through June 30, 1973. I recognize that this ceiling will
probably not be adequate to meet our requirements beyond
February of 1973. However, that should be an appropriate time to
review the budget and debt limit situation with you, against the
background of actual experience in the first half of fiscal 1973
and in relation to the fiscal 1974 budget outlook.

I shall not belabor the consequences for the Nation if the
Treasury's borrowing capacity should be exhausted. A failure to
obtain an increase in the debt 1limit will in a very short time
force us to move to costly and uneconomic expedients to meet our
obligations, and then to an abrupt cutting off of Government
expenditures. As Secretary of the Treasury, I do not wish to
contemplate such a possibility. Therefore, as our projections
indicate, it is essential that the Congress take action to 1lift
the debt limit in time for us to arrange an early March borrowing.

Responsible financing of the budget is a primary goal of mine
and in this connection, you may be interested in’the use that has
been made so far of the authority which Congress granted last year
to issue Treasury bonds with coupons in excess of 4-1/L4 percent.
We have moved with- great care to take the first steps to restore
a broad market for longer-term Treasury securities in order to

improve the structure of the debt. Following two ‘issues of about

one half billion each to private holders in 1971, we have just

announced our third issue of longer-term securities. It is in

the form of a new 1l0-year bond, offered in exchange for



securities maturing this February 15th and to advance refund
securities maturing in the first half of 1974,

Our use of this authority has been cautious since we are
determined not to engage in Treasury financing operations which
would disturb credit markets or make more difficult the achievement
of the economic goals of this Administration. I think I can say
without equivocation that our first steps have had no such adverse
consequences. Indeed, we are now reassured that we can proceed
with a moderate amount of long-term bond sales without undesirable
consequences.

In the context of this review of our debt situation, I would
also like to emphasize the importance of setting an effective 1limit
on budget expenditures. It is the firm policy of this Administration,
as enunciated by the President in his Budget Message that "Except

in _emergency conditions, expenditures should not exceed the level

at which the budget would be balanced under conditions of full

employment." This concept of a full employment balance was central
to the budget decisions for fiscal 1973. Its meaning is simple.
If one adheres to that objective, our deficits will disappear as
the slack in the economy disappears.

Success in this effort is essential if our progress against
inflation is not fo be jeopardized. The result can and will be
achieved by exercising vigorous restraint on spending. Our

deficits must be reduced.

I believe a tight, effective, overall limit on expenditures,
binding on both the Executive Branch and the Congress would help

dssure that goal.



TABIE )

PUBLIC DEBT SUBJECT TO LIMITATION

FISCAL YEAR 1972
($ Billions)

Public Debt

Operating Subject to

1971 Cash Balance _ Limitation

ACTUAL

June 30 8.7 399.5
July 15 7.3 4o7:3
July 30 7.1 406.6
August 16 4.6 410.8
August 31 9.4 415.9
September 15 5.5 416.2
September 30 9.9 413.6
October 15 4.6 413.9
October 29 6.5 413.3
November 15 h.1 116.5

November 30 4,2 416.0 .
December 15 5.2 kop,2
December 31 11.2 425.5

1972

January 17 7.4 | 426k
January 27 11.2 427.3

ESTIMAYT LY
(Based on constant minimum cash balance of $6.0 billion)

February 15 6.0 425.6
February 29 6.0 k27,2
March 15 6.0 435.9
March 31 6.0 432.8
April 17 6.0 440.3
April 28 6.0 432.3
May 15 6.0 440.8
May 31 6.0 Who.1
June 15 6.0 450.0
June 30 6.0 uh3. k4



TABLE II

ESTIMATED PUBLIC DEBT SUBJECT TO LIMITATION

FISCAL YEAR 1973
($ Billions)

Debt with With $3.0 margin
1972 $6.0 cash balance for contingencies
June 30 443.4 446.4
July 17 450.0 453.0
July 31 453.0 456.0
August 15 457.5 . 460.5
August 31 461.1 464.1
September 15 462.3 465.3
September 29 457.9 460.9
October 16 461.0 464.0
October 31 462.1 463.1
November 15 466.3 469.3
November 30 468.7 471.7
December 15 469.7 472.7
December 29 469.8 472.8
1973
January 15 470.8 473.8
January 31 470.6 473.6
February 15 475.3 478.3
February 28 478.1 481.1
March 16 483.1 486.1
March 30 482.5 485.5
April 16 484.5 487.5
April 30 478.2 481.2
May 15 483.8 486.8
May 31 , 486.8 489.8
June 15 486.0 489.0
June 29 479.3 482.3

January 19, 1972



TABLE III

Budget Receipts, Outlays and Surplus or Deficit (-) By Fund

__Fiscal Year

1970 1972 | 1

:(actual) :  (estimated)
: (in billions) T

Receipts
Trust Funds 66.2 73.2 83.2
Federal Funds 133.8 137.8 150.6
Deduct: Intragovernmental Receipts -11.6 ~-13.1 -13.0
Total Unified Budget 188.4 197.8 220.8
Outlays
Trust Funds 59.3 67.2 72.5
Federal Funds 163.7 182.5 186.8
Deduct: Intragovernmental Outlays -11.6 -13.1 -13.0
Total Unified Budget 211.4 236.6 246.3

Budget Surplus (+) or Deficit (-)

Trust Funds +6.9 +5.9 +10.7
Federal Funds -29.9 -bl.7 -36.2

Total Unified Budget -23.0 -38.8 =25.5




TABLE IV

Unified Budget Receipts
Outlays and Deficits (-)

($ billions)

Fiscal Year 1972

*January ° Change to ° September ° Change to ' January ° Change to

1971 * September - 1971 ' January ° 1972 ° January
‘estimate* 1971 * estimate 1972 * estimate® 1972 over
. * estimate ° * estimate - ' January
: ' : : 1971
pts 217.6 -13.1 204.5 -6.6 197.8 -19.8
ys 229.2 + 2.8 232.0 +4.6 236.6 + 7.4
it -11.6 -15.9 -27.5 -11.2 -38.8 -27.2

uary 19, 1972
ce of the Secretary of the Treasury Jan Y ’

fice of Tax Analysis

‘et Figures are rounded and may not necessarily add to totals.



TABLE V

Changes in estimates of Fiscal Year 1972 PReceipts from January 1971 Budget Docurent

($ Billions)
sJanuary: Change to September Estimate .September' Change to January 1972 Budget'Ja.nuar
: 1971 :Economic and:Legis- ‘Other 'I‘otal 1971 :Economic and:Legis- Other Total 1972

:budget : re-estimate:lation: + Estimate: re-estimate:lation: sbudget
T . '
Individual income t&X eeceeeeas vee 93.7 2.4 -1.3  +0.7 =-3.0 90.7 -1.1 -0.6 -2.5 -L4.2 B86.5
Corporation income tax ..c...... oo 36.7 -4, 6 -2.2 -- 6.8 29.9 -2.0 +2.2 --  +0.2 30.1
Employment taxes and contributions 50.2 -0.8 -1.7 --  =2.5 hW7.7 -0.h -0.9 --  -1.3 k6.4
Unemployment 1NSUTBNCE eeevsessses 42 -- - -- - 4,2 -- -- +0.2 +0.2 4.4
Contributions for other insurance
and retirement ....ceeccevsesenss 3.2 -- - -- - 3.2 -- -- +0.2 +0.2 3.4
Excise tBXES eseeciscisacoccscasases LTeH -0.1 -2.2 --  =2.3 15.2 +0.3 -0.3 -- -- 15.2
Estate and gift taxes .c.ececeenes 5.3 -0.1 - -- -0.1 5.2 -- - - - 5.2
Customs duties ....... B~ -0.1 +1.7 --  +l.6 L.3 +0.1 -1.2 S S 3.2
Miscellaneous receipts ee.eeveeeos 4.1 - -- -- -- 4,1 -- -0.2 -0.4 -0.6 3.5
Total budget receipts ....... 217.0 B.1 5.7 +0.7 -13.1 20k.5 -3.1 1.0 =-2.5 T6.6 197.8

Underlying Income Assumptions - Calendar Year 1971

GNP ® © 6 00060 P9 $ O OP O S e Oesbe OO Ne 1065
Personal incCoOmME eeeceececscess 868 1315&;
Corporate profits before tax . 98 2 85

dTice of the Secretary of the Treasury

Office of Tax Analysis - January 28, 1972

)/ Change in capital gains tax estimate.
2/ Before the effect of ADR.

3/ After the effect of ADR. Before the effect of ADR, the estimate would be $85.9 billion.

Nota: The Tfiguraes are rounded and may nowce--ari.ly add to



TABLE VI

Comwparison of Fiscal Year 1972 Receipts -- as Estimated in
January 1971 and in January 1972

($ billions)
sdJanuary: Charge to January 1972 Budset:January
¢ 1971 :Econonic and:Legls':otherfTotalf 1972

tbudget ¢ re-estimate:lation; budget
. Y

vidual income taX eecscevecess 93T -3.5 -1.9 -1.8 -T.2 84.5
soration income tax s.eee.ecees 3647 -6.6 - -~ 6.6 30.1
loyment taxes and contributions 50.2 -1.2 -2.6 - <3.8 Lu5.4
pployment iNSUTence ....eoe.... 4.2 - - +0.2 +0.2  L.4
trivutions for other insurance
18 retirement .e..cecececessess 362 - -- +0.2 +0.2 3.4
[s€ £aXES eesecercireccscsscneee LTeD +0.2 -2.5 - -2.3 15.2
ate and gift taxes .e.ececeecee 9.3 -0.1 - -~ =0.1 5,2
tOmS QUELES seeerecocvoscsances 2.7 - +0.5 - +0.5 3.2
cellaneous receipts eeeeeeeesss 4.1 -— -0.2  .0.4 -O. 6. 3.5

Total budget receipts se.e.es 217.6 11.2 -6, -1.B -19.7T 155

Underlying Income Assumptions ~ Oalendar Year 1971

'NP-oooocoo;.o-o---ccoooooooo 1065

| 1047
)ersonal income Coeeeevsceroe 868 857
lorporate profits before tax . 98 & 85 3

‘ice of the Secretary of the Treasury . .
fice of Tax Analvsis January 28, 1972
Change in capital gains tax estimate.

Before the effect of ADR.

After the effect of ADR. Before the effect of ADR the estimate would be $85.9 billica

Note: The figures are rounded and may not necessarily add to totals.
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Chart 2
SEMI-ANNUAL TREASURY MATURITIES
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Chart 3
UNDER 1-YEAR TREASURY MARKETABLE

DEBT BY TYPE
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Chart 4
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Chart 7
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’
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January 51, 1972

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury

1s, one series to be an additional issue of the bills dated November 4, 1971

other series to b

e dated February 3, 1972

, and

» which were offered on January 25, 1972,
Tenders were invited for $ 2,300,000,000

e opened at the Federal Reserve Banks today.
thereabouts, of 91 -day bills and for $1,600,000,000 or thereabouts, of 137
1ls. The details of the two series are as follows:

-day

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

PETITIVE BIDS: maturing May 4, 1972 maturing August 3, 1972
Approx. Equiv. Approx. Equiv.
Price Annual Rate Price Annual Rate
High 99.160 3.323% : 98.130 3.6997%
Low 99.142 3.394% : 98.097 3.764%
Average 99.149 3.367% 1/ - 98.113 5.733% 1/
765 of the amount of 9l-day bills bid for at the low price was accepted

41% of the amount of 182-day bills bid for at the low price was accepted

AL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

istrict Applied For Accepted Applied For Accepted

oston § 36,420,000 § 25,225,000 16,225,000 & 1,225,000
ew York 3,152,695,000 1,908,275,000 2,266,615,000 1,349,415,000
hiladelphia 26,460,000 11,460,000 5,190,000 5,190,000
leveland 32,855,000 27,625,000 24,585,000 24,585,000
ichmond 34,665,000 13,465,000 4,195,000 4,195,000
tlanta 40,565,000 25,085,000 28,620,000 14,120,000
hicago 268,035,000 142,335,000 269,980,000 142,980,000

t. Louis 39,885,000 34,885,000 15,540,000 9,040,000
inneapolis 28,685,000 18,685,000 21,875,000 13,875,000
ansas City 37,735,000 27,535,000 18,050,000 10,050,000
allas 35,490,000 13,490,000 29,025,000 7,025,000
an Francisco 113,000,000 52,410,000 102,325,000 18,325,000

TOTALS $3,846,490,000 $2,300,475,0008/  $2,802,225,000 $1,600,025.000b/

Includes $211,340,000 noncompetitive tenders accepted at the average price of 9¢.14%

Includes $ 74,535,000 noncompetitive tenders accepted at the average price of 92.
‘hese rates are on a bank discount basis. The equivalent coupon issue yields are
“45% for the 91 -day bills, and 3.87% for the 182-day bills.
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FOR IMMEDIATE RELEASE

February 1, 1972

TREASURY DISCONTINUES ANTIDUMPING INVESTIGATION OF
BHT (BUTYLATED HYDROXYTOLUENE) FROM JAPAN

The Treasury Department announced today a final
discontinuance of its antidumping investigation of BHT
(butylated hydroxytoluene) from Japan. BHT is a
benzenoid chemical product used as an antioxidant in
jet fuels, rubber, food packaging, animal feeds, and
petroleum products. The decision will be published in
the Federal Register of February 2, 1972.

On December 15, 1971, the Department published a
tentative discontinuance notice after formal assurances
were received from the exporters that they will make
no future sales or shipments of BHT, or other antioxi-
dants having BHT as their main component, to the United
States. This notice also invited submissions of written
views and/or requests for an opportunity to present views
orally. No submissions or requests were received.

During the period from July 1970 through November
1971, imports of BHT from Japan were valued at approxi-
mately $1,125,000.
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FOR IMMEDIATE RELEASE February 1, 1972

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
$3,900,000,000, or thereabouts, for cash and in exchange for Treasury
bills maturing February 10, 1972, in the amount of $3,900,325,000,
as follows:

91 -day bills (to maturity date) to be issued February 10, 1972
in the amount of $2,300,000,000, or thereabouts, representing an
additional amount of bills dated November 11, 1971, and to mature
May 11, 1972 (CUSIP No0,912793 NAO ), originally issued in
the amount of $1,600,710,000, the additional and original bills to be
freely interchangeable.

182- day bills, for $1,600,000,000, or thereabouts, to be dated
February 10,1972, and to mature August 10, 1972
(CUSIP No. 912793 NY8).

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 $10,000,
$15,000, $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, February 7, 1972. Tenders will not be received
at the Treasury Department, Washington. Each tende: must be for a
minimum-of $10,000. Tenders over $10,000 must be in multiples of
$5,000. In the case of competitive tenders the price offered must be
€xpressed on the basis of 100, with not more than three decimals,
€.8., 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
:;“-be supplied by Federal Reserve Banks or Branches on application

erefor.

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
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submit tenders except for their own account. Tenders will be received
without deposit from incorporated banks and trust companies and from
responsible and recognized dealers in investment securities. Tenders
from others must be accompanied by payment of 2 percent of the face
amount of Treasury bills applied for, unless the tenders are accompani

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 announcemen
will be made by the Treasury Department of the amount and price range
of accepted bids. Only those submitting competitive 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 decimal
of accepted competitive bids for the respective issues. Settlement fo
accepted tenders in accordance with the bids must be made or completed
at the Federal Reserve Bank on February 10, 1972,
in cash or other immediately available funds or in a like face amount .
Treasury bills maturing February 10, 1972, Cash and exchange tende
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

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 considered to accrue when the bills are sold, redeemed or otherwise
disposed of, and the bills are excluded from consideration as capital
assets. Accordingly, the owner of Treasury bills (other than life
insurance companies) issued hereunder must include in his income tax
return, as ordinary gain or loss, the difference between the price paid
for the bills, whether on original issue or on subsequent purchase, and
the amount actually received either upon sale or redemption at maturit
during the taxable year for which the return is made.

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 or Branch.

o0o
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WASHINGTON. p.C. 20220 TELEPHONE W04-2041

FOR RELEASE ON DELIVERY

STATEMENT BY THE HONORABLE CHARLS E. WALKER
UNDER SECRETARY OF THE TREASURY
BEFORE
THE SENATE COMMITTEE ON APPROPRIATIONS
WEDNESDAY, FEBRUARY 2, 1972, 9:30 A.M., EST

Mr. Chairman and Members of this Distinguished Committee:

I am pleased to appear before you today to discuss
certain aspects of our budgetary position, especially the
revenue outlook, and to comment briefly on the international
financial situation.

The tables appended to my statement present the revenue
side of the Federal Budget in considerable detail, so I
will merely touch on a few of the highlights.

Our current estimates show a moderate gain in tax
receipts in fiscal 1972 and a large increase in fiscal
1973. The total for the current fiscal year is $197.8
billion--$9.4 billion above last year. This increase 1is
only about half of what we would expect from the growth in

the economy this year. The short-fall is primarily due to
tax reductions.

Unified budget receipts in fiscal 1973 are estimated
at $220.8 billion, an increase of $23 billion over fiscal
1972. This estimate is based on the expectation that the
GNP in calendar 1972 will total $1145 billion, an increase
of $98 billion over calendar 1972. This contrasts with a
GNP increase of $72.5 billion in calendar 1971 over 1970.
Personal income in 1972 is expected to be up 8 percent--
to $924 billion--and corporate profits before taxes are
estimated to rise 16 percent to $99 billion.

The substantial rise in budget receipts from fiscal
1972 to 1973 will result mainly from the strong and
balanced expansion in economic activity expected in the
next year and a half. Personal and corporate tax cuts in
1973 are approximately offset by scheduled increases in
social security taxes.

C-246
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Although the projected Federal Budget will require
somewhat less borrowing in fiscal 1973 as compared with the
current year, we will require a substantial increase in
the debt 1limit. The Ways and Means Committee is now
considering a Treasury request to increase the debt limit
by $50 billion, an amount that should be adequate to meet
our needs into the early months of 1973.

I am sure that this Committee is, as we are, deeply
concerned about the large deficits in prospect for fiscal
1972 and 1973. No one can be happy about deficits of
this size. Yet they must be analyzed in the light of our
current economic circumstances.

Although we have had very robust gains in the
employment totals in recent months--1.7 million persons
added to the payrolls since June--the unemployment rate
is still in the neighborhood of 6 percent. That is a
rate that is not acceptable to this Administration. There
is slack and excess capacity in the economy. At this
time, an attempt to balance the budget by cutting spending
or raising taxes would risk impeding the business advance
and reduction in unemployment we seek. On the inflation
front, we are making progress, and conditions are favorable
for continuing that progress. The financing needs arising
from the deficit will be manageable, given this economic
background, the relatively good supply of funds in the
market, and prevailing monetary conditions.

In these circumstances, the deficits in our 1972 and
1973 budgets are bearable. They are an inevitable price
for what we want to do. They are, in fact, a reflection
of a coordinated program that is designed--along with an
appropriate monetary policy, manpower programs and other
economic policies--to put a significant dent in the
unemployment rate in the coming year while making further
progress against inflation.

