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NOTE TO CORRESPONDENTS

Attached is a resume of remarks by Under Secretary for 
Monetary Affairs Paul A. Volcker on Thursday, June 7, at a 
session on "Issues of International Monetary Reform" at the 
1973 International Monetary Conference of the American 
Bankers Association, Paris, France.

o O o



RESUMÉ OF REMARKS BY
TREASURY UNDER SECRETARY FOR MONETARY AFFAIRS

PAUL A. VOLCKER
ON THURSDAY, JUNE 7, 1973, TO A SESSION OF THE PARIS INTERNATIONAL MONETARY CONFERENCE ON 
"ISSUES OF INTERNATIONAL MONETARY REFORM"

(1) Monetary reform is as much a political as it is an 
economic problem, and this is a point of which we must be 
conscious in developing reform plans. We must deal with the 
issues in a political perspective.

(2) We must keep in mind that one country's actions 
impinge on other countries. Thus, we need a sense of system, 
a set of rules or a code of conduct. Without such rules, 
not only are economic conflicts likely to arise but, more 
importantly, there will be political squabbling and international tension.

(3) Another political reality that must be taken into 
account is that countries don't like other people telling 
them what to do. This point is very neatly crystallized in 
the phrase "national sovereignty." Thus, one of the main problems of monetary reform is to resolve the conflict be
tween the interests of the community as a whole and the 
interests of individual member countries.

(4) Our objective in reform should be to work towards international financial equilibrium, which we prefer to dis
equilibrium. Unfortunately, the temptation is to say that 
we prefer surpluses to equilibrium, but this approach is not 
workable. Moreover, we need "discipline." Now, this state
ment may sound "French," but if it does, so be it. We agree.

(5) The question is how to make these principles operational. We have accumulated a certain number of slogans —  
stable but adjustable rates, the necessity of controlling 
the creation of international liquidity, and various views 
about the degree of stability or flexibility in the system. 
The problem is how to define these concepts and make them 
operational and meaningful. In other words, how do we make 
"discipline" operational?

(6) This is the sense that people attach to a con
vertible system. Why do they want such a system? The reason 
is that it is a tool to enforce discipline. It enforces 
discipline on deficit countries, and thus works in one 
direction. It is a simple concept. The deficit country
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loses reserves and therefore has to adjust. It is politically 
palatable in that it is understandable to the population at 
large. The loss of reserves is a clear public signal that 
something needs to be done. And this feature is contained in the U.S. proposals. However, it is not a sufficient mechanism 
in that it is one-sided. So the question is how to enforce 
"discipline" on countries moving in the opposite direction —  
that is, surplus countries?

(7) Now, the logic of this situation is to apply the 
reserve criterion symmetrically. In other words, when a surplus country registers reserve increases, it should also
be required to adjust. This would mean an even-handed applica
tion of "discipline." However, we run into reluctance on the 
part of many people to accept this logic. "Discipline" is 
fine for others, but not for them. And this is a natural 
reaction. So, if we can understand the reluctance of surplus 
countries to accept the logic of the "discipline" that would be involved in even-handed reliance on reserve indicators, 
we should also be able to understand the reaction of deficit 
countries if they get the feeling that the system is not 
symmetrical and equitable. Our objective is to try to deal 
with both problems.

(8) There are distinct political advantages in a reserve indicator mechanism that operates in both directions.
It is fair and equitable. It operates alike on countries of 
different size and in different positions. It is a code of 
conduct that can be readily understood by politicians and 
informed public opinion in the countries required to take 
action.

(9) Now, a classic convertibility system requires a 
deficit country to adjust, but does not tell the country 
specifically what to do. The country must do something, but 
it is left with discretion as to the type of action it takes. The U.S. proposals also envisage leaving the widest possible 
discretion to countries that are required to adjust. While 
some actions would be ruled out, countries would be left 
more or less to choose their own medicine. This is a polit
ical necessity for a system whose members are national, 
sovereign governments. Thus, the principal rule would be
to maintain equilibrium, but with maximum freedom of choice 
for the country concerned in the instruments used to do so.
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(10) The problem of adjustment arises, whether we have
a fixed or a floating rate system. In a system of established 
rates with convertibility, there is a need for reserves. The 
type of adjustment process has a direct bearing on the size 
of that need. How quickly will countries be required to ad
just? How much scope will be allowed for imbalances? We 
must be consistent in our judgment on this point and on the 
amount of reserves created. If we leave a lot of scope for 
countries to adjust, but insist on a tight reserve situation, 
then there will not be enough reserves to finance the amount 
of play in the adjustment process. The less reserves we are 
willing to provide, the stronger the adjustment process must 
be. If we do not want to be too harsh on surplus countries, 
if we are going to allow surplus countries to pile up re
serves, then there must be sufficient reserves to enable 
this process to go on. The need for consistency between the 
reserve system and the adjustment system is a point that is sometimes overlooked. The advantage of the U.S. reserve 
indicator proposal is that this consistency is automatically 
obtainable.

(11) The sum of individual reserve needs must be equal 
to global need. Otherwise, we will be in disequilibrium from 
the start. We have had a system where the amount of primary 
reserves available was far less than what people wanted to 
hold as total reserves. This was the element that gave rise 
to the widespread holding of national currencies as reserves 
and related instability.

(12) In a convertible system, the certainty of the 
settlement mechanism must be matched by equal certainty in 
the adjustment process. Otherwise, inconsistencies will 
arise, but this is a requirement which it is hard to satisfy, 
particularly on the surplus country side of the equation. 
Merely to say that at a certain point the surplus country 
would be required to enter into discussions and consulta
tions is vague. Here, we are confronted with the certainty 
of the settlement mechanism compared to the uncertainty of 
the adjustment process. In our minds, these two elements must be consistent. If adjustment is to be consultative, 
then convertibility could be consultative as well, but not 
automatic.

(13) The proposed U.S. system contains no easy politi
cal choices for any country. It is always easy to applaud 
principles, but the root question is how to apply them. It 
is natural to squirm when we see the principles applied to
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ourselves. Looking at this fundamental point is a good 
thing. We cannot evade it. We must take a commitment here; 
otherwise, the reformed system will break down.

* * *

Mr. Volcker answered the following questions from the 
floor.

Q. In his remarks, Dr. Emminger stressed that evolu
tionary influences were having an important effect in shaping 
the future monetary system. Why does Mr. Volcker think that 
the work of the Committee of the Twenty, in looking for 
agreed rules, is so important if evolution is to be the de
termining force?

A. I agree with the point made by Dr. Emminger, and see 
no inconsistency between his remarks and mine. There are two 
parallel lines of influence shaping the future monetary 
system —  the formal negotiations on structure and market 
evolution. What is important is to bring these two lines 
into convergence. The market evolution does not provide any 
sense of system or rules.

Q. Doesn't the existence of large-scale international 
credit facilities reduce the need for reserves?

A. Yes, but it does not eliminate the need for reserves. 
Attention to the reserve aspects of the matter is crucial.
I sense that countries are now much quicker to change their 
exchange rates than in the past and show a greater reluctance 
to go into debt. In the operation of the adjustment process, 
credit and reserves are not full substitutes for one another.

Q. Why should surplus countries that have followed good 
policies and managed their affairs well be expected to "help" 
deficit countries get out of trouble?

A. The question is formulated in a prejudicial way.
One might equally ask why surplus countries shouldn't help 
themselves to have a higher standard of living. The funda
mental point is whether we are going to have international 
payments equilibrium or not. Surpluses somewhere in the 
system inevitably mean deficits elsewhere. It has often been said that this preoccupation with the problem of the
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surplus countries represents nothing more than a bias of the 
United States. On this topic, I would make the following 
points:

(1) Is there a tendency to prefer surpluses 
to deficits? The answer is probably yes, but this 
conflicts with the general equilibrium hypothesis.
The problem is of some concern to the United States 
in that the United States tends to be the residual 
country in the system. Thus, other people's de
sire for surpluses tends to force the United States 
into deficit.

(2) Do we consider it possible that the 
United States would accept the discipline of the 
U.S. proposals if it were to become a surplus 
country? After all, the United States was a 
surplus country within my lifetime. Thus, in 
formulating the U.S. proposals, we looked hard 
.at this question. I can categorically affirm 
that the United States would accept the dis
cipline.
Q. Why does the United States persist in its negative 

attitude towards the role of gold in the system?
A. Recent developments reinforce us in our view re

garding the undesirability of relying on gold as a key 
instrument in international monetary affairs. A commodity 
like gold, which is subject to rising industrial demand and 
heavy speculative influence, is becoming less and less suit
able as a reserve instrument.

Q. When you described your views on the adjustment 
process, you said that countries required to adjust should have maximum freedom to select the means for accomplishing 
adjustment. Does that mean that you would allow them to 
impose import quotas, import surcharges and the like?

A. Maximum freedom does not mean complete freedom.What I had in mind was maximum freedom consistent with the 
general interest. We accept the general presumption against 
the use of trade measures as an adjustment tool. Thus, they 
are the last on our list, but we would not want to see an 
absolute prohibition against their use if they are used in 
a general, non-discriminatory way.

* * *
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Mr. Volcker answered the following questions at the press briefing after the session on international monetary 
reform on June 7:

Q. What role do you see for the IMF in the new system? Would it be an independent power?
A. That depends on what the phrase "independent power" 

means. We have a strong sense of the need for rules of be
havior. However, we are skeptical about a system that would place a high degree of discretionary authority in the Fund, 
whatever the word "Fund" is taken to mean —  the Managing 
Director, the staff, the Executive Directors, etc. In such a system, countries would feel that decisions were being 
made in a context outside of their sovereignty. Therefore, 
we should be as explicit as we can be in advance about rules 
of behavior. This does not mean there would be no consulta
tion. There would be a great deal of consultation, but we 
would not remand all problems to the "Fund" for discretionary 
decision.

People say convertibility has merit because it is auto
matic. It is a crude mechanism, but they would say it works. 
The U.S. proposals build on this technique. They are sym
metrical and fair. The basic rule of the system is to main
tain equilibrium. At the same time, we must avoid a degree of 
detail of external instruction that no country would want to 
live with. Our proposals try to reconcile discipline with the need to leave maximum freedom for countries to choose 
their own tools of adjustment.

Q. What is the effect of market developments on the 
timing of reform?

A. These are two parallel processes. Market evolution 
teaches us something about the operation of the system, and 
we should learn from it. However, it does not provide us with 
agreed rules, and this is important. This is a topic that 
falls in the negotiating track. In other words, the negotia
tors should learn from what is going on in the market, and 
ad hoc decisions taken to deal with market developments 
should be consistent with long-term objectives. Of course, 
we do not want to make an agreement merely for agreement's 
sake. We want to think this problem through and have a system 
people have conviction about. In the light of recent develop
ments, I am hopeful on the prospects for agreement.
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Q. Mr. Laird stated yesterday that measures would be 
developed regarding a speculation against the dollar. What does he have in mind?

A. I only read the newspaper reports on Mr. Laird's 
statement, so that it would not be appropriate for me to 
comment on it. I would merely reiterate that the behavior of the chief currency and country is important for the 
system. This depends on how that country does at home. 
Domestic stability is important both for the United States 
and for other countries. I am confident that we will be 
able to maintain reasonable domestic stability in the United States•

0O0
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Attention : financ ial ed itor

FOR RELEASE 6:30 P.M.
July 2, 1973

RESULTS OF TREASURY’S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury 
Jills, one series to be an additional issue of the bills dated April 5, 1973 , and
the other series to be dated .July 5, 1973 , which were invited on June 26, 1973,
were opened at the Federal Reserve Banks today. Tenders were invited for $2,500,000,000, 
dr thereabouts, of 91-day bills and for $1,700,000,000, or thereabouts, of 182-day 
bills. The details of the two series are as follows:

182-day Treasury bills 
maturing January 5, 1974

Iange of accepted
COMPETITIVE BIDS:

91-day Treasury bills : 
maturing October 4, 1973 :

Price
Approx. Equiv. : 
Annual Rate :

High 98.028 a/ 7.801 :
Low 97.952 8.102 :
Average 97.981 7.987 1/ :
a/ Excepting two tenders totaling $450,000; b

Price
Approx. Equiv. 
Annual Rate

95.980 b/ 
95.933 
95.950

7.952# 
8.045#
8.011# i/

53/o of the amount of 91-day bills bid for at the low price was accepted 
72# 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 Applied For Accepted
■  Boston $ 27,310,000 $ 17,310,000 $ 16,565,000 $ 6,565,000
■  New York 2,813,065,000 2,037,215,000 2,942,575,000 1,464,075,000
■  Philadelphia 43,940,000 43,940,000 7,405,000 7,405,000
■Cleveland 34,800,000 34,800,000 30,170,000 20,120,000
■Ri chmond 14,035,000 14,035,000 9,075,000 9,075,000
■Atlanta 22,785,000 22,785,000 13,125,000 13,125,000
■Chicago 196,240,000 142,890,000 272,480,000 65,925,000
■St. Louis 39,855,000 37,385,000 94,130,000 49,930,000
■Minneapolis 12,480,000 12,480,000 14,180,000 6,180,000
■Kansas City 33,870,000 33,780,000 30,835,000 20,975,000
■Dallas 29,920,000 26,245,000 25,800,000 13,300,000
■San Francisco 80,010,000 77,190,000 88,285,000 23,415,000

TOTALS $3,348,310,000 $2,500,055,000 c/ $3,544,625,000 $1,700,090,000 d/
Includes $293,885,000 noncompetitive tenders accepted at the average price'of 97.981 
Includes $172,540,000 noncompetitive tenders accepted at the average price of 95.950 
These rates are on a bank discount basis. The equivalent coupon issue yields are 
8.27# for the 91-day bills, and 8.47# for the 182-day bills.



FOR IMMEDIATE RELEASE July 3, 1973

TREASURY ANNOUNCES COLD ROLLED STAINLESS STEEL SHEET AND 
STRIP FROM FRANCE IS BEING SOLD AT LESS THAN FAIR VALUE

Assistant Secretary of the Treasury Edward L. Morgan 
announced that cold rolled stainless steel sheet and strip 
from France is being, or is likely to be, sold at less 
than fair value within the meaning of the Antidumping Act, 
1921, as amended. This merchandise is used in the manufacture 
of wheel covers, food service equipment, household appliances, 
flatware, and automotive trim. Notice of the determination 
will be published in the Federal Register of July 5, 1973.

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 determination, dumping duties will be assessed 
on all entries of this stainless steel sheet and strip from 
France which have not been appraised and on which dumping 
margins exist.

A notice of "Withholding of Appraisement" was issued 
on April 4, 1973, 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 
persons were afforded the opportunity to present oral and 
written views prior to the final determination in this case.

During the year beginning April 1, 1972, imports of 
cold rolled stainless steel sheet and strip were valued 
at approximately $8.5 million.

# # #



Department of theJREASURY
Washington, o x. 20220 T E L E P H O N E  W04-2041

FOR IMMEDIATE RELEASE July 3, 1973

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 July 12, 1973, in the amount 
of $4,302,580,000 as follows:

91-day bills (to maturity date) to be issued July 12, 1973, in the amount 
of $2,500,000,000, or thereabouts, representing an additional amount of bills 
dated April 12, 1973, and to mature October 11, 1973 (CUSIP No. 912793 RY4 ) 
originally issued in the amount of $1,800,695,000 , the additional and original 
bills to be freely interchangeable.

182-day bills, for $1,700,000,000, or thereabouts, to be dated July 12, 1973, 
and. to mature January 10, 1974 (CUSIP No. 912793 ST4 ) #

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 clos
ing hour, one-thirty p.m., Eastern Daylight Saving time, Monday, July 9, 1973.
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 for
warded in the special envelopes which will be supplied by Federal Reserve Banks 
or Branches on application therefor.

}
Banking institutions generally may submit tenders for account of customers 

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

(OVER)
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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 thosl 
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 accept 
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 July 12, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury I 
bills maturing July 12, 1973'. Cash and exchange tenders will receive equal I
treatment. Cash adjustments will be made for differences between the par value oil 
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 accrii 
when the bills are sold, redeemed or otherwise disposed of, and the bills are ex-1 
eluded from consideration as capital assets. Accordingly, the owner of Treasury 
bills (other than life insurance companies) issued hereunder must include in his I 
income tax return, as ordinary gain or loss, the difference between the price pai(B 
for the bills, whether on original issue or on subsequent purchase, and the amour™ 
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 issu* 
Copies of the circular may be obtained from any Federal Reserve Bank or Branch.
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FOR RELEASE TUESDAY, JULY 3, 1973

ept'l
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NO GASOLINE RATIONING, OIL POLICY CHAIRMAN SAYS

Amid scattered press reports of proposed gasoline rationing, 
bringing memories of World War II ration books, William E. Simon, 
Deputy Secretary of the Treasury and Chairman of the President's 
Oil Policy Committee, and Duke R. Ligon, Director of the Office 
of Oil and Gas, Department of the Interior, clarified the options 
which are being considered to help equalize the current fuel 
shortage. These do not include rationing at the consumer level.

Mr. Simon said, "There are several options open to us at 
this time. We can retain a voluntary fuel allocation program.
A voluntary program has been in existence since May 10, 1973, 
and we have received many suggested revisions in this program.

"Another option is a mandatory fuel allocation program, 
which would force, under penalty, the allocation of crude oil 
and petroleum products equitably.

"A third option is a combination of the voluntary and 
mandatory program.

"As yet, no decision has been reached, and these options 
are being reviewed with John Love, the President's Director of 
the Energy Policy Office. In any event, we are not considering 
rationing at the present time, and any reports that the Government 
has printed rationing stamps or cards is not true."

S-250 -oOo
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RELEASE ON RECEIPT July 5, 1973

TREASURY SECRETARY SHULTZ NAMES WILLIAM B. JOHNSON 
SAVINGS BONDS CHAIRMAN FOR ILLINOIS

William B. Johnson,1 Chairman of the Executive Committee, 
Illinois Central Gulf Railroad, and Chairman and Chief Execu
tive Officer, IC Industries, Inc., is appointed by Secretary 
of the Treasury George P. Shultz volunteer State Chairman for 
the Savings Bonds Program in Illinois, effective immediately.

He will head a committee of business, banking, labor, 
government, and media leaders throughout the state, who -- in 
cooperation with the U. S. Savings Bonds Division -- assist in promoting Bond sales in Illinois.

Johnson, born in Salisbury, Md., attended Washington Col
lege, Chestertown, Md., from which he received an AB degree, 
maxima cum laude, in 1940. In 1943 he received, cum laude, an 
ILL degree from the University of Pennsylvania Law School, and 
was awarded the Henry Wolfe Bikle Prize for highest grades in 
constitutional law.

From 1943 to 1945, he served in the Security Intelligence Corps.
In 1945, Johnson joined the staff of the U. S. Tax Court 

in Washington. In 1947, he joined Pennsylvania Railroad as 
assistant solicitor, advancing, in time, to the post of assistant general counsel.

On March 1, 1959, he was elected President and Director of Railroad Express Agency, a post he held until joining IC Industries.
On February 18, 1966, Johnson was elected President and 

Chief Executive Officer of Illinois Central Railroad and IC 
Industries, parent company of the railroad. He became Chairman, 
President, and Chief Executive Officer of IC Industries in 
December, 1968, and on March 1, 1972, he was named Chairman and 
Chief Executive Officer of the corporation.

Johnson is active in numerous business, civic, and profes
sional organizations -- among them: Director, Pepsi-Cola

( O V E R )
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General Bottlers; Director, Transportation Association of 
America; Director, Association of American Railroads; member, 
citizen's board, U. of Chicago; governing member, Shedd Aquar
ium Society; trustee, Museum of Science and Industry, and the 
American Bar Association. \<*~

He is also a member of several clubs -- Newcomen Society 
in North America; The Economic Club of New York; Western Rail
way Club, Chicago Club, Economic Club, and Commercial Club, 
Chicago.

Johnson is married to the former Mary Barb. They have 
four children -- Benjamin, 27, Kirk, 26, John, 23, and 
Kathleen Mary, 21.

oOo



Assistant Secretary of the Treasury Edward L. Morgan 
announced today a withholding of appraisement on 
acrylonitrile-butadiene-styrene type of plastic resin in 
pellet and powder form from Japan pending a determination 
as to whether it is being sold at less than fair value within 
the meaning of the Antidumping Act, 1921, as amended. This 
resin, commonly referred to as ABS plastic, is used in a 
number of engineering type applications such as telephone 
and appliance housings and drain, waste and vent pipe.

The decision will appear in the Federal Register' of July 6, 1973.
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 withheld for 
a period not to exceed six months from the date of publica
tion 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 consider 
whether an American industry was being injured. Both sales at 
less than fair value and injury must be shown to justify a 
finding of dumping under the law. Upon a finding of dumping, 
a special duty is assessed.

During calendar year 1972, imports of ABS-plastic 
resin, in pellet and powder forms, from Japan amounted to 
roughly $8,400,000.

oOo



Department o fth e T R E A S U R Y j|
OFFICE OF REVENUE SHARING Telephone 6 3 15 16 3

W A S H IN G T O N , D.C . 20226 , I

FOR INFORMATION, CALL (202) 634-5248

FOR RELEASE THURSDAY, JULY 5, 1973, 6:00 P.M., EST.

More than 38,000 general revenue sharing checks totalling 
$1.495 billion will be sent to state and local governments through
out the United States tomorrow by the Office of Revenue Sharing, 
U.S. Department of the Treasury.

In announcing the release of the money, Graham W. Watt, 
Director of the Office of Revenue Sharing, said, "These checks 
are for amounts to which states and local governments are entitled 
for April, May and June, 1973. Payment for the first quarter of 
the year was made on April 6."

A list of the amounts of general revenue sharing funds being 
sent to each state follows. One-third of the amount shown goes 
to the state government and the remainder is divided among local 
units of government within that state.

The money is allocated according to a formula which relates 
data on population, need (shown by per capita income figures) and 
effort to meet need (represented by data on tax effort).

-More-



- 2-

General revenue sharing was initiated in October, 1972 
by Secretary of the Treasury, George P. Shultz, when the State 
and Local Fiscal Assistance Act (P.L. 92-512) was passed. 
President Nixon has termed the program a keystone of the New 
Federalism that returns money and decision-making authority to 
state and local governments.

In five years, general revenue sharing will return $30.2 
billion to states, counties, cities, towns, townships, Indian 
tribes and Alaskan native villages.

Including today's payment, $8,121 billion has been returned 
by the Office of Revenue Sharing to eligible units of government 
throughout the United States.

30.

Attachment
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OFFICE OF REVENUE SHARING 

July' 6, 1973

STATE AMOUNT
Alabama $ 25,345,081
Alaska 1,933,491
Arizona 15,127,120
Arkansas 16,403,616
California 161,045,104
Colorado 15,695,815
Connecticut 18,654,384
Delaware 4,423,373
District of Columbia 6,736,068
Florida 43,043,492
Georgia 30,932,796
Hawaii 6,603,927
Idaho 6,249,027
Illinois 76,065,856
Indiana 31,813,413
Iowa 21,148,151
Kansas 14,472,776
Kentucky 24,497,169
Louisiana 34,347,362
Maine 8,824,695
Maryland 29,418,650
Massachusetts t 7,343,744
Michigan 63,377,834
Minnesota 29,132,912
Mississippi 24,784,772
Missouri 27,751,665
Montana 5,824,209
Nebraska 10,954,492
Nevada 3,301,498
New Hampshire 4,709,634
New Jersey 46,648,547
New Mexico 9,479,163
New York 165,976,090
North Carolina 38,285,893
North Dakota 6,242,187
Ohio 58,939,302
Oklahoma 16,633,920
Oregc,i 14,612,721
Pennsylvania 77,832,060
Rhode Island 6,732,281
South Carolina 20,357,293
South Dakota 6,745,034
Tennessee 27,868,813
Texas 70,711,659
Utah 8,926,806
Vermont 4,219,765
Virginia 29,298,040
Washington 21,538,939
West Virginia 14,564,254
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OFFICE OF REVENUE SHARING 

July 6, 1973

STATE AMOUNT
Wisconsin
Wyoming

$ 37,252,647
2,838,762

Total $ 1,494,664,102



July 9 , 1973
MEMORANDUM FOR THE PRESS:

The attached materials were sent today to the Subcommittee 
on Private Pension Plans of the Senate Finance Committee for 
inclusion in the record of the recent hearings on pension 
reform. The materials consist of:

(a) Secretary Shultz*s letter to Senator Nelson, dated 
today, transmitting the material listed below.

. (b) A revised General Explanation of S. 1631 including 
proposed revisions. This document is substantially the same
as the General Explanation released on April 17, 1973. S. 1671, 
the Retirement Benefits Tax Act, is one of two pension reform 
bills proposed by the Administration. S. 1631 is designed to 
strengthen the private retirement system by providing minimum 
standards of participation in the benefits offered by 
employer-sponsored retirement plans; to encourage the expansion 
of the private retirement system by offering greater tax 
benefits to individuals who choose to invest in retirement 
savings plans; and to increase the deductible contributions 
which may be made to retirement plans on behalf of self- 
employed individuals and shareholder-employees of electing 
small business corporations.

(c) A Technical Explanation and Section by Section 
Analysis of S. 1631 including proposed revisions.

(d) A list of the specific proposed technical revisions 
to S. 1631.

Attachments



THE SECRETARY OF THE TREASURY /W A S H I N G T O N

JUL 9 1973

Dear Mr. Chairman:

On May 22, 1973j while testifying before your Subcommittee,
I indicated that we were preparing technical materials relating 
to S . 1631, and that we would submit them to you for publication 
in the record of the recent hearings on pension reform. Accord
ingly, I am enclosing copies of the following documents:

(a) A set of proposed Technical Revisions to S. 1631.
(b) A Technical Explanation and Section by Section Analysis 

of S. 1631 as proposed to be revised.
(c) A Revised General Explanation of S. 1631 as proposed 

to be revised.

The Honorable 
Gaylord Nelson 
Chairman, Subcommittee on 

Private Pension Plans 
Committee on Finance 
United States Senate 
Washington, D.C. 20510

Sincerely yours

George P. Shultz

Enclosures



GENERAL EXPLANATION 

RETIREMENT BENEFITS TAX ACT
(S. 1631, 93rd Cong., -with Proposed Technical Revisions)

1. Introduction.

Since 19^2 the Internal Revenue Code has accorded special tax benefits 

to qualified retirement plans established by employers for the benefit 

of their employees and the beneficiaries of their employees. To insure 

that benefits are provided under these plans for a broad range of the 

employees of the sponsoring employer and not merely for a small group of 

select employees, the availability of these special tax benefits is 

conditioned upon the plan’s meeting certain statutory requirements.

Private retirement plans form an important part of the total frame

work of income maintenance for older Americans. As such, it is appropriate 

to provide tax incentives to encourage employers to establish these 

plans and thus provide for their employees’ post-retirement needs. In 

so doing the employer performs a function and assumes a burden which 

otherwise might be thrust upon society at large. Private retirement 

plans are a significant supplement to the social security system as a 

source of income for retired and disabled Americans and their dependents. 

Because private retirement plans are established by individual employers, 

they can be shaped to respond to unique needs and situations in a manner 

that a public system covering tens of millions of individuals cannot.
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The experience of the past 30 years/has demonstrated that while 
the private retirement system has the capacity to deal with an 

important social problem through individual initiative, changes in 

existing law are needed. In the first place, recent surveys indicate 

that, in spite of the incentives provided by existing law, approximately 

one-half of the non-agricultural labor force does not now participate 

in private retirement plans and that coverage is not likely to expand 

significantly under existing conditions. Moreover, overly restrictive 

requirements for participation in, or acquisition of vested benefits 

under, private retirement plans have resulted in effectively denying 

to millions of employees the full benefits of the private retirement 

system. Special limitations upon contributions on behalf of self- 

employed individuals and requirements for the plans in which they 

participate are so restrictive that they have created an artificial 

preference for the corporate form over other business forms which might 

be more suitable or desirable for a particular enterprise.

2. Eligibility Requirements. (Section 2 of Bill)

A. Present Law.

The Internal Revenue Code does not now contain any specific require

ments concerning eligibility conditions based on age or service that may 

be included in a qualified private retirement plan established by a



corporate employer. Existing administrative practice does permit such 

a plan to provide that participation in the plan is limited to employees 

who have attained a specified age or have been employed for a specified 

number of years if the effect of such provisions is not discrimination 

in favor of officers, shareholders, supervisory employees, or highly 

compensated employees. Likewise, such a plan may exclude from 

participation employees who have attained a specified age close to 

retirement when they otherwise become eligible to participate in the 

plan. On the other hand, the Internal Revenue Code specifically 

requires that a qualified plan established by an unincorporated 

business in which an owner-employee (i.e., a sole proprietor or a 

partner with a greater than 10 percent interest in capital or income) 

participates must provide that no employee with 3 or more years of 

service may be excluded from the plan.

B. Proposal.

Reasonable service or age requirements are an appropriate- means of 

preventing the dissipation of plan assets. The benefits earned by 

employees with short periods of service are usually small, both in 

absolute terms and in relation to the administrative costs attributable 

to these benefits. Overly restrictive requirements may, however, result 

in the arbitrary exclusion of employees from participation in private 

retirement plans and thereby frustrate the effective functioning of the 

private retirement system.



- k -

The proposed bill -would, therefor^ provide that a qualified 

private retirement plan not be permitted to require, as a condition 

of participation, that an employee have completed a period of service 

with the employer in excess of 3 years, that he have attained an age 

in excess of 30 years, or that he not have attained an age which is

less than the normal retirement age under the plan reduced by 5 
years.

In the case of a qualified plan in which self-employed individuals 

who are owner-employees participate, the bill would provide that the 

plan not be permitted to require, as a condition of participation, that 

the employee have completed more than 1 year of service with the employer 

if his then age is 35 years or greater, more than 2 years of service if 

his then age is 30 years or greater but less than 35 years, or more than 
3 years of service if his then age is less than 30 years.

C. Effective Date.

These rules would be effective upon the day after the date of 

enactment with respect to,all private retirement plans established after 

December 31, 1972. In the case of plans in effect on December 31? 1972, 

these rules would apply to plan years beginning after December 31, 197*+? 

except that in the case of plans which are collectively bargained, these 

rules would not apply to plan years ending before the expiration of the 

collective bargaining agreement in effect on December 31? 1972.
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3. Vesting Requirements. (Section 2 of Bill)

A. Present Law.

There is no generally applicable requirement under existing law 

that a participant in a qualified private retirement plan have at 

any time before he attains normal retirement age a nonforfeitable 

right to receive his accrued benefit under the plan. However, the 

failure to provide pre-retirement vesting is taken into account by 

the Internal Revenue Service in determining whether a plan satisfies 

the statutory requirement that it not discriminate in favor of officers, 
shareholders, supervisory employees, or highly compensated employees, 

and in appropriate circumstances the Service will not issue such a 

determination if a plan does not provide pre-retirement vesting. Neither 

the circumstances in which pre-retirement vesting is required nor the 

degree of such vesting is well defined, and considerable variation has 

arisen. The Internal Revenue Code requires that a plan established by 

an unincorporated business in which an owner-employee participates must 

provide that each participant have an immediately nonforfeitable interest 

in the contributions made on his behalf under the plan.

B. Proposal.
Some measure of pre-retirement vesting is essential if the private 

retirement system is to exist as a functioning and effective supplement 

to the social security system. This is especially true in view of our
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highly mobile labor force.. An individual whose participation in a 

private retirement plan terminates before his rights in his benefits 

accrued under the plan have become nonforfeitable has, for all 

practical purposes, not really participated in the plan. In addition, 

pre-retirement vesting is needed to reinforce the non-discrimination 

requirements of existing law in cases where most of the employer 

contributions under a plan are made on behalf of participants with 

a proprietary interest in the employer.

The proposed bill would, therefore, require a qualified private 

retirement plan to meet new minimum pre-retirement vesting standards.

A participant’s rights in his accrued benefits derived from his own 

contributions would have to be fully vested at all times. His rights 

at least 50 percent of his accrued benefits derived from employer 
contributions would have to be nonforfeitable when the sum of his age 

and his years of participation in the plan equals or exceeds 50 years,
.and this percentage would have to increase not less rapidly than ratably to 

100 percent over the next succeeding 5 plan years. Under this rule, the righl 

of older employees would vest more rapidly than the rights of younger 

employees, reflecting the fact that an older employee has less of an 

opportunity to earn a reasonable pension with a new employer or to 

save for his retirement.



A participant's accrued benefit is defined in the proposed bill.

For a profit-sharing plan or a money purchase pension plan, the accrued 

benefit is defined as the balance in his account. For a defined benefit 

pension plan, a participant's accrued benefit, as of any applicable date 

prior to normal retirement age, is defined as a fraction of the annual 

benefit commencing at normal retirement age which the employee would 

receive if he continued employment at his current rate of compensation 

until normal retirement age. The numerator of the faction is the total 

number of his years of service with the employer; the denominator is the 

total number of years of service he would have performed as of normal 

retirement age if he continued to be employed by the employer until normal 

retirement age. However, the denominator cannot be less than 15 nor more 

than J+O.

To avoid providing a disincentive against hiring older workers, 

the proposed bill would permit a qualified plan to provide that an 

employee’s rights in his accrued benefits derived from employer 

contributions remain forfeitable until he has completed 3 years of 

continuous service with the employer. The plan would have to provide 

that upon completing this period of service his rights in at least 50 
percent of his accrued benefits derived from employer contributions 

are nonforfeitable, and this percentage would be required to increase at least 

ratably to 100 percent over the next succeeding 5 plan years.

To avoid additional costs for defined benefit pension plans in 

difficult financial condition, pre-retirement vesting would not be 

required with respect to benefits accrued for any plan year for which
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benefit payments to retired participants exceed benefit accruals by 

active participants and the present value of accrued liabilities to 

retired and active participants exceeds the fair market value of plan 

assets. If, however, the plan is amended to provide greater benefits 

during a plan year when this exception would otherwise be operable, 

the exception would not apply with respect to that plan year, any 

succeeding plan years, or the 5 plan years preceding such year in which 

the plan is amended. This exception is designed to provide relief for 

defined benefit pension plans that have a large number of retired

participants in relation to the number of active participants and that 

are not fully funded. These plans are typically found in industries 

where employment is declining and where any increase in pension costs 

would be especially burdensome.

In the case of qualified private retirement plans in which self- 

employed individuals who are owner-employees participate, an employee's 

rights in at least 50 percent of his accrued benefits derived from employer 
contributions would be required to be nonforfeitable when the sum of his 

age and his years of participation equals or exceeds 35 years. His 

rights in the remaining percentage of such accrued benefits would be 

required to become nonforfeitable not less rapidly than ratably over the 

next succeeding.5 plan years of participation.

C. Effective Dates.

Generally, these rules are effective with respect to benefits accrued 

after the date of enactment. However, in the case of plans in existence 

on December 31, 1972, the rules would generally apply to benefits accrued 

for a plan year beginning on or after January 1, 1975* I*1 case

collectively bargained plans, however, these rules would not apply to



benefits accrued during plan years ending before the expiration of the 

collective bargaining agreement in effect on December 31, 1972.

In applying these rules, all participation in the plan (whether before 

or after the applicable effective dates) would be considered in deter

mining whether the sum of the employee's age and his years of participation 

equals or exceeds 50 years or 35 years, whichever is applicable.
1+. Minimum Funding Standard (Section 2 of Bill)

A. Present Law.

Under present regulations, in order to prevent full vesting of all 

accounts, a defined benefit pension plan generally must be funded in a 

sufficient amount so that the unfunded past service cost does not exceed the 

unfunded past service cost as of the date of establishment of the plan, 

plus any additional past service or supplemental costs added by amendment.

An employer generally will satisfy this requirement by annual funding of 

the sum of normal cost and interest on the unfunded liability. There is no 

requirement that unfunded liability ever be reduced.

Thus, the current requirement provides only minimal assurance that plans 

will be funded sufficiently to pay pension benefits according to the terms 

of the plan.

B. Proposal.

The proposed bill would provide a higher minimum standard, in order to 

increase the security of participants. The proposed standard would, in gen

eral, require defined benefit pension plans to be funded annually in an 

amount at least equal to the sum of normal cost, interest on the unfunded 

liability, and 5% of the unfunded vested liability. This standard would make 

the average employee less dependent for his pension upon his employer continu 

ing in business and continuing to maintain the plan.
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The proposed standard is similar in concept to a standard widely used 

by accountants to compute the minimum pension cost for accounting purposes.

5. Deduction for Personal Savings for Retirement. (Section 3 of Bill)
A. Present Law.

Under present law, employer contributions on behalf of an employee 

to a private retirement plan satisfying the qualification requirements 

of the Internal Revenue Code and investment earnings on these contributions 

are generally not subject to tax until paid to the employee or his 

beneficiaries, even though the employee's right to receive these amounts 

becomes nonforfeitable before payment is made* Employee contributions 

to such a plan are subject to tax currently (i.e., no deduction or exclu

sion is allowable), but investment earnings on these contributions are 

not subject to tax .until distributed or paid to the employee. Amounts 

saved by an individual for his retirement outside the scope of a 

qualified plan are not deductible or excludable from gross income, and 

investment earnings on such amounts are subject to tax currently.

B. Proposal.

The effect of existing law relating to saving for retirement purposes 

is to discriminate substantially against individuals who do not participate 

in qualified private retirement plans or who participate in plans providing
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inadequate benefits. Frequently, this situation is the result of a 

unilateral decision of the employer not to establish a private retire

ment plan for its employees or not to improve benefits under an 

existing plan. Many other individuals, because of the nature of 

their occupations, never have a sufficient period of service with 

any one employer to accrue adequate retirement benefits.

To remedy this inadequacy in existing law, the proposed bill would 

allow individuals a deduction in computing adjusted gross income for 

amounts contributed to qualified individual retirement plans which 

they have established or to qualified private retirement plans 

established by their employers. In addition, investment earnings on 

amounts contributed to individual retirement plans would be excludable 

from gross income.

In the case of an individual who does not participate in an employer- 

financed private retirement plan, the amount deductible would be limited 

to 20 percent of earned income or $1,500, whichever is the lesser. In 

the case of a married couple, each spouse would be eligible to claim 

this deduction, and the limit would be applied separately to each spouse. 

Thus, if a husband had earned income of $12,000 and his wife had earned 

income of $7,000, the maximum deduction for him would be $1,500, and the 

maximum deduction for her would be $l,J+00, permitting a total deduction 

of $2,900.



-  12 -

If an individual, participates in an employer-financed plan, the 

amount deductible, after application of the $1,500 or 20 percent of 

earned income limitation, would be further reduced to reflect employer 

contributions to such plan on his behalf. For this purpose, an individual 

would be permitted to assume that employer contributions on his behalf 

are 7 percent of his earned income. He could show, however, that a 

lesser amount had been contributed on his behalf. Such amount would be 

determined in accordance with Treasury Department regulations on the 

basis of the particular facts and circumstances of his situation.

In the case of individuals who have earned income which is not 

covered by the social security system or the railroad retirement system, 

the limitation on the deduction would be further reduced by the amount 

of tax that would be imposed under the Federal Insurance Contributions 

Act if that income were covered by the social security system. This 

reflects the fact that taxes imposed on employees under the Federal 

Insurance Contributions Act are not deductible.

No deduction would be allowed with respect to amounts contributed 

to a qualified retirement plan by an individual who has attained the age 

of 70 1/2.

Under the proposed bill, an individual would be allowed to invest 

these amounts in abroad range of assets, including stocks, bonds, 

mutual fund shares, annuity and other life insurance contracts, face- 

amount certificates, and savings accounts with financial institutions.



While these assets could not be commingled with other property, they could 

be held in custodial accounts, and a taxpayer would not be required to 

establish a trust for this purpose.

To insure that amounts contributed to individual retirement programs 

and investment earnings on such amounts are used only for retirement purposes, 

withdrawals before the individual attains age 59 l/2 would not qualify for 

the general income averaging provided under existing law and would also be 

subject to an additional penalty tax of 30 percent of the amount withdrawn.

This penalty would not apply, however, if the taxpayer has died or has become 

permanently disabled or if the amount withdrawn is deposited in another individual 

retirement account within 60 days. This last exception is designed to permit 

transfer of individual retirement amounts from one type of investment to 

another, or from one trustee or custodian to another.

Moreover, withdrawals would be required to begin by the time the 

taxpayer reaches age 70 l/2 and would have to be sufficiently large so that 

the entire accumulation will be distributed over his life expectancy or the 

combined life expectancy of the taxpayer and his spouse. If sufficient 

amounts are not withdrawn to meet these rules after age 70 l/2, an annual 

excise tax of 10 percent would be imposed. The 10 percent excise tax would 
be applied against the assets in the account multiplied by a fraction, the 

numerator of which is the minimum amount required to be distributed for the 

year reduced by the amount actually distributed, and the denominator of which 

is the minimum amount required to be distributed for the year.

To insure compliance with the foregoing requirements, trustees, 

custodians, and other persons having control of amounts deducted under the 

proposal would be required to submit annual reports to the Internal Revenue
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Service similar to those which are now required of trustees of plans 

benefiting self-employed individuals who are cwner-employees.

C. Effective Date.

This proposal would apply to taxable years ending after the date 

of enactment of the proposed bill.

Contributions on Behalf of Self-Employed Individuals and Shareholder- 
Employees of Electing Small Business Corporations, (Section 4̂ of Bill)

A. Present Law.

The Internal Revenue Code now limits the deductible contribution to 

a qualified private retirement plan on behalf of a self-employed individual 

to the lesser of 10 percent of earned income or $2,500. In certain circum

stances, an additional $2,500. nondeductible contribution may be made. 

Penalties are imposed if excessive contributions are made and are not 

returned. With respect to a shareholder-employee of an electing small 

business corporation, no limit is imposed on the amount that may be 

contributed on his behalf, but if the contribution exceeds the lesser of 

10 percent of compensation or $2,500, the excess is includible in his 

gross income.

The limitation on contributions on behalf of self-employed individuals 

has had a number of undesirable effects. In the first place, while the 

limitation applies by its terms only to contributions on behalf of self- 

employed individuals, as a matter of practice, it applies as well to their 

employees with the result that the contributions on their behalf may be
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less than the contributions which would otherwise be made on their behalf. 

Furthermore, the inadequacy of the amount presently deductible creates an 

artificial incentive for the incorporation of businesses and professional

practices.
B. Proposal.

The proposed bill would increase the limitation on deductible 

contributions to a qualified private retirement plan on behalf of a 

self-employed individual to an amount which is the lesser of $7,500 or 

15 percent of his earned income.

The limitation on excludable contributions on behalf of shareholder- 

employees of electing small business corporations would likewise be 

increased to an amount which is the lesser of $7,500 or 15 percent of 

compensate on.

C. Effective Date.

These increased limitations would apply to taxable years beginning 

after December 31? 1972*

’7• Treatment of Lump-Sum Distributions Recontributed to Qualified 
Retirement Plans. (Section 5 of Bill)
A. Present Law.

Under existing law, if a lump sum distribution is made under a 

qualified private retirement plan, the distribution is subject to income 

taxation even if the distribution is received by an employee before his 

retirement and is set aside by him for his future retirement security.
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Often, if an employee leaves his employer for a new employer under 

circumstances where he has a vested right to retirement benefits from 

his first employer, his retirement benefits will be distributed to him 

in a lump sum at the time he leaves his first employer. This is con

venient for the employer or trustee because he thereby avoids continuing tp 

administer funds for the benefit of a former employee. However, because 

of the income tax payable at that time, the employee will have a smaller 

fund available for his retirement years. On the other hand, an employee 

who, throughout his working career, is employed by a single employer 

will typically avoid any tax on his retirement funds until actual 

retirement. Such a result creates an inequity between employees who 

work for only one employer and employees who are more mobile.

B. Proposal.

Under the proposed bill, an individual would not be subject to tax 

upon receipt of a lump-sum distribution from a qualified retirement plan 

if the individual reinvests the funds in a qualified individual retirement 

account or a qualified employer-sponsored retirement plan within 60 days 

after the close of the employee’s taxable year. If the individual receives 

the distribution in property, other than cash, he would have to reinvest the 

same property in order to take advantage of this tax deferral opportunity. 

The proposal would encourage retirement savings by enabling an employee to 

defer taxation of an amount received as a lump-sum distribution until

retirement.
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These rules would apply to taxable years ending after the date of 

enactment.

8• Prohibited Transactions. (Section 6 of Bill)

A. Present Law.

Under present law, a trust forming part of a qualified 

retirement plan is denied exemption from taxation if it engages in a 
prohibited transaction. Within this context, a prohibited transaction 

usually involves a transaction at less than arm’s length, between the 

trust and the employer who established the plan, under circumstances which 

may result in the diversion or dissipation of the trust assets required to 

be held for the exclusive benefit of the employees covered by the plan.

If exemption from taxation is denied to the trust, other special benefits 

under the Code relating to qualified plans are also denied. Special 

benefits affecting employees include deferral of the taxation of non

forfeitable amounts contributed on their behalf by employers, and special 

averaging provisions available with respect to lump sum distributions.

The denial of the trust’s exemption from taxation, accompanied by 

the denial of the employee’s exclusions for employer contributions and 

the employer’s current deduction, has not been a satisfactory deterrent 

in discouraging participation in a prohibited transaction. An employer, 

in need of working capital or in failing financial condition, may find it 

advantageous to forego a deduction for any contribution made under a plan
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in order to divert trust assets to his own use. In far too many instances, 

the fiduciary for the trust acquiesces in the employer’s demand to divert 

assets to the detriment of the employees.

In many cases, the consequences of the denial of exemption for the 

trust fall upon innocent rank-and-file employees covered. For example, 

if a trust is disqualified because of an act of the trustee and the 

employer, any income tax imposed upon the disqualified trust may diminish 

the funds available to provide the retirement benefit promised to the 

employee. Furthermore, because of the prohibited act in which he did not 

participate, the employee may have to include in his gross income the 

contributions made on his behalf in a taxable year before he actually 

receives the amounts attributable to the contributions.

B. Proposal.

Any sanction against prohibited transactions should be directed only 

toward those who participate in them. An employee who is a stranger to 

the transaction should not be penalized through denial of the special tax 

benefits to which he would be entitled but for the transaction of another. 

An effective sanction against prohibited transactions would prevent the 

wrongful dissipation of plan assets.

The proposed bill would impose excise taxes on the amount involved 

in a prohibited transaction. The taxes would be paid by any party in 

interest (e.g., the trustee, employer, or officers of the employer, and 

other persons having a close relationship to the trust or employer) who are
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participants in the transaction. An initial tax would be imposed at the 

rate of 5 percent of the amount involved in the prohibited transaction.
An additional tax would be imposed at the rate of 200 percent if the trans
action is not corrected within 90 days after notice of deficiency for such 

tax is mailed. An additional period for correction of the transaction 

may be allowed if reasonable and necessary to bring about correction of 

the prohibited transaction. These provisions are similar to taxes imposed 

by the Tax Reform Act of 1969 with respect to private foundations.

Under the proposed bill, a prohibited transaction would be any act 

which is prohibited under the Administration’s proposed Employee Benefits 

Protection Act. Thus, there would be a uniform meaning of a prohibited 

transaction for purposes of the tax law and the law relating to fiduciary 

standards. Furthermore, the effect of a uniform definition of the term 

would be to extend the fiduciary standards to qualified private retire

ment plans that are not covered, for administrative and other reasons, 

under the Employee Benefits Protection Act (e,g,, plans covering fewer 

than 26 participants).

C. Effective Date.

These provisions would be effective beginning on the day after the 

date of enactment.

9. Miscellaneous Provisions.
A. Premature Distributions to Owner-Employees. (Section 7(a) of Bill) 
Under existing law, certain penalties are applicable to distributions 

made to an owner-employee before he attains the age of 59-1/2 years but only
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to the extent thè distributions are attributable to contributions made on 

his behalf. Under the proposed bill, this provision is made applicable to 

forfeitures -which may arise under the rule of 35 vesting standard.

B. Employees Covered under Collective Bargaining Agreement (Section 7(b) 
of Bill)

Under existing law, a qualified private retirement plan must cover

(1) specified percentages of employees (generally, 70 percent of employees 

or 80 percent of those eligible if 70 percent are eligible to participate) 

or (2) such employees as qualify under a classification that does not dis

criminate in favor of officers, shareholders, supervisors, or highly compensated 

employees. In making the computation under the percentage requirement, certain 

short service, part-time and seasonal employees are excluded. In addition, 

contributions or benefits under a, plan may not discriminate in favor of officers, 

shareholders, supervisors or highly compensated employees.

In many cases, employees covered under a collective bargaining agreement 

prefer current compensation or other benefits to the benefits provided under 

a qualified plan. Thus, many employers are unable to establish a plan for 

other employees because the coverage and discrimination requirements cannot 

be satisfied if the bargaining -unit employees are not covered. Under the 

proposed bill, employees who are included in a unit of employees covered by 

a collective bargaining agreement may be excluded for purposes of satisfying 

the coverage requirements and the discrimination requirement unless such 

agreement provides that the employees are to be included in the plan.
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C. Plans Benefiting Self-Employed Individuals. (Section 7(c) of Bill)
Under existing law, there is full and immediate vesting in contributions

made or benefits accrued under a plan covering an "owner-employee." In a 

plan which does not cover any owner-employee, forfeitures may not benefit 

self-employed individuals. Under the proposed bill, forfeitures attributable 

to contributions made on behalf of common law employees (which may arise under 

the rule of 35 or 50 vesting standards) may not inure to the benefit of self- 

employed individuals. However, forfeitures by a self-employed individual may 

inure to the benefit of other participants, whether or not those other par

ticipants are self-employed.

D. Trustee of a Trust Benefiting on Owner-Employee. (Section 7(d) of Bill) 
Under existing law, the trustee for a trust forming part of a retirement

plan benefiting an owner-employee must be a bank. Under the proposed bill, 

any person who demonstrates to the satisfaction of the Secretary or his 

delegate that he will hold the trust assets in a manner consistent with the 

requirements for qualification may be a trustee for a plan benefiting an 

owner-employee. This provision is identical with the corresponding require

ment the bill would establish with.respexrt to individual retirement accounts.

E. Custodial Accounts. (Section 7(f) of Bill)
Under existing law, a custodial account may be treated as a trust if 

the custodian is a bank and investment of the funds is either solely in 

mutual funds or solely in annuity contracts. Under the proposed bill, a 

person other than a bank may be a custodian if he demonstrates that he
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■will hold the assets consistently with the requirements for qualification 

of a trust. The restrictions relating to investment would he eliminated. 

This provision is identical with the corresponding requirement the hill 

would establish with respect to individual retirement accounts.

F. Time when Contributions Deemed Made. (Section 7 (h) of Bill)
Under existing law, a taxpayer who reports his income on an accrual

basis may deduct the contributions made after the close of a taxable year 

on account of that year, if they are made at any time prior to filing a 

tax return for that year. In many cases, it is impossible to determine 

the amount to be contributed under the plan for a year by the end of that 

year. Under the proposed bill, the rule applicable to accrual basis 

taxpayers would be extended to cash basis taxpayers.

G. Inclusion of Certain Employer Contributions in Gross Income.

(Section 7(i) of Bill)
Under existing law, there is no limit upon the amount contributed under 

a qualified private pension plan on behalf of an employee, other thar a



shareholder-employee of an electing small, business corporation, which may 

be excluded from gross income by the employee. Furthermore, there is no 

meaningful limitation on the deductible amount which may be contributed by 

an employer under a money purchase pension plan. Under the proposed bill, 

an employee would be required currently to include in his gross income the 

amount of employer contributions made on his behalf under a money purchase pen

sion plan to the extent in excess of 20 percent of his compensation. Any amount 

included in gross income would be considered as part of the employee's 

investment in the contract for purposes of computing the taxable amount of 

a distribution from the plan to the employee. However, these amounts would 

be considered to be contributed by the employer for purposes of qualification of 

the plan. A deduction would be allowed for amounts included in.gross income 

that are not received before all rights under the plan terminate.

H. Defined Benefit Pension Plans Benefiting Self-Employed Individuals.

(Section 7 (a), (c), (g) of Bill)

Under existing law, defined benefit pension plans are permitted for self- 

employed individuals. However, these plans are seldom established because 

of the low limits on deductible contributions and because separate accounts 

are required to be maintained for each self-employed individual to assure 

that forfeitures do not inure to his benefit. Defined benefit pension plans 

would be more feasible for self-employed individuals under the proposed bill 

because of the increased deductible limit of ^7?500 and because forfeitures 

by one self-employed individual would be permitted to inure to the benefit of 

other self-employed individuals. Under the proposed bill, a separate account
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•would be required to be maintained with respect to the self-employed individuals 
covered under a defined benefit pension plan. Another separate account would 
be required to be maintained with respect to the common law employees covered 
under the plan.

I. Voluntary Contributions by Owner-Employees. (Sections 3(c) and 7(e)of Bill)
Under existing law, amounts received from a retirement plan before retire

ment are tax-free to all participants other than owner-employees (self-employed 

persons who own 10$ or more of the business) to the extent of all non

deductible amounts contributed to the plan by the participants. Under the 

proposed bill owner-employe es would have the same rights upon withdrawal of 

non-deductible contributions as all other participants.

10. Major Changes from Individual Retirement Benefits.Act of 1971»
The proposed bill is a revised and expanded version of the Individual 

Retirement Benefits Act of 1971? a bill proposed by the Administration in the 
92nd Congress. The major changes from the earlier bill are as follows:

A. Minimum Funding Standard.

The earlier proposed bill did not deal with funding.

B. Accrued Benefits.

Hie earlier proposed bill did not define "accrued benefits" for 

vesting purposes.

C. Vesting.

Provisions in the earlier proposed bill for special vesting in lieu 

of the rule of 90 intended to prevent discrimination in favor of officers, etc., 
of closely held partnerships and corporations have been dropped because of 
admini str at ive c omplexit i e s.
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D. Contributions on Behalf of Self-Employed.

The earlier proposed bill provided that deductible contributions on 

behalf of self-employed individuals and shareholder-employees of electing 

small business corporations could not exceed 15$ of so much of earned income 

as does not exceed $50,000. This proposed bill provides that deductible 

contributions are limited to the lesser of $7,500 or 1%  of all earned income.

E. Reinvestment of Lump-Sum Distributions.

The earlier proposed bill did not permit tax-free reinvestment of lump- 

sun distributions.

F. Prohibited Transactions.

The earlier proposed bill did not change the law concerning prohibited 

transactions.

G. Bargaining Unit.

The earlier proposed bill did not deal with collective bargaining 

unit employees.

H. Forfeitures.

The provision prohibiting the allocation of a forfeiture of a common 

law employee’s benefits to a self-employed individual is new.

I. Trustees and Custodians.

The earlier proposed bill did not change the rules concerning trustees 

and custodians of existing qualified retirement plans.

J. Money Purchase Pension Plans.

The provision requiring an employee to include in gross income amounts 

contributed on his behalf under a purchase money pension plan to the extent 

in excess of 20 percent of his compensation, is new.



L. Withdrawals
The earlier proposed bill would not have repealed the provision prohibit

ing an owner-employee from withdrawing his voluntary nondeductible contribu
tions before the taxable recovery of deductible contributions.
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WITH PROPOSED TECHNICAL REVISIONS
Technical Explanation 
and Section by Section Analysis

Section 1, Short Title, Etc.
(a) Short title.— Section 1 (a) of the bill pro

vides that the bill may be cited as the ’’Retirement 
Benefits Tax Act”.

(b) Amendment of 1954 Code.--Section 1 (b) of the 
bill provides that, except as otherwise expressly provided, 
whenever in the bill an amendment is expressed in terms
of an amendment to a section or other provision, the 
reference is to a section or other provision of the 
Internal Revenue Code of 1954.
Section 2. Minimum Standards Relating to Funding, 
Eligibility, and Vesting.

(a) In general.— Section 2 (a) of the bill would 
amend section 401 (a) of the code (relating to require
ments for qualification) by adding a minimum funding 
standard in paragraph (7), and by adding new paragraphs 
(11), (12), (13), and (14). Proposed paragraph (11) 
would impose limits upon the age and service conditions 
for participation in a qualified plan. Proposed para
graph (1 2 ) would require a qualified plan to include 
provisions according participants nonforfeitable rights 
under the plan prior to retirement, in accordance with 
the ’’rule of 50”. Proposed paragraph (13) would provide
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a limited exception to the application of the rule of 50 
under paragraph (12). Proposed paragraph (14) would 
provide special transitional rules for applying paragraphs 
(1 1 ) and (1 2 ).
Minimum funding standard--section 401 (a) (7)

Section 401 (a) of the code does not contain any 
explicit funding standard, although a funding standard 
has been developed administratively. The standard is 
used in determining whether, under section 401 (a) (7 ), 
a complete discontinuance of contributions to a qualified 
pension plan has occurred. (Sec. 1.401-6 (c) of the 
Income Tax Regulations.) A  qualified plan is required to 
provide that if such a discontinuance occurs, the rights 
of participants under the plan, to the extent funded, be
come vested. (Sec.1.401-6 (c) (1) of the Income Tax 
Regulations.) Under the administrative standard, a . 
suspension of contributions is not a complete discontinuance 
of contributions if the benefits under the plan are not 
affected at any time by the suspension and the unfunded 
past service cost at any time does not exceed the unfunded 
past service cost as of the date of establishment of the 
plan, plus any additional past service or supplemental 
costs added by amendment. An employer will generally 
satisfy the administrative funding standard, in the case 
of a defined benefit pension plan, by annual funding of 
the sum of normal cost and interest on unfunded past 
service costs.
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Section 2 (a) (1) of the bill would amend para- J. 

graph (7 ) of section 401 (a) of the code to provide that 
for purposes of that paragraph, a complete discontinuance 
of contributions under a defined benefit pension plan 
occurs if the amount contributed to or under the plan 
for a plan year beginning after December 31, 1973, is 
less than the minimum funding standard. This minimum
funding standard would not apply to a plan maintained by 
the United States, a State or political subdivision there
of or a corporation which is an instrumentality of the 
United States, a State or political subdivision thereof.

For the first plan year beginning after December 31,
1973, the minimum funding standard is to be the sum of (i) the 
normal cost of the plan for such year plus interest for such 
year on the unfunded liability computed under the funding 
method used to determine normal costs, and (ii) 5 percent 
of the unfunded liability for nonforfeitable benefits under 
the plan (computed as the excess of the present value of the 
nonforfeitable benefits then accrued under the plan over 
the then fair market value of the assets). For this 
purpose, nonforfeitability of benefits is to be determined 
without regard to such contingencies as withdrawal of 
employee contributions, service with a competitor, or 
improper conduct.

For each subsequent plan year, the standard 
is increased by the total of the amounts determined under
(i) and (ii) of the preceding paragraph with respect to 
the plan for each of the preceding plan years beginning 
after December 31, 1973, and reduced (but not below zero)
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by the total of the amounts contributed to or under the 
plan for each of the preceding plan years beginning after 
such date. Thus, amounts contributed for a plan year in 
excess of the standard reduce the standard for subsequent 
plan years.

The proposed minimum funding standard for any plan 
year is not to exceed the excess (if any) of the accrued 
liability under the entry-age normal funding method 
(including the normal cost for the year), over the fair 
market value cf the assets held under the plan. Thus, 
for example, if the fair market value of the assets held 
under the plan is greater than the accrued liability 
under the entry-age normal funding method, no contributions 
would be required under this provision because the plan is 
already fully funded.

For purposes of the minimum funding standard, 
liabilities under the plan and the assets held under the 
plan are to be determined as of the same date during the 
plan year and such date is to be used consistently from 
year to year. The fair market value of the assets held 
on such date is to be determined on the basis of a reason
able method applied consistently, such as on the basis of 
their average value during the year. Further, the actuarial



assumptions used in determining liabilities under
the plan are required to be reasonable in the aggregate.

As under present law, failure to satisfy the 
minimum funding standard would not be the only means of 
effecting a complete discontinuance of contributions.

As amended, paragraph (7) would also provide that the 
Secretary of the Treasury or his delegate may authorize 
the use of another minimum funding standard which results 
in a satisfactory rate of funding.
Eligibility requirements--proposed section 401 (a) (11)

Under section 401 (a) (3) of the code (relating to re 
quirements for qualification), a qualified pension, profit 
sharing, or stock bonus plan (or plans treated as a single 
plan for qualification purposes) must cover either (1 ) 
specified percentages of employees (generally, 70 percent 
of all employees or 80 percent of the eligible employees 
if 70 percent of all employees are eligible) or (2) such 
employees as qualify under a classification that does 
not discriminate in favor of officers, shareholders, 
supervisors, or highly compensated employees. Under 
the percentage coverage requirement, employees who have 
been employed for a minimum period prescribed by the plan
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(not in excess of 5 years) and certain part-time a n d  

seasonal employees may be excluded. These requirements, 
however, do not directly limit the restrictions on 
eligibility to participate which may be imposed by such 
a qualified plan. Under section 401 (a) (4) of the code, 
a plan may not discriminate in favor of shareholders, 
officers, supervisory employees, or highly compensated 
employees. For example, under present law, employees who, 
when they first otherwise become eligible to participate in 
a plan, are older than a specified age (generally an age 
close to normal retirement age) may be excluded if the 
prohibited discrimination does not result.

Proposed section 401 (a) (11) provides that a 
trust is not to constitute a qualified trust under 
section 401 of the code if the plan of which such trust 
is a part requires, as a condition of participation, that 
an employee ( A )  have a period o f  continuous service 
with the employer (including, in accordance with regulations 
prescribed by the Secretary of the Treasury or his 
delegate, a predecessor of the employer) in excess 
of 3 years, (B) have attained an age in excess of 30 
years, or (C) have not attained an age which is less
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than the normal retirement age under the plan reduced 
by 5 years. For this purpose it is contemplated that 
regulations will provide a definition of "continuous 
service" which will be broader than the definition of 
"employment relationship" provided by § 1.421-7 (h) of 
the Income Tax Regulations. The Secretary of the Treasury 
or his delegate is, by regulation, to define the term 
"normal retirement age under the plan" for purposes of 
proposed section 401 (a) (11).

Accordingly, under subparagraphs (A) and (B) of 
proposed section 401 (a) (11), a plan would be required 
to cover an employee who has completed 3 years of service 
and is at least 30 years old (if he meets all other 
conditions of participation) if any trust forming part 
of the plan is to constitute a qualified trust under 
section 401 of the code. Furthermore, for example, if 
the normal retirement age under the plan is age 65, the 
requirements of proposed section 401 (a) (11) (C) would 
not be satisfied if, under the plan, employees who, when 
they would first otherwise become eligible to participate 
in the plan, are excluded because they have attained age 
59 (because 59 is less than 65 reduced by 5). However, 
in such a case, the requirements would be satisfied if 
the plan required, as a condition of participation, that
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an employee have not attained age 60 years or an age 
greater than 60 years when he first becomes otherwise 
eligible to participate in the plan.

A plan would not be required to cover an employee 
who is younger than 30 years even if he has completed 
3 or more years of service with the employer. However, 
a plan could, for example, permit coverage of employees 
younger than age 30 who have completed more than 3 years 
of service, or employees who have completed less than 
3 years of service who are older than age 30. Similarly, 
a greater service requirement could be imposed with 
respect to an employee who, as of the time he is first 
otherwise eligible to participate, is older than normal 
retirement age reduced by 5 years.
Vesting requirements--proposed section 401 (a) (12)

Section 401 (a) of the code (relating to require
ments for qualification) does not explicitly require 
that a qualified pension, profit-sharing, or stock bonus 
plan provide that a participant in the plan acquires a 
nonforfeitable right to his accrued benefit under the 
plan at any time before he becomes eligible to retire. 
However, section 401 (d) (2) (A) of the code (relating 
to additional requirements for qualification of trusts 
and plans benefiting owner-employees) presently requires



that a plan established by an unincorporated business 
in which an owner-employee participates must provide 
that each participant’s rights to or derived from the 
contributions under the plan are nonforfeitable at the 
time the contributions are paid to or under the plan.
In addition, under section 401 (a) (4) of the code, the 
failure of a plan to provide for preretirement vesting 
is taken into account by the Internal Revenue Service in 
determining whether the plan satisfies the requirement 
that it not discriminate in favor of officers, share
holders, supervisory employees, or highly compensated 
employees. Furthermore, under section 401 (a) (7) of 
the code, a qualified pension, profit-sharing, or stock
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bonus plan must provide that, upon its termination or 
upon a complete discontinuance of contributions under 
the plan, the rights of each employee in his accrued 
benefits, to the extent funded, or the amounts credited 
to his account, are nonforfeitable. Although the 
computation of benefits accrued by an employee is 
required for purposes of section 401 (a) (7) of the 
code and for purposes of other code provisions, the 
code does not provide rules for the computation of accrued 
benefits.