At the same time, it would clearly be foolhardy to
fail to face up to the need to discipline Federal spending.
For fiscal 1973, the expenditure total is already about
equal to the revenues that the present tax structure would
produce at full employment. Expenditures should be held
to that level to assure that the deficit shrinks and
disappears as we reach our economic goals and the economy
1s operating nearer its capacity. Otherwise, we will
jeopardize and even cast away the hard won progress on the
inflation front. 1In this context I urge that this Committee
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act upon the President's call for a firm ceiling on
spending which would be binding on both the Congress and
the Administration.

. In view of the'developments on the international
financial front, it is appropriate to make some assessment
of the situation.

We have been encouraged by the views, here and abroad,
that the agreement reached at the Smithsonian Institution
about six weeks ago represents real progress both for the
United States and all other countries.

However, much still remains to be done in the area of
monetary reform, trade policy, and defense burden sharing
if we are to achieve a more equitable and balanced world
payments structure. Much will depend on how well this
nation and its trading partners operate our domestic
economies.

The negotiations that took place in Rome and here at
the Smithsonian represented hard bargaining because vital
national interests were affected. And there is no science
that can tell with accuracy the precise set of exchange
rates needed to assure market stability. But there is a
general consensus that a fair blending of competing
interests yielded acceptable progress for all.

During the weeks since December 18, the exchange markets
have been adjusting progressively to the new circumstances
and exchange rates. ,

Contrary to the expectations of many, there has not been
a heavy flow of dollars from foreign central bank reserves
since the new rates were established. I do not believe
this is cause for concern. It will take some time to unwind.
Moreover, interest rates abroad are higher than here in
the United States as other countries attempt to deal with
inflationary pressures.

Apart from questions concerning short-term flows,
there is the question of the impact of the realignment
on trade and other elements in our balance of payments.
No one should expect a large immediate effect on our trade
and other basic elements in our balance of payments position,
such as investment and tourism. It is only over an
extended period--probably two years or more--that the full
effects of the rate exchanges can work their way through
the system.
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I feel the developments since the Smithsonian Agreement
represent a reasonable adjustment to the new situation.
But this is only the experience of a few short weceks.

The question of wherc we go from here 1s in many
ways directly rclated to the performance of the domestic
economy. We must eliminate the slack in our cconomy with
policies for strong and non-inflationary growth. A
healthy and growing U.S. economy is vital to a hecalthy
world economy. Without rcasonablc growth and cmployment
in the United States, a stable international cquilibrium

is not likely to be achicved--and a resurgence of
protectionism would be a danger.

Thus, both our balance of payments and our domestic
objectives call for policies of expansion and for the
containment of inflation. Those arc the pelicics we are
now following because we belicve therce is room in the
cconomy to allow for expansion without inflation.

000



Budget Receipts

Under lLegislaticn Proposed in Fiscal 1973 Budget Docurent

Fiscal Years

($ villions)

Actual Estimated
1974 @ 1lu(e 1o(3
Individual inccme tax «.o.evo.. Ceeterees et vereees 86.2 8645 93.9
Corporation income tax «..eeeeee. e eeer e ettt 26.8 30.1 35.7
Employrient taxes and contributions «eeeeeeeeeeeneeeeenns hi.7 Lé.4 55.1
Unemployment iNSUTANCE v eevneeensooeeenonrassnennennenns 3.7 L.b 5.0
Contributions f'or othLer insurance and retirement ....... 3.2 3.4 3.6
EXCLCE LaZEL vevvnrrvnorvansononnnn et te i, 16.6 15.2 16.3
Estaele and gift taxes ..... A 3.7 5.2 L.3
Cuctons QUties «vveveensns Ceereeene Ce e e et eeee e 2.6 3.2 2.8
Miccellantous TeCCLiPLS veeeeveenoeerne s et 3.9 3.5 b1
Unif ied budget receipts ...... et ee e e 188.4 197.8 220.8
Deduct s
Trust funds, etc. ..... ceesneoe creeaecanenens Ceieaeas 5k.6 60.0 70.2
Federul fundc receiptsS eeeeeeeeecaceces Ceeiieae ... 133.8 137.8 150.6
Underlying Econowic Assumptionc - Calendar Years
w19 1912
GNP voviiiennnn, Cerececasaan et aeeanas Ceeieienaaoanan 974 1047 114y
PeriOral INCONME tuvtisiis et iiorerroeoneonsnesnnanennns . 8oL 857 Yzh
Corjorate profits before tax ......... eseerarenens N T5 85 99



Projected Changes in Budget Receipts
Fiscal Years 1972-1973

(In billions of dollars)

Fiscal 1972 Fiscal 1973
from from
' Fiscal 1971 Fiscal 1972
Revenue changes traceable to:
Economic growth +17.6 +24.0
Tax Reform Act of 1969 - 2.7 - 2.5
Revenue Act of 1971 - 4.4 - 2.5
Changes ‘n Depreciation - 3.0 - 0.2
Regulations
Social Security changes, + 2,1 + 6.4
enac:ied and proposed
Other changes - 0,2 - 2,2

Total + 9.4 +23.0
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WASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE February 2, 1972

TREASURY SAYS ASBESTOS-CEMENT PIPE FROM JAPAN
IS BEING SOLD AT LESS THAN FAIR VALUE

Assistant Secretary of the Treasury Eugene T. Rossides
announced today that asbestos-cement pipe from Japan is being, or
is likely to be, sold at less than fair value within the meaning
of the Antidumping Act, 1921, as amended. Notice of the deter-
mination will be published in the Federal Register of February 3, 1972

The case will now be referred to the Tariff Commission for
a determination as to whether an American industry is being, or
is likely to be, injured. In the event of an affirmative deter-
mination, dumping duties will be assessed on all entries of
asbestos-cement pipe on which dumping margins exist.

The notice of withholding invited interested parties to
submit written views or arguments, or requests for an opportunity
to present their views orally. Written views were submitted by
the complainant and the attorney for one of the Japanese manu-
facturers. A request by the attorney for one of the. Japanese
manufacturers fo present oral views was later withdrawn.

During the period January 1971 through October 1971, asbestos-

cement pipe valued at approximately $1.2 million was imported
from Japan.
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UNITED STATES TREASURY DEPARTMENT

REMARKS OF
HONORABLE JOHN B. CONNALLY,
SECRETARY OF THE TREASURY
BEFORE THE

CHAMBER OF COMMERCE

January 31, 1972

Pittsburgh, Pesnnsylvania

[This transcript was prepared from a tape recording.]
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SECRETARY CONNALLY: Thank you very much. Pleasc

be scated.

Bishop Appleyard, Mr. Dorsey, President lHolden,
President Metcalf, Chairman Harris, members of the Chamber,
your guests, ladies and gentlemen.

In passing, it is strange to me that you had to get
a Texan to introduce me. I suppose he is probably the only
fellow around that would be willing to say a few nice things
about me.

[Laughter.]

But I am indeed grateful to you, Bob, fcr your very
kind and very extravagant introduction.

You know, when we were coming in to Pittsburgh latc
this afternoon and driving in, I couldn't help but be reminded
of a story that I think might be somewhat appropriate a< this
moment in time. We saw a lot of snow, which is scmething
unusual for us in Washington, and particularly in South Texas,
where we never see it. I was reminded of the incident *hat
occurred in one of our western states when an old rancher
came in on Saturday afternoon to do his monthly shopping and
ran into a blizzard, so strong, so heavy, the snow bank: so
high that he couldn't get home so he decided he hadn't been
to church for a long time on Sunday morning and he just
decided to go when he got there.

The weather was so bad and . the snow drifts so high
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that he found himsclf the only parishoner in the church.

Well, this was a very special Sunday and the pastor had pre-
pared what he believed to be a very moving and a very cloquent
sermon. So they waited quite a while, the old rancher was

the only one to show, and the pastor had a great decision to
make and he finally made it. He decided he had written the
sermon for that particular day and he ought to deliver it,
which he did, with great feeling, great emotion.

When it was all over, he walked down and shook
hands with the old ranger, and he said, "Well, Zeke," he
said, “"how did you like the sermon?" The old rancher kind
of hung his head and said, "Well, Preacher," he said, "I'll
tell you." He said, "The best way I could describe it," he
said, "you know on a day like this when the weather is bad,"”
he said, "in this part of the world, I load my pickup up full
of hay, and I take it out on the range to feed my cattle."
But," he said, "if just one old cow shows up, Preacher, I
don't dump the whole load."

[Laughter.]

Now, unfortunately you gathered a crowd here this
evening.

[Laughter.]

But you are not going to get the whole load, you
are just going to get a few remarks, a few things that I

would like to say.
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First, I can't come to this great city without
paying my respects and deep admiration to those who have con-
tributed so much in the aftermath of World War II to revital-
ize and to rehabilitate and to really bring this great city
into the rennaissance period of its life.

To the Mellons, to your great former Mayor, David
Lawrence, to all who have contributed so much to the rebuild-
ing of this great golden triangle and all that it means, you
should be proud.

You have shown the rest of America, the rest of the
world what can be done with vision, with foresight, with com-
mitment and dedication to improve the surroundings with which
we live. And this is a never ending struggle.

Pittsburgh, Pennsylvania, the United States, this
hemisphere, all of us are now witnessing what I believe to ‘
ﬂ; one of the profound changes in modern times. And frankly,
I think that the President on August 15 brought us face to
face with reality of modern times in many ways.

You all know what occcarred. I won't go into it
except to allude to a few of the things that he announced on
that particular evening. If you will recall, he then put a
freeze on this American economy, on the entire economy for
90 days. If you will recall, he announced significant

changes in the tax structure of this Nation in order to try

to stimulate business, to encourage the buying of new plant
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and equipment, to create jobs for the unemployed in America.

You will recall that he suspended the convertibility
of the dollar and shook the monetary system of the world,
shook nations around the world. These were indeed drastic
actions.

Many of them are still going on. This Nation still
labors under wage and price controls. And some are all too
ready, I think, to condemn the imposition and to condemn
their continuance, on the basis that we departed from our
traditional role of a free enterprise system, and that argu-
ment can be made.

But let me assure you that I think what the
President did on August 15 was a reflection of great percep-
tion and understanding of what problems this Nation faced and
more than that, it showed great courage to do what he felt
was necessary to be done in order to try to right some of

the problems of this great land.

But even though we today have a continuation c¢f wage
and price controls, I am continually asked, "Is it going to
work?" "How long will they be on?" "What can we expect?" Let
me address myself to that very quickly by simply saying that,
yes, they are going to work. Why? Because there is no
acceptable alternative.

Have you thought about what the alternative is?

We had that before we had wage and price controls, and rapid
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inflation is not an acceptable alternative. llow long will it
jast? I don't know. It is going to last until we break the
pack of inflation and the inflation psychology of this country.
It is going to last until we stabilize the economic basec of
this country.

Now, are we going to do violence to the basic pre-
cepts of a free enterprise system? Not on your life. It may
be that we will have controls the rest of this year. It may
be trhat we will have them into next year. But we have had
them before and it is not a ruinous situation.

To me it is a very encouraging thing, that you have
a government that is flexible enough, that is courageous
enough to take the steps that are necessary to right this
democracy when it gets out of balance, and that is all we are
trying to do. »

Many have been quite critical of the fact that we
have a huge deficit in this fiscal year and one planned for
next fiscal year. And I have been all day testifying before
the Ways and Means Committee trying to justify it and I will
tell you this, I found out one thing -- it is a whole lot
easier to criticize it than it is to justify it.

[Laughter, applause.]

Now, what is the alternative of it? What is the
alternative? We are trying to rebuild, we are trying to

expand, we are trying to encourage thc stimulation of economic
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vitality, we are trying to build jobs in this country for
five million people who are unemployed. What is the alter-
native?

We just got through having a tax cut. It has
barely gone into effect. Should we indeed have turned around
and instead of facing the deficit, which we have, which is
enormous, should we have impcsed taxes upon the American
people so that we have a balanced budget? Suppose we had?
Suppose then we did indeed have a recession not only here
but around the world? Suppose, instead of having five million

unemployed, we had fifteen or twenty million unemployed; how

would you justify that?

Now, it seems to me that we have to recognize cer-
tain things, and the first very fundamental thing that we
believe and that we try to adhere to is that government can-
not, will not, and should not try to supply all of the answers
for all of the problems of this American democracy. We can-
not do it. Most of what has to be done is going to have to
rest with you, it is going to have to rest with management,
and it is going to have to rest with labor, no matter how

well they get along.
The government has a role to play and it is trying
to play it. But you cannot look and you should not look to

Washington to try to find a resolution to all of your prob-

lems, because I am one of those who believes that all the
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wisdom in this country does not reside on the banks of the
potomac, and I don't think you need a federal burecaucrat or

a federal judge or any other single individual trying to tell
this Nation what is best for it or tell any community what

is best for it. I just don't think that is the American
system, nor can you expect to do it.

[Applause.]

We have a big deficit, sure we do. We do it and it
is not accidental, it is on purpose. Frankly. we didn't
intend it to be quite this big.

[Laughter.]

Things kind of got out of hand, you know. But the
truth of the matter is, it is as big as it is simply because
we didn't have the expansion we thought we were going to
have last year. Things were slower than we thought. Tlre
recession was deeper than we knew. The impact was greater
than we anticipated.

Last year we suffered the first trade deficit since
1888. Now, that should tell us something. I am not ta.king
about a balance of payments deficit, I am talking about a
trade deficit, trade of goods and services. We have alvays
at least in that category, we have had a surplus. In our
balance of payments, which includes other things, we have
been running a consistent deficit for a generation. But

always we have had a trade surplus until last year, for the
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first time since 1888,

Now, what does this tell us? It tells us that the
largess of this land of liberty is not limited. It tells us
that this land of the free, that has given so much of itself
that is through its care and its compassionate and its
understanding and its generosity, has since World War II
rebuilt entire nations ana rehabilitated them, refurbished
them, rebuilt their plants, so that today there are nations
that have newer plant facilities, better equipment, equal
technology with our own..  And for the first time, for the
first time in your life or my life, we are facing real
competition from abroad. No doubt about it. And it is not
going away, and the government can't make it go away, and
you needn't think we can.

I have been in the most intense negotiations for
the past several months -- and it hasn't been easy, and I
probably have been guilty of most of what some of the press
said I did. I was at times tough. I did use a little Texas
langquage, the only kind I know.

[Laughter.]

We call it English, but the English don't really
call it that.

[Laughter.)

Sure, I begged, I cajoled, I pleaded, I argued, I

reasoned, I tried to bully when I could, with nothing else
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working. Why? Simply because we were asking people who had
for a generation lived off of our deficits. They had run
surpluses year after year after year because we were running
deficits year after year after year, and the time had come
when we had to turn it around.L This meant that they gave up
something, and they understood better than we what they were
giving up. They knew that it was economic vitality, they
knew it was economic strength, they knew it was competitive-
ness, they could trarslate it into jobs, they could translate
it into trade surpluses and balance of payments surpluses.
And they were fighting for it, and I don't blame them. They
should have fought for it.

But it was tough negotiations because they were all
pitted against us. We were asking all of them to give some-
thing. And believe ne, memories of generosity are short
and we are indeed foolish if we assume that our past acts of
compassion and understanding ard gifts and largess us in any
particular good stead when it comes down to the bargaining
table of economic benefits, because they are tough and they
are going to be tough.

They are going to be competitive, and we have to be
competitive. And we can be if we understand that that is
what we have to do. But believe me, there is no monetary

magic that we can use to right the problems that we have.

Now let's look for a moment at where we are. And I
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think perhaps if I had one thought that I want to leave you
tonight, it is in the affluent society in which we live that
we have lost all sense of discipline. We have lost it in
our schools, we've lost it in our homes, we've 1lost it in
our personal lives and in many cases we've lost it in our
business lives.

We have lost all respect for institutions. Now, I
use as a classic example what happened in the White House
the other night. I appreciate the fact the yonung girl, the
young lady -- she wasn't all that young, she was 30 years
old, so she knew what she was dcing -- but she had a message
she wanted to deliver. She had no respect for the Presidency
or for the President or the surroundings in which she wanted
to give her little speech. She wanted to do "her thing."

Well, how much can we afford for evary single
person in this Nation to do "their thing"? Now, everybody
sayd and everybody bows and says, "Well, he's doincg his thing"
or "She's doing her thing." Can we afford that in a corplex
society? I think not. But I think the time has come when
we have to recognize that we can't all run in every direc-
tion and do whatever we choose whenever we please under
whatever circumstances we elect. We can't do that.

This land is too complex, our tiees are too diffi-
cult, and the rights and privileges of other people are too

sacred for any one individual to assume that he or she can do
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whatever they wish at whatever time they choose. And I for
one am not prepared to say that I am going to applaud every-
one who runs off in the name of irresponsibility and says
"I am going to do my thing."

[Applause.]

Perhaps my thing ought to be a return to discipline,
a return to understanding.

[Applause.]

Perhaps it ought to be to take a guiet moment to
sit and to reflect, instead of condemning every institution
that is a part of this great democracy to sit down and ask
ourselves how do we compare. How do we compare? With all
our faults and all our frailties, how bad is this system?
What would I trade it for?

What would they trade it for? At a very time wheﬁ
rations like Yugoslavia and others in Eastern Europe are
looking to the west, are looking toward giving their people
greater freedom so they can use their own individual imagin-
ation and initiative, so that they can be rewarded for the
fruits of their own labors, why should we turn back? Why
should we be ashamed here or anywhere else to cry from the
housetops that we have indeed built a system that is the

best ever conceived by man on this earth?
[Applause.]

We are all here, we are all part of the establish-
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ment. I am part of the establishment and I have no apologics
to make for it. You're all part of the establishment, you're
part of the Chamber of Commerce. That really puts you in a
black hat, in case you don't know it.

[Laughter.]

Now, you undoubtedly work for a profit making organ-
ization -- or you should be.

[Laughter.]

Now, what is wrong with that? What is wrong with
profits? What is wrong with a business concern? What is
evil about profits? 1Isn't it a part of the free enterprise
system? Isn't it a part of this capitalist system? 1Isn't
it a part of this system that has built more homes, supplied
better clothing, more abundant food, more blessings, greater
medical care than any other civilization since the beginning
of time?

Now, what is wrong with it? This is what we
ought to be asking ourselves. What's wrong with it? Wwhy
should we apologize? Why don't you get out tomorrow and
admit, throw your chest out and say, yes, I am a part of
the establishment, I believe in this sytem and I helped create
it and I am going to try to make it stronger.

I went to the Azores to meet -- with President
Nixon, to meet the French President, to talk about monetary

affairs. And I saw an island there, magnificent in its
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beauty, a veritable artist's dream of a landscape. I saw
the pastures rimmed with rock hedges, rock walls, put there
lovingly by hand without mortar, free-standing rock walls.
That island has been in existence for 400 yecars -- 76 inches
of rainfall, wildflowers growing along wild, wild roses and
others growing along every road, beautiful to behold.

I looked at these beautiful whit2 stucco houses
with the red tile roofs and I thought how wonderful it was.
And I began to drive through the villages and I asked about
them. And of all the islands and of all the villages, only
two have modexrn conveniences, the rest have no indoor
plumbing, they have no bathroom facilities, they dor.'t even
have septic tanks. They have no electricity, they have no
running water, they have a central fountain in the village,_
and these people live on $160 a year annual income . -- $150
a year. Yet their development, their founding predates the
United States of America.

Why should we be apologetic for what we have done?
Name anybody anywhere any place on the face of this earth
that has done as much. Why do we want to turn our backs on
it? Sure, we admit frailty, sure we admit weakness, yes, we
have a lot to do, and we ought to set about doing it, and
you have done it here.

You created the great golden triangle, you changed

the face of this city and you changed the spirit of this
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town when you did it. And we do need to concern ourselves
with pure air and clean water and our surroundings. Yes, we
need to beautify them. But we can't all go back to nature.
1t all has to be done in a balanced atmosphere. We can't
let any emotional bent completely overwhelm us to the point
where it destroys the very industry, the very sinews that
make these other things possible, and it is this message
that you are going to have to carry across this land, because
I am telling you what you represent is under attack. It is
under attack around the world, and it is uﬁder attack right
here at home.

Ard you can't just look to government to solve
your problems, because you need to tell people why you be-
lieve in the free enterprise system, and you need to tell
them what profits mean and where they go. Have you thought
about where they go?

Well, they go to all the 80 million people that,
either directly through the pension funds, trusts, mutual
funds, or whatever, own stock in them, the corporations of
this country. Profits fuel the purchase of new equipment,
new plant, new facilities in oraer to provide more jobs to
be more productive. And unless we have this capital, unless
we have this equipment, unless we have a greater dedication
on the part of every American, I assure you you won't have

to worry about this system very long because you are not
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going to have it, because you can't compete and you won't
compete.

Now, I am not pessimistic, I'm optimistic. It has
been my great privilege to travel a little bit around this
world in the last few months, to Japan, to Saigon, to
Bangkok and Thailand, to Djakarta and Indonesia, to Bali,
to the Philippines, to Rome, to London, to the Azores, to
Bermuda, and I will tell you, if you haven't been to some of
these places, save your money from this affluent society
and go and come home and feel how good it is to be home and
sense how proud you are that you are part of a young nation,
really young in comparison to many others in the world, but
that you are part of the most vibrant society that has ever
been created. And don't apologize for anything. Take heart.

Take heart that we have done whiit no one else has ever done,

and we have done it in a way that is shared by more people.

And to thosz who want to preach division, those
who want to pit the rich against: the poor, they are entitled
to nothing but the back of your hand because in every soéiety
there cannot be absolute equality, or if you have it we are
all under a totalitarian system of government beyond any
question. That is the only type of government that can ever
subject people and to make them equal in terms of their
economic position.

That is not what we want, surely. Surely, we want
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to share. Surely, we want a system where everyone will have
an opportunity, an opportunity to progress, an opportunity
to be educated, an opportunity to have a job. But heaven
help us if we get to the point where we want to reduce each
and every one of us to the lowest common denominator, because
we have indeed then destroyed this democracy, this system of
free enterprise as we know it.

I can only finally say to you that in avery way
that I know how we are going to try to make some changes in
this government's approach to the problems at home and
abroad, because frankly we live in a new day, we live in a
new era. And what motivated us, what helped us, what satis-
fied us, what served our needs ten years ago, twenty years
ago no longer will do. The world has changed and we must
change with it.

But we are the most intelligent people in the world,
we know more than others, we are more highly skilled than
others, and we of all people should be able to respond and
adapt to these changes, and we can. We can, provided we
understand that no one gives you anything; provided we under-
stand that much of what we have today we did not create,
much of what we have today we inherited and we inherited from
people of strength and people of courage and people of vision
and people of indominable faith and spirit, faith in them-

selves, faith in Almighty God, belief that they could in
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this land of the free create something with our own hands
and our own minds. That is what we inherited.

Now, is it for us to use it, to waste it? I think
not. What is our responsibility? What is our duty? Not to
cry or to complain about the shortcomings and the frailties,
but to set about to try to correct them. We have a solemn
duty and an obligation to leave this land a little richer, a
l1ittle better, a little more secure, a little more stable,
and a little sounder than we found it. And we have that
resporsibility that we alone can exercise.

And we have one more responsibility and, whether we
like it or not, we have the responsibility of leadership of
the free world. We assumed that mantle because no.one else
could assume it. It fell on our shoulders in the aftermath
of World War II. It has placed great burdens upon us. The
cost has been terrific, and it is going to continue to be.
It is a great cost in terms of the aid that we have given,
$150 billion, the cost of lives of men, the cost in materials,
to provide a nuclear shield over men and women of all the
lands of the world who seek freedom, who want it, who

strive to be what we are, and we have that role.

Tf we indeed cast aside, if we reject this mantle
of leadership in this hour and in this day, believe me, there
is no nation on earth that can assume it, there is no

nation on earth that can supply this leadership for the free
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world except the United States of America. And we would be
craven cowards indeed in my judgment if we cast aside this
role of leadership when we have the opportunity to make a
continuing contribution so that mankind might somehow inprove
his lot, so that he might have a greater opportunity to
build and to create something out of his own mind and the
genius of his own spirit.

Thank you very much.

[Applause.]
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PRESIDENT WHEAY It is difticult for zuyone
to servs  with this ecrowd and nst be extremely nuable (arozial;
no one persoh deserves any of the credit for what tihus
Chamber does, but there is a 8 aif that deserves one whale
of a lot of it,

Chariie‘ Burtner, wherever you are, thanks to you
and all of you who have labored so hard to keep me siraight.

There is also an Executive Committee which Y have
called on perhaps wore frequently than they would like,
and I am indebted to them.

To the Board of Directors, I am equally indebted,
And to this membership for its expression of confidence
1 say to you, “Thank you from the bottom of my hear

This is a great city. I think it is the greatest.
It has been gnod'to me, and I will never be able to put
back into it what it has given to me. I am grateful to all
of you for this.

When I returned to town today, I found that I was
to have the privilege of introducing our guest speaker. The
Governor was scheduled to present our speaker but he ha$ the
“Flu” and is in bed., Jinx, would you please convey our best
wishes to him for a speedy recovery and tell him that we all
niss him -- me, particularly.

‘Laughter}

Bob Buford has a2 note from the Govermor. [ will



ask Bob if h=» would read that note at this point
MR BUFORD: This ig a communication from
Governor Holton. X will read it verbatim so that I don't
get charged with the responsibility for what he said,
He says:
"Mr. President Wheat, Mr. Secretary, distinguished
guests, ladies and gentlemen:
"Wnen two of our children last week dropped
out of school and tocok to their beds for several days, we
were told, and routinely assured, they had fallen victim to
a little bug that was goiag around.
"Tais week, I found an entirely different
situation. It's a gigantic virus -~
{(l.aughter)
-~ from the Southeast Asia; Hongkong: or possibly
even Texas,
(Laughter)
“And to this particular Virginian. it is copsiderably
more than a minor nuisance.
"My chief concern,of course. which you, Mr,
Secretary, as a former Governor can well understand - is
that my disability has left my favorite Gereral Assembly free
to roam for three days, without my gentle guidance.
{Laughter)

YA situation fraught with awesone potentiality:



*Second only to that is my concern at being
unable tc be with you here in RBichumond this evening but,
gsince my doctor has very firmly said "No", please let me,
in absentia, first welcowe you and Mrs. Connelly to
Virginia and, secondly, express my avpreciztion and that
of this great audience of outstanding Virginia leaders,
that you have come here to share your thinking with ué; and

*Third, acknowledge publicly and with thanks the
magnificent job which we feel you are currently doing for
your Country and your fellow man.

“Tkhank you.,"

{Applause)

PRESIDEXT WHEAT: Thank you, Bob.

As I indicated earlier, this privilege befell me
at a rather late date, and I warned the Secretary that he
would have the dubious distinction of being introduced
by a blind man unprepared with those notes.

{Laughter} {Applause}

in characteristic warmth, he responded, "Hell,
it doesn’t matter if you forget my rame. Just tell them
you've got a guy here that's got scmething to say.”

\Laughter)

I think, in reviewing the record of this great

man, three qualities stand out;

First, his versatilJity. A lawyer by profession



and by practice, Lo lLes sngaged in such enterprises os
broadeagting, reaching, petroleum, and. in addition to that,
aus ifound time to participate in all of hisg native Texas
worthy undertakings, whether it is his Alma Mater, the
University of Texzas, or whether it is the Houstorn Art effort
whatever it may be -- John Connally has baen there.

He is versatile and able,

The second quality that stands ocut is that of service
This began when he graduated from ihe University of Tezasg.
Be went to the Congress as an Agsistant to Lyndon Johnson and,
when the war came, he enlisted in the Navy; served with
distinction, rising to the rank of Lieutenant-Commander,
with several combat decorations. He returned to the field of
service as Administrative Assistant to Lyndon Johason, He
went back to Texas to rum Ffor Governor., He was elected
three times, He served as Secretary of the Navy under
President Kennedy and, as we all tragically recall, was
critically wounded in the assault on President Kennedy.

He was called to service again in February of
1971, and this brings me to the third quality that I see
in this great man: A tough fairness,.

Certainly, the understatemeni oi the year would be to
say that the‘Secretary of the Treasury's job was an easy
Job in February of 1971 or 1970 or 1969 or 1968 or any time

in the last ten years.



5]

Certainly, the noves that have been wade in
the intervening months-of alwost twelve monthe « now, indicate
the fibre and quality of this man.

I am reminded of the statement first attributed
to Paul DPiesel and since appropriated by many, including me:

"When the going gets tough, the tough get geoing”.

Ladies and gentlemen, it ig indeed a real privilege
to present the Honorable John B. Connally, Jr., the
Secretary of the Treasury of the United States.

(tpplause)

SECRETARY CONWALLY: Thank you very much.

Plzase be seated.

Prosident Wheat., were it not for the fact
thet the distinguished Governor of the Commonwecalth of Vir-
ginia is ill, I would express a certain degree of happlness
that he is not here because I am sure that I gould not have
received from his lips such 2 warm introduction as you have
just given me one so gracious, and so kind, and so generous.
I appreciate it very, very nuch.

Mrs Holteor Licutenant Governcr Howeli; Bill
Miller, Congressman Battevfield, giher diztingulshed uaad-table
guests, President-elect Buford, ladies and geantlemen:

I was delighted when I saw these awards given out

here a moment ago, I was somewhat in a state of shock when I szt

down and saw this phnalanx of telephones,



Lzusghter)

1 thought surely thai Hellie and I had wade =
mistake and hid failed to briag Martha Mitchell wiih us

(Leughter)

Mre Holton, I hope you tell your distingursined
husband thet we do, indeed, miss hiw this evening.

¥ hope, however, in his recovery -- which hopeiviiy
will be vapid -- that he does not encountsr an experience

that ¥ hsc¢ when Y was Governor of my Home State 2nd, un-

fertunately, gpent & few days in the hospital, Nellie o=

in one day with a long scroll which she brought and read to
me. It had 2 lot of WHEREAS's, and WHEREAS's, and

YHEREAS ¥ was (Governor, and so on;

WUHEREAS ¥ was ill,

VEEREAS the Menbers of the Senate wished we a
speedy recovery, passed by the Senale by a vote
of 16 to 15.

(Leughter) .

¥ bope that you all will be more understanding
and syampathetic with your disabled Coverncr at the momnent.

You know, I had a rather erie fzeling zs I cane
in here tomight. I always knew thai there was a greail
similarity, a great rapport between Virginians and Texans,
because you are responsible for much of what we are. it

leagt, we gave you the blame for the bad port of us., Buf ¥
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could noit help dbut be siruck by the coluciderce:

First, I almost did not recognize
your distinguished Lieutenant-Governor without his helicooler.

(Laughter)

Then I had the privilege of sitting here by your
out-going President, Mr Jim Wheat, Well, it so happens that oo
of my dearest friends in Texas is a man named Jim Wheat who.
slso, is a very remarkable man, whose son, Joe Wheat, has
jut completed a year of service as part of his Texas Ear
Association,

I have an uncle named Buford.

My favorite weather man in Texas is named Henry
Howell on WOAI. I have listened to him for years.

My neighbor in the brush country in South Texzas
is Andrew P. Hiller.

Then, to top it 211 off, your President
expressed his gratitude for your retired Executive of this
Association, Hir. Brill. 1t so happons that Nellie“s name
is Brill,and I am sure that somewhere in the pagt you all
are kin io each other, so you better get to renewing those
acquaintances.

So I really feel at home -- not so much sc that
I am going to keep you too long, however, because I have
been set a wonderful example here this evening by the

brevity of the invocation, Rever® ad.



(Laughter)

And Mr. Buford, by your acceptance speech.

But, lest you get the wrong idea, now, I am not going to ke
quite that brief.

(Laughter)

On the other hand, I am not going to be like the
old rancher was that came in from out in the country cae
Saturday evening, late, to do socwme shopping, and a huge
blizzard came up during the night. He was snowed in: he
couldn‘t go home:; so he spent the night in town.

The next morning, he decided that he had noct been
to a church for a long time, so he decided to go to church.
He went and, sure enough, because of the inclement weather,
he happened to be the only parishicaer there. The only cne!

This happened to be a very special service that the
pastor had prepared for some time. He had a very eleoqguent
message and sermon that he wanted to deliver. So the pasior
debated with himself for a moment as to whether or not he
was going to go down and visit with the old rancher, or
really deliver his sermon, He decided he had prepared the
sermon and he would deliver it.

When he was through, he walked down irom the puipit
and he said to the rancher, "Well, Zeke, what did you think

of that speech?”

He said, "Well, Pastor”, he sa2id, "Y1l tell you -
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He sald, “The best way I can describe nmy feelings,
I guess™. He said, "You know, up in thig country, we
frequently have to go out in bad weather with =now on the
ground. I load my truck up with hay and™, he =said, "I go
out in the pagture and feed my cattle.”

He said, "Pastor, you know, when I get out there
and just one old cow shows up, I don‘t dump the whole load.*

(Laughter)

Now, I am not sure that you are going to get the
whole load, but you may get half a load tonight,

I probably should rezlly get into my remarks
by recounting an experience that two friends of mine had,
that appeared on the same platform out -- I am informed --
in Las Vegas, the day before vesterday: Bob Strausy,
who is the Treasurer of the Democratic National Committee,
was there. Appearing on the same program was Cohgressman Bob
Wilson from San Diego.

Bobk was attempting to take a few jibes at the
Republican Party. He said that the crly good thing about the
Republican Party was the fact that they had brought one
Democrat into the Cabinet.

Well, he should have known better, because Bob
Vilson followed him on the platform in speaking, and Bob

said, "Yes, that is right, We did bring one Democrat into

the Cabinet as Secretary of the Treasury.* He said, "Look



at what happened. We got the biggest deficit ip the
history of the Nation.”

(Laughter)

So maybe I cught to start off by talking abcut
deficits.

We have a big one, and none of us like it. But
I think the President was onthe horns of a dilemma -- we 3ll
were., We have experienced a year of profound change in 1971.
August 15, really, I think, was a day that will long he
remimbered because it might well mark a date to which you can
point on which profound change 'in thig Country, in itsg
economic structure, crystallized, coalesced, and was
articulated by the Presgident of the United States.

Y think, frankly, we have entered a new era
The actions that the Preuident took on that day were very iar
reaching, as you well know, I won't attempt to recount
them, We were obviously, last year, in a period of the
doldrums. We were in . economic stagnation, We werc
obviously having difficulty im the International Mometary
field. Ve were ~- and had been for many years: many years:
more tham a decade -- unable to meet our foreign commitmeants;
unable to live up to the convertability of the dollar, which
had stood us in such great stead since World War II,

The International Monetary Fund, organized and

created at Broton Woods through the foresight of the United



States, and supported by the Uniied States for the next
quarter of a century began to come apart at the seams,
largely because the economic strength and the vitality of
the United States eroded.

S0 action was called for and, to his ever-
lasting credit, the President of the United States had
the perception to understand these problems and, more than
that, he had the courage to act on them.

So he took very strong, direct action in imposing
a freeze on this domestic economy; recommending vast changes
in the tax structure to the Congress of the United States:
suspending the convertibility of the dollar; and imposing
a 10% surcharge on all imports.

Thesse were all remarkable actions, and it is to
the credit of the people of the United States that they understood
it. They understood the reasons for it, and they applauded
these actions, because they thought it was, indeed, an attempt
on the part of the President to reckon with the problems that
he was faced with; and that this Nation was faced with.

We still have many of those problems. Many
of them have bean resolved, but we still have not -- even
during 1971 -~ wo have not been able to make the progress
in revitalizing this economy that we hoped to do.

There are still too many people unemployed in

this Country and, notwithstanding that fiscal 1972 will show
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this enormous deficit; notwithstaunding that the deficit in 1973
is much larger than any of us would like: nevertheless, there
was no choice except to reduce spending at the Federal level,
or to impose taxes, or some of both.

We had just reduced tazxes -~ a massive tax
reduction that the Congress passed only in December:’ just
a few weeks ago. It did not make sense to stifle the
development of the economy and the expansion of the economy
at this particular time, at a time in which we are still
trying to revive it in order that people might 7ind jobs
throughout the width and the breadth of this land.

If he had, indeed, done so; if he had recommended
a new Tex Bill to the Congress, in my Jjudgment, it would have
fallen on deaf ears, I don t think there would have been a
chance that the Congress would have passed a Tax 2ill in an
election year; not when they had Just reduced taxes.

I thihk it would have resulted in a lack of
credibility.

I think it would have been interpreted by the Press
and by the Na:ien as a political ploy. Yet, I must say to you
in all eandor that the President -= and none of his Advisors
that I know o7 ~- are happy with deficit spending. I

certainly am not. I don’t believe in it.

Ye<, I think there are times when circumstances

exist in this Nation which not only make it desirable, but
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rske i1 npecesszry I think such a time is now' Y don't thiak
wo ought to be unduly concerned about it, I think we ought
to recognize it for what it is -~ that it is not an accident:
that it was done deliberately; that it was done for the
purposes which the President has already outlined: and
I don’t think that any apology should be made for it.

Now, I think the time is going to come in 1272,

1]

perhaps in 1973 -- when 1 really believe this economy will
be stimulated. I have every confidence that we are
going to make progress this year, to the extent that the
nexi year may well present an entirely different picture
But, at this particular moment in time, I think it was not
only necessary but, indeed, a duty and an obligation of the
Government to provide this type of stimulation,

Let me make it clear, at the same time, that the
American people should not now, or ever, assume that all of
the problems that we have in thig economy. in this society,
an be, or should be, turned over to the Federal gOVerumenyd
or to any government, for that matter, +to amy level of
government, for them to provide all of the answers, because

wve cannot do :it. We are not going to do it, We are incapable

of doing it,
(Applause)

If there is a problem today, it is because too

many problems have been funnellsd into the Federal government,
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very frankiy.

(Applause)

I resisted, as best I could, as Governor ai my
State of Texas, and my views have noit changed one whit since
that time, I do not think all of the wisdom resides on
the Potomac River in Washington, D.C. I don't think it hau.
and I don*t think it will,

I think the greatest thing that this President
is trying to do is to get some reorganization of the
Ezecutive Eranch of the Government; to iry to get revenue
sharing so that we can share with the States,and the ciiiles,
and the local units oi government, funds that are upav:ilabie
to them now, in order that they can live up to their
responsibilities, and fashion their courwme, and their own
destiny as they want to do it,

But the problem that we have, when you have the hand
of the Federal government directing any program, is that it
insists upon 2 commonality throughout the United States and
the people of the United States ave not all the same The
people of Virginia are not all the same. VYour problems, and
your desires.ind your background, and your hopes and aspirations
here, are diffsrent from wiat they are in Louisiana, and Louisiz.
is different from Colorado.