Subparagraph (A) of proposed section 401 (a) (12), 
provides that, except as provided by subparagraphs (B) 
and (C) of that paragraph (relating, respectively, to 
forfeitures due to voluntary withdrawal of employee 
contributions, and forfeitures required to prevent dis
crimination in favor of shareholders, officers, super
visory employees, or highly compensated employees) a 
trust is not to constitute a qualified trust under sec
tion 401 (a) of the code unless the plan of which such 
trust is a part satisfies specified minimum vesting 
standards. Under the proposed standards, an employee’s 
rights in his accrued benefit derived from his own contri
butions must be nonforfeitable (other than by reason of 
death). Furthermore, under a qualified plan at least 50 
percent of his accrued benefit derived from employer
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contributions would be required to be nonforfeitable 
(other than by reason of death) no later than the 
later of (i) the close of the first plan year in which 
the sum of his age and the period of his active 
participation in the plan equals or exceeds 50 years, 
or (ii) the time he has completed 3 years of continuous 
service with the employer (including, in accordance with 
regulations prescribed by the Secretary of the Treasury 
or his delegate, service with a predecessor of the 
employer)* For the purpose of (i), years of age and 
years of active participation are to be rounded separately 
to the nearest whole year and active participation would 
not include, for example, periods after employment ceases, 
or periods for which employee contributions required to be 
made under the plan are not made. Proposed section 401
(a) (12) (A) would further require that an employee*s 
rights in the remaining percentage of all of his accrued 
benefit derived from employer contributions become 
nonforfeitable (other than by reason of death) not less 
rapidly than ratably over the next succeeding 5 plan years 
following the close of the first plan year in which such 
employee satisfies the initial nonforfeitability require
ment. More rapid vesting than that required under 
proposed section 401 (a) (12) could be required under 
section 401 (a) (4 ) if necessary to prevent discrimination 
in favor of officers, shareholders, supervisory employees, 
or highly compensated employees.
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Under proposed paragraph (12) (A), if an 
employee’s active participation began in 1975 at the 
beginning of a plan year at age 30, and continued for 
a period of 15 consecutive plan years, his right to at 
least 50 percent of his accrued benefit derived from 
employer contributions would have to be nonforfeitable 
(other than by reason of death) no later than the close 
of the 1 0 th plan year of participation and his right to 
all of his accrued benefit would have to be nonforfeitable 
(other than by reason of death) no later than the close 
of the 15th plan year of participation. Further, under 
proposed paragraph (12) (A) his right to any benefit 
accrued after such 15th year would have to be nonfor
feitable (other than by reason of death). If, as of the 
close of the plan year in which the vesting standard 
becomes effective, participant A is age 40 and participant 
B is age 50, and each has participated in the plan for 
10 years, A ’s right to at least 50 percent and B's right 
to 1 0 0 percent of the benefit accrued for such year would 
have to be nonforfeitable (other than by reason of death). 
(See effective date provided by sec. 2 (d) of the bill 
and special transitional rules provided under sec. 401
(a) (14) as proposed to be added by sec. 2 (a) of the bill.)
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b

Subparagraph (B) of proposed section 401 (a) (12)
provides that a trust, which is a part of a plan to
which employees are required to contribute as a condition
of participation, is not to be disqualified under proposed
paragraph (1 2 ) merely because an employee’s rights in
his accrued benefit derived from employer contributions
under the plan are forfeitable if, by reason of his
separation from the service or termination of his active(participation in the plan, he voluntarily withdraws all 
or a part of the amount contributed by him. If a plan 
provided that a terminating employee is required to with
draw his contributions to the plan under certain circum
stances, his rights in his accrued benefit may not be 
forfeited because of such withdrawal. Moreover, proposed 
section 401 (a) (12) (B) would not apply to a plan which 
merely permits an employee to make voluntary contributions 
to the plan (i.e., contributions that are not required to
be made under the plan to receive a benefit (or an addi
tional benefit) derived from employer contributions).
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Subparagraph (C) of proposed section 401 (a) (12) 
provides that proposed paragraph (1 2 ) is not to apply 
to contributions which, under provisions of the plan 
adopted pursuant to regulations prescribed by the 
Secretary of the Treasury or his delegate to preclude 
discrimination prohibited by paragraph (4) of section 401
(a) (in favor of shareholders, officers, supervisory 
employees, or highly compensated employees), may not be 
used to provide benefits for designated employees in the 
event of early termination of the plan. However, except 
to the extent necessary to prevent the prohibited 
discrimination, the rights of such a designated employee 
must be nonforfeitable in accordance with provisions of 
the plan satisfying the rule of 50.

Many plans provide, for example, for the forfeiture of 
benefits by a participant who serves with a competitor 
or engages in improper conduct. To the extent provisions 
such as these render forfeitable those benefits which 
would be required to be nonforfeitable under proposed 
section 401 (a) (1 2 ), such provisions would require 
amendment. . Improper conduct may, nevertheless, continue 
to be deterred by provisions giving an employer lien 
rights against employee interests in a trust to recover 
liabilities to the employer if permitted under local 
law, e.g., recovery for embezzlement.

Subparagraph (D) of proposed section 401 (a) (12) 
provides rules for determining the amount of an employee*s 
accrued benefit (which are minimum amounts in the case of
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benefits under defined benefit pension plans), as of any 
applicable date, for purposes of proposed sections 401
(a) (12) and 401 (d) (2) (A) (relating to the vesting 
requirements of qualified plans benefiting owner-employees). 
Separate rules would apply for the determination of the 
minimum accrued benefit in the case of a defined benefit 
pension plan and for such determination in the case of 
other plans.

Clause (i) of proposed section 401 (a) (12) (D) 
provides general rules for determining such accrued benefit 
on the basis of an annual benefit commencing at normal 
retirement age in the case of a defined benefit pension 
plan. (Subparagraph (F) of proposed sec. 401 (a) (12) 
provides rules for the determination of a benefit other 
than an annual benefit commencing at normal retirement age.) 
The general rule provided by proposed clause (i) is that 
an employee’s minimum accrued benefit, as of any applicable 
date prior to normal retirement age, is to be the product 
of (1 ) the annual benefit commencing at normal retirement 
age to which such employee would be entitled under the 
plan as . in effect at such time, assuming that he continues 
to earn annually until normal retirement age the 
same rate of compensation as he earned at such 
time (based upon his average covered earnings during the 
60 preceding months or, if shorter, the actual preceding 
period of employment), and (2 ) the following fraction: the 
numerator of the fraction is to be the total number of his
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years of service with the employer (including, in accordance 
with regulations prescribed by the Secretary of the Treasury 
of his delegate, service with a predecessor of the 
employer) performed as of such time and the denominator 
of such fraction is to be the total number of years of 
service he will have performed as of normal retirement 
age, assuming that he will continue to be employed by 
the employer Until attaining such age. However, such 
denominator is not to be less than 15 nor more than 40. 
Notwithstanding the above rules, the fraction referred 
to in proposed clause (i) is to be deemed to be equal 
to one at normal retirement age and is never to exceed 
one. Thus, for example, if an employee's age is equal 
to or greater than normal retirement age, his annual 
benefit would be multiplied by one, and prior to 
normal retirement age the minimum accrued benefit of 
an employee with a level salary would accrue at a level 
rate, not to exceed l/15th per year and not less than 
l/40th per year. The minimum accrued benefit for an 
employee with 40 years of service would be equal to 
the annual benefit payable at normal retirement age 
based on assumed continuation of his present compensa
tion to that age.

For example, employee A becomes an employee of X 
Corporation and a participant in its noncontributory 
plan at age 40 in 1976. The plan provides a pension at
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age 65, the normal retirement age, equal to 30 percent 
of the average compensation during the five years of 
service immediately preceding retirement, A partici
pates in the plan for 10 years, earning average annual 
covered compensation in the last 60 months of $12,000.
Under proposed section 401 (a) (12) (D), at the end of 
the 10th year, his accrued benefit is not to be less 
than $1,440 per year beginning at age 65 (30 percent of 
$12,000 multiplied by 10/25). It is anticipated that 
regulations prescribed by the Secretary of Treasury or 
his delegate would provide special rules for determining 
an employee*s accrued benefit derived from employer 
contributions under a defined benefit pension plan which 
is integrated with social security benefits.

The last sentence of proposed section 401 (a) (12)
(D) provides that, in the case of a defined benefit 
pension plan which permits voluntary employee contributions, 
the portion of an employee*s accrued benefit derived from 
such contributions is to be treated as an accrued benefit 
derived from employee contributions under a plan other 
than a defined benefit pension plan. A separate account 
would be required to be maintained for voluntary contri
butions of each participant together with the income 
expenses, gains and losses thereon.
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Clause (ii) of proposed section 401 (a) (12) (D) 
provides that in the case of a plan other than a 
defined benefit pension plan (a profit-sharing, stock 
bonus, or money purchase pension plan (including a 
"target benefit" plan)) an employee’s accrued benefit as 
of any applicable date is to be the balance of the account 
or accounts for such employee as of that time.

Subparagraph (E) of proposed section 401 (a) (12) 
provides rules for determining an employee’s accrued 
benefit derived from employer contributions (which 
would be subject to the applicable proposed vesting 
standards) and from employee contributions (which would 
be fully nonforfeitable, except in the case of death).
The first sentence of proposed section 401 (a) (12) (E) 
defines an employee’s minimum accrued benefit derived from 
employer contributions as of a particular date as the excess 
of the employee’s accrued benefit determined under proposed 
section 401 (a) (12) (D) as of such date over the amount of 
the accrued benefit derived from his employee contributions 
as of such date. Thus, the amount of an employee’s accrued 
benefit derived from employer contributions depends on the 
terms of the plan but does not depend upon the amount of 
employer contributions actually made and does not depend on 
the value of the assets in the fund.

With respect to a plan other than a defined benefit 
pension plan, the amount of the accrued benefit derived 
from employee contributions as of any date is to be



the benefit attributable to the balance in his 
separate account consisting only of his contributions and 
the income, expenses, gains, and losses attributable 
thereto. However, if a separate account is not maintained 
with respect to an employee*s contributions under such a 
plan, the amount of the accrued benefit derived from 
employee contributions is to be the amount which bears 
the same ratio to the employee’s total accrued benefit 
as the total amount of the employee’s contributions (less 
withdrawals) bears to the total amount of his contributions 
(less withdrawals) and the employer contributions (less 
withdrawals) made on his behalf. For this purpose, 
forfeitures credited to an employee’s account are to be 
treated as employer contributions.

With respect to a defined benefit pension plan 
providing an annual benefit in the form of a single 
life annuity commencing at normal retirement age (proposed 
sec. 401 (a) (12) (F) provides rules for other forms), 
the amount of the minimum accrued benefit derived from 
employee contributions as of any applicable date is 
to be the annual benefit equal to the employee’s accumu
lated contributions multiplied by the appropriate con
version factor. For this purpose, the term "appropriate 
conversion factor" means the factor necessary to convert 
an amount equal to the accumulated contributions to a 
single life annuity commencing at normal retirement age.
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Such factor is to be 10 percent for a normal retirement age 
of 65 years and is to be the same for men and women* For 
other normal retirement ages, such factor is to be deter
mined in accordance with regulations prescribed by the 
Secretary of the Treasury or his delegate.

For purposes of proposed section 401 (a) (12) (E) 
the term "accumulated contributions" means the total 
of: (i) all mandatory contributions made by the employee
before the end of the last plan year referred to in 
clause (i) or (ii) of proposed section 401 (a) (14) (A) 
(relating to transitional rules), together with interest 
(if any) credited thereon under the plan to the end of 
such plan year (to the extent such contributions and 
interest are nonforfeitable on the applicable date), and 
interest compounded annually thereafter at the rate of 
5 percent per annum, to the date upon which the employee 
would attain normal retirement age, and (ii) all mandatory 
contributions made by the employee after the end of the 
last plan year referred to in clause (i) or (ii) of 
proposed section 401 (a) (14) (A), together with interest 
on such contributions compounded annually at the rate of 
5 percent per annum to the date upon which the employee 
would attain normal retirement age.
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For purposes of subparagraph (E) of proposed section 
401 (a) (12), mandatory contributions made by an employee 
are the contributions that are required to be made under the 
plan to receive a benefit (or an additional benefit) derived 
from employer contributions. For example, if the benefit de
rived from employer contributions depends upon a specified 
level of employee contributions, employee contributions up 
to that level would be treated as mandatory contributions.

Proposed section 401 (a) (12) (E) further provides 
that the accrued benefit derived from employee contribu
tions is not to exceed the accrued benefit determined 
under subparagraph (D) of proposed section 401 (a) (12).
Thus, for example, if an employee’s accrued benefit 
determined under subparagraph (D) equals $20,000, his 
accrued benefit derived from employee contributions is 
not to be greater than $20,000 even though such benefits 
determined under subparagraph (E) equal $25,000.

Subparagraph (F) of proposed section 401 (a) (12) 
provides that, in the case of a defined benefit pension 
plan, if. an employee’s accrued benefit is to be deter
mined as an amount other than an annual benefit commencing 
at normal retirement age, or if the amount of the accrued 
benefit derived from contributions made by an employee 
is to be determined with respect to a benefit other than 
an annual benefit in the form of single life annuity



commencing at normal retirement age, the employee’s
minimum accrued benefit, or the amount of
the minimum accrued benefit derived from contributions
made by an employee, as the case may be, is to be the
actuarial equivalent (determined in accordance with
regulations prescribed by the Secretary of the Treasury
or his delegate) of such benefit or such amount determined
under subparagraph (D) or (E) of proposed section 401 (a) (12).

It is contemplated, that amendment of many 
existing plans would be required to conform them to the 
proposed rules relating to the required percentage of 
vesting and the definition of accrued benefit, in order 
to remain qualified. For instance, the United States 
civil service retirement system would have to be amended 
to conform to these rules.
Exception to vesting requirement$--proposed section 401
(a) (13)

Proposed section 401 (a) (13) provides that a trust 
forming part of a defined benefit pension plan which is 
in existence on December 31, 1972, is not to be dis
qualified for any plan year merely because such plan pro
vides that an employee's accrued benefit derived from 
employer contributions for any plan year is forfeitable 
if both of the following conditions are satisfied: (1) 
the sum of the periodic benefit payments to retired
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participants (or their beneficiaries) during the plan year 
exceeds the benefit accruals (determined in accordance 
with regulations prescribed by the Secretary or his 
delegate) by active participants during the plan year, 
and (2) as of the beginning of the plan year, the sum of 
the present values of accrued plan liabilities to active 
and retired participants under the plan exceeds the fair 
market value of plan assets. Such accrued benefits for 
an employee during such a plan year could remain for
feitable until the employee attains retirement age under 
the plan.

The present values of accrued plan liabilities are 
to be determined in accordance with actuarial assumptions 
which in the aggregate are reasonable. The fair market 
value of plan assets held at the beginning of the plan 
year is to be determined on the basis of a reasonable 
method applied consistently, such as on the basis of 
their average value during the preceding year.

Subparagraph (B) of proposed section 401 (a) (13) 
provides that this exception is not to apply for any 
plan year beginning after December 31, 1972, if the plan 
is amended during such plan year to provide additional 
or increased benefits (for example, by lowering the re
tirement age or raising benefit levels). For this purpose, 
neither a reduction in eligibility requirements to comply
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with applicable law nor an increase in the rate of 
vesting would be deemed to result in additional or 
increased benefits. If the plan is so amended, the 
exception will also not apply to any succeeding plan 
year or to any plan year which begins after December 31,
1972, and which precedes the plan year in which the plan 
is amended by not more than 5 plan years.
Transitional rules--proposed section 401 (a) (14)

Proposed section 401 (a) (14) (A) (i) provides that 
proposed paragraphs (11) and (12) of section 401 (a), 
relating to eligibility of participants and nonforfeit
ability of accrued benefits, respectively, are not to 
apply, in the Case of a plan in existence on December 31,
1972, with respect to a plan year which begins before 
January 1, 1975. However, if later, in the case of a plan 
maintained pursuant to an agreement which the Secretary of 
the Treasury or his delegate finds to be a collective 
bargaining agreement between employee representatives 
and one or more employers, in effect on December 31, 1972, 
proposed paragraphs (11) and (12) of section 401 (a) are 
not to apply to a plan year ending before the termination 
of the agreement. For purposes of determining the date 
on which such an agreement terminates, an extension agreed 
to after December 31, 1972, would be disregarded. Thus, in the 
case of such a collectively bargained plan, the proposed
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rules relating to nonforfeitability of accrued benefits 
would generally not apply to benefits accrued during plan 
years ending before the expiration of the collective 
bargaining agreement in effect on December 31, 1972.

Generally, subparagraph (B) of proposed section 401 
(av (14) provides an exception to the application of the 
transitional rules under subparagraph (A) of proposed 
section 401 (a) (14). Subparagraph (B) of proposed sec
tion 401 (a) (14) provides that proposed section 401
(a) (12), relating to nonforfeitability of accrued 
benefits, is to apply to all benefits accrued under the 
plan unless the conditions of nonforfeitability under 
the plan as in effect on December 31, 1972, remain in 
effect with respect to benefits accrued during plan years 
beginning before January 1, 1975 (or, if applicable, the 
appropriate later date in the case of a plan maintained 
pursuant to a collective bargaining agreement). For 
this purpose the conditions of nonforfeitability are to 
be deemed to remain in effect so long as such conditions 
are not amended to provide for the forfeiture of amounts 
which would not have been forfeited but for the amendment.
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Subparagraph (B) of proposed section 401 (a) (14) 
further provides that, in the case of a profit-sharing, 
stock bonus, or money purchase pension plan, proposed 
section 401 (a) (12) is to apply to all benefits accrued 
under a plan unless separate accounts are maintained with 
respect to the benefits accrued during plan years beginning 
before January 1, 1975 (or, if applicable, the appropriate 
later date in the case of a plan maintained pursuant to 
a collective bargaining agreement).
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(b) Plans benefiting owner-employees.— Section 2 (b) 
of the bill would amend section 401 (d) of the code 
(relating to additional requirements for qualification of 
trusts and plans benefiting owner-employees). Paragraph
(1) of section 2 (b) of the bill would revise the con
ditions for nonforfeitability of benefits under such a 
plan. Paragraph (2) of section 2 (b) of the bill would 
revise the service requirements for participation in a 
qualified plan benefiting an owner-employee.
Conditions for nonforfeitability of benefits--section 
401 (d) (2) (A)

Section 401 (d) (2) (A) of the code provides that 
an employees* trust, in which an owner-employee (defined 
in sec. 401 (c) (3) of the code as a sole proprietor 
or a partner who owns more than 10 percent of the capital 
interest or the profits interest in a partnership) 
participates, constitutes a qualified trust under section 
401, only if under the plan of which such trust is a 
part the rights of each participant in the plan to or 
derived from employer contributions are fully nonfor
feitable at the time such contributions are made.
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Paragraph (1) of section 2 (b) of the bill would 
amend section 401 (d) (2) (A) to provide minimum vesting 
standards which must be met if such a trust is to constitute 
a qualified trust under section 401. Under the proposed 
standards, an employee*s rights in his accrued benefit 
derived from his own contributions (within the meaning of 
proposed sec. 401 (a) (12)) must be nonforfeitable (other 
than by reason of death). Furthermore, his rights in at 
least 50 percent of his accrued benefit derived from 
employer contributions (within the meaning of proposed 
sec. 401 (a) (12)) must be nonforfeitable (other than by 
reason of death) as of the close of the first plan year in 
which the sum of his age and the period of his participa
tion in the plan equals or exceeds 35 years.

Proposed section 401 (d) (2) (A) would further 
require that an employee’s rights in the remaining per
centage of all of his accrued benefit derived from employer 
contributions become nonforfeitable (other than by reason 
of death) not less rapidly than ratably over the next 
succeeding 5 plan years following the close of the first 
plan year in which such employee satisfies the initial 
nonforfeitability requirement. As under present law, an 
employee’s rights in employer contributions to a plan 
would not be required to be nonforfeitable to the extent 
that, under provisions of the plan adopted pursuant to
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regulations prescribed by the Secretary of the Treasury or 
his delegate to preclude the discrimination prohibited by 
section 401 (a) (4) of the code, such contributions may 
not be used to provide benefits for designated employees 
in the event of early termination of the plan. Further, 
more rapid vesting could be required if necessary to 
prevent discrimination in favor of self-employed indivi
duals, supervisory employees, or highly compensated employees. 
Conditions for participation--section 401 (d) (3)

Section 401 (d) (3) of the code provides that an 
employee*s trust, in which an owner-employee (as defined 
in sec. 401 (c) (3)) participates, does not constitute 
a qualified trust under section 401 of the code unless 
the plan of which such trust is a part benefits each 
employee having a period of employment of 3 years or 
more. For this purpose, the term "employee" does not 
include any employee whose customary employment is for 
not more than 20 hours in any one week or is for not more 
than 5 months in any calendar year.

Section 2 (b) (2) of the bill would amend section 
401 (d) (3) to provide that such a trust is not to con
stitute a qualified trust under section 401 unless the 
plan benefits each employee having a period of continuous 
service with the employer of 3 years or more who is younger
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than 30 years of age, each employee having a period of 
continuous service with the employer of 2 years or more 
who has attained the age of 30 years but is younger than 
35 years of age, and each employee having a period of 
continuous service with the employer of 1 year or more 
whose age is 35 years or greater. Also, for this purpose, 
the term ’’employee" is not to include any employee who is 
included in a unit of employees covered by an agreement 
which the Secretary of the Treasury or his delegate finds 
to be a collective bargaining agreement, if such agreement 
does not provide that such employee is to be included in 
the plan. Under regulations to be prescribed by the Sec
retary of the Treasury or his delegate, the term "employer" 
would include a predecessor of an employer.

(c) Conforming amendments.--Section 2 (c) of the 
bill would make conforming amendments to section 404 (a)
(2) of the code (relating to deduction for contributions 
of an employer to employees’ annuity plan), section 
405 (a) (1) of the code (relating to qualified bond pur
chase plans), and section 805 (d) (1) (C) of the code 
(relating to definition of pension plan reserves). 
Paragraphs (1) and (2) of section 2 (c) would extend to 
employees’ annuity plans and qualified bond purchase 
plans, respectively, that do not utilize trusts, the



requirements that would be imposed upon plans utilizing 
trusts by subsections (a) (2) and (b) of section 2 of 
the bill. Paragraph (3) of section 2 (c) would conform 
the definition of "pension plan reserves" in section 805
(d) to reflect the new requirements described above.

(d) Effective' dates.— Section 2 (d) of the bill 
provides that generally, the amendments proposed to be 
made by section 2 of the bill are to become effective 
after the date of enactment of the bill. The amendment 
proposed to be made to section 401 (d) (3) of the code 
(relating to eligibility conditions with respect to a 
plan providing benefits for an owner-employee) by section 
2 (b) (2) of the bill is not to apply for a plan year 
beginning before January 1, 1975, in the case of a trust 
or contract which is a part of a plan in existence on 
December 31, 1972.
Section 3. Deduction for Retirement Savings.

(a) In general.--Section 3 (a) of the bill would amend 
part VII of subchapter B of chapter 1 of the code (relating 
to additional itemized deductions for individuals) by re
designating section 219 (containing cross references) as sec
tion 220 and by inserting after section 218 a new section 
219 which would allow individuals a limited deduction for 
certain amounts saved for retirement purposes. Section
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3 (e) (2) of the bill would amend section 62 of the code 
to provide that the deduction allowed by proposed section 
219 is to be taken into account in computing adjusted gross 
income.
Deduction allowed--proposed section 219 (a)

Under existing law, an individual (other than a self- 
employed individual) is not allowed any deduction for 
amounts which he saves for retirement purposes. On the 
Other hand, a participant in a qualified pension, annuity, 

p profit-sharing, stock bonus or bond purchase plan is
allowed to exclude from his gross income amounts contributed 
by his employer on his behalf to the plan, even though his 
rights in such amounts may be nonforfeitable.
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Proposed section 219 (a) provides that, subject to 
the limitations imposed by proposed section 219 (b), (c), 
and (h), an individual (including a self-employed indivi
dual) is to be allowed a deduction for amounts paid in cash 
during his taxable year by him (1) to or under a qualified 
individual retirement account (as defined in sec. 408 (a) 
of the code (as proposed to be added by sec. 3 (b) of the 
bill)) which is exempt from tax under section 501 (a) if 
the individual established such account, (2) to an exempt 
employees* trust described in section 401 (a) of the code, 
for the benefit of the individual, (3) for the purchase of 
an annuity contract for the individual under a plan which 
meets the requirements of section 404 (a) (2) of the code 
(relating to employee annuities), or (4) to or under a 
qualified bond purchase plan (described in sec. 405 (a) 
of the code (relating to qualified bond purchase plans)), 
for his benefit. The requirement that the contribution 
paid by the individual be for his benefit has the effect of 
denying the deduction to an individual who contributes to an 
employees* trust in which he is not a participant.
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Limitations on deduction— proposed section 219 (b)
Paragraph (1) of proposed section 219 (b) provides 

that the amount allowable as a deduction under proposed 
section 219 (a) to an individual for any taxable year is 
not to exceed an amount equal to 20 percent of his earned 
income paid or accrued for such taxable year, or $1,500, 
whichever is the lesser. This limitation on the deduc
tible amount is to apply to the sum of the amounts paid 
during such taxable year by such individual to or under 
all accounts, trusts, and plans described in proposed 
section 219 (a). The general limitation computed under 
this paragraph is to be reduced under paragraphs (2) and
(3) of proposed section 219 (b).
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Paragraph (2) of proposed section 219 (b) provides 

that the amount of the limitation determined under 
proposed section 219 (b) (1) for any taxable year is 
to be reduced by the amount (determined under regula
tions prescribed by the Secretary of the Treasury or 
his delegate) of contributions paid on behalf of the 
individual by his employer (including a sole proprietor 
or partnership treated as an employer under sec. 401 (c)
(4)) for the individual’s taxable year to an exempt 
employees* trust which qualifies under section 401 (a), 
for the purchase of an annuity contract under a qualified 
annuity plan which meets the requirements of section 404 
(a) (2) (including a plan described in sec. 805 (d) (1) (C)), 
to or under a qualified bond purchase plan described in 
section 405 (a), or for the purchase of an annuity contract 
described in section 403 (b) of the code (relating to 
annuities purchased by a sec. 501 (c) (3) organization 
or by a public school). This reduction is to be made even 
though the employee’s rights under the plan are forfeitable 
in whole or in part.

Proposed section 219 (b) (2) provides that under regula
tions prescribed by the Secretary of the Treasury or his 
delegate, the amount of any such contributions (other than 
for the purchase of an annuity contract described in sec
tion 403 (b)). paid on behalf of an individual by his em
ployer for his taxable year may, at the option of the
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individual, be considered to be 7 percent of his earned 
income paid or accrued for such taxable year which is attri
butable to the performance of personal services for such 
employer* This choice is to be available even where it may 
be readily demonstrated that the actual employer contributions 
on behalf of the taxpayer exceed 7 percent of such earned 
income. However, proposed section 219 (b) (2) provides 
that the option to treat such employer contributions to 
such a trust or plan as not exceeding 7 percent is not to 
apply in the case of a contribution on behalf of an owner- 
employee within the meaning of section 401 (c) ( 5 of the 
code. Thus, for example, a partner owning more than a 
10 percent interest in the partnership would not have the 
option to treat partnership contributions made on his 
behalf to or under a plan maintained by the partnership as 
being equal to 7 percent of his earned income if they 
exceed that percentage*

Paragraph (3) of the proposed section 219 (b) provides 
that, if an individual has earned income for the 
taxable year which is not subject to tax under the Self- 
Employment Contributions Act of 1954 (chapter 2 of the 
code), the Federal Insurance Contributions Act (chapter 
21 of the-code), or the Railroad Retirement Tax Act
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(chapter 22 of the code), the limitation on the deductible 
amount computed under paragraphs (1) and (2) is to be 
further reduced by an amount equal to the tax (or, if such 
individual has some earned income which is subject to 
any of such taxes, the increase in tax) that would have 
been imposed upon such income under section 3101 of the 
code (relating to rate of tax on employees under the 
Federal Insurance Contributions Act) for such taxable year 
if such income constituted wages (as defined in sec. 3121 
(a) of the code) received by such individual with respect 
to employment (as defined in sec. 3121 (b) of the code).

Paragraph (4) of proposed section 219 (b) provides 
that no deduction is to be allowed under proposed sec
tion 219 for a taxable year with respect to any payment 
described in section 219 (a) which is made by an indivi
dual who has attained the age of 70-1/2 years before the 
end of such year.

The application of proposed section 219 (b) may 
be illustrated by the following example:

Example. A is employed solely by the United States 
and is a participant in the Civil Service Retirement 
System. A*s taxable year is the calendar year, and for 
1975, his compensation is $10,000 and the amount of his 
contributions to the Civil Service Retirement System is
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$700, (it is assumed that the Civil Service Retirement 
System will be amended to conform to the requirements of 
the Retirement Benefits Tax Act for 1975. ) The amount 
allowable as a deduction under proposed section 219 (a) 
for 1975 is determined in the following manners

1. A*s contributions which may be taken 
into account under proposed section 
219 (a) $700.00

2. The lesser of 20 percent of A*s earned 
income (proposed sec. 219 (b)(1)) 
for 1975 or $1,500 $1,500

3. Employer contributions to Civil 
Service Retirement System (7 
percent of $10,000 (proposed 
sec. 219 (b) (2)))

4. Tax. that would be imposed for 
1975 under section 3101 if compen
sation constituted wages (5.85 per
cent of $10,000 (proposed sec. 219
(b) (3) reduction))

5. Sum of items (3) and (4)
6. Limitation under proposed 

section 219 (b) (item (2) less 
item (5))

7. Amount allowable as a deduction 
.under proposed section 219 (a) 
(lesser of item (1) or item (6))

$ 700

585
$1,285

$215.00

$215.00
Recontributed amounts--proposed section 219 (c)

Subsection (c) of proposed section 219 provides 
that no deduction is to be allowable under proposed sec
tion 219 with respect to a contribution described id sec-
tion 72 (p) (2) (C) (as proposed to be added by sec. 3
(c) (9) of the bill), 402 (a) (6) or (7)
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(as proposed to be added by sec, 5 (a) (2) of the bill), 
or 403 (a) (4) or (5) (as proposed to be added by sec.
5 (b) (2) of the bill). Proposed sections 72 (p)
(2) (C), 402 (a) (6) and (7), and 403 (a) (4) and (5), 
provide "roll-over" rules under which certain distributions 
received from a qualified individual retirement account 
or a qualified trust or plan may be contributed within 
a specified period to another qualified account, trust, 
or plan and excluded from gross income for the taxable 
year in which the distribution is received. Thus, 
taxation of distributions "rolled-over" to another plan, 
trust, or account would generally be deferred until 
distributions commenced from the other plan, trust, or 
account. Proposed section 219 (c) would deny any deduction 
under proposed section 219 for these "roll-over" 
contributions.
Married individuals--proposed section 219 (d)

Subsection (d) of proposed section 219 provides 
special rules in the case of a married individual.
The marital status of an individual is to be determined 
under the rules provided in section 153 of the code 
(relating to determination of marital status for purposes 
of personal exemptions). Proposed section 219 (d) provides 
that in the case of a married individual, the limitation 
under proposed section 219 (b) (1) is to be determined 
without regard to the earned income of his spouse and
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without regard to contributions described in proposed 
section 219 (b) (2) paid on behalf of his spouse.
For purposes of proposed section 219, the earned income 
of a married individual is to be determined without regard 
to community property laws of a State. Thus, for example, 
an individual could contribute his own earnings to a 
qualified account even though such earnings would be 
community property under State law.
Earned income defined— proposed section 219 (e)

Subsection (e) of proposed section 219 defines the 
term "earned income" for purposes of proposed section 219 
as any income which is earned income within the meaning 
of section 401 (c) (2) of the code (defining earned income 
in the* case of a self-employed individual) or of section 911
(b) of the code (defining earned income in the case of a 
common-law employee).
Time contributions deemed made— proposed section 219 (f) 

Subsection (f) of proposed section 219 provides 
that for purposes of proposed sections 219 and 408, an 
individual is to be deemed to have made a payment during 
the taxable year if the payment is on account of such 
taxable year and is made no later than the time prescribed 
by law for filing the return for such taxable year
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(including extensions thereof). This rule corresponds 
to the rule presently provided in section 404 (a) (6) 
for a contribution by an accrual basis employer to a 
qualified plan. (Sec. 7 (h) (4) of the bill would amend 
sec. 404 (a) (6) to extend the rule to cash basis employers.) 
Regulations— proposed section 219 (g)

Subsection (g) of proposed section 219 provides that 
the Secretary of the Treasury or his delegate is to be 
authorized to prescribe such forms and regulations as may 
be necessary to carry out the purposes of proposed sec
tion 219 including forms on which employers may be required 
to furnish needful information to employees. Such forms 
are to be furnished to employees at such time as the 
Secretary of the Treasury or his delegate may by regula
tions prescribe.

Section 6690 (as proposed to be added by sec. 7 (j) 
of the bill) would prescribe assessable civil penalties 
for an employer's failure to furnish information to his 
employees as required under this section.
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Special limitation for 1973— proposed section 219 (h) 
Subsection (h) of proposed section 219 provides 

that for taxable years ending before January 1, 1974, the 
amount allowable as a deduction under proposed subsection 
(a) is not to exceed 50 percent of the limitation determined 
under proposed subsection (b). Thus, for example, if for 
a taxable year ending in 1973, the limitation under pro
posed subsection (b) for an individual is $215 (without 
regard to proposed sec. 219 (h)), the maximum amount 
allowable as a deduction under proposed section 219 
would be $107.50.
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(b) Individual retirement accounts.--Sect ion 3 (b) 
of the bill would amend part I of subchapter D of chapter 
1 of the code (relating to pension, etc., plans) by 
adding a new section 408. Proposed section 408 would 
provide rules for the establishment and maintainance 
of qualified individual retirement accounts which 
individuals could utilize for saving for retirement 
purposes, and would also provide rules for the taxation 
of distributions from qualified individual retirement
accounts.
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Requirements for qualification--proposed section 408 (a)

Proposed section 408 (a) provides that, if certain 
requirements are satisfied, a trust created or organized 
in the United States is to constitute a qualified in
dividual retirement account. Proposed section 408 (a) 
provides that, for purposes of the code, a custodial account, 
annuity contract, or other similar arrangement is to be 
treated as a trust constituting a qualified individual 
retirement account, if otherwise qualified. The requirements 
for qualification would be required to be set forth in 
a written governing instrument. It is contemplated that, 
in an appropriate case, a plan similar to a dividend rein
vestment plan of a regulated investment company might 
constitute a "similar arrangement", even though no 
certificates are issued, provided there is an appropriate 
governing instrument for the plan.

Paragraph (1) of proposed section 408 (a) provides 
that an individual retirement account is not to constitute 
a qualified individual retirement account unless its 
governing instrument provides that the account is main
tained for the purpose of distributing the contributions 
to such account and the income derived from such contri
butions to the individual who established it or his
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beneficiaries. Distributions from the account could be 
in the form of money or property. The payment of an 
expense or obligation on behalf of or for the benefit of 
a beneficiary would be considered a distribution to such 
beneficiary. Such an account is to be considered to be 
maintained for the purpose of distributing the contri
butions thereto and the income therefrom to the individual 
who established it or his beneficiaries even though the 
assets of the account include policies which have life or
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disability insurance features if such features are incidental 
to the purpose of providing benefits in a manner which 
satisfies proposed sections 408 (a) (5) and (6).

Paragraph (2) of proposed section 408 (a) requires 
that the governing instrument of a qualified individual 
retirement account provide that 
except in the case of a "roll-over" contribution 
described in section 72 (p) (2) (C) (as proposed to be 
added by sec. 3 (c) (9) of the bill), section 402 (a) (6)
(as proposed to be added by sec. 5 (a) (2) of the bill), 
or section 403 (a) (4) (as proposed to be added by sec.
5 (b) (2) of the bill), the amount of contributions to 
such account during any taxable year is not to exceed a 
specified amount. This specified amount is the excess of 
the limitation provided by proposed section 219 (b) for such 
taxable year over the sum of the amounts paid by such 
individual during such year to a qualified pension, etc., 
plan for such individual1s benefit, for the purchase of 
an annuity contract for the individual under a qualified 
annuity plan, or to or under a qualified bond purchase
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plan described in section 405 (a), for his benefit. 
Paragraph (2) of proposed section 408 (a) further 
requires that such instrument provide that contributions 
to the account may be made only by the individual who 
established the account. However, proposed section 408 (b)
(2) would permit certain community property of the indivi
dual and his spouse to be contributed.

Paragraph (3) of proposed section 408 (a) requires 
that the governing instrument of a qualified individual 
retirement account provide that the assets of the account 
may not be commingled with other property except in a 
common trust fund. This requirement would not prohibit 
the assets from being held in a custodial account or 
invested in an annuity contract.

Paragraph (4) of proposed section 408 (a) would 
require that the assets of a qualified individual retire
ment account be held by a bank (as defined in sec. 401
(d) (1) of the code) or other person (including the issuer 
of an annuity contract) who demonstrates to the satisfaction 
of the Secretary of the Treasury or his delegate that 
the manner in which he will hold such assets will be 
consistent with the requirements of proposed section 408.
It is contemplated that regulations prescribed under 
proposed section 408 (a) (4) will provide that neither the



transfer nor redemption of such assets may be effected 
without the consent of the holder of the assets.

Paragraph (5) of proposed section 408 (a) requires 
that the governing instrument of a qualified individual 
retirement account provide that the entire interest 
(i.e., the contributions to such account and the income 
derived from such contributions) of the individual who 
established such account must be distributed to him if he 
is then alive not later than the last day of his taxable 
year in which he attains the age of 70-1/2. Alternatively, 
the instrument may provide that such interest will be 
distributed periodically, commencing no later than the 
last day of such taxable year, over the life of such 
individual or the lives of such individual and his 
spouse or over a period not extending beyond the life 
expectancy of such individual or the life expectancy 
of such individual and his spouse. The Secretary of 
the Treasury or his delegate would be given authority 
to prescribe regulations with respect to these alternative 
methods of distribution. If such individual's entire 
interest is to be distributed in the form of an annuity 
contract, the requirements of proposed section 408 (a) (5) 
would be satisfied if the distribution of such contract 
is to take place on or before the last day of the taxable 
year in which such individual attains the age of 70-1/2
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and if such interest is to be paid over a period allow
able under proposed section 408 (a) (5). Paragraph (5) 
of proposed section 408 (a) provides the same rule 
presently provided with respect to self-employed individuals 
under section 401 (a) (9) of the code.

Paragraph (6) of proposed section 408 (a) requires 
that the governing instrument of a qualified individual 
retirement account provide that if the individual who 
established the account dies before his entire interest 
has been distributed to him, or if distribution has 
commenced in accordance with the requirements of proposed 
section 408 (a) (5) to his surviving spouse and such 
spouse dies before the entire interest has been distributed 
to such surviving spouse, the entire interest (or the 
remaining part of such interest if distribution has 
commenced) will be distributed or applied in a certain 
manner. The instrument would be required to provide that 
such entire interest (or such remaining part) will, within 
5 years after his death (or the death of his surviving 
spouse), be distributed, or applied to the purchase of an 
immediate annuity for his beneficiary or beneficiaries 
(or the beneficiary or beneficiaries of his surviving 
spouse) which will be payable for the life of such bene
ficiary or beneficiaries (or for a term certain not
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extending beyond the life expectancy of such beneficiary 
or beneficiaries) and which will be immediately dis
tributed to such beneficiary or beneficiaries. This 
is the same rule presently provided with respect to self- 
employed individuals who are owner-employees under sec
tion 401 (d) (7) of the code.

If contributions to a qualified individual retire
ment account may be used for the purchase of annuity or 
similar contracts, paragraph (7) of proposed section 408 
(a) requires the governing instrument to provide that 
any refunds of premiums are to be held by the issuer of 
the contract with respect to which such refund of 
premiums arises and applied within the current taxable year 
or the next succeeding taxable year of the account toward 
the payment of future premiums under such contract or 
toward the purchase of additional benefits. This is the 
same rule presently provided with respect to qualified 
annuity plans under section 404 (a) (2) of the code.

Proposed section 408 (a) provides that section 408 
(a) (6) (relating to requirement' of distribution in the 
case of death) is not to apply if distribution of the interest
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of such individual has commenced and such distribution 
is for a term certain over a period permitted under 
proposed paragraph 408 (a) (5) (relating to requirements 
as to the time of distribution). These are the same rules 
presently provided under section 401 (d) (7) of the code. 
Special rules--proposed section 408 (b)

Proposed section 408 (b) provides special rules for 
the application of section 408.
Excess contributions--proposed section 408 (b) (1)

Proposed section 408 (b) (1) provides that, if all 
or a portion of the contributions paid by an individual 
during any taxable year to a qualified individual retire
ment account are not deductible under section 219 of the 
code, as proposed to be added by section 3 (a) of the 
bill (other than by reason of proposed sec. 219 (c), 
relating to recontributed amounts), under regulations 
prescribed by the Secretary of the Treasury or his delegate 
such contributions or portion thereof are to be treated 
in the same manner as an excess contribution within the 
meaning of section 401 (e) (1) of the code. For this 
purpose, section 401 (e) (2) and (3) of the code (relating
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to effect of excess contribution and contributions for 
premiums on annuity, etc., contracts) are to apply as 
if such individual were an owner-employee. Thus, for 
example, if a portion of the contributions during any 
taxable year to such an account is not deductible 
under proposed section 219 (a) because it exceeds the 
limitation of proposed section 219 (b), the account 
is to be considered as not meeting the requirements of 
proposed section 408 (a) for such taxable year and all 
succeeding taxable years unless such portion (and the 
net income derived therefrom) is repaid to the taxpayer 
before the close of the 6-month period beginning on the 
day on which the Secretary of the Treasury or his 
delegate sends notice to the person to whom such excess 
contribution was paid of the amount of such excess 
contribution. In addition, if such a contribution were 
determined to have been willfully made, the taxpayer’s 
interest in all individual retirement accounts is to 
be distributed to him, and any
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¥ .individual retirement account maintained by him 
during his taxable year in which such non-deductible 
contribution was made and the 5 succeeding taxable 
years is not to be considered a qualified individual 
retirement account.

The foregoing rules are not to apply to contri
butions to a qualified individual retirement account 
if, under the governing instrument of the account, such 
contributions must be applied to pay premiums or 
other consideration for one or more annuity, endowment, 
or life, insurance contracts on the life of the indivi
dual making any such contribution and if the amount of 
such contributions does not exceed the average deductible 
amount under proposed section 219 for the first 3 tax
able years preceding the year in which the last such 
contract was issued. Thus, for example, if an indivi
dual who has earned income of $6,000 for each taxable 
year of a 3-year period purchases through a qualified 
individual retirement account a life insurance policy 
on which the annual premium is $1,200 (i.e., 20 per
cent of $6,000), he may continue to contribute the 
amount of the premium annually even though his earned 
income falls below $6,000. However, amounts which may
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be contributed under this exception are to be deductible 
only to the extent that they do not exceed the limitations 
of proposed section 219 (b).
Community property laws -- proposed section 408 (b) (2) 

Proposed section 408 (b) (2) provides that pro
posed section 408 is to be applied without regard to 
the community property laws of any State. This pro
vision is intended to allow a married individual 
in a community property State to establish and maintain 
a qualified individual retirement account even though 
under such laws contributions to the account or a 
portion thereof may be community property.
Treatment as qualified trust benefiting owner-employee--" 
proposed section 408 (c)

Proposed section 408 (c) provides that, solely 
for purposes of subchapter F of chapter 1 of the code 
(relating to exempt organizations) , chapter 44 of sub
title D of the code (relating to excise tax on prohibited 
transactions as proposed to be added by sec. 6 (b) 
of the bill), and subtitle F of the code (relating to 
procedure and administration), a qualified individual 
retirement account is to be treated as a trust described 
in section 401 (a) of the code which is part of a plan 
providing contributions or benefits for employees some
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or all of whom are owner-employees (as defined in 
sec. 401 (c) (3) of the code), the individual who 
established such account is to be treated as an owner- 
employee for whom such contributions and benefits are 
provided, and the person holding
the assets of such account is to be treated as the 
trustee of such trust. Proposed chapter 44 (relating to 
excise tax on prohibited transactions) is not to be 
applied to a Contribution to a qualified individual re
tirement account in the case of a contribution to which a 
"roll-over" provision applies. (For "roll-over" provisions, 
see sec. 72 (p) (2) (C) of the code (as proposed to be 
added by sec. 3 (c) (9) of the bill), sec. 402 (a) (6) 
of the code (as proposed to be added by sec. 5 (a) (2) 
of the bill), and sec. 403 (a) (4) of the code (as proposed 
to be added by sec. 5 (b) (2) of the bill).)

Thus, the income derived from contributions to a 
qualified individual retirement account is to be exempt 
from tax except to the extent that such income constitutes 
unrelated business taxable income to which the tax imposed 
by section 511 (b) of the code applies. In addition, the 
excise taxes on prohibited transactions (other than in 
the case of certain "roll-over" contributions) provided by 
section 4971 of the code (as proposed to be added by sec.
6 (b) of the bill) are.to apply to a qualified individual
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retirement account, (A contribution of property pursuant 
to the "roll-over** provisions is not to constitute a 
prohibited transaction.) Moreover, the provisions of 
section 6033 of the code (relating to returns by exempt 
organizations) and section 6047 of the code (relating to 
information regarding certain trusts and annuity and bond 
purchase plans) are also to apply, and the person holding 
the assets of such an account would be required to file 
the information returns and other material required under 
those provisions.

Because a qualified individual retirement account 
is not to be treated as a trust described in section 401 
(a) for purposes of subtitle B of the code (relating to 
estate and gift taxes), the exclusions provided by 
section 2039 (c) of the code (relating to annuities 
under certain trusts and plans) and section 2517 (relating 
to certain annuities under qualified plans) are not to 
apply with respect to the transfer of an interest in a 
qualified individual retirement account. Further, section 
72 (n) of the code (relating to treatment of total 
distributions), section 402 (a) (2) of the code (relating 
to capital gains treatment for certain distributions from 
exempt employees* trusts), and section 403 (a) (2) of the 
code (relating to capital gains treatment for certain 
distributions under qualified annuity plans) 
are not to apply to any amount distributed or paid
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by a qualified individual retirement account.
Thus, no part of any such amount is to be treated as 
gain from the sale or exchange of a capital asset, and 
the income tax with respect to any such amount is not to 
be limited under section 72 (n) of the code (relating to 
treatment of total distributions).
Taxability of beneficiary--proposed section 408 (d) (1) 

Paragraph (1) of proposed section 408 (d) provides 
that, except as provided in proposed section 408 (d) (2) 
and (3) (relating to recontributed amounts and excess 
contributions, respectively), the amount actually paid, 
distributed, or.made available to any payee or distributee 
by a qualified individual retirement account is to be 
taxable to such person in the year in which actually 
paid or distributed under section 72 of the code (relating 
to annuities).
Recontributed amounts--proposed section 408 (d) (2)

Proposed section 408 (d) (2) provides that amounts 
paid or distributed by a qualified individual retire
ment account, except such amounts distributed pursuant 
to provisions of the governing instrument meeting the 
requirements of proposed section 408 (a) (5) (relating 
to time of distribution), are not to be includible in 
gross income when so paid or distributed to the extent 
that such amounts are not subject to the tax imposed
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by section 72 (p) (3) (relating to the penalty on pre
mature distributions (as proposed to be added by sec,
3 (c) (9) of the bill)) by reason of the application 
of section 72 (p) (2) (C) (relating to a "roll-overH 
from a qualified individual retirement account to another 
such account). Thus, if an individual who established a 
qualified individual retirement account desires to change 
the funding medium or trustee and such change requires a 
"roll-over", the "roll-over" is not to be a taxable event 
if certain requirements are satisfied (see discussion 
under section 5 of the bill).
Applicability of section 72 (m)— proposed section 408 (d) (3) 

Proposed section 408 (d) (3) provides that, under 
regulations prescribed by the Secretary of the Treasury 
or his delegate, an individual who establishes a qualified 
individual retirement account is to be treated as an 
owner-employee (as defined in sec. 401 (c) (3) of the code) 
for purposes of applying the provisions of paragraphs (2) 
and (4) of section 72 (m) of the code (relating to the 
computation of consideration paid by the employee and 
amounts constructively received). Thus, notwithstanding 
section 72 (m) (6) of the code (defining "owner-employee" 
for purposes of sec. 72 (m)), an individual who establishes 
a qualified individual retirement account is to be treated 
as an owner-employee for purposes of paragraphs (2) and (4) 
of section 72 (m) of the code.
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For purposes of computing an individual’s or 
employee’s investment in the contract, amounts allowed as 
a deduction under section 219 (a) (as proposed to be 
added by sec, 3 (a) of the bill) and any portion of 
the premiums or other consideration for the contract which 
is properly allocable to the cost of life, accident, 
health, or other insurance are not to be taken into account. 
In this regard, any contribution to a qualified individual 
retirement account which is allowed as a deduction under 
proposed section 219 (a), and any income of such account, 
which is applied to purchase the life insurance pro
tection under any retirement income, endowment, or other 
life insurance contract is includible in the gross in
come of the individual who established such account for 
the year in which so applied. This would be accomplished 
by amending section 72 (m) (2) and 72 (m) (3) (B) 
and by adding section 408 (d) (3) of the code (by sec.
3 (c) (2), (3), (4), (5), and (6) of the bill).
This is the same treatment provided under present law in 
certain situations by sections 72 (m) (2) and (3) (B) of
the code.
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If an individual who establishes a qualified 
individual retirement account assigns or pledges (or 
agrees to assign or pledge) any portion of his interest 
in such account, such portion is to be treated as having 
been received by such individual as a distribution from 
such account for his taxable year in which such assign
ment, pledge, or agreement occurs. This is the same 
treatment provided under present law by section 72 (m)
(4) (A) of the code for owner-employees. This treatment 
would be extended to an individual who establishes a 
qualified individual retirement account under section 
72 (m) (4) (A) (as proposed to be amended by sec.
3 (c) (7) of the bill) and proposed section 408 (d)
(3).

If the assets of a qualified individual retirement 
account include a life insurance contract, and the 
individual who established such account receives, directly 
or indirectly, any amount from the issuer of such contract
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as a loan under such contract, such amount is to be 
treated as an amount received under such contract.
Thus, such an individual is to be considered to have 
received an amount under such a contract, if a premium 
which is otherwise in default is paid by the issuer of 
such contract in the form of a loan against the cash 
surrender value of such contract. This is the same 
treatment provided under present law by section 72 (m)
(4) (B) of the code for owner-employees. This treatment 
would be extended to an individual who establishes a 
qualified individual retirement account under proposed 
section 72 (m) (4) (B) (as proposed to be amended by 
sec. 3 (c) (8)) and proposed section 408 (d) (3).
Treatment of nonexempt account— proposed section 408 (e) 

Proposed section 408 (e) provides that if, for the 
preceding taxable year of a trust, custodial account, 
annuity contract, or other similar arrangement, such 
trust or arrangement was a qualified individual retirement 
account and was exempt from tax under section 501 (a), 
and if for the taxable year such trust or arrangement 
is not exempt from tax under section 501 (a), then the 
fair market value of the contract or the property held 
under the trust or arrangement at the beginning of the 
taxable year, reduced by contributions which were not
deductible under proposed section 219 (other than "roll
over" contributions which were not deductible by reason
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of proposed sec. 219 (c)), is-to be included in the gross 
income of the individual who established the trust or 
arrangement (or his beneficiary) as if such trust’s or 
arrangement’s assets had been distributed to him on the 
first day of the trust’s or arrangement’s taxable year.

Thus, for example, if A ’s account which is exeppt 
from taxation under section 501 (a) in its taxable year 
beginning in 1980 were to lose its exemption in 1981 
because of a transfer from the account to a person not 
described in proposed section 408 (a) (4), the fair market 
value of the account would be includible in A ’s ^981 gross 
income to the extent provided by proposed section 408 (e). 
Special rule--proposed section 408 (f)

Proposed section 408 (f) provides that solely for pur
poses of determining whether section 72 (p) (2) (G) (as 
proposed to be added to the code by section 3 (c) (9) 
of the bill) applies to a contribution under proposed 
section 408 (a) (2) (relating to ”roll-overs”) or to an 
amount paid or distributed under proposed section 408 
(d) (2) (relating to ”roll-overs”), the requirement of 
proposed section 72 (p) (1) that the amount paid or dis
tributed be received before age 59-1/2 is not to apply. 
Thus, a ’’roll-over” could be made from a qualified 
individual retirement account to another such account by 
an individual who is older than age 59-1/2.



Cross references --proposed section 408 (g)
Proposed section 408 (g) provides appropriate cross 

references.
(c) Treatment of distributions from qualified 

individual retirement accounts*— Section 3 (c) of the bill 
would amend section 72 of the code (relating to annuities) 
to revise the rules relating to amounts received before 
the annuity starting date by an owner-employee and to 
provide rules for the taxation of distributions from 
qualified individual requirement accounts.

Paragraph (1) of section 3 (c) of the bill would 
repeal section 72 (m) (1) of the code (relating to 
certain amounts received before annuity starting date)• 
Under present law, amounts received under a qualified 
plan, before the annuity starting date, which are not 
received as an annuity, are included in the recipient*s 
gross income for the taxable year in which received to 
the extent that such amounts, plus all amounts
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previously received and includible in gross income, do 
not exceed the aggregate premiums or other consideration 
paid for the contract while the employee was an owner- 
employee which were allowed as deductions under sec
tion 404 of the code. Under this rule, tax-deferred 
amounts are deemed paid before previously taxed amounts 
are distributed. On the other hand, amounts received 
before the annuity starting date by an employee who is 
not an owner-employee are not includible in gross 
income under section 72 (e) of the code to the extent 
such amounts do not exceed the employee’s investment in 
the contract. Under this rule, previously taxed amounts 
are deemed distributed before tax-deferred amounts. The 
effect of the proposed repeal of section 72 (m) (1) would 
be to extend the rules of section 72 (e) to an owner- 
employee (and an individual who establishes a qualified 
individual retirement account described in proposed sec. 
408 (a)).

Further, section 7 (e) of the bill would amend sec
tion 401 (d) (4) (B) of the code (relating to additional 
requirements for qualification of trusts and plans benefit 
ing owner-employees) to permit distributions of an owner- 
employee’s nondeductible contributions from a qualified 
plan before such owner-employee has attained the age of 
59-1/2 years.



Thus, the rules relating to amounts received before 
the annuity starting date would be uniformly applied. 
However, certain special rules relating to certain pre
mature distributions would continue to apply with respect 
to owner-employees (sec. 72 (m) (5) of the code) and, 
as detailed below, would also apply with respect to an 
individual who establishes a qualified individual retire
ment account (proposed sec. 72 (p) (as proposed to be added 
by sec. 3 (c) (9) of the bill)).

Paragraph (2) of section 3 (c) of the bill would 
revise the rules, under section 72 (m) (2), relating 
to the computation of consideration paid by the employee, 
to treat any amount allowed as a deduction under sec
tion 219 of the code (as proposed to be added by sec.
3 (a) of the bill) as consideration contributed by the 
employer.

Paragraphs (3), (4), (5), and (6) of section 3 (c) 
of the bill would amend section 72 (m) (3) of the code 
(relating to life insurance contracts) to provide that 
amounts applied to purchase life insurance protection by 
a qualified individual retirement account are includible 
in gross income of the individual who established it
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for the taxable year when so applied. Upon the 
death of such individual, an amount equal to the 
cash surrender value of such contract immediately 
before his death is to be treated as distributed by 
such account and the excess of the amount payable by 
reason of such individuals death over such cash 
surrender value is to be treated in the manner 
provided in section 101 of the code (relating to 
certain death benefits).



Paragraphs (7) and (8) of section 3 (c) of the bill 
would amend section 72 (m) (4) of the code (relating to 
amounts constructively received) so that the assignment 
or pledge of an interest in a qualified individual re
tirement account, or a loan under a contract purchased 
by such an account, would be treated in the same manner 
as if a qualified pension, etc., trust or a qualified 
annuity plan were involved.

Paragraph (9) of section 3 (c) of the bill would 
redesignate section 72 (p) of the code (relating to cross 
references) as section 72 (q) and add a new section 
72 (p).
Taxation of premature distributions--proposed section 72 (p)

Paragraph (1) of proposed section 72 (p) provides 
that proposed section 72 (p) is to apply to amounts 
paid or distributed (i) by a qualified individual retire
ment account or (ii) by an exempt qualified trust (de
scribed in sec. 401 (a) of the code) or under a 
qualified annuity plan (described in sec. 403 (a) of 
the code), but only to the extent that such amount is 
attributable, as determined under regulations to be 
prescribed by the Secretary of the Treasury or his 
delegate, to amounts with respect to which a deduction 
was allowed under proposed section 219 (a). Proposed 
section 72 (p) is to apply only to amounts which are 
includible in the gross income of the distributee or
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payee and which are received before the individual who was 
allowed such deduction attains the age of 59-1/2 years. 

Paragraph (2) of proposed section 72 (p) provides 
three limitations which, if met, will cause the penalty 
(which would otherwise be imposed by proposed sec. 72 
(p) (3)) not to apply to the amounts described in proposed 
section 72 (p) (1). The first limitation excludes payments 
or distributions made to such individual on account of his 
becoming disabled within the meaning of section 72 (m)(7) 
of the code. For this purpose, amounts paid or distribute'd 
to the estate or other beneficiary of a deceased individual 
^before the time he would have attained age 59-1/2 if he 
had lived are to be treated as disability payments. The 
second limitation excludes any amount includible in gross 
income under section 72 (m) (3) (B) of the code (relating 
to amounts applied to purchase life insurance protection). 
The third limitation excludes any amount paid or distri
buted by a qualified individual retirement account to 
the individual who established such account, if within 
60 days after receipt, such amount is contributed in full 
(less any nontaxable portion) to another qualified 
individual retirement account established by such individual.
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The third limitation is not to be applicable for a 
taxable year if during the three-year period ending on 
the date such amount is received, the individual pre
viously received an amount from any qualified individual 
retirement account established by him to which the penalty 
tax imposed by proposed section 72 (p) (3) did not apply 
because of proposed section 72 (p)(2) (C) (the third 
limitation). The same property received in a payment or 
distribution must be contributed for the third limitation 
to be applicable. If, for example, a distribution to A 
described in proposed section 72 (p) (1) consists of 500 
shares of X Corporation stock and if a stock split occurs 
before the shares are contributed so that A receives
1.000 shares in exchange for the 500 shares, the same
1.000 shares of X Corporation stock would be required to
be contributed for the third limitation to apply. The 
Secretary of the Treasury or his delegate is to prescribe 
regulations to carry out the purposes of proposed section 
72 (p) (2). -

Paragraph (3) of proposed section 72 (p) provides 
that if an individual is required to include in his gross 
income for any taxable year an amount to which proposed 
section 72 (p) applies, there is to be imposed an additional 
tax for such taxable year equal to 30 percent of such amount.
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The only credits by which the tax imposed by proposed 
section 72 (p) (3) may be reduced are the credits allowed 
by section 31 of the code (relating to tax withheld on 
wages), section 39 of the code (relating to certain uses 
of gasoline and lubricating oil) and section 42 of the 
code (relating to overpayments of tax). In addition, such 
tax is not to be treated as a tax imposed by chapter 1 
of the code (relating to normal taxes and surtaxes) for 
purposes of section 56 of the code (relating to imposition 
of minimum tax for tax preferences)•

(d) Excise tax on excessive accumulations.— Sec
tion 3 (d) of the bill would amend subtitle D of the 
code (relating to miscellaneous excise taxes) by adding 
a new chapter 43, containing section 4960. Section 4960 
would impose an excise tax on the privilege of main
taining an individual retirement account in which ex
cessive amounts are accumulated.
Proposed section 4960

Proposed section 4960 would provide that there is im
posed for each taxable year on the assets of a qualified 
individual retirement account described in section 408 (a) 
of the code (as proposed to be added by sec. 3 (b) of 
the bill) which is exempt from tax under section 501 (a) 
of the code a tax equal to 10 percent of an amount which 
bears the same ratio to the fair market value of the 
total assets in such account at the beginning of the 
account’s taxable year as the minimum amount required to 
be distributed during such year under section 408 (a) (5)



or (6) of the code (as proposed to be added by section 
3 (b) of the bill), whichever applies, reduced (but not 
below zero) by the total amount actually distributed 
during such year by the account to the individual who 
established such account or his beneficiary bears to 
the minimum amount required to be distributed during such 
year under section 408 (a) (5) or (6) (whichever applies). 
The tax imposed by proposed section 4960 is to apply only 
for taxable years beginning after the taxable year in 
which the individual who established such account 
attains the age of 70-1/2 years. For purposes of 
proposed section 4960, the minimum amount required to be 
distributed during a year under proposed section 408 (a)
(5) or (6) is to be determined under regulations prescribed 
by the Secretary of the Treasury or his delegate.

(e) Conforming amendments.--Section 3 (e) of the bill 
would make conforming amendments to section 37 (c) (1) 
(defining retirement income), section 62 (defining ad
justed gross income), section 72 (n) (4) (B) (relating to 
special rule for employees without regard to section 401
(c) (1)), section 405 (d) (relating to taxability 
of beneficiary of qualified bond purchase plan), section 
801 (g) (7) (relating to basis of assets held by life 
insurance company for qualified pension plan contract), 
section 805 (d) (1) (defining pension plan reserves of life 
insurance company), section 1302 (a) (2) (A) (defining
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averagable income), and section 1348 (b) (1) (defining 
earned income).

(f) Clerical amendments.-"Section 3 (f) of the bill 
would make clerical amendments to the table of sections 
for part VII of subchapter B of chapter 1 of the code,
to the table of sections for part I of subchapter D 
of chapter 1 of the code, and to the table of chapters 
for subtitle D of the code.

(g) Effective date.-“Section 3 (g) of the bill 
provides that the amendments made by section 3 of the 
bill are to apply to taxable years ending after the 
date of enactment of the bill.



Section 4. Contributions on Behalf of Self-Employed
Individuals and Shareholders-Employées ot Electing---Small Business Corporations. a

(a) Contributions on behalf of self-employed 
individualSo —  (1) Special limitations for self-employed 
individuals,--Section 4 (a) (1) of the bill would amend 
section 404 (e) of the code (relating to special 
limitations for self-employed individuals) by revising 
paragraphs (1) and (2) (A) thereof.

Section 404 (e) (1) of the code provides that, in 
the case of a qualified pension, annuity, or profit- 
sharing plan which provides contributions or benefits 
for employees some or all of whom are employees 
within the meaning of section 401 (c) (1) of the code 
(i0e., self-employed individuals), the amounts 
deductible under section 404 (a) of the code in any 
taxable year with respect to contributions on behalf of
any such employee shall, subject to the provisions of section 
404 (e) (2) of the code (relating to limitation where 
contributions are made under more than one plan), not 
exceed $2,500, or 10 percent of the earned income (as 
defined in section 401 (c) (2) of the code) derived by 
him from the trade or business with respect to which 
the plan is established, whichever is the lesser.
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Section 404 (e) (2) (A) of the code provides an 
overall limitation on the amounts deductible with 
respect to contributions under two or more plans on 
behalf of an individual who is an employee within the 
meaning *of section 401 (c) (1) of the code with respect 
to such planso In such a case, the amounts deductible 
may not exceed $2,500, or 10 percent of the earned 
income derived by such individual from the trades or 
businesses with respect to which the plans are 
established, whichever is the lesser.

Section 4 (a) (1) of the bill would revise sec
tion 404 (e) by increasing the limitations 
from $2,500 or’10 percent of earned income to $7,500 or 
15 percent of earned income.

(2) Excess contributions on behalf of owner-employees.
Section 4 (a) (2) of the bill would amend section 401 (e)
of the code (relating to excess contributions on behalf
of owner-employees) to conform to section 404 (e) of the
code as proposed to be amended by section 4 (a) (1) of the
bill. Subparagraphs (A) and (B) of section 4 (a) (2)
would increase the limitations under section 401 (e) (1)
(B) on the amount that an owner-employee may contribute
as an employee (i.e., on a nondeductible basis). Sub-
paragraph (C) of section 4 (a) (2) would increase the
limitation under section 401 (e) (3) on the total amount 
which may be contributed to two or more plans requiring
premiums for certain contracts without regard to the 
general limitations provided by section 401 (e) (1).
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Contributions made as an employee 
(iiij and Civ;

Section 401 (e) (1) (B) (iii) of the code provides 
that the term "excess contribution" includes, with 
respect to a plan under which contributions are made 
on behalf of employees other than owner-employees, 
the amount of any contribution made by an owner-employee 
(as an employee) which exceeds the lesser of $2,500 or 
10 percent of the earned income for the taxable year 
derived by such owner-employee from the trade or business 
with respect to which the plan is established. Sec
tion 401 (e) (1) (B) (iv) of the code provides that the 
term "excess contribution" includes, in the case of an 
individual on whose behalf contributions are made as an 
owner-employee under more than one plan under which 
contributions are made on behalf of employees other than 
owner-employees, the amount of any contribution, made 
by such owner-employee (as an employee) under all such 
plans, which exceeds $2,500.

Section 4 (a) (2) (A) of the bill would amend sec
tion 401 (e) (1) (B) (iii) to increase the limitation on 
contributions made by an owner-employee (as an employee) 
to the lesser of $7,500 or 10 percent of earned income. 
Section 4 (a) (2) (B) of the bill would amend section 401 
m  (i) (b > (iv) to increase the limitation on contributions 
made by an owner-employee (as an employee) to more than one 
plan to $7,500.

-section 401 (e)(1) (B)
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Insured plans— section 401 (e) (3)
Section 401 (e) (3) of the code provides that a 

contribution on behalf of an owner-employee is not to be 
considered an excess contribution within the meaning of 
section 404 (e) (1) of the code if (1) under the plan 
such contribution is required to be applied to pay pre
miums or other consideration for one or more annuity, 
endowment, or life insurance contracts on the life of 
such owner-employee, (2) the amount of such contribution 
exceeds the amount deductible under section 404 with 
respect to contributions made by the employer on behalf of 
such owner-employee, and (3) the amount of such contribution 
does not exceed the average of the amounts which were 
deductible under section 404 of the code with respect to 
contributions made by the employer on behalf of such owner- 
employee under the plan for the first 3 taxable years 
preceding the year in which the last such contract was 
issued and in which such owner-employee derived earned 
income from the trade or business with respect to which 
the plan is established or for so many of such taxable 
years as such owner-employee was engaged in such trade 
or business and derived earned income«

This exception does not apply in the case of an 
individual on whose behalf contributions (required to 
be applied to pay premiums or other consideration for
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one or more annuity, endowment, or life insurance 
contracts on the life of such owner-employee) are made 
under more than one plan as an owner-employee if the 
amount of all such contributions exceeds $2,500. Section 
4 (a) (2) (C) would amend the second sentence of section 
401 (e) (3) to increase this limitation to $7,500.

(3) Penalties applicable to certain amounts 
received by owner-employees.--Section 4 (a) (3) of the 
bill would amend section 72 (m) (5) (B) (i) of the code 
to increase from $2,500 to $7,500 the amounts described 
in section 72 (m) (5) (A) of the code which must be 
received in any year before the penalty imposed by section 
72 (m) (5) (B) of the code would apply.

Under present law, amounts described in section 72
(m) (5) (A) of the code are subject to the penalty imposed 
by section 72 (m) (5) (B) if such amounts are $2,500 or 
more and are subject to the penalty imposed by section 72 
0*0 (5) (c) if such amounts are under $2,500. The 
amounts described in section 72 (m) (5) (A) of the code 
consist, generally, of amounts received by an individual 
who is or has been an owner-employee before he attains 
the age of 59-1/2 (for any reason other than his becoming 
disabled), the amounts received by an owner-employee or by 
his successor in excess of the benefits provided for him 
under the plan formula, the amounts received by reason of 
a willfully made excess contribution. Under this proposal, 
if such amounts are $7,500 or more, the penalty provided
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by section 72 (m) (5) (B) would apply, and if they do 
not equal or exceed $7,500, the penalty imposed by sec
tion 72 (m) (5) (C) of the code would apply.

(b) Contributions on behalf of shareholder-employees 
of electing small business corporations.--Section 4 (b) 
of the bill would amend section 1379 (b) (1) of the code 
(relating to taxability of shareholder-employee beneficiaries 
of qualified pension, etc., plans) to increase the



amount of the contributions paid by an electing small 
business corporation on behalf of a shareholder-employee 
(an employee or officer who owns (or is considered as 
owning within the meaning of section 318 (a) (1) of the 
code) more than 5 percent of the outstanding stock of 
the corporation) which may be excluded from his gross 
income. Section 1379 (b) (1) provides that the excess 
of such contributions for any taxable year of the 
corporation over the lesser of (i) 10 percent of the com
pensation received or accrued by the shareholder-employee 
from such corporation during its taxable year or (ii)
$2,500, must be included in his gross income for his 
taxable year in which or with which the taxable year of 
the corporation ends«. Section 4 (b) of the bill would 
increase the amount which may be excluded by a shareholder- 
employee to the lesser of 15 percent of compensation or $7,500.