If we have any freedom ~- and we speak of ourselives

as the Land o! the Free ~- if we have any freedom, it should bz



to have some voice 1n our owia type of govermment: in
gtructuring our own goverument; and running our own government.
We ought not to have someone ~- whether he is a Washington
Administrator, or a Federal Judge -- handing down dicta.

(Applause)

I think we have to recognize that we are living
in changing times, Your distinguighed President, Mr. Wheat,
said a moment ago that he was grateful for the help:; he was
grateful for the change. thast had occurred in this city, and
in this Chamber, and be was grateful for the vision, and the
? >resight, and the willingness of this particular organization.
as well as tho people that it represents, to change as Society
changes, and as the views and wishes of the people change.

We are, indeed, in the midst of a great change, not
only in the United States, but throughout the world. We
have to recoginize it, and we have to understand it.

Now, I have Been accused in the last week of
scolding the American 3usinessman and ther, on the very next
day, of upbra:iding Labor.

I don‘t think I did either. I said a few things
about each of them, but I did not intend to scold, nor upbraid,
I frankly thought I was trying to say thipgs that exzist as
I see them, which is what I want to do here tonight -- in

part, at least. That is simply that we must recognize as =a

Nation, as a people, that we are confronted with different
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problems froi those we grew up with, Ve have to receguize

that the past 25 years -~ the past generation; and even the
past decade -; have witnessed profound changes in the struciture
of the leaderzhip of the world,

Now, in the aftermath of World War XI, I think
we can all admnit that the United States was the only viable
economy: it was the dominant voice in all of the %World,

the Free World, and the non-Communist World.

We were the only Nation that had this great
vitality and y+oductivity capacity. Huch of the
rest of the World was in wrack and ruin, distraught, and
in devastation,

We set out to rebuild it, to revitalize it, to
rehabilitate it: cities, towns, nations, and peoples. And
we did an ama=ing job. It is to the credit of the compassion
and the care of the American people that we did, indeed, do
our job well, to the point where, today, the two principal
Nations thst were conquered a quariter of a century ago are
today the two most aggressive, vibrant, economic entities in
the World. That is Japan and Germany. And they are/

Japan has risen from the shambles and Irom the
rubble to where it is, today, the second greatest economnic
power in the I'ree World, and is third in all of the World.

The time has passed when the United States can,

alone, through its bigness, through its productivity, itis
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capacity, its economic strength, dictate -- eveon if we wanied
to =~ to the rest of the World.

We are living at a time when there are going to be
five great powers that manifest their strength, Obviously.
Russia is one. Mainland China will be two, with 800 million
people. Japan is already one. Western Europe and the Common
Market will certainly be another; and the United States is
the fifth,

Now, what does this mean, Folks?

It means a number of things. There are, really,
only a couple of thoughts that I want to leave you with tonight.

For all the growth, and all the strength, we have
to recognize tihat the United States still ig preeminent in the
Free World. No other Nation has the capacity, or the ability,
to lead the Free World; except the United States.

We can talk about withdrawing from Vietnam: we can
talk about withdrawal of our troops from Europe; we cak talk
about building a2 wall of isolation around this Country: we
can talking about shedding the respomsibilities and the role
of leadership all we like and, if we consciously make that
decigion to cast aside the role of leadership, then it ought
to be a conscious decision. It ought not to be by accident
It ought not to be done out of emotion, but it ought to be
done after very careful consideration, because I assure you, in

the time in which we now live, if we cast aside the mantle of
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leadership of the Free World, there is no Bation -- there are no
shoulders -~ upon which it will fall, Xt will Flutter ito the
ground, I assure you, and lie there to be trampled upon.
because no other Nation has the strength; has the support: has
the confidence; has the ability to supply the leadership which
is so essential if we are going to try to preserve socue
hope for Nations to maintain the basic freedom:: which we
treasure so much.

Now, this means we pay a price for it. It ig a
costly thing., It is an extremely expensive thing. It takes
much of our resources: our men; our material wealth; and
we have given unstintly of it over the past 25 years.

Much of what we have tried to say in the past ifew
months to Nations around the world is: *The tire of the
limitless largesse of the United States has passed.”™ We can
no longer afford it, It is not a question of corncern, or
compession, or wish. It is a question of inability to
afford it any lomnger. We have spent ourzelves; we have gpent
ourselves in more ways than ome. So that now, frankly, we bhave
to look to the interest of the United States. We have to
recognize that if we are to exercise the role of leadership
in the political and military sense; if we are to keey the
men in Ams;: if we are to maintain the nuclear shield over

the Free Nations of the World, over all of the developing

Naticns of the World; if we are to be the hope of mankind,
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who seek to be free, who secek to have svme of the nacegszities,
rnuch less the luxuries that are o nuch a part cf ocur life
in this land; it is going to be an enormoualy expensive thirg
for us to coniinue because these men, these materials, cost
billions of dollars.

Let me make 3 point here: For the first time,
inthe Budget of 1973, you will see a reversal. Just the year
before last, <42 cents out of every dollar in that Budget
went to Defense; 35 cents of every dollar went for Social
purposes in the United States.

Th:t position is now reversed In the Budget
which the Prezident has just submitted to the Congress of the
United States, 42 cents goes for Social purposes; 35 cents
goes for Deferse purposes,

Let me try to say to you that this Folitical
leadership: this Military leadership; this Diplomatic
leadership, all inovitably must be founded upon «conémic
vitality and ecof.omic stability in the United States.

This is why we have arguments.

This is why we hsil uegotiations with the other
Countries in Home, and in the Smithsonian.

This is what we were saying to them:

We were saying to them, "If we have tc assume thesc
burdens, then we have to have a system of fair trade in this

World. We have permitted you to build up, over the mary



vears, onirlierg —- adminigtravive and oiberwise -ifar.ii9 oo
guota systens, in corder io proieci jour Durgesuing indusivias
nuch as we do, today, for tihe developing Haticens. But the

time 1s passed when we caa suffer this kind of competition

To put it in perspective, ¥ was gomewhat amused
in the week bsfore the negetiations at the Smithsonian.
on December 17 and 18, the British were very concerned
abox their position ~- and they do have a large number of
unemployed. They were tzlking about their economic difficuliice

X sald to them, "I just saw a report just ithig
woek,” which was about the week of Deceumber 15, "iwv which it
s2id that you would have a surplus in your balance-of-paymenis,
t his year of 32,3 billion."

I said, "We are going to have é deficit in our
trade balance -- in our trade balance -- for the first time"
-~'at that time, I thought, since 18383 It is worme tham
that! "For the first time since 1888, have we had a
deficit in our trade balance!

I said, "Let's put it oa a comparable basis,”
¥e tend to think of other WNations in the same terms we thin

of ourselves. But

t=ly

or Sritain to have'-- I use it only
a9 an example, because the same 1s true of many other Uaiiens
around the World, 1 just happem tc remember these figuraey

quite weli -~ to have a gurplus of $2.3 billion, our

Grogs Naticnal Product is eleven times greater than theirs!
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So 1f wo were im a comparable gitualion., we would have a
balanca;»f«payments surplus of approximately $25 biliion.
And if we did. every Country in the world would be hollering
about it!

Japan in 1971 -~ 1 saw the figures today -~ had
a balance-of-payment surplus of $7.9 billion. In 1972,
notwithstanding the 16.9% revaluation of the Yen, they
are going to have a surplus of $7 billion. And we are still
running 2 deficit in our trade balances, and the trade balances
dq not include the cost ~— all of the HMilitary costg o= - I
have been talking to you about. So, obviously, there has to
be a change, and this is what we have been fighting for, ~id
this is what w2 are going to continue to fight for, because
I don't think this “lation can afford %o ngglect itself at
home. We cannot ask the people at home to make the sacrifices
which they are going to be asked to make; we can’t ask them
to assume the burdens, the cost of leadership of the Free
World and, at.ﬁhe same time, not demand that we have failr aand
equal treatmenti from our trading partners around the world- -
whoever they might be. And that is precisely what we are
going to say.

(Aprlause)

Finally, though, I think we, in the United States,
must recognize, that -- frankly, as a result of a lot of soul

gearching -- we must recognize that we do, indeed, live in a



new day, and thst we have forgoiten the wneaning of ihe
vord "discipline” in this Country, as we om-e understocd it

Ve don’t have discipline at home., We have spoiled
children, as a result.

We don't have discipline in schools. They
contribute further to some troubles.

We don’'t have discipline in business.

We doa't have discipline even in the churches!

We don't have discipline in our communities.

We all want to run unbridled, aloof from the
problems; detached from the discipline that 1s pecessary to
compete 1in a competitive world.

Frankly, we are going to have to go back to many
things, not the least cf which iz the Puritan disciplire eof
hard work!

(Applause)

If we don't do it, I can tell you now, we are
in trouble. [ am no pessimist I am an optimist. I thiak
this Nation can do whatever it wants to and I think it wilil
do it if it uaderstands what the problem is., Part of tho
problem is that we don‘t xnow what the rest of the worid
is doirg.

When I go into the Zactories of Japar, and Germany,

and other nations around the world, when I see the hours

they work> and the pay they get, and the discipline they have,
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and the dedicztion they exhibit, 1 know we are in trouble- -
unless we maiatain the lead that we have -~ z2nd we are not
doing it/

The only way we have kept ahead of the gan? is
by being technologically ahead of the rest of the world. 3But
even that is gome, That is gone, now.

Wo mrke very fow things that other nations can‘t
make For many, many years we had all of the technology.
We had the sophistication of manufacturing capabilities.
They are duplicated. We have gone overseas; we have given
patents, licenses; one thing and another.

Not only that. We have abdicated in many areas
whare it was sheer foolishness to do so.

Congressman, forgive me if I allude to a particular
problem. I don't even know how you voted on it,

(Laughter)

So I probably should mot bring it up. But
I bring it up simply because I feel so dceply about it.

83% of all of the commercial aircraft imthe
world flying todey were made in the United States of
America. This was one of the principal products that we sold,
Unparaileled and unduplicated in the rest of the world.

So vhat did we do?

In the one grest area where we had a tremeandous

advantage in the technology and the manufacturing ability,
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ve turned ocur back, Ve sald, "We don't want to fly in the
modern world", We turned our back on the S.85.T.

"We will Jlet Britain and France develop it, and
Russia develop it", and they have developed it. It means
that, 10 years from now, we are going to be flying in Russian
planes, and EBritish and French planes; unless we change our
ninds.

Now, this is the sort of thing that has an ineviiable
impact for a decade in the future. You cannot turn your bhack
on preogress that exists in this world.

You caﬁnot turn your back on change in this world.

We cannot sacrifice the manufacturing capability;
wo cannot sacrifice the techmnological lead; we cannot
saerifice the ability to produce, to the exclusion of all of
these things.

Sure, we have to have other things. We have to
have Social gains. We have to have Medicare. Wé have to have
Welfare. But you cannot ezport Welfare very well, and you
cannot export Ecology very well.

(Applause)

So we have to make up cur minds what kiné of a
world we want to live in. We have to decide what.kind of a
Nation we wan-:. It has heen great. You, here in Virginia,

know how grea:. it has been, The rest of the world, the rest

of these United States owes you an eternal debt of gratitude
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for the courage, for the valor, for the visien, for the
foresight of men who were Virginiang «Q Virginians by bhirtn
Virginians in every sense of ihe word, who faced overwhelming
odds; who were willing to %ake any sacrifice,

The great Virginia Conventions:; the great orators
who had the courage to lay down their lives, who were willing
to take any risk, sacrifice their homes, their families,
themselves, in order that ihey migpt make some contribution
to the peace of the world in which they wanted to live.

When we lose the desire to build upon that
strength, we have lost much of what this Nation represents,

So, it 1s for us to decide: What do you want?

How do you want to live?

What are you willing to do for‘it?

Yo: cannot live in 2 world, with the luxuries,
the standard »f living that we enjoy in the United States,
and compete with other Nations under the conditions ia which
they live, ualer the conditions under which they werk, unless
we get back to productivity of such growth, and such magnitude,
that we can sustain the type of standard of living that we
wvant to enjoy in the United States.

Wo can do it if we know that is our problem; and
if we are willing to pay the price for it.

Thank you very much.

(Applause)
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PRESIDENT WHEAT: Mr. Secretary, when I wrote
you and asked you to be our speaker for this ocecasion, I
told you that nowhere would you find a more responsive

and friendly audience. I think that the response ihua: this

audience has just given you validates my preliminary state-

ment.

We are deeply grateful to you, sir. You are
always welcome,

Ladies and gentlemen, in the spirit of the
Secretary’s comments, let us all stand and sing the first
verse of God Bless America.

(Whereupon, with the rendition of this anthenm,

the meeting was concluded.)

~000~
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THE IMPACT OF FEDERAL DEFICITS ON INTEREST RATES

Will the impact on credit markets resulting from
Treasury financing of the big Federal deficits this year
and next cause interest rates to rise?

Speaking both conceptually and in terms of historical
experience, the answer is "No." And the reason is that
the fundamental factors that determine interest rates are
the real developments in the economy as a whole. Other

things remaining equal, deficit financing may cause interest

rates to rise--but those other things never remain equal.
And in this instance, the economic facts of life, while
pointing to some future upward pressure in short-term
credit markets, where rates have declined sharply, support
a case for stability and perhaps some further decline in
long-term interest rates, including those on mortgages.

First, let's review the record.

C-227
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Looking back at the history of our Federal budgets,
“you discover that there is no reason at all to conclude
that budget deficits lead automatically to escalating
interest rates -- nor for that matter, to inflation. Nor

is there reason to conclude the opposite: that surpluses

mean low interest rates and less inflation. Budget deficits

and surpluses must be looked at in the context of real
economic conditions.

For example, let's go way back to the mid-1930's.

In those years the government was running deficits that
were very large in relation to economic activity and Federal
revenues.

(In FY 1934, for example, spending of $6.6 billion
versus revenues of $3.0 billion resulted in a deficit of
$3.6 billion. This deficit exceeded total revenues and
amounted to 5.2 percent of gross national product. The
$38.8 billion deficit expected this year amounts to about
one-seventh of total revenues and 3.7 percent of GNP.)

As you will recall, inflation was certainly no problem
in those days, and interest rates declined almost steadily,
to minimum levels, during those depression years. The
reason? A depressed economy with a very great amount of
economic slack and potential for expansion of output.

During World War II and early post-war years, interest
rates were pegged at very low levels. However, after 1950
both prices and interest rates rose until the Korean War

ended in 1953. These changes were the result of the
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stepped-up demands on our resources associated with war.
The Federal budget was actually in substantial surplus
in FY 1951, in balance in FY 1952, and in only moderate
deficit in FY 1953.

Following the Korean War, the 1953-54 recession
produced lower interest rates despite a large Federal
budget deficit in FY 1954. As the economy expanded in
1955-57, a sharp rise in prices and interest rates occurred
even though the government ran sizable surpluses during
most of the period.

In all but one of the eight fiscal years, 1958
through 1965, Federal deficits were incurred. These years
were generally characterized by the existence of unutilized
resources and unsatisfactory levels of unemployment.
Inflation was virtually dormant and interest rates, after
1959, were remarkably stable.

More recently, the 1965-69 period was a time of
inflationary boom--again associated with war. Inflation
and interest rate levels became intolerable. Here in
this superheated climate very large deficits, especially
in FY 1968, did indeed aggravate the inflation and the
rise in interest rates that developed during this period.

This quick review of financial history strongly

suggests that it is one thing to run a large deficit
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in a ycar like FY 1968, in an overheated, full employment
cconomy, but quite a different proposition in the present
environment when we are moving in transition from war to
peace and when fiscal stimulation is needed to speed the
trénsition. Putting it in terms of the full employment
budget concept, in 1967 and 1968, with the economy
actually at full employment, the deficits were full
employment deficits and were therefore highly inflationary.

As the economy expands in the months ahead, as
inventories begin to accumulate, as corporate liquidity
recedes from its very high level, and as bank loan demand
cxpands, some pressures are bound to occur in short-term
credit markets. And, as I noted, short-term market rates,
such as on Treasury bills, have dropped sharply, now
running a full 4-1/2 percentage points below the peaks of
early 1970. But to the extent long-term rates still
contain a significant margin of hedging against inflation--
both on the part of borrowers and lenders--and I personally
believe this to be the case--then continued progress in
curbing inflation may well result in further declines in
those rates.

The extent of these interest rate declines since
early 1970 should not go unnoticed. As is shown by the
attached table, which we in Treasury call the "swing sheet,"

the declines from those record highs have been large indeed.
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And it seems to me that the proof of the pudding as to
what I have been saying is that during that same period,
the Treasury has borrowed $36.5 billion from the public.
And, during the same two years, the volume of funds
available to private borrowers--especially homebuyers,
has greatly expanded.

To sum up: Both theory and history tell us that
large Federal deficits can be financed relatively easily
when economic slack prevails, as it does today.
Consequently, those observers and market participants who
have concluded that the new estimates of deficits mean

higher interest rates across the board are likely to be

proved incorrect.

o0o



: 1969 Yield Range Y 1970 Yiecld Recnge HY] 1971. Yield Raage H Receat Rates
: Yigh : Low A High : Low i High : Low i :
: : B : te : :: 8/13/71: 2/3/72
: Date Yield : Date Yield :: Date VYield : Date VYield :: Date Yield : Date Yield :: :

Treasury Bills:

3-month.eeeeveass 12/29 8.08 4/30 5.87 1/6 7.93 12/17 4.74 7/19 5.53 3/11 3.22 5.15 3.37 -1.78 -34.6
6-oonth....c..... 12/29 8.09 4/30 5.96 1/5 °7.99 12/17 4.78 7/27 5.84 3/11 3.35 5.51 3.80 ~-1.71 -31.0
12-nontheeesesoea. 11/24 7.86 1/16 5.86 1/30 7.62 12/31 4.74 7/28 6.01 3/11 3.45 5.85 4.13. -1.72 -29.4
Treasury Coupons:
l-year..ceceesees 12/29 8.40 1/20 6.16 1/2 8.28 12/18 4.86 8/10 6.28 3/11 3.48 6.09 4.43 -1.66 -27.3
3-year........... 12/29 8.51 1/20 6.02 1/7 8.42 12/4 5.60 7/28 6.91 3/22 4.27 6.60 5.34 -1.26 -19.1
7-year...eeeeeess 12/29 7.77 1/16 6.09 5/26 8.12 12/4 6.10 8/10 7.11 3/23 5.15 6.86 6.04 -.82 -12.0
10-year........... 12/29 8.05 1/20 5.95 5/26 8.22 12/4 6.21 7/28 6.95 3/23 5.38 6.68 6.08 -.60 =-9.0
Federal Funds 2/... 8/8 10.50 12/31 5.00 1/5 9.75 12/31 3.00 9/10 5.75 2/24 2.25 5-5/8 3-1/4p -2.38 -42.2
Prime Rate......... 6/9 8.50 1/6 6.75 3/24 8.50 12/22 6.75 1/5 6.75 3/19 5.25 6.00 4.75 -1.25 -20.8
Feceral Agency:
l-year........... 12/30 8.76 1/20 6.33 1/2 8.75 12/24 5.53 7/28 6.56 3/16 3.93 6.52 4.54 -1.98 -30.4
3-year....eo..0.. 12/31 8.55 1/28 6.53 1/2 8.54 12/21 6.16 8/12 7.33 3/24 4.70 7.32 5.77 ~-1.55 -21.2

Xew Aa Corp. Bonds:
(Treas. Ser.) 1/. 12/5 9.29 1/24 7.27 6/19 9.90 12/31 8.02 5/21 8.42 2/11 7.32 8.22 7.45 -.77 -9.4

Yew runie. 3onds:

(Bond Buyer Ser.) 12/18 6.90 1/23 4.82 5/28 7.12 12/10 5.33 6/24 6.23 10/21 4.97 6.03 5.29 -.74 -12.3

¥Yew Hone- Conven. .
(FdA Ser.)....... Dec. 8.36  Jan. 7.53 July 8.61 Dec. 8.28 Jan. 7.96  Apr. 7.55 7.833/ 7.72%/ -.11 -1.4

Office of the Secretary of the Treasury
Office of Debt Analysis

Series based on issues with no call protection, for 5 year call protected issues deduct (at present time) approximately 15 basis prs.
cffective daily race.