(c) Effective date0 Section 4 (c) of the bill 
provides that the amendments proposed to be made by 
section 4 of the bill are to apply with respect to 
taxable years beginning after December 31, 1972.

/
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Section 5« Limitation on Application of Section 402 (a) 
and 403 (a), in the Case of Certain Contributions.

(a) Amendment of section 402.— Section 402 (a) 
of the code provides that, in general, distributions 
from any employees1 trust described in section 401 (a) 
which is exempt from tax under section 501 (a) are tax
able under section 72 (relating to annuities). Section 
402 (a) (2), however, provides for capital gains treat
ment for certain lump-sum distributions. In the case of 
a lump-sum distribution paid after December 31, 1969, 
section 402 (a) (5) limits the amount of such distribu
tion that is subject to capital gains treatment.

Section 5 (a) of the bill would amend section 402 
(a) of the code (relating to the taxability of a beneficiary 
of an exempt trust) by adding new paragraphs (6) and (7) 
which would limit the application of section 402 (a).
Section 5 (a) of the bill also would make a conforming 
change to section 402 (a) (1) of the code to reflect proposed 
sections 402 (a) (6) and (7). Under proposed sections 
402 (a) (6) and (7), a total distribution received from 
a trust forming a part of a qualified pension, etc., 
plan may be excluded from gross income if it is contributed 
by an employee within a specified period to a qualified 
individual retirement account, another qualified trust or 
a qualified annuity plan. These provisions would, therefore,



allow a tax-free reinvestment, or "roll-over", of a 
distribution. Taxation of amounts "rolled-over" would 
generally be deferred until the time such amounts are 
distributed by the individual retirement account, trust, 
or plan to which they were paid.
Proposed section 402 (a) (6)

Proposed section 402 (a) (6) would limit the applica
tion of section 402 (a) by providing that in the case of 
an employees* trust described in section 401 (a), which 
is exempt from tax under section 501 (a), if the total 
distributions payable with respect to any employee are 
paid to him within one taxable year of the employee on 
account of his separation from the service other than 
by reason of his death, such distribution not to be 
includible in gross income in such taxable year if,
not later than the 60th day after the close of the taxable 
year, he contributes the entire amount otherwise includible 
in his gross income to one or more qualified individual
retirement accounts described in section 408 
(a). Proposed section 402 (a) (6) is not to apply unless 
the same property received in the total distribution 
is contributed to the individual retirement account. The 
Secretary of the Treasury or his delegate would be 
authorized to prescribe regulations to carry out the 
purposes of paragraph (6).
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Proposed section 402 (a) (7)
Proposed section 402 (a)‘ (7) (A) would limit the 

application of section 402 (a) by providing that in the 
case of an employees* trust described in section 401 (a), 
which is exempt from tax under section 501 (a), if the 
total distributions payable with respect to any employee 
are paid to him within one taxable year of the employee 
on account of his separation from the service other than 
by reason of his death, such distribution is not to be 
includible in gross income in such taxable year if, not 
later than the 60th day after the close of such taxable 
year, he contributes the entire amount otherwise includible 
in his gross income to another employees* trust described 
in section 401 (a), which is exempt from tax under sec
tion 501 (a), or contributes such amount for the purchase 
of retirement annuities under an annuity plan which meets 
the requirements of section 404 (a) (2), if less than the 
entire amount is contributed, section 402 (a) (7) (A) 
will not apply and the entire amount (including both the 
portion retained and the portion contributed) will be 
includible in gross income.

Proposed section 402 (a) (7) (B) provides that proposed 
subparagraph (7) (A) is not to apply to a distribution 
paid to any distributee to the extent such distribution is 
attributable.to contributions made by or on behalf of a
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self-employed person. Thus, a self-employed individual 
could rr>t "roll-over" a lump-sum distribution^ from an 
H.R. 10 plan to another H.R. 10 plan or to a corporate 
plan. Proposed section 402 (a) (7) (B) also provides 
that proposed paragraph (7) is not to apply unless the 
same property received in the total distribution is 
contributed to the qualified plan. It is anticipated 
that regulations under proposed section 402 (a) (7) (B) 
would provide rules for determining how much property 
must be contributed where a distribution of property is 
made and less than the entire amount of the distribution 
is includible in gross income.

Proposed section 402 (a) (7) (C) provides that a 
contribution made pursuant to proposed section 402 (a) (7) 
(A) is generally to be treated as an employer contribution 
made on the date contributed. Thus, to the extent of a 
contribution made pursuant to proposed section 402 (a) (7) 
(A), a later lump-sum distribution under the qualified 
plan to which such contribution was made would not be 
eligible for capital gains treatment under section 402 (a)
(2) because it would be treated as an employer contribution 
for purposes of section 402 (a) (5) (relating to limitation 
on capital gains treatment). Furthermore, in the case of 
an employee-bontributory plan, this treatment would affect 
the computation of the estate tax exclusion under section 
2039 (c) and the gift tax exclusion under section 2517 (b).
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In addition, the recipient plan would not be required 
to maintain records as to contributions made by employers 
to the previous plan.

Proposed section 402 (a) (7) (C) also provides that
a contribution made pursuant to proposed section 402 (a)
(7) (A) is to be treated as an employee contribution under

HIcertain code sections. Thus, the employer's limit on
deductible contributions either to a qualified in
dividual retirement account or to a qualified plan is not 
to be thereby reduced under section 219 (b) (2), as 
proposed to be added by section 3 (a) of the bill. Further, 
under section 401 (a) (12), as proposed to be added by 
section 2 (a) (2) of the bill, the employee's rights in 
his accrued benefit derived from the amount contributed 
by him pursuant to proposed section 402 (a) (7) (A) are 
to be nonforfeitable (except in the case of death if so 
provided by the plan). Also, with respect to a contribution 
made pursuant to proposed section 402 (a) (7) (A), no 
amount would be deductible under section 404 of the code 
nor includible in gross income under either section 409 (a), 
as proposed to be added by section 7 (i) of the bill 
(relating to inclusion of certain employer contributions 
in gross income) or section 1379 (b) of the code 
(relating to inclusion in gross income of excess contri
butions made on behalf of a shareholder-employee of an 
electing small business corporation).
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Proposed section 402 (a) (7) (D) would provide 
authority for the Secretary or his delegate to issue 
regulations to carry out the' purposes of 
paragraph (7).

(b) Amendment of section 403,— Section 5 (b) of
the bill would make amendments to section 403 (a) of the 
code (relating to taxability of a beneficiary under a 
qualified annuity plan) which correspond to the amend
ments which would be made by section 5 (a) of the bill 
to section 402 (a) of the code (relating to taxability 
of a beneficiary of an exempt trust).
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(c) Effective date«--Section 5 (c) of the bill 
provides that the amendments proposed to be made by sec- 
tion 5 of the bill are to apply to taxable years ending 
after the date of enactment of the bill.
Section 6♦ Prohibited Transactions«

(a) Requirements for exemption from taxation for a 
trust,forming part of a qualified plan,--Section 503 
of the code provides that a trust forming a part of 
a qualified pension,profit-sharing, or stock bonus plan 
will be denied exemption from taxation if such trust 
engages in certain prohibited transactions. Generally, 
under section 503 (b) of the code, a prohibited transaction 
is a transaction, between the trust and the employer who 
established or maintains the plan of which the trust is 
a part,or a related person, in which the trust (1) makes 
a loan without adequate security or a reasonable rate 
of interest, (2) pays more than a reasonable amount 
of compensation, (3) makes services available on a 
preferential basis, (4) makes a substantial purchase or 
property for more than an adequate consideration, (5) sells 
a substantial part of its property for less than an 
adéquate consideration, or (6) engages in any other 
transaction which results in a substantial diversion of
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its assets. In the case of a qualified trust which is 
part of a plan providing contributions or benefits for 
owner-employees who control the trade or business (i.e., a 
sole proprietor; or partners who own more than 50 percent 
of the capital or income interest of a partnership) with 
respect to which the plan is established, certain other 
transactions are treated as prohibited transactions under 
section 503 (g) of the code. Under this provision, a 
transaction in which the trust makes any loan, pays any 
compensation, makes services available on a preferential 
basis, or sells any property to such owner-employees or 
certain related persons is also a prohibited transaction. 
Further, the purchase of any property from such owner- 
employees or persons is a prohibited transaction under 
section 503 (g).
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In the event of the commission of a prohibited trans
action, certain special tax benefits provided under the code 
are denied to the trust, the employer and the employee 
because the plan is thereafter disqualified and is no 
longer exempt from taxation. Thus, the trust is taxed 
on income earned on its assets, the employer may deduct 
contributions to the trust under section 404 (a) (5) of the 
code only in the taxable year in which an amount attri
butable to the contribution is includible in the gross 
income of employees participating in the plan and, under 
sections 402 (b), 403 (c), and 83 of the code, the employee 
is taxed on any contributions made on his behalf for his 
first taxable year in which his rights are not subject to a 
substantial risk of forfeiture. Furthermore, any distributions 
received by the employee will not be eligible for the 
special averaging treatment or capital gains treatment 
accorded total distributions from qualified plans. Thus, 
under present law, persons who gained no benefit from a 
prohibited transaction may suffer adverse tax consequences 
because of it.

Section 6 (a) of the bill, in order to eliminate 
adverse consequences to innocent parties, would amend 
section 503 of the code so that a trust forming part of a 
qualified plan will not be denied exemption from taxation 
if the trust engages in a prohibited transaction.

(b) Excise taxes on prohibited transactions.—
Section 6 (b) of the bill would amend subtitle D of the 
code (relating to miscellaneous excise taxes) by adding
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thereto a new chapter 44 and a new section 4971.
Proposed section 4971 would impose an excise tax on the 
amount involved in a prohibited transaction. Proposed 
section 4971 is similar to the self-dealing tax imposed by 
section 4941 of the code with respect to private foundations.
Thus, under the bill, sanctions would be applied only against 
persons participating in a prohibited transaction rather 
than against plan participants and others who may in fact 
have been injured by the prohibited transaction. The 
sanctions would not depend on whether or not the trust 
benefits self-employed individuals who are owner-employees.
Proposed section 4971 (a)

Proposed section 4971 (a) imposes for each year (or 
part thereof) in the taxable period (as defined in 
proposed section 4971 (e) (2)) an excise tax equal to 
5 percent of the amount involved (as defined in proposed 
section 4971 (e) (3)) in a prohibited transaction (as 
defined in proposed section 4971 (d)). The tax imposed 
by proposed section 4971 (a) would be payable by any 
party in interest (as defined in proposed sec. 4971
(e) (1)) who participates in the prohibited transaction.
Proposed section 4971 (b)

Proposed section 4971 (b) imposes an excise tax /equal to 200 percent of the amount involved in a pro
hibited transaction if a tax is imposed under proposed
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section 4971 (a) and the transaction is not corrected 
within the correction period;(as defined in proposed 
sec. 4971 (e) (5)). The tax imposed by proposed 
section 4971 (b) would be payable by any party in interest 
who participated in the prohibited transaction.
Proposed section 4971 (c)

Proposed section 4971 (c) provides that, if more 
than one person is liable for a tax imposed by proposed 
section 4971 (a) or (b), with respect to any one prohibited 
transaction^all such persons would be jointly and severally 
liable for such tax.
Proposed section 4971 (d)

Proposed section 4971 (d) defines a prohibited 
transaction as an act which is (1) described in sec
tion 14 (b) (2) of the Welfare and Pension Plans Dis
closure Act of 1958, and not excepted from the pro
hibitions of that provision by section 14 (c) of such 
Act, and which is (2) committed by a fiduciary (as 
defined in proposed sec. 4971 (e) (6)) for a trust 
described in section 401 (a) or 408 (a) which is exempt 
from tax under section 501 (a). Under section 14 (b)
(2) of the Welfare and Pension Plans Disclosure; Act of 
1958, as proposed to be amended by the Employee Benefits



Protection Act (S. 1557, 93rd Cong,), a fiduciary would 
be prohibited from engaging in certain specified acts.
Unless excepted, the fiduciary would generally be pro
hibited from (1) leasing or selling property to or 
from a party in interest, (2) acting adversely to the 
fund, its participants or beneficiaries, (3) receiving 
compensation from a party dealing with the fund, (4) 
lending money or other assets of the fund to a party 
in interest, (5) furnishing goods, services or facilities 
to a party in interest, or (6) transferring any property 
of the fund to, or for the use of, any party in interest. 

Section 14 (c) of the Welfare and Pension Plans 
Disclosure Act of 1958, as proposed to be amended by the 
Employee Benefits Protection Act, (S. 1557, 93rd Cong.), 
would expressly allow a fiduciary to engage in certain 
transactions. Generally, these excepted transactions would 
permit a fiduciary (1) to receive benefits to which he is en
titled as a participant or beneficiary and to receive reason
able compensation for services rendered to the fund (with 
certain exceptions), (2) under certain conditions, to 
invest in employer securities aggregating no more than 
10 percent of fund assets (except that such limit would 
not apply in the case of a profit-sharing, stock bonus, 
thrift or savings plan if the plan explicitly provided 
for the investment in employer securities), (3) to 
purchase or sell securities listed on a regulated
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exchange from or to a party in interest, (4) to make 
loans to plan participants or beneficiaries if such 
loans are made on a non-discriminatory basis, and (5) 
to take action pursuant to an authorization in the trust 
instrument or other document governing the fund, provided 
such action is consistent with the provisions of sec
tion 14 (b) of the Welfare and Pension Plans Disclosure 
Act of 1958. Thus, the proposed definition of a 
prohibited transaction would be broader than the de
finition contained in section 503 (b) qr (g) of the code. 
Further, with respect to qualified trusts, the proposed 
definition of a prohibited transaction would be uniform 
for purposes of the internal revenue laws administered 
by the Treasury Department and the proposed fiduciary 
standards to be administered by the Department of Labor. 
Proposed section 4971 (e) (1)

Proposed section 4971 (e) (1) defines the term 
"party in interest" as a person described in sec
tion 3 (m) of the Welfare and Pension Plans Disclosure 
Act of 1958. Under section 3 (m) of such Act as proposed 
to be. amended by the Employee Benefits Protection Act 
(S.1557, 93rd Cong.), a party in interest would be de
fined as any administrator, officer, trustee, custodian, 
counsel, or employee of an employee benefit plan, or a 
person providing benefit plan services to any such plan;



93

an employer any of whose employees are covered 
by such a plan or any person controlling, controlled 
by, or under common control with, such employer, or 
an officer, employee, or agent of such employer or j
person; an employee organization having members
covered by the plan, or an officer, employee, or 
agent of such employee organization; or a relative,
partner or joint venturer of any of the described persons. 
Proposed section 4971 (e) (2)

Proposed section 4971 (e) (2) defines the term 
"taxable period" as the period beginning with' the date 
on which the prohibited transaction occurs and ending 
on the earlier of the date of mailing of a notice of 
deficiency pursuant to section 6212 with respect to the 
tax to be imposed by this proposed section or the date 
on which correction of the prohibited transaction is 
completed.
Proposed section 4971 (e) (3)

Proposed section 4971 (e) (3) defines the term 
"amount involved" as the greater of the amount of 
money and the fair market value of the other property 
given in a prohibited transaction or the amount of money 
and the fair market value of the other property received 
in a prohibited transaction. In the case of the tax
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which would be imposed by proposed section 4971 (a), the 
fair market value of property would be determined as of 
the date on which the prohibited transaction occurs. In 
the case of the tax which would be imposed by proposed sec
tion 4971 (b), the fair market value of property would be 
the highest fair market value during the correction period. 
If no amount is involved in a prohibited transaction, no 
tax woul̂ d. be imposed under proposed section 4971 (a). 
Proposed section 4971 (e) (4)

Proposed section 4971 (e) (4) defines the terms 
’’correction" and "correct" as undoing a prohibited 
transaction to the extent possible, but in any case 
placing the trust in a financial position not worse 
than that in which it would be if the prohibited 
transaction had not occurred.
Proposed section 4971 (e) (5)

Proposed section 4971 (e) (5) defines the term 
"correction period" as the period beginning with the 
date on which a prohibited transaction occurs and 
ending 90 days after the date of mailing of a notice 
of deficiency with respect to the tax to be imposed 
under proposed section 4971 (b), extended by any period 
in which a deficiency cannot be assessed under sec
tion 6213 (a)*and any other period which the Secretary
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reasonable and necessary to bring about correction of 
the prohibited transaction.
Proposed section 4971 (e) (6)

Proposed section 4971 (e) (6) would define the 
term "fiduciary" as including a person described in 
section 3 (w) of the Welfare and Pension Plans Dis
closure Act of 1958, as proposed to be amended by the 
Employee Benefits Protection Act (S. 1557, 93rd Cong.), 
or in section 7701 (a) (6) of the code. Section 3 (w) 
of the Welfare and Pension Plans Disclosure Act of 
1958, would define "fiduciary" as meaning any person who 
exercises any power of control, management or disposition 
with respect to any moneys or other property of an employee 
benefit fund, or has authority or responsibility to do so. 
Proposed section 4971 (f)

Proposed section 4971 (f) provides that the 
Secretary of the Treasury or his delegate is to 
prescribe such regulations as would be necessary to 
carry out the provisions of the proposed section.

(c) Conforming, clerical, etc., amendments.
Section 6 (c) of the bill would make a clerical 
amendment to the table of chapters for subtitle D of
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the code (relating to miscellaneous excise taxes) 
to reflect proposed chapter 44, and would make conforming amend
ments to section 6161 (relating to extension of time 
for paying tax), section 6201 (d) (relating to assessment 
authority), section 6211 (relating to definition of a 
deficiency), section 6212 (relating to notice of a 
deficiency), section 6213 (relating to restrictions 
applicable to deficiencies and petition to Tax Court), 
section 6214 (relating to determinations by Tax Court), 
section 6344 (relating to cross references), sec
tion 6501 (e) (3) (relating to limitations on assess
ment and collection), section 6503 (relating to suspension 
of running of period of limitations), section 6512 
(relating to limitations in case of petition to Tax 
Court), section 6601 (d) (relating to interest on 
underpayment, nonpayment, or extensions of time for 
payment of tax), section 6653 (c) (relating to failure 
to pay tax), section 6659 (b) (relating to applicable 
rules), section 6676 (b) (relating to failure to supply 
identifying numbers), section 6677 (b) (relating to 
failure to file information returns with respect to certain 
foreign trusts), section 6679 (b) (relating to failure to 
file returns as to organization or reorganization of 
foreign corporations and as to acquisition of their stock) 
and section 7422 (g) (relating to civil actions for refunds).
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(d) Effective date»— Section 6 (d) of the bill 

provides that the amendments proposed to be made by 
section 6 of the bill are to be effective on and after 
the day after the date of enactment of the bill.
Section 7. Miscellaneous Provisions.

(a) Penalties applicable to forfeitures received 
by owner-employees. Section 72 (m) (5) (A) (i) of the 
code currently describes amounts to which the penalty 
imposed by section 72 (m) (5) (B) or (C) of the code is 
applicable. Generally, section 72 (m) (5) applies to 
amounts received by an owner-employee before he attains 
the age of 59-1/2 years for any reason other than his 
becoming disabled. Section 72 (m) applies only to the 
extent attributable to contributions made on his behalf 
while he was an owner-employee. Section 7 (a) of the 
bill would amend section 72 (m) (5) (A) (i) by adding 
to the amounts described therein, premature distributions 
attributable to forfeitures credited to an individual’s 
account or applied for his benefit, while he was an owner- 
employee. Thus, for this purpose, forfeitures would be 
treated in the same manner as employer contributions. 
Forfeitures may arise, although only from other self- 
employed individuals, as a result of the application of 
the proposed."rule, of 35M vesting standard under sec
tion 401 (d) (2) (A) of the code, as proposed to be amended 
by section 2 (b) (1) of the bill.
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(b) Coverage and nondiscrimination requirements.—  
Section 401 (a) (3) of the code provides two alternative 
tests as to the number of employees who must be covered 
by a plan (other than a plan benefiting an owner-employee) 
if a trust forming part of the plan is to qualify under 
the code. Section 401 (a) (3) (A) of the code requires 
that the plan benefit 70 percent or more of all- employees, 
or 80 percent or more of all eligible employees if at 
least 70 percent of all employees are eligible. In making 
this computation, certain short service, part-time and 
seasonal employees may be excluded. Section 401 (a) (3)
(B) of the code requires that the plan benefit such 
employees as qualify under a classification which is not 
discriminatory in favor of officers, shareholders, 
supervisory employees, or highly compensated employees.

Section 7 (b) (1) of the bill would amend section 401 
(a) (3) (A) to provide that, for purposes of satisfying 
the percentage coverage requirement, employees who are 
included in a unit of employees covered by an agreement 
which the Secretary of the Treasury or his delegate finds 
to be a collective bargaining agreement are to be excluded, 
unless the agreement provides that the bargaining unit 
employees are to be included in the plan. See section 
2 (b) of the bill which would make a similar amendment 
with respect to plans which include self-employed indivi
duals who are owner-employees.
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Section 7 (b) (2) of the bill would amend section 
401 (a) (5) to provide that, for purposes of determining 
whether a plan is discriminatory within the meaning of 
paragraph (3) (B) or (4), there are not to be taken into 
account any employees who are included in a unit of 
employees covered by a collective bargaining agreement, 
if such agreement does not provide that such employees 
are to be included in the plan.

No change is made with respect to the exclusion for 
short service employees (employees who have been employed 
not more than a minimum period, not in excess of 5 years), 
part-time employees (employees who customarily work not 
more than 20 hours in a week) or seasonal employees 
(employees whose customary employment is for not more 
than 5 months in a year). However, the 5 year minimum 
period under the exclusion for short service employees 
would become less significant when a qualified plan is 
required to satisfy the minimum eligibility requirements 
under section 401 (a) (11), as proposed to be added by 
section 2 (a) (2) of the bill. It would retain significance 
during the transitional period and, in the case of a plan, 
other than an H,R, 10 plan, which requires, as a 
condition of participation, service in excess of 3 years 
by an employee younger than age 30.

Proposed section 401 (a) (14), as proposed to be 
added by section 2 (a) (2) of the bill, provides for 
certain transitional periods during which the minimum
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eligibility requirements would not apply,
(c) Plans benefiting self-employed individuals,—  

Under present law the full and immediate vesting require
ment of section 401 (d) (2) (A) of the code prevents for
feitures in a plan which provides contributions or benefits 
for employees some or all of whom are owner-employees. 
Section 2 (b) (1) of the bill would amend section 401 (d) 
(2) (A) to provide a "rule of 35" vesting standard. 
Accordingly, forfeitures may arise as a result of the 
operation of this proposed vesting standard.

Section 7 (c) of the bill would amend section 401 
(c) of the code (relating to definitions and rules re
lating to self-employed individuals and owner-employees) 
by adding a new paragraph (6). Under proposed section 4dl

0
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(c) (6), a trust forming a part of a pension or 
profit-sharing plan which provides contributions or 
benefits for employees some or all or whom are employees 
within the meaning of section 401 (c) (1) of the code 
(i.e., self-employed individuals) is to constitute a 
qualified trust only i£ under the plan, forfeitures 
attributable to contributions made on behalf of an 
employee other than an employee within the meaning of 
section 401 (c) (1) (i.e., a common-law employee) may 
not inure to the benefit of any individual who, at any 
time during the period beginning with the taxable year 
for which the contribution is made and ending with the 
taxable year during which the forfeiture occurs, is a 
self-employed individual.

Under present law, a defined benefit pension plan 
may cover a self-employed individual. Under such a 
plan, however, a separate account consisting of con
tributions and gains, income, losses, and expenses must 
be maintained for each self-employed individual to 
assure that forfeitures do not inure to his benefit.

Proposed section 401 (c) (6) provides that, in the 
case of a defined benefit pension plan, a separate 
account or accounts are to be maintained with respect to 
all participants under the plan who are not self-employed
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individuals (i.e., common-law employees) and another 
separate account or accounts are to be maintained with 
respect to all participants under the plan who are self- 
employed individuals# Thus, a separate account would not 
be required to be maintained with respect to each partici
pant, provided that an aggregate account is maintained 
for common-law employees and a separate aggregate account 
is maintained for self-employed individuals covered under 
a plan. Consequently, although the limitations on contri
butions on behalf of self-employed individuals would b© 
separately computed on the basis of each such individual s 
earned income covered by a plan, the benefits payable under 
the plan with respect to a particular self-employed 
individual would not be required to be determined by 
reference to the separately computed contributions on 
his behalf.

Under proposed section 401 (c) (6), if an individual 
who was covered under a plan as a common-law employee 
becomes covered under the plan as a self-employed in
dividual, the aggregate account for common-law employees 
is not to be reduced and the aggregate account for self- 
employed individuals is not to be increased by reason of 
his change of status. His benefits accrued as a common- 
law employee, however, may be paid out of the common-law
employee accounts.

(d) Trustee of a trust benefiting an owner-employee.^, 
Section 401 (d) (1) of the code provides that only a bank



may be the trustee of a trust benefiting an owner-employee. „ 
Section 7 (d) of the bill would amend section 401 (d)
(1) of the code to provide that such a trust would be 
qualified only if, in addition to satisfying the other 
requirements for qualification, the assets thereof are 
held by a bank or other person who demonstrates to the 
satisfaction of the Secretary of the Treasury or his 
delegate that the manner in which he will hold such assets 
will be consistent with the requirements of section 401 
of the code.

(e) Employee contributions of owner-employees.—
Under section 401 (d) (4) (B) of the code, a plan will 
not qualify under section 401 of the code if it permits 
an owner-employee who has not attained age 59-1/2 or 
become disabled to make any withdrawals, including 
withdrawals of his nondeductible employee contributions.
(See Rev. Rul. 72-98, 1972-1 Cum. Bull. 113). There is no 
similar restriction with respect to employees who are 
not owner-employees.

Section 7 (e) of the bill would eliminate this 
restriction on withdrawals by owner-employees by amending 
section 401 (d) (4) (B) to provide that the restriction
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on withdrawals applies only to benefits in excess of 
contributions made by an owner-employee as an employee. 
Thus, withdrawal of contributions made by an owner- 
employee as an employee would be allowed under the same 
circumstances as contributions made by any other employee. 
See also section 3 (c) (1) of the bill, which would repeal 
section 72 (m) (1) of the code relating to amounts 
received before the annuity starting date.

(f) Certain custodial accounts.--Section 401
(f) of the code (relating to certain custodial accounts) 
currently treats a custodial account as a qualified 
trust, and the custodian as trustee thereof, if (1) 
the account would, except for the fact that it is not a 
trust, constitute a qualified trust, (2) the custodian is 
a bank, (3) the investments are made solely in stock of 
regulated investment companies with respect to which 
the employee is beneficial owner, or solely m  annuity, 
endowment, or life insurance contracts issued by an 
insurance company, (4) the shareholder of record of any 
such stock is the custodian or its nominee, and (5) any 
insurance contracts are held by the custodian until 
distributed under the plan. Section 7 (f) of the bill 
would amend section 401 (f) of the code to provide that, 
in addition to a bank, another person may be a custodian



if he demonstrates to the satisfaction of the Secretary 
of the Treasury or his delegate that the manner in which 
he will have custody of the assets will be consistent 
with the requirements of section 401 of the code. Fur
ther, the restriction placed upon investment of the 
funds of the custodial account would be eliminated.

Section 401 (f) of the code would be amended so that 
an arrangement similar to a custodial account or similar 
to an annuity contract might be treated as a trust 
constituting a qualified trust, if otherwise qualified.
It is contemplated that, in an appropriate case, a plan 
similar, to a dividend reinvestment plan of a regulated 
investment company might constitute a "similar arrangement 
even though no certificates are issued, provided there is 
an appropriate governing instrument for the plan.

(g) Excess contributions.--Section 401 (e) (1)
(B) (ii) of the code provides that the amount of any 
contribution made by an owner-employee (as an employee) 
at a rate which exceeds the rate of contributions per
mitted to be made by employees other than owner-employees 
is an "excess contribution". Section 7 (g) of the bill 
would amend section 401 (e) (1) (B) (ii) of the code 
to make its provisions applicable only with respect to 
a plan other than a defined benefit pension plan. This 
amendment would facilitate the establishment of defined 
benefit pension plans by owner-employees because owner- 
employees could make non-deductible contributions (up to
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the lesser of $7,500 or 10 per cent of earned income) in
order to finance nondiscriminatory benefits.

(h) Amendments to section 404 (a) of the code.—  
Generally, section 404 of the code allows a deduction 
for contributions of an employer to or under a qualified 
plan, and for compensation paid under a plan of deferred 
compensation.

Generally, under section 404 (a) (1) (A) and (B) 
of the code, deductible contributions paid to a 
qualified pension trust are limited to (1) 5 percent 
of the compensation otherwise paid or accrued during the 
taxable year to all employees under the plan, plus (2) 
the excess (if any) of the ’’level cost” under the plan 
for the taxable year over 5 percent of such compensation. 
Alternatively, section 404 (a) (1) (C) limits deductible 
contributions made to a qualified pension plan to 
contributions determined under a ’’normal cost” method. 
Provision is also made under section 404 (a) (1) (C) for a 
deduction with respect to contributions for past service. 
Thus, under present law, deductible contributions in 
excess of ’’level cost” or ’’normal cost” may be made so 
long as they do not exceed 5 percent of compensation.

Section 7 (h) (1) of the bill would repeal section 
404 (a) (1) (A) of the code which provides the 5 percent 
limitation. Thus, deductible contributions under a 
qualified pension plan would be limited under either the 
’’level cost” method or the ’’normal cost” method under 
section 404 (a) (1) (B) or (C), respectively.
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Section 7 (h) (2) of the bill would amend sections 
404 (a) (1) (B) and (C) of the code (relating to deduc
tible contributions under the ,?level cost" method and to 
deductible contributions under the "normal cost" 
method, respectively) to conform them to the proposed 
repeal of section 404 (a) (1) (A) of the code.

Section 7 (h) (3) of the bill would amend section 
404 (a) (1) of the code to conform that section 
to the proposed amendment of section 401 (a) (7) of the 
code by section 2 (a) (1) of the bill. Section 7 (h) (3) 
of the bill would add a new sentence at the end of section 
404 (a) (1) to provide that the limitations under section 
404 (a) (1) (B) and (C) (as proposed to be amended by 
sec. 7 (h) of the bill) would not apply with 
respect to the amount of a contribution made to or under 
a pension plan to the extent such contribution does not
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401 (a) (7), as proposed to be added by section 2 (a)
(1) of the bill.

Section 7 (h) (4) of the bill would amend section 
404 (a) (6) of the code (relating to taxpayers on the 
accrual basis). Under section 404 (a) (6), for purposes 
of section 404 (a) (1) (relating to pension plans), 404 
(a) (2) (relating to employees* annuities), and 404 (a) (3) 
(relating to stock bonus and profit-sharing plans), 
a taxpayer on the accrual basis is deemed to have made 
a payment on the last day of the year of accrual if the 
payment is on account of that year and is made not later 
than the time when the return for that year is filed. 
Proposed section.404 (a) (6) would eliminate the require
ment of establishing an accrual and would extend this 
treatment to cash basis taxpayers by providing that for 
purposes of section 404 (a) (1), 404 (a) (2), and 404 (a)
(3) of the code, a taxpayer is to be deemed to have made a 
payment on the last day of the preceding taxable year if 
the payment is on account of such preceding taxable year 
and is made not later than the time prescribed by law for 
filing the return for such preceding taxable year (including 
extensions thereof). This permits a cash basis taxpayer 
to compute the applicable limits on the maximum deductible 
contribution during the taxable year immediately following 
the year to which the contribution relates.
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Section 7 (h) (5) of the bill would amend section 
404 (a) (7) of the code (relating to the limit of 
deduction) to allow deductions with respect to amounts 
contributed to meet the minimum funding standard under 
section 401 (a) (7), as amended, by section 2 (a) (1) 
of the bill. Section 7 (h) (5) of the bill also amends 
section 404 (a) (7) by reducing the amount deductible 
as a carryover from 30 percent to 25 percent of compensation.

(i) Inclusion of certain employer contributions in 
gross income.— Section 7 (i) of the bill would add a 
new section 409 to the code, which is similar in concept 
to section 1379 of the code (relating to certain qualified 
plans of electing small business corporations).
Proposed section 409 (a)

Proposed section 409 (a) provides that, notwith
standing the provisions of section 402 of the code (re
lating to taxability of beneficiaries of employees* trusts), 
section 403 (relating to taxation of employee annuities), 
or section 405 (relating to taxability of beneficiaries 
under qualified bond purchase plans), an individual is to 
include in gross income, for his taxable year in which or 
with which the taxable year of his employer ends, an amount 
equal to the excess of the amount of the contributions made 
on his behalf (reduced by any amount includible in gross 
income under sec. 1379 (b) (1) with respect to such
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contributions) by the employer during the taxable 
year of the employer (including amounts deemed to be 
paid during such year under sec. 404 (a) (6) of the 
code) to or under a money purchase pension plan (in
cluding a "target benefit" plan) which satisfies the 
requirements of section 401 (a), 404 (a) (2) or 405 
(a), over 20 percent of such individual’s compensation 
otherwise paid or accrued by him from such employer 
during the employer’s taxable year, whether or not his rights 
in such excess contribution are forfeitable. In any taxable 
year of an individual in which he is covered under two or 
more money purchase pension plans maintained by an 
employer, the amount includible in gross income would 
be the amount by which the total of such contributions 
exceeds 20 percent of the compensation received or 
accrued by such individual during the taxable year 
of his employer.
Proposed section 409 (b)

Proposed section 409 (b) provides that any amount 
included in the gross income of an individual under 
proposed section 409 (a) would be treated as consideration 
for the contract contributed by the individual for 
purposes of section 72 of the code (relating to annuities). 
Accordingly, any amount included in the gross income of



the individual would be treated as a contribution made by 
him for purposes of sections 2039 (c) (relating to 
exemption for certain annuities) and 2517 (relating to 
certain annuities under qualified plans). However, such 
amounts would be treated as employer contributions for 
purposes of qualification under section 401 of the code. 
Proposed section 409 (c)

Proposed section 409 (c) provides that if amounts 
are included in the gross income of an individual under 
proposed section 409 (a), and the rights of such 
individual (or his beneficiaries) under the plan
terminate before payments under the plan which are 
excluded from gross income equal the amounts included 
in gross income under proposed section 409 (a), then 
the individual is allowed as a deduction, for the taxable 
year in which such rights terminate, an amount equal to 
the excess of the amounts included in gross income under 
proposed section 409 (a) over such payments.
Proposed section 409 (d)(1)

Proposed section 409 (d) (1) provides that subsection (a) 
would not apply for a taxable year of an employee if at all 
times during the employee’s taxable year in which or with 
which the taxable yea: of the employer ends, under the money 
purchase pension plans maintained by the employer
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(considering all such plans as a single plan) the rate 
at which employer contributions are to be made with 
respect to employee compensation (as defined under 
the plan) does not exceed 20 percent. Thus, for example, 
if contributions are made with respect to an employee 
at the beginning of his taxable year at a rate which 
does not exceed 20 percent of his anticipated annual 
compensation determined under the plan, no amount would 
be includible in the employee’s gross income under proposed 
section 409 (d). This result would obtain even though, 
because of the employee’s separation from the service 
during the year, the contributions exceed 20 percent 
of the employee’s actual compensation paid or accrued for 
the employer’s taxable year ending with or within the 
employee’s taxable year. If any employee is covered under 
two or more qualified money purchase pension plans 
maintained by an employer, the rate of employer contribu
tions thereunder for each employee is to be determined as 
if the plans constituted a single plan, by computing m  
aggregate rate of contributions. In such a case, the 20 
percent limitation provided by proposed section 409 (d) (1) 
is to be applied to this aggregate rate.
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Proposed section 409 (d) (2)
Proposed section 409 (d) (2) provides that subsection 

(a) would not apply to contributions made to or under 
a money purchase pension plan on behalf of an individual 
who is an employee within the meaning of section 401 (c)
(1) of the code (i.e., a self-employed individual) with 
respect to such plan. Deductible contributions made on 
behalf of such an individual are subject to the limitations 
of section 404 (e) of the code (as proposed to be amended 
by sec. 4 (a) (1) of the bill). As amended, the deductible 
limit would be the lesser of $7,500 or 15 percent of 
earned income. Consequently, the proposed 20 percent 
limitation upon excludable contributions made to or under 
a qualified money*purchase pension plan is not made appli
cable to contributions made on behalf of a self-employed 
individual.



114 -

Proposed section 409 (e)
Proposed section 409 (e) would authorize the 

Secretary of the Treasury or his delegate to prescribe 
such forms and regulations as may be necessary to carry 
out the purposes of section 409, including forms on which 
employers may be required to furnish needful information 
to their employees. Such forms would be furnished to 
employees at such time as the Secretary of the Treasury 
or his delegate may by regulations prescribe. Section 
6690 (as proposed to be added by sec. 7 (j) of the bill) 
would prescribe assessable civil penalties for an employer s 
failure to furnish information to his employees as required 
under this section

(j) Penalty for failure to furnish information.—  
Section 7 (j) of the bill would amend subchapter B of 
chapter 68 by adding a new section 6690, relating to 
reports by employers which would be required by section 
219 (g) of the code (as proposed to be added by sec.
3 |(a): of the bill) or section 409 (e) of the code 
(as proposed to be added by section 7 (i) of the bill). 
Reports by employers"-proposed section 6690

Proposed section 6690 of the code would provide an 
assessable penalty for failure to furnish certain informa
tion. The usual deficiency procedures prescribed by the 
code would not apply in respect of the assessment of such 
a penalty.
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Proposed section 6690 (a) provides that if any person, 
who is required by regulations prescribed under section 
219 (g) of the code (relating to retirement savings, as 
proposed to be added by sec. 3 (a) of the bill) or 
section 409 (e) of the code (relating to inclusion of 
certain employer contributions in gross income, as 
proposed to be added by sec. 7 (i) of the bill) to 
furnish information to an employee, fails to comply with 
such requirement at the time prescribed by such regula
tions, such person is to pay a penalty of $10 for each 
such failure unless it is shown that such failure is due 
to reasonable cause.
Deficiency procedures —  proposed section 6690 (b)

Proposed section 6690 (b) provides that Subchapter B 
of chapter 63 (relating to deficiency procedures for 
income, estate, gift and certain excise taxes) is not to 
apply in respect of the assessment or collection of any 
penalty imposed by section 6690 (a).

(k) Net operating loss.--Under present law, section 
172 (d) (4) (D) of the code (relating to net operating 
loss modifications) provides that in computing a net 
operating loss, no deduction is allowed to a self-employed 
individual to the extent that the deduction allowed under 
section 404 or 405 (c) of the code together with all 
other nonbusiness deductions exceeds nonbusiness 
income. Section 7 (k) of the bill would amend section
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172 (d)(4) of the code by adding a new subparagraph (E) 
which would impose the same treatment as to the deduction 
allowed to individuals under section 219 of the code (as 
proposed to be added by sec. 3 (a) of the bill).

(ĵ ) Certain retroactive changes.-- 
Under present law, section 401 (b) of the code 

(relating to certain retroactive changes in plans) 
allows retroactive, remedial amendments to be adopted 
by a newly established plan to satisfy certain require
ments of section 401 (a) of the code (relating to qualified 
pension, etc., plans). Specifically, these requirements 
are those of paragraph (3) (relating to coverage), para
graph (4) (relating to discrimination in contributions 
of benefits), paragraph (5) (relating to discrimination 
in coverage, and discrimination in contributions and 
benefits), and paragraph (6) (relating to coverage) of 
section 401 (a) of the code. Under section 401 (b), 
the retroactive amendments must be adopted by the fifteenth 
day of the third month following the close of the taxable 
year of the employer.

Proposed section 401 (b) of the code would permit 
retroactive, remedial amendments of a plan regardless 
of whether such failure was precipitated by establish
ment of a new plan or an amendment to an existing plan.
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Proposed section 401 (b) of the code would also 
extend the time permitted to adopt a retroactive, remedial 
amendment to the time for filing of the return of the 
employer for the taxable year in which the plan or 
amendment was put into effect (including extensions 
thereof) or such later time as the Secretary of the 
Treasury or his delegate may designate.

It is anticipated that regulations would provide 
for extension of the period for reasonable cause, such 
as the filing of a bona fide request for a determination by 
the Secretary of the Treasury or his delegate with respect 
to the plan or amendment.

Section 7 (J/) (2) of the bill would make amendments 
to section 1379 (a) of the code (relating to certain 
qualified pension, etc., plans) which correspond to 
amendments which would be made by section 7 (i) (1) 
of the bill to section 401 (b) of the code (relating 
to certain retroactive changes is plans).

(m) Conforming and clerical amendments.-- 
A conforming amendment would be made by section 7 (m)
(1) of the bill to section 62 of the code (relating to 
definition of adjusted gross income).
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Clerical amendments would be made by section 7 (m)
(2) of the bill to the table of sections for part I of 
subchapter D of chapter 1 of the code and to the table 
of sections for subchapter B of chapter 68. Section 7 
(m) (2) would also redesignate section 6687 of the code 
(as added by section 1 (c) of Public Law 92-606 (86 Stat. 
1494)), as section 6688.

(n) Effective dates.— Section 7 (n) of the bill 
provides that the amendments proposed to be made by 
section 7 of the bill (other than the amendment proposed 
to be made by section 7 (i) of the bill) are to be 
effective on and after the day after the date of enactment 
of the bill. The amendment proposed to be made by section 
7 (i) of the bill is to apply with respect to taxable 
years of an employer beginning after December 31, 1973.



Proposed Technical Revisions 
of S. 1631 (93rd Cong.)

As introduced April 18, 1973

Page 2.
1. On line 4, after "provision" insert ", the 

reference is to a section or other provision".
2. On line 11, after "paragraph," insert "except 

in the case of a plan established and maintained by 
the United States, a state or political subdivision 
thereof, or a corporation which is an instrumentality 
of the United States, a state or political subdivision 
thereof,".

3. On line 20, after "interest" insert "for such 
year".

Page 4.
1. On line 2, strike out "or" and insert in lieu 

thereof "including".
2. On line 7, strike out "greater" and insert in 

lieu thereof "less".
Page 5.

On line 2, strike out "or" and insert in lieu thereof 
"including".
Page 6.

1, On line 11, strike out "earnings during the 12" 
and insert in lieu thereof "average covered earnings 
during the 60".

2. On line 15. strike out "or" and insert in lieu 
thereof "including,".
Page 7. i

On line 23, strike out "gains" and insert in lieu 
thereof "expenses, gains,".
Page 8.

1. On line 5. after "such contributions" insert 
"(less withdrawals)".

2. On line 6, after "employer" insert "(less with
drawals)". '-Cfci
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Page 9.
On line 4, strike out "insert” and insert in lieu 

thereof "interest".
Page 11«

On line 19, after "plan" insert "year".
Page 12«

On line 25, strike out "to" and insert in lieu 
thereof "in"«
Page 13«

1. On line 3, strike out "and",
2. Strike out line 18 and insert in lieu thereof 

,M(3) The plan benefits— ".
Page 14«

1. . On line 8, after "year" insert "and does not 
include any employee who is included in a unit of 
employees covered by an agreement which the Secretary 
or his delegate finds to be a collective bargaining 
agreement, if such agreement does not provide that such 
employee is to be included in the plan"«

2. On line 19, after "(10)," insert "of" and after 
"(6), and" insert "of"«
Page 15.

On line 25, strike out "and (c)" and insert in lieu 
thereof ", (c), and (h)".
Page 18.

1« On line 20, strike out "tion with respect" and 
insert in lieu thereof "tion for a taxable year with 
respect".

2. On line 22, after "years" insert "before the end 
of such year".
Page 19.

1. On line 22, strike out the quotation mark.
2. After line 22, insert the following:
"» (g) Regulations.--The Secretary or his delegate

is authorized to prescribe such forms and regulations 
as may be necessary to carry out the purposes of this
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section, including forms on which employers may be 
required to furnish needful information to employees.
Such forms shall be furnished to employees at such 
time as the Secretary or his delegate may by regulations 
prescribe,

"* (h) Special Limitation for 1973,--For taxable
years ending before January 1, 1974, the amount allowable 
as a deduction under subsection (a) shall not exceed 50 
percent of the limitation determined under subsection (b).*"
Page 21.

1. On line 8, strike out "in" and insert in lieu 
thereof "by".

2. On line 9, strike out "trust by, or in the 
custody of,".

30 On line 12, strike out "or have".
4. On line 13, strike out "custody of".

Page 22.
On line 9, strike out "spouse)" and insert in 

lieu thereof "spouse),".
Page 23.

1. Strike out lines 1 through 4 and insert in 
lieu thereof the following:

"constituting a qualified individual retirement 
account if such arrangement would, except for the 
fact that it is not a trust, constitute a qualified 
individual retirement account under this subsection. 
Paragraph (6) shall not apply if distribution".
2. Strike out lines 9 through 16 and insert in 

lieu thereof the following:
"' (1) Excess contributions.— If all or

a portion of the contributions paid by an indivi
dual during any taxable year to a qualified 
individual retirement account are not deductible 
under section 219 (other than by reason of sec
tion 219 (c)), under regulations prescribed by 
the Secretary or his delegate, such contributions 
or portion thereof shall be treated in the same 
manner as an excess contribution within the meaning 
of section 401 (e) (1), and for this purpose, 
section 401 (e) (2) and (3) shall apply as if such 
individual were an owner-employee."

Page 240
1. On line 4, strike out "or" at the end thereof.
2* On line 5, strike out "having custody of".
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Page 25.
1. Strike out lines 3 through 6.
2. On line 7, strike out "(4)" and insert in lieu 

thereof "(3)".
3. On line 23, after "219" insert "(other than 

by reason of section 219 (c))".
Page 26.

1. On line 1, after "distributed" insert "to him".*
2. After line 2, insert the following:
"' (f) Special Rule.--Solely for the purpose of 

determining whether section 72 (p; (2) (C) applies to 
a contribution under subsection (a) (2) or to an amount paid or distributed under subsection (d) (2), the re
quirement of section 72 (p) (1) that the amount paid or 
distributed be received before age 59-1/2 shall not apply."

3. ' Strike out line 3 and insert in lieu thereof the 
following:

"(g) Cross References.--
"(1) For excise tax on a qualified individual 

retirement account, see section 4960.
"(2) For additional tax on certain distributions 

from a qualified individual retirement account, see 
section 72 (p)."

Page 27.
On line 13, strike out "(B)" and insert in lieu 

thereof "(A)".
Page 29.

On line 20, strike out ”13" and insert in lieu thereof "31".
Page 33.

1. Strike out lines 1 through 9.
2. On line 10, strike out "(5)" and insert in 

lieu thereof "(4)".
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G D3. After line 25, insert the following:

M(5) Basis for assets held for qualified pension 
plan contracts,— Section 801 (g) (7) (relating to basis 
of assets held for qualified pension plan contracts) is 
amended by striking out 'pr (D)* and inserting in lieu 
thereof 1 (D), or (E)'."

Page 34.
1. On line 19, strike out "after *72 (m)" and insert 

in lieu thereof "after *72 (n)".
2. Strike out lines 20 through 26.

Page 35.
Strike out lines 1 through 26.

Page 36.
1. Strike out lines 1 and 2.
2. On line 14, strike out "aply" and insert in lieu 

thereof "apply".
3. On line 20, strike out "Indivduals" and insert 

in lieu thereof "Individuals".
Page 37.

1. On line 9, strike out "or 10 percent".
2. On line 10, strike out "or 15 percent".

Page 39.
1. On line 7, strike out "within 60 days" and insert 

in lieu thereof "no later than the 60th day".
2. On line 8, after "him, such" insert "otherwise 

includible".
Page 40.

1. On line 2, strike out "within 60 days" and insert 
in lieu thereof "no later than the 60th day".

2. On line 3, after "such" insert "otherwise includible" 
Page 41.

1. on line 23, strike out "payee" and insert in 
lieu thereof "employee".
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2. On line 24, strike out "payee" and insert in lieu thereof "employee".
Page 42,

1. On line 3, strike out "within 60 days" and insert 
in lieu thereof "no later than the 60th day".

2. On line 5, after Psuch" insert "otherwise includible". 
Page 43.

1. On line 1, strike out "within".
2. On line 2, strike out "60 days" and insert in lieu thereof "no later than the 60th day".
3. On line 3, strike out "him, such" and insert in 

lieu thereof "him, such otherwise includible".
Page 49.

Strike out lines 10, 11, and 12 and insert in lieu 
thereof the following:

"(iii) by striking out ‘chapter 42 
tax' in subsection (c) and inserting in 
lieu thereof ‘chapter 42 or 44 tax*."

Page 52.
1. On line 1, after "inserting" insert "in".
2. On line 7, strike out "therof" and insert in lieu thereof "thereof".
3. On line 20, strike out "an dinserting" and insert 

in lieu thereof "and inserting".
Page 53.

1. Strike out lines 8 through 11 and insert in lieu 
thereof the following:

"(b) Amendment of Section 401 (a).— Section 
401 (a) (relating to requirements for qualification) 
is amended—

"(1) by striking out paragraph (3) (A) and 
inserting in lieu thereof:".

2. On line 19, strike out "which" and insert in lieu thereof", if such agreement".
3. On line 21, after "eluded" insert "in the plan".
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Page 54.

1. On line 3, strike out "or.' .** and insert in lieu 
thereof "or*, and”.

20 After line 3, insert the following:
"(2) by inserting after the second 

sentence of paragraph (5) the following 
new sentence:

"’The determination of whether a plan 
is discriminatory within the meaning 
of paragraph (3) (B) or (4) shall be 
made without taking into account any 
employees who are included in a unit 
of employees covered by a collective 
bargaining agreement, if such agree
ment does not provide that such employees 
are to be included in thè plan.1* *

Page 55.
1. On line 17, strike out "in trust bv, or in 

custody of," and insert in lieu thereof "by*.
2. On line 20, strike out "or have custody of".

Page 56.
10 After line 4, insert the following:
"(e) Employee Contributions of Owner-Employees.—  

Section 40 i (d) (4) (B) (relating to additional require
ments for qualification of trusts and plans benefiting 
owner-employees) is amended by inserting * in excess of 
contributions made by an owner-employee as an employee 
after benefits*."

2. On line 5, strike out "(e)" and insert in lieu 
thereof "(f)"0

30 On line 9, after "Accounts" insert "or Other 
Arrangement s ".

4. On line 10, after "account" insert "or an arrange
ment similar to a custodial account or similer to an annuity 
contract".
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5. On line 12, after "account" insert "or arrangement".
6. On line 14, after "section;" insert "and",
7. On line 15, strike out "custodian is" and insert 

in lieu thereof "assets thereof are held by"0
8. On line 18, strike out "have custody of" and insert 

in lieu thereof ‘’hold".
9. On line 19, strike out "section; and" and insert 

in lieu thereof "section.".
10o Strike out lines 20 and 21.
11. On line 22, after "account" insert "or arrange

ment".
12. On line 24, strike out "custodian of such account" 

and insert in lieu thereof "person holding the assets of 
such account or arrangement".
Page 57.

1. On line 1, strike out "(f)" and insert in lieu 
thereof "(g)".

2. On line 10, strike out "(g)" and insert in lieu 
thereof "(h)"<>
Page 60.

On line 20, strike out "(h)" and insert in lieu 
thereof "(i)".
Page 61.

Strike out lines 12 through 16, and insert in lieu 
thereof the following:

"*(1) the amount of the contributions made 
on his behalf (reduced by any amount includible 
in gross income under section 1379 (b) (1) 
with respect to such contributions) by the employer 
during the taxable year of the employer (including 
amounts deemed to be paid during such year under 
section 404 (a) (6)) to or under a money purchase 
pension plan which satisfies the requirements of 
section 401 (a), 404 (a) (2), or 405 (a) during 
such taxable year of the employer, over •

Page 62o
1. On line 20, strike out the quotation mark.



2. After line 20, insert the following:
*** (d) Limitations.--(1) Subsection (a) shall 

not apply for a taxable year of an employee if, at all 
times during the employer*s taxable year referred to 
in subsection (a), under the money purchase pension 
plans maintained by the employer (considering all such 
plans as a single plan) the rate at which employer 
contributions are to be made with respect to employee 
compensation does not exceed 20 percent.

,M (2) Subsection (a) shall not apply to contri
butions made to or under a money purchase pension plan on behalf of an individual who is an employee within 
the meaning of section 401 (c) (1) with respect to such plan.
"* (e) Regulations.— The Secretary or his delegate 

is authorized to prescribe such forms and regulations as 
may be necessary to carry out the purposes of this sec
tion, including forms on which employers may be required 
to furnish needful information to employees. Such forms 
shall be furnished to employees at such time as the 
Secretary or his delegate may by regulations prescribe.*

**(j) Penalty for Failure to Furnish Information.—  
Subchapter B of chapter 68 (relating to assessable 
penalties) is amended by inserting at the end thereof 
the following new section:
*** SEC. 6690. REPORTS BY EMPLOYERS.

M*(a) Civil Penalty.— If any person who is required, 
by regulations prescribed under section 219 (g) or 409
(e), to furnish information to an employee fails to comply 
with such requirement at the time prescribed by such 
regulations, such person shall pay a penalty of $10 for 
each such failure, unless it is shown that such failure is 
due to reasonable cause.

n*(b) Deficiency Procedures Not to Apply.--Subchapter 
B of chapter 63 (relating to deficiency procedures for 
income, estate, gift and certain excise taxes) shall not 
apply in respect of the assessment or collection of any 
penalty imposed by subsection (a).*
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"(k) Net Operating Loss.--Section 172 (d)(4) 
(relating to net operating loss modifications) is 
amended by--

1 ( a )  striking out 'and' at the end of 
subparagraph (C),

"(2) striking out 'such individual.' in sub- 
paragraph (D) and inserting in lieu thereof 'such 
individual; and', and

"(3) by adding immediately after subparagraph 
(D) the following new subparagraph (E):

"'(E) any deductions allowed under section 
219 shall not be treated as attributable to the 
trade or business of an individual.*"
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"(ĵ ) Retroactive Changes in Plan.--
"(1) Amendment of Section 401.— Section 401 (relating to qualified pension, etc., plans) is 

amended by striking out subsection (b) and insert
ing in lieu thereof:
,M(b) Certain Retroactive Changes in Plan.— A stock 

bonus, pension, profit-sharing, or annuity plan shall be 
considered as satisfying the requirements of subsection 
(a) for the period beginning with the date on which it 
was put into effect, or for the period beginning with 
the date on which there was put into effect any amendment 
which caused the plan to fail to satisfy such require
ments, and ending with the time prescribed by law for 
filing the return of the employer for his taxable year 
in which such plan or amendment was put into effect 
(including extensions thereof) or such later time as the 
Secretary or his delegate may designate, if all pro
visions, of the plan which are necessary to satisfy such 
requirements are in effect by the end of such period 
and have been made effective for all purposes for the whole of such period.*

"(2) Amendment of Section 1379.— Section 1379 
(relating to certain qualified pension, etc., plans) 
is amended by striking out the last sentence of 
subsection (a) and inserting in lieu thereof:

"'A plan shall be considered as satisfying the requirement 
of this subsection for the period beginning with the first 
day of a taxable year and ending with the time pre
scribed by law for filing the return of the employer for 
such taxable year (including extensions thereof) or such 
later time as the Secretary or his delegate may designate, 
if all the provisions of the plan which are necessary to 
satisfy this requirement are in effect by the end of 
such period and have been made effective for all purposes 
for the whole of such period.*.M
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3. On line 21. strike out "(i)" and insert in 
lieu thereof "(m)".
Page 63,

1. Strike out lines 5, 6, and 7, and insert in 
lieu thereof the following:

M(2) Clerical amendments.—
"(A) The table of sections for part I of 

subchapter D of chapter 1 of subtitle A is 
amended by inserting at the end thereof the 
following new item:

1,1 Sec. 409. Inclusion of certain employer
contributions in gross income.*

M(B) The table of sections for subchapter 
B of chapter 68 is amended--

"(i) by striking out the penultimate 
item and inserting in lieu thereof:

"'Sec. 6688. Assessable penalties with
respect to information required 
to be furnished under section 
7654.*

"(ii) by inserting at the end thereof 
the following new item:
'"Sec. 6690. Reports by employers.'
"(C)- Subchapter B of chapter 68 is amended 

by striking out the heading of the section 
immediately preceding section 6689 and 
inserting in lieu thereof:

'"SEC. 6688. ASSESSABLE PENALTIES WITH RESPECT TO INFORMATION
REQUIRED TO BE FURNISHED UNDER SECTION 7654.'".

*

2. On line 8, strike out "(j)" and insert in lieu 
thereof "(n)".

3. On line 9, strike out "(h)" and insert in lieu 
thereof "(i)".

4. On line 12, strike out "(h)" and insert in 
lieu thereof "(i)".
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Department of t h e f R E A S U R Y

ASHINGTON/O.C. 20220 T E L E P H O N E  W 04-2041

FOR IMMEDIATE REI LEASE July 9, 1973
TREASURY ISSUES DUMPING FINDING WITH RESPECT TO 

SYNTHETIC METHIONINE FROM JAPAN________

Assistant Secretary of the Treasury Edward L. Morgan 
announced today that he has issued a dumping finding with 
respect to synthetic methionine from Japan. This product 
is used as a feed additive to promote weight response and 
vigor in poultry. The finding will be published in the 
Federal Register of July 10, 1973.

On February 15, 1973, the Treasury Department deter
mined that synthetic methionine from Japan was being sold, 
or likely to be sold, at less than fair value within the 
meaning of the Antidumping Act, 1921, as amended.

On May 14, 1973, the Tariff Commission advised the 
Secretary of the Treasury that an industry in the United 
States was being injured by reason of the importation of 
synthetic methionine from Japan sold, or likely to be sold, 
at less than fair value within the meaning of the Antidumping 
Act, 1921, as amended.

After these two determinations, the finding of dumping 
automatically fòllows as the final administrative requirement 
in antidumping investigations.

During the period of January through September 1972, 
imports of synthetic methionine from Japan were valued at 
approximately $3 million.

# # #



Department of th e T R E A S U R Y
SHINGTimf D C 20220 I  T E L E P H O N E  W 0 4  2041

EMBARGOED FOR RELEASE UNTIL 
10:00 A.M., EDT, TUESDAY, JULY 10, 1973

TESTIMONY BY THE HONORABLE WILLIAM E. SIMON 
DEPUTY SECRETARY OF THE TREASURY 

BEFORE THE
HOUSE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 

TUESDAY, JULY 10, 1973, 10:00 A.M., E.D.T.

Mr, Chairman and Members of the Committee:
I am delighted to appear before you to discuss possible 

shortages of gasoline and other petroleum products. Today,
I would like to focus on the problems of supplying crude oil 
and petroleum products to independent refiners and marketers 
throughout the United States.

The Growth of Demand for Energy 
The first thing to understand is that the demand for 

energy has been increasing continually while supply has not. 
With six percent of the world's population, we are consuming 
33 percent of the world's energy. Furthermore, the demand 
for energy in this country is growing at an annual rate of 
about four percent and, by 1990, our energy needs will be 
double those of 1970. Much of this increase in demand will 
be reflected in an increase in the demand for oil, which 
has grown, in part, because there has been a shift away

S-251
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from coal to oil and, in part, because of the inability to 
obtain natural gas, an alternative to oil. Domestic 
demand for oil has increased from 15.1 million barrels a 
day in 1971 to 18 million this year and will increase to 
about 21 million in 1975 and to approximately 25 million 
in 1980. Oil and gas now account for about 65 percent of 
the world energy consumption and 77 percent of U.S. energy 
consumption.

The demand for gasoline in the United States has also 
been growing faster in the past several years than at any 
other time in recent history. Since 1968, gasoline demand 
has risen at an annual rate of about five percent. During 
the past two years the rate of increase has been about 
seven percent per year. Part of this rise in demand can 
be explained by growth in the population, growth in the 
economy, and the increasing number of cars on the road. 
There are close to 90 million cars in use in the United 
States today, a gain over last year of more than four per
cent.

Demand has also risen significantly because of the 
many power-using devices added to cars. These include 
automatic transmissions, air conditioning, various safety 
features, and the changes made in automobiles since 1970 
in compliance with EPA regulations issued under the mandate 
of the Clean Air Act. Producers' compliance with these
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regulations has led to substantially reduced engine 
efficiency. As more vehicles come on the road equipped 
with safety, emission control, and physical comfort devices, 
average mileage per gallon will decrease further. An 
automobile that once got 14 miles per gallon, now gets 
eight or nine miles.

Because new automobiles are not getting the gasoline 
mileage obtained by their counterparts five and ten years 
ago, and because we are driving more, gasoline consumption 
has risen. We are using 300,000 barrels per day more 
gasoline this year than last year.

Failure to Build Refineries 
While gasoline demand has been growing at about seven 

percent per year, the volume of crude oil processed by 
refiners has risen only three percent per year. We are 
now extremely short of refinery capacity and, at the 
time of the President's energy message, which announced 
the new oil import program, no new refineries were under 
construction. Furthermore, expansion of existing refineries 
had ceased. Growth in the capacity of the industry had 
come to an end because the industry found that it was more 
profitable to invest abroad than in the United States.
There were a number of reasons for this:

(1) Environmental restrictions have made it increas-
ingly difficult to find acceptable sites for new
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refineries in this country. Because of resistance 
to refinery siting, it may take three years to 
obtain site approvals today, in addition to the 
three years required for construction. Yet, 
modern refineries can be designed so that they 
do not significantly pollute the environment.

(2) U.S. oil import restrictions, in the past, created 
uncertainty as to whether new domestic refineries 
could obtain sufficient imported supplies of crude
oil. As long as the government set import quotas 
on a year-to-year and, in some cases, on a month- 
to-month basis, no company was assured of the 
stability of supply necessary to encourage domestic 
refinery construction. This impediment ended on 
April 18 when we terminated volumetric quotas on 
oil imports.

(3) The tax and other economic benefits available to 
refiners in the Caribbean and in Canada have been 
more lucrative than similar provisions available 
in the United States. Deepwater ports in the 
Caribbean and Canada have also permitted savings 
in the use of very large crude carriers.

For all these reasons, U.S. refinery construction has 
been standing still while U.S. demand for refinery products 
has been increasing. Our growing lack of refined products
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was driven home to the public late in 1972 with shortages 
of distillates and other heating fuels in various parts of 
the country. Refineries had to increase their percentage 
of distillate production and, correspondingly, reduce gaso
line production.

Gasoline production this year, however, is higher than 
it has ever been. Cumulative production for the first six 
months of 1973 was 69 million barrels greater than for the 
comparable period last year. The result has been that our 
stocks of gasoline, as of June 29, were only two million 
barrels below the comparable date a year ago. This is a 
marked improvement from earlier this year. On April 6, 
for example, gasoline stocks were 25 million below the year 
before.

It is also important to note that distillate fuel oil 
stocks are much improved. As of June 29, they totaled more 
than 139 million barrels as compared with 129 million barrels 
a year ago. However, inventories were abnormally low in 1972. 
In 1971, distillate fuel oil stocks were 149 million barrels 
as of June 29, or about seven percent above what they are now. 
Also, there is evidence that the stocks of the independents 
have declined, and this concerns us today.

One reason that there has been such a substantial increase 
in the demand for distillates is that air quality standards 
have required their use. Many utilities are mixing No. 2 fuel 
oil with residual oil. Some are actually switching to No. 2



6
fuel oil altogether in an effort to meet these standards.
This is imposing an enormous strain on our productive 
capability and is making it difficult, especially for inde
pendent marketers of fuel oil, to obtain needed supplies 
of home heating oil.

The Problems of the Independent Oil Companies
With this demand-supply picture in mind, I would like 

to turn now to the problems faced by the independent segment 
of the petroleum industry. The independent refiners and 
marketers, especially, are confronted by related but distinct 
problems. The refiners face crude oil shortages; the marketers, 
gasoline shortages.

To understand how these problems developed, it is 
important to realize that, until the early 1970's, we had 
surplus crude oil production capacity in the United States.
This enabled independent refiners to buy crude oil and build 
refineries to supply, among others, independent jobbers, 
marketers, and other wholesale customers. There was also 
a surplus of gasoline and other products being produced by 
the major oil companies. Independent marketers took 
advantage of this surplus and opened thousands of gasoline 
stations to sell gasoline purchased in the spot market.
By efficient servicing of consumers, these marketers were 
able to sell gasoline for a few cents a gallon less than
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the major oil companies. These independents have had a 
healthy influence on the petroleum industry by giving 
consumers a greater choice between price and service.

8  J . O S I  O  ' %  v  ... • i : • •1 : , k. • < t } t

They have made it possible for consumers to buy gasoline 
at lower prices.

The gasoline shortage has hit these independents
hardest. In the first place, independent refineries
can no longer get adequate supplies of crude oil. They
used to obtain domestic crude oil by exchanging their
import licenses with the major oil companies. The major
companies used the import licenses to import cheaper foreign
crude for their own use, while providing the independent
refiners with domestic crude oil. In addition, the so-called
"Sliding Scale" method of allocating import licenses under
the old system gave smaller refineries more than a
proportionate share of the licenses.ijSifit 8i ox la if a s, * • ■ ■ -

All this has changed during the last two years.
Quoted prices of foreign crude oil are now equal to or higher 
than prices of American crude sold in the same markets.
Thefe is.,a worldwide shortage of low-sulfur or "sweet" crude.
ssrxd ôd oil companies have had no economic

incentive to trade their domestic sweet crude production 
for imported crude obtained by moans of independents' import 
tickets. It is estimated that only 40 percent of the u.S.

i i o x d x a o Q  0 1 1 3 :
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refineries are equipped to handle sour crude or to convert 
high-sulfur residual oil to low-sulfur residual oil.
Further, because of local air quality standards, plants 
that are designed for refining high-sulfur crude are 
compelled to use low-sulfur crude. The result is that the 
independent refineries, particularly those in the mid- 
Continent, cannot get the sweet crude they need and are 
operating at less than full capacity.

Independent gasoline marketers are also in a difficult 
position. The wholesale market for gasoline has become 
very tight and many of the independents find it impossible 
to purchase gasoline wholesale. Hundreds of independent 
gasoline stations across the country have closed down.
Those that can obtain gasoline abroad, find it available 
only at much higher prices. This hurts them competitively 
because their main selling point with the public is that 
they can underprice the major oil companies.

In the face of these problems, we have gone to great
length to help protect the independents. Our basic objective
has been to balance the need to preserve the independent

n r sin i I uesi s sAsegment of the petroleum industry with the desire to create 
a vigorous domestic industry through incentives for construction 
of new refineries in the United States and for exploration 
for new reserves of crude oil. As such, we have taken the 
following steps to help strengthen the short-term position 
of the independent refiners and marketers, enabling them 
to establish themselves on a more enduring basis.
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l| Under the new Mandatory Oil Import Program, we 
honored outstanding import licenses free of license fee.
Because the independents hold a large share of these 
licenses, this provides some value to their tickets where 
none existed previously. The independents will be able to 
import oil at lower cost than the majors. As a result, the 
independents should now have an improved competitive position 
in world markets.

2. To provide greater value to the independents * 
tickets, we suspended existing tariffs. Had we not done 
this, the independents* ticket value would have been lower.
The only other way to create value under the new program 
was to have the consumer pay substantially higher prices.

3. In the past, the Oil Import Appeals Board (OIAB) 
would not distribute import licenses in cases of hardship 
until September of each year. These licenses were, by and 
large, distributed to the independent refiners and marketers. 
Early this year, the OIAB began to allocate tickets immediately 
upon application. It had soon disbursed its entire 1973 
allocation. Then, on March 23, 1973, the President issued
a Proclamation granting unlimited allocations to the Oil 
Import Appeals Board in an effort to make more crude oil and 
product available to both the independents and the Nation. 
Finally, on April 18, in another Proclamation, the President 
removed volumetric controls altogether.
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The OIAB has now been granted unlimited ability to 

authorize fee-exempt import licenses, and has been given 
the specific responsibility of helping the independent 
refiners and marketers through the period of transition 
in which they now find themselves. Major oil companies 
may also appeal to the Oil Import Appeals Board, but must 
demonstrate their inability to obtain import licenses by 
exchange from among those already distributed by the 
government or their willingness to supply established 
independent marketers and refiners with the same proportion 
of crude oil or products supplied in 1972,

4. The government has also been allocating its 
"royalty oil" to independent refineries in need. Under 
the terms of relatively recent lease sales, the government 
can collect some of its royalties in cash or in a share of 
the oil produced on leased lands. In choosing the latter 
course, it is, in effect, diverting crude oil from the 
major to the independent refineries.

The Interior Department estimates that the amount of 
royalty oil accruing from all federal lands is about 225,000 
barrels a day. The Secretary of the Interior has decided 
to take as much of that royalty oil as possible in kind and 
to distribute it to independent refiners. Although the 
independent refiners are a small segment of the industry, 
their contribution is significant and the additional supplies 
of royalty oil are important to their survival.
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The Voluntary Allocation Program 

Despite these actions, however, we realized that 
immediate measures had to be taken to assure adequate 
supplies of crude oil and refined products to independent 
refiners and marketers. The Congress enacted the Economic 
Stabilization Act with a provision granting the authority 
to allocate petroleum and petroleum products. In order 
to exercise this authority and adopt a mandatory allocation 
program, however, public hearings had to be held. We 
felt that the American people could not wait that long. 
Therefore, we acted immediately and adopted the voluntary 
allocation program. This program relies on voluntary 
compliance with guidelines set by the Government. Our 
purpose was to apportion, as evenly as possible, any 
curtailment of consumption that resulted from shortages 
of gasoline and distillate. We adopted priorities for 
farming, food processing, other essential industries, 
health and emergency services, and state and local govern
ments •

Compliance
We have found a widespread willingness on the part of 

the industry to participate in some form of allocation 
program. There are many companies who are genuinely trying 
to cooperate, although particular features of the program 
pose difficulties and, for this reason, different allocation
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schemes have been adopted. One measure of the degree of 
compliance by the industry is provided by a recent survey 
conducted by the National Federation of Independent Business. 
Of the 2,471 gasoline retailers replying, 2,091 indicated 
that their suppliers had complied with the guidelines.

However, the program is confronted with some legal 
and supply difficulties. Some companies report that they 
cannot fully comply with the guidelines because prior 
contractual arrangements legally commit them to provide 
fixed amounts of crude or product to certain customers.
Others simply do not have enough crude or products to 
meet the base period requirements.

Speed and Effectiveness of Assistance
The administration of the program is moving forward.

Since it was announced on May 10, 1973, we have expanded 
the program's staff to 77. In addition, several agencies 
of the government have been most helpful in responding to 
our needs, but their work loads limit the amount of assistance 
they can provide. We still have considerable staffing, space, 
and computer problems to resolve. However, we feel that these 
problems can be remedied in the very near future by further 
augmentation of our staff and by revising the allocation 
program's guidelines in ways that would limit the amount of
workload.
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Preparations For Mandatory Program And 
Options Being Considered

At the same time that we put this voluntary program 
into place, we also began to prepare for a mandatory fuel 
allocation program to be adopted if necessary. The measures 
we have taken to this end include the publication in the 
Federal Register on May 21, a notice of public hearings 
regarding allocation of crude oil and refinery products and 
the holding of hearings so that the public has an opportunity 
to express itself on how the program is working and modifica
tions that must be made in it.

Much has been learned from the administration of the 
program and from comments by the companies involved. On 
June 11-14, 1973, we held public hearings to evaluate the 
operation of the program.

We received oral or written testimony from over 100 
witnesses, representing a broad cross-section of industry, 
state and local government and consumer interests, as well 
as U.S. Senators and Representatives. We asked them to 
address themselves to two basic issues:

First, based on the experience of the past weeks, how 
can the voluntary program be improved and made more 
workable.

Second, do we need a mandatory program; and if so, how 
should it be structured.
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In general, we learned from these hearings that the 

voluntary allocation program was working well in some 
instances and working only partially in others. In some 
cases it was not working at all. Criticism ranged from 
insufficient voluntary compliance, to reports of businesses 
actually closing their doors because of no available 
supplies of gasoline or fuel oil. In some cases, even 
priority consumers were still being denied supplies.

We learned that the voluntary program was working 
much better for refined products than for crude oil.
Perhaps most important, we learned that we do need an 
improved allocation program, possibly with some mandatory 
features, in order to supply equitably the fuel needs of 
all segments of the industry. Interestingly, many major 
oil companies spoke out in favor of a mandatory program, 
in order to invoke force majeure clauses in their existina 
contracts, while some independents preferred to retain 
the existing voluntary program.

Many witnesses noted the need to have greater flexi
bility built into the program. Many wanted a more current 
base period, while some wanted the government to allow 
companies to develop their own base periods and allocation 
programs subject to government approval. Several stressed 
that consideration should be given to persons who had 
supply contracts or were established customers. Others 
stressed that special consideration be given to persons who
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did not have contracts and were spot buyers. Many industry 
representatives and state and local officials emphasized 
the needs of particular segments of the country or economy 
and urged that the priority list be expanded to include 
these needs. Finally, many major oil companies noted that, 
although many of their sales were to dealers selling under 
their brand name, most of these dealers were actually local 
independent businessmen and, as such, should be given equal 
consideration with other independent marketers.

In light of these reactions, we are now reviewing a 
number of alternative allocation programs with John Love, 
the newly appointed Director of the President’s Energy 
Policy Office. These options include:

(1) Retaining a voluntary allocation program with 
suggested revisions?

(2) Adopting a partially mandatory-partially 
voluntary program; or

(3) Adopting a fully mandatory program covering 
all segments of the industry.

No final decision has yet been made by the Administration 
as to which alternative should be adopted or whether the 
program should be mandatory or voluntary.
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In considering a possible mandatory program, there 

are some general objectives that we would want to pursue:
(1) It should cover crude oil, petroleum products, 

and liquified petroleum gases.
(2) To the extent possible, the program should be 

self-administering, although all covered 
companies must be required to participate.

(3) To the extent possible, the program should 
not conflict with existing business practices 
or contractual arrangements.

(4) Separate programs should be developed for crude 
oil and petroleum products and liquified petroleum 
gases.

In addition, most options consider priority allocations 
by the Office of Oil and Gas to various end users of finished 
products and liquified petroleum gases deemed to be essential 
to our Nation. Included among these priority users are 
independent marketers and distributors, as well as other 
wholesale customers, supplying priority customers unable 
to obtain the products they require through the regular 
allocation program.

Further, any mandatory program must preempt various state 
and local allocation programs. Also, any mandatory program 
should allow force majeure provisions in contracts to become 
applicable, thus terminating, where necessary, existing 
contractual obligations. In addition, in no case should a



supplier be forced to sell crude oil or product below cost, 
in this way avoiding a possible legal challenge that the 
program is confiscatory. Finally, there should be sanctions 
for those companies refusing to comply with any such 
program as well as incentives for those companies agreeing
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to comply with it.
H.R. 8089

Let me now turn to H.R. 8089 which proposes an 
alternative mandatory allocation program.

There are several significant differences between 
H.R. 8089, the Independent Oil Marketers Supply Act of 
1973, and our current thinking about any allocation program. 
First of all, we believe there is need for a comprehensive 
and systematic program to insure an equitable and adequate 
distribution of petroleum, petroleum products, and liquified 
petroleum gases to all segments of the industry. H.R. 8089 
prohibits suppliers from unfairly discriminating against 
independent marketers only, but it does not provide a 
mechanism for insuring adequate supplies when legitimate 
distribution and allocation problems arise.

Second, H.R. 8089 does not provide for the allocation 
of crude oil among refiners. Nor does it prohibit major 
producers from curtailing supplies of crude oil to independent 
refiners. We feel it is necessary to insure that all 
refiners will operate at more or less the same percentage
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of capacity as the average refiner in a particular area 
of the country.

Third, all refiners should participate in any 
allocation program for refined products. The provisions 
of H.R. 8089 only apply to refiners whose total average 
refinery input exceeds 30,000 barrels per day.

Fourth, any allocation program should include propane, 
butane, jet fuel, and other distillates, which H.R. 8089 
does not. We think this broader approach is needed, 
particularly because shortages of propane are extremely 
serious and pose, perhaps, the greatest threat to agri
culture this coming fall.

Fifth, H.R. 8089 adopts a base period from October Ï, 
1971, through September 30, 1972. This is the period used 
in the voluntary program. It has caused some problems 
in administering the voluntary allocation program and, 
for this reason, we are inclined to change it.
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Sixth, H.R. 8089 does not specifically provide 
for the administration and enforcement of its provisions.
In order to insure compliance, there must be a way to 
requite submitting reports and records by the companies.

Seventh, because any Administration program would be 
established under authority granted to the President, and 
through the publication of regulations, it is subject to 
amendment as a result of changing conditions and experience 
in administering the program. Congressional overview is 
maintained through the Economic Stabilization Act. H.R. 8089 
does not provide this flexibility. There are no provisions 
for the promulgation of regulations to implement the intent 
of the bill or to provide guidance for relevant parties.

Eighth, H.R. 8089 does not contain force majeure or 
preemption provisions. Such provisions are necessary to 
create an efficiently administered program free from litiga
tion arising from pre-existing contractual arrangements 
and obstruction from local regulations.
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Let me emphasize that the essential difference between 

H.R. 8089 and any program we are considering is that the 
former is more limited in scope and does not provide for 
full allocation. We are seeking to protect independent 
refiners and marketers as well as to insure an adequate 
supply of crude oil and refined products to all priority 
consumers. Basically what we want is a program that will 
assure more equitable distribution of oil and, at the same 
time, will be administratively feasible.

Conclusion
Under a stronger allocation program, I believe we can 

distribute our limited supplies equitably and minimize 
inconvenience to the consumer. However, it is important 
to realize that no allocation program can increase supply 
and,in the long-run, our needs can only be satisfied by 
carrying out the energy policies presented by the President.

On April 18, 1973, the President presented a broad 
and comprehensive energy message which I see as a blueprint 
for action that must and will be taken. The basic goal 
underlying these policies is to assure adequate supplies of 
energy in the short run, while also reducing our dependence 
upon foreign supplies in the long run by fostering a vigorous 
domestic energy industry.

Further, last week, the President announced a $10 billion 
energy research and development program. This program should
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speed up the development of clean energy products, including 
synthetic oil and gas from coal, stack scrubbers which will 
permit us to use more coal without polluting the atmosphere, 
nuclear power, and research into other sources of energy such 
as geothermal, solar, and oil shale. This program will start 
to produce results in the early 1980's as these new energy 
sources begin to supply a significant part of our energy needs.

We have also initiated a program to triple the acreage 
on the outer continental shelf made available for oil and gas 
exploration. We have asked the Congress for authority to 
build the badly needed Alaska pipeline which when completed, 
will result in more than two million barrels of oil a day by 
1980. This is equal to one-third of current oil imports*
As important, approval of the Alaskan pipeline will encourage 
additional development of Alaskan fields. Projections indicate 
that the North Slope has potential reserves of as much as 
80 billion barrels. Thus, eventually, we could achieve an 
Alaska production of between five and six million barrels a 
day.

Finally, the President has called on all consumers —  the 
Government, industry and the general public to conserve energy. 
We have established an Office of Energy Conservation in the 
Department of the Interior to spearhead this program. The 
Federal Government is taking the lead by an across-the-board 
seven percent cut-back in its energy utilization. Effective 
conservation measures are absolutely essential.
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In short, we are undertaking long-term measures which,

I think, will assure an adequate supply and because of this, 
equitable allocation of crude oil and products. It is in 
this effort that we really need the assistance of Congress.

I am basically opposed, as I am sure are most of the 
Members of this Committee, to the needless injection of 
government regulation and control into any industry, 
particularly where there is every evidence of intense 
and healthy competition. I dc not want to take any step 
which would discourage private initiative. At the same 
time, we are,in a situation in which we must make decisions 
on priorities. We cannot afford to let crops go unplanted 
or unharvested for lack of diesel fuel for our tractors.
We cannot let our vital industries close down. We cannot 
endanger public health or safety. And, finally, we should 
not let the independent segment of the oil industry, which 
provides competition in the marketplace, be forced to shut 
down.

Thank you.

o 0 o
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ItENTXOW: FINANCIAL EDITOR

pR RELEASE 6:30 P.M. July 9, 1973

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury 
ills, one series to be an additional issue of the bills dated April- 12, 1973 , and
he other series to be dated July 12, 1973 , which were invited on July 3, 1973,
[ere opened at the Federal Reserve Banks today. Tenders were invited for $2,500,000,000 
r thereabouts, of 91-day bills and for $ 1,700,000,000, or thereabouts, of 182-day 
ills. The details of the two series are as follows:
IANGE OF ACCEPTED 
OMPETITIVE BIDS:

91-day Treasury bills 
maturing October 11, 1973

18S-day Treasury bills 
maturing January 10, 1974

Price
Approx. Equiv. 
Annual Rate Price

Approx. Equiv. 
Annual Rate

High 97.996 7.928$ 95.968 7.975$Low 97.976 8.007$ 95.937 8.037$
Average 97.980 7.991$ 1/ 95.946 8.019$ 1/

4?$ of the amount of 91-day bills bid for at the low price was accepted 
17$ of the amount of 182 -day bills bid for at the low price was accepted

pAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:
District Applied For Accepted Applied For
Boston $ 66,690,000 $ 32,525,000 $ 19,905,000
Hew York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

3,273,940,000 2,091,740,000 2,565,340,000
23,215,000 23,015,000 10,555,000
38.010.000
31.505.000

34.315.000
23.335.000

69.880.000
22.400.000

25,505,000 24,655,000 26,320,000
197,670,000 103,235,000 190,800,000Louis

Minneapolis
68,045,000 34,210,000 79,140,000
14,140,000 11,660,000 5,665,000

HAnsas City 
Dallas

40,300,000 31,365,000 44,020,000
43,080,000 20,555,000 39,065,000

Ban Francisco 152,380,000 69,505,000 141,135,000
TOTALS $3,974,480,000 $2,500,115,000 a/ $3,214,225,000

Accepted______
I 9,305,000
1,387,580,000

10.555.000
28.825.000
19.150.000
21.500.000
82.340.000
24.065.000
5,665,000

28.910.000
16.565.000
66.125.000

$1,700,585,000 y
■ eludes $355,260,000 noncompetitive tenders accepted at the average price*of 97.980 I ĉ Uĉ es $258,345,000 noncompetitive tenders accepted at the average price of 95.946
■ , rates are on a bank discount basis. The equivalent coupon issue yields are 

for the 91-day bills, and 8.47$ for the 182 -day bills.



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 July 19, 1973, in the amount 
of $4,304,315,000 as follows :

91-day bills (to maturity date) to te issued July 19, 1973, in the amount 
of $2,500,000,000, or thereabouts, representing an additional amount of bills 
dated April 19, 1973, and to mature October 18, 1973 (CUSIP No. 912793 RZl), 
originally issued in the amount of $1,800,340,000, the additional and original 
bills to be freely interchangeable.

182-day bills, for $1,700,000,000, or thereabouts, to be dated July 19, 1973, 
and to mature January 17, 1974 (CUSIP No. 912793 SUI ).

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 clos
ing hour, one-thirty p.m., Eastern Daylight Saving time, Monday, July 16, 1973. 
Tenders will not be received at the Treasury Department, Washington. Each tender 
roust 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 
roay not be used. It is urged that tenders be made on the printed forms and for
warded in the special envelopes which will be supplied by Federal Reserve Banks 
or Branches on application therefor.

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

(OVER)
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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 a x e  
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 thos 
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 accept 
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 July 19, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing July 19, 1973. Cash and exchange tenders will receive equal
treatment. Cash adjustments will be made for differences between the par value ofj 
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 accni 
when the bills are sold, redeemed or otherwise disposed of, and the bills are ex
cluded 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<l 
for the bills, whether on original issue or on subsequent purchase, and the amourntj 

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 issu 
Copies of the circular may be obtained from any Federal Reserve Bank or Branch.



Secretary of the Treasury, George P. Shultz announced today 
he was cancelling his projected trip to Tokyo on Friday.

The Secretary*s decision was necessitated by his preoccupation 
with assisting the President in shaping Phase IV of the Economic 
Stabilization Program.

Secretary Shultz will be represented in meetings with the 
Japanese Cabinet next week by Paul A. Volcker, Under Secretary 
for Monetary Affairs.
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feSHINGTON, B.C. 20210 T E I E P H Q N E  W 04-2041

FOR IMMEDIATE RELEASE July 16, 1973
TREASURY ANNOUNCES TENTATIVE NEGATIVE DETERMINATION 
______ON POLYPROPYLENE STRAPPING FROM JAPAN________
Assistant Secretary of the Treasury Edward L. Morgan 

announced today a tentative determination that polypropylene 
strapping from Japan is not being, nor is likely to be, sold 
at less than fair value within the meaning of the Antidumping 
Act of 1921, as amended. This product is a non-metallic 
plastic industrial strapping which is a substitute for steel 
or rope as a banding or strapping material.

Notice of this determination will be published in the 
Federal Register of July 17, 1973.

Information gathered in this investigation showed that 
the price to buyers in the home market was lower than the 
price to buyers in the United States. Appraisement of this 
merchandise from Japan has not been withheld.

During the year beginning June 1, 1972, imports of 
polypropylene strapping from Japan were valued at roughly 
$515,000.

# # #
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THE SECRETARY OF THE TREASURY
W ASH ING TO N

JUL 1 61973
Dear Mr. Presidents

There is transmitted herewith a draft bill, "To amend 
the Tariff Act of 1930 to grant additional arrest authority 
to officers of the Customs Service."

Under existing law, a Customs officer may make arrests 
without warrant for violations of the narcotic drug or 
marihuana laws under section 7607 of the Internal Revenue 
Code and for violations of the Customs or navigation laws 
or any law respecting the revenue under section 581 of the 
Tariff Act of 1930, as amended, where the violation is 
committed in his presence or where he has reason to believe 
that the person to be arrested has committed or is committing 
such violation.

Customs officers are now engaged in Federal enforcement 
programs not heretofore within the sphere of Customs activity 
and such limited authority has proved to be clearly inadequate. 
For example, Customs officers in the cargo security program 
frequently observe violations of non-Customs laws, such as 
thefts from interstate shipments (18 U.S.C. 659) . Fugitive 
felons and persons in possession of stolen property have been 
detected entering the United States by Customs inspectors, 
who now have access to the National Crime Information Center.
In both of these examples, Customs officers must call upon 
other law enforcement officers to make the arrest. In remote 
border areas and late at night such law enforcement officers 
may be unavailable. In addition, Customs officers engaged 
in protecting Federal property and employees, and those in 
the Federal air security program have had to be sworn in as 
deputy United States marshals to enable them to carry out 
their duties. This procedure has proved to be inefficient, 
cumbersome and inadequate. Moreover, this limited arrest 
authority is inconsistent with the arrest authority granted 
to other enforcement personnel of the Treasury Department, 
specifically, Internal Revenue Service enforcement officers 

* and Secret Service agents. The Department of Justice, under 
whose law Customs officers have been designated United States 
marshals, has requested this Department to seek expanded 
arrest authority for Customs officers to obviate the problem.
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The proposed bill would grant such additional arrest 
authority to officers of the Customs as defined in section 
401(i) of the Tariff Act of 1930, as amended (19 U.S.C.
1401(i)). Section 7607 of Internal Revenue Code of 1954 now 
(1) authorizes Customs officers to carry firearms, execute 
and serve search and arrest warrants, and serve subpoenas 
and summons; and (2) provide arrest authority for violations 
of narcotic drug or marihuana laws. Proposed new section 
589 of the Tariff Act of 1930 would incorporate the authority 
described in (1) above under the Customs provisions and, in 
addition, would authorize an officer in the performance of 
his duties as an officer of the Customs Service to make arrests 
without warrant for any offense against the United States 
committed in his presence, or for any felony cognizable under 
the laws of the United States if he has reasonable grounds 
to believe that the person to be arrested has committed, or 
is committing, such felony. The proposed bill would make 
the retention of the authority in section 7607 of the 
Internal Revenue Code unnecessary and it would be repealed.

Such expanded authority parallels the authority now 
possessed by internal revenue agents under section 7608 of 
the Internal Revenue Code. It is intended to be used by a 
Customs officer only in performance of his duties as a 
Customs officer and would not extend the arrest authority 
to such officer when acting as a private citizen.

It will be appreciated if you will lay the enclosed draft 
bill before the Senate. A similar proposal has been trans
mitted to the House of Representatives.

The Department has been advised by the Office of 
Management and Budget that there is no objection from the 
standpoint of the Administration's program to the submission 
of this proposed legislation to the Congress.

Sincerely yours

George P. Shultz
The Honorable 
Spiro T . Agnew 
President of the Senate 
Washington, D. C. 20510
Enclosure
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To amend the Tariff Act of 1930 to grant additional arrest authority 
to officers of the Customs Service.

Be it enacted by the Senate and House of Representatives of 

the United States of America in Congress assembled. That the Tariff 

Act of 1930 is amended by adding a new section 589 to read:

"Sec. 589. Additional Authority for Bureau of Customs.

An officer of the Customs, as defined in section 401(1) of this 

Act, as amended, may (1) carry firearms, execute and serve search i 

warrants and arrest warrants, and serve subpoenas and summonses 

Issued under the authority of the United States; and (2) make arrests 

without warrant for any offense against the United States committed 

in his presence, or for any felony cognizable under the laws of the 

United States if he has reasonable grounds to believe that the person 

to be arrested has committed, or is committing such a felony."

Sec. 2. Section 7607 of the Internal Revenue Code of 1954 

(26 U.S.C. 7607) is repealed.
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ÌTENTION: FINANCIAL EDITOR 

RELEASE 6:30 P.M. July 16, 1973

RESULTS OF TREASURY’S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for t-wo series of Treasury 
Ills, one series to he an additional issue of the hills dated April 19, 1973 , and
fe other series to be dated July 19, 1973 , which were invited on July 10, 1973,
bre opened at the Federal Reserve Banks today. Tenders were invited for $2,500,000,000 
r thereabouts, of 91-day bills and for $1,700,000,000, or thereabouts, of 182-day 
Ills. The details of the two series are as follows:

ETGE. OF ACCEPTED 
MPETITIVE BIDS:

High
Low
Average

91-day Treasury bills 
maturing October 18, 1973

Approx. Equiv.
Price Annual Rate

98.003 a/ 7.900$
97.983 7.979$
97.986 7.967$ 1/

182-day Treasury bills 
maturing January 17, 1974

Price
Approx. Equiv. 
Annual Rate

95.983 b/ 
95.940 
95.944

7.946$ 
8.031$ 
8.023$ 1/

a/ Excepting one tender of $25,000; b/ Excepting two tenders totaling $1,670,000 
amoun^ of 91 -day bills bid for at the low price was accepted 

38$ of the amount of 182 -day bills bid for at the low price was accepted

fCAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS;

d is tr ic t
Boston 
pew York 
Philadelphia 

Cleveland 
[Richmond 
pianta 
fhicago 
|t. Louis 
Minneapolis 
fkisas City 
Pallas
¡an Francisco

Applied For
? 34,315,000
3,531,485,000

44.485.000
41.430.000
25.650.000
23.235.000

231.195.000
39.445.000
16.960.000
50.940.000
40.695.000
193.170.000

Accepted 
? 24,315,000
2,148,125,000

24.485.000
41.430.000
22.660.000
21.405.000
72.515.000
31.445.000
8,910,000
37.600.000
18.195.000
49.190.000

Applied For 
$ 20,375,000
2,764,185,000

13.495.000
78.685.000
20.125.000
23.965.000
186.715.000
36.710.000
17.950.000
42.060.000
38.425.000

187.040.000

Accepted
$ 9,875,000
1,369,670,000

13.495.000
48.685.000
18.925.000
21.215.000
45.605.000
18.610.000
7,710,000

31.870.000
15.925.000
99.255.000

TOTALS $4,273,005,000 $2,500,275,000 oj $3,429,730,000 $1,700,820,000 d/

^eludes $ 334,285,000 noncompetitive tenders accepted at the average price1 of 97.986 
c udes $268,190,000 noncompetitive tenders accepted at the average price of 95.944 

10 pj5® rates are on a bank discount basis. The equivalent coupon issue yields are 
| ’ $ for the 91-day bills, and 8.48$ for the 182-day bills.
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Department o / th e fR E A S U R Y

I
FOR IMMEDIATE RELEASE July 17, 1973

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

of $2,500,000,000, or thereabouts, representing an additional amount of bills 
dated April 26, 1973, and to mature October 25, 1973 (CUSIP No. 912793 SA5) 
originally issued in the amount of $1,799,345,000, the additional and original 
bills to be freely interchangeable.

182-day bills, for $1,700,000,000, or thereabouts, to be dated July 26, 1973, 
and. to mature January 24, 1974 (CUSIP No.. 912793 SV9).

The bills of both series will be issued on a discount basis under competitive 
I 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 clos- 
I ing hour, one-thirty p.m., Eastern Daylight Saving time, Monday, July 23, 1973.
I Tenders will not be received at the Treasury Department, Washington. Each tender 
I 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 
[°n 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 for- 
Iwarded in the special envelopes which will be supplied by Federal Reserve Banks 
|°r Branches on application therefor.

■provided the names of the customers are set forth in such tenders. Others than

cash and in exchange for Treasury bills maturing July 26, 1973, in the amount 
of $4,299,725,000 as follows:

91-day bills (to maturity date) to be issued July 26, 1973, in the amount

Banking institutions generally may submit tenders for account of customers

inking institutions will not be permitted to submit tenders except for their own

(OVER)
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accoimt. 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 July 26, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing July 26, 1973. 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 ex
cluded 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 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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July 17, 1973

/
NOTE TO CORRESPONDENTS

Attached are'Treasury proposed amendments to 
regulations governing surety companies doing busi
ness with the United States which appeared in the 
Federal Register, Monday, July 16, 1973.



SUMMARY

The Department of the Treasury has determined to amend 
its regulations governing Surety Companies Doing Business 
With the United States, at 31 CFR Part 223, to provide surety 
companies with an opportunity for a hearing to explain and 
justify its reasons for not settling claims made against it 
by Federal agencies, prior to a determination by the Secretary 
of the Treasury to revoke its certificate of authority to do 
business with the United States for failure to perform its 
obligations to such agencies.



TREASURY» ' TITLE 31 - H0HKY AND FINANCE:

CHAPTER II - FISCAL SERVICI:, *
DEPARTliEET 0? THE TREASURY -

SUBCilAPTERA ~ BUREAU OF ACCOUNTS

PART 223 - SURETY COMPANIES* DOING BUS IRESS 
VTIXil THE UNITED STATES

NOTICE OF PROPOSED RULE ZI&KIRG «
The Department of the Treasury is considering asending its 

regulations governing surety companies doing business \7ith the 

United States, at 31 CFR Part 223 (also appearing as Department 

Circular ho* 297, Revised). These amendments vili provide a surety 

company with an opportunity for a hearing to. explain, and justify 

ite reasons for not settling claims isada against it by Federal 

agencies, prior to a determination by the Secretary of the 

Treasury to revoke its certificate of authority to do business with 

the United States for failure to perform its obligations to such 

agencies. The provisions concerning the revocation of a company’s 

certificate of authority for not complying v?ith other requirements 

c ' 6 U.S.C. 6 - 13 and these regulations are not affected by this 

amendment.

Accordingly, notice is hereby given pursuant to 5 U.S.C. 553 

that the Secretary of the Treasury is considering aran cling Fort 223, 

Subchaptor A, Chapter II of Title 31 of the Code of Federal Regu

lations by: (I) ¿¡rending the treble of sections; (2) amending section 

223.6; (3) retitliug and renumbering section 223.17 as section 223.13

(4) renumbering section 223.18 as section 223.17 end section 223.19 

as section 223.22, and (5) adding nei; sections 223.19, 223.20 and 223





( - ~ 3 ~
time and placet es he deems appropriate, for the purpose .of 

determining whether revocation of the company’s certificate of 

authority is justified.

(c) Kotico. The company shall be advised, in writing,

of the time end placa of the informal hearing and shall be direct 

to bring a'll documents, records and other information as it nay 

find necessary and relevant to substantiate ite refusal to 

settle tlie claims nade against it by the Federal agency making 

the report under § 223.18(a). - *

(d) Conduct of hearings. The hearing shall be con

ducted by a hearing officer appointed by the Secretary. The 

company may be represented by counsel and shall have a fair 

opportunity to present any relevant material and to examine the 

agency’s evidence. Formal rules of evidence will not apply at 

the informal hearing.

(e) Report. Within 30 days after the informal hearing 

the hearing officer shall make a written report to the. Secretary 

setting forth his findings, the basis for his findings, and his 

recommendations. A copy of the report shall be sent to the 

company.

5 223.20 Final decisions.

If, after review of the case file, it is the judgment of 

the Secretary that the complaint was unfounded, the Secretary 

shall dismiss the complaint, by the Federal agency concerned and



shall co'notify the company. If, however, it is the judgment 

of the Secretary that the company has not fulfilled its obligations 

to the complainant agency, he shall notify the company of the 

facts or conduct which indicate such failure mid allow the. 

company 20 »business days from, the date of such notification to 

demonstrate or achieve compliance. If no showing of compliance 

is made within the period allowed, the Secretary shall either 

preclude renewal of the company’s certificate of authority or

revoke it.

§ 223.21 Reinstatement.

If, after one year from the date of the expiration or 

the revocation of the certificate of authority, as the case 

may be, a company can show that the basis for the non-renewal 

or revocation has been eliminated and that it can comply with 

the. requirements of 6 U.S.C. 6 ~ 13 and the regulations in this 

part, a new certificate of authority shall be issued without

prejudice.

(5 U.S.C, 301; 6 U.S.C. 8.)

Prior to the adoption of the proposed amendments, consideration

will he given to written views or arguments 

nlssioner of Accounts, U.S. Department of th

submitted to the Corn- 

a Treasury, Washington 7

D.C. 20226, end received not later than 30 days fro*; 

cation of this notice in the Federal Register. Pursi 

C1?A 1.4(b), 36 FA 13335, comments submitted in respov

i the publi- 

jant to 31 

ise to this



iioti ce 

request 

been r

■ ; f. ■ ■ »<

: ' i'V'V ” *- 5 -  :V;:y
of proposed rule making are available to the public upon 

: therefor unless confidential status for the submission has 

»quested and approved.

(Signed) Joàn X. Carloot 

• Fiscal /Assistant Secretary
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FOR IMMEDIATE RELEASE July 18, 1975

TREASURY'S MONTHLY BILL OFFERING

The Treasury Department, By this public notice, invites tenders for 
$1,800,000,000> or thereabouts, of 336-day Treasury bills for cash and in exchange 
for Treasury bills maturing July 51, 1973 , in the amount of $1,701,520,000.

The bills will be issued on a discount basis under competitive and noncom- 
Ipetitive bidding as hereinafter provided, and at maturity their face amount will 
ihe payable without interest. They will bt 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 Daylight Saving time, Tuesday, July 24, 1973.
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 
jthe special envelopes which will be supplied by Federal Reserve Banks or Branches 
on application therefor.

Banking institutions generally may submit tenders for account of customers 
provided the names of the customers are set forth in such tenders. Others than 
Banking institutions will not be permitted to submit tenders except for their own 
pceount. Tenders will be received without deposit from incorporated banks and trust 
lompanies and from responsible and recognized dealers in investment securities, 
fenders from others must be accompanied by payment of 2 percent of the face amount 
F  Treasury bills applied for, unless the tenders are accompanied by an express 
paranty of payment by an incorporated bank or trust company.

The bills of this series will be dated July 31, 1973 , and will mature
July 2, 1974 (CUSIP No. 912793 TUO)»

( O V E R )
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]jmnedlately after the closing hour, tenders will he 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 $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. Settlement for accepted tenders in 
accordance with the bids must be made or completed at the Federal Reserve Bank on 
July 31, 1973 , in cash or other immediately available funds or in a like
face amount of Treasury bills maturing July 31, 1973. 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 122l(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 maturity during the taxable year for which the return is 
made.

Treasury Department Circular No. 418 (current revision) and this notice, pre
scribe 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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Deportment of the TREASURY

RELEASE ON RECEIPT July 18, 1973

TREASURY SECRETARY SHULTZ NAMES VALERIE LEVITAN AS NEW 
CHAIRMAN OF NATIONAL ORGANIZATIONS COMMITTEE FOR SAVINGS BONDS

Valerie Levitan, Ixtcutive Director, Soroptimist Federation of 
the Americas, Inc., Philadelphia, is newly appointed Volunteer Chair
man of the National Organizations Committee for Savings Bonds by 
Treasury Secretary George P, Shultz, effective immediately. She suc
ceeds Hugh H. Cranford, Executive Secretary, Optimist International, 
who had served as Committee Chairman since March, 1970.

The National Organizations Committee is composed of the execu
tive heads of 50 of the nation’s leading civic, service, veterans, 
and fraternal organizations, who work with the U. S. Savings Bonds 
Division to develop and s u s t a i n  Bond Program interest in such organizations nationwide.

Ms. Levitan has served as the Soroptimist’s Executive Director since September, 1970. She was formerly co-owner, teacher, and as
sistant principal of The Levitan School, Inc., an accredited two- 
year business school.

She is active in such civic, professional, and fraternal organi
zations as: Conference of UN Representatives; Women’s Committee, 
President’s Committee, Employment of the Handicapped; Right to Read 
Conference, National Center for Voluntary Action; White House Con
ference on Aging; Delaware Valley Society for Association Executives; 
founding President, U. of Pennsylvania and Alumnae chapters, Kappa 
Delta Epsilon, and Philadelphia branch, American Association of University Women.

Ms. Levitan is a resident of center-city Philadelphia. She has 
two children -- Daniel, 17, who is entering Temple University, and 
Jeanie, 15, a student at Philadelphia High School for Girls.

o O o



FOR IMMEDIATE RELEASE July 18, 1973
WITHHOLDING OF APPRAISEMENT ON 

IRON AND SPONGE IRON POWDERS FROM CANADA
Assistant Secretary of the Treasury Edward L. Morgan 

announced today a withholding of appraisement on iron and 
sponge iron powders (excluding alloy powders) from Canada 
pending a determination as to whether they are being sold 
at less than fair value within the meaning of the Antidumping 
Act of 1921, as amended. These powders are used in the 
powder metallurgy industry to fabricate a variety of pressure 
cast products such as gears, magnets, welding rods and 
various automotive components.

The decision will appear in the Federal Register of 
July 19, 1973.

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 withheld for 
a period not to exceed six 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 consider 
whether an American industry was being injured. Both sales 
at less than fair value and injury must be shown to justify 
a finding of dumping under the law. Upon a finding of dumping, 
a special duty is assessed.

During the period of January 1972 through March 1973, 
imports of iron and sponge iron powders from Canada were 
valued at approximately $5.7 million.

# # #
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FOR IMMEDIATE RELEAS.E July 18, 1973

The Chairman of the Federal Reserve Board and the 
Secretary of the Treasury have jointly issued the following 
Statement:

"At the March 16, 1973 meeting of finance ministers 
and central bank governors in Paris, it was agreed that 
official intervention in foreign exchange markets may be useful 
at appropriate times to facilitate the maintenance of orderly 
market conditions. In view of the inherent strength of the 
dollar, and following consultations by the Federal Reserve, 
the Treasury, and representatives of other countries, inter
vention by the Federal Reserve in the New York exchange market 
began on July 10. Active intervention will take place in 
the future at whatever times and in whatever amounts are 
appropriate for maintaining orderly market conditions."

- 0 -
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Department of th e fR EA S U R Y |
Washington, d.c. 20220 T E LE P H O N E  W04-2041

m o .  \

FOR RELEASE ON DELIVERY

STATEMENT BY THE HONORABLE PAUL A. VOLCKER 
UNDER SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS

BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL FINANCE OF THE 

HOUSE BANKING AND CURRENCY COMMITTEE 
THURSDAY, JULY 19, 1973, AT 2:00 P.M. (EDT)

Mr. Chairman and Members of the Subcommittee:
In the year since the Subcommittee’s earlier hearings 

on progress toward international monetary reform, important 
steps have been taken toward the negotiation of a reformed 
world trade and payments system. New measures have also 
been introduced for handling the immediate monetary 
problems which nations faced. Consequently, the formal 
negotiating process has been paralleled by a pragmatic, 
evolutionary process. I believe these processes properly 
should react upon each other; in the negotiating process 
we should be sensitive to the political and economic 
realities exposed by events, while our reactions to those 
events should be shaped with an awareness of our longer run 
goals for the monetary system»

S - 2 5 3
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The main steps taken during the past twelve months to 
move toward reform are, I am sure, already familiar to the 
Subcommittee:

In July of last year, agreement was reached 
on a forum for the reform negotiations -- 
the Committee of Twenty -- and the scope of 
their deliberations. This important procedural 
move gave assurance that the reform effort would 
be a comprehensive one, that the negotiations 
would be undertaken at a politically 
responsible level, and that the forum would be 
a limited but broadly representative group.
The main technical work has been done by a 
subordinate committee of the Committee —  the 
so-called Deputies -- under the Chairmanship 
of Jeremy Morse, formerly an Executive Director 
of the Bank of England.
In September, Secretary Shultz, building in 
part on the expressed views of other nations, 
tabled a comprehensive and interlocking set of 
reform proposals. These proposals have since



been elaborated in further detail. They take 
as one point of departure the concept that 
a system of stated exchange rates -- par or 
central values -- supported by convertibility 
into an international reserve asset should be 
the "center of gravity" of the new exchange 
rate regime. However, a substantially 
greater degree of flexibility in exchange 
rate practices than characterized the Bretton 
Woods System would be permitted, partly 
through wider margins around par values and 
partly through permitting countries to float 
in some circumstances under appropriate IMF 
surveillance. To support this exchange rate 
framework, the proposals envisage more 
effective disciplines to encourage prompt and 
effective restoration of balance in inter
national payments, partly through the use of 
fluctuations in levels of international 
reserves as an "objective indicator" of 
adjustment needs. I believe these proposals
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set forth a balanced, effective, and 
logically consistent system thatwould 
provide equitable and evenhanded treatment 
to all nations.
These American proposals have provided a focus 
for much of the discussion. While no equally 
comprehensive set of proposals has been 
advanced as an alternative, other countries 
have pressed for modifications in some 
features; in some instances, they have set 
forth more sharply different views on one 
aspect or another of the system. A tentative 
’'outline" has been developed for discussion 
purposes, attempting to identify points of 
consensus as well as the differences to be 
reconciled.

I should also note that in two areas closely inter 
related to monetary reform —  trade and investment ~  new 
important initiatives have also been launched in the past 
year.

In May of this year, comprehensive trade 
legislation was submitted to the Congress,
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to give the President necessary tools to 
engage in multilateral trade negotiations 
scheduled to begin formally in September.
Other nations are also in the process of 
developing negotiating approaches.
Consequently, prospects remain favorable 
that, as we reach conclusions on the monetary 
system, we can look forward to a reduction 
of trade barriers and the introduction of 
fair trading rules consistent with the 
objectives we seek in the new monetary order. 
Earlier this month, after extensive discussion, 
the OECD agreed upon a wide- 
ranging work program, that we hope can break 
new ground with respect to the issues 
associated with international investment, 
complementing the review of trade and monetary 
rules.

I believe the Committee of Twenty is tackling the 
challenge of monetary reform in a workmanlike way. While 
frequency of meetings is no measure of progress, it is
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perhaps a useful yardstick of the intensity and breadth 
of the effort. Since September the Deputies, coming 
together each month or two, have met for 15 days; several 
technical groups have prepared papers between meetings; and 
the Ministers have themselves held two meetings. A third 
Ministerial working session is scheduled for the end of 
July.

I can well understand the concern and impatience for 
more visible evidence of concrete accomplishment in the 
form of a finished agreement. However, I have never felt 
it realistic to believe a new agreement governing our 
monetary relationships for a generation could be hammered 
out in a matter of weeks or months. The work of the past 
year has been, I think, an essential prerequisite for 
ultimate success: the debating of different concepts of 
reform; a technical analysis of alternative mechanisms; 
and a useful cross-fertilization of ideas and viewpoints.
In the process, much has been learned by all the partici
pants, and much of the underbrush cleared away, so that we 
can understand the fundamental points of consensus and 
where basic disagreements may still lie. It seems to me
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essential, too, that both legislative and public interest 
be better focused on these issues, for agreements on the 
monetary system have important implications for the 
conduct of national economic policies and the relationships 
among nations.

As part of the clarification of views on all sides,
I believe there is now better understanding of certain 
points that we have emphasized in presenting our own 
proposals. Most importantly, we have insisted that the 
various elements in the monetary system -- convertibility, 
the exchange rate regime, the adjustment process, and the 
supply and the nature of irternational reserve assets —  must 
be developed as part of a balanced and consistent whole. 
Thus, if a system of convertibility is to work effectively, 
we need a technique for assuring that the incentives to 
adjust apply not just to deficit countries losing reserves, 
but evenhandedly to surplus and deficit countries. The 
tolerance we wish to permit for temporary imbalances in the 
system -- and some tolerance is necessary -- must be 
consistent with the availability of reserves to finance 
^balances. There must be a broad consistency between the
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amount of reserves that countries in practice wish to hold 
and the availability in the system of such reserves. The 
assets used as international reserves should not be subject 
to speculative distortions, and must be available for 
nations to use freely and flexibly.

Unless a new monetary system achieves such balance and 
consistency, new strains and breakdowns seem sure to arise. 
The necessary disciplines and pressures will bear 
unevenly on different countries. Instead of assuring a new 
stability, we will inadvertently create uncertainty and 
political tension.

I believe it is fair to say that the members of the 
C-20 in principle have already reached certain more or less 
unanimous conclusions. We are joined in a search for more 
effective mechanisms to assure more timely and effective 
balance of payments adjustment operating symmetrically on 
both surplus and deficit countries -- the lack of which 
contributed heavily to the breakdown of the Bretton Woods
system.



There is a general willingness to accept the proposition 
that international incentives and pressures may be necessary 
to "discipline" the adjustment process. At the same time, 
most countries want to leave in the hands of individual 
countries as wide a range as possible of discretion as to 
how the adjustment is made -- while discouraging those 
forms of adjustment that damage the fabric of inter
national trade and payments.

We have agreed that the exchange rate regime should 
be based on stable but adjustable par values, with floating 
rates a useful technique in particular situations. We 
have agreed that there should be better international 
management of global liquidity, that the role of gold and 
reserve currencies should be reduced, and that a modified 
SDR (perhaps renamed) should become the principle reserve 
asset. We have agreed that more effective means are needed 
to deal with problems of short-term capital flows, although 
a considerable amount of disagreement remains as to the 
appropriate role of controls in that effort.
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Agreement on these points is important and a source 
of encouragement. I do not, however, delude myself into 
thinking that the area of agreement on these points, 
important as they are individually, is enough to ensure 
the over-all consistency, balance, and coherence of which 
I spoke. In particular, we have much ground to cover to 
make these principles operational, in the sense of specific 
and defined rules of behavior acceptable to all.

As one illustration, in concept we all want a better 
process of balance of payments adjustment. But in practice, 
that dull and abstract phrase "balance of payments adjust
ment" translates into difficult economic judgments and 
sensitive political issues for any government. Who is to 
decide what action will be taken, when, and by which 
country? In practice, we need to find workable answers 
to those questions, and answers satisfactory to the trading 
community as a whole, as well as to individual nations. We 
must, for instance, settle the appropriate scope for 
national discretion, the role of the International Monetary 
Fund, and the extent to which "objective indicators" can be 
usefully employed. In all these areas, a full consensus has 
not yet been reached.
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The target we set last September was to reach agreement

on the broad outline of reform by next September's IMF 
meeting in Nairobi. Our objective, befc^§nnhb$n£ M  o:i edŝ idßra

rules to implement those principles. As this implies, 
Nairobi will not end the work of reform; under the most

For this reason, it is of particular importance that Vf; 
we have a workable interim system while we proceed with refbritf; 
In the past two years the monetary systtem hasJbeen < j%&l3:e3lsr*'i 
to sharp upheaval and unprecedented chang&siBrl- JiW0Q®iag%# 
rency realignments,, including substantial devaluations of - thè0-̂ 
dollar, and more recently decisions by a number of the major 38 
industrial nations to allow their currencies jointly or in
dividually to float. -• xs.fia arid dsjid 9don blnow

The genera.], arrangements under whiaha^c^uBÎbé^^of ̂ tKÎs^^^09 
currencies are floating were worked out at a joint meeting of5 
the Group of Ten and the European Community last March 16.  ̂ srn

as feasible, so that work can proceed on the operational 3

favorable of assumptions, there will be> iscich[:lÄÖ^ßfb ̂ ¥ J4fBt?e1,°
by way of forging the operational rules^ a n d - r j p cWbhrÿ
legislative action.
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The participating governments made clear that while they 
assumed no general obligation to intervene in exchange 
markets to ied margins, official intervention
in ̂ £g|^igq£exeh§qge $§rjkets could be useful at appropriate 
times to facilitate the maintenance of orderly market 
conditions. That understanding and undertaking guides and 
motivates our approach toward intervention. To assure our 
con^^pingc<^P^ityiDte carry out such operations, reciprocal 
credit: Jac^lifijes;, ha;ve; been enlarged.

Since March there have been sizable movements in some 
market exchange rates, particularly between the dollar and 
some European currencies. I believe, and many others believe, 
thartcithe appreciation no£ certain currencies vis-a-vis the 
dolias hgS.smoved far&hfir than warranted or needed to restore 
long-term international payments equilibrium, including 
specifically equilibrium in our own balance of payments.

In appraising the recent movements in exchange rates, I 
would note that the sharp moves have been confined almost 
entirely>:jtq the European countries participating in a joint 

-- the so-called nsnake.M Indeed, the dollar has re
mained rather steady for months against the currencies of
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countries accounting for some three-quarters of our trade. 
This includes our major trading partners outside Europe —
Japan, Canada, and most of the developing countries -- as

...  ,.......iW - it. , aonBdtttocfm i: s r i Jwell as some important European countries, for example, the
U.K. and Italy.

In appraising this recent experience, I would draw
several conclusions of relevance to longer term reform:

xoiii a u i> ‘j.First, in a situation marked by large payments
... ¡31 still' 3.Ddisequilibria built up over a long per iod of

time, with accompanying uncertainties and
speculative tendencies, attempts to maintain
fixed currency relationships led to repeated

-frnir DjiHonooeI |j •J jstrains and crises. These strains were
... i ij, r , mi '-bis y£onnzrm,&

aggravated by the fact that the disequilibria
strongly affected the main currency of the
system —  the dollar. In a situation of this
sort, in contrast to the available altema- 

r ............ ,. n q  3 on ob y s n l
tives, the floating of currencies has provided

.. ogtt gk& f v id B ilO o B S S  bnB
a broadly acceptable modus operandi during the 
period before equilibrium can be restored, and 
the present evidence suggests flows of trade
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and long-term investment have not been 
seriously affected.
Second, I believe this experience underlines 
the importance, in terms of achieving more 
stable currency relationships, of establish
ing equilibrium in the payments of the United 
States. No international monetary reform can 
substitute for that requirement. We can, as 
part of the reform process, reduce the degree 
to which the system has been dependent on the 
dollar, but we cannot escape the facts that 
the United States will remain the largest 
economic unit, and that the health of our
currency is important to other countries as
j, r r iLTosaib sdb
well as to ourselves.
Third, the interim arrangements now in place 
are not a substitute for long-term reform. 
They do not provide the framework of agreed 
and reasonably clear rules needed to meet the 
longer term requirements of the system. That 
is the task of reform.
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Fourth, as implied by my earlier remarks, the 
difficulties we have encountered demonstrate 
the dangers of allowing payments imbalances 
to build up over an extended period. Although 
the February devaluation was almost universally 
regarded as adequate, the inevitable lag in its 
effects and the resultant period of uncertainty 
until those effects can show through fully, have 
contributed to the market disturbances which 
followed. This underscores the need for 
effective incentives for countries —  for the 
U.S. as well as others --to adjust promptly to 
emerging disequilibria. This, again, is the 
task of reform.

Fifth, the instability of the private market for 
gold, with sharp gyrations in its price, has 
demonstrated again the unsuitability of that 
metal as the central reserve asset of a new 
system.

Finally, while a number of countries have 
increased the use of controls on short-term
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capital in an attempt to deal with the massive 
flows of mobile funds which can occur in 
today's world, the limitations on the effective
ness of such controls have been demonstrated 
once again. Such controls do not appear to be 
an adequate response to the problem of specula
tion and imbalance.

I noted earlier that the Ministers will be meeting in 
Washington at the end of this month. This meeting is designed 
to encourage a full and frank exchange of substantive views 
on the issues developed by their Deputies. You should not 
anticipate immediate resolution of the issues on the table, 
for the meeting is not intended to force agreement where basic 
issues are unresolved and differences in approach and analysis 
remain evident. In other words, it is a working, preparatory 
meeting, rather than a meeting for reaching final conclusions 
or for laboring over a vague communique.

We do believe it can be an important meeting, in the 
sense that responsible political officials need an opportunity 
to explore the principal problems and possibilities fully and 
informally together, testing their thinking, one against
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another, before sound conclusions are possible. We also 
anticipate that the Ministers, on the basis of their dis
cussion, will want to set out a work program for Nairobi and 
beyond.

In this manner, I believe the process of developing the 
needed consensus on monetary reform is proceeding. I 
particularly welcome this opportunity to explore the issues 
with you today, for no one could be more conscious than I 
that our efforts must rest on a broad base of legislative 
and public support.

ooOoo



Department of theTREASURY
ASHINGTON, D ,€ . 20220 \  T H E P H O i y f  W 0 4 2041

FOR IMMEDIATE RELEASE July 19, 1973

TREASURY ANNOUNCES REDUCED TIME FOR PROCESSING CASES 
AND INCREASED ANTIDUMPING DECISIONS

Assistant Secretary of the Treasury Edward L. Morgan 
announced today that during FY 1973 the average time for 
processing antidumping cases has been reduced over 50 percent from the time required in FY 1968.

The average number of days Treasury took to complete 
an antidumping investigation in FY 1968 was 560, with some 
cases taking 2 years or longer. During FY 1973 the average 
completion time was reduced to 270 days. Mr. Morgan cred
ited the "concentrated effort by the Treasury to revitalize 
the administration of the Antidumping Act in defending 
American industry and labor against unfair foreign pricing 
practices" for achieving these improved results. "Long 
investigations," he pointed out, "are bad for all concerned 
the domestic complainant who is seeking a speedy remedy if 
dumping is, in fact, taking place; and the foreign manu
facturer and American importer, who wish to know as soon 
as possible where they stand in terms of the complaint so 
that they can properly price their merchandise in selling to American firms."

Mr. Morgan, in releasing statistics on the number of 
cases processed from FY 1967 to FY 1973, also reported that 
due to a decline in the number of antidumping complaints 
received, 12 less cases were initiated in FY 1973 than 
FY 1972. However, there was a continuing increase in the 
number of decisions made under the Act, an increase of 
6 from FY 1972, and 31 more than were made in FY 1967.

oOo

Tables attached
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AVERAGE NUMBER OF DAYS FOR PROCESSING 
ANTIDUMPING CASES AT TREASURY 

______BY FISCAL YEAR INITIATED_____
Year Davs
1968 560
1969 540
1970 483
1971 364
1972 357a/
1973 270^/

a/ Includes three cases which were delayed pending 
resolution of a novel issue under the Antidumping 
Act, the treatment of below cost sales. Although 
final action has not been taken on these cases, 
a tentative action has been taken. For purposes 
of this table, it has been estimated, based on 
past experience, that final action will occur 
3 months after the tentative action.

b/ Eight of the 27 cases intiated in FY 1973 had been
completed at Treasury by the end of the fiscal year. 
Tentative action had been taken in two cases.
Using the assumption in footnote a/, a good estimate 
was obtained for their final completion times.



Fiscal
Year
1967
1968
1969
1970
1971
1972
1973

ACTIONS TAKEN UNDER THE 
ANTIDUMPING ACT OF 1921, AS AMENDED 

Fiscal Years 1967-1973

Invest.
Initiated

Total Final 
Actions by 
Treasury

Determinations 
of Sales at Less Than Fair Value

10 11 1
15 16 6
22 6 1
26 24 7
23 23 14
39 36 23
27 42 25

Determinations of
No Sales at Less Than Fair Value

Final
Discontinuances*

Findings < 
Dumping

10 - 1
10 - 1
5 - 5

17 - 6
6 3 7
5 8 18
11 6 8

♦Discontinuances were not issued prior to FY 1971



Dtpartment of Ih e JR EA S U R Y
ASHIN6T0N, DC 20220 TEtEP K O N E W04-2041

II
FOR RELEASE FRIDAY, JULY 20, 1973

MAY 1973 RESIDUAL OIL PRICES MIXED

The average price of East Coast tanker, pipeline and barge 
quantities of residual fuel oil delivered to purchasers for resale 
went from $4.01 a barrel in April to $4.02 a barrel in May, according 
to Treasury Department Deputy Secretary William E. Simon, who also 
serves as Chairman.of the President’s Oil Policy Committee.

The average price of residual fuel oil picked up by purchasers 
for resale increased from $2.91 a barrel in April to $3.00 a barrel 
in May. This oil averaged a lower price than others because of 
sulfur content and other characteristics. Tanker and pipeline 
deliveries to East Coast electric utilities averaged $4.00 a barrel 
in May, an increase of 11 cents from April.

For tanker, pipeline and barge quantities, East Coast marketers 
paid an average of $4,13 a barrel for residual fuel oil with sulfur 
content of one percent maximum, a decrease of nine cents from April; 
$2.89 a barrel for oil with sulfur content of 1.5 percent through 
2*2 percent, an increase of five cents; and $2.84 a barrel for oil 
with sulfur content over 2.2 percent, an 11 cent increase.

The survey is part of the surveillance under the Presidential 
Proclamation on oil imports. This report is limited to No. 6 
residual fuel oil, both domestic and imported. Excluded are 
intracompany business, sales to the Department of Defense, and sales 
outside the U. S. These results are obtained from the summation of 
individual company submissions and include business on contracts 
of various vintages and spot transactions.

A t t a c h m e n t  

S-252



DEPARTMENT OF THE TREASURY SURVEY OF NO. 6 RESIDUAL FUEL OIL
1/ 2/ 3/

EAST COAST SALES , REVENUE AND COSTS PER BARREL , BY REGIONS

MAY 1973

PART I. SALES

All Regions 
(1) (2) 
Delivered Picked up 

to by 
Purchaser Purchaser

Region
<3)
Delivered

to
Purchaser

A
(45
Picked up 

by
Purchaser

Region
(5)
Delivered

to
Purchaser

B
(6)
Picked up 

by
Purchaser

Region
(7)
Delivered

to
Purchaser

C
(8)
Picked up 

by
Purchaser

Region
(9)
Delivered

to
Purchaser

D
(10)
Picked up 

by
Purchaser

A. To resellers:
1. Tanker, pipeline or barge $4.02 $3.00 $4.06 4/$NR- $4.80 $NR $NR $4.00 $NR $NR
2. Truck or tank car 4.44 4.07 4.61 3.78 4.55 5.00 4.36 4.00 3.62 3.09

B. To electric utilities:
1. Tanker or pipeline 4.00 4.60 4.56 NR 4.22 — 3.51 NR 3.35 NR
2. Barge 3.93 4.57 NR NR 4.36 NR 3.70 4.58 3.68 NR
3. Truck or tank car •'v:’* K 4.10 — NR -- -- -- gjf- 4.06

C. To other consumers:
1. Barge 3.80 3.17 4.67 NR 4.45 NR 3.73 2.93 2.80 3.22
2. Truck or tank car 4.42 3.44 4.60 2.86 4.85 4.50 4.19 3.50 3.43 3.00

PART II. PURCHASES BY MARKETERS
Tanker. Pipeline or Barge All Regions Region A Region B Region C Region D

Sulfur Content:
A. 1% maximum $4.13 $4.21 $4.17 $4.11 $NR
B. Over 1% thru 1.5% — -- ““

C. Over 1.5% thru 2.2% 2.89 NR NR — NR
D. Over 2.2% 2.84 NR NR NR 2.87
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APRIL 1973

PART :I. SALES

All Regions 
(1) (2) 
Delivered Picked up 

to by 
Purchaser Purchaser

Region
(3)
Delivered

to
Purchaser

A
(4)
Picked up 

by
Purchaser

Region
(5)
Delivered

to
Purchaser

B
(6)
Picked up 

by
Purchaser

Region
(7)
Delivered

to
Purchaser

C
(8)
Picked up 

by
Purchaser

Region
m
Delivered

to
Purchaser

D
(10)
Picked up 

by
Purchaser

A. To 
1.

resellers:
Tanker, pipeline or barge $4.01 $2.91* $3.89 $NRr7 $4.41 $NR $NR $3.51 $NR $NR

2. Truck or tank car 4.42 4.14 4.63 3.83 4.60 5.00 4.20 3.86 3.71 3.08

B. To 
.1*,.

electric utilities: 
Tanker or pipeline 3.89* 4.31 3.95 NR 4.11* 3.39 NR 3.55 NR

: 2. Barge 4.05* 4.57 NR NR 4.44* NR 4.00 4,54 3.78 NR
3. Truck or tank car 4.04 -- NR — — -- — 3.99 —

C. To 
1.

other consumers: 
Barge 3.77 3.15 4.65 NR 4.32 NR 3.70 2.84 2.80 NR

2. Truck or tank car 4.44 3.55 4.62 2.95 4.95 4.59 4.28 4.03 3.19 2.96

PART II. PURCHASES BY MARKETERS 
Tanker, Pipeline or Barge All Regions Region A Region B Region C Region D

Sulfur content: 
A. 1% maximum $4.22* $4.18 $4.40* $4.07 $NR
B. Over 1% thru 1.5% — • — - -- —

C. Over 1.5% thru 2.2% 2.84 NR NR NR
D. Over 2.2% 2.73 NR NR NR NR

* Revised

JL/ Excludes intracompany transactions in which exchanges of goods and/or services are significant, sales to the 
Department of Defense, and sales outside the United States.

2/ Reflects all allowances and charges, including delivery charges of vendor.
3/ Regional classification by destination. Regions consist of: A, New England; B, New York and New Jersey; C, Pennsylvania, Delaware, 

Maryland, District of Columbia, and Virginia; and D, North Carolina, South Carolina, Georgia and Florida.
4/ NR - not released in order to avoid possible disclosure of individual company information



W A SH IN G T O N

July 17, 1973

Dear Mr. Chairman:
At the direction of the President, 

I hereby enclose a letter relative to 
testimony by the Secret Service to 
Congressional Committees.

Sincerely yours,

(Signed) George P. Shultz 
George P. Shultz

The Honorable 
Sam J. Ervin, Jr. 
Chairman, Senate

V7a ter gate Committee 
United States Senate 
Washington, D.C.
Enclosure



T H E  W H IT E  H O U S E  
W A SH IN G TO N

July 16, 1973

D e a r S e c r e t a r y  Sh u ltz: .

I  h e r e b y  d ir e c t  th at no o ffic e r  or a g e n t o f  the S e c r e t  
S e r v ic e  s h a ll g iv e ,te s tim o n y  to C o n g r e s s io n a l co m m itte e s  
co n c e r n in g  m a tte r s  o b se rv e d  or le a rn e d  w h ile  p e r fo r m in g  
p r o te c tiv e  fu n ctio n s fo r  the P r e s id e n t or in th e ir  duties  
a t  the W h ite  H o u se .

T h is  a p p lie s  to th e Sen ate S e le c t  C o m m itte e  w h ich  is  
• in v e stig a tin g  m a tte r s  r e la tin g  to the W a te r g a te  b r e a k -in  
and th e  c u r r e n t e ffo r ts  w hich I  a m  in fo rm e d  a r e  b ein g m a d e  
to subpoena p r e s e n t or fo r m e r  m e m b e r s  o f the W h ite H ou se  
d e ta il o f the S e c r e t  S e r v ic e .

Y o u  w ill  p le a s e  co m m u n ica te  th is in fo rm a tio n  to the  
D ir e c to r  o f the S e c r e t  S e r v ic e  p ro m p tly  and eith er you  
or he sho u ld  then p e r s o n a lly  n o tify  the C h a ir m a n  o f the  
S e n a te 'S e le c t  C o m m itte e . Y o u  should fu r th e r  a d v is e  the  
C h a ir m a n  th a t r e q u e sts  fo r  in fo rm a tio n  on p ro ce d u re s in  
the W h ite  H o u se  w ill  be g ive n  p ro m p t co n sid e ra tio n  w hen  
r e c e iv e d  b y  m e .

H o n o rab le G e o r g e  P .. Shu ltz  
S e c r e t a r y  . „
T r e a s u r y  D e p a rtm e n t  
W ash in gto n , D.^C.
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Deparlmentof th e T R E A S U IlY  
OFFICE OF REVENUE SHARINGv '  ̂ “ - -

É̂ÊÊÈÊSÊËgÈÊÊIm çt

FOR INFORMATION, CALL (202) 634-5248

FOR RELEASE,TUESDAY, JULY 24, 1973, A.M.

Estimates of general revenue sharing payments to be 
made in fiscal year 1974 to more than 38,000 state and local 
governments were announced today by the U.S. Treasury Departments 
Office of Revenue Sharing. Totalling $6.055 billion, payments 
will be made quarterly in October, 1973 and January, April and 
July, 1974.

The amounts to be distributed in the fourth entitlement 
period were printed on Planned Use Report forms mailed to 
all state, county and local governments. Recipients are required 
by law to report their plans for use of fourth entitlement period 
money to the Office of Revenue Sharing by September 20, 1973*
A copy of the report must be published by each recipient in a 
local newspaper of general circulation. The legislative history
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of the State and Local Fiscal Assistance Act indicates that 
Congress included the reporting requirement to provide citizens 
with information needed to participate in local decision-making 
about uses of shared revenues.

In announcing the entitlements to be paid over the next 
twelve months, Graham W. Watt, Director of the Office of 
Revenue Sharing, described the factors that went into the cal
culations of the amounts. They were the following:

-- a. $413 million increase in the total amount
to be distributed in fiscal year 1974 over fiscal 
year 1973. This increase is provided in the five-year 
schedule of appropriations approved in 1972.

-- release of funds totaling $160 million withheld in
the first and second entitlement periods. One percent 
of first entitlement period funds and five percent of 
second entitlement period appropriations had been 
reserved by the Office of Revenue Sharing to make 
adjustments as data were improved and used to compute 
final entitlements.

-- establishment of an Obligated Adjustment Reserve.
One-half of one percent of appropriated funds will 
be set aside in each period to make individual adjust
ments that may be required after the close of an entitle
ment period.
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-- introduction of more current data not previously
available to calculate entitlement amounts. New 
data for taxes and intergovernmental transfers were 
used to calculate the estimates announced today.
These data had not been available from the Bureau 
of Census when previous entitlement amounts had been 
calculated.

-- changes in the numbers of eligible jurisdictions.
Newly P incorporated, merged and disincorporated 
governments have changed the total number of units 
of governments eligible to receive shared revenues.
A few jurisdictions have waived participation in the 
program.

Secretary of the Treasury, George P. Shultz, appointed 
Graham W. Watt as Director of the Office of Revenue Sharing 
shortly after President Nixon signed the State and Local Fiscal 
Assistance Act, in the fall of 1972. Since the inception of 
the program, the Office of Revenue Sharing has distributed 
$8,121 billion of the total $30.2 billion appropriated for 
five years.

oOo
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July 19, 1973
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Attached is a notice that appeared in the 
Federal Register of Thursday, July 19, 1973.
It deals with Treasury's handling of national 
security information.

? 11
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19322 RULES AND REGULATIONSTitle f31-“-Money: and finance: Treasury Subpart D—Downgrading *nd DeclassificationSUBTITLE A—-OFFICE OF T H E  SECRETARY 
OF THE TREASURY §

PART 2—classification, downgrad
ing, DECLASSIFICATION AND SAFE
GUARDING OF NATIONAL SECURITY 
INFORMATION-AND MATERIAL —v :
This document puts into the form of 

regulations the Department of the Treas
ury procedures for the classification, 
downgrading, declassification and safe
guarding of national security informa
tion and material, required under Execu
tive-Order 11652, 37 FR 5209, and the 
National Security Council Directive of 
May 17,1972, 37 FR 10053. These regula
tions incorporate and revise the proce
dures on this subject embodied in Treas
ury Department Order No. 160, Revised,, 
of August 3,. 1972, 37 FR 20990. That 
Treasury Department order is super
seded by these regulations as of their 
effective date, July_l, 1973. A new Treas
ury Department Order No. 160, Revised, 
is being issued contemporaneously with 
these regulations to provide appropriate 
delegations of authority under the Exec- i 
utive Order, the Directive and these 
regulations. ■ r., ;;

These regulations have been approved 
by the Interagency Classification Review 
Committee, as required by the Executive 
Order and directive. They are issued pur-" 
suant to 5 U.S.C. 553 without notice of 
proposed rulemaking and without a 30- 
day delay in their effective date, as they 
are rules of agency organization, pro
cedure and practice.