Tua-Sield-office opinion survey as of 9/1.

TiA-fiecld-office opinion survey as of 1/1/72.

"Preliminary
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FOR IMMEDIATE RELEASE February 4, 1972

TREASURY ANNOUNCES ELEMENTAL SULPHUR FROM MEXICO
IS BEING SOLD AT LESS THAN FAIR VALUE

The Treasury Department announced today that elemental
‘sulphur from Mexico is being, or is likely to be, sold at
less than fair value within the meaning of the Antidumping
Act, 1921, as amended. Notice of the determination will

be published in the Federal Register of Saturday, February 5,
1972.

The greatest single use of sulphur is in the manufacture
of sulphuric acid, which is used in a wide range of
manufacturing processes such as the production of
fertilizers, chemicals and textiles.

The case will now be referred to the Tariff Commission
for a determination as to whether an American industry is
being, or is likely to be, injured. 1In the event of an
affirmative determination, dumping duties will be assessed
on all entries of elemental sulphur from Mexico.

A Notice of Withholding of Appraisement was issued
on November 6, 1971, which stated that there was reasonable
cause to believe or suspect that there were sales at less
than fair value. Pursuant to this notice, interested
parties were afforded the opportunity to present both

Qral and written views prior to the final determination
in this case.

During the period November 1970 through December 1971,

glemental sulphur valued at approximately $14,800,000 was
imported from Mexico.

o0o
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RESULTS OF CURKENT TREASURY OFFERING

The Treasury announced tcday that $2.6 billicn of the securities held by the
general public maturing February 15 have been exchanged, leaving $1.2 billion,or
31.7 %, unexchanged. In the advance refunding, $1.3 billion of the securities
mturing February 15 and May 15, 1974, held by the general public were exchanged.
Atotal of $2.3 billion of the new 4-1/4-yea.r notes and $1.6 billion of the new
10-year bonds will be issued to the general public.

Following is a summary of the participation in the refunding, advance refunding,
and cash sale of bonds (amounts in millions):

FLIGIBLE SECURITIES SECURITIES TO BE ISSUED
5-3/4% 6-3/8%
teneral Public notes 5/76 bonds 2/82 Total
Refunding
4-3/4% notes 2/72 $ 573 $ 368 $ 35 $ 403
1-1/2% notes 2/72 2,447 1,561 137 1,698
4% bonds 2/72 741 418 50 468
. Subtotal 3,761 2,347 222 2,569
AMvance Refunding
7-3/4% notes 2/74 2,823 - 172 172
4-1/8% bonds 2/74 2,449 - 505 505
7-1/4% notes 5/74 3,540 - 169 169
4-1/4% bonds 5/74 2,879 - 494 494
Subtotal 11,691 - 1,340 1,340
Sale for Cash - 66 66
Total 15,452 2,347 1,628 3,975
federal Reserve Banks and Government Accounts
Refunding
4-3/4% notes 2/72  $ =227 $ 140 $ 21 $ 161
7-1/2% notes 2/72 243 234 4 238
4% bonds 2/72 239 47 151 198
Subtotal 709 421 176 597
Mvance Refunding
1-3/4% notes 2/74 516 - 7 7
4-1/8% vonds 2/74 676 - 146 146
1-1/4% notes 5/74 965 - 4 4
4-1/4% bonds 5/74 698 - 221 221
Subtotal 2,655 - 378 378
Total 3,364 421 554 975
rand Totay 18,816 2,768 2,182 4,950




MEMORANDUM FOR CORRESPONDENTS: February 4, 1972

The attached letter from Secretary Connall-

to Senator Proxmire is released for publication

at 6:00 p.m. this date.
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Dear Senatoxr Proxmire:

In your press release of January 11, you stated that "the
Treasury was shifting U. S. deposits into the Nation's largest
banks at the expense of smaller banks." The data you cited to
support your statement is incorrect and your conclusion is
equally in error. ' :

You cited figures representing the average balances in
Treasury tax and loan accounts through which virtually all of
the Nation's banks (about 13,000) provide services to the Govern-
ment in attaining the economical flow of most of the Government's
vevenue from the business sector to the Treasury. To suppoort
your contention that the Treasury is shifting funds into large
banks at the expense of smallex banks, you listed average tax
and loan account balances for the ten largeat banks in, 1970 and
1969, pointing up a 12 percent increase for the period. By
comparison, you said, the balances in all the other banks deeclined
by nearly 13 percent.

Your figures for the 10 largest banks were correct for the
12-month pexriods ending December 31, 1970, and December 31, 1969.
But the figures you used for all the other banks were calculated
from data for different periods -- the fiscal years ending
June 30, 1970, and June 30, 1949.

The fact is that while the average balances for the 10
largest banks increased by 12 percent in calendar year 1970 over
1969, all the other banks during the same period experienced not
a decline of 13 percent, but an increase of over 22 percent. The
comparisons of 1971 figures with those of 1970 show a similar
direction of change although smaller in amount. These com-
parisons are set forth in tables attached to this letter.

But i3 it to be econcluded from this comparison that,
contrary to the message of your press release, the Treasury
was actually shifting deposits into the Nation's smaller banks
at the expense of the 10 largest banks? Certainly not.
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The simple fact 1s that the Treasury does not collect
these vast sums from the public and then distribute the money
at its discretion in the tax and loan accounts of banks. Our
vrole is limited to qualifying banks as depositaries, and we
have so qualified some 13,000 banks, larze and small. The flow
of funds through those qualified banks into the Treasury's
checking accounts at the Federal Reserve Banks is determined by
the locations and convenience of the taxpayers and purchasers of
Treasury securities, by the competitive efforts of the banks in
gerving thelr customers, and by the aggressiveness of the banks
in bidding for Treasury securities, not by choice of the Trsasury.

The Treasury‘'s principal concern i{s that the money should
become available as quickly as possible, at the least operating
expense, and with minimal disturbances in the money market from
the large fluctuating transfers of funds. Those objectives arxe
being achieved by the tax and loan account system, which was
established more than 50 years ago and which has been improved
and expanded over the years with the basic objective of promoting
the smooth functioning of the econcmy. The enclosed bxief
description of the Treasury tax and loan account system makes
it clear that the Treasury does not influence the flow of funds
into tax and loan accounts with particular banks nor does it
shift such funds between banks.

I am concerned that incorrect data and inaccurate impres-
sions about how the system operates could crzaate unjustified
confusion in the public mind about the efficiency, equity, and
impersonal operating characteristics of the tax and loan account
arrangements. We of course welcome suggestions for improvements
in the system that would serve the basic objectives of maximizing
efficiency in cash operations and minimizing any unwanted ecoucmic
and money-market impact arising from day to day Treasury operations.

Sincerely yours,

(Signsd) Jobm 3. Tirmatic

The Honorable

William Proxmire

United States Senate
Washington, D. C. 20510

Enclosure



ANALYSIS OF AVERAGE BALANCE IN TREASURY TAX AND LOAN ACCCUNIS
DURING CALENDAR YEARS AND FISCAL YEARS 1969 AND 1¢7¢C

CALENDAR YEAR ANALYSIS

($ millions)
Average Balance Average Balance

Calendar Year Calendar Year Percentz::
1969 1970 Difference Chznzsz
11 Banks oceecoeo 4,088 . 4,914 + 826 + 20,27
0 Largest ecseces 969 1,085 + 116 + 11.¢
11 but 10 Largest 3,119 3,829 + 710 + 22.%%

FISCAL YEAR ANALYSIS

Average Balance Average Balance

Fiscal Year Fiscal Year Percentz:=
1969 1970 Difference Chznzs

11 BankS [ EEEEREX) 4,329 4,022 - 307 - 7.-‘.:7
0 Largest veses. 1,022 916 - 106 - 1C.=°

11 but 10 Largest 3,307 3,106 - 201 - 6.7



ANALYSIS OF AVERAGE BALANCE IN TREASURY TAX AND LOAN ACCOUNTS
DURING CALENDAR YEARS AND FISCAL YEARS 1970 AND 1971

CALENDAR YEAR ANALYSIS
($ millions)
Average Balance Average Balance

Calendar Year Calendar Year Percentaz:
1970 1971 Difference Change
] BankS seeecoe 4,914 4,970 + 56 + 1.1%
Largest ceooee 1,085 1,090 + 5 + 0.5%
| but 10 Largest 3,829 3,880 + 51 + 1.3%

FISCAL YEAR ANALYSIS

Averuge Balance Average Balance

Fiscal Year Fiscal Year Percentage

1970 1971 Difference Change
L Banks ovaeowe 4,022 5,146 + 1,124 + 27.9%
Largest 4.v0se 916 1,123 + 207 + 22,6%

lbut 10 Largest 3,106 4,023 + 917 + 29.5%



THE TREASURY TAX AND LOAN ACCOUNT SYSTEM

Most of the Treasury's receipts flow into its checking accounts at the Federsl
leserve Banks from the business community through "Treasury tax and loan accounts"
1 the nation's commercial banks. The system was adopted more than 50 years ago end
125 undergone improvement over the years for the purpose of promoting the smoot
wnetioning of the economy by minimizing the impact of Treasury financial operations
p reserves of the entire banking system and on the money market.

During the past 30 years, the system has been expanded to provide significant
dvantages for the Government in the most efficient inflow of practically all its
evenues. This includes such things as corporation income taxes, excise taxes, and
nlividual income and social security taxes withheld from the pay of employees, the
atter being the biggest element of all. The vast sums flowing through the systen,
resently at an annual rate approaching 8150 billion for these classes of taxes alone,
re being collected and made available to the Treasury the fastest possible way and
ith the least operating expense.

What happens, very simply, is that business concerns make the payments through
heir own banks; thus the peyments charged to the bank accounts of the business con-
emms are immediately credited to the banks' accounts with the Treasury. The Treas-
1y then "calls" the money in from its accounts at the commercial banks to its oper-
ting accounts at the Federal Reserve Banks. For administrative convenience, all
anks maintaining tax and loan accounts are divided into three groups based on the
ize of their accounts. Calls by the Treasury are made on the basis of the percentage

f the aggregate balances in each group of banks, the same percentage being called
ron every bank in the same group.

None of this would be possible without the special services of the commercial
anks in handling the detailed transactions for the Treasury, instead of having busi-
ess concerns ‘send tax returns and their checks to the Internal Revenue Service offices
here they would have to undergo much more expense processing and then end up with
aving to put the checks through the whole banking system anyway.

The banks do not bill the Treasury for these and other specific services. They
re compensated, instead, through the value of these funds temporarily in their custody
or account of the Treasury in this "flow-through" system.

Prom time to time, the Treasury is confronted with statements made in the press
nd elsewhere which, whether or not intended, mislead people into believing that the
reasury collects this money and then deposits it in banks of its own choice, or thzat
he Treasury somehow influences the flows into particular banks by selecting the barks
0be used or by shifting funds between them. Nothing could be further from the trutx.

A1l the 11,000 incorporated banks and trust companies are eligible to have 2
reasury tax and loan account; some 13,000 do. They all compete for handling the ta2x
Ywents described and for other eligible transactions (such as subscribing for Govern-
91}’0 securities for their customers and themselves). The incentives for achieving its
bjectives are built into the system. Whatever comes into a bank's account with the
fasury, vhether a large or small bank, is the result of the bank's own business
Peration, The Treasury is entirely neutral. Business concerns keep their owm money
1deposit with banks of their own choice. That same freedom of choice automatically
Hermines which banks receive the payments for credit to their account with the
"easury.



The Departmentof the [REASURY

WASHINGTON,  D.C. 20220 TELEPHONE W04-204

WEWS

mENTION: FINANCIAL EDITOR

R RELEASE 6:30 P.M., February 7, 1972

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

Te Treasury Department announced that the tenders for two series of Treasury
11s, one series to be an additional issue of the bills dated November 11, 1871 , and
e other series to be dated February 10, 1972 , which were offered on February 1, 1972,
re opened at the Federal Reserve Banks today. Tenders were invited for $2,300,000,000,
' thereabouts, of 9l-day bills and for $l,600,000,000, or thereabouts, of 182-day
1l1s. The details of the two series are as follows:
IGE OF ACCEPTED

91-day Treasury bills : 182-day Treasury bills

MPETITIVE BIDS: maturing May 11, 1972 maturing August 10, 1972
Approx. Equiv. : Approx. Equiv.
Price Annual Rate : Price Annual Rate
High 99.216 3.102% 98.200 3.560%
Low 99.197 3.177% : 98.174 3.612%
Aversge 99,206 3.141% 1/ : 98.183 3.5949% 1/

86% of the amount of 9l-day bills bid for at the low price was accepted
3% of the amount of 182-day bills bid for at the low price was accepted

JIAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted

Boston $ 18,040,000 $ 8,040,000 : $ 27,195,000 $ 11,195,000
New York 2,980,420,000 1,908,120,000 : 2,569,560,000 1,415,710,000
*hiladelphia 30,325,000 15,325,000 : 10,060,000 4,060,000
Cleveland 25,880,000 19,880,000 : 17,585,000 7,035,000
M chmona 8,850,000 8,295,000 : 2,935,000 2,835,000
At}a.nta 46,910,000 35,770,000 : 21,695,000 8,605,000
Chicago 228,265,000 94,865,000 : 255,655,000 71,405,000
§t. Louis 70,855,000 54,115,000 : 34,235,000 10,935,000
Minneapolis 40,655,000 32,875,000 : 34,265,000 16,065,000
Kanses City 33,640,000 29,340,000 : 21,125,000 13,640,000
Dalles 37,515,000 17,115,000 : 30,895,000 8,210,000
San Francisco 121,465,000 76,465,000 : 152,350,000 30,380,000

TOTALS $3,642,820,000 $2,300,205,00028/ $3,177,555,000 $1,600,075,0000/

{
/ Includes $204,290,000 noncompetitive tenders accepted at the average price of 99.206

/Includes $ 82,500,000 noncompetitive tenders accepted at the average price of 98.183
/ ‘1ese rates are on a bank discount basis. The equivalent coupon issue yields are
3.22 % for the 91-day bills, and 3.72% for the 182-day bills.



The Department of the [REASURY NEW%

WASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR RELEASE UPON DELIVERY

REMARKS OF
HONORABLE JOHN B, CONNALLY
SECRETARY OF THE TREASURY
BEFORE
THE WHITE HOUSE CONFERENCE ON
THE INDUSTRIAL WORLD AHEAD
TUESDAY, FEBRUARY 8, 1972, 12:30 P.M,

I have been asked to discuss the role of government
in the industrial world of 1990. For government, that will
be an auspicious year.

The year 1989 will mark the 200th year of government
under the Constitution. By this day in 1990, the 10lst

Congress will have opened the third century of the American
Union,

That is an inheritance of liberty and law that few
nations can claim. Beyond Britain, you will look far to
find a system of government of such continuity and longevity.

It is foolish for me to speculate about the relation
government will have to the economy in 1990. Prophesies too
often go astray.

But I can tell you what attitude government ought to
take toward the economy then. I believe American government
mist continue to provide a scaffolding of ordered freedom,
Within that frame, each American should have the right to develop
himself as far as he can,

. The role of the Government is to provide an atmosphere
In which the American people can flourish,

C-248



It is that purpose that led the President to set in
motion the actions of August 15 of last year, Those were
attempts to meet the problems of the American economy and
to renew its ability to lead the world,

The role of government was to recognize the changing
conditions of the world. Only a few short years ago, we
had the unbeatable advantage of superior technology and
hurtling innovation. We were the world's pre-eminent
economic power,

But suddenly we have companions. There are at least
three great economic powers today: the United States,
Japan, and Western Europe. In the not distant future, we
can expect Russia and China to join the list,

In these circumstances the role of the Government
is to discern the conditions that have weakened us and to
act to clear them away. The Nation expects that of us.,

I do not need to catalog for this audience every
action the President has taken to right the economy in the
last half year. But we are making every effort to insure
that American labor and industry are not at a disadvantage in
competing in the world economy.,

-- We have been able to obtain fair and reasonable
exchange rates,

=- We are attempting to change the rules of trade .
to obtain fair treatment for American products
throughout the world,

-- We will halt the inflationary spiral so that
Price increases will no longer occur at such a

rapid pace that American products cannot compete
at home or abroad.

-- We have provided incentives to create more jobs
by encouraging American businesses to invest in
more modern plants and equipment,

We have provided tax incentives to encourage

American companies using American labor to export
American products throughout the world,
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-= We will provide funds to stimulate research and
the development of new products and new technology.

-- We will continue to act to insure fair treatment
for American products and American businesses.

Beyond those efforts,when we found our policy toward
expropriating nations had failed to insure fair treatment of
American companies, we produced a new policy,

We are studying our antitrust laws to decide whether
they are so restrictive as to restrain American cocmpanies
from competing effectively abroad. If they are, we will try
to change them,

That is the place government policy occupies in our
economic system and in the 1life of the Nation,

However important, it is a restricted place, The
power of government is limited. And hopefully, will remain so.

In the first place, the Government's policies must be
founded on a clear insight into our problems. We cannot,
for example, solve this nation's economic problems by passing
legislation to build a wall of protection around America. Nor
can the Government alone make American products more competitive.

In the second place, it is American work and enterprise
that have led this Nation so far. We will continue to succeed
only if the American people want to carry on with the task,

-- Innovation must flow from the people themselves.

-- Organizations must be built by the people,

== Productive work must be the people's ambition.

To set the conditions for a rich and dynamic national
life, America must rely on the voluntary, disciplined effort

of men and their associations that has characterized her since
the settlements at Jamestown and Plymouth.
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Only people have dreams and ideals and inspiration,
Government is a vehicle through which they have expressed
them. If people have no dreams, if people have no faith,
if people have no inspiration, then government can only
become a parasitic instrument of stagnation.

To be honest, I cannot say with utter certainty
what form this Nation that these generations of American have
brought to maturity will take by 1990. We are discussing the
future at one of those rare moments in our history when a
great many critics question the future character of the Nation,

We are passing through a time of feverish action and
criticism. You all know the divisions among the people in
the recent past. You have all heard the profound doubts
that a few have attempted to cast on the future.,

Many of our institutions are in upheaval. The school
system is wracked by the problems of busing and the decisions.
about the property tax. Reapportionment problems have state
governments in an uproar. The relations of management and
labor -- especially in the public sector -- lurch from crisis
to crisis, On the West Coast, shipping is crippled by a dispute
that is difficult to settle, but it is only the latest round.