In consideration of the foregoing, 31 
CFR, Subtitle A, is amended by adding 
Part 2 to read as follows: |

\ , Subpart A—General Provisions \,V Sec. f  . J -"I2.1 'Purpose. ' ’ ’/ s2.2 Definitions. ’2S Responsibility for implementation.2.4 Material restricted under the Atomic' Energy Act.2S Special departmental requirements with respect to material or information' or 1 ' material relating to Intelligence or k ''cryptography.2.6 Material or information furnished by a foreign government or international organization.2-7 Exemption from public disclosure.; 2S Bureau responr-Mlity.' * -2S. Individual responsibility. ' !
*̂*part B—Security Classification Categories i 2.10 ' GeneraL l 11I 2*1® Thp Secret. - ; '2.12 Secret. - ■ *; •'

[ 2.13 Confidential.;• 2.14-2.19 [Reserved] - . • ' '
Subpart C—Classification and Markings • ,

If? ^̂ gioai classification authority.Records of officials with classification
• 2 99 S a"thority- I ®uideliues for classification.

9 9I ®?rivaMve classification. r* ,_i> V I Marking of documents.
I ,  Classification, markings on documents.[ 2 ® Additional warning notices.I - , P7®**1* marking and page marking.I Marking 6f material other than docu-| ments.
| -29 Downgrading, declassification and up- ? . grading markings. »• -

Sec.2.30. Authority to downgrade and declassify. 2J31 Guidelines for downgrading and' de- , classification. ;2.32 Dates or events carried forward. '2.33 General Declassification Schedule. >2.34 Exemptions from General Declassifica- v . tion Schedule.. A -y'i- *}/2.35 . Applicability of the General Declassifi-oation Schedule to previously clas- . ~ V slfied material.' t « 55 . . V.:_ 1 i2.36 Mandatory review of material over ten - :V; ■ years old. '  ̂~ * *■*%2.37 Declassification of material over thirty. years' old. .2.38 Automatic declassification of thlrty-year-old material- originated after 
Wm June 1, 1972.2.39 Systematic review of thirty-year-old - material originated before June; 1,' ‘ 1972. % |gj2.40. Mandatory review' of material over > \ >. thirty years old. §1 .. | ' Z r;' /' |2.41 Departmental Committee on Nationalt ' ■ Security Information.. ‘ i : '2.42 “ Burden of proof.- v-.-...- | ||2.43 Notification of change in classification- or of declassification. ||2.44-2.49 [Reserved] * ;•

V- fS TO P B  Subpart E-rAeeess - -i.2.50 General- ."V,-. O.'L'2.51 Access by historical researchers. : l* •2.52 Access by certain officials and em- 
t ployees of Federal Reserve Banks.2A3 Access by former Presidential ap- / ,•. -.v - pointees. .2.54 Dissemination by the Department of classified information . or material originated by another department. 

i 2.55-2.59., [Reserved]
Sub part F—Accountability ' s

2.60 Top Secret Control Officers.2.61 Control of Top Secret material. ; - ;2.62 Accountability of classified material.2.63 . Restraint on reproduction. ;2̂ 4 - Data Index System.2.65̂-2.69. [Reserved] 1 \ 
Subpart G—Safekeeping and Storage2.70 - General policyv '* ;2.71 Standards for storage equipment.2.72 Storage of classified material.2.73 Security stm-age equipment, i-2.74 Classified document cover sheets.2.75 Responsibilities of custodians.2.76 Report of loss or compromise.2.77 Inquiry. ' ' c. '  ̂  ̂ 'v •2.78-2.79 [Reserved] i « > v ; . \ r .. >'; - . • • fig

Subpart H—Transmission2.80 General policy. ■231 Preparation. ' -. v - •2.82 Transmission of Top Secret.2.83 Transmission of Secret.2.84 Trans ml sslon of Confidential.2.85. Transmission by personnel in travel status.2.86 Telecommunications transmissions. 2.87—2.89 [Reserved]
Subpart I—Destruction of Classified Information 

. and Material2.90 Methods of destruction.2.91 Approval of use of mulching and shred-ding machines. * ,2.92 Destruction by burning., <2.93 Records of destruction. : " .2.94 Destruction of nonrecord material. 2.95-2.99 [Reserved J
Subpart J—Training and Orientation 2.100 Briefing of employees.. 2.101 Debriefing of employees. ' <2.102 Departmental administration. '2.103 Bureau administration.2.104̂-2.109 (Reserved] v. aaE

Subpart K—Administrative and Judicial Action isec.'w".. ■  I2.110 Enforcement policy.2.111 Applicability. ;; '
2.112 Disciplinary action. ’ w'
A ppendix" A— T r e a s u r y  D e p a r t m e n t  O b o e r  

* v i N o .  160, R e v i s e d ,  D e l e g a t io n  or A u t h o r -
r r r .  concernxng I mplementation op Ex 
ecutive Order 11652, as amended, and t h e  

'  ■ National Security Directive op May 17,1972 V/. - .
A u t h o r i t y : '  E.O. 11652, 37 FR 5209; National Security Council Directive of May 17, 19.72, 37 FR 10053.. . - v

‘ i Subpart A—General Provisions 
y §  2 . 1 r P u rp o se .

The purpose' of the regulations in this 
r part is to insure that information or ma
terial originated within the Department 

i of the Treasury which requires classifica
tion in the interest of national security 
is classified in accordance with the pro- 

? visions of Executive Order 11652, 37 FR 
5209, and the National Security Direc
tive of May 17,1972,37 FR 10053 (herein- 

I after referred to as the Executive Order 
and Directive), as supplemented by the 
regulations in this part, and that official 
information and material originating in 
or coming under the control or jurisdic
tion of the Department of the Treasury, 
which is classified in the interest of na
tional security and in accordance with 
the provisions of the Executive Order and 
Directive, is protected, but only to the 
extent and„for such period as is neces- 

rsary. In addition, these regulations estab- 
• lish -a* monitoring system to insure the 
effectiveness of this security program 
throughout _ the Department of the 
Treasury.- -■
§ 2.2 Definitions. | ;
H As used in the regulations of this part 
the following terms shall have the mean
ing indicated:
. (a) Classification. The determination
that official information or material re
quires, in the interests of national secur
ity, a specific degree of protection against 
Unauthorized disclosure, coupled with a 
designation signifying that such a deter
mination has been made. 
i (b) Classified information. Official in
formation or material which has been 
determined by an appropriate authority 
to require, in the interests of national 
security, protection against unauthorized 
disclosure and which has been so desig
nated.

(c); Classifier. An individual who de
termines that official information or ma
terial, not known by him to be already 
classified, currently requires, in the in
terests of national security, a specific de
gree of protection against unauthorized 
disclosure and, having authority to do so, 
designates that official information or 
material as Top Secret, Secret, or Con
fidential.

Cd) Compromise. The known or sus
pected exposure of classified information 
or material to an unauthorized person, 
f (e)' Declassification. The determina
tion that particular classified informa
tion or material no longer requires, in
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i
he interests of national security, pro- 
‘Ttion against unauthorized disclosure, 

loupled with a removal or cancellation 
oí the classification designation.
|(f) Departmentg The Department of 
fe Treasury, including all bureaus, of
fices, services and divisions.' *.\v
1(g) Doumgrading. The determination 

\at particular classified information or 
Material merits a lower degree of protec- 

fcon against unauthorized disclosure than 
irrently provided, coupled with a chang
ing of the classification designation to 
Trflect such lower degree. "
■ ih) information. Knowledge which can. 
;be communicated by any means. í .
■  Ü) Material. Any document, product, 
for substance on or in which information 
may be recorded or embodied.
f(j) National security. ■ Atiy matters 
earing directly on the effectiveness of 

|he national defense and the conduct of 
Jfo foreign relations of the "United 
States. '
j(k) Nonrecord, material. Extra copies 
End duplicates, Shorthand notes, pre- 
Iminary drafts, used carbon paper, one-; 
fcme typewriter ribbons, and other mate- 
pals of a similar temporary nature.; f
■  fl) Record material. AH documentary 
ffaterial made or received by a depart- 
Bient or agency of the Government in 
■ mnection with the transaction of pub
lic business and preserved as .evidence" 
rbf the organization, functions, policies, 
Operations, decisions, procedures or other, 
activities of any department or agency 
of the Government, or because of the 
jmfonnational value of. the data, con-;' 
ffeined therein. ' “
3 Restricted data. All data (infor- 
■ ation) concerning: .
■ (̂1) Design, manufacture, or utiliza- 
pon of atomic weapons; gjMj
Bf2) The production of special nuclear 
material; or .
f§ hse of special nuclear mater
nai in the production of energy, but not 
jo include data declassified or removed 
horn the Restricted Data category pur- 
Igaot to section 142 of the Atomic 
■ nergy Act, as amended, 42 UJS.C. 2162.
B2.3 Responsibility fo r implementation.
J¡Tbe Assistant Secretary for Adminis- 
wauon shall be respoi : hie for insuring 
ton tlVe.compliance wiih the implemen
to?0* °I í?e ̂ ecuWve Order and Direc- 
lve an<1 the regulations of this part.

Material restricted under the I  At°nnc Energy Act. > ; \
these regulations shall sú- 

SdeTthfX rê uirements made by or 
Kttnenrt̂ 6 Energy Act of 1954, as
Bf®8®cL Restricted Data” and mate- 
hata'* P8 “formerly Restricted
Ked ^̂ îed, protected, clas-
iwiformit^fífí̂  and declassified to 
4tomlr -evL the provisions of the 
[and thA1161̂  iAĉ  i1®54* as amended,
iergy CoSSom118 °f ^  At0mlC
W  departmental requirements "

i  terinireSiPeí:t to information or ma- 
[  tography!*1" 6  l°  in te lliSen ce o r  « 7 P -

^ these regulations shall pro- 
Pliance with any special re-.

V . RULES AND REGULATIONS ^

quirements that another department or 
agency may impose as to classified infor
mation or material relating to com
munications Intelligence, intelligence 
sources and methods, communications 

| security,'cryptography, and related mat
ters originated by th%t department or 

; agency.-
§ 2.6 Material or information furnished 

; by a foreign government or interna
tional organization. ¿A

; ; Classified information or materisil fur
nished to the United States by a foreign 
government or an international organi

sation * shall "either retain ; its original 
classification or be assigned a' United 
States classification. In either case, the 
classification shall assure a* degree of 
protection equivalent to that required 
by. the govëmment or international or
ganization which furnished the informa
tion or'material. t,/y:-. yy-

* § 2.7 Exemption from public disclosure. '
Official information or material, which 

has been classified to accordance with 
the provisions of _ the Executive Order 
and Directive, is expressly exempted
• froqpL public * disclosure by section./ 552 
î (b) (1) of title 5, United States Code.
Wrongful disclosure of such information 
of material is. recognized in the Federal 
Criminal Code as providing a basis for 
. prosecution. ■ : f«%, &&&*. §2
§ 2.8 - Bureau responsibility. ^

Each , bureau head shall designate a 
... member or members of his staff to con- 
duct.a continuing review, of the imple- 

> mentation of., the Executive Order and 
Directivê  and these regulations within 
his bureau. The Office of Administrative 
Programs, Assistant Director,-(Physical 

; Security) shall coordinate-bureau re- 
views and is authorized to determine pe- I riodic or special reports, which may be 

-required.. Copies of all régulations and 
procedures of general applicability issued 

, by heads of bureaus' shall be forwarded 
to the Office of Administrative Programs, 
Assistant Director (Physical Security).
§ 2.9 Individual responsibility.

/ . Each employee, special Government 
employee, or consultant and each indi
vidual permitted access to classified in
formation or material shall comply with 
the requirements of these regulations. 
The collection, obtaining, recording or 
removing for any personal use whatso
ever, of any classified information or 
material is prohibited. A holder of classi
fied information or material shall observe 
and respect the classification assigned 
by the originator. If a holder of classi
fied information believes that there is 
unnecessary classification, that the as
signed classification is improper, or that 
the document is subject to declassifica
tion under the Executive Order, the 
holder shall so Inform the originator.
î . Subpart B—-Security Classification 

.. . u . Categories
§2.10 General. - •

; Official information or material which 
requires protection against unauthorized 
disclosure to the interests of national

sècurifcy shall be classified in one of three 
categories, namely. Top Secret, Secret, or 
Confidential, depending upon the degree 
of its significance to national security. No 
other categories shall be used to identify 
official information or material as requir
ing protection to the interests of national 
security, -except' as otherwise expressly 
provided by statute.-/'̂  ■ ■ yxy-x^yy- v;
§ 2.11 Top Secret, * ; V ' ; ‘
:= Top Secret refers to. that national 
security information or material which 
requires the highest degree of protection. 
The test for assigning a Top Secret clas
sification shall be whether its unauthor
ized disclosure could reasonably be ex
pected to cause exceptionally grave dam
age to the national security. Examples 
of “exceptionally grave damage” include 
armed hostilities ¡$ against ; the United 
States or its allies; disruption of foreign 
relations vitally, affecting the national 
security; the compromise of vital na
tional defense plans or complex crypto
logic and communications intelligence 
systems; the revelation of sensitive in
telligence operations; and the disclosure 
of scientific or technological develop-

- ments vital to national security. This 
..classification shall be used with the

utmost restraint.,. / ■
§ 2.12̂ /Secret, y

Secret refers to that national security
- information or material which requires a 
-substantial degree of protection. The test
for. assigning Secret classification shall 

" be whether its unauthorized disclosure 
could reasonably be expected to cause 
serious damage to the national security. 
Examples of “serious damage” include 
disruption of foreign relations signifi
cantly affecting the national security; 
significant impairment of a program or 
policy directly related to . the national 
security; revelation of significant mili
tary plans or intelligence operations; and 
compromise of significant scientific or 
technological developments relating to 
national security. The classification Se
cret shall be sparingly used.
§ 2.13 Confidential. /: -

Confidential refers to that national 
security information or -material which 
requires protection. The test for assign
ing Confidential classification shall be 
whether its unauthorized disclosure could 
reasonably be expected to cause damage 
to the national security. .. •.
§§2.14-2.19 [Reserved]
Subpart C—Classification and Markings 
§ 2.20 Original classification authority.

The authority to originally classify of
ficial information or material is re
stricted to the officials authorized under 

-Appendix A of these regulations. The 
authority inheres to the office and may 
be exercised by the person acting in that 
-office. Officials authorized to classify in
formation or material as Top Secret or 
Secret shall not redelegate such author
ity. However, as provided by Appendix A, 
such officials are authorized to delegate 
Confidential classification authority 
Delegations of such authority shall be

FEDERAL REGISTER, VOL 38, NO. 13B— THURSDAY, JULY 19, 1973



19324 RULES ÀNDY REGULATIONS

reported in writing to the Assistant Se- 
t cretary ior Administration. These delega- 
: tions shall be limited to the minimum 
I number absolutely required for efficient 
âdministration. 1
§ 2.21Record of officials with classifica- 
. .. tion authority.,
The Assistant Secretary for Adminis-. 

tration shall maintain a listing by name 
and position of the officials in the 
Office of the Secretary who are au
thorized under these regulations to 
originally classify documents as Top 
Secret, Secret, or Confidential. Officials 
within the Office of the Secretary with 
“Top Secret” or "Secret” classification 
authority shall report in writing to the 

; Assistant Secretary for Administration 
the names of the officials designated in 
writing to have original Confidential 
classification authority. The head of 
each bureau shall maintain a listing of 
the,officials in his bureau authorized to 
apply an original Confidential classifica
tion and shall furnish a copy of each list
ing to the Assistant Secretary for Admin
istration. This listing shall be compiled 
as of July 1, 1972, and updated at least 
on a quarterly basis. . , . : ¡¡ggs v? "
§ 2.22 Guidelines for classification.
Each person possessing original classi

fication authority shall be held account
able for the propriety of classifications 
attributed to him. Both unnecessary 
classfication and over-classification shall 
be avoided. Classification shall be solely 
on the basis of national security con- 
»derations. In no case shall information 
be classified in order to - conceal in
efficiency or administrative error, or to 
prevent embarrassment to a person or 
the Department, to restrain competition 
or independent initiative, or to prevent 
for any other reason the release of in- - 
, formation which does not require pro- 
techon in the interest of national se
curity. If the classifier has any. sub
stantial doubt as to which security 
classification category is appropriate, or 

to whether, the material should be 
classified at all, he should designate the 
less restrictive treatment.
§ 2.23 Derivative classification. ' .
• Any person who incorporates into a* 
new document or"ether material infor
mation or material previously classified 
oy an authorized official, as a. result of,
 ̂connection with, or in response to ex- 

song material dealing with the same 
bject which already bears a classifieŝ - 

- on, shall reflect the original classifica- 
rl̂ n ,̂ nc* the identity of the original 
assifier on the new document or other 

material .Performance of this duty shall 
sb ^ t̂itute original classification. If 
t , J" “be classified information con- 

document is classified due to 
snnr« Câ on ̂ Posed by a single outside 

no orteinal classification is 
“classified by” line of the 
identify the source docu- 

-offi . Chiding its date and also the 
cial title and organization of the

r original classifier When known, 'Tn ! ¿11 
bases, the' official responsible for execut-* 
ing the "classified by" line on the stamp 
shall establish and retain adequate rec
ords to support his action.§ 2 .2 4  M arkin g o f docum enta. ’ .  vi • ■

/ Ha) Purpose of designation. Designa
tion by physical marking, notation or 

1-other means, serves to inform and to 
| 'warn the holder of the classification of 
the information involved! the degree of 
protection against unauthorized dis
closure which is required for that partic
ular level of classification, and to facili
tate downgrading and declassification 
actions. fM . r'r.
. (b) Wholly unclassified material! 

Normally, unclassified material should 
not be marked or stamped “Unclassified” 
unless it is essential to convey to its 
recipient that it has been examined spe
cifically for the need of a security classi- ’ 
fication or control designation and has 
been determined not tos require such 
classification or control. However, pre
printed forms such as telegrams which 
make provision for an assigned classifi
cation shall include the term “Unclassi- ' 
■ fied” if the information contained in the 
text is not classified. Envelopes contain
ing unclassified information to be sent by ' 
diplomatic pouch must be marked or - 
stamped “Unclassified” on both, sides.
§ 2.23 Classification markings on docu- 
3 ■ i ments. //

_ , At the time of origination, each docu
ment or other material containing classi
fied information shall be marked with its 
assigned security classification and 
whether it is subject to the General De-, 
classification Schedule, whether it can. 
be declassified earlier, or whether it is ' 
exempt from the General Declassifica
tion Schedule. -« , \4 J."
. (a) General Declassification Schedule. - 

For marking documents which are sub
ject to the- General Declassification 
Schedule, the following stamp shall be 
used: - 5 V->. . \ •;/ \
(TOP SECRET, SECRET OR CONFIDENTIAL) CLASSIFIED BT..___‘l___■SUBJECT TO GENERAL DECLASSIFICATION SCHEDULE OF EXECUTIVE ORDER'. 11662 AUTOMATICALLY DOWN GRADED AT TWO-YEAR INTERVALS AND DECLASSIFIED ON DEC. 31 (Insert year) .

(b) Accelerated <rj Declassification 
Schedule: For marking documents which 
are to be automatically declassified on 
a given event or date earlier than the 
General Declassification Schedule the 
following stamp shall be used:
(TOP SECRET, SECRET OR CONFIDENTIAL) CLASSIFIED BY ___________AUTOMATICALLY DECLASSIFIED ON (effective date or event) Example: Date of Public Release - -. . , .... - ,

(c) Exemptions from General De-
classification Schedule. For marking 
documents which are exempt from the 
General Declassification Schedule, pur- . 
suant to § 2.34, the following stamp shall 
be used: „ H . ■ . ■ • • -'V

'(TOP SECRET, SECRET ORiOONDFIDEN-TIAL) CLASSIFIED BY ___EXEMPT FROM GENERAL DECLASSIFICATION SCHEDULE OF EXECUTIVE ORDER 11652 EXEMPTION CATEGORY (§ 5B (1), (2). (8), or (4)) AUTOMATICALLY DE-CLASSFIED ON____________•’*-4.-, -.v v ,;r', v (effective date or event, if any)
The "Restricted Data” and "Formerly 

Restricted Data” stamps (see § 2.26 (a), 
.(b) ) are in themselves, evidence of ex
emption from the General Declassifica
tion Schedule.. ... % t*. ... > *ti ...
- <d) Failure to mark document. Should 
the classifier inadvertently' fail to mark 
a document with one of .the foregoing

| stamps, the document shall be deemed 
to be subject to the General Declassifica
tion Schedule. The person who signs or 
finally approves a document or other

• material containing classified informa
tion shall be deemed to be the classifier.

. If the classifier is another person, the 
individual shall be identified on the 

. stamp as indicated.-:..’. '
§ 2.26 Additional warning noticed

- In addition to the foregoing. marking
- requirements, warning notices-shall be 
prominently displayed on classified docu
ments or materials as prescribed below.

. When display of these warning notices 
on the documents or other materials is 
not feasible, the warnings shall be in- 
eluded in the written notification of the 

' assigned classification.
(a) Restricted data. FoiTclassified in

formation or material containing Re
stricted Data as defined in the Atomic 
Energy Act of 1954, as amended:. 5.

; . - . j§ R e s t r i c t e d  D a t a  -

- This document contains Restricted Data as defined in, the Atomic Energy Act of 1954, as amended. Its dissemination or disclosure to any unauthorized person is prohibited.
- (b) Formerly restricted data. For clas-

sifted information or material containing 
solely Formerly Restricted Data, as de
fined In section 142.d, Atomic Energy Act 
of 1954, as amended: . ., - I , .

* F o r m e r l y  R e s t r i c t e d  D a t a

Unauthorized disclosure subject to Administrative and Criminal Sanctions. Handle as . Restricted Data in Foreign Dissemination. Section 144.b, Atomic Energy Act, 1954.
(c) . Other ' classified information

iotfCer than restricted data or formerly 
restricted data). For classified informa
tion or. material furnished to persoiis 
outside the executive branch of Govern
ment other than as described, in items
(a) and (b) above: ' .

N a t i o n a l  S e c u r i t y  I n f o r m a t i o n

Unauthorized Disclosure Subject to Criminal Sanctions.
(d) Sensitive intelligence information.

For classified information or material re
lating to sensitive intelligence sources 
and methods, the following warning no
tice shall be used, in addition to and in 
conjunction with those prescribed in 
paragraphs (a), Ob), or (c) of this sec
tion, as appropriate: . >
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BaRNING NOTICE—SENSITIVE INTELLI- MGENCE SOURCES AND METHODS IN-; 
1-yoLVED ;
§2.27 Overall marking and page mar&-;£ 
T ing. v*ŷ îV*''. y~Z~i
KThe overall classificatioii of a docu-; 
*ent, whether or not permanentlŷ  
‘Çnd, or any copy or reproduction 
[ereof, shall be conspicuously marked 

toi stamped at the top and bottom of the 
Ktside of thé front cover (if any), on 
fee title page (if any), on the first page, 
|6h the hack page,'and on the outside of . 
% back cover (if any) . To the extent 

cticable, each interior page of a docu
ment which is not permanently bound 

be conspicuously marked ; or 
mped at the top and .bottom accord-1 

tng to its own content, including the des- 
ition “Unclassified” /when appro-, 
ate. j | .>

[(a) Paragraph marking. Whenever a _ 
ified document contains either more * 

ian one security classification category 
■ unclassified Information, çach section, 
'rt, or paragraph should be marked to 
.e extent practicable to show its class!- : 
ation category or that it is unclassi- 
, When appropriate, the classification ~ 

f each paragraph (including “Unclassi- 
JSed”) may be indicated by closing the 

iph with the appropriate classl- 
tion symbol for that paragraph, as 

■ lows: (TS), (S), (C), (UNCLAS).
§(b) Subjects, titles, abstracts and 

'ex terms. Subjects, titles, abstract̂  
'd index terms shall be selected, if pos- .
, le, so as not to require classification.- 
ŵever, a classified subject, title, ab- 

' or index term may be used when 
ĉessary.to convey meaning1. To show 
; classified of unclassified status, each 
.h item shall be marked with the ap- 

jopriate symbol, (TS), (S), (C),or (U)£ 
laced immediately following and to the 
Jht of the item. When appropriate, the : 
abois (RD) and (FRD) shall be added. 
fc> m e, folder or group of documents. 

foyers or groups of.. documents 
11 be conspicuously marked to assure , 

i f  Protection to a degree as high as 
m the most highly classified docu- 
Jpat included therein. Documents sep- 
. ted from the file,'folder or group shall 

n*i?arIîe<* 85 Prescribed herein for in- 
«Fidual documents.

transmittal documents. A  trans- 
, tai document shall carry on it a 

notation as to the highest 
ikt̂ -Caf'101?' °t the information which 
% tt, and a legend showing

t̂oiajŜ câ 0n* tt any, of the trans- 
document standing alone. For ex- 

eL* fo,~e case of an unclassified doc- " 
W  « , transmits as an attach- 

£ fQ̂,classî ed document, it shall bear 
^ follows: “RE- 

UNCLASSIFIED WHEN SEP- 
ICiS ot? 051 CLASSttlED AT-.

J  of nimeriül olher than■#. documents. p i à 2 fc S f#
•- material ; cannot' be 

notification of the 
V S 1°aotherwlserequired in mark--; 
L accompany such material, ;

RULES AND REGULATIONS

V (a) Books or pamphlets. Permanently 
bound books or pamphlets are to be con
spicuously marked with the assigned 
classification or control designation at 
the top and bottom on the outside of the 
front cover, on the title page, on the first, 
page, on the back page, and on the out
side of the back cover. Other required 
markings must be placed on. the outside 
of the front cover..

;i (b) Reproducible masters. Reproduc
ible masters such as airgrams, mimeo
graph stencils, hectograph masters, pho
tostatic negatives, or multilith plates 
used in the reproduction of classified or 
administratively controlled documents 
are to be marked so that each copy made 
from, them will show the classification or 
control designation and other required 
markings. ’ Preprinting of paper with" 

| classification control designation, or 
other pertinent markings, Is authorized. | 

(c) Photographic negatives, prints," 
slides and filme. Whenever possible, pho- $ 
tographic negatives and slides are to be 
marked with the assigned classification 
or control designation at the top,and 
bottom on the front. Photographic nega
tives to roll form contain the assigned 
classification or control designation at 
the beginning and end of each roll. In all 
cases, photographic prints are to be 
marked at the top and bottom of the 
front and on the back with the classifi
cation and control designation. If addi
tional special markings are required, ap- * 
ply them conspicuously. * * ï
5 (d) Charts, maps and drawings. Oaurbs, 
maps and drawings shall bear the appro- ! 
priate classification marking .under the 
legend, title block or scale, in such man
ner as to differentiate between the clas
sification assigned to the document as a 
whole and .the classification assigned to 
the legend or title, and so thatit can be 
reproduced on all copies made. The 
markings also shall be Inscribed at the 
top and bottom of each such document. 
Where the customary method of folding 
or rolling charts, maps or drawings would 
cover the' classification markings, addi
tional classification markings shall be 
placed so as to be clearly visible when 
the document is folded or, rolled.
■ Ce)- Decks of . accounting machine 
cards* A  deck of classified accounting : 
machine cards need not be marked in
dividually. but may be marked as one 
single classified document so long as they 
remain within the deck. A deck so 
marked shall be stored, transmitted, de
stroyed and otherwise handled in the 
manner prescribed for other classified 
documents of the same classification. An 
additional card shall be added, however, 
to identify the contents of the deck and 
the highest classification involved. Cards 
removed for separate processing or use, 
and not immediately returned to the deck 
after processing, shall be protected to 
prevent compromise of any classified in
formation contained therein, and for . 
this purpose shall be marked individually 
as prescribed herein for’ an Individual 
ordinary document. v" ‘ -

(f ) Electrical machine ctnd Automatic ' 
Data' Processing. Tapes. Electrical ma-

I 19325
chine and Automatic Data Processing 
(ADP) tapes shall bear external mark
ings and internal notations sufficient to 
assure that any recipient of the tapes, 
or of the classified Information contained 
therein when reproduced by any medium, 
will know that classified information of 
a specific classification category is 

_involved.-: I.';-- y - t y ^ y  ■■■
(g) Pages of Automatic Data Process

ing listings. Classification markings on 
pages of listings produced by1 ADP equip
ment may be applied by the equipment 
provided that the markings so. applied 
are clearly distinguishable on the face of 
the document from the printed text. As 
a minimum, such listings shall be marked 
with the security classification on the 
first and last pages of the listing and on 
the front and back covers,, if any, as 
previously prescribed in § 2.25.
§ 2.29 Downgrading, declassification 

and upgrading markings.
Whenever a change is made in the 

original classification or in the dates of 
downgrading or declassification of any 
classified Information or material, it 
shall be promptly and conspicuously 
marked to indicate the change, the au
thority for the action, the date of the 
action, and the identity of the person 
taking the action. In addition, all earlier 
classification markings shall be canceled, 

Jf. practicable, /but in any event on the 
first page. ■' - yyy^-r-yt 
v: (a) Markings for large quantities of 
material, JTVhen the volume of informa
tion’or material is such that prompt re
marking of each classified item could 
not.be accomplished without unduly in
terfering with operations; the custodian 
may attach downgrading, declassifica
tion, or upgrading notices to the storage 
-unit in lieu of the re-marking otherwise 
required. Each notice shall indicate the 
change, the authority for the action, the 
date of the action, the v identity pi the 
person taking the action, and the stor
age units to which it applies. When in
dividual documents or other materials 
are withdrawn- from such storage units 
they shall be promptly re-marked in 
Accordance with the change, or if the 
documents have been declassified, the 
old markings shall be canceled. How
ever, when information or material 
subject to a posted downgrading,' up
grading, or declassification notice „ are 
withdrawn from one storage unit solely 
for transfer to another, or a storage unit 
containing such documents or other ma
terials is transferred from one place to 
another, the transfer may be made with
out re-marking if the notice is attached 
to or remains with each shipment.

(b) Upgrading.' When material Is up
graded under the provisions of these reg
ulations, it shall be-promptly and con
spicuously marked, except that in all 
such cases the old classification mark-' 
ing shall be canceled and the new sub
stituted therefor. .
»•-(c) Marking of classified telegrams. 

.Information contained in Top Secret, 
Secret, and Confidential telegrams is 
subject to automatic downgrading, de- 
classification, and decontrol procedures
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to the same extent as the substantive ■ 
contents of nontelegraphic documents. 
In ord er to eliminate costly transmis
sions, standard abbreviations for required 
notations have been substituted, and will 
appear -as the final unnumbered para
graph of the message text, as follows: >

(1) For classified information that has
been assigned to the General Declassifi- ; 
cation Schedule, add the abbreviation: 
GDS. : : . - ' flj - ¿'¿¿3' H

(2) For classified information that is.
to be declassified without reference to 
the General Declassification Schedule, 
add: ADS (Accelerated Declassification 
Schedule) r DECLAS (insert date or 
other event or condition for declassifi
cation) . - &RS
: (3) For classified information that 
has been exempted from the General De- 
classification Schedule, add: XGDS (in
sert the category number 5B (1), (2),
(3), or (4) ; DECLAS (insert appropriate 
date).;

(4) The following abbreviations may
be submitted for the warning notices 
indicated in §2.26: RD (Restricted 
Data)' FRD (Formerly Restricted 
Data) ; NSI (National Security Informa
tion); SIS (Sensitive intelligence 
Sources and Methods). ' v ; s

(5) While the above abbreviations of
warning notices are accéptabïe for tele
grams, the preferred method is to include 
the warning notice as part of the mes
sage text. This procedure will immedi
ately alert all recipients to the sensitivity 
of the message and the possible special 
handling requirements, For example, 
when classified information pertaining 
to sensitive intelligence sources and 
methods is used in a telegram, the first 
line of the message, text shall read as 
follows: i ■ ' ; •-âspgfj r

WARNING NOTICE—  M 
§  SENSITIVE INTELLIG EN CE 

SOURCES AND METHODS ’’ 
INVOLVED .

In all instances, drafters incorporating 
classified information from materia 
bearing a~ warning notice or exemption 
from the General Declassification Sched
ule must ensure that the warning notice 
and/or exemption is “carried over” to 
the new document.

The record copy of' all electrically 
transmitted messs is must, of course, 
contain all information required by the 
Executive Order. It therefore must con
tain the name and initials of the official 
authorizing the classification, the de- 
classification schedule' and exemption 
irom the schedule, if appropriate.

Subpart D— Downgrading and •
; . Declassification

§ 2.30 Authority to downgrade and de
classify.

aû °rity to downgrade and de- 
■ mof • rnational security information or 
rrv0,?na* ŵ hin the Department of the - 

asury shall be restricted to the offi
cials authorized under Appendix À of 
ihyf regu*â ons- Delegations of author- 

to downgrade or declassify shall be
ported in writing to the Assistant Sec
tary for Administration. *•«*«

§ 2.31 Guidelines for downgrading and 
;; declassification.: É

■• The individual exercising original cías- f 
sifying authority shall, to the maximum 
extent practicable, predetermine at the 
time of origination, dates or events on 
which downgrading and declassification 
shall occur. These dates shall be as early 
as the national security will permit, and 
shall be in accordance with the limits of! 
the dates of the General Declassification 
Schedule, as set forth in 5 2.33, only if 
earlier dates; cannot be predetermined/
§ 2.32 Dales or events; carried forward.
4 Downgrading / and declassification 
dates or events established in accordance 
with § 2,31 shall be carried "forward and 
applied whenever, the classified informa
tion or. material is incorporated in other 
, documents or material. . 1
§ 2.33 General. Declassification Sched-.

É ule. .‘ ■ -iv . _ -% /• | g|
’ Classified information and material, 
unless downgraded or declassified ear
lier under the provisions of § 2.31 or 
exempted from the General Declassifi
cation Schedule under § 2.34, shall be 
assigned a date or event on which down
grading and declassification shall occur 
in accordance with the prescribed limits 
of the General Declassification Schedule 
outlined below: . : .

(a) Top Secret. Information or mate
rial originally classified Top Secret shall 
become automatically downgraded to Se
cret at the end of the second full calen
dar year following the year in which it 
was originated, downgraded to Coxifi- 
dential at the end of the fourth full cal
endar year following-the year in which' 
it was originated, and declassified at the 
end of the tenth full calendar year fol
lowing the year in , which it was 
originated. ; '
• (b) Secret. Information and material 
originally classified Secret shall become 
automatically downgraded to Confiden
tial at the end of the second full calendar 
year following the year in which it was 
originated, and declassified at the end 
of the eighth full calendar year following 
the year in which it was originated.
< (c) Confidential. Information . and 
material originally classified Confidential 
'shall become automatically declassified 
at the end of the sixth full calendar year 
following the year in which it was 
originated. r v ^ > • - - ¡
§ 2.34 Exemptions from General De- 

classification Schedule. _ ;
Certain classified information or ma

terial may warrant some degree of pro
tection for a period .exceeding that pro
vided in the General Declassification 
Schedule. An official authorized to orig
inally classify information or material 
Top Secret may exempt from the Gen
eral Declassification Schedule any level 
of classified information or material 
originated by him or. under his super
vision if it falls within one of the cate
gories described below. In each case such 
official shall specify in writing on the 
material the exemption category being 
claimed and, unless impossible, a date or
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"event for automatic declassification. The 
use of the exemption'authority shall be 
kept to the absolute minimum consistent 
with national security requirements and 
shall be restricted to the following cate
gories: . s| - ' ~-

; ~ (a) Classified information or material 
furnished by foreign governments or in
ternational organizations and held by the 
United States on the understanding that 
it be kept in confidence. |
? : (b) Classified information or material 
specifically covereckby statute, or per
taining to cryptography, or disclosing in- 

■; telligence sources* or methods. ; H
.(c) Classified information or material 

disclosing a system, plan, installation, 
/ project or specific foreign relations mat
ter the continuing protection of which is 
essential to the national security.

Ip? Td) Classified information or material 
the disclosure of which would place a 

|person in immediate jeopardy. ;.
§2.33 Applicability of‘tKè General De- 

classification Schedule to previously 
classified' material. ;jĵ SB

' Information or material classified be
fore June 1, 1972, and which is assigned 
to Group 4 under Executive Order 10501, 
as amended by »Executive Order 10964, 
shall be subject to the General Declassi
fication Schedule. All other information 
or material classified before June 1, 1972, 
whether or not assigned to Groups 1, 2 
or 3 of Executive Order 10501, as 
amended, shall be excluded from the 
General Declassification Schedule. How- 
'ever, 'St any time after the expiration of 
ten years from the date of origin it shall 
be subject to a mandatory classification 
'review and disposition under the same 
conditions and criteria that apply to 
classified information and material 

; created after June 1, 1972, as set forth in 
§ § 2.34 and 2.36. r , *
§ 2.36 Mandatory jreview of material 

over ten years old.
Members of the public or other depart

ments wishing to request review of clas
sified material over ten years old in the 
custody of the Department of the Treas

ury shall apply in writing to the Office 
of Assistant Secretary for Administra
tion, Department of the Treasury, Wash
ington, D.C. A request must describe the 
material desired to be reviewed with 
sufficient particularity to enable the De
partment to identify it and obtain it with 
a reasonable amount of effort.

(a) Action upon receipt of request for 
review. The Assistant Secretary for Ad
ministration shall immediately forward 
the request for review of records over 
ten years old to the appropriate officer 
of the Department of the Treasury hav
ing Top Secret classification authority 
and shaU acknowledge receipt of the re
quest to the requester in writing. If the 
request requires the rendering of services 
for which fair and equitable fees should 
be charged pursuant to 31 U.S.C. 483a, 
the requester shall be so notified. The 
officer to which action has been assigned 
shall, whenever the request is deficient 
in its description of the record sought, 
ask the requester to provide additional
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[identifying. information _ whenever Ipossible, -
1- (b) initial determination. The request 
fshall be reviewed and a detenpination ¡made within thirtydays after the receipt lof Identifying information whether con-; Itinued classification is required under the ¡criteria of § 2.34. If the request is denied, ¡the determining officer must indicate to ¡the Assistant Secretary for Administra- ftion in a brief statement the reason-for ¡continued classification and, unless im- î ¡possible, specify the date on which ̂ such [matter shall be declassified. Whenever [possible, the Assistant Secretary for Ad- Iministration shall furnish the requester ; 
prith a copy of that statement. ^

(c) Right of appeal to the Depart- 
[mental Committee on National Security 
IInformation. If the request is denied or mo answer is received after sixty days, 
[the requester may appeal to the Depart- imental Committee on National Security 
¡Information as provided by Appendix A. 
¡The Departmental Committee shall act upon the appeal within thirty days. JT 

(d> Right of appeal to the Interagency 
[Classification Review Committee. If the 
¡Departmental Committee determines 
[that continued classification is required, ¡K shall also, so notify the requester and [that he may appeal that denial to the [interagency Classification Review [Committee. f
[§ 2.37 Declassification of material over. 
I thirty years old. 7

[ All classified information or material * 
[which is thirty years old or more over 
which the Department exercises exclu
sive or final original classification au- 
jthority is subject to declassification as 
|provided in §§ 2.38-2.40.
IS 2.38 Automatic declassification of 

thirty-year-old material originated 
after June 1,1972.

All information and material 'dassi- 
Ined after June 1, 1972, whether or not 
¡declassification has been requested, be- 
| com es automatically declassified at the 
fwtd of thirty full calendar years after 
[the date of its original classification ex
cept for such specifically identified in- 
Ijormation or material which the Secre- 

the Treasury personally deter- 
[mines in writing at that time to require 
gWtaued pr°tection against unauthor- 
iLw l̂?ĉosure because such continued 
protectiQn is essential to the national se- 
hrTtor ̂ ctosure would place a person „ 
■ remediate jeopardy. In such case, the- 
[oecretary of the Treasury shall also spec- 
[tion ̂  Per*0<* continued classifica-

|§ 2.39 Sygtcmatic review of tliirty-year- 
1 1972tCrial or*®*na*e<̂ before June

m Æ  ̂ formation and material classl- 
E P ® 6 June 1, 1972, and more than 
revwZf*rs °b*  ̂ to be systematically 

decl&ssification by the Ar- 
of tho States by the end
I thirtieth full calendar year follow-
ITh» fear ^ “wbicb it was originated.
| Assistant Secretary for Administra-

. RULESAND R EGULATIONS -p;

tion is authorized to assign 'personnel to 
assist the Achivist of the United States 

.,in the exercise of this review responsi
bility with respect to classified material 
originating within the Department of the 
Treasury. Such personnel shall: (a) pro
vide guidance and assistance to archival 
employees in identifying and separating 
those, materials originated in the De
partment which are deemed to require 
continued classification; and (b) develop 
a list for submission to the Secretary of 
the Treasury, with recommendations 
concerning continued classification. The 
Secretary of the Treasury will then de
termine which of the materials listed re-i 
.quire continued protection because such 
“continued protection is essential to the 
national security or disclosure would 
place a person in immediate jeopardy. 
The Secretary of the Treasury will pro
vide the Archivist with a list which iden-. 
tifies the documents deemed to require 
continued classification, indicates the; 
reason for continued classification and 

; specifies the date on which such material j 
shall be declassified. :
§ 2.40 Mandatory, review ofp material. 

, over, thirty .years old.
(&") Action upon receipt of request. The 

Assistant Secretary for Administration 
shall immediately forward the: request 
for review of' records more than thirty 
years old to an appropriate office of the 
Department of the Treasury and shall 
acknowledge receipt of the request to 
the requester in writing. >  ̂ n v , f j

(b) Determination by the Secretary. 
That office shall review the request and 
within twenty-one days forward to the 
Secretary of the Treasury through the 
Assistant Secretary for Administration 
a recommendation whether continued 
classification is required under the 
criteria of §5 2.38-2.39. The Secretary 
shall make a determination based on. 
that recommendation. . \ v*. -

(c) Right of appeal to the Interagency 
Classification Review Committee.: J1 the 
Secretary of the Treasury determines 
that continued classification is required, 
the Assistant Secretary, for Administra- . 
tion shall promptly notify the requester 
that he may appeal that denial to the 
Interagency Classification Review Com
mittee, and, whenever possible, shall fur
nish .the requester with a brief state
ment why continued classification is re
quired. : -L—ir
§ 2.41 -Departmental Committee on Na- 
— tional Security Information. _ ^
A Departmental Committee on Na

tional Security Information is established 
which shall be composed of the Assistant 
Secretary for Administration, as chair
man, the General Counsel and the Spe
cial Assistant to the Secretary (National 
.Security), as members. The functions 
of the Departmental Committee shall 
include the following: ,

(a) Review of and action upon appli
cations-and appeals regarding requests 
for declassification, as provided in 5 2.36.

(b) Review, upon request, of all deci- | 
sions denying Treasury Department in-
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formation' and material on the ground | 
of exemption under 5 U.S.C, 552(b) (1) 
êxcept decisions of the Secretary of the 
T̂reasury continuing the classification of 
material over thirty years old under Part 
m  D of the Directive and § 2.40.

(c) Action upon complaints in the ad
ministration of the Executive Order and 
Directive and these regulations.

(d) Establish the' policy of the De
partment with respect to the enforce
ment of the Executive Order and Direc
tive and these regulations. { &.

; § 2.42 Burden of proof. Î '

' i For purposes of administrative deter
minations under1 § § 2.36 and 2.40, the 
burden of proof is on the originating 
office In the Office of the Secretary or 
the bureau to show that continued clas
sification is warranted within the terms 
of the Executive Order and Directive.
§ 2.43 ' Notification of change in cl assi- 

fication or of declassification.
; When classified information or mate
rial Is downgraded or declassified in a 
manner other than originally specified, 
whether scheduled or exempted, or is up
graded, or is subject to a change in ex
emption status, the classifier or the cus
todian of the records shall, to the extent 
practicable,, promptly notify .all ad
dressees to whom the information or ma
terial was originally officially trans
mitted. The recipients of thiis notifica
tion shall notify addressees to whom in 
turn they have transmitted the classified 
information or material. > ; / ; *

>§§ 2.44—2.49— [Reserved] “ 1 7 :
| 7 ; Subpart E—-Access 

§ 2.50 —General.'- ¿i
Access to classified information shall 

be granted only In accordance with the 
regulations provided in Part VIA of the 
Directive as supplemented by the regu
lations of this part. No individual shall 
be entitled to receive or handle classified 
information or material solely because 
of his official position or because he has 
a valid security clearance. He must have 
in addition the need for access to the 
particular classified information or ma
terial sought in connection with the per
formance of his official duties or con
tractual obligations. The determination 
of the need shall be made by the official 
having the responsibility for the safe
guarding of the classified information 
or material. 1 - - _ ' •
§ 2.51 Access by historical researchers.

(a) -Requirements for grant of access. 
Persons outside the executive branch 
engaged in historical research projects 
desiring to request access to classified 
information or material under the con
trol of the Department shall apply in 
writing to the Office of the Assistant 
Secretary for Administration* Depart
ment of the Treasury, Washington, D.C. 
The request for access may be granted 
provided that the Secretary of the Treas
ury determines that: | * % - - ‘ '

(IX Access is clearly consistent with 
the interests of national security. ; ,
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■9328 ' :
«2) The information or material re
vested is reasonably accessible and can 
[be located and compiled with a reason
able amount of effort., Ï S'
K(3) The historical ̂ researcher agrees 
•"to safeguard the information or material 
|in a manner consistent with the Executive Order and Directive. 
v(4) The historical researcher agrees 
[to authorize a review of. his notes and Kanuscript for the sole purpose of determining that no classified information or material is contained therein, \ ■
K (b) Period of access authorization. An authorization for access shall be valid 
ifor the period required butano longef ■ban two years from the date of Issu
ance unless reviewed by thè Secretary 
['of the Treasury upon written applica
tion to the Office of the Assistant Secre
tary for Administration, Department of «he Treasury, Washington, D.C.■' • . . - -v > V. ̂ - >
§ 2.52 Access by certain officials and 

K  employees of Federal Reserve Banks.
■ (a) Requirements for grant of access. 
officials' and employees of-Federal re
serve banks, which are authorized to 
ferve as fiscal agents of the United 
[States and perform functions related to 
the issuance and redemption of United 
¡States securities,-may be granted access- 
[to classified national security' informa
tion or material by the Under Secretary 
gor Monetary Affairs, or his designee, 
Jpen: (1) the information is classified 
M-a Treasury officials or consent for 
»semination to the Federal Reserve 
bank has been obtained from the origi- 
[gating department, under § 2.54; (2) the 
pederal Reserve bank officials or em- 
»yees need to have knowledge of such 
■̂ formation or material in connection 
■ m activities approved by the Under 
secretary for Monetary Affairs, or his 
fsignee, as being in the interests of the 
pted States; and (3) the Federal Re- 
?rve officials and employees are 

pared by the Department of the Treas- 
^  under the procedures and standards 
Elcfees Treasury officials and

(b) Adjustment or vnthdrawal of se- 
J 1 $ foranee. The Under Secretary 
shniiM°nêary Affairs, or his designee, 
snau aiso be responsible for adjusting or

the purity clearance of 
Reserve bank official or em- 

ckLfiJj110 no longer needs access to 
ât,ional security information 

û e c ï ï « a particular level in con- 
duties11 the official performance of

P.53 Access by former Presidential 
» appointees.
■ iw who previously occupied

Positions to which they 
Xhoiwî ^ by the President may be 

to classified informa- 
reviewed sÉ S ÏÏ Which they originated, 
lie office °I received while in pub-
theTreasirv̂ ?̂  tï at the Secretary of

(1) access
of nationa ,consistent with the interests 
dentiS aTS i^ unty: and (2) the Presi- 
InformatSÜÎ ^  tgrees to safeguard the 
■  n or material in a manner con-

I I  J  R U L K  A N D ^  R E G U M T l O N S  t ^ ;

sistént with the Executive Order and; 
. Directive.

(b) Upon request of any'such former; 
official, such information or material as 
he may identify shall be reviewed for 
declassification in accordance with the 
provisions of Subpart D. The former. 
Presidential appointees referred to herein 
do not include the White House staff, or 
members of special Presidential commit
tees or commissions. ; Q
§ 2.54 Dissemination by the Department" 

of classified information or material 
v ; originated by another department. .

. Classified information or material, 
originating in another department and 
made available to the Department of the 
Treasury shall not be disseminated out
side the Department without the consent 
of the originating department.

| §§ 2.55—2.59—-[Reserved]
- v  < Subpart F— Accountability 
§ 2.60 Top Secret Control Officers.

Each Treasury bureau and'the Office 
of the Secretary shall designate a Top 
Secret Control Officer. Top Secret Con
trol Officers so designated shall receive, 
maintain current accountability records 
of, and dispatch Top Secret material, and 
shall also conduct an annual physical in
ventory of all Top Secret material. Top 
Secret Control Officers shall conduct the 
required physical inventory in the pres
ence of a disinterested individual and 
shall complete the same by the first day 
of May. Any Top Secret document un
accounted for must be reported to the 
Assistant Secretary for Administration. 
Top Secret Control Officers shall conduct 
periodic reviews of Top Secret documents 
within their control to insure that those 
Top Secret documents subject to the Gen
eral Declassification Schedule are down-, 
graded or declassified as required.
§ 2.61 Control pf Tojj Secret Material.

(a) A Treasury Department Form 4031 
: (Top Secret Document Record) shall be 
attached to the first page or cover of the 
original and each .copy of Top Secret 
material. The Top Secret Document Rec
ord shall be completed by the Top Secret 
Control Officer, and shall identify the I 
Top Secret material attached, and shall 
serve as a permanent record of the ma- - 
terial. All persons, including stenographic 
and clerical personnel, having access to 
the material attached to the Top Secret 
Document Record must sign and date_ 
the Treasury Form 4031 prior to accept-"* 
ing responsibility for its custody. The 
Treasury Form 4031 shall indicate those 
individuals to whom only oral disclosure 
is made. The Top Secret Document Rec
ord shall remain attached to the Top 
Secret material until it is either trans
ferred to another U.S. Government 
agency, downgraded, declassified or de
stroyed. Whenever any one of these ac
tions is taken, the Top Secret Control 
Offlcér shall record the action on the Top 
Secret Document Record and retain it 
for a period of three years at which time 
it may be destroyed. . y É -T

| (b) Top .Secret ' documents shall be 
sequentially numbered in a calendar year 
series by Top Secret Control Officers as 
received, by them; and the' number shall 
be posted to the Top Secret document, 
Treasury Form 403f and Treasury Form 
2747 Revised (Classified Document Ac
countability Record).

(c) Top Secret Control Officers shall 
maintain current records of persons 

.'.within their respective office or bureau 
- who are cleared for access to Top Secret 

information or material.
-1§ 2.62 Accountability of classified ma- 
■ ;■ ■ terial. " ft**' YyfQpfc/ -

Treasury Department Form 2747 Re
vised (Classified Document Account
ability Record) shall. be the exclusive 
classified document accountability record 
for usé within the Department of the 
.Treasury. No other logs or records fehall 
be required except for the use of Treas
ury Form 4031 for Top Secret material. 
Form 2747 shall be used for single or 
multiple document receipting, internal 
and external routing, and as a certifi
cate of destruction. The inclusion of 
classified information on Form 2747 is 
prohibited. In' the event the subject title 
is classified, a recognizable short title 
shall be used, e.g„ first letter of each 
letter word in the subject title. Several 
items may be transmitted to the same 
addressee under the cover of one Form 
2747. When thé original and/or copies 
of the document are destroyed, the de
struction ̂ certificate section of the form 
shall be* completed to include the date 
and method of destruction and signed by 
the individuals accomplishing the. de
struction. Form. 2747 may be. destroyed 
three years after the date of the final 
disposition of the document.

(a) Top Secret material. Top Secret 
'material shall be subject to a continuous 
receipt system regardless of how brief 
the period of ' custody.. Treasury Form 
2747 shall be used for this purpose. Top 
Secret accountability records shall be 
maintained by Top Secret Control Offi
cers separately from the accountability 
records of other classified material.

(b) Secret material. Receipt on Treas
ury Form 2747 shall be required for 
transmission of Secret material between 
bureaus, offices and saparate agencies. 
Responsible officials shall determine ad
ministrative procedures required fgr the 
internal control within the respective 
offices or bureaus. The volume of clas
sified material handled and personnel 
resources available must be considered in 
determining the practical balance be
tween security measures imposed and 
the attainment of operating efficiency.

(c) Confidential material. Receipts 
for Confidential material shall not be 
required unless the originator clearly 
indicates that receipting is necessary.
§ 2.63. Restraint on reproduction.
‘ Documents or portions, of documents 

containing Top Secret information shall 
not be reproduced without the consent of 
the originating office and any reproduc
tion so authorized must be appropriately
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introlled. The authority for reproduc
en shall be noted on the copy from 
laich the reproduction is made. The of- 
Jce reproducing Top Secret material 
Tall place this material under Top Secret 

Bmtrol and shall maintain appropriate 
cords to reflect the number of copies 

■ produced and shall observe all other 
JLuirments concerning the control of 
distribution of such copies. The repro- 
lüuctlon of Secret material shall be placed 

ader the same control as the parent 
Ücument. Confidential documents may, 
í reproduced without permission of the 

Miginating official, office or department, 
pwever, all classified material shall be 
produced sparingly and any stated pro- - 
bition against reproduction shall be 
ictly adhered to. The number of copies 

of documents containing classified in- 
pmation. shall he kept to the absolute 
|iuimum required to meet operational. 
eds in order to decrease the risk of 

bmpromise, administrative burden and 
J reduce storage costs. .  ̂- e js ^
12.64 Data Index System.
■ A Data Index System for documents 
Jginally classified within the Depart- 
fet of the Treasury shall be established 
[accordance with the Executive Order 
Id Directive as implemented by the De- 
Irtment of the Treasury Administra-, 
jre Circular No. 236.
2.65—2.69 [Reserved] . .o.'. ’

■Subpart (*—Safekeeping and Storage 
2.70 General policŷ
Classified information or material may 

N used, held or stored only where there 
re facilities or under conditions ade
pto to prevent unauthorized persons 
pm gaining access to it. \ .
B.71 Standards ifor storage equipment.

General Services Administration 
fcblishes and publishes uniform stand- 
|s, specifications, and supply schedules 
i  containers, vault doors, alarm sys- 
r?3, ^d associated security devices 

for the storage and protection of 
psified information throughout the 
bvemment. Storage equipment used for • 
(j, Protection of classified information 
KL ̂ terial within We Department 
pi meet or exceed these standards.
1*72 Storage of classified material.
■ M p  classified material is not 
p r the personal control and observa- 
■ r̂ an aû horized person, it will be 
ufir* or stored in a locked security 
“prner as prescribed below:
(¡SÍ» Secret. Top Secret informa-, - 
Xf̂ +mâer̂al sllalt be stored in a safe 
»lilt vu6 ŝeê container having a 
istm« tn1"66-Position dial-type com- 
im or in a vault, vault-type
lets thl °th®r storage facility which
IlishS6 stfndar<is for Top Secret es- pisnea under § 2 .71.

Confidential. Secret 
■ a s * »  material may be stored 
MbrWSer authorized for Top Secret 
E g ®  material, or in a con
i '  w jault which meets the stand- 
| I(* ««aet or Confidential, as the

3 ;  RULES AND REGULATIONS ^

case may be, established under § 2.71 and 
Appendix A of the Directive*- Z syfc.-l
§ 2.73 ' Security storage equipment. •

(a) Combinations. Combinations to
security equipment and devices shall be 
changed only by persons having appro
priate security clearance, and shall be 
changed whenever such equipment is 
placed in use, whenever a person knowing 
the combination is transferred from the 
office to which the equipment Is assigned, 
whenever, a . combination has. been sub
jected to possible compromise, and at 
least once every year. Knowledge of 
combinations shall be limited to the mini
mum number of persons necessary for 
operating purposes. Records of combina
tions shall be classified no lower than the 
highest category of classified information 
or material authorized for storage in the 
security equipment concerned. : 0

(b) Safe Combination Records. Com
binations to equipment containing clas
sified information and material shall be, 
recorded on Treasury Form No. 4032 
(Security Container Information). Such 
forms shall be completed in their en
tirety. Part 1 of the Form shall be posted 
on the interior of the top or locking 
drawer of the safekeeping equipment 
concerned. The names, addresses and 
home telephone numbers of personnel 
responsible for the combination and the 
classified information and material. 
stored therein must be posted on part 1 
of the Form. Part n  shall be properly 
completed, inserted in the envelope (part 
HE) provided and forwarded to the desig
nated central "repository for safe com
binations. Parts n  and ZH shall show the 
appropriate classification marking.

<c) Safe or Cabinet Security Record. 
Each piece of equipment used for the 
storage of. classified material will have 
attached conspicuously to the outside a 
General Services Administration Op
tional Form 62 (Safe or Cabinet Security 
Record) on which an authorized person 
will record the time and date each time 
he unlocks or locks the security equip
ment, followed by his Initials. In addi
tion, at the close of each working day or 
when a security container is locked at 
times other than normal duty hours, the 
person locking the security container 
will be required to check it to insure that 
it Is.locked, and will record the time and 
date he checked the security container 
followed by his initials. The checking 
procedure stated above applies for each 
normal working day regardless of 
whether or not the security container 
was opened on (hat particular day. A 
security container will not be left un
attended until it has been locked by an 
authorized person and checked by a sec
ond person. Additional safe security 
requirements are:

(1) Reversible “OPEN-CLOSED” signs 
which are available through normal 
supply channels, shall be used as addi
tional reminders on each security con
tainer containing classified information,

(2) . The tops of security containers 
shall be kept free of an extraneous 
matter. I t fi it l - ' ■

1
m

19329

§ 2.74. Classified document coyer sheetsT
in order to alert personnel to the fact 

that a document or folder is classified 
and to protect it from unauthorized 
scrutiny, cover sheets, available through 
normal supply channels, will be used to 
cover classified documents when in use. 
Classified document cover, sheets will be 
removed before classified material is 
filed. Classified document cover sheets 
will be removed from classified documents 
prior to transmission except when the 
transmission is made internally • within a 
headquarters by courier or messenger or. 
by personal contact. .. r / - ' -
§ 2.75 Responsibilities of custodians.

Custodians of classified material shall 
be responsible for providing protection 
and accountability-for such material at 
all times and particularly for locking 
classified material In approved security 
equipment whenever it is not in use or 
under direct supervision of authorized 
persons. Custodians shall follow proce
dures which insure that unauthorized 
persons do not gain access to classified 
information or material by sight or 
sound, and classified inf carnation shall 
not be discussed with or in the presence 
of unauthorized persons.
§ 2.76 Report of loss or compromise.

Any employee of the Department of 
the Treasury who has knowledge of the 
loss or possible compromise of classified 
information or material shall immedi
ately. report the circumstances to the 
appropriate bureau head or his designee 
who shall take appropriate action forth
with. In turn, the originating department 
and any' other interested department 
shall be notified about such loss or pos
sible compromise. y
§ 2.77 Inquiry. ' ; • ;ii-; ' V- .‘f*

If the loss or possible compromise oc
curs in any Treasury bureau, the Assist
ant Secretary for Administration shall be 
notified. He shall then direct an immedi
ate inquiry to be conducted for the pur
pose of taking corrective measures and 
assessing damages. Based on the results 
of the inquiry recommendations shall be 
made to the Assistant Secretary for Ad
ministration as to the appropriate ad
ministrative, disciplinary, or legal action 
to be taken. ^ .. ......... :■ ,k
§§ 2.78-2.79— [Reserved]

Subpart H— Transmission , _
§2.80 General policy. ,' r . xkr** •

Classified information or material 
shall be transmitted between Treasury 
bureaus and buildings and outside the 
Department only in accordance with the 
requirements of this subpart. However, 
within the Main Treasury Building and 
within each separate bureau building, 
such information or material may be 
transmitted between offices by. direct 
contact'of the officials concerned in a 
single sealed opaque envelope with no 
security classified category being shown 
on the outside of . the envelope. Classified 
Information or material shall never be 
delivered to unoccupied rooms or offices.
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, § 2.81
Classified Information and material 

shall be enclosed in opaque inner mad 
outer covers before transmitting/The 
inner cover shall be a sealed wrapper or 
envelope plainly marked with the as
signed classification and address. The 
outer cover shall be sealed and addressed 
with no indication of the classification 
’ of its contents. _ ■/ |
: § 2.82 Transmission, of Top Secret. ' . V

The transmission of Top Secret inf or-' 
; mation and material shall be effected 
preferably by, oral discussion in person 
between the officials concerned. Other
wise, the transmission of Top Secret in- 
: formation and material shall be by spe
cifically designated personnel, by State 
I Department diplomatic pouch, by a mes
senger-courier system especially created 
; for that purpose, over authorized com
munications circuits in encrypted form 

lor by other means authorized by the Na
tional Security Council. *

[r§ 2.83 r Transmission of Secret. .
f The transmission of Secret material 
\ shall be effected in the following manner :
I (a) The Fifty States, District of Co
lumbia, Puerto Rico. Secret information 
and material may be transmitted within 
î &nd between the forty-eight contiguous 
states and the District of Columbia, or 
wholly within the State of Hawaii, the 
| State of Alaska, or the Commonwealth 
of Puerto Rico by one of the means ati- 

[thorized for Top Secret information and 
I material, the United States Postal Serv
it® registered mail and protective serv- 
Mces provided by the United States air or 
I surface commercial carriers.
[ (b) Other areas, vessels, military 
IPosfaZ services, aircraft. Secret informa
it011 and material may be transmitted 
*om or to or within areas other than 

¡those specified in paragraph (a) of this 
I section, by one of the means established 
liorTop Secret information and material,
I captains or masters of vessels of United 
lotates registry, under contract to a de- 
■ partment of the executive branch, United 
locates registered mail through Army, 
Ijjavy or Air .Force Postal Service facili- 
r® Provided that material does. not at 
Irnnf i e *>ass 0Û  United States citizen 
I-w1"0* aad does not pass through a for- 

system, and commercial air- 
t un̂ .er charter to the United States 

l&ircraflfktary °r °ttier Government

Itimfo 2anâ an Governm ent installa- 
^  information may be trans- 

United States Govem- 
Ition« °r ^ âdian Government in stall a- 
loonti’cm̂r ■* 111 the forty-eight
E f t g P  St£̂tes* Alaska> the District of 
P n S l^ and Canada by United States 
iterprt registered mail with regis-Î red mail receipt.

£ases- Tlle nse of the 
Itnaii onfJl!feS4.iPost'al Service registered 
Pates thf6™1? forty-eight contiguous 
S S ’of w! B P S *  of Columbia, the 
jthe Coriv̂ Waii’ the State of Alaska, and
P«-horiS??Wealth xof Puerto Rico is 
F ẑod if warranted by security con

ditions and essential operational require
ments, provided that the material does 
not at any time pass out of United States 
Government and United States citizen, 
control and does not pass through a for
eign postal system. A
§ 2.84  ̂Transmission of Confidential.

Confidential information and material 
shall be transmitted within the forty- 
eight contiguous states and the District 
of Columbia, or wholly within Alaska, 
Hawaii, the Commonwealth of Puerto 
Rico' or a United States possession, by 
.one of the means established for.higher 
| classifications, or by certified or first- 
class mail. Outside these areas, Confi
dential Information; and material shall 
•be transmitted In the same manner,as 
authorized for higher classifications, gjp!
§ 2.85 Transmission by personnel in 
I travel status. $3 f 8 t m  „

(a) General provisions. Personnel in 
travel status shall physically transport

: classified material across international 
boundaries only in exceptional circum- 
stances. In each instance, a determina
tion shall be made on a case by case 
basis, by a responsible official that it is 
necessary for the appropriately cleared 
traveler physically to transmit classified 
material. Whenever possible, and when 
time permits, classified material shall be 
transmitted by other authorized means 
to the location being visited. The physi
cal transportation of classified material 
on non-UJS. flag aircraft shall be 
avoided. . • .

(b) . Specific safeguards. If it be deter
mined that the transportation of classi
fied material by an Individual in travel 
status is in the best interest of the UH. 
Government, the following specific safe
guards will be provided for: t. •

(1) Classified material shall be in the 
physical possession of the individual 
with adequate safeguards at all times if 
proper ' storage at a UJ3. Government 
facility is not available. Under no cir- 
cunistances, shall classified material be 
stored in hotel safes or rooms, locked 
automobiles, private residences, train 
compartments, or any vehicular detach
able storage compartments. , .~v

(2) An inventory of all classified ma
terial shall be made prior to departure 
and a copy of same shall be retained by 
his office until his return at which time 
all classified material shall be accounted 
for. -i.
- (3) Classified material shall not be 

displayed or used in any manner in pub
lic conveyances or rooms. v .

(4) The Individual shall have in his 
possession a written Department of the 
Treasury authorization to transport 
classified material. This courier authori
zation, along with official travel orders, 
should In most instances permit the in
dividual to pass through any customs 
without the need for subjecting the clas
sified material to inspection. If difficulty 
is encountered, the individual should 
tactfully refuse to exhibit or disclose the 
classified material to customs inspection 
and should insist on the assistance of-
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the local UJ3. diplomatic representative 
at the port of entry or departure. **

<5) Upon completion of the visit, the 
Individual shall have the material re
turned to his office by approved means. 
All material taken for the purpose of the 
visit shall be accounted for. If any clas
sified items are left with the office being 
visited for its retention and use, the in
dividual shall obtain a receipt. ~
§ 2.86 Telecommunications . transmis-

• sions. | síÉ , •
Classified information shall not be 

communicated by telecommunication 
transmission, except as may be author
ized under §§ 2.82-2,84 with respect to 

/the transmission, of classified informa
tion ever approved communications cir
cuits or systems, ; _ , 4̂ 4;r,"

. §§ 2.87—2.89—-[Reserved]
v Subpart I—-Destruction of Classified 

information and Material
§ 2.90 Methods of destruction. J ,

When information or material classi
fied under the authority of Executive 
Order 11652 is to be destroyed, destruc
tion shall be by burning, mulching, or 
shredding in the presence of an individ
ual or individualŝ specifically designated 
by the appropriate bureau head.
§ 2.91 Approval of use of mulching and 

shredding machines.
Prior to á bureau obtaining a mulching 

or shredding machine, the Office of Ad
ministrative Programs, Assistant Direc
tor (Physical Security) shall approve the 
use of such a machine. » ,

*■ § 2.92 Destruction by burning.
Any classified information or material 

vto be destroyed by burning shall be torn 
and placed in containers designated as 
burnbags and shall be clearly and dis
tinctly labeled “Bum.” Burnbags await
ing destruction shall be protected by se
curity safeguards commensurate with 
the classification or control designation 
of the material Involved. -
§ 2.93 .. Records of destruction.
. Each bureau head shall, cause appro

priate accountability records to be main
tained for his bureau to reflect the de
struction of classified national security 
information or material.
§ 2.94 ; Destruction of nonrecord rnate- 

rial." .H*//■ ■■ ■ . :■'
Nonrecord classified material su6h as 

extra copiek and duplicates, including 
shorthand notes, preliminary drafts, 
used carbon paper and other material of 
similar temporary nature, shall also be 
destroyed by burning, mulching, or 
shredding as soon as it has served its 
purpose, but no records of such destruc
tion need be maintained.
§§ 2.95-2.99— [Reserved] * , k

Subpart j — Training and Orientation 
§ 2.100 Briefing of employees.

All new employees concerned with 
classified information and material shall

9, 1973



afforded a security briefing regarding 
|e Executive Order and Directive, Those 
iew employees concerned with classified 
f̂ormation or material pertaining to in

digence sources, methods, operations, 
fr plans shall be required to read and 
|gn a Security Agreement. All new em
ployees afforded a security briefing shall 
t provided with copies of applicable 
tws and pertinent security regulations 
Itting forth the procedures for the pro
motion and disclosure of classified in- 
lormation and material. All employees 
‘•ncemed with classified " information 
:d material shall receive periodic reor- 
fentation briefings during their employé 
T ent which are designed to impress upon 
jhem their responsibility for exercising 
\e and vigilance in complying with the 
provisions of the Executive Order and 
plementing regulations. . v ' j ; ^

{§ 2.101 Debriefing of employees.
S'Any personnel possessing a/ security 
Jearance, at all levels of 'employment 
“d without exception, when terminating 
ployment or contemplating temporary* 
p̂aration for a sixty-day period or 

‘ore, shall be debriefed concerning-their 
Lntinued responsibility to safeguard 
assified information and material, and 
‘minded of the provisions, of the Crim- 
jal Code and other applicable provisions 
| law relating to penalties for unauthor
ised disclosure, - ■ . —
2.102 . Departmental"administration. ' ‘ ‘
| The Office of Administrative Pro- 

os, Assistant Director (Physical Se- 
pity) , under the direction of the Assist- ; 
( t Secretary for Administration, shall 
tablish, coordinate and maintain ac* 
Retraining, orientation and inspection 
jograms .for employees concerned with 
Rsslfied information or material to as- 
~,ethatthe provisions of the Executive 
i.der and Directive are effectively ad- 

stered throughout the Department 
I the Treasury.;
K>103 Bureau administration. ’ .
fcach bureau head shall designate an 
pclal to coordinate and supervise the- 
tivitles applicable to his bureau to 
, ffitaln the programs of training, ori- 

inspection established by 
I® Office of Administrative Programs, 
Lsistant Director (Physical Security) 
r  out related activities of sec- 
i:n 3̂) of the Executive Order.
!2.104-2.109— [Reserved]

^Part K—Administrative -and Judicial 
- Action . -, £5%*? •

Enforcement policy.
TvrÜîi6 Committee on Na-
v Security Information shall have 
I* responsibility for establishing the De- 
, . ent s policy with respect to the en- 
LÜÜen̂ the , Executive Order and 
i ve, ̂ d these regulations. - 
r 1 1̂. Applicability. - ï < -

individual, at any level of 
determined to have been .

RULES AND REGULATIONS

responsible for any unauthorized release 
or disclosure of national security infor
mation or material shall be notified that 
his action is in violation of the Execu-* 
tive Order, the implementing National 
Security Coimcil Directive, or these regu
lations. In addition, he shall be subject

- to prompt and stringent action includ
ing, as appropriate in the particular case, 
a warning notice, formal reprimand, sus
pension without pay, or dismissal, in ac
cordance with applicable personnel rules, 
regulations and procedures. Where a 
violation of criminal statutes may be in
volved, any such case shall be promptly 
referred to the Department of Justice.

(b) Repeated abuse of the-classifica
tion process, either by unnecessary or 
over-classification, or repeated failure, 
neglect or disregard of established re- 

. quirements for safeguarding -classified 
 ̂information or material by any officer
- or employee shall be grounds for appro
priate adverse or disciplinary action.

. Such action may include a warning no
tice; formal administrative reprimand, 
suspension without pay, or dismissal, as 
appropriate in the particular case, in 
accordance with applicable personnel 
rules, regulations and procedures. ■. ;, ;
§ 2.112 Disciplinary action. ‘

After an affirmative adjudication of a 
security violation and as the occasion 

H demands, reports of accountable security 
violations may be placed in the em- 

i  ployee’s official personnel folder and se
curity file. The security official of the 
bureau or office concerned shall recom- 

ff mend to the respective management of-
- ficiaT or bureau head that disciplinary 
| action be taken when such action is in

dicated. However, should circumstances 
warrant, the Department may take ac
tion under provisions of thesê  regula
tions, 6f Executive Orderi 11652, any im
plementing National Security Council 
Directives, and Executive Order 10450, or 
any superseding applicable Executive

I Order.’
. Effective date: July 1* 1973.

Dated f July 9, 1973.
[SEAt] " George P. Shultz,

- Secretary of the Treasury.
A p p e n d i x  A— D e p a r t m e n t  o p  t h e  T r e a s u r y ,  
T r e a s u r y  D e p a r t m e n t  O r d e r  No. 160, R e v i s e d

DELEGATION OS' AUTH O RITY CONCERNING I M - .
PLEM EN TATIO N  OP EXECUTIVE ORDER 1 1 6 5 2 , '

' AS AMENDED," AND T H E  NATIONAL SEC U R ITY
DIRECTIVE OP M AY 1 7 ,  1 9 7 S S

By virtue of the authority delegated to me as Secretary of the Treasury by Executive Order-11652, 87 FR 5209, and National Se- ’ curity Council Directive of May 17, 1972, 37 FR 10053 (hereinafter referred to as the Exec- z uttve Order and Directive) , it is hereby ordered as follows: . 'V ■
Section  1. Compliance responsibility. The Assistant Secretly for Administration is / delegated the authority to insure effective compliance with the implementation of the ; Executive Order and Directive; and the Treasury regulations published thereunder In Part 2 of Title 31 of the Code of Federal Regulations. The Assistant Secretary for Admin-
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istration Is specifically delegated the authority to assign personnel to assist the Archivist of the United States in the exercise of his responsibility to review systematically for declassification all Treasury Department material classified bèi ore June 1, 1972, and more than thirty years old, and to perform other functions specified in part II D of the Directive.".;;
Sec. 2. Authority to classify— (a) Top Se

cret. The authority to classify information or material as Top Secret, Secret, or Confidential within the Department of the Treasury is hereby delegated to the Deputy Secretary, the .Under Secretary for Monetary Affairs, the Under Secretary, the General Counsel, the Deputy Under Secretaries, the Assistant Secretaries, the Special Assistant to the Secretary (National Security), the Special Assistant to the Secretary (Public Affairs), and the Assistant to the Secretary for Legislative Affairs.-'-:. ¿vS'-vfw’(b) Secret.. The authority to classify information or material as Secret-or Confidential within the Department of the Treasury is hereby delegated to the heads of bureaus.(c) Confidential. Officials who possess Top Secret or Secret classification authority are hereby delegated the authority to designate in writing by title of position other officials who may exercise Confidential classification authority, within the Department of the Treasury, f  " . tnjr'ty
S ec. 3 . Authority to downgrade and' de- 

f classify. The authority to downgrade and declassify national security information or material within the Department of the Treasury shall be exercised by the following officials:-.':''', _ . . .  -r, X;..,/(a) The official authorizing the original classification, a successor in that capacity, or a supervisory official of either. ;(b) An official specifically authorized in writing by an official authorized to classify information or material as'Top Secret or Secret.
S ec ,  4. Departmental Committee on Na

tional Security Information. There is hereby 'established a Departmental Committee, on .National Security Information which shall be . composed of the Assistant Secretary for Administration, as chairman, and the General Counsel and the Special Assistant to the Secretary (National Security), as members. The functions of the Departmental Committee shall include the following :. (a) Review of and action upon applications and appeals regarding request for- declassification, as provided in the Treasury regulations, 31 OPR Part 2, implementing the Executive Order and Directive..(b) Review, upon request, of all decisions denying Treasury information and material on the ground of exemption under 5 U.S.C. 552(b) (1) except decisions of the Secretary of the Treasury continuing the classification of material over thirty years old under Part III D of the Directive and the Treasury regulation thereunder, 31 CFR 2.40.. (c) Action upon complaints in the administration of the Executive Order and Directive and the Treasury regulations thereunder.. (d) Establish the policy of the Department with respect to the enforcement of thè Executive Order and Directive and the Treasury regulations thereunder. - . ;
Sec . 5. Data Index System. The Assistant Secretary for Administration is delegated the authority to establish a Data Index System in accordance with Part VII of the Directive. The Office of Administrative Programs, Assistant Director (Physical Security), shall maintain the Departmental Data Index System control file for all national security information or material originally classified . within the Department. - X. . •
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ceroed with classified information or mate- under Executive Order 11< rial to assure that the provisions of the ' 37 PR 20990.Executive Order and Directive cue effectively = ■administered throughout the Department of Effective date:, July ljthe Treasury, Dated -Jlllv 9 1973"Sec. 7. Supersession. This Treasury De- »̂aiea. JUiy y. iypartment Order supersedes Treasury Depart- ; fSEALj ' ' GeOIment Order No. 160, Revised, 'entitled Secretary t"National Security Information,” issued : [ PR Doc.73-14505 Filed1

19332 . * \ S
Sec. 6. Training, orientation and inspec

tion. The Office of Administrative Programs, assistant Director (Physical Security)', is hereby delegated, subject to the direction of the Assistant Secretary for Administration, the functions of establishing, coordinating and maintaining active training, orientation : and inspection programs for employees con-.

V, August 8, . 1972
Effective date:, July 1,19737;* r

: Dated:; July 9,1973̂
rsEAL] ; H George P. Schultz, 

| Secretary of the.Treasury. 
[PR Doc.73-14505 Piled 7-18-73:8:45 am]
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Department of theTREASIIRK 
OFFICE OF REVENUE SHARING

WASHINGTON, D.C. 20226

FOR INFORMATION, CALL (202) 634-5248 

FOR RELEASE, MONDAY, JULY 23, 1973 A.M.

BOOKS CLOSE ON FIRST THREE REVENUE SHARING 
PERIODS AND REGULATIONS ARE AMENDED

The Office of Revenue Sharing of the U.S. Treasury Department 
announced today that it has completed its review of data, cal
culated adjustments to past payments based on new data and 
closed the books on the first 18 months of the revenue sharing 
program.

In making the announcement, Graham W. Watt, Director of the 
Office of Revenue Sharing, said that except for jurisdictions 
with requests for substantiation or correction of data that date 
from before July 1, 1973, no further adjustments will be made for 
payments covering the period from January of 1972 through 
June of 1973.

Notice of the final date for determination of allocations
and entitlements was published in the Federal Register of 
July 18, 1972 (38 F.R. 19140).
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Adjustments made before the books were closed will be 
reflected in the amounts being paid during the fourth entitlement 
period, July 1, 1973-June 30, 1974.

Estimates of shared revenues to be paid each jurisdiction 
during the fourth entitlement period will be announced by the 
Office of Revenue Sharing Tuesday/ July 24, 1973.

In addition, the Office of Revenue Sharing has published 
amendments to the permanent regulations governing the adminis
tration of general revenue sharing.

Notice of the amendments was given in the Federal Register 
on July 13, 1973. (38 F.R. 18668).

According to Graham Watt, "These amendments clarify the 
procedure for effecting compliance with the State and Local Fiscal 
Assistance Act of 1972 (P. L. 92-512) that established the general 
revenue sharing program. The Secretary of the Treasury,
George P. Shultz, is empowered by the regulations to delay 
revenue sharing payments to recipient governments that fail to 
comply with the reporting requirements of the Act until he 
determines that compliance has been achieved."

"The new provisions also clarify the procedures for r e c i p i e n t s  

to waive their participation in general revenue sharing. The 
regulation requiring the report on actual uses of shared r e v e n u e s  

has also been changed. Minor changes for clarification were made 
to the sections of the regulations regarding the transfer of money 
by recipient governments to other units of government or private
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organizations, and the maintenance of state transfers to local 
levels of government."

The revised regulations (Section 51.25 (a)) establish 
a new Obligated Adjustment Reserve fund to be made up of one 
half of one percent of the funds appropriated for each entitle
ment period. The fund will be used to make extraordinary pay
ments to jurisdictions for which revised allocations are required 
after the books have been closed on an entitlement period. When 
more than enough funds for this purpose have been accumulated, 
the excess will be returned to eligible recipients from the 
fund according to the same formula that is used to allocate entitle
ment funds during regularly-scheduled payment periods.

30
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FOR IMMEDIATE RELEASE July 23, 1973
TREASURY ANNOUNCES ELEMENTAL SULPHUR FROM CANADA 
_____IS BEING SOLD AT LESS THAN FAIR VALUE______

Assistant Secretary of the Treasury Edward L. Morgan 
announced that elemental sulphur from Canada is being, or is 
likely to be, sold at less than fair value within the meaning 
of the Antidumping Act of 1921, as amended. Notice of this 
determination will be published in the Federal Register of 
July 24, 1973.

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 decision, dumping duties will be assessed on all 
entries of elemental sulphur from Canada which have not been 
appraised and on which dumping margins exist.

A notice of "Withholding of Appraisement" was issued on 
April 23, 1973, 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 oral and written views 
prior to the final determination in this case.

Elemental sulphur produced and sold by Texasgulf Inc. 
(formerly Texas Gulf Inc.) and Canadian Occidental Petroleum 
Ltd., is excluded from the withholding of appraisement ordered 
in this case and this determination of sales at less than fair 
value since 100 percent of the export sales to the United States 
by both companies during the period under consideration were 
examined and the adjusted home market prices of each company 
were found to be lower than the appropriate purchase price in 
every instance.

During the two-year period from January 1971 through 
December 1972, imports of elemental sulphur from Canada were 
valued at approximately $18.5 million.
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EMBARGOED FOR RELEASE UNTIL 
2:00 P.M./' EDT, JULY 23, 1973

TESTIMONY BY DR. WILLIAM A. JOHNSON 
ENERGY ADVISER TO THE DEPUTY SECRETARY OF THE TREASURY

BEFORE THE
SPECIAL JOINT SUBCOMMITTEE OF THE SENATE COMMITTEES 

ON INTERIOR AND INSULAR AFFAIRS,
COMMERCE AND PUBLIC WORKS 
MONDAY, JULY 23, 1973

Mr. Chairman and Members of the Committee:
I am delighted to appear before you today to discuss 

the energy needs of the nation. In particular, I plan to 
focus on the economic benefits of very large crude carriers 
and the construction of deepwater ports to accommodate 
these carriers. This issue is covered in my prepared state
ment. In addition, I will discuss some environmental benefits 
which are not contained in the statement. This statement 
is, incidentally a precis of a larger study done under my 
direction several months ago. I am submitting it for the 
record and will only summarize it here.

In trodu'ct ion
It now appears to many observers that the United States 

will have to increase significantly its crude oil imports 
In the near future. Projections of import demand vary widely.
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Those used as the basis of this study have been made by the 
Interior Department for both the East and Gulf Coasts.
CSee Tables 1 and 2].

The level of throughput for each region will depend on 
the locations of new refinery capacity and domestic produc
tion of oil and natural gas. Projections for the East 
Coast range between 0.8 and 6.6 million barrels per day; for 
the Gulf Coast, between 0 and 14.7 million barrels per day. 
Future import requirements will be minimized if reserves on 
the Outer Continental Shelf can be exploited and U.S. 
production of alternative fuels, such as natural gas, is 
increased.

The most efficient means of transporting large tonnages 
of crude oil over long distances is the "supertanker" or very 
large crude carrier (VLCC). The definition of a VLCC varies. 
At a minimum, it is capable of hauling in excess of 80,000 
to 100,000 DWT of crude oil. Some argue, however, that a 
more appropriate definition now is a vessel with a capacity 
in excess of 200,000 DWT. The largest VLCC to date is
477,000 DWT.

Vessels of this size would require deepwater ports*.
The Gulf Coast has no natural harbors capable of accommodating 
this class of tanker, and where suitable depths exist along 
the East Coast, such as in Maine, Long Island Sound, and }
Delaware Bay, the development of a deepwater port has been

“ A port capable of handling 250,000 DWT tankers must have a minimum depth of about 75 feet. With restricted draft it 
is possible $ however, to operate with lower depths depending 
on vessel design and height of the tide.
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EAST COAST IMPORTS THROUGH DEEPWATER PORTS
(thousands of barrels per day)

1975 1980 1985 2000

Case I 765 1,135 1,572 2,500

Case II 765 3,505 5,106 6,600

Case III 765 1,135 1,572 2,500

Case IV 765 2,000 1,200 3,200

Case V 765 1,000 600 800
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Table 2

GULF COAST IMPORTS THROUGH DEEPWATER PORTS 
(thousands of barrels per day)

1975 1980 1985 2000

Case I 1,573 1,805 3,248 10,900

Case II 1,573 1,805 3,248 10,600

Case III 1,573 4,175 6,782 14,700

Case IV 1,573 400 - 0 - - 0 -

Case V 1,573 1,400 600 2,400
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impeded by state governments and is likely to encounter 
strong opposition from environmentalists. Yet, if the United 
States is to receive VLCCs, it must build these ports.

The purpose of this document is, first, to determine 
whether, given cost considerations alone, it would benefit 
the nation to have one or several of these ports along the 
East and Gulf Coasts. To do this, we must have a basis for 
comparison. Deepwater ports now exist, are being constructed,
or have been proposed in the Canadian maritime provinces, 
the Yucatan Peninsula, the Bahamas, Haiti, Puerto Rico, and 
the Virgin Islands.* In the absence of an East or Gulf 
Coast deepwater port, oil shipments from relatively distant 
sources, such as the Persian Gulf, are likely to be carried 
by VLCCs to one of these sites and then transhipped by 
smaller tankers to the United States. We have assumed, there
fore, that the benefits of a U.S. deepwater port will be the 
savings likely to result if, instead, crude oil were shipped 
to a U.S. port by supertanker and then transferred to main
land refineries by pipeline, tug-barge, or smaller tanker.
If these savings are positive, a case could be made that a 
U.S. deepwater port is economically justified.

A second objective of the study is to determine which 
of several alternative technologies for building a U.S. 
deepwater port and transferring oil to the mainland are most 
desirable given cost considerations alone. Three basic port

. ,.BecausG of its restricted draft, some experts question wnether the Virgin Islands port can, properly, be called a 
aeepwater port. Several of these port schemes are also 
ought not to be serious proposals by knowledgeable observers
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technologies exist: the monobuoy; the sea island; and the 
artificial island*. There are also three alternative 
technologies for transferring the imported crude oil to main
land refineries: pipeline, tug-barge and small tanker. Which 
technology or combination of technologies is most economic 
will depend on the relative costs of each alternative.

Finally, the study estimates the additional costs of 
various environmental safeguards thought necessary to prevent, 
contain, or clean up oil spills. In this way, it determines 
whether these increased costs could affect the choice of a 
location or technology for a U.S. deepwater port, particularly 
if the safeguards required by the U.S. Government are not 
required by foreign governments.

Methods of Analysis
The basic method of analysis used in this study is a 

comparison of all costs of landing a given amount of crude 
oil at East and Gulf Coast refineries through U.S. and 
foreign deepwater ports. Because throughput is held constant, 
savings in costs can be treated as a rough measure of benefits. 
Of course, a number of other factors, such as environmental 
considerations and national security, will have a bearing on

* A monobuoy is also calleda single point mooring or single 
buoy mooring. As its name implies, it is a mooring facility 
at which the tanker can connect with pipelines distributing 
oil to mainland storage facilities and refineries. The term 
"sea island" is often used interchangably with the term "plat
form", although the two are by no means synonymous. The sea 
island assumed in this study is a platform connected by pipeline 
to the mainland storage areas. Discharge of oil may also occur 
by ship-to-ship transfer at the platform. An artificial island 
is a man-made island built up with fill. Aside from its 
construction, it differs from a sea island primarily in that
storage facilities would be located on the island and not on the shore.



whether a U.S. deepwater port would be beneficial and should 
be built. Our study measures only the economic benefits of 
a superport.

We divide our analysis into four "modules". The first 
three are sequential: the supertanker, the deepwater port, 
and the transfer leg. Crude oil must first be shipped from 
the origin to the deepwater port. It must then be transferred 
from the port to the refinery. The fourth module, environ
mental safeguards, is additive to the first three. On each 
leg, additional investment, operations, and maintenance 
costs will be required to meet environmental standards 
specified by the government.

Originally, we had hoped to include two additional 
modules: the refinery and post-refinery leg. The refinery 
costs probably account for the largest share of the total 
costs of processing imported crude oil. However, within 
each region, the additional refinery capacity required by 
greater U.S. consumption of imported crude oil should cost 
more or less the same regardless of which alternative is 
chosen or whether a deepwater port is built at all. If 
so, exclusion of refinery costs should not bias our results.

Exclusion of the post-refinery leg may pose some 
difficulties. Opinions vary on whether, in a free market, 
a particular deepwater port location would affect or be 
affected by the location of refinery capacity. Some feel that 
a port location would be determined by the refineries1 
location and the refineries1 location by the internal distribution



-  6 -

•system. Others argue just the opposite. A deepwater 
port will determine the location of refineries and petro
chemical complexes and, in turn, the internal distribution 
system. In any final analysis, one must consider whether 
the post-refinery leg does have an impact on the economics 
of a deepwater port.

Our treatment of capital costs in this study poses at 
least two difficulties. First, the time required to build 
and install each capital input varies from 0.5 years to 
6 years. Second, the anticipated lifetime of each component 
also varies from 15 to 99 years. Differences in construction 
period and lifetimes may have a bearing on which type of 
facility should be built. These differences must also be 
taken into account in any estimate of the total costs of a 
port facility.

Using a 10 percent discount rate, the cost of each 
capital input are compounded annually to present value during 
the initial year of operation. The present value for each 
input is then converted to an equivalent annual cost by 
dividing by an annuity factor.* This method of handling 
capital costs is logically identical to the more familiar 
present value and internal rate of return calculations. 
However, it has three major advantages. First, the different 
lifetimes of each capital input can be handled easily 
without having to make assumptions about the length of service 
of the deepwater port or the scrap value of its components.

An annuity is an annual incane paid in equal installments for a specified 
period of time. This incane is equivalent vhen discounted to a fixed initial 
payment by the investor. The annuity period assumed is the anticipated lifetime of each capital *--  — I—
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Second, equivalent annual cost best meets the primary 
objective of the study —  to estimate cost differentials 
for alternative port facilities• The equivalent annual cost 
is an annualized measure of capital costs; the differences 
between the equivalent annual costs of two port facilities, 
the annual cost differential or measure of benefits resulting 
from the construction of one alternative rather than another.

Operating and maintenance costs can be added directly 
to the equivalent annual costs of capital inputs. Some 0 
and M costs are associated with each major component of the 
deepwater. Others are spread over all components. We assume 
two types of 0 and M costs: linear and step. A cost is 
judged to be linear if, within each increment, it increases 
with throughput. It is judged to be step if it increases 
only at’the beginning of the increment.*

In Table 3, we present a sample print-out summarizing 
the cumulative equivalent annual costs of all increments 
required to raise the capacity of a monobuoy off Long 
Branch, New Jersey, from 0 to 6 million barrels of crude oil 
per day. This print-out indicates the costs of all four 
modules The total equivalent annual cost for the Long 
Branch monobuoy is $368.8 million for 1 mbbl/day through
put. This cost rises to $765.4 million for 2.2 mbbl/day and 
$2.0 billion for 6 mbbl.
y Most capital costs are treated as step costs. There are 
two major exceptions, however: tug-barges and tankers.



Table 3

ESTIMATED COSTS OF A LONG BRANCH MONOBUOY WITH PIPELINE DISTRIBUTION TO EAST COAST REFINERIES 
USE OF FOREIGN SUPERTANKERS AND 0 TO 6 MBBL/DAY THROUGHPUT ASSUMED

(thousands of dollars equivalent annual costs)

LONGBRANCH MONOBUOY PIPELINE ___  ______________ CODES=______4 29 54 79
FOREIGN TANKERS

THRUPUT NON ENVIRONMENTAL COSTS ENVIRONMENTAL COSTS
SUPERTANK PORT TRANSFER SUBTOTAL BARGE DB TANKER DB OTHER ENV SUBTOTAL TOTAL

0.0+ 0. 12839. 15899. 28738. 0. 0. 3017. 3017. 31755.
1.0- 301967. 14593. . 18768. 335329. 255. . 27821. 5417. 33493. 368821.
1.0+ •301967. 20118. 19755. 341840. 255. 27821. 5417. 33493. 375332.
2.2- . 659560. 21174. 19806. 700539. 255. 59209. 5417. 64881. 765420.
2.2+-- 659560. 28329. 21121. 709009. 255. 59202. 5417. 64881. 773890.
3.4- 1017152. 29543. 23737. 1070431. 510. 90597. 5417. 96523. 1166954.
3.4+ 1017152. 36697. 25052. 1078900. 510. 90597. 5417. 96523. 1175423.
4.7- 1398584. 37911. 25120. 1461614. 510. 131970. 5417. 137896. 1599510.
4.7+ 1398584. 45065. 26435. 1470084. 510. 131970. 5417. 137896. 1607980.
6.0- 1787962. 46279. 29051. 1863292. 764. 165397. 5417. 171578. 203487 0".

-*sl>



8
Table 3, in effect, traces a cost curve for the Long 

Branch monobuoy. This curve is plotted in Figure 1, along 
with a similar curve for a sea island located in Nova 
Scotia and supplying crude oil to the East Coast U.S. 
market by means of tanker. These cost curves provide the basis 
for our comparison of alternative deepwater ports. The least cost 
port facility will have the lowest curve for a given level of 
throughput.

For the two cases illustrated, the Long Branch monobuoy 
is clearly optimal for all but the lowest level of through
put. The vertical distance between the curves measures the 
savings or benefits resulting from relying on the Long Branch 
rather than the Canadian facility. For example, at 6 mbbl/day, 
the annual savings made possible by the American port would 
be about $346 million or about 16$ per barrel.

This, in brief, is how our analysis of alternative deepwater
port facilities is structured. In all, 23 U.S. and three 
foreign port facilities are considered. (See Table 4). The 
investment in each of these facilities is converted to equiva
lent annual cost measures and then added to annual 0 and M 
costs. In this way, cost functions are generated for each 
port oyer a range of throughputs. Finally, for given levels of 
throughput, each of the facilities is ranked and the 
differences in costs between these facilities and the lowest 
cost alternative are computed.

We should stress at the outset that our choice of loca
tions is illustrative only. We have selected as wide a
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cross-section of alternative sites as possible where suitable 
engineering and cost data were available. In the end, the 
chdce of particular locations will depend on the companies, 
states, and local communities involved, and not a study by 
the Federal Government.

In the next section, we discuss the many assumptions 
underlying this study; in the following section, some of its 
basic conclusions. Finally, in the last section, we 
estimate the benefits (or losses) likely to result from 
reliance on the least cost U.S. superport rather than its 
least cost foreign alternative.

Basic Assumptions
We have had to make a number of assumptions. In 

several cases, we have been able to test the sensitivity of 
our analysis to these assumptions; in most cases, however, 
we have not. Throughout, we have tried to make these 
assumptions as realistic as possible. In this section, we 
also try to make them as explicit as possible.

1. The Locations of U.S. and Foreign Superports. As 
we have indicated in Table 4, we examine seven locations on 
the East and Gulf Coasts and two locations abroad. Additional 
U.S. sites have been suggested, particularly along the Gulf 
Coast. Additional foreign sites have also been suggested 
including Mexico, Puerto Rico, and New Brunswick, Canada.
For our purposes, the sites selected are more than ample.
They cover the general areas likely to be chosen as locations
for deepwater port facilities. However, because grime potential
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sites have been omitted, our study cannot and should not 
be considered the definitive answer to where a deepwater port 
ought to be located. Specific site studies would be 
necessary before making such a determination.

2. Choice of the Base Cases. We have chosen as a 
basis for comparison deepwater ports in the Canso Straits 
in Nova Scotia, and near Freeport in the Bahamas. These 
ports now exist or are under construction at these sites.
None, however, involves crude oil transshipment to the United 
States. Instead, these ports are intended, for the most 
part, to handle imported crude refined nearby to supply 
certain finished products to U.S. markets. The hypothetical 
foreign superports assumed in this study would allow transfer 
of large tonnages of oil destined for the United States from 
supertankers to smaller vessels. These vessels would then 
enter existing U.S. ports.

There are alternative bases for comparison. For example, 
the supertanker might discharge its crude by lightering at 
sea. We have not chosen this alternative, among other 
reasons, because it is generally thought to be environmentally 
unsouild. Some feel that the base case should be continued 
use of regular port facilities and tankers averaging, let 
us say, 40,000 DWT. The problem with this option, however, 
is that the economic benefits of the larger tankers have 
been demonstrated and, for this reason, both supertankers and 
foreign deepwater ports are now being built. It seems unlikely 
that, once they are completed, the domination of smaller tankers 
on longer runs would continue.
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The base case chosen is not ideal. However, all things 

considered, it appears to be the most realistic choice 
possible.

3. The Choice of Technologies for the Deepwater Ports.
We assume one of three port technologies.

a. Monobuoy. The monobuoy is an offshore mooring 
connected to mainland storage facilities by a pipeline. It 
would not have the protection of a breakwater and the super
tanker would be free to rotate around the buoy. The monobuoy 
is the simplest and cheapest of the three alternatives.

k- Sea Island. The sea island would be fastened by 
piles to the ocean floor. The sea island is, in each case 
studied, protected by a natural breakwater. The supertanker 
would be tethered on one side at both the bow and stern. The 
crude oil would then be transferred from the tanker to storage 
facilities on shore by means of one or more pipelines.

c. Artificial Island. An island would be constructed 
with fill and protected by a natural or man-made breakwater.
The primary function of the island, over and above that of 
a sea island or monobuoy, would be to house storage facilities. 
Transfer to the mainland could occur by pipeline, tug—barge, 
or small tanker. The artificial island is the most elaborate 
and, generally, the most costly of the three alternatives.
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Not all technological alternatives are assumed at each 

site. We have excluded those alternatives for both American 
and foreign ports that, in its judgment, are not feasible 
from an engineering point of view. The technologies assumed 
at each site are also listed in Table 4.

4. Sources of Imported Crude Oil. We assume that all 
crude oil shipped through East and Gulf Coast deepwater ports 
will come from the Persian Gulf. This may seem an extreme 
assumption. However, in terms of reserves, the Persian Gulf 
easily outranks all other producing areas. Although some 
oil imports may also come from Libya, Nigeria, and Venezuela, 
the source of most new oil imports will be the Persian Gulf 

fields.*
Moreover, not all imported crude oil will be shipped to 

the United States in VLCCs and through deepwater ports. The 
economics of the supertanker will depend, among other things, 
on the length of the haul. This fact, alone, rules out use 
of the supertanker to carry Venezuelan oil. Imports from 
Venezuela, and possibly Libya and Nigeria, will still be 
carried by smaller tankers through conventional port facili
ties. There is provision in our estimates of throughput for 
some imports of crude oil by other than supertankers and 
through other than deepwater ports.

* For example, see U.S. Department of Commerce, Maritime 
Administration, Feasibility of a North Atlantic Deepwater 
Oil Terminal, Soros Associates, July, 1972. pp. 8-11.



12A



One might also consider oil shipments via VLCC from 
the eastern Mediterranean. These shipments would carry both 
Libyan and Persian Gulf oil, the latter transported to the 
eastern Mediterranean by means of pipeline. Because of political 
instability in the Middle East, the vulnerability of the pipe
line, and the policies of the present Libyan regime, it now 
seems highly unlikely that the United States would find it 
possible to rely heavily on this source of foreign oil. We 
have, therefore, chosen to ignore this alternative.

5. The Level of Throughput at U.S. Deepwater Ports.
Because the study estimates the costs of each alternative at 
various levels of throughput, it is important to know the 
range of throughput over which one must carry the analysis.
For all East Coast and one Gulf Coast port, we assume 0 to 6 
million barrels per day; for the remaining Gulf Coast port,
0 to 10 million barrels. These estimates are based on through
put projections discussed in the first section.

The level of throughput is increased segmentally for each 
deepwater port. The size of each segment was determined by 
the Army Corps of Engineers to be consistent with best 
engineering practice. In general, four or five discrete steps 
are required to reach an ultimate throughput of 6 million 
barrels per day.
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PORT Ai ID TRANSFER TECH N O LO G IES FOR SUPERPORT S IT E S

Kachias Sea Island (Platform) - Tug Barge
Raritan Bay Sea Island (Platform) - Pipeline 

Sea Island (Platform) - Tug Barge 
Island - Pipeline 
Island - Tug Barge

Long Branch 
»

Island - Tug Barge 
Island - Pipeline 

• Monobuoy - Pipeline
Monobuoy - Tug Barge

Cape May Sea Island (Platform) - Pipeline
Island - Tug Barge
Island - Pipeline
Sea Island (platform) - Tug Barge

Cape Kenlopen Monobuoy - Pipeline 
Monobuoy - i’ug Barge 
Island - Pipeline 
Island - Tug Barge

Bayou LaFourche Island - Pipeline

Freeport

* Island - Tug Barge 
Monobuoy - Tug Barge 
Monobuoy - Pipeline
Monobuoy - Pipeline 
Monobuoy - Tug Barge

Nova Scotia Sea Island (Platform) - Tanker
1. Distribution to East Coast R e f i n e r i e s

Bahamas • Sea Island (Platform) - Tanker
lJ Distribution to East Coast R e f i n e r i e s  

2. Distribution to Gulf Coast R e f i n e r i e s

V
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6. The Size, Type, and Number of Supertankers. We 

also assure throughout a 250,000 DWT supertanker.
Since choosing 250,000 DWT, Shell Oil has announced 

contracts for two 520,000 ton tankers and trade journals have 
begun discussing the possibility of one million ton tankers 
in the not too distant future. The 250,000 ton tanker may, 
by 1980 or 1985, be as outdated as the 20,000 ton tanker is 
now.

To assume a larger supertanker would require considerable 
reworking of the data. For our purposes, however, it is 
sufficient to note that the larger the tanker, the more likely 
that those deepwater port alternatives relatively close to 
the shore (i.e., sea islands and artificial islands) would 
be placed at a greater cost disadvantage. Much would depend 
in the amount of dredging and the length of berths required 
to accommodate the larger tankers at the various port sites.
By contrast, because the monobuoys are further out at sea, 
their costs should be less affected by changes in tanker 
size.*

Some observers believe it is possible to design larger 
tankers with minimal addition to draft. If so, use of 
larger tankers may not affect appreciably the relative costs 
of deepwater ports close to the shore. However, the reduced 
draft may be achieved at still another price, less efficient 
handling of the vessel.
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We have computed costs for both U.S. and foreign flag 

supertankers. The choice of ,5 lag is critical to the study 
of the economics of U.S. and foreign deepwater ports. Under 
all assumption, the VLCC is responsible for over 80 percent 
of the total costs of deepwater port operations.*

The equivalent annual cost of a foreign vessel is about 
60 percent that of a domestic vessel. Clearly, anything that 
influences the relative costs of VLCCs will influence the 
relative costs of deepwater port operations.

We also assume two types of tanker construction: conven 
tional and double bottoms. Double bottoms are considered by 
EPA and CEQ to be among the most important environmental safe 
guards necessary to assure reasonable protection against 
major oil spills. We treat the cost of double bottoms as 
additive. In this way, we are able to estimate whether a 
U.S. requirement that supertankers have double bottoms, 
which is not imposed by Canada or the Bahamas, might put 
U.S. deepwater ports at a significant cost disadvantage.** 

Finally, we must estimate the number of supertankers 
required for each level of throughput, each deepwater port, 
and each technology. This number varies with both level of

* For the example of the Long Branch monobuoy, see Table 3.
** In estimating the higher costs of double bottoms we not 
only consider the higher construction costs, but also the 
lower carriage capacity of double bottom vessels having 
the same dimensions as conventional vessels.



imports and distance. It also varies with weather conditions 
and the existence of natural or manmade breakwaters at each 
site. For example, for a certain number days monobuoys in 
the Atlantic may be inoperable because of the weather. Super
tankers would have to stand-off before being able to moore 
and discharge their cargoes. By contrast, protected sea 
islands and artificial islands along the Atlantic Coast would 
have a greater all-weather capability and would, for this 
reason, allow more efficient use of VLCCs. This cost differen
tial should be considered in our analysis of alternative port 
sites and technologies.

7. Assumptions about the Weather. The treatment of 
weather was, perhaps, the most difficult issue considered in 
the study. Originally, we assumed a weather differential 
which we then expressed in terms of less efficient use of 
VLCCs serving both Atlantic and Gulf Coast monobuoys. (All 
sea islands and artificial islands would be protected by 
natural or man-made breakwaters? monobuoys would not.) This 
assumption did not affect, appreciably, the relative costs of 
the East Coast alternatives? sea islands and artificial 
islands in New York Harbor and Delaware Bay are favored by 
extreme assumptions about weather differentials in the Atlantic 
The monobuoy alternatives are favored by the absence of 
weather differentials.
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Disagreement with our initial treatment of the weather 

differential stemmed, in part, from objections to our implicit 
assumption that monobuoy practices would continue with little 
improvment in the near future. In fact, monobuoy operations 
are relatively recent and have been evolving rapidly. There 
is a consensus in the industry that, as experience in the use 
of monobuoys grows, technology will improve to the point 
where downtime because of weather will be minimized. If so, 
the monobuoys would suffer little, if any, disadvantage because 
of adverse weather conditions. Second, the primary constraint 
imposed by weather is not in the discharging of oil in high 
seas, but in the tanker's mooring at the monobuoys. In most 
conditions of weather, it would be possible for pumping to 
occur as long as there were a break in the weather sufficient 
to allow mooring. Third, the problem is essentially one of 
gueueing. Adverse weather would result in a line-up of 
tankers at the monobuoy. Work by EPA suggests that the size 
of the queue and, hence, waiting time could be reduced sub
stantially by the simple and relatively inexpensive expedient 
of adding one additional monobuoy. Finally, the island, too, 
may b e * inoperable during bad weather if the tugs needed to 
assist tankers to their berths are unable to put to sea.

For these reasons, we also estimate the costs of the 
various alternatives assuming no weather differential at a 
given location. This assumption, in effect, sets a lower as



well as an upper boundary to the impact of weather conditions 
on the choice of deepwater port locations and technologies.
For the most part, we restrict ourselves in this paper 
to the second case only. We assume no weather differential 
at each port site.

8. The Discount Rate. We use throughout a discount rate 
of 10 percent. This, we feel, is a realistic measure of the 
value of capital in the United States. It is also the standard 

now used by OMB.
Our choice of 10 percent has stirred some controversy.

This, it is argued, is much too low and unacceptable to 
industry given the substantial risks involved in constructing 
a deepwater port. What are these risks? For one, recent 
changes in U.S. oil import policies may result in a reduced 
need for imports beyond, let us say, 1980 or 1985. Or, 
there may be changes in policies affecting other energy 
sources, such as natural gas, that increase the consumption 
of these sources and, because of this, decrease import demand 
for crude oil. In each case, the risks involve, primarily, 
the useful or economic lifetime of the deepwater port facility. 
We account for these risks by varying the lifetime of the 
facility to determine whether, in fact, this would result 
ln different port sites and technologies providing the least 
cost means of importing Middle Eastern crude oil. In effect, 

i therefore, 10 percent represents a tisk-free rate of return 
on investment.
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9. The Lifetime of the Facility. We assume, first, 

that each capital input would be used for its full physical 
lifetime. We then assume maximum economic lifetimes of 20 
and 10 years in the expectation that the port would be used 
only for a finite number of years, after which alternative 
sources of fuel or energy would come into being and terminate 
a substantial U.S. requirement for imported oil. However, we 
exclude from this constraint capital inputs that are not 
committed to the port itself, but would have alternative 
uses were the port to cease operations. These inputs are 
assigned their full physical lifetimes throughout. The 
most important are supertankers.

Imposition of a 20-year lifetime on non-reusable capital 
inputs yields results little different from our initial assump
tion of full physical lifetime. However, imposition of a 
10-year economic lifetime does result in some change in our 
conclusions. As a general rule, the shorter the lifetime, 
the more the monobuoy and tug barge mode of transfer are 
favored over the islands and pipeline transfer. In any 
event, the cost differentials are not that great. For our 
purposes, we can assume full physical lifetime. Alternative 
computations are available, however, for those who would prefer 
a different assumption.



10. The Location of New Refinery Capacity. The

destinations to which throughput is transferred depend

on the location of new refinery capacity. In the absence 
of any guidelines, we have assumed that the geographic 
dispersion of East and Gulf Coast refineries will, in the 
future, be the same as the dispersion at present. On the 
East Coast, this means transshipment of large amounts of 
crude oil to New York and the Upper Delaware Bay and a small 
amount of crude oil to the New York River. On the Gulf Coast, 
this means transshipment to the many refineries located on 
or near the Gulf of Mexico. The percentages of throughput 
assumed to be distributed to each refinery site on each 
coast are presented in Table 5.

Some have disagreed with this choice of locations of 
future demand for crude oil. Where demand will be located 
in the year 2000 is anyone*s guess. Some dispersion of 
refinery capacity, particularly on the east coast, now 
seems likely.

11. The Choice of Technology for the Transfer Leg.
We also assume three means of transferring the crude oil from 
the deepwater port to refineries: pipeline, tug-barge, and 
small tanker. In no case is a pure transfer technology assumed. 
On the East Coast, for example, the imported crude oil 
be pumped ashore by pipeline and then transshipped by

may
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Table 5

THE ASSUMED DISTRIBUTION OF CRUDE OIL TO VARIOUS REFINERY SITES

East Coast
Percentage to:

Yorktown 4.0
New York 26.0
Wilmington 70.0

Gulf Coast
Percentage to:

New Orleans 15.0
Baton Rouge 8.9
Lake Charles 6.4
Pascagoula 5.8
Houston 19.7
Beaumont 26.7
Corpus Christi 6.3
Texas City 9.4
Freeport 1.8
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tug-barge to a refinery. Pipeline transshipment would be 
used only if there is sufficient throughput. This is not 
the case for thfe York River refinery which, it is assumed, 
would under all circumstances receive its crude oil via 
tug-barge or tanker.*

We were also faced with a choice between tug-barges 
and small tankers. An examination of costs suggested that, 
for short hauls close to the shore, tug-barges provide much 
the more efficient alternative. For relatively long hauls, 
however, the opposite is the case. The reason for this is 
that the higher costs of tankers are then nullified by the 
greater speeds obtained on the open seas. The breakeven 
point appears to occur at about 1000 miles round trip* 
Therefore, to simplify our analysis, we assume that tug- 
barges would be used for transfer from a U.S. deepwater port 
while tankers would be used for transfer from a foreign deep
water port to U.S. refineries.

We assume throughout that the tug-barge and tanker would 
have a 40,000 DWT capacity. We also assume both conventional 
and double bottom tug-barges and tankers. Finally, we assume 
that tug-barges carrying crude oil to U.S. refineries would 
be subject to the Jones Act and would, under all circumstances,

In retrospect, we should have ignored distribution to the 
York River refinery altogether on the assumption that, were 
this refinery to depend on foreign crude, it could be 
accommodated by smaller tankers sailing directly to the 
York River from origins other than the Persian Gulf.
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sail under the U.S. flag, while tankers carrying crude oil 
from foreign deepwater ports would have an advantage in 
their ability to sail under a foreign flag.

12. Restriction of Refinery Demand to PADs I and III.
We also assume that all imports of crude oil through East 
Coast deepwater ports will serve PAD I (East Coast) refineries, 
while all imports through Gulf Coast deepwater ports will 
serve PAD III (Gulf Coast). refineries. This is an extreme 
assumption that, in retrospect, we wish we had varied. In 
practice, some of the crude oil entering the United States 
through PAD I will be transshipped to other PADs. This is 
especially true of Gulf Coast ports which would also 
supply PAD II (the central states) and PAD III refineries.

Our restriction of throughput to the PAD in which the 
port is located probably does not have that great an impact 
on the relative costs of East Coast deepwater ports. However, 
it does bias our results for the Gulf. Under all assumptions 
about throughput, a monobuoy at Freeport, Texas, appears 
from our analysis to be a better choice than a monobuoy at 
Bayou LaFourche, Louisiana. The reason for this is apparent 
in the data on the distribution of import demand presented 
in Table 5. Sixty-four percent of the refining of crude oil 
in PAD III is concentrated in Texas in areas relatively close 
to the proposed Freeport facility. If, instead, substantial
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amounts of crude oil were to be imported through a Gulf 
Coast deepwater port for eventual transshipment to the 
central or eastern states, the optimal port site would most 
likely be off the Louisiana coast. In other words, the 
disadvantage of the Bayou LaFourche site is more apparent 
than real. It is the result of a simplifying assumption. 
Here, more than anywhere else, one can see the dangers of 
using the results of this study as a justification for or 
against a particular deepwater port site.

13. The Mutual Exclusivity of Port Alternatives. For 
the most part, we assume that, within each PAD, each port 
facility would operate to the exclusion of all others. In 
other words, we assume that each deepwater port on the East 
Coast would, by itself, supply all East Coast refineries and 
that each deepwater port on the Gulf Coast would supply all 
Gulf Coast refineries in the proportions assumed in Table 5.

In the real world, one might expect more than one deep- 
water port on each coast with some market specialization and 
resulting economics of operation. This is particularly 
likely on the Gulf Coast where both projected imports and 
dispersion of refineries are considerably greater than on 
the East Coast. In Section 5 of this report we do, in fact, 
consider the possibility of two deepwater ports operating 
simultaneously on the Gulf Coast. To do this we have had to
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make several adjustments, notably in the transfer module, 
to take into account the economies likely to result from

market specialization within the Gulf Coast region.
14• Environmental Controls. EPA has drawn up a list 

of minimum standards necessary to prevent, contain, and 
clean up spills resulting from operations at each type of 
facility. They have also estimated the costs of implementing 
these requirements from port to port depending on the type 
of facility and transfer leg used.

For the tanker leg, only one basic safeguard is estab
lished, the requirement that tankers using U.S. deepwater 
ports have double bottoms. For the port module, provision i s  

made for curtains, screens, and other devices for preventing 
and containing a spill and booms, skimmers, and launches for 
cleaning up a spill once it occurs. These devices are 
essentially the same for the sea island and artificial island. 
Devices for prevention and containment of minor spills are 
not likely to be effective at a monobuoy and are, therefore, 
omitted. Environmental safeguards also vary with the type 
of transfer leg assumed. Double bottoms are required for 
tug-barges and small tankers. Also, for both vessels, pro
vision is made for prevention, containment, and clean up of 
spills at the refinery end of the transfer leg. Provision 
is also made for storing the dirty ballast generated by 
tug-barges and tankers either on the island or at on-shore 
storage facilities. The pipelines at sea are assumed to be
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buried to EPA specifications and to be equipped with bleeder 
and block valving systems.

In all instances, we have tried to estimate the incremental 
cost of environmental safeguards. This has not been easy 
and, in at least one instance, storage tanks for receiving 
dirty ballast, it would appear that the Army Corps data on 
port module costs and the EPA data on environmental costs 
overlap to some extent.

One major environmental cost is excluded because it is 
unpredictable. This is the cost of damage to adjacent 
property because of spillage. The amount of these costs 
will depend, among other things, on probability of occurrence, 
currents, weather conditions, and value of the property, 
and is impossible, at least within the time frame of our 
study, to predict with any accuracy for each of the alter
natives .
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SOME GENERAL CONCLUSIONS OF THE STUDY

In this section we outline the more important conclusion^ 
of this study.

lj Under most circumstances, the construction of a U.S, 
deepwater port would result in significant savings to the 
United States. The dollar amounts of these savings are 
estimated in the next section. It is sufficient to note 
here that the amount of these savings per barrel tends to 
increase with throughput. However, the cost advantage of a 
U.S. deepwater port disappears at very low levels of through
put and when vessels serving a U.S. port are required to 
have double bottoms while vessels serving a foreign port 
are not. Even under the worst case, however, the differential 
between the least cost U.S. and foreign port is small.

2. There is a major exception to this first conclusion, 
however, when U.S. flag is required for tankers docking at 
U.S. ports while foreign flag is permitted for tankers docking 
at foreign ports. The flag of the vessels could be the 
decisive factor in a private decision to opt for a foreign 
deepwater port. For example, comparing the Long Branch mono
buoy with a Canadian sea island and assuming a 6 mbbl/day 
throughput, use of U.S. VLCCs would convert a 15 percent cost 
advantage for the U.S. port* into an 18 percent cost dis
advantage.**
* See Figure 1.
** This assumes that crude oil must also be transshipped from 
Canadian to U.S. ports by U.S. flag tanker. Legislation re- 
^jui^ing use of U.S. tankers for 50 percent of oil imports was 
narrowly defeated by the last Congress. The same legislation 
has been introduced again in this Congress• Our results sug9eS 
that the effect of such legislation may well be to drive oil 
importers away from both U.S. tankers and U.S. deepwater ports'



26 A

Table 6

SAVINGS RESULTING FROM AN EAST COAST U.S. DEEPWATER PORT
(cents per barrel)

Throughput
(mbbl/day) Worst Case* Best Case

0.600 -4.0 3.3
0.800 -1.6 5.7
1.000 -0.2 7.2
1.135 0.4 7.8
1.200 1.0 8.4
1.572 3.2 10.5
2.000 5.3 12.7
2.500 6.6 14.0
3.200 7.4 14.8
5.106 8.1 15.5
6.600 9.1 16.5

SOURCE: Tables 1.1, 2.1, 3.1, 4.1, and 5.1 in the 
Statistical Appendix. Cost projections above 6 mbbl/ 
day have been based on linear extrapolation of cost 
functions estimated by simple regression analysis.
* Tankers serving U.S. deepwater ports are required to 
have double bottoms while tankers serving foreign ports 
are not.
** For the most part, tankers serving both U.S. and 
foreign ports are required to have double bottoms.
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SAVINGS RESULTING FROM A GULF COAST U.S. DEEPWATER PORT
(cents per barrel)

Throughput
(mbbl/day)
0.600***
1.400***
1.805
2.400***
3.248
4.175
6.782

10.600
10.900
14.700

Worst Case *
-14.2
- 0.4
- 3.6 

0.1 
4.0
4.6
7.7

10.0
10.1
11.1

Best Case **
-4.7
2.7
3.8 
8.4

11.5
12.0
14.9
17.1
17.2
18.2

SOURCE: Tables 1.2, 2.2, 3.2, and 5.2 in the Statistical
Appendix. Cost projections above 10 mbbl/day are based 
on linear extrapolation of cost functions estimated by 
simple regression analysis.

* Same as in Table 6.
** Same as in Table 6.
***Tug-barge distribution of crude oil assumed.
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3. The reason for this is that, by far, the most important 

component of total costs is the tanker module. As a result,
any factor affecting supertanker costs tends to drive the results 
of the study. The least cost alternative is of ten that which 
permits the most efficient use of VLCCs.

4. The environmental safeguards specified by EPA do not, 
as a rule, add appreciably to the total costs of oil imports or 
affect the economics of deepwater port alternatives. A partial 
exception occurs when supertankers are equipped with double 
bottoms. Double bottoms account for over 90 percent of total 
environmental costs and, when required at U.S. but not foreign 
deepwater ports, reduce considerably the savings to the 
United States likely to result from a U.S. deepwater port.*

5. With one major exception, pipeline distribution pro
vides the least cost means of transferring crude oil from 
deepwater ports to refineries. Moreover the greater the 
throughput, the greater the economic benefits from pipeline 
distribution. The exception is the Gulf Coast port handling 
less than two million barrels per day. In this case, tug-barge 
distribution would permit slightly lower total costs. This 
exception results from the greater dispersion of crude oil 
demand on the Gulf Coast. In general, the more concentrated 
this demand, as on the East Coast, the more efficient is 
Pipeline distribution.

Estimates of this reduction in savings are presented in 
the next section and the statistical appendix at the end of this paper.
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6. For the most part, the least cost East Coast alter

native is a Long Branch monobuoy with pipeline distribution 
to refineries. East Coast alternatives that also show well 
in our analysis are the Cape May sea island and island, the 
Raritan Bay sea island and island, and the Cape Henlopen 
monobuoy, all with pipeline distribution to refineries. In 
each case, however, the differences in costs are not par
ticularly large. The second best East Coast alternative, the 
Cape May sea island, typically adds about a penny to the cost 
of a barrel of crude oil for most levels of throughput, whereas 
the maximum differential for these sites is no more than 4 cents 
per barrel. Our analysis suggests, in other words, that 
factors other than costs are likely to be the dominant con
siderations in the choice between the six East Coast locations.

7. The Long Branch monobuoy ceases to be the least 
cost alternative when extreme assumptions are made about the 
effect of weather conditions on the operations of an East 
Coast deepwater port. In this case, the Cape May sea island, 
which is naturally protected, tends to be the least cost 
alternative. However, the cost advantage on the Cape May 
sea island, relative to the Long Branch monobuoy, is only
2 to 3 cents per barrel for all levels of throughput. Even 
under the worst possible conditions for the Long Branch mono
buoy, the monobuoy still proves to be, in the terms of costs 
at least, a reasonably attractive alternative.
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8. By contrast, the monobuoys are clearly preferable in 

the Gulf of Mexico for all levels of throughput and under all 
assumptions about weather and tanker utilization» Moreover, 
the savings resulting from construction of a monobuoy rather 
than an island are considerably greater, varying between 5»5 
and 10 cents per barrel. Of the two monobuoys in the Gulf,
our analysis suggests that the Freeport site is to be preferred. 
However, for reasons given in Sections 3, this apparent 
advantage is more the result of assumptions about the distri
bution of imported crude oil than any inherent defects of the 
Bayou LaFourche site. Under real world assumptions both would 
be advantageous as monobuoy sites. Indeed, there are now 
serious proposals by industry to build monobuoy systems at 

both locations.
9. The reason why the sea islands and islands are 

relatively more competitive in the Atlantic than in the Gulf 
is that the Delaware and Raritan Bays are well-suited for 
island construction while the Gulf is not. Both East Coast 
sites are protected. Neither requires a breakwater, one of 
the more expensive elements of sea island and island construc
tion. There has been industry interest in a sea island in 
Delaware Bay. One reason for this may be the impact of the 
weather on alternative port sites and technologies. However, 
the industry may also anticipate the federal governments 
assumption of one of the major costs of sea island construction,
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dredging. Dredging would not be necessary for the monobuoy 
alternatives.

10. In summary, the study favors the monobuoy facilities 
in both the Gulf and the Atlantic, although in the Atlantic 
several alternatives to monobuoys would provide nearly the 
same level of benefits. In both regions, however, the 
construction of U.S. deepwater ports would, under most 
conceivable circumstances, result in considerable savings 
than if imported crude oil were to enter the United States 
through foreign deepwater ports.
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SAVINGS RESULTING FROM A U.S. DEEPWATER PORT

In this last section, we estimate the savings likely to 
result from U.S. construction of one or more deepwater ports.
To do so, we compare the costs of the three foreign ports 
with the costs of the least cost U.S. alternatives.

For the East Coast, the comparison is reasonably straight
forward. The highest anticipated level of throughput, 6.6 mbbl/ 
day, and the concentration of demand on the East Coast would 
justify no more than one or two port facilities. We have, 
for this reason, assumed one facility —  a Long Branch 
monobuoy system with pipeline distribution to refineries —  

for all levels of throughput. We also estimate the savings 
for the second best U.S. alternative —  a sea island inside 
Delaware Bay near Cape May with pipeline distribution to 
refineries.

The Gulf Coast is more complex. Here, the maximum level 
of throughput and dispersion of demand would, most likely, 
justify several facilities located along the Coast. We 
^ave, for this reason, assumed a pair of monobuoy systems, 
each serving a part of the Gulf Coast market, as well as 
single monobuoy systems at Freeport and Bayou LaFourche 
serving the entire Gulf Coast market. To measure the costs 
of the Freeport and Bayou LaFourche systems combined, we 
roust make some rough adjustments in the transfer module;
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regional specialization within the Gulf Coast market would 
permit economies in distributing imported crude oil from 
the deepwater port to refineries. There is a trade-off, 
however, between these economies and the additional costs 
resulting from the duplication of port facilities. For the 
Gulf Coast we also assume different transfer technologies 
depending on the level of throughput. For cases involving 
relatively high levels of crude oil imports, we assume 
pipeline distribution to markets. For relatively low levels 
of throughput, we assume tug-barge distribution.

The total cost of each facility, as well as the cost 
differential of each facility relative to the least cost U.S. 
facility, are presented in Tables 1.1 through 5.2 in the 
Statistical Appendix. Each table represents a case con
sidered by the Department of Interior in making its through
put projections. Table 1.1 presents the cost data for East 
Coast throughput under Case I; Table 1.2, for Gulf Coast 
throughput under Case I. Similarly, Table 2.1 presents 
East Case throughput under Case II; Table 2.2, Gulf Coast 
throughput under Case II. In one instance, Case IV, the 
level of throughput for the Gulf Coast is too small and of 
too short a duration to justify building a deepwater port.
We have, for this reason, omitted Table 4.2.*

* With one exception, we assume the same technologies through
out. The exception is Case V for the Gulf Coast (Table 5.2). 
Here, because the level of throughput is rather small for the 
entire lifetime of the monobuoy system, we assume tug-barge 
distribution of product and exclude the Freeport and Bayou 
LaFourche facilities combined.
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Several conclusions can be drawn from these data.
xj In most cases, the U.S. deepwater ports result in 

significant cost savings. The exceptions occur only at very 
low levels of throughput and, at the same time, where VLCCs 
serving U.S. ports are required to have double bottoms, 
while tankers serving foreign ports are not.

2. The cost savings for various levels of throughput 
are converted to cents per barrel and summarized in Tables 6 
and 7. It is clear from the data presented in these tables 
that these savings increase significantly with throughput. 
There are, in other words, substantial economies of scale 
from using a U.S. deepwater port.

3. In general, the Long Branch monobuoy with pipeline 
distribution to refineries would, in all cases and at
all levels of throughput, provide the least cost alternative 
on the East Coast. Assuming full environmental safeguards 
at both U.S. and foreign ports, the cost savings resulting 
from the Long Branch monobuoy would range between 3.3C per 
barrel for 0.6 mbb/day and 16.5C per barrel for 6.6 mbbl/day. 
Only at throughput levels considerably below 0.6 mbbl would 
the Long Branch monobuoy be at a cost disadvantage relative 
to a foreign port.

4. By contrast, the Gulf Coast offers an array of 
"best" alternatives. For low levels of throughput (less 
than one m bbl), it would not pay to build a U.S. deepwater
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port. For higher levels of throughput (between one and 
two mbbl), it would pay to build one Gulf Coast monobuoy 
system with tug-barge distribution to refineries.

At still higher levels of throughput (between 2 and 5 
mbbl) it would pay to build one monobuoy system with pipe
line distribution. Finally, at the highest levels of 
throughput (above 6 mbbl), a combination of monobuoy systems 
with pipeline distribution to mainland refineries would 
provide the least cost option. For the levels of throughput 
considered, savings under the best of assumptions would 
range between 2.7C per barrel for 1.4 mbbl/day and 18.2C per 
barrel for 14.7 mbbl/day. The only instance in which a 
Gulf Coast deepwater port facility might not be built on 
the basis of costs, aside from Case IV, is Case V. Here 
the savings are small throughout and, for much of the 
monobuoy's lifetime, may even be negative.

5. A major determinant of what type of deepwater port 
should be built, and even whether a U.S. deepwater port 
should be built at all, will be the level of throughput for 
much of the facility's anticipated lifetime. This finding 
underlines the importance of accurate demand projections 
from the start. Because the principal variants in these 
projections are assumptions about changes in U.S. government 
policies concerning the pricing of natural gas and the 
exploitation of the outer continental shelf, this also
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indicates the importance of firm decisions on these issues 
being made by the government as soon as possible.

6. In any event, the penalties from building a deep
water port under false assumptions about throughout are 
generally not that great, even in the Gulf Coast region, 
while the rewards could be substantial. In short, our 
analysis suggests that, on the basis of costs, an argument 
can be made for building deepwater port facilities on both 
the East and Gulf Coasts.





Table 1.1
CASE I; EQUIVALENT ANNUAL COSTS OF DEEPWATER

(millions of dollars

Throughput/Facility No Environmental
S a f e g u a r d s _____
Total Cost Differ-

_________________________________________ per Year____ential

1.135 rebbl. crude/day
Long Branch, monobuoy, pipeline 382.2 -
Cape May, sea island, pipeline 390.9 8.7
Canada, sea island, tanker 410.8 28.6
Bahamas, sea island, tanker 417.1 34.9
1.572 mbbl. crude/day
Lena Branch, monobuoy, pipeline 514.9
Cape May, sea island, pipeline 521.8 6.9
Canada, sea island, tanker 568.8 53.9
Bahamas, sea island# tanker 578.2 63.3
2.500 mbbl. crude/day
Long Eranch, monobuoy, pipeline 799.4 -
Cape May, sea island, pipeline 813.0 13.6
Canada, sea island, tanker 913.7 114.4
Bahamas, sea island, tanker 926.9 127.5

PORTS SERVING THE EAST COAST MARKET

Safeguards in
U.S. O n l y _____
Total Cost Differ- 
per Year ential

Safeguards at 
Foreign Ports Also 
Total Cost Differ- 
per Year____ential

419.2 -

432.2 13.0
420.9 1.7
424.4 5.2

563.5 -

575.7 12.2
581.6 18.1
588.5 24.9

872.2 -
893.2 21.0
932.5 60.3
944.2 72.1

419.2 -
432.2 13.0
451.4 32.2
454.9 35.7

563.5 -

575.7 12.2
624.7 60.5
630.9 67.3

872.2 . -

893.2 21.0
1000.0 127.9
1011.8 139.7



Table 1.2
CASE 1: EQUIVALENT ANNUAL COSTS OF DEEPWATER PORTS SERVING THE GULF COAST MARKET

(millions of dollars)
Throughput/Faci1ity No Environmental 

Safeguards
Safeguards 
U.S. Only

in Safeguards at 
Foreign Ports Also

Total Cost 
per Year

Differ
ential

Total Cost 
per Year

Differ
ential

Total Cost 
per Year

Differ- 
•ential

1.805 mbbl. crude/day 
Freeport, monobuoy, pipeline 671.5 727.3 727.3
Bayou LaFourche, monobuoy, pipeline 713.0 41.5 765.0 37.8 765.0 37.8
Freeport-Bayou LaFourche combined 702.8 31.3 765.6 38.3 765.6 38.3
Bahamas, sea island, tanker 686.9 15.4 703.5 -23.8 752.2 24.9
3.248 mbbl. crude/day 
Freeport, monobuoy, pipeline 1137.4 1237.2 1237.2
Bayou LaFourche, monobuoy, pipeline 1175.9 38.5 1270.0 32.8 1270.0 32.8
Freeport-Bayou LaFourche combined 1176.1 38.7 1283.0 45.7 1283.0 45.7
Bahamas, sea island, tanker 1251.0 113.6 1285.3 48.0 1373.1 135.8
10.900 mbbl. crude/day 
Freeport, monobuoy, pipeline 3713.4 74.3 4025.0 42.0 4026.0 42.0
Bayou LaFourche, monobuoy, pipeline 3710.8 71.7 4022.7 43.3 4022.7 43.3
Freeport-Bayou LaFourche combined 3639.1 - 3984.0 - 3984.0 -
Bahamas, sea island, tanker 4259.6 620.5 4386.1 402.1 4670.0 686.0



Table 2.1
CASE XI: EQUIVALENT ANNUAL COSTS OF DEEPWATER PORTS SERVING THE EAST COAST MARKET

(millions of dollars)

Throughput/Facility No Environmental 
Safeguards

Safeguards 
U.S. Only

in Safeguards at 
Foreign Ports Also

fötal Cost 
per Year

Differ
ential

Total Cost 
per Year

Differ
ential

Total Cost 
per Year

Differ
ential

3.505 mbb1. crude/day
Long Branch, monobuoy, pipeline 1109.8 1209.7 1209.7
Cape May, sea island, pipeline 1114.4 4..6 1222.4 12.7 1222.4 12.7
Canada, sea island, tanker 1275.0 165.1 1298.8 89.1 1393.6 183.9
Bahamas, sea island, tanker 1293.6 183.8 1318.2 108.5 1412.9 # 203.3
5.106 mbbl. crude/day
Long Branch, monobuoy, pipeline 1592*. 9 1741.3 1741.3
Cape May, sea island, pipeline 1616.0 23.1 1770.2 28.9 1770.2 28.9
Canada, sea island, tanker 1856.4 263.5 1892.6 151.3 2030.6 289.3
Bahamas, sea island, tanker 1891.2 298.3 1927.9 186.6 2061.5 320.2
6.600 mbbl. crude/day
Long Branch, monobuoy, pipeline 2047.1 _ 2239.8 „ 2239.8
Cape May, sea island, pipeline 2078.1 30.9 2276.0 36.2 2276.0 36.2
Canada, sea island, tanker 2411.5 364.4 2459.6 219.8 2638.0 398.2
Bahamas, sea island, tanker 2457.6 410.4 2506.3 266.5 2678.1 438.3



Table 2.2
CASE II: EQUIVALENT ANNUAL COSTS OF DEEPWATER PORTS SERVING THE GULF COAST MARKET

(millions of dollars)
Throughput/Facility No Environmental. 