We are alarmed over the environment, It almost seems
as though someone reports another species of plant or animal

nearing extinction every day, Can we build pipelines?
Can we drive our cars?

The automobile industry is beset with problems of safety,

pollution, and Japanese ingenuity, And where do you find
a mechanic, anyway?

People have expressed to me grave uncertainty about
our future,
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-- There is concern about our ability to live
peacefully in a changing world,

-- There is concern about our ability to remain
productive without ravaging our natural resources,

-- There is concern about our ability to manufacture
products that are safe,

-- There is concern about our ability to educate our
children,

-- There is concern about our ability to compete
effectively in a dynamic world economy.,

-- There is concern about our ability to enable all
our citizens to live without poverty and with
human dignity.,

-- There is concern about our ability to govern our-
selves,

These are indeed grave matters., They deserve our
highest attention. When a nation fails to concern itself
with matters such as these, it will soon cease to exist,

There can be no question but that we have problems.
But they are no greater in degree than those human society
has always faced. There will always be problems, But we have
addressed our problems in the past and we will meet them in
the future,

In today's world, we have become so sophisticated,
primarily because of the impact of television, that problems
are communicated to the nation instantaneously. Observers
and commentators can provide instant analysis. But we have
never been able to resolve problems instantaneously, and
we should not expect to be able to. Solutions to difficult
problems must be worked out.
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You must remember that the resolution of difficulties
in a nation of more than 200 million can only take place
through thousands and even millions of changes over time,
Our policies must be allowed to work in the dimension of time
as well as those of space.

It is far easier to dramatize problems than to solve
them, The people of this nation have come to expect drama
and in many cases to react only to drama. As our society
has become more mobile and our methods of communication more
rapid, even our drama has had to be exaggerated to have an
impact. Thus we have had violence in the cities, and in
the schools, and on the streets to dramatize certain conditions.
During the past few years, we seem to have recognized the
futility of this course of action and these disruptions have
subsided. But all too often we have reached for symbols rather
than for progress,

I can offer one example of an issue whose full
implications deserve to be worked out in the public mind;, That
is the notion of Zero Net Growth,

Simply stated, the idea is to stop the growth of the
Gross National Product. It has a growing number of devotees,
They insist that ending growth would help save the environment
and turn us away from materialism.

But when you follow out the implications of this
prescription, you will find it a misguided remedy.

Never has growth been more important., You can never
feed the poor or ease the lives of the wage-earning families,
ameliorate the problems of race or solve the problems of
pollution, without real growth,

We can choose to turn away from growth. Other societies
have. They lack heating and plumbing., They lack child care

and education., They are static; pleasant for a few, perhaps,
but choked and miserable for most of their people,

Recently 1 traveled to a beautiful island to talk about
monetary affairs., And I saw something there that was
magnificent in its beauty., An artist's dream of a landscape.



Pastures rimmed with rock walls, put there lovingly by
hand without mortar, free-standing rock walls, That
island people has been in existence for 400 years -- with
76 inches of rainfall a year, wildflowers growing in

abundance, wild roses growing along every road, beautiful to
behold.

I looked at these beautiful white stucco houses
with the red tile roofs and I thought how wonderful it was.,
And I began to drive through the villages and I asked about
them. And of all the islands and of all the villages,
only two of these lovely villages have our modern conveniences,
The rest have no indoor plumbing. They have no bathroom
facilities, They have no electricity. They have no
running water. They have a central fountain in the village,
and these people live on 160 dollars a year annual income --
$160 a year. Yet their development, their founding,
pre-dates the United States of America.

Why should we be apologetic for what we have done?
Name anybody, anywhere, anyplace on the face of this
earth that has done as much. Why should we want to turn
our backs on it? Sure we admit frailty. Sure we admit
weakness. Yes we have a lot to do, and we ought to set
about doing it., But we have done so much.
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What ought to be done about the plethora of ideas and
programs like zero net growth that swirl around us in these
times?

First, we ought to welcome honest criticism. Faults
should be remedied. Out of the struggle of opinions, we can
decide for ourselves the best way.

The idea of full -- even overfull -- debate on public
issues is part of the rich heritage of this system.

Second, we need to join these debates. Too many of those
who represent the highest achievements of this Nation duck
their heads and concern themselves with their own narrow
problems.

We must reject such popular dogmas as those that call
for a halt in American economic advancement.

We must not allow our expanded leisure time to lull us
into becoming smug and complacent.

We must not become slothful in our work.

We must not allew a spirit of greed to dominate our
national life,

We must not sit back and expect our Government to cure
our nation's ills.

Each of us must rededicate himself to strive for national
greatness through practical methods.

We must turn to this task with resolution and without
hesitation,

Testify anywhere they will ask you about the strengths
of this Nation and the market economy. Talk about the
achievements of your wunions and your companies, which are
the envy of the world. Explain the power that the sober,
well-trained, hard-working American lends to your enterprise.

And go beyond that. Steep yourself in the issues of the

day. Challenge the dreary assertions of those who deny that
we can build a future out of our past.
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If the millions of people of this Nation will put some
of their vigor into the daily duties of the citizen, T will
have no uncertainty about the future.

This Nation was founded nearly 200 years ago in a period
of turmoil with great energy and with grest optimism. Nearly
a century later we dissolved in civil war. But we were reknit
and went on to greatness. During this century we have fought
two World Wars and survived a Depression. We have produced
great literature and great art. We have had soldiers,
philosphers, and leaders who will compsare well with those of
any civilization. This is our heritage.

And today, of all the nations in the free world, we alone
have had the capacity and the ability. to provide military-leader-
ship. We alone have had the capacity and the ebility to provide
political leadership. We slone hsve had the cspacity and the

ability to provide economic leadership. This, too, is our
heritage.

We can never stand still. We must sdjust to changing
circumstances, to new complexities, and to new challenges.
To shrink from this obligation would be to fail not only as
a system of government, nor even as a nation. It would be to
lose the foundation for the liberty &nd security of this
generation, and those that follow.

The government of 1990, as much as the government of
today, can only mirror its people =-- their dreams, their

inspirations, their dedication, their soaring ideals, their
spirit.

Without these dreams, without this spirit, we can expect
nothing but a government of oppression, a government of
mediocrity, a government of stagnation.

Have the sands of time drained us of our greatness?
I do not believe it. I will never believe it. I am
eager to step into the future.

o0o



UNITED STATES SAVI!GS BONDS ISSUED AG REDEENED THRoUgH — Jenuary 31, 1972

(Doller amounts in millions — rounded and will not necesserily add to totals)

T oescaierion avount issueo ¥/ | AVOUNT T BURRNT oo [ o UTSTANRINE
TAURED
MAgelrJiEs A-1935 thru D-1041 | 5,003 4,998 5 10
" geries F and G-1941 thru 1952 29.521 29,49l % .09
series J and K-1952 thru 1957 | 3.754 3.743 10 .27
UNMATURED
seties EY
1941 1,909 1,714 195 10.21
1942 8,419 7,557 862 10.24
1943 13,53&- 12318[# 13350 9.97
1944 15,800 1,15 1,656 10.48
1945 12,434 10,979 1,455 11.70
1946 5,659 L,836 824, ;.56
1947 5,386 L,465 921 17.10
1948 5,580 4,547 1,034 18,53
1949 5,530 4,429 1,101 19.91
1950 | L,8L7 3,830 1,017 20.98
1951 4,192 3,311 881 21.02
1952 4,389 3,444 945 21.53
1953 : 5,019 3,863 1,156 23,03
1954 5,118 3,88l 1,237 24,17
1935 5,334 L ,000 1,334 25,01
1956 5’157 3,833 1,321+ 25-67
1957 4,862 3,561 1,300 26.7L
1958 4,753 3,381 1,372 28.87
1959 4,458 3,129 1,329 29.81
1960 L,479 3,046 1,434 32.02
1961 4,557 2,966 1,591 34.91
1962 4,422 2,787 1,635 36.97
1963 4,956 2,920 2,036 41.08
1964 5,821 2,833 1,988 41,24
1965 4,703 2,760 1,943 41.31
1866 5,071 2,838 2,232 44,01
1967 5,022 2,781 2,241 L .62
1968 L ,766 2,551 2,215 L6.48
1969 L,475 2,246 2,229 49.81
1970 4,671 1,933 2,738 58,62
1971 4,851 1,122 3,729 76.87
Unclassified 377 384 -7 -
Total Seties E 179, 553 132,256 L7 297 26.34
Series H (1952 thru May, 1959 ¥ | 5,485 3,841 1,64 29.97
H (June, 1939 thru 1971) 8,178 2,63¢ 5,543 £7.78
Total Series H 13,663 6,476 7,187. 52.60
Total Series E and H 193,216 138,733 54,484 28.20
Total matured —_ | 38,277 38,236 L2 .1l
All Series { Tota! unmatured | 193,216 138,733 54,48 28.20
—__ \Grand Total 231,494 176,968 5k, 525 23.55

/ Includes accrued Jis

coune,

c'lre
n .
tredemptisn vatua.

At optj s .
Ption of owner Londs may be h2!d and will earn intersst for additiona! periods after original maturity dates.

Form PD 3312 (Rev. Mar. 1971) = Dept. of the Treasury — Bureau of the Public Debe




The Department of the TREASURY MEW]&S

WASHINGTON, D.C. 20220 TELEPHONE W04-2041

MEMORANDUM TO CORRESPONDENTS: February 8, 1972

Attached is a letter delivered today to the
President of the Senate which transmits a proposed
bill to impose a tax on emissions of sulphur into
the atmosphere., A similar letter was delivered

to the Speaker of the House. Also attached is a

copy of the bill,

o0o
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THE SECRETARY OF THE TREASURY
WASHINGTON, D.C. 20220

FEB 81972

Dear Mr. President:

There is transmitted herewith a proposed bill, "To promote the abaterent
of atmospheric sulphur pollution by the imposition of a tax on the emission
of sulphur into the atmosphere,.and for other purposes.”

In his Environmental Message of February 8, 1971, the President o5s2rved
that sulphur oxides are among the most damaging air pollutants, ctosting society
billions of dollars annually in terms of human health, vegetation, and prcperty.
At that time the President stated that a charge on emissions of sulphur into
the atmosphere would be a major step in applying the principle that the costs
of pollution should be included in the price of the product. The Presicent
also stated that legislation to this end would be submitted to the Congress
upon the completion of studies underway in the agencies most directly con-
cerned. The Treasury Department, the Council on Environmental Quality, and
the Environmental Protection Agency have completed their studies on this
concept and have developed the details of sulphur oxides emissions charge,
incorpcrated in the enclosed draft.

The proposed bill would provide for a tax, beginning with calendar year
1976, on the emissions of sulphur into the atmosphere. The tax would bs
imposed directly on the sulphurous emissions of those sources large encugh
to measure and monitor their emissions. Small emitters, who do not have
facilities to measure or monitor emissions, would pay tax on the sulphur
content of their fuel purchases.

The tax rate would be 15 cents per pound of sulphur emitted into the
atmosphere, with reductions in or exemptions from the rate applicable in cer-
tain sulphur tax regions as determined by the Administrator of the
Environmental Protection Agency. The tax would be reduced to 10 cents in
regions where it was demonstrated that there was no violation of the national
primary ambient sulphur oxide air standard on an average basis during tne
preceding calendar year. There would be no tax in regions where it was
derponstrated on the same basis that there was no violation of either national
primary or secondary ambient sulphur oxide air standards.

Pursuant to the Clean Air Act Amendments of 1970, national ambient
Stqndards have been set for six major air pollutants, including sulphur
oxides. States are required to develop implementation plans to achieve
these standards within three years. Enforcement at all levels of government
my be hampered by debate over technical feasibility and commercial
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availability of control technology for sulphur oxides. This sulphur oxides
tax will stimulate industry to develop and install control technology and
use cleaner fuels as quickly as possible in order to minimize the tax
lability. It will stimulate prompt compliance with ambient standards

and reduce the need for ad hoc enforcement actions.

The sulphur oxides charge in no way compromises the air qua'tity
standards of the Clean Air Act. In all cases, the development of effective
state regulatory programs and implementation plans will be required, and
where the charge is insufficient to achieve the standards, regulatory
authority will assure that the standards are met. Together, the sulphur
oxides charge and existing regulatory authority provide a powerful mechanism
to achieve air quality objectives. '

A general explanation of the proposed bill and its background also are
enclosed. A similar letter is being sent to the Speaker of the House of
Representatives.

The Department has been advised by the Office of Management and Budget
that enactment of the proposed legislation would be in accord with the
program of the President.

_Sincerely yours,

The Honora! 1e

Spiro T. Agnew

President of the Senate
Washington, D. C. 20510

Enclosures



A BILL

To promote the abatement of atmospheric sulphur pollution
by the imposition of a tax on the emission of sulphur into
the atmosphere, and for other purposes.

Be it enacted by the Senate and the House of Represente-

tives of the United States of America in Congress assembled,

SECTION 1. SHORT TITLE, ETC.

(a) Short Title.--This Act may be cited as the "Pure
Air Tax Act of 1972",

(b) Amendment of 1954 Code.--Except as otherwise expressl
provided, whenever in this Act’ an amendment is expressed in
terms of an amendment to a section or other provision, the
reference shall be considered to be made to a section or
other provision of the Internal Revenue Code of 1954.

SEC. 2. TAX ON SULPHUR EMISSIONS AND THE SULPHUR CONTENT OF
FUELS.

(a) Imposition of Tax.--Chapter 39 (relating to regula-
tory taxes) is amended by adding at the end thereof the
following new subchapter:

| "Subchapter F - Environmental Quality Taxes.
"Sec. 4891. Sale of sulphurous fuels.

"“Sec. 4892. Sulphur emissions by processors and
registered taxpayers.
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"Sec. 4893, Additional tax imposed upon sales of
sulphurous fuels and sulphur emissions.
"Sec, 4894. Definitions, registration, and special rules.
4891. SALE OF SULPHUROUS FUELS.

"(a) Imposition of Tax.--There is hereby imposed a tax at

the rate specified in subsection (b) upon each pound of sulphur

contained in a sulphurous fuel sold by a registered taxpayer

during any calendar year beginning after 1975.

tion

"(b) Rate of Tax.--

"(1) In general.--Except as provided in paragraph
(2), the tax imposed by subsection (a) shall be 15 cents
per pound of sulphur contained in a sulphurous fuel.

"(2) Special rule.--With respect to the sulphur
content of any sulphurous fuel sold during a calendar year
for ultimate use in a sulphur tax region which is determined
by the Administrétor of the Environmental Protection Agency
to be a Class II sulphur tax region for the preceding
calendar year, the rate of tax imposed by subsection (a)
shall be 10 cents per pound of sulphur contained in a
sulphﬁrous fuel.

"(¢) Exemptions.--No tax shall be imposed under subsec-
(a) in respect of:

"(1) Sale for use in certain sulphur tax regiomns.--
Sulphur contained in a sulphurous fuel sold during a
calendar year for ultimate use in a sulphur tax region

which is determined by the Administrator of the Environmental
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Protection Agency to be a Class III sulphur tax region
for the preceding calendar year.

"(2) Sale to registered taxpayer.--Sulphur contained
in a sulphurous fuel sold to a person who is a registered
taxpayer.

"(3) Sale for nonfuel use.--Sulphur contained in
a sulphurous fuel sold for a nonfuel use including, in
accordance with regulations prescribed by the Secretary
or his delegate, such products derived from fuels as are
customarily uséd for nonfuel use.

"(4) Sulphurous fuels exported.--Sulphur contained
in a sulphurous fuel sold for export or for resale by the
purchaser for export. This paragraph shall not apply to
the sale of a sulphurous fuel unless, within 6 months
after the date of the sale by the registered taxpayer
(or, if earlier, on the date of shipment by the registered
taxpayer), the registered taxpayer receives satisfactory
proof that the fuel has been exported. |

"(5) Sale for use in motor vehicles.--Sulphur
contéined in a sulphurous fuel sold for use in a
motor vehicle.

"(6) Sale for use as supplies for vessels or aircraft.-
Sulphur contained in a sulphurous fuel sold for use by the

- purchaser as supplies for vessels or aircraft.



"(d) Floor Stocks Tax.--

"(1) 1In general.--There is hereby imposed a floor
stocks tax on the sulphur content of sulphurous fuel
held by a person who ceases to be a registered taxpayer.
The tax shall be imposed at the rate which would apply
under subsection (b) if the floor stocks were sold by
such person for ultimate use in the sulphur tax region
where they are located at the time he ceases to be a
registered taxpayer.

"(2) Special rules.--Paragraph (1) sﬁall not apply
if the sulphur content of sulphurous fuel held by the
person at the time he ceases to be a registered taxpayer

is less than 2,000 pounds of sulphur.

"SEC. 4892. SULPHUR EMISSIONS BY PROCESSORS AND REGISTERED
TAXPAYERS.

"(a) Imposition of Tax.--There is hereby imposed a tax
at the rate specified in subsection (b) upon each pound of
sulphur emitted into the atmosphere--

"(1) by a registered taxpayer, or
"(2) by a processor (other than as the result of
the combustion or distillation of sulphurous fuel),
during any calendar year beginning after 1975.

"(b) Rate of Tax.--

“(1) In general.--Except as provided in paragraph

(2), the rate of tax imposed by subsection (a) shall be

15 cents per pound of sulphur emitted into the atmosphere.



-5 -

"(2) Special rule.--With respect to the sulphur
emissions during a calendar year in.a sulphur tax region
which is determined by the Administrator of the Environ-
mental Protection Agency to be a Class II sulphur tax
region for the preceding calendar year, the rate of tax
imposed by subsection (a) shall be 10 cents per pound of
sulphur emitted into the atmosphere.

"(c¢) Exemption.--No tax shall be imposed under subsec-
tion (a) in respect of sulphur emissions during a calendar year
in a sulphur tax region which is determined by the Administrator
of the Environmental Protection Agency to be a Class III sulphur
tax region for the preceding year.

"SEC. 4893. ADDITIONAL TAX IMPOSED UPON SALES OF SULPHUROUS
FUELS AND SULPHUR EMISSIONS.

"(a) Imposition of Tax.--In addition to the tax imposed
under sections 4891 and 4892, there is hereby imposed a tax
at the rate specified in subsection (b) upon--
"(1) Registered taxpayers.--The number of pounds by
which the sum of--

l"(A) the pounds of sulphur contained in
sulphurous fuel sold by a registered taxpayer for
ultimate use in a sulphur tax region, and

"(B) the pounds of sulphur emitted into the

atmosphere in such region by such person, or
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"(2) Processors.--The number of pounds of
sulphur emitted into the atmosphere in a sulphur tax
region by a processor (other than as the result of the
combusiion or distillation of a sulphurous fuel),
during any calendar year beginning after 1975, which exceeds
the net base pounds of sulphur of such processor or registered
taxpayer for such sulphur tax region for the preceding
calendar year. The amount determined under paragraph (1) (A)
shall not include pounds of sulphur contained in sulphurous
fuel sold by a registered taxpayer to another registered
taxpayer.