Safeguards
Safeguards 
U.S. Only

in Safeguards at 
Foreign Ports Also* Total Cost 

per Year
Differ
ential

Total Cost 
per Year

Differ
ential

Total Cost 
per Year

Differ
ential

1.805 mbbl. crude/day 
Freeport, monobuoy, pipeline

l

671.5 727.3 727.3
Bayou LaFourche, monobuoy, pipeline 713.0 41.5 765.0 37.8 765.0 37.8
Freeport-Bayou LaFourche combined 702.8 31.3 765.6 38.3 765.6 38.3
Bahamas, sea island, tanker 686.9 15.4 703.5 -23.8 752.2 24.9
3.248 mbbl. crude/day
Freeport, monobuoy, pipeline 1137.4 - 1237.2 — 1237.2 — '
Bayou LaFourche, monobuoy, pipeline 1175.9 38.5 1270.0 32.8 1270.0 32.8
Freeport-Bayou LaFourche combined 1176.1 38.7 1283.0 45.7 1283.0 45.7
Bahamas, sea island, tanker 1251.0 113.6 1285.3 48.0 1373.1 135.8
10.600 mbbl. crude/day 
Freeport, monobuoy, pipeline 3612.9 70.5 3917.1 39.1 3917.1 39.1
Bayou LaFourche, monobuoy, pipeline 3611.6 69.2 3915.0 37.0 3915.0 37.0
Freeport-Bayou LaFourche combined 3542.4 - 3878.0 — 3878.0 —
Bahamas, sea island, tanker 4141.8 599.4 4264.6 386.6 4540.8 662 • 8

*



Table 3.1
CASE Ills EQUIVALENT ANNUAL COSTS OF DEEPWATER PORTS SERVING THE EAST COAST MARKET

(millions of dollars)
Throughput/Fac i1ity No Environmental. Safeguards in Safeguards at

Safeguards U.S. Only Foreign Ports Also
Total Cost Differ- Total Cost Differ- Total Cost Differ-
per Year ential per Year ential per Year ential

1.135 rabbi, crude/day
Long Branch, monobuoy, pipeline

i«
382.2 419.2 419.2

Cape May, sea island, pipeline 390.9 8.7 432.2 13.0 432.2 13.0
Canada, sea island, tanker 410.8 28.6 420.9 1.7 451.4 32.2
Bahamas, sea island, tanker 417.1 34.9- 424.4 5.2 454.9 35.7
1.57? mbbl. crude/day
Long Branch, monobuoy, pipeline 514.9 563.5 563.5
Cape May, sea island, pipeline 521.8 6.9 575.7 12.2 575.7 12.2
Canada, sea islaftd, tanker 568.8 53.9 581.6 18.1 624.7 60.5
Bahamas, sea island, tanker* 578.2 .63.3 588.5 24.9 630.9 67.3
2.500 mbbl. crude/day
Long Branch, monobuoy, pipeline 799.4 872.2 872.2
Cape May, sea island, pipeline 813.0 13.6 893.2 21.0 893.2 21.0
Canada, sea island, tanker 913.7 114.4 932.5 60.3 1000.0 127.0
Bahamas, sea island, tanker 926.9 127.5 944.2 72.1 1011.8 1 139.7



Table 3.2
CASE Ills EQUIVALENT ANNUAL COSTS OF DEEPWATER PORTE SERVING THE GULF COAST MARKET

Throughput/Facility

4.175 mbbl. crude/day 
Freeport, monobuoy, pipeline 
Bayou LaFourche, monobuoy, pipeline 
Freeport-Bayou LaFourche combined 
Bahamas, sea island, tanker
6.782 mbbl. crude/day 
Freeport, monobuoy, pipeline 
Bayou LaFourche, monobuoy; pipeline 
Freeport-Bayou LaFourche combined 
Bahamas, sea island, tanker
14.700 mbbl. crude/day 
Freeport, monobuoy, pipeline 
Bayou Lafourche, monobuoy, pipeline 
Bayou LaFourche,: monobuoy, pipeline 
Freeport-Bayou LaFourche combined 
Bahamas, sea island, tanker

(Millions of dollars)
No Environmental
Safeguards____
Total Cost DÏffer-
per Year_____ential

1 4 6 7 . 6 -
1 4 8 1 . 3 1 3 . 7
1 4 7 9 . 2 1 1 . 6
1 6 1 7 . 2 149' .  6

2 3 3 3 . 8 2 5 . 7
2 3 3 4 . 9 4 6 . 8
2 3 0 8 . 1 -

2 6 4 1 . 9 3 3 3 . 8

4 9 8 6 . 5 1 2 3 . 1
4 9 6 6 . 6 1 0 3 . 2
4 8 6 3 . 4 -
5 7 5 2 . 9 8 8 9 . 5

Safeguards in 
U.S. Only
Total Cost Differ-
per Year_____ential

1 5 9 3 . 2 -

1 6 0 4 . 7 1 1 . 5
1 6 0 4 . 6 1 1 . 4
1 6 6 3 . 2 7 0 . 0

2 5 3 1 . 0 4 . 0
2 5 4 8 . 5 2 1 . 5
2 5 2 7 . 0 -
2 7 1 8 . 5 1 9 1 . 5

5 4 0 5 . 5 7 7 . 8
5 3 8 6 . 6 5 8 . 9
5 3 2 7 . 7 -

5 9 2 5 . 1 5 9 7 . 4

Safeguards at 
Foreign Ports Also 
Total Cost Differ- 
per Year_____ential

1 5 9 3 . 2
1 6 0 4 . 7  1 1 . 5
1 6 0 4 . 6  1 1 . 4
1 7 7 5 . 3  1 8 2 . 2

2 5 3 1 . 0  4 . 0
2 5 4 8 . 5  2 1 . 5
2 5 2 7 . 0
2 8 9 5 . 6  3 6 8 . 6

5 4 0 5 . 5  7 7 . 8
5 3 8 6 . 6  5 8 . 9
5 3 2 7 . 7  
6306  h 7 9 7 9 . 0



Table 4.1
CASE IV: EQUIVALENT ANNUAL COSTS OF DEEPWATER PORTS SERVING THE EAST COAST MARKET

(millions of dollars)

Throughpüt/Facility No Environmental Safeguards in Safeguards at
Safeguards U.S. Only Foreign Ports Also
Total Cost Differ— Total Cost Differ- Total Cost Differ-
per Year ential per Year ential per Year ential

2.000 mbbl. crude/day
Long Branch, monobuoy, pipeline 1 640.8 700.4 700.4
Cape May, sea island, pipeline 645.9 5.1' 711.8 11.4 711.8 11.4Canada, sea island, tanker 723.5 82.8 739.0 38.6 793.1 92.7Bahamas, sea island, tanker 736.1 95.3 749.2 48.8 803.2 102.8
1.200 mbbl. crude/day
Long Branch, monobüoy, pipe1ine 401.6 440.3 440.3
Cape May, sea island, pipeline 410.1 8.5 453.2 12.9 453.2 12.9Canada, sea island, tanker 434.3 24.2 444.8 4.5 477.1 36.7-Bahamas, sea island, tanker 441.1 39.5 448.8 8.5 481.1 40.7
3.200 mbbl. crude/day
Long Branch, monobuoy, pipeline 1010.2 1101.4 1101.4
Cape May, sea island, pipeline 1022.9 12.7 1122.5 21.0 1122.5‘ 21.0Canada, sea island, tanker 1165.3 155.1 1187.6 86.2 1274.1 172.7Bahamas, sea island, tanker 1182.3 172.1 1204.7 103.2 1291.2 189.8



T a b l e  5 . 1

CASE V: EQUIVALENT ANNUAL COSTS OF DEEPWATER PORTS SERVING THE EAST COAST MARKET

(millions of dollars)
Thiroughput/Facility No Environmental Safeguards in 

U.S.
Safeguards at

TbtaÎ Cost 
pfer Year

Differ
ential

Total Cost 
per Year

Differ
ential

Total Cost 
per Year

Dif fe 
entis

335.3 368.8 368.8
343.9 8.5 . 380.3 11.5 380.3 11.5
358.9 23.5 368.1 -0.7 394.9 26.1
364.3 29.0 370.7 1.9 397.5 28.7

212; 7' 234.0 234.0 _
220.8 8.1 244.5 10.5 244.5 10.5
219.7 7.0 225.2 -8.8 241.3 7.3
222.3 9.6 226.2 -7.8 242.3 8.3

274.0 301.4 301.4
282.3 8.3 312.4 11.0 312.4 • 11.0
289.3 15.3 296.7 -4.7 318.1 16.7
293.3 19.3 298.5 -2.9 319.9 18.5

1.000 mbbl. crude/day 
Long Branch monobuoy pipeline 
Cape May, sea island, pipeline 
Canada, sea island, tanker 
Bahamas, sea .island, tanker
0.600 mbbl. crude/day 
Long Branch, monobuoy, pipeline 
Cape May, sea island, pipeline 
Canada, sea island, tanker 
Bahamas, sea island, tanker
0.800 mbbl. crude/day 
Long Branch, monobuoy, pipeline 
Cape May, sea island, pipeline 
Canada, sea island, tanker 
Bahamas, sea island, tanker



Table 5.2
CASE V: EQUIVALENT ANNUAL COSTS OF DEEPWATER PORTS SERVING THE GULF COAST MARKET

(millions of dollars)
Throughput/Facility No Environmental 

Safeguards
Safeguards 
U.S. Onlyc

in Safeguards at 
Foreign Ports Also

Total Cost 
per Year

Differ- 
. ential

Total Cost 
per Year

Differ
ential

Total Cost 
per Year

Differ
ential

1.400 mbbl. crude/day 
Bayou LaFourche, monobuoy, tug-barge 
Freeport, Monobuoy, tug barge 
Bahamas, sea island, tanker

512.5 
513.9
528.5

1.4
16.0

563.2
563.7541.0 0.522.2

563.2
563.7576.9 0.513.7

0.600 mbbl. crude/day 
Bayou LaFourche, monobuoy, tug barge 
Freeport, monobuoy, tug barge 
Bahamas, sea island, tanker

235.4
227.5 
225.Ô .

-7.9
-10.4

261.3
251.6
230.1

-9.3
-31.2

261.3
251.6
246.1

-9.7
-15.2

2.400 mbbl. crude/day 
Bayou LaFourche, monobuoy, tug barge 
Freeport, monobuoy, tug barge 
Bahamas, sea island, tanker

858.9
867.4
925.5

8.5
66.6

940.5
956.4
949.5

15.9
9.0

940.5
956.4

1014.4
15.9
73.9
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FOR RELEASE AT 10:00 A.M.

STATEMENT OF
MR. RICHARD F. LARSEN, DEPUTY ASSISTANT SECRETARY 

FOR DEVELOPING NATIONS FINANCE, DEPARTMENT OF THE TREASURY
BEFORE THE FOREIGN OPERATIONS AND GOVERNMENT 

INFORMATION SUBCOMMITTEE OF THE 
HOUSE COMMITTEE ON GOVERNMENT OPERATIONS 

JULY 24, 1973, at 10:00 A.M.

Mr. Chairman and Members of the Subcommittee, I am 
pleased to have the opportunity to review with you this 
morning the progress made since the last hearing in the 
collection and reporting of delinquent foreign debts owed 
to our Government. As a relative newcomer to the Treasury 
Department, it is a privilege for me to participate in what 
you, Mr. Chairman, once called a "unique partnership" 
between the Congress and the Executive in this area of 
foreign debt collection. I fully share your view that the 
continued existence of arrearages on foreign debts places 
an unfair burden on the American taxpayer and, at the same 
time, brings into question the creditworthiness of delinquent 
foreign governments. Therefore, Mr. Chairman, I can assure 
you that the Treasury Department will continue giving the 
same high priority to the matter of foreign debt arrearages
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as has particularly been the case during the last three years.
In line with your request, I shall first highlight 

our recent accomplishments, then review the activities 
of the National Advisory Council and the general debt 
arrearage situation, and conclude by bringing you up to 
date regarding the progress we have made in the collection 
and reporting of data on foreign debts.

Recent Accomplishments
Let me start by highlighting the progress which we 

have made in the past several months. In terms of actual 

collection of foreign debts, a number of governments have 
settled or significantly reduced their obligations to U.S. 

agencies. For example, under an agreement signed on April 30, 
the Government of Japan has prepaid in full its obligation 
stemming from our post-World War II economic assistance to 
that country.

In the area of debt arrearages, Paraguay and Tunisia 
have paid the entire principal of their long outstanding 

indebtedness on foreign military sales. We have reached an 
agreement with Haiti for the repayment of a post World War 
II debt resulting from the disposal of surplus property. 
Brazil has paid the Army over $3 million on a military sales 

account which was previously reported to be in arrears. The 

Dominican Republic has paid several million dollars on its 

accounts due to various agencies and is now current.



Although progress m  some instances has been less than 
satisfactory, major claims continue to receive strong 
consideration. Negotiations to reschedule the various 
obligations owed by the Chilean Government to the United 
States and other creditor countries are in progress —  Treasury 
led the U.S. delegation to the creditors meeting in Paris 
less than two weeks ago. Our goals and those of the other 
creditor nations at that meeting were to press the Government 
of Chile to adopt adequate stabilization policies to enhance 
our long-range prospects of collecting all debts owed us.

Some recent progress has been made on Iran's lend-lease 
and surplus property debts. In March, the Iranian Government 
paid approximately $750,000 on certain accounts, and in 
May it indicated that it would pay an additional $2 million 
on its debt. However, differences still remain with regard 
to the status of some $12 million in delinquent interest. 
Nevertheless, negotiations continue with the Iranian Govern
ment and we are hopeful that an appropriate settlement will 
soon be reached.

The status of the Chinese post-World War II debt is 
presently being reviewed within the Executive Branch. Finally, 
after a five year hiatus, negotiations concerning the Czechoslovak 
debt are expected to begin in the near future.

Turning to the status of World War I debts, a National ' 
Advisory Council Working Group has been reviewing this
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problem. On the basis of the work of this staff committee, 
recommendations will be formulated and I expect we will 
soon be in a position to report to you on this matter.

National Advisory Council Activities
Coordination and monitoring of agency collection 

efforts by the National Advisory Council have continued 
unabated since we last met with your Subcommittee. One 
of the essential considerations applied by the National 
Advisory Council in reviewing U.S. Government and multi
lateral loan proposals is whether or not a particular country 
has obligations in arrears to the U.S. Government.

Review and policy coordination by the National Advisory 
Council was an important element in achieving collection on 
a number of overdue debts in recent months. We are convinced 
that our work over the past few years —  strongly supported 
by this Subcommittee —  has resulted in a greater awareness 
by recipient countries of the seriousness with which the 
U.S. Government views debt arrearages and the importance it 
places on prompt payments in considering new loan requests.

A weekly debt status report is submitted to the Council 
by the Treasury Department to assure that each potential 
recipient is reviewed in light of its creditworthiness. In 
addition, the Council has continued its semi-annual review 
of the status of all outstanding foreign debts. The most 
recent semi-annual meeting was held on June 24th when we 
reviewed in considerable detail the various achievements and
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problems connected with the collection of debts owed to each 
lending agency. The inter-agency coordination through this 
forum does much to assure that our foreign debt collection 
activities will continue to receive a high priority.

Debt Arrearages
When Assistant Secretary Hennessy testified before your 

Subcommittee in March, we had only preliminary figures on 
arrearages as of December 31, 1972. These data, which are 
now final, show $639 million in arrears excluding, of course, 
World War I debt. This figure compares with the $678 million 
reported in arrears as of June 30, 1972. The improvement 
in the debt picture is mainly due to the elimination of 
the Soviet arrearage on lend-lease which evolved from 
last October's settlement. Partially offsetting this, however, 
was the $50 million increase in Chilean debt which occurred 
between June and December of last year.

Long-Term Arrearages
To place these arrearages in perspective, let me analyze 

briefly the composition of the debt. On December 31, 1972, the 
long-term component of the arrearages totaled $334 million. 
Almost $300 million of this amount was owed by five countries — 
Chile, China, Cuba, Egypt, and Iran. This list of countries 
illustrates the nature of the major debt arrearages. They 
either pertain to unsettled World War II accounts, such as 
with China and Iran, or result from more recent political 
problems, such as those occurring with Cuba, Egypt and Chile. 
The most serious debt arrearage problem
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we have at this time is with Chile. As of December of last 
year approximately $86 million of a total of $920 million 
outstanding debt was in arrears. By March the 90-day due 
and unpaid debt of Chile had risen to almost $110 million.

Short-Term and Accounts Receivable Arrearages
The largest portion of the short-term credits and 

accounts receivable in arrears,which together totaled $305 
million at the end of last year, can be attributed to 
unique political-military events in the post World War II 
period. As has been reported to the Subcommittee on previous 
occasions approximately $205 million of these claims represent 
logistical support provided to our allies during the Korean 
conflict and to the United Nations during its Congo operations 
of the early 160*s. Another sizeable segment of the accounts 
receivable, some $25 million, represents lend-lease claims 
against China and India. Although I hope that satisfactory 
settlement will be reached concerning these claims, I am 
sure you appreciate, Mr. Chairman, the complex political 
considerations involved in collecting these arrearages.

With your permission I offer the December 31, 1972 
arrearage table for inclusion in the record.



Summary of Arrearages on Foreign Indebtedness 
To U.S. Government Agencies as of December 31, 1972 

(In thousands of dollars or dollar equivalents)

Agency Total
Long-Term
Credits

Short-Term
Credits

Accounts
Receivabl<

Total, All Agencies 639*120 334,165 9,954 295,001
Department of Agriculture 
Agricultural Stabilization and 
Conservation Service 6,037 6,037
Commodity Credit Corporation - - - -

Department of Commerce 
National Bureau of Standards 21 21
National Oceanic and Atmospheric 
Administration - - -

Department of Defense 
Civilian
Canal Zone Government 3,051 3,051
Panama Canal Company 3,286 - - 3,286

Military
Defense Security Assistance Agency A,043 4,043
Department of the Air Force 15,716 — j 38 15,678
Department of the Army 208,534 - 9,506 199,028
Department of the Navy 21,647 - - 21,647

Department of the Interior
Bureau of Mines * ■  it--'- - ■*

Department of Justice 
Immigration and Naturalization Service 125 — 125

Department of State 
Agency for International Development 64,103 76,704 7,399Office of the Secretary '409 409
Overseas Private Investment Corporation - - - -

Department of Transportation
Federal Aviation Administration Ill _ — ' Ill
U.S. .Coast Guard 104 - s 104

Department of the Treasury
Bureau of Accounts 143,441 118,301 - 25,140

Independent Agencies 
Atomic Energy Commission 71 71
Export-Import Bank 144,347 129,015 - 15,332General Accounting Office * 56 - - 56
Social Progress Trust Fund 
(Inter-American Development 
Bank, Trustee)

■ 1 -

Tennessee Valley Authority - - - -
U.S. Postal Service 4,018 66 s 3.952
U.S. Information Agency - . . - - -

Adjustment for Indonesian debt 
rescheduling

# Amount less than $500.



Treasury Debt Reporting
Finally, let me turn briefly to the collection and 

reporting of data pertaining to foreign debts, which are 
the responsibility of the Treasury Department. As the Sub
committee is well aware, the Treasury has accomplished a 
major expansion of its reporting system on foreign credits, 
since these hearings began in 1970. In response to the 
interest of the Subcommittee in obtaining a complete account 
of foreign debts owed to the United States Government, we 
have over the past two years developed and put into operation 
an entire new segment of our reporting system, to provide 
for the first time data on short-term U.S. Government credits 
to foreigners and on accounts receivable from foreigners. 
Thus, as Assistant Secretary Hennessy has previously stated, 
we are now able to give you complete figures on foreign debts 
of all maturities to U.S. Government agencies, as reported 
to us by the responsible agencies• We have previously 
provided these data to the Subcommittee as of June 30, 1972.

These data are included for the first time in the 
published semiannual report. Foreign Credits by the United 
States Government, which we expect to submit to the Congress 
within two weeks. Data for subsequent semiannual periods 
will be made available to the Subcommittee as they become 
available, and will be included in future semiannual reports 
to the Congress.



With the completion of this major reporting innovation, 
we have turned our attention to the solution of other 
problems which exist in the reporting system in order to 
speed up the reporting and to minimize the burden on the 
reporting agencies to the extent possible.

This, Mr. Chairman, completes my report to you on the 
successes and some of the problems we have had in recent 
months in our effort to improve the collection of foreign 
debts and to improve our system of foreign debt data reporting. 
I shall be happy to answer any questions you or Members of 
the Subcommittee may have.
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ATTENTION: FINANCIAL EDITOR 

FOR RELEASE 6:30 P.M.
July ¿3, 1973

RESULTS OF TREASURY’S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury 
(bills, one series to he an additional issue of the hills dated April 26, 1973 , and
jthe other series to he dated July 26, 1973 , which were invited on July 17, 1973,
(were opened at the Federal Reserve Banks today. Tenders were invited for $2,500,000,000, 
(or thereabouts, of 91-day hills and for $1,700,000,000, or thereabouts, of 182-day 
Ib ills . The details of the two series are as follows:

¡RANGE OF ACCEPTED 
¡COMPETITIVE BIDS:

High
Low
Average

91-day
maturing

Treasury hills 
October 25, 1973
Approx. Equiv.

Price Annual Rate
97.977 a/ 8.003$
97.938 8.157$
97.949 8.114$ 1/

182 -day Treasury hills 
maturing January 24, 1974

Price
95.844 h/
95.810
95.818

Approx. Equiv. 
Annual Rate

8 .221$ 
8.288$ 
8.272$ 1/

a/ Excepting one tender of $35,000; h/ Excepting one tender of $10,000 
jffl of the amount of 91-day hills hid for at the low price was accepted 
98$ of the amount of 182 -day bills hid for at the low price was accepted

POIAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District
Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
.St. Louis'
Minneapolis
¡Kansas City
Dallas
San Francisco

Applied For
$ 24,225,000
3,201,305,000

21.690.000 
30,000,000
33.525.000
19.350.000
291.520.000
38.900.000
36.155.000
33.330.000
38.885.000

117.195.000

Accepted
$ 14,225,000
2,042,280,000

21.690.000 
30,000,000
31.525.000
19.350.000 
190,520,000
34.160.000
23.195.000
26.120.000
18.645.000
48.495.000

Applied For
$ 17,265,000
2,763,515,000

11.650.000
40.215.000
24.205.000
19.745.000
370.735.000
90.400.000
24.935.000
37.625.000
38.935.000

120.730.000

Accepted
$ 7,265
1,360,475 

11,650 
23,595 
18,205 
16,345 
142,905 
29,140 
5,555 
22,760 
20,235 
42,895

,000
,000
,000
,000
,000
,000
,000
,000
,000
,000
,000
,000

TOTALS $3,886,080,000 $2,500,205,000 £/ $3,559,955,000 $1,701,025,000 d/

■ Includes $286,280,000 noncompetitive tenders accepted at the average price-of 97.949 
I Includes $219,230,000 noncompetitive tenders accepted at the average price of 95.818 
I These rates are on a hank discount basis. The equivalent coupon issue yields are 

3*40$ for the 91-day hills, and 8.75$ for the 182 -day hills.



Washington, d.c. 20220 telephone W 04-2041
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FOR IMMEDIATE RELEASE July 24, 1973

TREASURY ANNOUNCES ACTIONS ON TWO INVESTIGATIONS UNDER 
_____ THE ANTIDUMPING ACT

Assistant Secretary of the Treasury Edward L.
Morgan announced, today actions on two investigations 
under the Antidumping Act of 1921, as amended.

In the first case there was a determination of 
sales at less than fair value, and in the second case 
there was a final negative determination. These decisions 
will be published in the Federal Register of Wednesday, 
July 25, 1973.

announced that papermaking machinery and parts thereof 
from Sweden are being, or are Jlikely to be, sold at 
less than fair value within the meaning of the Anti
dumping Act. 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 a determination of injury, 
dumping duties will be assessed on all entries of paper
making machinery from Sweden which have not been appraised 
and on which dumping margins exist. A notice of "With
holding of Appraisement" was issued on April 23, 1973, 
which stated that there was reasonable cause to believe 
or suspect that there were sales at less than fair value. 
Interested persons were invited to submit written views

I
 and request an opportunity to make an oral presentation

before final action was taken. During the period of 
January 1968 through September 1971, imports of papermaking 
machinery from Sweden were valued at approximately $10.8 
million.

In the first case Assistant Secretary Morgan

(OVER)



In the second case, the Department announced 
that a final determination has been made that paper
making machinery and parts thereof from Finland are 
not being, nor are likely to be, sold at less than 
fair value. A tentative negative determination was 
published in the Federal Register on April 23, 1973.
This notice invited interested persons to submit written 
views or arguments, or requests for an opportunity to 
present their views orally. During the period of 
January 1968 through September 1971, imports of paper
making machinery and parts thereof from Finland were 
valued, at approximately $12.1 million. \
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Department of th e T R E A S U R Y

FOR IMMEDIATE RELEASE July 24, 1973

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 August 2, 1973, in the amount 
of $4,301,885,000 as follows:

91-day bills (to maturity date) to be issued August 2, 1973, in the amount 
of $2,500,000,000, or thereabouts, representing an additional amount of bills 
dated May 3, 1973, and to mature November 1, 1973 (CUSIP No. 912793 SB3 ) 
originally issued in the amount of $1,800,645,000, the additional and original 
bills to be freely interchangeable.

182-day bills, for $1,700,000,000, or thereabouts, to be dated August 2, 1973, 
and. to mature January 31, 1974 (CUSIP No. 912793 SW7).

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 clos-
\

ing hour, one-thirty p.m., Eastern Daylight Saving time, Monday, July 30, 1973. 
Tenders will not be received at the Treasury Department, Washington. Each tender 
roast 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 
°n the basis of 100, with not more than three decimals, e.g., 99.925. Fractions 
roay not be used. It is urged that tenders be made on the printed forms and for
warded in the special envelopes which will be supplied by Federal Reserve Banks 
°r Branches on application therefor.

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

(OVER)
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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 acceptecj 
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 August 2, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing August 2, 1973. 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 ex-' 
eluded 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 a t  maturity during the ta x a b le  

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 issu • 
Copies of the circular may be obtained from any Federal Reserve Bank or Branch.
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FOR IMMEDIATE RELEASE July 24, 1973

JESUN PAIK APPOINTED 
U.S. ALTERNATE DIRECTOR TO 

ASIAN DEVELOPMENT BANK

Secretary of the Treasury George P. Shultz today 
announced the appointment of Mr. Jesun Paik as United States 
Alternate Director of the Asian Development Bank. Mr. Paik 
will serve as Alternate to the United States Director of the 
Bank, the Honorable Rex Beach.

A native of Seoul, Korea, Mr. Paik, 36, has been Senior 
Vice President of the Union Bank in Los Angeles, California, 
with which he has been associated since September 1961. A 
graduate of Claremont College in Claremont, California, Mr. 
Paik also holds a Masters Degree in Business Administration 
from the UCLA Graduate School of Management. Mr. Paik and 
his wife, Hisuh, have two children.

The Asian Development Bank, established in 1966, has its 
headquarters in Manila, Philippines, and is engaged in long
term development lending in the Asian region.

o O o
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July 23, 1973

NOTE TO CORRESPONDENTS:
Attached is the transcript of a televised interview in 

Tokyo with Under Secretary for Monetary Affairs Paul A. 
Volcker by Mr. Hiroo Ohyama, senior economic editor of Japan 
Broadcasting Corporation (NHK). The interview was televised 
as a special public affairs presentation of NHK on Wednesday, 
July 18, 1973.

(This transcript was prepared from a tape recording.)



NARRATOR: International currency system in trouble.
An interview with program with Mr. Paul A. Volcker, Under 
Secretary of Treasury of the United States and a U.S. dele
gate to the Ninth Bilateral Cabinet Meeting on Economic and 
Trade Affairs. Interviewer is Hiroo Ohyama, economic 
affairs specialist of our station. The Ninth Cabinet Meet
ing concluded its two-day session yesterday. Compared with 
its preceding sessions, this year's meeting was characterized 
by its emphasis on global interests as compared with the 
past emphasis on bilateral interest vis-a-vis trade influence. 
This year bilateral interest has been very well improved so 
that our interests in this year's meeting were Japan's role 
or U.S. role or mutual contributions which are made to the 
global economic scene. We have the presence of Under Secretary 
Volcker of Treasury of the United States who will be talking 
on international currency problems and other related issues.

May I please describe the present situation of interna
tional currency? The critical situation has entered a 
period of a lull, although basic undertones of danger are 
still there. The lull, or period of stability, is due to 
the fact that Japan and other European countries have all 
gone to put their currencies on a floating exchange rate, 
and this accounts for the avoidance of any serious issues 
from outbursting. However, on the other hand, the trust 
in the dollar has not yet been recovered and there are a 
host of problems. An inflationary tendency has been
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manifest all over the world, and this could be the key to the 
international currency system.

Mr. Volcker, 45 years old, has been with the Treasury 
Department for four years and is now the most powerful man 
and decision-maker with Treasury so far as international 
currency affairs are concerned. Last February this year he 
successfully played hide-and-seek with the gentlemen of the 
press when he made an unannounced and unscheduled visit to 
Japan and other countries, and he has earned the epithet of
a "ninja"* diplomat among the Japanese people.

Mr. Volcker, welcome to Japan. How do you like being 
nicknamed a "ninja"?

VOLCKER: Well, I am delighted to have a Japanese nick
name, and I hope the word has some favorable connotations. 
But I am delighted to be associated with Japan, in any event.

QUESTION: In February you must have gone through a lot
of trouble to settle the issues.

VOLCKER: We made a very quick trip in February, and I
started off in Tokyo because it was important to have some 
exchange of views with the Japanese Government first and 
then I had to do a little quick travelling to Europe and in 
the space of a relatively few days some decisions were made. 
I was very happy at that point to get in and out of Tokyo 
without being seen, which is not an easy achievement for me.

*ninja: master of invisibility
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QUESTION: Thank you, sir. What, in your opinion, are
the general achievements of the Ninth Cabinet Meeting?

VOLCKER: Well, I think you were quite right in your
introductory comments to point out that these meetings, this 
time, were moving away from concentration on bilateral prob
lems into a consideration of some world-wide problems where 
we don't always share identical points of view but where we 
find we have large areas of common interest and common ap
proach, and with important negotiations and developments 
going on in the monetary area, in the trade area, dealing 
with international investment, energy problems that we all 
feel, problems of international development, this was rather 
a good occasion for exchanging views on, not bilateral prob
lems, but international problems. Now bilateral concerns 
continue to be of interest. These meetings are set up 
partly to deal with bilateral problems, and we did discuss 
trends in some of our bilateral relationships. We have been 
happy to see, and I believe the Japanese Government is happy 
to see, our bilateral trade balance, for instance, coming 
into better equilibrium. And that is something we have 
together been working toward and wishing for for some time, 
and it is gratifying to see the trade come toward a some
what better balance.
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QUESTION: Thank you, sir. From the Japanese point of
view your efforts at improvement of balance of payments is 
quite remarkable. We have been making efforts to buy more 
from the United States, but quite recently, and as we look 
at your decision-making processes about agriculture 
[inaudible] you are exercising export control, which
is kind of strange to us because sometimes you want us to 
buy and now you want us not to buy. You are not going to 
sell us anything.

VOLCKER: No, I don't agree with that, sir. I can
understand why this action which we took with great reluc
tance and unhappiness, really, is disturbing. And I under
stand why you raised the question. But I am also glad that 
you raised the question because, if I may say so, you did 
not put the matter in the right perspective. The fact is 
that the United States has been supplying steadily increas
ing amounts of various raw materials and particularly grains, 
feed grains and food grains, to the rest of the world. And 
Japan has certainly been one of our better customers in the 
past. The point I would make is that it has been an improv
ing customer, and your demands for our products have greatly 
exceeded Japan's own estimates of what they wanted a year or 
two ago. Now, this has come at a time of world-wide short
ages in these materials. We have had crop failures in various
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countries. We have had in Peru, for instance, the fishmeal 
industry going practically out of business due to a change 
in the fish population. It's an important source of protein. 
It adds to the demand for soybeans in the world. We've had 
failures in wheat crops or poor wheat crops in Australia, 
in Russia, and in various other countries. The United 
States has been residual supplier of many of these com
modities and has held stocks, at considerable costs to 
ourselves, through the years. Now, we have continued to 
supply these goods abroad, and that's the point I want to 
make in bigger volume this year than last year, and bigger 
volume last year than the year before. And when we look 
ahead, with reasonable weather in the United States, the 
crops should be good and we will supply more to Japan and 
other countries next year than we supplied this year. Now 
we ran into a situation in the market of scarcity around 
the world in a time of some speculation where our crops, 
before the harvest, were oversold. And in that situation 
we have temporarily had to put on some controls. The point 
I want to make is that Japan has bought more from us this 
year than last year by a considerable amount and there is 
every indication that we will have more available next year 
than this year.
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QUESTION: Thank you, sir. But Japan is a resource-
poor country and, as we look at you from this side of the 
Pacific, the raw materials and the agricultural products 
and you say you cannot afford so much volume this year, we 
can't do anything about it to put it in more favorable 
balance. If we don't buy any beans from you, we can't have 
tempuras any longer. So, on the basis of decision-making, 
perhaps you can pay a little more attention to the way 
Japanese think and feel about these daily products.

VOLCKER: It's certainly important that we take into
account the needs and concerns of other countries. And we 
try to do that and will continue to do that. As I indicated, 
for instance, this current crop year we have supplied more 
than 50 percent
more wheat, more than 100 percent more corn, and 20 percent 
more soybeans this year than last year. Consumption in the 
United States has been rather steady. So I think we are 
taking some account of your demands, which have exceeded 
your own expectations.

QUESTION: To turn now to questions of international
currency which is your specialty, almost every year or once 
every several months we have a so-called crisis in the 
international currency system. One of the reasons, at least, 
to put it bluntly, is the fact that trust or confidence in the 
dollar has been deteriorating. What is your general comment
on this issue?
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VOLCKER: Well, we have faced in the United States a 
long period of deficits in our balance of payments. And, in 
the end, the reliability and stability of our currency is 
related to our balance of payments position. In recent 
years we have been working very hard to correct that situation. 
It is the other side, in part, of Japan's surplus. We hope 
that Japan has been working hard and has been working hard 
to correct its surplus. We must achieve a better balance 
in our payments and, as the other side of that process, a 
better balance in other countries' payments. I am convinced 
that that process is now well underway. We see evidence of 
it. Our payments are getting better. Our trade balance, 
after sinking into deficit, a very sizeable deficit> has, 
for the past year, been improving. And we think over a period 
of time that trend will improve. In the end, that's impor
tant. Now, factor number two is that the United States has 
had more inflation than we would like to see at home. Now, 
we're not alone in having inflation in the world. Inflation 
is true of virtually every industrialized country. We take 
considerable pride, actually, in the United States that if 
you take any reasonable period of years, if you go back 20 
years, if you go back 10 years, if you go back 5 years, our 
price record has been better than that of virtually any 
other country internally. Now, in the end, in the long run,
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our balance of payments position and the strength of the 
dollar is going to depend on the stability of our prices 
at home. And, by and large, our record has been good. Now, 
we have a very serious problem at the moment, in part be
cause of this food situation that we have just been mention
ing, a major part because of the food situation, but we are 
working hard on developing programs to restore price stability 
in the United States. We think that's our natural position, 
our rightful position, and where we should be is having better 
price stability than other countries. And that's what we're 
aiming to do. In the end, there's no other answer to the 
so-called dollar problem than stability at home.

QUESTION: I see, I think you're quite right. But this
dollar problem, the deteriorating confidence in the dollar, 
may have been caused by the severance of the dollar from 
gold convertibility. Although people may have their purses 
filled with dollars, there's no guarantee that the dollars 
can be converted into gold. This situation contributes to 
the popular disbelief, distrust in the dollar, and the re
storation of convertibility to gold is of interest. What 
is the position of the American Government about the restoratioj 
of convertibility?

VOLCKER: If I may say so, I think the causation that
you suggest is really backwards. We suspended covertibility



of the dollar because we had to make adjustments. We had 
this balance of payments deficit of which I spoke. We had 
to make some adjustments in exchange rates. Now, that has 
been a difficult and upsetting process in some ways. But 
the convertibility was suspended because the adjustments 
had to be made. I don't think it is right to say there is 
a lack of confidence because of the lack of convertibility. 
But rather we ended the convertibility because of the prob
lems that we faced. And you have to go back to the funda
mental question of our balance of payments and our internal 
stability when you talk about the strength of the dollar.

QUESTION: For one thing, currencies have to be sort 
of guaranteed by policies taken by the government of that 
country. In the case of the United States

VOLCKER: That's the only guarantee that makes any 
sense in the end— how good the policies of the country are.

QUESTION: Now, the Japanese decision-making process 
is not without problems, but as we look at United States 
decision-making, I have the feeling that you give top 
priority to internal problems and international implica
tions are always given a second-hand treatment. Am I right 
in this impression?

VOLCKER: Well, I know we are criticized for that 
appearance that seems to be given some times, unfortunately.
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I think this sometimes is more in the minds of foreign 
observers than it is in fact. I have a somewhat prejudiced 
view on this because I practically spend all day every day 
worrying about and concerned with the external side of our 
problems. From my perspective I don'.t think that the alle
gations that we hear that we are not concerned with these 
external problems are correct. Indeed, we are sometimes 
criticized at once and the same time for taking vigorous 
action to improve our balance of payments which has cer
tainly been needed and criticized for taking the action as 
well as for not taking the action. I'd rather be criticized 
for taking the action because we have need to take action 
to improve our external position. These actions are diffi
cult and sometimes they impinge upon other countries. But 
it is necessary to make these adjustments. Now, what we're 
talking about in terms of the international monetary system 
is , in a basic way, bringing together all countries in a way 
that they can respect their domestic requirements, whether 
it's the United States, Japan, a European country, or a 
small developing country. They respect their domestic re
quirements but do it in a way that takes account of the 
international needs and the needs of other countries. And/ 
in essence , that's what the international monetary reform is
all about.
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QUESTION: I agree. To look at it from a Japanese
position, Japan's influence is still very limited, so we 
have the feeling that things get done in the United States 
or central European capitals and we are still left more or 
less alone from the central stream of international decision
making.

VOLCKER: Don't underestimate the position of Japan
because any country with the growth and the economy that 
Japan has, can't and shouldn't be left out of decision
making.

QUESTION: A further question on the dollar, or it may 
have something to do with the world-wide inflationary tendency, 
is the issue of excess dollars or the overhang of dollars swarming 
all over the world. There is a big amount of dollars abroad 
and, if you start buying oil from overseas sources, there will 
be more excess dollars away from the United States. Of 
course, the United States dollar is not the single currency 
which is roaming around. But this certainly is a cause of 
the world-wide inflationary tendency. How do you respond 
to that allegation and what steps are you going to take 
about this dollar overhang?

VOLCKER: Part of the answer again has to be the funda
mental question that we were discussing earlier. When our 
balance of payments is strong, when people realize it's strong,
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when our domestic performance is good, when we restore 
price stability, these dollars will no longer be a problem 
to people. But they will be a stable asset which people 
will be glad to hold. Now, there is a problem of a large 
amount of liquidity in the world which is common to a num
ber of countries. You referred to the oil country problem.
We think if the United States is competitive, we have extremely 
attractive investment opportunities and a large part of the 
money which the oil countries have to invest will flow into 
the United States. Now, on a more technical level, as part 
of international monetary reform, there are proposals, there 
is discussion of the possibility of taking those dollars 
which are held by foreign countries officially, by their 
central banks or treasuries, and converting part of those 
into an international reserve asset which is not the cur
rency of a single country. Now, this is approached partly 
from the standpoint of dealing with those currency balances, 
partly from the standpoint of creating a new asset of general 
acceptability. This is part of the question in negotiations 
for the new monetary system. Of course, one of the inter
esting things in talking about these excess dollars is that 
you find that many countries, when you talk with them about 
this kind of problem, essentially say to you, "We would 
rather hold dollars. We're perfectly happy to hold dollars." 
So I think one can perhaps exaggerate the problem that you
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QUESTION: To go on, the United States has devalued

your currency twice. It has been a very effective and 
appropriate measure to come to a sort of a settlement in 
the international currency crisis, but at the same time the 
two devaluations were very unhappy news to whomever held 
dollars. They will think again before they want to gather more 
dollars because they may be afraid the United States will 
go on to devalue the dollar again at some time in the future.
What is the prospect of another devaluation?

VOLCKER: We have no intention of any further devalua
tions. We think that the two devaluations that you.described 
were necessary, but they were also enough. They restored 
an appropriate relationship between the dollar and the other 
currencies, and provided an opportunity for American indus
try to be competitive in world markets. From then on the 
problem is taking care of our problems at home, essentially.
We have been in a boom in the United States. This has been 
part of a boom in many countries. But booms have their 
favorable aspects and they have their unfavorable aspects.
One less favorable aspect is that it has slowed down the improve
ment in our trade position in our balance of payments. But 
we are convinced that exchange rate relationships that were 
established by the second devaluation are reasonably
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appropriate. As nearly as one can judge any of these things, 
there is no need, as we see it, and no intention of any further 
devaluation. Indeed, if I can just add, with respect to 
some European currencies, I would say the dollar is under
valued.

QUESTION: Thank you. The way the dollar is going down
against the West German mark I agree with your statement 
that the dollar is undervalued. But this again is cause 
for one of the facts that the major countries in the world 
are floating their currencies. Some say this floating system 
is very effective. How do you asses the present floating 
system?

VOLCKER: Well, my assessment would agree with, I 
think, the view of most officials in this area, a very wide 
consensus that for this transitional period, given the un
certainties that have existed, given the extent of the ad
justments that have had to be made, it is the best system 
that can be devised for this period. It is not a permanent 
system. We want to work toward a more permanent reform of 
the monetary system as rapidly and effectively as we can.
But for this transitional stage, this is the appropriate 
system to apply. And I find that view expressed in Japan 
as I do in Europe, and it is our view in the United States
as well.
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QUESTION: Thank you, sir. Now, what troubles us a 

little is that simply because the present stop-gap is work
ing very well it may work to discourage people to approach a 
drastic permanent reform. The IMF meeting scheduled for the 
fall is a little too near in the future. What is the per
spective for this permanent reform of the monetary system 
anyway?

VOLCKER: We should work on this, and from our stand
point we are working on it as hard as we can. I am glad to 
have a system in place that is going to last until we can 
get a satisfactory and more permanent system in place. So 
I don't take that as a criticism of the present system— that 
it may be too good, as you're suggesting. It's not 
that good in the sense that it's not a substitute for agreed 
rules for an agreed system of the type we are looking for.
But it will be satisfactory until we can get this new system 
in place, which takes some time, inevitably.

QUESTION: As we look toward the new system, the Americans 
have come up with various proposals, one of which is that 
the foreign reserves be taken as our objective criteria for 
international balance of payments adjustment. What is the 
philosophy behind this proposal?

VOLCKER: Well, the basic philosophy is, as we were 
speaking earlier, one has to take account of the external
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needs. And the basic rule of the system, as we see it, 
must be to seek balance, to seek equilibrium, in your balance 
of payments. Now, this so-called objective indicators is 
simply a device for enforcing that kind of discipline in a 
fair, in a symmetrical, in a balanced way. We think it's a 
good method of approaching this. The basic point is we have 
to get this discipline. We have to encourage countries to 
work toward balance in their payments•

QUESTION: Thank you. The last question is in the
future currency situation, what role or contribution do you 
expect Japan to make?

VOLCKER: Well, we expect Japan as a truly leading
power in the world, along side the United States, along 
side Europe, to take a constructive, outward-looking role 
in these negotiations. As we were just speaking, we ex
pect Japan, like other countries, and we have to accept 
this responsibility ourselves, to work toward balance in 
their payments. If countries can accept that obligation 
and responsibility, I think we will find, with Japan's 
help, a constructive monetary reform in the coming months.

QUESTION: Thank you very much, Mr. Secretary.
Thank you.VOLCKER:
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How do you measure the age of a program like general 
revenue sharing? If by time, it is still very young: only 
nine months have elapsed since President Nixon signed the 
State and Local Fiscal Assistance Act into law and made 
revenue sharing a reality for states and local governments -- 
more than 38,000 of them.

If we measure its age by dollars, general revenue shar
ing is approaching maturity: more than eight billion dollars 
have already been distributed for use by states, counties and 
local governments.

If we were to judge the program in terms of its experi
ence, we would not know how much of its ultimate growth 
revenue sharing has already achieved.
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We can see that our approach to federal financial assistance 
is a change from the pattern of the recent past. New rela
tionships and new procedures have been established between 
those of us who represent the federal government in this 
effort and you who are recipients and users of the funds.
The attitude is, at last, one of keeping Washington's hands 
off your planning and Washington's nose out of your decision
making. It is too early to tell how far we can develop this 
type of relationship. Opinions are mixed: there are those 
who still feel that local needs should be assessed and 
addressed directly from Washington. But the overwhelming 
majority of local officials are enthusiastic that a portion 
of federally collected tax revenues is being returned to 
cities, towns and counties to be used to solve their local 
problems.

If the age of revenue sharing is to be measured in terms 
of its achievement, then we know it is still growing. Every 
day, we in the Office of Revenue Sharing learn of a new 
example of reawakened interest and meaningful participation 
in government decision-making at the local level because of 
the existence of this program.

But however the age of general revenue sharing is to be 
measured, it is well-established reality that state and local 
governments are relying upon the predictable product of our 
efforts. Revenue sharing has become a fact of our public life.
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Our present form of general revenue sharing was first 
discussed seriously in the late 1960fs, when it became clear 
that concentration of power in Washington was diluting our 
democracy. Individuals and local and state governments alike 
were "letting Uncle Sam do more and more” and liking it less 
and less. Too many decisions were being made in Washington 
about local needs for and uses of federal aid money. Uncle 
Sam was deciding which problems required federal funds to 
solve; and if a community could not prove it had those 
problems, it did not qualify for federal assistance.

The Federal Government no longer seemed to be relevant 
to many Americans. We saw the beginning of a decrease in 
interest in the processes of government generally. Public 
officials in many instances found it difficult to drum up 
interest in public policy. Such a trend, if carried to its 
ultimate end, may destroy democracy.

It was in this political milieu that general revenue 
sharing became a subject of serious discussion. In August 
1969, speaking to the nation on domestic problems, President 
Nixon said:
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We can no longer have effective government 
at any level unless we have it at all levels.
There is too much to be done for the cities to 
do it alone, for Washington to do it alone, or 
for the States to do it alone.

For a third of a century, power and respon
sibility have flowed toward Washington and Washing
ton has taken for its own the best source of 
revenue.

We intend to reverse this tide, and to turn 
back to the states a greater measure of responsi
bility -- not as a way of avoiding problems, but 
as a better way of solving problems.

Like most highly innovative ideas, this one was not 
immediately accepted. President Nixon proposed it again in 
his State of the Union Message in 1971, fought for it, and 
finally signed general revenue sharing into law in the fall of 
1972.

It is clear from our early assessment that the goal of 
increasing public participation is, indeed, being realized.
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Many, many communities are encouraging citizens, individually 
and in groups, to assist in determining how their shared 
revenues are to be used.

Take, for example, the city of Texarkana, Arkansas, 
where a Citizen*s Committee for Revenue Sharing has been 
established. The committee is made up of representatives of 
zones into which the city has been divided for this purpose. 
Members review conditions in their city, try to assess impacts 
of alternative uses of revenue sharing funds, hold public 
meetings to discuss the possibilities and make recommendations 
to the City Manager. In addition, the committee has responsi
bility for evaluating the impact of the money once it has been 
spent.

Not far away, in Jefferson County, Alabama, the county 
Board of Commissioners convened public hearings to discuss how 
its more than four million dollars should be allocated. Most 
of those who turned up at the meetings were representatives 
of social service groups. It should come as no surprise, 
therefore, to learn that more than one-third of Jefferson 
County’s first four million dollars was earmarked for social 
service programs: the home for the aged and poor was enlarged 
hospital equipment was purchased; and new quarters will be 
built at the local mental health center.
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We understand that in Dover, Delaware, when a plan was 
announced to put all of the initial entitlements into a fund 
for the construction of a convention center, so much public 
interest was aroused that public hearings were convened.
When finally adopted, the city’s plan called for one-third 
of the money to be used for the convention center and the 
remainder to be devoted to such programs as public transporta
tion for the elderly and services for the handicapped.

The point is, of course, that public participation does 
have an effect on government decision-making in a democratic 
environment; and when given something to make decisions about, 
the people will participate.

We have learned in the last few months that many of your 
early planned uses included capital investments of one sort 
or another. We have also been made aware by many of you that 
the first checks you received from us were in effect a "wind
fall”. Accordingly, your first expenditures of revenue sharing 
funds were for projects that represent very real needs but for 
which funds had not been available previously. Often, these 
involved capital expenditures.

Now that you have estimates and can rely upon the timely 
receipt of your checks, we have heard from many of you that you 
plan to shift the money from capital projects and put more of 
it into operating and maintenance expenses.

i
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Although we in the Office of Revenue Sharing will make 
no value judgments on your own revenue sharing expenditures 
assuming, of course, that you are complying with the laws, 
others have commented critically on this use of the money.
A television news reporter asked me recently, for example, 
whether I did not feel that the money would be used better if 
spent to benefit the poor, instead of for capital expenditures.

I explained to the reporter, and I shall repeat it here, 
that expenditures for capital purposes and expenditures for 
the benefit of the poor may not be mutually exclusive. We 
know that a great deal of the money is being spent to build, 
repair and equip facilities that directly help the poor and 
others who are disadvantaged.

We shall have more specific information to substantiate 
my explanation to the newsman when the information on your 
first Planned Use Reports has been compiled. In the meantime, 
however, we have a general idea about your current proposals 
from flipping through piles of these reports and from a very 
informal study that has been made by a university student 
working this summer in our Public Affairs office.

The small community of Remer, Minnesota, wrote on its 
first Planned Use Report that its money was being used to fix 
roads because, ”It is a pitiful condition when the sick must 
be carried out because the roads are so bad.”
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Santa Clara County in California has decided to use 
money for mobile health units, a new drug abuse program, 
halfway houses for alcoholics, rat control, rent payments for 
county health centers, a community action program for high 
school dropouts, and hospital equipment that will put costly 
treatment for kidney disease within the reach of many who 
previously were not able to afford this vital care.

A new drainage system for the city of Sebastian, Texas, 
might seem superfluous to one who did not realize how very 
bad are the mosquitoes there because of the flooding that 
occurs for want of proper facilities. The mosquitoes are a 
health hazard to all of the citizens of Sebastian -- rich 
and poor, black and white, male and female. All are itching 
to alleviate the condition.

The small county of Del Norte on the north California 
coast has allotted approximately half of its revenue sharing 
entitlements for the first three periods to capital improve
ments. The improvements, planned to be made at the county 
hospital, include x-ray tables, two beds in the intensive care 
unit, a fire escape, fire doors, and a sprinkler system.
These expenditures were recommended by a citizen’s committee 
composed of the chairmen of various county agencies, citizens 
groups and citizens at large.
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The stories that we are hearing about citizen involve
ment in the setting of priorities for the uses of shared 
revenues are encouraging as examples of the value of the 
democratic process and as proof of the contribution that 
general revenue sharing is making to that process. It is 
happening with your help, for in most communities we hear 
that local officials are encouraging citizen participation 
rather than waiting for it to come about.

Hopefully, you welcome the citizen input to your plan
ning and hopefully, it will be a source of strength to all.
It is not a requirement of the Act; but it may very well 
turn out to be a requirement for success in our effort to 
renew the democratic process in America.

With your permission, I shall address myself briefly 
to a few administrative matters with which we are all con
cerned.

We are aware, of course, that it is sometimes difficult 
for recipients of shared revenues to meet the few requirements 
that do apply to local use of this money. We have been told 
of extenuating circumstances at the local level; and we are 
not insensitive to these.
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Take, for example, the situation of a town in Ohio 
whose clerk-treasurer wrote us this month, saying:

... we have no Mayor. He resigned and the 
President of the Council refuses to act or accept 
the Mayor’s position. We have a part-time Marshal, 
but our police cruiser is worn out. I as the 
Village Clerk Treasurer am holding on to keep the 
Corporation intact ... The Council holds regular 
monthly meetings and does business as usual.

And we are entirely sympathetic to the Alaskan native 
village that has had to ask for an extension of time in which 
to file its Planned Use Report. That jurisdiction recently 
wrote to tell us:

We regret to inform you our Native Village Chief -- 
who is our Chief Executive Officer under your program 
has passed away, May 8, 1973. He is still lost in 
the river...

With the exception of jurisdictions whose extraordinary 
circumstances make it impossible for them to comply with our 
regulations exactly as we suggest, however, we do think that 
our few requirements for reporting and accounting pose no 
insurmountable obstacles or untenable burdens to recipients 
of revenue sharing funds.



11

You are by now familiar with the Planned Use Report. 
Hopefully, all of the jurisdictions represented at this 
meeting have submitted the first of those forms to us, and 
did so well before the June 20th deadline. Your second 
Planned Use Report, covering the fourth entitlement period, 
July 1, 1973 through June 30, 1974, is on its way to you at 
this moment. It may already have arrived, for it was mailed 
from our printers in Green Bay, Wisconsin last Friday.

You will note that the amount of your government’s total 
fourth entitlement period is printed in the upper right- 
hand corner of the Planned Use Report form, near your address. 
This amount will be paid you in quarterly installments begin
ning in October of this year and then in January, April and 
July of 1974.

Some elaborate calculations went into the preparation of 
your fourth period payment amounts; and I think it important 
to take a few minutes now to discuss the procedure used.

The total amount that Congress appropriated for distribu
tion during the fourth entitlement period is $6.05 billion 
which is $413 million higher than the amount available for the 
previous fiscal year. Accordingly, the amount of money being 
shared with all the jurisdictions during fiscal year 1974 is 
roore than it was for fiscal 1973.
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The fourth entitlement amounts that have just been cal
culated and are now being announced also include all adjust
ments to all payments that your governments have received so 
far. In almost all cases, these will be the final adjustments 
for the first three entitlement periods.

You will be glad, I know, to learn that the amounts 
withheld during the first and second entitlement periods, one 
percent and five percent, respectively, are now being distrib
uted. These funds are included in the adjustments that have 
been made and will be added to fourth period payments.

Before your enthusiasm for that action becomes unlimited, 
however, let me hasten to say that the Office of Revenue Shar
ing has established an Obligated Adjustment Reserve of one-half 

of one percent of the appropriation for each entitlement period. 

This reserve will be used to make adjustments that may be 
required after the close of an entitlement period. It is pruden 

and necessary to establish this reserve fund which will enable 

us to make these unusual adjustments in individual entitlements 
without having to recover funds already paid to the great 
majority of the almost 39,000 units of government that receive  

shared revenues on a regular basis.
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When the amount of money that has accumulated in this 
Obligated Adjustment Reserve is clearly more than would be 
required to make individual adjustments, then the Office of 
Revenue Sharing will distribute the unneeded reserve funds to 
all eligible units of government.

The adjustments also reflect recalculation of the first 
three entitlement period amounts using verified data. New 
tax data were introduced to calculate fourth entitlement period 
amounts. These new 1972 Census of Governments tax data will 
be subject to verification as well. These data will be 
published and a verification announced by ORS in the fall.

To recapitulate: the net adjustments that the Office of 
Revenue Sharing has made to the first three entitlement period 
amounts for each jurisdiction were added to the fourth period 
allocation. The resulting total, in almost all cases, is the 
amount shown on the current Planned Use Report and is what a 
jurisdiction will receive in quarterly payments during the 
present fiscal year.

The books have been closed for the first three entitlement 
periods. A few extraordinary situations do exist where long
standing data challenges still require resolution. Payments 
that may be required in the future as a result of these data 
changes or court action will be made from the Obligated Adjust
ment Reserve which I have described.
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Adjustments required when fourth period data have been 
verified will be made and reflected in the fifth period pay
ments, and the books then will be closed on fiscal year 1974.

The Planned Use Report that you have just received and 
that gives you your fourth period payment amount must be 
completed, published locally and returned to the Office of 
Revenue Sharing by September 20th.

It would be an enormous help to us if you would return 
these forms to us well in advance of that date, if your work 
on them has been completed. Our first experience with the 
report -- the one that you returned by June 20th -- was that 
we were required to employ three college students, full-time, 
for two weeks to do nothing but "unstuff" Planned Use Reports 
in the mail room. Most jurisdictions chose the very last 
moment to send them back to us.

In this first year of operation of general revenue sharing, 
it must seem to you, our recipients, as though there has been 
a great deal of paperwork for a "no strings attached" program. 
Please remember that in this first year of the program’s 
existence, entitlement periods were shorter and the reports 
that we are required by law to request of you had to come more 
frequently to establish a schedule and get caught up with the 
retroactive features of the law.
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We are now beginning a time, however, when the Planned Use 
Report and the Actual Use Report will be sent to you only 
once each year. This means you will receive one of each each 
year. These will correspond with the entitlement periods 
themselves which, as of July 1, 1973, now last for an entire 
federal fiscal year.

I know that you are now working to complete the first 
Actual Use Report that was sent to you at the end of June.
The due date for that report to be returned to us is September 1. 
Again, we would be grateful to those of you who are able to 
complete the report and return it to us well before the dead
line .

On the Actual Use Report, you are to give us the details 
on how you actually used all the funds that you received from 
the Office of Revenue Sharing through June 30, 1973. As with 
the Planned Use Report, the Actual Use form must be published 
in a newspaper of general circulation in your area; and you 
must inform the other news media, including minority and bi
lingual media, in your locality that the reports have been 
published. The purpose of this requirement is to assure the 
citizens of your communities of minimal information about 
your plans for and actual uses of these funds. Its desirable, 
of course, that more than that be done to provide your citizens 
with knowledge on which to base their recommendations for uses 
of shared revenues.
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Press releases, press conferences, public hearings, brief
ings for citizens* groups and other similar methods are now 
being used by communities to ’’get the word around”.

We have had a few instances brought to our attention of 
communities where the requirement for publication of these 
reports is difficult to meet. If, for some reason, any of 
you are having what you consider to be insurmountable problems 
getting copies of our reports reproduced in your local papers, 
please write to me in Washington. If we find that this require 
ment needs to be modified, we shall consider proposing to 
Congress that appropriate amendments be considered to our 
legislation. In the meantime, however, the requirement of the 
Act must be observed.

Some of your communities may have been visited by the 
audit and compliance teams that travelled from the Office of 
Revenue Sharing to 103 states, cities and counties throughout 
the United States in May and in June. We are now preparing a 

summary report of the results of the meetings that our people 
held with officials in these communities. In general, it 
is safe for me to say that we were very pleased with the 
cooperative and helpful attitude shown by those who are admin
istering general revenue sharing funds on the local level.
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As you are aware, there are a few restrictions on the 
uses of shared revenues -- very few. They involve nondiscrim
ination, minimum wage, matching funds prohibitions and the 
requirement on local governments that shared revenues used for 
operating and maintenance expenditures be spent in certain 
’’priority" categories.

The overwhelming majority of jurisdictions that we have 
> j visited clearly are determined to see that these requirements 

of the revenue sharing law are met. In a few instances, where 
this seems not to be the case, we feel it is probably because 
the requirements are not well understood. Needless to say, we 
shall help to clarify the law and our regulations where 
clarification is necessary and make every effort to help to 
achieve compliance before taking enforcement action.

When our report on the audit and compliance meetings has 
been completed, we shall see to it that your able representatives 
at the National Association of County Officials in Washington 
are well briefed about its contents, and that they have copies 
so that they may pass on to you the benefit of our findings.

We are continually grateful to the staff of NACO for the 
help they have provided all of us in facilitating the flow of 
accurate information about the general revenue sharing program 
between our office and your offices, and for their always useful 
suggestions on regulations, forms and procedures.
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With their help and yours, we in the Treasury Department 
are confident that general revenue sharing will fulfill the 
high expectation of meeting local needs in a way which will 
assure a better quality of life for all Americans.



Department of the TREASURY
SHIWGTON, D.C. 20220 T E L E P H O N E  W04-2041

ATTENTION: FINANCIAL EDITOR July 24, 1973

FOR RELEASE 6:30 P. M.
RESULTS OF TREASURY’S MONTHLY BILL OFFERING

The Treasury Department announced that the tenders for $1,800,000,000, 
or thereabouts, of 336-day Treasury hills to he dated July 31, 1973 , and
to mature July 2, 1974 , which were offered on July 18, 1973 , were
opened at the Federal Reserve Banks today.

The details of this issue are as follows:

RANGE OF ACCEPTED CQCPETITIVE BIDS: (Excepting 3 tenders totaling $3,420,000)

High - 92.210 Approx, equiv, annual rate 8.346$ per annum
Low - 92.135 Approx, equiv. annual rate 8,427$ per annum
Average - 92.167 Approx, equiv. annual rate 8.393$ per annum l/

( 58 $ of the amount hid for at the low price was accepted)

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

Federal Reserve Total Total
District Applied for Accepted

Boston $ 12,810,000 $ 2,810,000
New York 2,345,385,000 1,514,485,000
Philadelphia 17,645,000 3,645,000
Cleveland 42,815,000 12,815,000
Richmond 6,280,000 6,280,000
Atlanta . 5,645,000 5,645,000
Chicago 301,555,000 104,555,000
St. Louis 24,550,000 10,550,000
Minneapolis 8,715,000 715,000
Kansas City 24,395,000 10,360,000
Dallas 25,225,000 2,725,000
San Francisco 167,825,000 • 125,515,000

TOTALS $2,982,845,000 $1,800,100,000 2/

if This i s  on a han k d is c o u n t b a s i s . The e q u iv a le n t coupon is s u e  y i e l d  i s  9.05$.
y  Includes $73,600,000 e n te re d  on a n o n c o m p e titiv e  b a s is  and a cce pte d i n  f u l l  

at the average p r i c e  shov/n a b o v e .'
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. . .  W e ste rn  E u r o p e ,  p. 2 A s i a ,  p. 9 11C o m m u n is t  C o u n t r ie s ,  p.

P H A S E  IV  AND E C O N O M IC  A F F A I R S  

S u m m a r y

The a n n o u n cem en t of P r e s i d e n t  N ix o n ’ s P h a s e  IV  e c o n o m ic  p r o g r a m  r e c e i v e d  
moderate to p r o m in e n t  n ew s p lay  in  m a n y  c a p i t a l s ,  but d rew  s u b s ta n t ia l  c o m m e n t  
only in B r i t a i n  and J a p a n .

The U. S. e d ito r  o f  th e  L on d on  F i n a n c i a l  T i m e s  t e r m e d  th e  new c o n t r o l s  " a s  m u c h  
a p olitica l g e s t u r e  a s  an  e c o n o m ic  on e , "  th e  " b e n e f i c i a l  e f f e c t "  of w h ich  " w i l l  be 
limited. "  He added th a t  th e  P r e s i d e n t  " w i l l  p r o b a b ly  not ga in  m u c h  p o l i t i c a l ly  
from doing w hat he co u ld  n o t a v o id .  . . "

A co m m e n ta to r  on J a p a n ’ s F u j i  T V  sa id  M r .  N ixon w a s  c o m b in in g  " th e  P h a s e  IV  
program w ith  a b a la n c e d - b u d g e t  p o l i c y "  and f o r e c a s t  " d i f f i c u l t  t i m e s  ah e ad  fo r  the  
U. S. e c o n o m y ."

Mainichi of T o k y o  doubted th e  e f f e c t i v e n e s s  o f  P h a s e  IV  and p r e d ic te d  th a t  i t  w ould 
be "a d e l ic a te  m a t t e r  f o r  U. S . l e a d e r s  to  guide th e  A m e r i c a n  e c o n o m y  b e c a u s e  ther< 
are signs of a b u s in e s s  slow dow n in  th e  c o u n tr y .  . . "

Current A m e r i c a n  p o s i t io n s  on in t e r n a t io n a l  t r a d e  and m o n e ta r y  a f f a i r s  b ro u g h t 
mixed c o m m e n t  f r o m  W e s t  E u r o p e a n  o b s e r v e r s .

Raymond A ro n  w r o te  in  F i g a r o  o f  P a r i s  th a t  U. S. r e v e r s a l  o f  i t s  f o r m e r  p o l ic y  
against d e v a lu a tio n  of th e  d o l la r  m a d e  A m e r i c a n  a u t h o r i t i e s  lo o k  " i r r e s p o n s i b l e  
o r . , .  c y n ic a l .  "

Milan's C o r r i e r e  d e l la  S e r a  d e c la r e d  th a t  w h ile  " A m e r i c a  m u s t  s t a b i l i z e  the 
dollar, " E u r o p e  to o  f a c e d  a d e c is io n :  " I t  c a n n o t  f e a r  an  in v a s io n  of A m e r i c a n  
exports on th e  one hand and s im u lt a n e o u s ly  buy a l l  i t  n e e d s  f r o m  th e  U. S. I f  
matters co n t in u e  on th is  c o u r s e , "  i t  co n c lu d e d , " t h e r e  w il l  b e  only a s e r i e s  of 
blackmail o p e r a t i o n s .  "

Moscow d o m e s t ic  r a d io  r e p o r t e d  th e  a n n o u n c e m e n t  and s a id  P r e s i d e n t  N ixon  " v i r 
tually ad m its  th a t  th e  G o v e r n m e n t ’ s p r e v io u s  m e a s u r e s  to  a b a te  in f la t io n  have 
proved u n s u c c e s s f u l .  "  P e k in g  NCNA c a l l e d  P h a s e  IV  " a n o th e r  m e a s u r e .  . . t o  
check the w o r s e n in g  in f la t io n .  . . . "
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L on d on H e a d l in e s

B r it ish  p a p e r s  h e a d lin e d  y e s t e r d a y :

"F O O D  P R I C E S  L E F T  O U T  O F  N EW  U. S . S T A N D S T I L L "
(T i m e s  of London)

"N IX O N  IM P O S E S  S T R IN G E N T  S Y S T E M  O F  W A G E  AND P R I C E
C O N T R O L S "  . . 1 .  \( f i n a n c i a l  l i m e s )

" B E E F  E X C E P T E D  A S NIXON L I F T S  F R E E Z E "
(D a ily  T e l e g r a p h )

The s to ry  b r o k e  la t e  y e s t e r d a y  and s h a r e d  i n t e r e s t  tod ay  w ith  B r i t a i n ' s  e f f o r t s  
to defend the  pound s t e r l in g  and f ig h t  in f la t io n .

" S o m e  E v id e n c e  to  Su p p o rt  O p t im i s m "

U. S. e c o n o m ic s  c o r r e s p o n d e n t  A nthony T h o m a s  w r o te  in  y e s t e r d a y 1 s T i m e s  
that " in h e r e n t  in  M r .  N ix o n ’ s s ta te m e n t  and in  M r .  S h u l tz ’ s p r e s s  b r ie f in g  is  
the profound hope th a t  th e  1973 h a r v e s t  w il l  p r o v e  a b u m p e r  one and s low  the  
recent v e r y  r a p id  r a t e  o f  i n c r e a s e  in  food p r i c e s .  T h e r e  i s  s o m e  e v id e n c e  to 
support o p t im is m  h e r e .  "

"N o t an In s ta n t  C u r e "

U .S. ed ito r  P a u l  L e w is  d e c la r e d  to d ay  in  th e  in d ep en d en t F i n a n c i a l  T i m e s  th a t  
"P re s id e n t  N ix o n ’ s P h a s e  IV  c o n t r o l s  a r e  a s  m u c h  a p o l i t i c a l  g e s t u r e  a s  an 
economic one.

" F o r  b e t t e r  o r  w o r s e ,  th e  p u b lic  h a s  c o m e  to  id e n t i fy  th e  
A d m i n is t r a t i o n 's  d e te r m in a t io n  to p r o t e c t  th e  d o l l a r ' s  
p u rc h a s in g  p o w er w ith  tough r e s t r i c t i o n s  on p r i c e s  and w a g e s .  . . .