"(b) Rate of Tax.--The rate of tax imposed by sub-
section (a) shall be--

“(1) 5 cents per pound of sulphur contained in
sulphurous fuel sold for ultimate use in, or emitted
into the atmospheré in, a sulphur tax region which is
a Class I sulphur tax region for the calendar year
and was a Class II sulphur tax region for the pre-
ceding calendar year,

"(2) 10 cents per pound of sulphur contained in

sulphurous fuel sold for ultimate use in, or emitted

into the atmosphere in, a sulphur tax region which is
a Class II sulphur tax region for the calendar year

and was a Class III sulphur tax region for the pre-

ceding calendar year, or



-7 -

"(3) 15 cents per pound of sulphur contained
in sulphurous fuel sold for ultimate use in, or
emitted into the atmosphere in, a sulphur tax region
which is a Class I sulphur tax region for the
calendar year and was a Class III sulphur tax region
for the preceding calendar year.
"(c) Definitions.--For purposes of this section--
(1) Base Pounds of Sulphur.--The term 'base
pounds of sulphur' means the sum of the pounds of
sulphur contained in sulphurous fuel sold for ultimate
use in, and the pounds of sulphur emitted into the
atmosphere in, a particular sulphur tax region during

a calendar year by a processor or a registered taxpayer.

"(2) Net Base Pounds of Sulphur.--The term
'net base pounds of sulphur' means the base pounds
of sulphur for the calendar year--
"(A) increased by transfers of such pounds
to the processor or registered taxpayer from
other processors and registered taxpayers in the

same sulphur tax region, and
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"(B) decreased by transfers of such
pounds by the processor or registered taxpayer
to other processors and registered taxpayers
in the same sulphur tax region.
Transfers of base pounds of sulphur shall be made in
accordance with regulations prescribed by the
Secretary or his delegate.
"SEC. 4894. DEFINITIONS, REGISTRATION, AND SPECIAL RULES.
"(a) Definitions.--For purposes of this subchapter:
"(1) Sulphurous fuel.--The term 'sulphurous
fuel' means any natural or manufactured substance, in
a raw state or after processing, which is suitable for
use as a combustible fuel directly or after processing,
and which contains at least one-tenth of a pound of
sulphur, in elemental or compound form, per million

BTU's of heat content.
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"(2) Dealer in sulphurous fuel.--The term 'dealer
in sulphurous fuel' means any person who customarily pur-
chases, produces or imports sulphurous fuel in amounts
exceeding 100,000 million BTU's of heat content per year
and customarily sells at least 25 percent of such fuel.
For purposes of this paragraph, the production of a fuel
includes extraction from a mine, well or other natural de-
posit or the manufacture of any fuel using natural or manu-
factured material. |

"(3) Producer-User of sulphurous fuel.--The term
'producer-user of sulphurous fuel' means any person who
customarily produces or imports sulphurous fuel in amounts
exceeding 100,000 million BTU's of heat content per year,
at least 75 perﬁent of which is used by such person. For
pﬁrposes of this paragraph, the production of a fuel in-
cludes extraction from a mine, well or other natural
deposit or the manufacture of any fuel using natural or

manufactured material.

"(4) Emission.source.--The term 'emission source'
means any point source (as defined by regulations
Prescribed by the Secretary or his delegate for purposes
of this section in concurrence with the Administrator

of the Environmental Protection Agency) of sulphur

oxides emissions.
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"(5) Purchaser of sulphurous fuel.--The term
'purchaser of sulphurous fuel' means any person who cus-
tomarily purchases salphurous fuel in amounts exceeding
100,000 million BTU's of heat content per year, at least
75 percent of which is used by such person.

"(6) Registered taxpayer.--The term 'registered

taxpayer' means a person who has registered as provided

under subsection (b).

¥(7) Processor.--The term 'processor' means an
emission source which would not be classified as such
solely by reason of its sulphur oxides emissions derived

from the combustion or distillation of sulphurous fuel.

"(8) Sulphur tax region.--The term 'sulphur tax
region' means an air quality control region or a portion
of an air quality control region which is subdivided in
accordance with the provisions of subsection (d) (1).

"(9) Class I sulphur tax region.--The term 'Class I
sulphur tax region' means any sulphur tax region which is
not certified to be a Class II or III sulphur tax region
by the Administrator of the Environmental Protection Agency.

"(10) Class II sulphur tax region.--The term 'Class II
sulphur tax region' means any sulphur tax region which is
certified by the Administrator of the Environmental Pro-

tection Agency to be a Class II sulphur tax region.
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"(11) Class III sulphur tax region.--The term
'Class III sulphur tax region' means any sulphur tax
region which is certified by the Administrator of the
Environmental Protection Agency to be a Class III sulphur
tax region.

"(12) Air quality control region.--The term 'air
quality control region' means a region designated in
accordance with the provisions of section 107 of the Clean
Air Act, as amended and supplemented (42 U.S.C. 1857c-2).

"(13) Nonfuel use.--The term 'nonfuel use' means a
use of a sulphurous fuel in which no product derived from
such fuel is released into the atmosphere.

"(14) Supplies for vessels or aircraft.--The term
'supplies for vessels or aircraft' shall have the same
meaning as set forth in section 4221 (d) (3).

"(b) Registration.--

"(1) Dealer in sulphurous fuel.--Any person who is
a dealer in sulphurous fuel shall be required to register
(in accordance with regulations preséribed by the Secretary
or his delegate) for a calendar year if, during any one of
the five calendar years preceding the taxable year, such
person--

“(A) purchased, imported or produced sulphurous
fuel containing more than 250,000 million BTU's of

heat content, or
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"(B) emitted more than 1,000 tons of sulphur
into the atmosplere.

"(2) Producer-User of sulphurous fuel.--Any person
who is a producer-user of sulphurous fuel shall be required
to register (in accordénce with regulations prescribed by
the Secretary or his delegate).

"(3) Emission source.--Any person (other than a pro-
cessor) who operates or maintains an emission source during
any calendar year beginning éfter 1974, shall be required to
register (in accordance with regulations prescribed by the
Secretary or his delegate) on or before January 1 of the
succeeding calendar year.

"(4) Optional registration.--Any person who is a
dealer in sulphurous fuel or a purchaser of sulphurous fuel
who establishes (in accordance with regulations prescribed
by the Secretary or his delegate) that he is capable of
measuring the sulphur content of sulphurous fuel sold or
used by him, méy register as a dealer in or purchaser of
sulphurous fuel.

"(¢) Attribution of Emissions.--For purposes of sections
4892 and 4893, emissions are taxable at the rate applicable to
the sulphur tax region in which such emissions occur except

that any emission which is certified by the Administrator of



the Environmental Protection Agency to contribute to a viola-
tion of the national ambient sulphur oxides air standards (as
prescribed in accordance with the provisions of section 109 of
the Clean Air Act, as amended and supplemented (42 U.S.C.
1857c-4)) in another sulphur tax region shall be treated as
emitted in the other sulphur tax region if the tax resulting
from such treatment is greater.

"(d) Designation and Classification of Sulphur Tax
Regions.--For purposes of this subchapter--

"(1) Designation.--

"(A) General rule.--Except as provided in sub-
paragraph (B), each air quality control region shall
be a sulphur tax region.

"(B) After consideration of petitions from the
Governor of each State'héving territory within a par-
ticular air quality control region, the Administrator
of the Environmental Protection Agency may divide
such region into two or more sulphur tax regions if
he deems such division appropriate. Such petitions
shall be supmitted in accordance with regulations pre-
scribed by the Administrator of the Environmental
Protection Agency.

"(2) Classification of sulphur tax regions.--A sulphur
tax region shall be designated by the Administrator of the

Environmental Protection Agency for a calendar year as--
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"(A) a Class I sulpnur tax reglo if such region
is not designated a Class IIL or III sulphur tax region,
"(B) a Class II sulphur tax region if the
Governor of the State wherein such region is located
demonstrates (in accordance with regulations prescribed
by the Administrator of the Environmental Protection
Agency) that there was no violation of the national
primary ambient sulphur oxides air standard within such
region on an average basis during the calendar year, or
"(C) a Class III sulphur tax region if the
Governor of the State wherein such region is located
demonstrates (in accordance with regulations prescribed
by the Administrator of the Environmental Protection
Agency) that there was no violation of the national
primary or secondary ambientvsulphur oxides air
standards within such region on an average basis during
the calendar year.
"(e) Measurement of Emissions.--For purposes of sections
4892 and 4893, taxable emissions resulting from the combustion
or processing of sulphurous fuels or the smelting of ores may be
estimated in accordance with regulations prescribed by fhe
Secretary or his delegate in consultation with the Administrator

of the Environmental Protection Agency.
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"(£) Controlled Group of Corporations.--For purposes of
this subchapter, a controlled group of corporations shall be
treated as a single person and the term 'controlled group of
corporations' shall have the same meaning assigned to such term
by section 1563 (a) except that 50% shall be in lieu of 80%
wherever such percentage appears therein.

"(g) Cross Reference.--For penalties and other general
and administrative provisions applicable to this subchapter,
see subtitle F."

(b) Refunds of the Tax Imposed Upon the Sulphur Content
of Sulphurous Fuels.--Subchapter B of Chapter 65 (relating to
rules of special application) is amended by adding at the end
thereof the following new section:

"SEC. 6428, SULPHUR CONTENT OF SULPHUROUS FUELS EXPORTED,
SOLD TO A REGISTERED TAXPAYER OR USED FOR
NONFUEL USES.

"(a) General Rule.--The tax paid under section 4891 on
the sulphur content of a sulphurous fuel shall be deemed to be
an overpayment by the person who paid such tax if such fuel is
exported, sold to a registered taxpayer, or used by the ultimate
purchaser for a nonfuel use. The amount deemed to be an over-
Payment shall be based upon the sulphur content of such fuel
at the time the fuel is exported, sold to a registered taxpayer,
or used for a nonfuel use. The tax paid on the sulphur content of
a sulphurous fuel which has been exported may be refunded to the
exporter thereof, if the person who paid the tax waives his claim

to such amount.
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"(b) Condition of Allowance.--No credit or refund of any
overpayment to the person who paid the tax on the sulphur
content of a sulphurous fuel shall be made unless such person
establishes, under regulations prescribed by the Secretary or
his delegate, that he--

"(1) has not included the tax in the price of the
fuel with respect to which it was imposed and has not
collected the amount of the tax from the person who purchased
such fuel;

“(2) has repaid or agreed to repay the amount of the
tax to the purchaser or exporter of the fuel; or

"(3) has obtained the written consent of such purchaser
or exporter to the allowance of the credit or the making
of the refund.

"(¢) Definitions.--

"(1) Sulphurous fuel.--As used in this section, the
term 'sulphurous fuel' shall have the same meaning as set
forth in section 4894 (a) (1).

"(2) Nonfuel use.--As used in this section, the term
'nonfuel use' shall have the same meaning as set forth in

section 4894 (a) (13).
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"(3) Registered taxpayer.--As used in this
section, the term 'registered taxpayer' shall have

the same meaning as set forth in section 4894 (a) (6).

"(d) Credit Against Tax Imposed by Section 4891.--A
credit may be allowed against the tax imposed under sec-
tion 4891, which is due on any subsequent return, for an
amount equal to the payment authorized under this section.

"(e) Exempt Sales.--No amount shall be payable under
this section with respect to the sulphur content of a
sulphurous fuel which the Secretary or his delegate deter-
mines was exempt from the tax imposed by section 4891l.

"(f) Regulations.--The Secretary or his delegate may
by regulations, not inconsistent with the provisions of
this section, prescribe the conditions under which payments
may be made under this section, the amount to which any
person is entitled under this section with respect to any
period; or the amount which may be treated by such person
as an overpayment which may be credited against the tax

imposed by section 4891."
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(¢) Clerical Amendments, etc.--

(1) The table of subchapters for chapter 39 of sub-
title D is amended by adding at the end thereof the fol-
lowing new subchapter:

"Subchapter F. Envirommental Quality Taxes'.

(2) The table of sections for subchapter B of
chapter 65 is amended by adding at the end thereof the
following:

"Sec. 6428. Sulphur content of sulphurous fuels exportec,
sold to a registered taxpayer, or used
for nonfuel uses."

SEC. 3. STATE TAXATION OF SULPHUR CONTENT OF SULPHUROUS FUELS.
Nothing in this title or in any other law of the United
States shall prevent the several States from taxing the sulphur

content of sulphurous fuels.
SEC. 4. EFFECTIVE DATE.
Except as otherwise expressly provided, the amendments

made by this Act shall take effect on the day after the date

of enactment of this Act.



TheDepartmentoftheTREASURy MEW%

WASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE February 8, 1972

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

§ 4,200,000,000, or thereabouts, for cash and in exchange for Treasury
bills maturing February 17, 1972, in the amount of $3,900,865,000,
as follows:

91 -day bills (to maturity date) to be issued February 17, 1972,

{n the amount of $ 2,400,000,000, or thereabouts, representing an
additional amount of bills dated Novenber 18, 1971, and to mature
Moy 18, 1972 (CUSIP No. 912793 NB8 ), originally issued in
the amount of §$1,601,925,000, the additional and original bills to be
freely interchangeable.

182 - day bills, for $ 1,800,000,000, or thereabouts, to be dated
February 17, 1972, and to mature August 17, 1972

(CUSTP No. 912793 NZ5). '

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 jin bearer form only, and in denominations of $10,000,

§15,000, $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, February 14, 1972. Tenders will not be received
at the Treasury Department, Washington. Each tender must be for a
mnimum-of $10,000. Tenders over $10,000 must be in multiples of
$5,000. In the case of competitive tenders the price offered must be
éxpressed on the basis of 100, with not more than three decimals,
€.8., 99.525. 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
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submit tenders except for their own account. Tenders will be receive
without deposit from incorporated banks and trust companies and from
responsible and recognized dealers in investment securities. Tenders
from others must be accompanied by payment of 2 percent of the face
amount of Treasury bills applied for, unless the tenders are accompan

by an express guaranty of payment by an incorporated bank or trust
company., .

Immediately after the closing hour, tenders will be opened at th
Federal Reserve Banks and Branches, following which public announcemer
will be made by the Treasury Department of the amount and price range
cf accepted bids. Only those submitting competitive 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 decimal
of accepted competitive bids for the respective issues. Settlement fc
accepted tenders in accordance with the bids must be made or completed
at the Federal Reserve Bank on February 17, 1972,
in cash or other immediately available funds or in a like face amount
Treasury biils maturing February 17, 1972. Cash and exchange tende
will receive equal treatment. Cash adjustments will be made for
differences between the par value of maturing bills accepted in
exchange and the issue price of the new bills.

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 considered to accrue when the bills are sold, redeemed or otherwise
dispused of, and the bills are excluded from consideration as capital
assets. Accordingly, the owner f Treasury bills (other than life
insurance ccmpanies) issued hereunder must include in his income tax
return, as crdinary gain or loss, the difference between the price paid
for the bills, whether on original issue or on subsequent purchase, and
the amcunt actually received either upon sale or redemption at maturit
during the taxable year for which the return is made.

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 or Branch.

o0o
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WASHINGTON, B C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE

February 8, 1972

TREASURY ANNOUNCES INCREASE IN AMOUNT OF WEEKLY BILLS

The Treasury today announced plans to raise additional
cash by increasing the amounts of its regular weekly bill
auctions.

The three-month bills will be increased $100 million
and the six-month bills will be increased $éOO million,

beginning with the auction of February 14 for bills to be

issued Febfuary 17.



FOR IMMEDIATE RELEASE February 9, 1972
MEMORANDUM FOR THE PRESS:

Attached is a draft bill to provide for
modification in the par value of the dollar.
Identical letters of transmittal, signed by
Secretary Connally, were sent to the President

of the Senate and the Speaker of the House,

o0o

Attachments



THE SECRETARY OF THE TREASURY
WASHINGTON 20220

FEB 9 1972

Dear Mr, President:

There is transmitted herewith a draft bill "To provide for a
modification in the par value of the dollar, and for other purposes,”

The proposed bill stems directly from the initiatives taken by
President Nixon on August 15 to strengthen the international economic
position of the United States. The suspension of convertibility of
dollars into reserve assets, and the temporary imposition of the 1O per-
cent import surcharge launched a series of intensive multilateral and
bilateral negotiations aimed at achieving fair and equitable exchange
rates and trading practices.

A significant breakthrough w.. achieved with the Smithsonian
Agreemeni on a multilateral x.aligment of currencies. After intensive
negotiations ti@ Group of Ten succeeded in reaching difficult decisions
on the approyriate relationship in the values of their currencies. The
result of this joint effort is an overall weighted average realignment
of approximately 12 percent in the currencies of other industrial
countries, excluding Canada.

It will take some time for the full impact oi’ the adjustment to
be felt. MHowever, the beneficial effects of the realignment on our
trade :nd balance of payments position should begin this year.

As part of the realignment, and to facilitate agrcement, the
United States agreed to remove the temporary import surcharge, apply
the Job Dcvelopment Credit to foreign produced goods, and to propose
legisleiinn to Congress to devalue the dollar by 8.57 percent to
$38.00 per ounce of gold following the talks on trade.

An agreement has now been reached with Jepan to remove or lover
certain barriers to United States exports, particularly those affecting
agricultural trade. Substantive agreements have also been reached with
the Europran Community, subject to final approvzl by its Council.
Regrettably, no agrcements have been reached with Canada. The United
States will seck appropriate means of reducing imbalances in trade
agreements with that country.



Japan has joined with us in a commitment to initiate and actively
support multilateral and comprehensive trade negotiations beginning
in 1973 and to solve more immediate problems within the context of
the GATT during 1972. The European Community is joining with the
United States in a similar commitment, subject to final approval by
its Council. The Administration will seek legislative authority
for the comprchensive trade negotiations.

Accordingly, legislation is now being submitted which would have
the effect of authorizing a medification in the par value of the
dollar. The Bretton Woods Agreements Act prohibits a change in the
par value of the dollar in the International Monetary Fund without

prior Congressional approval and the proposed legislation would grant
this approval.

The 8.57 percent change in the par value of the dollar will in-
crease by an equal percentage the value of the United States gold
stock and certain other assets. This par value change will also have
the consequence of requiring the United States to add 8.57 percent
to its dollar subscriptions to the international financial and lending
institutions in order to maintain the value of these subscriptions
in terms of gold. The maintenance of value provision works equitably
on all members and assures that contributions from all countries
maintain their original worth despite changes in relationships among
currencies. It also assures that we do not lose out through devaluation
in our share of the assets and voting power of these institutions. In
addition, certain other gains and costs reflecting foreign exchange
obligations will result from the change in par value. A report to be
submitted separately contains full details on all aspects of the in-
creases in assets and liabilities resulting from the change in par
value as well as the amounts of eppropriations to be requested to
maintain the value of international financial institution subscriptions.

The proposed legislation will make a significant contribution to
better balanced international economic relationships and to interna-
tional monetary stability. I urge prompt and favorable consideration
of this proposed legislation by the Congress.
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It would be appreciated if you would lay the proposed bill before
the Senate. An identical bill has been transmitted to the Speaker of
the House of Representatives.

Sincerely yours,

The Honorable /
fpiro T. Agnew

President of the Senate
Washington, D, C. 20510

Enclosures



DRAFT BILL

To provide for a modification in the par value of the dollar
' and for other purposes.

Be it enacted by the Senate and House of Representatives

of the United States of America in Congress assembled,

Section 1. This Act may be cited as the "Par Value
Modification Act."

Sec. 2. The Secretary of the Treasury is hereby authorized
and directed to take the steps necessary to establish a new
par value of the dollar of one dollar equals one thirty-eighth
(1/38) of a fine troy ounce of gold. When established such
par value shall be the legal standard for defining the
relationship of the dollar to gold for the purpose of issuing
gold certificates pursuant to section 14(c) of the Gold Reserve
Act of 1934 (31 U.S.C. 405Db).

Sec. 3. The Secretary of the Treasury is authorized and
directed to maintain the value in terms of gold of the holdings
of United States dollars of the International Monetary Fund,
the International Bank for Reconstruction and Development,
the Inter-American Development Bank, the International
Development Association and the Asian Development Bank to the
extent provided in the Articles of Agreement of such insti-
tutions. There is hereby authorized to be avpropriated, to
remain available until expended, such amounts as may be

necessary to provide for such maintenance of value.



Sec. 4. The increase in the value of the gold held by
the United States (including the gold held as security for
gold certificates) resulting from the change in the par value
of the dollar authorized by section 2 of this Act shall be

covered into the Treasury as a miscellaneous receipt.
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I.

Proposed Modification of Par Value of Dollar

Introduction

The Administration has proposed legislation authorizing
and directing the Secretary of the Treasury to take the
steps necessary to modify the par value of the dollar in
the International Monetary Fund, by an amount corresponding
to an increase of 8.57 percent, to $38.00 per fine troy
ounce, in the official value of gold, as agreed provisionally
in the Smithsonian Agreement of the Group of Ten on Decem-
ber 18, 1971. (This modification is equivalent to a reduc-
tion of approximately 7.89 percent in the value of the
dollar stated in terms of grams of gold per dollar, from
.888671 grams to .818513 grams.) The bill would also
provide for maintenance of the value of United States sub-
scriptions to international financial institutions. 1/

This report describes the Smithsonian Agreement,
the status of negotiations on related issues, and the
increases in U.S. assets and liabilities which will result
from the change in the dollar's par value. It also
discusses  briefly international monetary developments in
1971 and points out several issues for discussion in the
area of monetary reform over the longer term.

1/ Technical Annex 1 contains an explanation of the

proposed legislation.
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The Smithsonian Agreement and Related Negotiations on
Trade and Defense

The Smithsonian Agreement of the Group of Ten followed
a period of international monetary adjustment, involving a
generalized system of floating (but not freely floating)
exchange rates, during 1971. The Agreement consisted of
a series of interrelated measures designed to help resolve
palance of payments problems, tc restore more settled
conditions to the exchange markets, and to provide a frame-
work from which longer-term reform could evolve. It was
also agreed that discussions should be promptly undertaken
on measures for reform of the monetary system over the
longer term, and several areas of reform to which attention
should be directed were identified. 1/

The agreement on "near-term" issues comprised:

--a new pattern of basic exchange rate relationships
among the countries concerned;

--provisional arrangements to permit up to 2-1/4
percent margins of exchange rate fluctuation above
and below the new exchange rates;

--recognition that trade arrangements are a relevant
factor in assuring lasting equilibrium in the inter-
national economy;

--agreement by the United States to propose to the
Congress a suitable means for devaluing the dollar
in terms of gold as soon as a related set of short-
term trade expansion measures were available for
Congressional scrutiny; and

--agreement by the United States to suppress immediately
the 10 percent import surcharge and related pro-
visions of the Job Development Credit.

A. Exchange Rate Realignment

During the week following the Agreement, the Group of
Ten participants individually announced the exchange rates
and exchange rate policies to which they had agreed. The
Government of Canada announced that it would not immediately
set a new fixed rate for the Canadian dollar, but instead
would maintain temporarily a floating exchange rate and
would permit fundamental market forces to establish the ex-
change rate without intervention except as required to
maintain orderly conditions. Wider margins were adopted
by the other foreign members of the group. The changes,
and the new pattern of exchange rates for the U.S. dollar,
are summarized in the table below. Annex 3 provides
calculations of the average appreciation of certain foreign
currencies vis a vis the dollar.

1/ The text of the Communique issued at the conclusion of
the Smithsonian Agreement appears at Annex 2.
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TABLE 1

Percent Percent
Change Apre-
from IMF ciation Currency
Type Parity of Against Units
of April 30, U.S. Per Dollar

Country Rate 1971 3/ Dollar 5,6/ 014 New
Belgium Central 1/ +2.76 +11.57 SOBF 44, 8BF
Canada Float * * * *
France Par 0.00 + 8.57 O5.55FF 5.12FF
Germany Central +4.61 +13.57 3.66DM 3.22DM
Italy Central -1.00 + 7.48 625L 581.5L
Japan Central +7.66 +16.88 360¥% 308¥
Netherlands Central +2.76 +11.57 3.62G 3.24G
Sweden Central -1.00 + 7.49 5.17K 4.81K
Switzerland Par 2/ +4.89 +13.88 4.37SF 3.84SF
United Kingdom Par 0.00 + 8.57 .42E .38E
United States Par -7.89 4/ 0.00 * *

* Not applicable.

1/ "Central rates" have been established in some cases, in lieu
of new par values, as the effective rates around which cur-
rency values will be maintained within certain marglns pending
formal par value changes.

2/ Switzerland is not a member of the IMF.

3/ Expressed as percent change in grams of gold per currency unit.

4/ 1f approved by the Congress.

3/ Expressed as percent change in U.S. cents per foreian currency
unit.

6/ ?ll changes are computed on the basis of par values of April 30,
971.
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The Group of Ten participants recognized that their
agreement would trigger decisions on exchange rates by
most other countries and indicated their view that it was
particularly important that no country seek improper com-
petitive advantage through its exchange rate policies.
Changes in parities could be justified only on the basis
of an objective appraisal which established a position of
disequilibrium.

As of January 20, the International Monetary Fund had
received indications from all but five of its members of
their decisions on their exchange rate systems. 1/ All
proposed exchange rate changes have been examined by the
IMF in accordance with the principle outlined above and
in accordance with the Fund's own Articles of Agreement,
and the Fund has taken such formal action as was appropriate
in each case to enable the rates concerned to be implemented.

B. Negotiations on Trade Expansion Measures

The Smithsonian Agreement noted that urgent negotiations
were under way between the United States and the Commission
of the European Communities, Japan and Canada "to resolve
pending short-term issues at the earliest possible date" ...
and "to establish an appropriate agenda for considering
more basic issues in a framework of mutual cooperation
in the course of 1972 and beyond." These negotiations
addressed themselves both to a framework for negotiation of
major trade issues, including issues which the United States
considers of critical importance, and to a series of short-
term questions.

One outcome of the negotiations was agreement between
the United States and Japan to initiate and actively
support in the GATT during 1973 (subject to such internal
authorization as may be required) multilateral and com-
prehensive negotiations with a view to the exchange and
greater liberalization of world trade. A similar agreement
has been reached with the European Communities subject to
approval by its Council.

1/ Exchange rate changes and the new dollar rate for each
IMF member country are listed in Annex 4.
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The talks also resulted in a series of practical steps
to remove trade obstacles that have become an irritant in
trade relations. These issues have by no means been fully
resolved, but a beginning has been made. The Japanese

Government has decided to undertake a series of trade
liberalization steps of immediate value to the United States.
Both countries have agreed to join in efforts during 1972
within GATT toward the removal of some trade barriers

leading to comprehensive trade negotiations in 1973. An
agreement in substance with the European Communities sub-
ject to approval by its Council covers similar issues.

In short, a broad understanding has been reached for
future negotiations in a time frame that takes into account
the fact that international trade is undergoing an adjustment
process initiated by recent comprehensive and substantial
currency realignments. In the case of Canada, the parallel
short-term negotiations, dealing mainly with certain bilateral
- agreements and understandings that no longer fit the facts
of our economic relationship, have not been brought to a
successful conclusion.

The immediate reduction of some tariff and non-tariff
-barriers by our trading partners, apart from their immediate
value, is evidence of their intent to minimize economic
friction and expand trade in reciprocal negotiations. These
unilateral steps do not completely fulfill U.S. desires, but
together with the commitment to negotiate reductions in
trade barriers over the longer term they do constitute

recognition that improvements must be made in the trading
system,

Short-Term Measures

The greatest progress toward liberalization in the
immediate future with tangible benefits for the United States
will be made by Japan. For several years there has been a
large and growing deficit in our trade with Japan, partially
aggravated by the maintenance of trade barriers initiated
during an earlier relative weakness in the Japanese
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external position. While many important restrictions remain,
the actions, supplementing the yen appreciation of 16.9
percent relative to the dollar, represent a useful contri-
bution towards bringing the United States-Japan trade
imbalance into reasonable adjustment. They are also a
welcome sign that Japan wishes to participate more fully

in international efforts to reduce barriers.

With respect to agricultural products, Japan will in-
crease the quantity of imports permitted under quota of
fresh oranges, orange and grapefruit juice, high quality
beef; eliminate the duty on soybeans and tallow; and reduce
the duties on turkey meat, soybean meal, vegetable oils
and some 10 other products. A duty free tariff quota will
be established for feeder cattle. The effective date for
these changes will be April 1, 1972, the beginning of the
Japanese fiscal year.

On industrial products, Japan will reduce tariffs on
April 1, 1972, on automobiles, computers, computer peripheral
equipment, machine tools, color film, X-ray film and some
30 other industrial products. Japan will alsc reduce the
internal excise tax on large and medium sized automobiles.
Effective February lst, Japan removed import quota restric-
tions on light aircraft and light aircraft parts, computer
peripheral equipment (not including memory or terminal

.devices), radar and radio navigational equipment for air-
craft; light and heavy oil. A U.S. technical team will
visit Japan this spring to discuss liberalization of res-
trictions on imports of computers and computer equipment

In addition, Japan will grant more liberal treatment to the
establishment in Japan by U.S. firms of wholly-owned
subsidiaries for importation, wholesaling and servicing.
Some actions are also being taken to reduce other Japanese
non-tariff barriers.

The European Communities have also agreed in principle
on some short-term measures that are pending approval of
the Council of the European Communities.

The U.S. has agreed to participate in bilateral
antidumping discussions with the Japanese at the technical
level. The United States has agreed to consider proposing
the elimination of the "Final List" (Section 402 (a) of the
Tariff Act) method of customs valuation, contingent upon
reciprocal actions by other countries. The United States
may moderate its inspection measures of Japanese canned
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tuna as determined by the effectiveness of Japanese measures
in meeting U.S. laws and regulations concerning decomposed
canned tuna.

The U.S. has been concerned that certain trading
arrangements with Canada no longer fairly reflect the
economic circumstances surrounding economic relationships
between our two countries. While it has not yet been
possible to achieve appropriate balance in these arrange-
ments, the United States will seek appropriate means of
reducing imbalances in trade agreements with that country.

Conclusion

These negotiations have by no means settled the
major issues outstanding in the field of international trade.
Nevertheless, a beginning has been made. Certainly,
there is greater recognition today of both the need for
rurther progress and the dangers implicit in failure to
achieve that progress. We look forward to major trading
nations joining with us in seeking future steps to
revitalize the world trading system.

C. Defense Financing Arrangements

The President's announcement of August 15, 1971,
included the statement:

"Now that other nations are economically
strong, the time has come for them to bear their

fair share of the burden of defending freedom
around the world."

The implication was that the persistent U.S. payments
problems were caused partly by the high level of U.S.
defense expenditures abroad. If some of those defense bur-
dens could be borne by other countries, the shift required
in other U.S. accounts, including trade, would be smaller.

Some reduction of defense expenditures overseas could
be éxpected as we withdrew from Vietnam. However, these
Savings could be dissipated by rising prices and the in-
creased cost of foreign currencies. Important imbalances
have remained within Europe. Thus we felt justified in
Proposing that Europe carry a larger share of the common
defense burden, which would mean some increase in their
defense responsibilities, greater contributions to the cost

Og Eaintaining U.S. forces in their areas, or a combination
Oof both.
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The U.S. wants to maintain fully the strength of the
alliance. Unilateral reductions in U.S. forces might
be followed by reductions in the forces of our allies
rather than a compensating increase. Reductions should be
the subject of negotiations with Warsaw Pact powers, not the
result of unilateral action. The U.S. view was that forces
of our European allies needed to be strengthened. Thus,
a number of conflicting objectives had to be reconciled.

The result so far has been the signing of a new agree-
ment for partially offsetting the cost of U.S. forces in
Germany and announcement by our European allies that they
intend to increase expenditures on their own defense forces
by more than $1 billion in 1972. These agreements are
steps toward maintaining the strength of our common defense
with a smaller proportionate burden on the United States.
However, the increased expenditure by our European allies
on their own defense forces, except as it may involve pro-
curement from the U.S., will not directly reduce our payments
deficit. Nor will the share of European gross national
products spent on defense be larger than in previous years.

Consequently, this area will need further examination
and action in the year ahead. The alternative would be
to achieve the adjustment needed in our international
" payments balance almost entirely in the trade sector of
the balance of payments. Our trading partners may find
preferable new arrangements enabling the U.S. to maintain
its forces in Europe without imposing strain on the inter-
national payments balance, that is, with consequences for
the payments balance no different from those of maintaining
the same forces in the United States.
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III. Modification of Par Value of Dollar

This section reviews the considerations that led
the United States negotiators to agree to propose
legislation to the Conaress to chanae the par value
of the dollar. It also sets forth information on
the changes in the dollar value of certain assets
and oblications that result, urder existina inter-
national agreements, when the vpar value of the dollar
is changed in terms of gold.

A. Need for Change in the United States Official

Gold Price as Part of Exchance Rate Realldnment

The United States entered the neantiations that
followed the August 15 announcement of the New Economic
Policy with a strong view that it would be preferable
to achieve a realignment of exchange rates withont
changing the official price of gold in terms of dollars.

This view was based uvon several considerations:

(1) A change in the official monetary price of
gold did not have any economic sianificance

in itself. The exchange rate of the dollar in
terms of other currencies was the substantive
economic question, and the official dellar
price of gold was relevant onlv if it affected
those exchange rate relationships. A change

in the price of gold would, however, lead to an
arbitrary distribution of gains and losses in
the value of reserve assets conseguent on a
currency realignment.

(2) There was a distinct probability that, if

the U.S. acted unilaterallv to propose an increase
in the official dollar gold price, other countries
would follow. Then, no realignment of exchange
rates, or an inadecuate realionment, would have
occurred. Such a concerted change in par values
would accomplish nothing useful. The hicher
official price would only stimulate speculation
in anticipation of still further chanages in the
official price for gold sometime in the future.
Therefore, it was essential to obtain prior
agreement on a pattern of exchanae rates for
major currencies.
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(3) PFurthermore, the United States believes

that the monetary role of gold should continue to
diminish. With the advent of Special Drawino
Rights in the Fund, the world now has a basic
reserve asset which is not held in nrivate hands
and hence is free frorm the private hoardina

and speculation which have arisen in connection
with gold. There is no neecd to raise the official
aold price merely to increase world reserves.

On the other hand, a political issue was involved
in the gold price question. In some aquarters in Furope
it was strongly held that the United States must
"participate" in the realionment bv chanainag its official
gold price. With the U.S. assumirc the "burden" of
devaluation, other countries exrressed a willinaness to
accept a degree of exchanae rate adjustment that, in
the particular circumstances, micht otherwise have been
unacceptable to them.

Another, more technical, asvect of realicnment
may have been significant for seme countries. A country
which appreciates its currencv has to reduce the value of
its reserves and other foreign assets measured in terms of
its own currency.

In September, at the Annual Meetina of the Fund in
Washington, the United States pronosed elimination of
the temporarv import surcharage if tangible proaress could
be made on trade liberalization and if foreian governments
would allow fundamental market forces freelv to determine
the exchange rates of their currencies for a transitional
period. This sugoestion was not accented -- underlininra
the strength of foreian views that the U.S. should
"particirate" and indicatina the resistance of many
governments to floatina rates even for a transitional period.

In view of the circumstances, the U.S. aareed in
December to a change in the official anld price, if
necessary and useful to facilitate and exnedite an agreed
realignment of exchange rates. 1In the course of these
negotiations, it aquickly became evident that, whether or
not the U.S. changed the dollar price of aold, the concern
of all countries with the economicallv more sionificant
Vgriable of relative exchanage rates nlaced a practical
limitation on the freedom of action of the U.S. in settina
the exchanae rate of the dollar. In effect, other countries
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did not want the dollar to be devalued too much, because
this would affect their export anrd other internationally
competitive industries. This consideration nlaced a limit
on the extent to which thev would acree to a change in

our gold price without themselves matchina and hence
neutralizing such a chance.

In terms of dollars, the provosed increase in
the United States official aold price amounts to 8.57
percent. In terms of some other major currencies, the
official price of gold will he lower than before, because
of an appreciation of these currencies in terms of gold.
On a weighted average calculation, the price of gold in
terms of the currencies of the Croup of Ten (e{cludinq
Canada) will rise only bv about 1-1/2 percent._/

It is the view of the U.S. Administration that this
modest agreed change in the official geld price should
not be allowed to disturb the trend toward de-emphasis of
gold in the international monetarv svstem. It will be
one major task of those examiring the lona-term improve-
ment of the international monetarv svstem to develop
agreed means to this end. As gold is becomina more
widely used as a non-monetarv commoditv, it becomes
less satisfactory as a monetarv reserve.

B. Increases in Value of Assets and Liabhilities

The currency realiagnment will increase the value of
certain United States international reserve and other
assets. Our gold assets, and those with a fixed relation-
ship to gold, such as the gold tranche in the International
Monetary Fund and Special Drawinog Rights, will increase in
value in terms of dollars by 8.57 percent -- correspondina
to the chanae in the par value of the dollar.

Foreian exchange assets will ircrease to take account of

dollar devaluation plus anv revaluations of the currencies
held.

The par value chanage will also reauire an increase of
8.57 percent in the value of our dollar subscrintions
to international financial institutions. This increase
in the value of dollar subscripotions stems from a provision
in agreements governing our participatior in international
financial institutions that subscriptions be maintained in
value in terms of gold. The purpose of this reauirement is
to assure that the cortributions of all merbers are
maintained in value in relation to each other despite

1/ "Weighted by official gold holdinas on Novemher 30, 1971.
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changes in exchange rates. It also assures that our share
in the assets and votira rights in these institutions is
not impaired by devaluation of our currencv.

Currency realignment will also mean increased dollar
costs on repayment of certain foreian currencv borrowings.

The increases in value of assets in some cases
exceed the increases in related liabilities, and ir others,
assets and liabilities almost offset each other. As
indicated, the increases in value of assets and liabilities
are in most instances the direct result of the oprivileges

and obligations of membership in international financial
institutions.

Reserve Assegg

With respect to liquid assets, there is an increase
of $828 million in the value of United States gold holdinas:
an increase of $155 million in United States holdings of
Special Drawing Rights; an increase of $144 million in
the United States gold tranche in the International Monetarv
Fund; and, finally, an increase