" T h i s  i s  not to  sa y  th ey  w il l  no t h av e  s o m e  b e n e f i c ia l  e f f e c t ,  
but only th a t  i t  w il l  be l im i t e d  and th a t ,  p a r a d o x ic a l ly ,  the  
P r e s i d e n t  w il l  p r o b a b ly  not g a in  m u c h  p o l i t i c a l ly  f r o m  doing 
what he cou ld  not av o id . . . .
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" I n e v i t a b le  a s  P h a s e  IV  i s ,  i t  w i l l  not p ro v id e  an in s ta n t  c u r e  
fo r  a n y th in g  and m u s t  in e v i ta b ly  b e c o m e  th e  s u b je c t  of p a r t i s a n  
d e b a te  in  th e  i n c r e a s i n g l y  b i t t e r  p o l i t i c a l  a t m o s p h e r e  th a t  h as  
blow n up in  A m e r i c a  s in c e  th e  l a s t  e l e c t io n .  "

Lewis c o n c lu d e d  th a t  " u n t i l  W a te r g a t e  i s  r e s o l v e d  and a r e t u r n  to  b a la n c e d  e c o n o n
growth has c a lm e d  th e  r e b e l l i o u s  a n g e r  of th e  C o n g r e s s ,  e v e r y  P r e s i d e n t i a l  
initiative w il l  b e  c o n t e s te d  and th e  s t r u g g le  b e tw e e n  th e  p ro p o n e n ts  of f o r e ig n  
involvement and i s o l a t i o n i s m  w il l  c o n t in u e .  . . "

Major W e s t  G e r m a n  n e w s p a p e r s  y e s t e r d a y  g av e  f r o n t - p a g e  p lay  to  r e p o r t s  of the 
Phase IV p r o g r a m ,  s t r e s s i n g  th e  in te n t io n  to  l i f t  r e s t r i c t i o n s  on a g r i c u l t u r a l  e x 
ports. . T h e y  a l s o  g a v e  s p a c e  to  th e  d e c l in e  in  the  d o l la r  r a t e  on in t e r n a t io n a l

impose e m b a r g o e s  on g r a in  e x p o r t s  i f  n e c e s s a r y  "a n  im i ta t io n  o f the  A m e r ic a n  
in itiative. "

Reporting th a t  th e  A d m in is t r a t io n  d e c i s io n  to  r e s t r i c t  th e  e x p o r t  o f  A m e r i c a n  
farm p ro d u c ts  c a m e  a s  " a  b o lt  f r o m  th e  b lu e "  to  m an y  E u ro p e a n  g o v e r n m e n t s ,  
im p o rters  and p r o d u c e r s ,  who th e n  w r o te  "w a rn in g  and im p lo r in g  l e t t e r s  to  
N ixon," th e  a r t i c l e  s ta te d  th a t  th e  U. S. r e s t r i c t i o n s  "h a d  f in a l ly  fu r n is h e d  E u r o 
pean f a r m e r  s th e  c o n v in c in g  a r g u m e n t  fo r  e c o n o m ic  s e l f - s u f f i c i e n c y .

"Now th e  E E C  h as  m o re  r e a s o n  to  r e f u s e  to  a b s o r b  A m e r i c a n  
f a r m  s u r p lu s e s  and to  s p a r k  n a t io n a l  a g r i c u l t u r a l  p ro d u c t io n .  . . .

" In  ad d itio n  to g iv ing  a bad s t a r t  to  th e  G A T T  n e g o t ia t io n s ,  N ix o n ’ s 
p o l ic y  is ' i n c o n s i s t e n t - - f i r s t  he w an ts  to  im p r o v e  th e  U. S. b a la n c e  
of p a y m e n ts  by i n c r e a s i n g  a g r i c u l t u r a l  e x p o r t s ,  and th e n  he r e 
s t r i c t s  th o s e  e x p o r t s .  . . .T h e n  he s e l l s  huge a m o u n ts  of g r a in  to 
M o s c o w  and P e k in g ,  and l a t e r  r e a l i z e s  th a t  A m e r i c a  i s  s h o r t  of g r a in .  . . "

W e s t  G e r m a n y :  N ew s P la y  f o r  P h a s e  IV

markets and to  th e  a n n o u n c e m e n t  th a t  th e  U. S. would in t e r v e n e  to  su p p o rt  the
dollar.

No co m m e n t on P h a s e  IV  w a s  a v a i la b le .

An a r t i c l e  in r i g h t - c e n t e r  F r a n k f u r t e r  A l lg e m e i n e  y e s t e r d a y  c a l le d  th e  d e c is io n  
of the Brussels, m e e t in g  o f  E E C  a g r i c u l t u r a l  m i n i s t e r s  th a t  th e  C o m m u n ity  m ay
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' 'U* S. R e s t r i c t i o n s  S h a k e  C o n f id e n c e 11

B u s i n e s s - o r i e n t e d  H a n d e ls b la t t  o f  D u e s s e l d o r f  y e s t e r d a y  a s s e r t e d  th a t  the U. S. 
had m ade " a  1 8 0 - d e g r e e  s w itc h .

" T h e  U. S . r e f u s e s  to  supply th e  E u ro p e a n  m a r k e t  w ith  a g r i c u l t u r a l  
p ro d u c ts  a t  th e  v e r y  t im e  when th e  C o m m o n  M a r k e t ,  y ie ld in g  to 
c o n s id e r a t io n s  of th e  U. S .  b a la n c e  of p a y m e n ts  p r o b l e m s ,  am ong 
o t h e r s ,  h a s  a b s o r b e d  A m e r i c a n  f a r m  p r o d u c ts .

" I t  i s  of no c o n s e q u e n c e  th a t  the  W h ite  H o u se  a s s u r e d  F o r e ig n  
M i n i s t e r  S c h e e l  th a t  i t  w as  s tu nned  by th e  D e p a r tm e n t  of 
A g r i c u l t u r e ^  p o l i c y ,  o r  th a t  th e  r e s t r i c t i o n s  w il l  be l i f te d  
a s  soon  a s  th e  c r o p s  a r e  in . . . . C o n f id e n c e  th a t  th e  U. S . i s  
not only a p o te n t ,  but a l s o  a r e s p e c t a b l e  and r e l i a b l e  c o n 
t r a c t o r  h as  b e e n  badly  s h a k e n .  "

" A l l  I s  in  D i s a r r a y "

Independent S u e d d e u ts c h e  Z e itu n g  of M u n ich  d e c la r e d  today th a t  th e  s i tu a t io n  
has changed b a s i c a l l y  in  th e  18 m o n th s  s in c e  the  c o m in g  G A T T  c o n f e r e n c e  w as 
first p ro p o sed .

The paper sa id  " th e  e n t i r e  t r a n s a t l a n t i c  r e la t io n s h ip - - in c lu d in g  s e c u r i t y ,  m o n e t  
and tra d e  p o l i c y - - h a s  b e e n  th ro w n  open to  d i s c u s s io n .  In  s e c u r i t y  p o l ic y ,  the 
U .S .-U S S R  a c c o r d  h a s  p ro m p te d  a p p r e h e n s io n .  . .  In th e  m o n e ta r y  s p h e r e ,  a l l  is  
in d is a r r a y ,  l a r g e l y  b e c a u s e  o f  th e  A m e r i c a n s .  . . I n  th e  t r a d e  s e c t o r ,  th e  A m e r i  
have gone b a c k  on c o n t r a c t u a l  c o m m it m e n t s .

"W e ca n n o t  im a g in e  a w o r s e  c l i m a t e .  . .A p p a r e n t ly  th e  e f f o r t s  to 
l i b e r a l i z e  w o r ld  t r a d e  w hich  s t a r t e d  w hen G A T T  w as e s t a b l i s h e d  
in 1947 h av e  c o m e  to  an  end, a t  l e a s t  fo r  th e  t im e  b e in g . E v e n  i f  
the N ixon R ound d o e s  ta k e  p la c e ,  th e  p a r t i c ip a n t s  w il l  w ithhold  
co n ce ss io n s  in  th e  b e l i e f  th a t  t h e s e  cou ld  be  'so ld* m o r e  p r o f i ta b ly  
in a w o rld w id e  round o f  n e g o t ia t io n s .  . . "

W e s t  B e r l i n :  " E u r o p e a n s  S h r in k  f r o m  C o n s e q u e n c e s ' 1

independent T a g e s s p i e g e l  o f  W e s t  B e r l i n  d e c l a r e d  y e s t e r d a y  th a t  n e i t h e r  the  
E v a lu a t io n  of th e  D - m a r k  n o r th e  in te r v e n t io n  o f th e  c e n t r a l  b a n k s  had stopped 
the d ec lin e  of th e  d o l la r .
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s
The p a p e r  co n c lu d e d :

" T h e  E u r o p e a n s  c r i t i c i z e  th e  s i c k  d o l la r  and hold th e  A m e r i c a n s  
r e s p o n s i b l e  fo r  th e  p e r m a n e n t  m o n e ta r y  c r i s i s ,  but th ey  s h r in k  
f r o m  th e  c o n s e q u e n c e s  of th e  m e a s u r e s  to  h e a l  th e  s i c k n e s s - ~ a  
new lo w e r  v a lu e  of th e  d o l la r  s e t  by th e  f r e e  p lay  of th e  m a r k e t  
would not only e l im in a t e  th e  im b a l a n c e  in  e x c h a n g e  r a t e s ,  but 
would a l s o  p ro v id e  th e  p r e r e q u i s i t e  fo r  th e  r e c o v e r y  of the  
A m e r i c a n  t r a d e  and p a y m e n ts  b a l a n c e s .

"A s  a r e s u l t ,  th e  A m e r i c a n  e c o n o m y  would b e c o m e  s t r o n g e r  and 
m o r e  e f f i c i e n t ,  and th e  c o m p e t i t iv e  s t r u g g le  on in te r n a t io n a l  
m a r k e t s  would b e c o m e  m o r e  d i f f ic u l t  fo r  th e  E u r o p e a n s .  T h a t  
i s  th e  o th e r  s id e  of th e  d o l la r  p r o b le m ,  th e  s id e  th a t  i s  m o r e  
pa in fu l fo r  th e  E u r o p e a n s .  B u t  on ly  thus can  th e  p r o b le m  be 
s o lv e d . "

Fren ch  m ed ia  y e s t e r d a y  and tod ay  e x a m in e d  t r a d e  and m o n e ta r y  d e v e lo p m e n ts ,  
generally  f inding c a u s e  fo r  W e s t  E u r o p e a n  a l a r m  and r e s e n t m e n t  to w ard  U. S . 
p o lic ies .

No t r e a tm e n t  o r  d i s c u s s io n  of P h a s e  IV  w as a v a i la b le .

A m a jo r  s to r y  in  a l l  m e d ia  tod ay  w as P r e s i d e n t  P o m p id o u ’ s r e m a r k  in a t e l e v i s i  
interview  th a t  he w a s  "n o t  p e s s i m i s t i c "  ab ou t th e  e c o n o m ic  s i tu a t io n  but "o n e  
should not f a l l  a s le e p ,  b e c a u s e  th e  g e n e r a l  s i t u a t i o n - - m o n e t a r y ,  p o l i t i c a l ,  E u r o  
p e a n - - is  a m a t t e r  of c o n c e r n .  ”

Mr. P om p id ou  d e c l a r e d  th a t  th e  f r a n c  w ould not be r e v a lu e d  and a s s e r t e d :

" I t  i s  e s s e n t i a l  th a t  E u r o p e  and F r a n c e  l iv e  on t h e i r  own r e s o u r c e s  
w ith  r e g a r d  to  th e  supply  o f  food . "

P a r i s :  R e s e n t m e n t  o f  U. S . P o l i c i e s

" A r e  W e a t  W a r ?  "

la r n i d d le - o f - t h e - r o a d  F i g a r o  to d ay , c o m m e n t a to r  R a y m o n d  A ro n  s a id  he had
'planned to  w r i t e  K i s s i n g e r  an  open l e t t e r  c a u t io n in g  h im  a g a in s t  th e  d a n g e ro u s
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orientation he is  giv ing  A m e r i c a n  d ip lo m a c y .  "  He saw  th e  A d m i n i s t r a t i o n 's  
"grand p o l i c y "  ta k in g  on "a n  i n c r e a s i n g l y  e c o n o m ic  c o n t e n t "  and a s k e d :

"D o  c o m p e t i t o r  s - - J a p a n  and W e s t e r n  E u r o p e - - f i g u r e  a s  e n e m i e s ,  
and th e  f o r m e r  r i v a l - - t h e  S o v ie t  U n i o n - - a s  th e  p r e f e r r e d  p a r t n e r ?  "

Aron m a in ta in e d  th a t  " a l l  o b s e r v e r s ,  f r o m  th e  le f t  to  th e  r ig h t ,  "  c o n s id e r  th at 
"we a r e  a t  w a r - - t h o u g h  i t  i s  no t c l e a r  y e t  w h e th e r  i t  i s  a t r a d e  w a r  o r  a m o n e 
tary w a r .  "  T h e r e f o r e ,  he c o n t in u e d , " i t  i s  h ig h ly  im p o r t a n t  to  u n d e rs ta n d  th e  
a d v e r s a r y . . . .

" I f  we a r e  a t  w a r ,  l e t ' s  s top  s e r m o n iz in g :  l e t  us s t r i v e  to c o n 
v in c e  o r  c o m p e l .  W e can n o t c o m p e l  th e  A m e r i c a n  l e a d e r s h i p  to 
r e s t o r e  gold  c o n v e r t i b i l i t y  o r  to  s t a b i l i z e  th e  p a r i t y  of the  d o l la r .
B u t w e c a n  c o n v in c e  t h e m - - s o m e  of th e m  a r e  a l r e a d y  c o n v i n c e d - - 
th a t  in o r d in a t e  m o v e m e n t  of th e  A m e r i c a n  c u r r e n c y  i s  c o n t r a r y  to 
th e  i n t e r e s t s  of e v e r y o n e ,  th e  U. S .  in  p a r t i c u l a r .  . . .

" T h e  c o n d u c t  o f  A m e r i c a n  a u t h o r i t i e s  a p p e a r s  to  m e  i r r e s p o n s i b l e  
o r ,  i f  you  p r e f e r ,  c y n i c a l .  A f t e r  r e f u s in g  fo r  s ix  y e a r s  to  d ev a lu e  
the  d o l la r  u n d e r  th e  p r e t e x t  th a t  i t  s e r v e d  a s  a r e s e r v e  c u r r e n c y ,  
th ey  now r e f u s e  to  f ix  i t s  v a lu e  and u s e  th e  s a m e  a r g u m e n t  to  
ju s t i f y  th is  o p p o s ite  p o s i t io n .  I  doubt th a t  th is  co n d u ct d e m o n s t r a t e s  
e i th e r  s u p e r i o r  i n t e l l i g e n c e  or  a M a c h i a v e l l i a n  s t r a t e g y .  "

" O u r  P a r t n e r s  A r e  P u s i l l a n i m o u s 11

Commenting on th e  E E C  a g r i c u l t u r e  m i n i s t e r ^  m e e t in g  in  B r u s s e l s ,  a b y - l i n e  
writer in  f in a n c ia l  L e s  E c h o s  r e m a r k e d  y e s t e r d a y  th a t  " e v e r y  t im e  A m e r i c a n  
policy is  a t I s s u e  in  B r u s s e l s ,  F r a n c e  s ta n d s  a lo n e .  "  He noted  th a t  F r a n c e ' s  
perm anent r e p r e s e n t a t i v e  in  B r u s s e l s  " h a s  im p a r t e d  to  h is  E u r o p e a n  c o l le a g u e s  
F r a n c e ’ s c o n c e r n  th a t  th e  C o m m o n  M a r k e t  n a t io n s  shou ld  not b eg in  N ixon R ound 
negotiations b e f o r e  th e  A m e r i c a n  c u r r e n c y  i s  b a c k  to  th e  p a r i t y  l e v e l  of l a s t  
March, but he s e e m s  to  h a v e  had a v e r y  c o o l  r e c e p t io n .  "  T h e  w r i t e r  co n c lu d e d :

" I f  F r a n c e  p e r s i s t s  in  i t s  f i r m n e s s  and ou r p a r t n e r s  in t h e i r  r a t h e r  
p u s i l la n im o u s  a t t i tu d e  to w a rd  th e  U. S . , the  d a n g e r  of a C o m m o n  
M a r k e t  c r i s i s  w i l l  b e c o m e  ab ou t a s  im m in e n t  a s  a t  any t i m e  s in c e  
G e n e r a l  de G a u lle  u s e d  to pound th e  t a b le .  "
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' ' E u r o p e  M i s s e d  C h a n c e  to  A void  M a n ip u la t io n 11

In d ep en d en t-le ft  C o m b a t  of P a r i s  d e c la r e d  y e s t e r d a y ,  " T h e  E u r o p e  o f  th e  N ine 
is d e fin ite ly  not r e a d y  to  a b s t a in  f r o m  e x p e d ie n c y  and s u b te r fu g e ,  n o r  th e  d e 
testab le  h a b it  o f  p la y in g  fo r  t im e .

It said th e  C o m m o n  M a r k e t  a g r i c u l t u r e  m i n i s t e r s  had r e a c t e d  to th e  p r o p o s a ls  
advanced by F r a n c e  w ith  "an. a t t i tu d e  i l l - s u i t e d  to  p r e s e n t  n e c e s s i t i e s "  and c o n 
tended th a t  " th e y  o v e r lo o k e d  th e  r e a l i t y - - t h e  im m in e n t ,  s e r io u s  p e r io d - - a n d  
showed t h e i r  w e a k n e s s ,  p lay in g  fo r  t i m e  in  o r d e r  not to  je o p a r d iz e  th e  a l r e a d y  
p re c a r io u s  r e l a t i o n s  b e tw e e n  th e  E E C  and th e  U. S. b e f o r e  th e  N ixon R oun d . "
The p ap er co n c lu d e d :

" E u r o p e  had an e x c e p t io n a l  o p p o rtu n ity  to show th a t  i t  w il l  not 
l e t  i t s e l f  b e  m a n ip u la te d  by th e  U. S . I t  has m i s s e d  th a t  c h a n c e - -  
d e l i b e r a t e l y ,  s h a m e fu l ly .  "

' 'S o y b e a n  S h o r ta g e  a L e s s o n  fo r  th e  W o r ld 1'

In in d e p e n d e n t - le f t  E e  M on de of P a r i s ,  a b y - l i n e  w r i t e r  m u s e d  th a t  "w h i le  
there is  l i t t l e  in  c o m m o n  b e tw e e n  w hat i s  tak ing  p la c e  in  th e  S a h a r a n  b o r d e r  
areas w h e re  l i v e s t o c k  a r e  dying of t h i r s t  and h u n g e r ,  and w hat i s  l ik e ly  to  happei 
to l iv e s to c k  in  F r a n c e  b e c a u s e  th e  A m e r i c a n s  h av e  d e c id e d  to  r e s t r i c t  so y b e a n  
exports, n e v e r t h e l e s s  r i c h  and p o o r  sud denly  r e a l i z e  a l i t t l e  b e t t e r  th a t  th ey  l iv e  
on the s a m e  p la n e t  and s h a r e  th e  f r u i t s  of th e  s a m e  e a r t h ,  w h ic h  a r e  n o t i n e x 
haustible. "

After taking th e  w e a lth y  n a t io n s  to  t a s k  fo r  spending p r o d ig io u s ly  when p o w er 
politics or  n a t io n a l  p r e s t i g e  a r e  a t  s ta k e ,  th e  w r i t e r  d e c la r e d :

"F o l lo w in g  th e  p r in c ip le  o f  th e  d iv is io n  of l a b o r ,  E u r o p e  had 
a llo w e d  th e  U. S . to  s p e c i a l i z e  in  s o y b e a n  c u l t iv a t io n .  . . . Now, 
a f te r  b e in g  b u r ie d  u n d e r  s u r p l u s e s ,  w e  w ak e  up in  a s i tu a t io n  
of s h o r t a g e .  . . .

"W h en  th e  U. S. saw  th a t  f a r m  p r i c e s  had gone up t h r e e  t im e s  
f a s t e r  th an  o th e r  p r i c e s ,  i t  did not h e s i t a t e  to  l im i t  e x p o r t s  of 
c e r t a i n  p r o d u c ts ,  in c lu d in g  s o y b e a n s ,  r e g a r d l e s s  o f  i t s  p o s i t io n  
on th e  N ixon  R ou n d . . . .
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"S o o n  th e  a r t  of b e l t - t ig h te n in g  w il l  no lo n g e r  be r e s e r v e d  to  tw o -  
th ir d s  o f  th e  e a r t h .  T h e  r e s u l t a n t  s o l id a r i t y  m a y  p e r h a p s  le a d  to  
o th e r  f o r m s  o f  s o l id a r i t y .  "

" A g a in s t  a V a s s a l  E u r o p e "

A w r ite r  in G a u l l i s t  L a  N atio n  m a in ta in e d  y e s t e r d a y  th a t  the  F r e n c h  G o v e r n m e n t 's  
demand fo r  s o m e  k in d  o f  m o n e t a r y  s ta b i l i z a t i o n  a g r e e m e n t  b e f o r e  t r a d e  ta lk s  
open in T o k y o  th is  au tum n " i s  p ro m p te d  by c o m m o n  s e n s e  and u r g e n c y .  . .

"C o m m o n  s e n s e :  How cou ld  E u r o p e  a g r e e  to  n e g o t ia te  t r a d e  c o n 
c e s s i o n s  i f  th e  U. S. c a n  c o n t in u e  a t  w i l l  to  b es to w  upon i t s e l f  c o n 
s id e r a b le  a d v a n ta g e s  by s im p le  u n i l a t e r a l  m o n e ta r y  m a n ip u la t io n ?

" U r g e n c y :  T h e  d o l la r  c o n t in u e s  to w e a k e n . . . .

" S in c e  on th e  m o n e ta r y  le v e l  th e  U. S . c h o o s e s  to  adopt an a tt i tu d e  . 
of gu ilty  in d i f f e r e n c e ,  i t  i s  up to  E u r o p e a n s  to  av o id  th e  t r a p  b e in g  
la id  fo r  th e m  by a c o m m e r c i a l  d i s c u s s io n  w ithout p r io r  m o n e ta r y  
s e t t l e m e n t .  O n ce  a g a in ,  th e  v o ic e  of F r a n c e  i s  r a i s e d  a g a in s t  th e  
id ea  of a v a s s a l  E u r o p e .  "

' }T h e  D o l la r  I s  W a t e r g a t e - s i c k "

A leading p r o v i n c ia l  p a p e r ,  P e p e c h e  du M id i of T o u lo u s e ,  c a r r i e d  a b y - l i n e  
w r i te r ’ s v iew  th a t  in  in t e r n a t io n a l  m o n e t a r y  a f f a i r s  "o n e  e le m e n t  of w h ich  M r .  
Nixon is  no lo n g e r  m a s t e r  i n c r e a s e s  th e  u n c e r t a in t y .  T r u e ,  the  d o l la r  i s  going 
down for m an y  r e a s o n s  - - b a l a n c e  of p a y m e n ts  d e f i c i t ,  d e b t - - b u t  i t s  d e c l in e  is  a l s o  
related to th e  c u r r e n t  U. S . p o l i t i c a l  and m o r a l  c r i s i s .  T h e  d o l la r  i s  W a t e r g a t e -  
s i c k . "  T h u s ,  th e  w r i t e r  d e c l a r e d ,  " th e  U. S . P r e s i d e n t  a p p e a r s  to  be  b lu ff in g  
Europe and J a p a n  a t  a t im e  w hen he i s  no lo n g e r  in  a p o s i t io n  to  w in. "

M i la n :  " F r e n c h  V i ew M u s t  B e  C o n s id e r e d "

No co m m e n t on P h a s e  IV  w as  a v a i la b le  f r o m  I ta ly .

Independent c o n s e r v a t i v e  C o r r i e r e  d e l la  S e r a  of M ila n  y e s t e r d a y  t i t le d  an e d i -  
oria l, " E u r o p e  M u s t  M a k e  D e c i s i o n .  "  I t  a rg u e d :

"W e do not s a y  th a t  th e  F r e n c h  p o s i t io n  in  B r u s s e l s .  . . m u s t  
be a c c e p t e d ,  but i t  m u s t  b e  c o n s id e r e d .  T h e  b a s i s  of i t  i s
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th e  o ld  c h a l le n g e  to  d o l la r  s u p r e m a c y .  T h e r e  no lo n g e r  is  a 
d o l la r  s ta n d a rd  but we s t i l l  h a v e  i t s  c o n s e q u e n c e s ,  w h ich  a r e  
th e  f lo o d  o f u n c o n v e r t ib le  d o l la r s  in  E u r o p e  and th e  u tm o s t  
A m e r i c a n  in d i f f e r e n c e  to  th e  id e a  of s u p p o rt in g  th e m . . . "

The p a p e r  doubted  th a t  a new  m o n e ta r y  s y s t e m  could  be ev o lv ed  in th e  67  days 
before th e  N a ir o b i  c o n f e r e n c e .  I t  c o m m e n te d ,  " F r a n c e  i s  not to t a l ly  w rong  
when i t  m a in ta in s  th a t  t h e r e  i s  no s e n s e  to  having d i s c u s s io n s  on t r a d e  and t a r i f f  
reduction i f  th e  d o l la r  i s  no t s t a b i l i z e d .  . .

"W ith  o r  w ith out th e  sw ap, A m e r i c a  m u s t  s t a b i l i z e  th e  d o l la r ;  but 
E u r o p e  m u s t  a l s o  m a k e  a d e c i s io n .  I t  ca n n o t  be  a f r a id  of an i n 
v a s io n  of A m e r i c a n  e x p o r t s  on th e  one hand and s im u lta n e o u s ly  
buy a l l  i t  n e e d s  f r o m  th e  U, S .  I f  m a t t e r s  co n t in u e  on th is  c o u r s e ,  
t h e r e  w il l  b e  no m o n e t a r y ,  c o m m e r c i a l  o r  c u s to m s  n e g o t ia t io n s .
T h e r e  w il l  only b e  a s e r i e s  o f  b la c k m a i l  o p e r a t i o n s .  "

H e ls in k i :  " P h a s e  I V 1 s L im i t e d  C o n tr o l  M a c h i n e r y 11

Independent H e ls in g e n  S a n o m a t  d e c la r e d  in  an e d i t o r ia l  to d ay , " L i t t l e  m o r e  than 
a month a f t e r  th e  b eg in n in g  of th e  f r e e z e ,  N ixon  h as  b e e n  c o m p e l le d  to  c a n c e l  
the f r e e z e  on food and h e a l th  s e r v i c e s .

"H e  h as  s a id  r e s ig n e d l y  th a t  th e  r i s e  in  food c o s t s  ca n n o t  be p r e 
v e n te d , w ith  o r  w ith ou t c o n t r o l s .  T h e  f l e x ib i l i t y  of th e  c o n t r o l  
m a c h in e r y  w il l  b e  i n c r e a s e d ,  a lth o u g h  it  w i l l  s t i l l  be aw kw ard  
and c o m p l ic a t e d .  B e c a u s e  o f  th e  l im i t e d  s i é e  of th e  U. S . c o n t r o l  
m a c h in e r y ,  i t  i s  n o t  at a l l  c e r t a i n  th a t  P h a s e  I  V w il l  be m o r e  
e f f e c t iv e  th an  P h a s e  I I I .  "

T o k y o : P r o m in e n t  P l a y  fo r  P h a s e  IV

Japanese t e l e v i s i o n  n e tw o r k s  and n e w s p a p e r s  gave  p r o m in e n t  c o v e r a g e  tod ay  
and y e s te r d a y  to P h a s e  IV .

6- c o m m e n ta to r  on F u j i  T V  s a id  th e  P r e s i d e n t  w a s  c o m b in in g  " th e  P h a s e  IV 
Program  w ith  a b a la n c e d -b u d g e t  p o l ic y ,  "  th a t  " M r .  N ixon did no t c a r r y  out 
a t a x - i n c r e a s e  m e a s u r e  b e c a u s e  i t  w ould r e q u i r e  C o n g r e s s i o n a l  a p p r o v a l ,  " 
an"  it " a p p e a r s  difficult , fo r  th e  P r e s i d e n t  to  win C o n g r e s s i o n a l  a p p ro v a l  a t  
present b e c a u s e  of th e  W a te r g a t e  a f f a i r .  "  H e p r e d ic t e d  " d i f f i c u l t  t i m e s  ah e ad  
for the U. S . e c o n o m y .."
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" R e v e a l s  U. S. P e r p l e x i t y ' '

Z
Leading l i b e r a l  A s a h i  of T o k y o  s a id  to d a y :

"S p e a k in g  f r a n k ly ,  th e  P h a s e  IV  m e a s u r e s  r e v e a l  U. S . p e r p le x i ty  
in t r y in g  to  c o n t r o l  in f la t io n .  I t  i s  n a t u r a l  th a t  t h e r e  a r e  v o ic e s  
of doubt even  in  th e  U. S .  o v e r  th e  e f f e c t i v e n e s s  of t h e s e  r e g u la t io n s .  . .

" T h e  f a i l u r e  of th e  U, S . G o v e r n m e n t  to  h a l t  th e  p r o g r e s s  of i n f l a 
t io n  w il l  le a d  to  a d o l la r  c r i s i s .  . . . "

The paper w e lc o m e d  th e  kn ow led ge  th a t  U. S. e x p o r t  c o n t r o l s  would "n o t  be 
expanded to in c lu d e  su ch  p r o d u c ts  a s  c o r n ,  w h ic h  i s  im p o r ta n t .  . . fo r  J a p a n .  . . "  
However, i t  n o ted  th a t  t h e r e  had b e e n  "n o  c l a r i f i c a t i o n  on s o y b e a n s  and o th e r  
products r e s t r i c t e d  a t  p r e s e n t  e x c e p t  for  th e  a n n o u n c e m e n t  th a t  c o n t r o l s  would 
continue u n til  th e  m a r k e t in g  o f  new  c r o p s .  "

It d e c la re d , " T h e  U. S. should a t  l e a s t  h av e  c l a r i f i e d  th e  t im e  s c h e d u le  on l i f t in g  
the e m b argo  out o f  c o n s id e r a t io n  fo r  r e l i e v in g  th e  c o n c e r n  of Ja p a n  and o th e r  
consumer c o u n t r ie s .  "

Moderate M a in ic h i  of T o k y o  u rg e d  to d a y , " J a p a n  sh ou ld  w a tch  d e v e lo p m e n ts  
closely r a t h e r  th an  v iew  P h a s e  IV  o f th e  A m e r i c a n  l ig h t  a g a in s t  in f la t io n  a s  an 
outsider. "  T h e  p a p e r  s a id :

" T h e r e  a r e  doubts ab o u t th e  e f f e c t i v e n e s s  of th e  new in f la t io n  
c o n t r o l  p o l ic y .  I t  w i l l  be a d e l i c a t e  m a t t e r  fo r  U. S . l e a d e r s  
to guide th e  A m e r i c a n  e c o n o m y  b e c a u s e  t h e r e  a r e  s ig n s  of a 
b u s in e s s  slow dow n in th e  c o u n try .  . .

" I t  i s  c o m m o n ly  u n d e rs to o d  th a t  U. S. in f la t io n  i s  not s o le ly  a 
d o m e s t ic  p r o b le m  b e c a u s e  i t  c a s t s  i t s  shadow  on th e  i n t e r 
n a t io n a l  m o n e t a r y  and t r a d e  s i tu a t io n .  "

' ' J apan Should W a tc h  C l o s e l y "

S e o u l :  " P h a s e  IV  Could H u rt R O K  E x p o r t s "

^dependent H ankuk I lb o  of Seou l tod ay  e x p r e s s e d  c o n c e r n  th a t  P h a s e  IV  c o n t r o l s
ccmld c a u se  " ia "an d  th us
deal another blow to th e  R e p u b l ic  of K o r e a ' s  e x p o r t  in d u s try  w h ic h  r e l i e s  l a r g e l y  
0n raw m a t e r i a l s  supplied  f r o m  a b r o a d .  "
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P ro -G o v e rn m e n t  Sh ina  I lb o  sa id  the  m e e t in g s  of C o m m e r c e  S e c r e t a r y  D ent and 
the South K o r e a n  M i n i s t e r  o f  C o m m e r c e  " b r ig h t e n  p r o s p e c t s  fo r  U. S . - R O K  t r a d e

M o s c o w : "N ix o n  A d m itte d  In f la t io n  M e a s u r e s  F a i l e d "

Moscow d o m e s t ic  r a d io  l a s t  n igh t c a r r i e d  a b r i e f  r e p o r t  o f  the  P h a s e  IV  an n o u n ce  
ment. I t  sa id  th e  A d m in is t r a t io n  p r o g r a m  " i n  s u b s ta n c e  b o i ls  down to a t te m p ts  
to curb in f la t io n  and th e  c o n s ta n t  r i s e  in  p r i c e s .  In  h is  s ta te m e n t  on th is  s u b je c t ,  
P resid ent N ixon  v i r t u a l ly  a d m its  th a t  th e  G o v e r n m e n t 's  p r e v io u s  m e a s u r e s  to  
abate in f la t io n  h av e  p ro v e d  u n s u c c e s s f u l .  T h e  P r e s i d e n t  s ta te d  th a t  th e  p r i c e  
index for c o n s u m e r  goods had i n c r e a s e d  by 8 p e r  c e n t  f r o m  D e c e m b e r  1972 to 
May of th is  y e a r ,  so  th a t  in f la t io n a r y  te n d e n c ie s  a r e  s t i l l  s t ro n g  tod ay  d e s p i te  
the p r ic e  f r e e z e .

"P re s id e n t  N ix on  found i t  n e c e s s a r y  to  w a rn  h is  c o u n tr y m e n  th a t  in  th e  s e co n d  
half of th is  y e a r ,  to o ,  p r i c e s  in  th e  U. S . would c o n t in u e  to  r i s e  a t  a h ig h e r  
rate than d e s i r a b l e .  "

P r o x m i r e  C ite d  on " C l o s e  E c o n o m ic  R e l a t i o n s ’1

Another d o m e s t ic  b r o a d c a s t  r e p o r t e d  th a t  th e  J o in t  E c o n o m ic  C o m m it te e  w as 
taking te s t im o n y  on i n c r e a s i n g  U. S . t r a d e  w ith  th e  U S S R .

It said S e n a to r  P r o x m i r e  a s  c h a i r m a n  had s ta te d  th a t  a s  a r e s u l t  of the  N ix o n -  
Brezhnev s u m m it  t a l k s ,  " th e  p o s s ib i l i t y  o f  e s t a b l i s h in g  c l o s e  e c o n o m ic  r e l a t i o n s  
between the  U SSR  and th e  U. S .  h a s  c o n s id e r a b ly  i n c r e a s e d .  "

Government and b u s in e s s  w i t n e s s e s ,  i t  co n t in u e d , "u n a n im o u s ly  s t r e s s  th e  m utual 
advantage of expan ding  t r a d e  b e tw e e n  th e  two c o u n t r i e s ,  i t s  f a v o r a b l e  in f lu e n c e  
on the s ta te  of S o v ie t - U .  S. r e l a t i o n s  and th e  s t r e n g th e n in g  of p e a c e  th ro u g h o u t 
the world. "

P e k in g  C i t e s  P h a s e  IV  C r i t i c i s m

Peking NCNA y e s t e r d a y  d e s c r i b e d  P h a s e  IV  in  i t s  in t e r n a t io n a l  E n g l i s h  s e r v i c e  a s  
another m e a s u r e  ta k e n  by th e  P r e s i d e n t  to  c h e c k  th e  w o r s e n in g  in f la t io n  a f t e r  the  
0-day. f r e e z e  on p r i c e s  he an n o u n ced  l a s t  Ju n e  13. "

t cited M r .  N ix o n 's  j u s t i f i c a t i o n s  fo r  P h a s e  IV  and quoted  A P  a s  r e p o r t i n g  th a t  
^eading A m e r ic a n e c o n o m is t a  g e n e r a l l y  v o ic e d  l i t t l e  e n th u s ia s m  W e d n e sd a y  fo r  
Resident N ix o n 's  e c o n o m ic  p r o g r a m .  T h e y  a l s o  sa id  th a t  th e  p r o g r a m  e v e n tu a l ly  

would lead  to  h ig h e r  p r i c e s  by no t c h e c k in g  d em an d  fo r  i t e m s  in  s c a r c e  sup ply . "
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FOR IMMEDIATE RELEASE

TREASURY REFINANCING PLANS

The Treasury today announced plans for refinancing 
securities maturing on August 15, $4.7 billion of which 
are held by the general public. The new securities will 
consist of $2.0 billion of 7-3/4% 4-year Treasury notes,
$0.5 billion of 7-1/2% 20-year bonds callable in 15 years, 
and $2.0 billion of 35-day September tax anticipation bills.
The new securities will be sold by competitiv^i^ing. Non
competitive tenders will also be accepted in specified 
amounts.

Tenders for the notes will be received until 1:30 p.m.,
EDST, on Tuesday, July 31. They will be an additional issue 
of the 7-3/4% notes of Series B-1977, dated August 15, 1970, 
due August 15, 1977. Non-competitive tenders from indi
viduals and others will be accepted in amounts of $500,000 
or less.

Tenders for the bonds will be received until 1:30 p.m.,
EDST, on Wednesday, August 1. The bonds will be dated
August 15, 1973, and will mature August 15, 1993, callable
by the Treasury on and after August 15, 1988. Non-competitive tenders
from individuals and others will be accepted in amounts of
$250,000 or less.

The bills will be auctioned on Wednesday, August 8.
They will mature September 19, 1973, but may be used at 
face value in payment of Federal income taxes due on Septem
ber 15. Non-competitive tenders from individuals and others 
will be accepted in amounts of $500,000 or less.

As in the last two bond auctions, awards for the bonds 
will be made by the "uniform-price" method in which all 
accepted tenders are awarded bonds at the lowest accepted 
price. Awards in the note and bill auctions will be made 
st the price specified in accepted tenders.

O V E R )
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Qualified depositaries may make payment for 50% 
of the amount of tax anticipation bills allotted by 
credit to Treasury tax and loan accounts* Payment for 
the notes and bonds may not be made by credit to Treasury 
tax and loan accounts. Payment for all three issues must 
be made on Wednesday, August 15*

In addition to the holdings by the general public* 
Federal Reserve and Government accounts hold $1 billion 
of the securities maturing on August 15* Additional 
amounts of the new notes and bonds will be issued to 
those accounts in exchange for their existing holdings*
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IFOR IMMEDIATE RELEASE July 25, 1973
DETAILS OF TREASURY NOTE AND BOND AUCTIONS

The notes and bonds to be auctioned to the public by the Treasury to provide funds 
[for refunding part of the $4.7 billion of publicly held notes and bonds maturing on ¡August 15 will be:

Up to $2.0 billion of an additional amount of 7-3/4$ Treasury Notes 
of Series B-1977, dated August 15, 1970, due August 15, 1977, with 
interest payable on February 15 and August 15, and

Up to $500 million of 7-l/2$ Treasury Bonds of 1988-93, dated 
August 15, 1973, due August 15, 1993, callable at the option of the 
United States on any interest payment date on and after August 15,
1988 (CUSIP No. 912810 BQQ) with interest payable on February 15 
and August 15.

Additional amounts of the notes and bonds will be allotted to Government accounts 
land the Federal Reserve Banks in exchange for their holdings of the maturing securities, 
[which total $1.0 billion.

The notes and bonds will be issued in registered and bearer form in denominations 
p  $1,000, $5,000, $10,000, $100,000 and $1,000,000.

Tenders for the notes will be received up to 1:30 p.m., Eastern Daylight Saving 
Rime, Tuesday, July 31, 1973, and tenders for the bonds will be received up to 1:30 p.m. 
pastern Daylight Saving time, Wednesday, August 1, 1973, at any Federal Reserve Bank or 
jfranch and at the Office of the Treasurer of the United States, Washington, D.C. 20222; 
[provided, however, that noncompetitive tenders will be considered timely received if 
Rhey are mailed to any such agency under a postmark no later than July 30 for the notes 

July 31 for the bonds. Each tender must be in the amount of $1,000 or a multiple
■thereof, and must state the price offered, if it is a competitive tender, or the term
noncompetitive", if it is a noncompetitive tender.

The price on competitive tenders for the notes must be expressed on the basis of 
R00, with two decimals, e.g., 100.00. Tenders at a price less than 99.01 for the notes 
Rill̂ not be accepted. Tenders at the highest prices will be accepted to the extent 
pequired to attain the amount offered. Successful competitive bidders for the notes 
nil he required to pay for the notes at the price they bid. Noncompetitive bidders 
[¡^ required to pay the average price of all accepted competitive tenders.

Pend'

The price on competitive tenders for the bonds must be expressed on the basis of
■Oj with two decimals in a multiple of .05, e.g., 100.10, 100.05, 100.00, 99.95, etc.

ers at the highest prices will be accepted to the extent required to attain the
ount offered. All accepted tenders for the bonds will be awarded at the price of

accepted bid. No tenders will be accepted which result in original issue uscount for tax purposes.
,lt-̂ rac^i°ns may not be used in tenders. The notation "TENDER FOR TREASURY NOTES"

L  RENDER FOR TREASURY BONDS" should b< 
f lch the tenders are submitted.

>e printed at the bottom of the envelopes in

(OVER)
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Those submitting tenders 'will be advised of the acceptance or rejection thereof, 
The Secretary of the Treasury expressly reserves the right to accept or reject any or 
all tenders, in whole or in part, and his action in any such respect shall be final, 
Subject to these reservations noncompetitive tenders for $500,000 or less for the 
notes will be accepted in full at the average price of accepted competitive tenders 
and noncompetitive tenders for $250,000 or less for the bonds will be accepted in full 
at the same price as accepted competitive tenders. The prices may be 100.00, or more 
or less than 100.00.

Commercial banks, which for this purpose are defined as banks accepting demand 
deposits, may submit tenders for account of customers provided the names of the 
customers are set forth in such, tenders. Others than commercial banks will not be 
permitted to submit tenders except for their own account.

Payment for accepted tenders must be completed on or before Wednesday, August 15, 
1973 , at the Federal Reserve Bank or Branch or at the Office of the Treasurer of the 
United States in cash, 8-1/8$ Treasury Notes of Series B-1973 or 4$ Treasury Bonds of 
1973, which will be accepted at par, or other funds immediately available to the 
Treasury by that date. Where full payment is not completed in funds available by the 
payment date, the allotment will be canceled and the deposit with the tender up to 
5 percent of the amount of securities allotted will be subject to forfeiture to the 
United States.

The Treasury will construe as timely payment any check drawn to the order of the 
Federal Reserve Bank or the Treasurer of the United States that is received at such 
bank or office by Friday, August 10, 1973, provided the check is drawn on a bank in 
the Federal Reserve District of the bank or office to which the tender is submitted. 
Other checks will constitute payment only if they are fully and finally collected by 
the payment date, Wednesday, August 15, 1973. Checks not so collected will subject 
the investor's deposit to forfeiture as set forth in the preceding paragraph. A check 
payable other than at a Federal Reserve Bank received on the payment date will not 
constitute immediately available funds on that date.

Commercial banks are prohibited from making unsecured loans, or loans collater
alized in whole or in part by the securities bid for, to cover the deposits required 
to be paid when tenders are entered, and they will be required to make the usual 
certification to that effect. Other lenders are requested to refrain from making 
such loans.



ATTENTION: FINANCIAL EDITOR
July 25, 1973

FOR IMM EDIATE R E L E A S E

TREASURY OFFERS $2 BILLION IN SEPTEMBER 
TAX ANTICIPATION BILLS

The Treasury Department, by this public notice, invites tenders for $2,000,000,000 
or thereabouts, of 35-day Treasury bills, to be issued on a discount basis under 
competitive and noncompetitive bidding as hereinafter provided. The bills of this 
series will be dated August 15, 1973, and will mature September 19, 1973.

They will be accepted at face value in payment of income 
taxes due on September 15, 1973, and to the extent they are not presented for this 
purpose the face amount of these bills will be payable without interest at maturity. 
Taxpayers desiring to apply these bills in payment of September 15, 1973income taxes 
may submit the bills to a Federal Reserve Bank or Branch or to the Office of the 
Treasurer of the United States, Washington, not more than fifteen days before that 
date. In the case of bills submitted in payment of income taxes of a corporation 
they shall be accompanied by a duly completed Form 503 and the office receiving 
these items will effect the deposit on September 15, 1973 . In the case of bills 
submitted in payment of income taxes of all other taxpayers, the office receiving 
the bills will Issue receipts therefor, the original of which the taxpayer shall 
submit on or before September 15, 1973, to the District Director of Internal Revenue 
for the District in which such taxes are payable. The bills 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 Daylight Saving time, Wednesday, August 8, 1973. 
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 
°f 100, with not more than three decimals, e.g., 99.925. Fractions may not be used.
If 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 i n s t i t u t i o n s  g e n e r a l ly  may submit ten d ers  f o r  account o f  customers 
Provided the names o f  th e  customers are  s e t  f o r t h  in  such te n d e rs .  Others than 
unking i n s t i t u t i o n s  w i l l  not be p e rm itte d  to  submit te n d ers  excep t f o r  t h e i r  own 

account. Tenders w i l l  be r e c e iv e d  w ithout d e p o s it  from in co rp o ra te d  banks and 
tnust companies and from r e s p o n s ib le  and reco g n ized  d e a le rs  in  investm ent s e c u r i t i e s ,  
cnaers from o th e rs  must be accompanied by payment o f  2 p e rc e n t  o f  th e  fa c e  amount 

0 Treasury b i l l s  ap p lie d  f o r ,  u n le s s  th e  ten d ers  are  accompanied by an express  
SUaranty o f  payment by an in co rp o ra te d  bank or  t r u s t  company.

(OVER)
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All bidders are required to agree not to purchase or to sell, or to make 
any agreements with respect to the purchase or sale or other disposition of any 
bills of this issue at a specific rate or price, until after one-thirty p.m., 
Eastern Daylight Saving time, Wednesday, August 8, 1973.

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 
$500,000 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. Settlement 
for accepted tenders in accordance with the bids must be made or completed at the 
Federal Reserve Bank in cash or other immediately available funds on August 15, 1973| 

Any qualified depositary will be permitted to make settlement by credit in 
its Treasury tax and loan account for not more than 50 percent of the amount of 
Treasury bills allotted to it for itself and its customers.

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 I 
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 Wo. 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.



OWNERSHIP OF THE AUGUST 

(In millions

15, 1973 MATURITIES 

of dollars)

8-1/8% ; 
Note [

4%
Bond TOTAL

Commercial banks................. 939 1,222 2,161

Mutual savings banks............

Insurance companies :

33 32 65

Life.............. .............. 1 18 19
Fire, casualty and marine.... 24 117 141

Total, insurance companies. 25 135 160

Savings and loan associations.. 24 124 148

Corporations...................... 49 659 708

State and local governments.... 33 386 419

All other private investors.... 409 608 1,017

Total, privately hel d........

Federal Reserve Banks and

1,512 3,166 4,678

Government Accounts........... 327 728 1,055

Total outstanding................ 1,839 3,894 5,733

Office of the Secretary of the Treasury July 25, 1973
Office of Debt Analysis
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FOR RELEASE ON DELIVERY
STATEMENT OF MARTIN J. BAILEY, DEPUTY ASSISTANT 
SECRETARY OF THE TREASURY FOR TAX POLICY, ON 
S. 1122, S. 1593, and S. 1879 BEFORE THE SUBCOMMITTEE 
ON ENVIRONMENT, SENATE COMMITTEE ON COMMERCE,

July 26, 1973 at 9:30 a*m#
Mr. Chairman and members of the Subcommittee, I appreciate the 

opportunity of presenting the Treasury Department's comments on 
S. 1122, S. 1593, and S. 1879. Not all of the provisions of the bills 
are of direct concern to this Department, and as to those that are, after 
One initial exception I will devote all my comments to those dealing with 
taxation.

S. 1593 would authorize the Administrator of the Environmental 
Protection Agency to make low interest rate loans to States and 
localities for up to 100 percent of the purchase price of solid waste 
collection and separation systems that encourage the flow of recycled 
and recyclable materials in interstate commerce. If certain ob
jectives are met, the Administrator may reduce the payment of principal 
and interest by up to one-half in any given year.

The loan provisions do not meet the criteria the Administration 
believes should be met by Federal credit programs. There is no requirement 
that the borrower first make a reasonable effort to borrow from other sources. 
The borrower's credit worthiness is not a criterion. Without

reasonable credit requirements, a loan program tends to become a dis
guised grant program.

Fixed interest ceilings on Federal loans, such as the 3 percent 
maximum contained in the bill, have had perverse and unintended results 
as market rates of interest move up and down. For one thing, they

>256 lead to extraordinary demands for Federal loan funds when inflationary
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pressures and interest rates are high. There would inevitably be 

inequities among borrowers using the program at different 

times.

Our reservations as to the proposed loan program are so great 
that we must strongly oppose it.

The tax program incorporated in S. 1593 and S. 1879 are designed 

to encourage recycling of used products, reduce the use of energy and 

virgin raw materials, and internalize disposal costs of products, 

except consumables.

S. 1593 contains three basic tax provisions designed to encourage 

recycling of used materials and reduction of the use of virgin materials.

The first would grant the purchaser an additional deduction from gross income e 

to a specified percentage of the amounts paid to purchase recyclable or 

recycled solid waste materials for manufacture into useful raw materials 

or salable products. The percentage would vary with the particular type 

of solid waste material. Since the objective is to expand recycling, the 

deduction would be limited to purchase costs that exceed five-year average 

yearly costs. Associated with the deduction just mentioned is a further 

deduction of one-half of the specified percentage of the amount of purchase 

costs not in excess of the five-year average. The latter deduction w o u l d  

be conditioned on any tax savings resulting therefrom being, used for the 

expansion of recycling facilities, expanded use of recyclable or recycled 

materials, or pollution control devices.

The second tax feature of the bill is the granting of five-year 

amortization to solid waste recycling facilities, a privilege now available
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for new investment in pollution control facilities used in connection 

with a property in operation before January 1, 1969.

Finally, the bill would provide that to the extent that energy costs 

involved in producing products from virgin resources exceed the costs 

for producing comparable materials from recycled materials, that excess 

would be subtracted from the deduction allowed for the purchase of such 

non-recycled material. If the energy costs for recycled materials purchased 

were greater, the excess would be subtracted from the deductible cost of the 

recycled material. The disallowed expense could not exceed one-half of 

the cost of the material purchased.

The tax provisions of S. 1879 are related initially to the disposal 

cost of products, except consumables, with the objective of "internalizing" 

such costs. Recycling of used materials is to be fostered by payments 

for such use from the funds collected from the disposal charge.

The Administrator of the Environmental Protection Agency would be 

required to establish a schedule of national disposal cost charges.

Although not so called in the bill, the charges would be excise taxes on 

the sale of manufactured products. These charges would apply to all 

products in their final configuration, except consumables, which have a 

service life of less than thirty years. The basic charge would be at the 

rate of one cent per pound or, at the Administrator’s discretion, at a 

rate equal to the average per pound disposal cost of mixed municipal, 

household, institutional and commercial waste. An additional charge equal 

to all disposal costs in excess of the basic charge would be imposed 

whenever the Administrator finds such additional costs can be reasonably
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attributed to specific products. Receipts from the charges would be 

deposited in an Environmental Trust Fund. The Fund, in turn, would be 

used for two purposes, after payment of moderate administrative costs.

When a manufacturer acquired any recovered material for use in the manu

facture of a product, following disposal by the consumer, and upon which 

a disposal charge is imposed, a payment would be made to him from the Fund 

equal to the disposal cost of such material. Any amount then remaining in 

the Fund would be distributed to the States and political subdivisions 

using the formula for payments under the general revenue sharing program 

pursuant to the State and Local Fiscal Assistance Act of 1972.

S. 1122 has no tax previsions, so I have nothing to add to the written 

comment you received from the Department earlier this week. I turn now to 

our reactions to the tax provisions of S. 1593 and S. 1879.

For nearly a decade, the Treasury Department has been involved in the 

evaluation of plans to advance the control of pollution and recycling of 

used materials which, in turn involved some tax feature. Originally, there 

were many proposals to give credits or fast depreciation for capital ex

penditures for air or water pollution control equipment. In the last 

several years, the emphasis has been on tax provisions related to the 

amount of pollution sent into the environment or incentives to recycle used 

materials. In the main, we have opposed such proposals. Some proposals 

were just too complicated to be workable, some would not have been effective, 
or would have had the wrong effect, and some we thought would constitute 

poor tax policy. Many were deficient in two or three respects.

The tax provisions of S. 1593 and S. 1879 also cause considerable 

concern as to their complexity, effectiveness, and tax policy implications.



- 5 -

There are a number of aspects of the tax provisions that seem to 

us to be so complex or indefinite as to pose extensive problems for both 

the Government and business firms. For example, the disposal cost charges 

under S. 1879 begin with a stated definite amount, one cent a pound, 

but there are three possible adjustments to the one cent rate by the 

Administrator of the Environmental Protection Agency. These discretionary 

provisions, in part, are inserted to permit the charges to be tailored to 

differing conditions for individual products. But, if the Administrator 

were to decide to exercise his authority, he would be faced with a formi
dable task of drawing definitions for "products" and justifying differences

in treatment as between products to the producers or manufacturers who 

have a vital interest in the competitive effects of the charges.

While it is true that the work of deciding any variation from the 

basic one cent per pound charge would not fall on the Treasury Department, 

we have a prime interest in trying to keep our tax system as reasonable 

and effective as possible. Taxes which are complex or which have unreason

able effects do not aid in achieving voluntary compliance which is so 

vital to the method under which our tax system operates.

As it affects the businessman taxpayer who would operate under 

the tax provisions of these bills, there also are potential complexities. 

Again, let us consider the disposal charge proposal of S. 1879. From 

our experience with excise taxes, we are quite certain that if differing 

disposal charges were set forth for specified products, there would be 

great difficulty on the part of the taxpayers in identifying some of 

their specific products as being in one category or another. This would

be more than a "nuisance" problem to the businessmen concerned. The 

charges would be levied on an array of products used by business and
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consumers that would take many pages to list in detail. An error of 

classification on the part of a producer could lead to the build-up 

of a large unpaid liability as products were shipped out day by day.

"Making good" on such an error could be much more burdensome than 

any income tax adjustment.

Consider also the energy consumption provision of S. 1593. This would 

be applicable for "each major material" used by a manufacturer. Assuming 

that regulations have been issued to clarify what constitutes a "major 

material", the producer still has to classify his records of purchases 

according to the energy cost schedule published by the Administrator of the 

Environmental Protection Agency. In addition, purchases would have to 

be checked to see if changes in relative prices or technology resulted in 

movement in or out of the "major category".

A detailed evaluation of the possible effectiveness of the tax pro

posals in achieving their desired ends of stimulating recycling, reducing 

the use of virgin materials, and internalizing disposal costs is not 

possible without an extensive series of studies. But it still is possible 

to give some evaluation of the proposals. It is obvious, of course, that 

the tax proposals would have some effect in changing the relative a t t r a c t iv e n e s s  

of recycling used materials. The real question is, how much effect and 

would the result be a desirable one.

In this connection, a most important factor would be the percentages 

of the cost of purchases of recyclable materials to be allowed as an 

income tax deduction as set forth in S. 1593. The three percentage rates
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specified are 15, 18, and 22. This provision presumes that there are

measurable, precisely known differences in the three categories of

products listed aptd that slight differences are needed to achieve the

level of recycling desired. We have doubts that such precise knowledge exists.

For one thing, supply and demand conditions for recyclable materials

vary from one geographic district to another. In one the percentages

might stimulate recycling, in another, have no result. Or the effect

everywhere might be slight. Then, too, recycling of some materials is

so small as to make difficult determination of what a change in cost

factors might do.

Here again, I would like to repeat my previous remark about our 

concern in keeping the tax system reasonable and effective. A tax pro

vision designed to spur recycling which was ineffective, or aided pro

ducers in some areas but not in others, would not be an improvement to 
the tax system.

I realize that, while I am being critical of the tax provisions of 

these two bills, some of you may remember that the Administration has made two 

tax proposals with a related objective. In 1970, we proposed a tax on the 

lead in additives for gasoline as a means of facilitating the program to 

reduce automotive air pollution. In 1972, we proposed a tax on sulphur 

emitted into the atmosphere to strengthen the incentive to fuel users to 

reduce air pollution from stationary sources. It is our experience with 

these recommendations that serve as a background for many of my comments 

here today. Incidentally, neither recommendation was voted on by the 

Congress, and only the lead tax proposal received any committee consideration.

Our two recommendations differed from the tax proposals in these bills
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in that they were very, very limited in scope. As a result, we were 

able to study the situation in depth before making any recommendations 

and tried to tailor the recommendation strictly to the two specific 

situations involved. Even so, we were criticized severely in the lead 

tax case for neglecting the needs of persons owning old cars requiring 

premium gasoline.

Whether a recycling or other tax proposal falls within the ambit 

of reasonable tax policy depends on two or three main considerations. 

First, does it deal directly and effectively with a specific problem, 

without creating serious new problems of its own? Second, is it equitable? 

Third, can it be administered? Thus, in proposals to encourage recycling, 

one first has to ask, what specific problem or problems are these proposals 

going to solve? Then, one has to consider the probable effect on producers 

of virgin materials versus users of recycled materials, the effect on 

consumers of the taxed products as consumers, and the effect on consumers 

as the payers of the aggregate of our taxes.

To evaluate the reasonableness of the proposed deduction in S. 1593 

for producers' costs of purchased recyclable materials, plus the special 

treatment for recycling facilities, we should really know what effect 

these provisions would have on the use of virgin materials. Then we 

must decide whether the shift toward recycling would solve any real problems 

or would contribute to economic growth and well-being. I don't know the 

answers for the numerous products covered by the bill, but it certainly 

seems to me that present elevated prices for many minerals, such as for 

example gold and silver, should stimulate recycling without further need 

for a subsidy as proposed by S. 1593. In this case, the subsidy might



well be considered a windfall. Then, too, why should we subsidize 

recycling of textiles made from natural fibers? Cotton, flax, silk, and 

wool are not depletable resources, and disposal of their waste products 

presents no national problem. One may question the need or desirability 

of reducing the receipts of those producing these fibers.

The notion of "internalization" of the costs of disposal of items, 

other than consumables, in the manner proposed by S. 1879, gives us 

difficulty, as does the failure to S. 1593 to apply this notion at all.

Internalization of the full costs of production and use of a product

making polluters pay the costs of their pollution or its control--is a 

desirable objective to which this Administration subscribes. One of the 

criticisms that may be made of S. 1593 is that the deduction for recycling 

would shift the costs of removing used materials from the environment 

from the "polluter" to the taxpayers in general.

Much already is being done in the right direction in this respect. 

Water and air pollution controls being required of manufacturing plants 

have the effect of placing the costs of pollution previously falling on 

the public in general on the purchasers of the output of the plants. 

Automobile operators are paying for reduction of air pollution in the form 

of higher new car prices to reflect emission control devises. However,

S. 1879 goes beyond that and would doubly "internalize" many disposal 

costs that are already borne by the producer of wastes.

Most disposal costs are paid for by those discarding their used paper 
glass, etc. Sometimes they pay directly for removal. In other cases, 

they pay an average per household cost in their property taxes. As a 

consequence, the initial effect of the proposed disposal charge system



would be to double the disposal cost to the consumer and businesses for 

most of his purchases affected by the charge. In the subsequent stage, 

some of this double charge would be removed. Part of the disposal cost 

credit given to producers might be reflected in the prices paid for the 

recovered products or partly in the prices of the newly made products. 

Disposal charge collections not paid to producers using recovered materials 
would be returned to States and localities. However, the revenue sharing 
allocation formula for any governmental unit is likely to be foughly 

related, at the best, to what individuals and business pay for disposal 
costs in private charges and taxes. Even if the procedure set forth in 

S. 1879 could be considered to result in removal of the initial effect of 
double disposal costs, the removal would always be one step behind collection 

of the tax so that there would be permanent one time additional disposal 
charge.

To sum up,our general position as to the use of the tax system to 

encourage recycling and related environmental objectives is one of extreme 

caution and scepticism. Last year, for instance, we did considerable work 

on a recycling proposal similar to the cost deduction feature of S. 1593. 

After much consideration, we decided that the economic uncertainties 

associated with the approach suggested, plus the administrative and 

compliance problems, were such that it would be better not to go ahead 

with such a program. Indeed, we concluded that such a law could not be 

effectively administered. In those cases where wastes present real 

unsolved problems, we prefer to deal with these problems directly, as is 
done for example in the provisions of the Hazardous Waste Management Act 

of 1973,proposed by the President and introduced into the Senate as S. 1086.
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The risk that environmentally related tax proposals will fail to 

attain good objectives and will burden activities not meant to be affected 

are so great that broad programs are almost certain to be unacceptable.

And, as our experience has shown, even programs with very narrow coverage 

and objectives are difficult to formulate to achieve the desired objective 

An acceptable environmental tax also must be quite clear as to its appli
cability to all situations affected, and place a reasonable economic 

burden on business and the public in general. These criteria also are not 

easy to satisfy in environmental tax plans.

Another general comment that might be made about the use of taxes for 

environmental objectives involves our concern over the proliferation of 

tax proposals to achieve all kinds of objectives. It seems so often that 
when someone wishes to attain an improvement in an economic situation, 
their first impulse is to try to use the tax system to do it. We believe 
that this impulse should be generally held back. The main objective of 

the tax system is to raise revenue for general Governmental expenditures. 
Any additional uses should be few in number and should be selected only 
after the most stringent evaluation. Otherwise, the tax system could 

become so extensive and so complex that taxpayers would be unduly burdened 

with complex rules and the administrative machinery would be extended to 
many times that at present. If we use tax credits too lavishly, we could 
be building a bigger and bigger tax administration to collect less and 
less revenue.

One final thought. As virgin materials and energy become scarcer and 

more expensive, an incentive is created to dispose of more used materials 
through the recycling process, to use fewer virgin materials, and to
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conserve on the use of energy. Our long continued profligate use of 

materials and energy has been a reflection of their low cost in the past. 

But if there is to be a change in the adequacy of supplies, price increases 

will help change our habits. Where market prices fail to correct specific 

problems, it is best to tailor our responses carefully to those problems. 

For example, national energy policy is being formulated on a comprehensive 

basis to deal with energy problems. Furthermore, the tightening of 

direct controls over pollution will help internalize costs not now reflected 

in market prices.

The Environmental Protection Agency has been making a number of 

studies and analyses of waste disposal and recycling under the authority 

of the Solid Waste Disposal Act. These studies were discussed before 

your Subcommittee on the Environment on June 22 by Mr. Samuel Hale, Jr., 

Deputy Assistant Administrator for Solid Waste Management Programs of the 

Environmental Protection Agency. At the end of his remarks he stated,

MIn summary, we find that the problems of resource recovery are both 

technical and economic, and vary from waste material to waste material.
Any single measure such as a subsidy, tax credit or construction grant would 

not be effective for all wastes, and in some cases would involve large 

"windfalls" and not result in significant new recycling."

We believe that Mr. Hale's summation succinctly states the uncertainty 
as to the effect of the proposed credit or subsidy in encouraging recycling. 
We will, of course, be ready to review recommendations for waste recovery 
programs that Mr. Hale indicated in his testimony will be forthcoming, 

if such recommendation involve tax provisions.
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JOINT STATEMENT OF GEORGE P. SHULTZ, SECRETARY OF THE TREASURY
AND

ROY L. ASH, DIRECTOR OF THE OFFICE OF MANAGEMENT AND BUDGET 
ON BUDGET RESULTS FOR FISCAL YEAR 1973

SUMMARY

The June Monthly Statement of Receipts and Outlays of the United 

States Government is being released today. It shows the following 

preliminary budget totals for fiscal year 1973, which ended on 

June 30:

Receipts of $232,2. Receipts were $0.2 billion above the June 1 

Mid-Session Review, and $7.2 billion above the January budget estimate.

Outlays of $246.6. Outlays were $3.2 billion below the Mid- 

Session and January estimates.

A budget deficit of $14.4 billion. This is $3.4 billion below the 

Mid-Session Review estimate and $10.4 billion below the January budget 

estimate.

On a full-employment basis, the 1973 budget showed a surplus of 

$1 billion. The decline in 1973 outlays is largely responsible for the 

shift to a full-employment surplus. On a full-employment basis, 

receipts and outlays are now estimated to be $246 billion and $245 

billion, respectively.

S-258



BUDGET TOTALS, FISCAL YEARS 1972 AND 1973
(In billions of dollars)

Fiscal Fiscal. Year 1973
Year Mid-
1972 J anuary Session

Actual Budget Review Actual
BUDGET RECEIPTS.... .......  208.6 225.0 232.0 232.2
BUDGET OUTLAYS..... 1... .. 231.9 249.8 249.8 246.6
DEFICIT (-)........ .....  -23.2 -24.8 1 'vj 00 -14.4

FULL-EMPLOYMENT RECEIPTS.... 225.0 245.0 246.0 246.0
FULL-EMPLOYMENT OUTLAYS..... 228.9 247.3 247.8 245.0

FULL-EMPLOYMENT 
DEFICIT (-)..,

SURPLUS OR
-3.9 -2.3 -1.8 1.0
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RECEIPTS

Budget receipts in fiscal year 1973 increased $23.5 billion from 
1972 and were $7.2 billion above the January estimate. Income tax 
receipts accounted for most of the increase over the January estimate, 
with individual income taxes $3.9 billion higher and corporate in
come taxes up $2.6 billion. These increases result in part from the 

large increases in personal income and corporate profits that 
accompanied the rapid economic expansion and the high rates of inflation 
experienced in the last half of the fiscal year. In addition, tax 

collection experience suggests that receipts at a given level of Gross 
National Product are higher than estimated in January.

Receipts from sources other than income taxes were about $0.8 

billion above the budget estimate. Unemployment insurance taxes, 
excise taxes, estate and gift taxes, and customs duties were all higher 
while employment taxes and contributions were lower than estimated in 
January.

OUTLAYS

Total outlays in fiscal year 1973 were $14.7 billion over the 
prior year, but $3.2 billion short of the January budget estimates.
The change in the total was the net result of a few large decreases, 
which were partially offset by various relatively small increases. The 
principal decreases below the January estimates were:



Outlays by the Department of Health, Education, and Welfare 

were $1,571 million less than the estimate in the January 

budget. Most of this shortfall occurred in two programs.

Public assistance grants to match State expenditures for 
social and individual services were $831 million less than 

the January estimate because the previously anticipated 

level of State activity did not materialize. Special benefits 
for disabled coal miners were $540 million less than the 
budget estimate because fewer claims were filed and processing 
took longer than expected. Payments from the Social Security 
trust funds were slightly lower than estimated.

Department of Defense Military Functions and Military Assistance 

outlays were $944 million below the budget estimate. This 

largely reflects reductions in personnel and operations, which 

were partially offset by increases for research, development, 
test and evaluation.

Outlays by the Department of Labor were $926 million below 

the budget estimate. Outlays for the unemployment trust fund 

were $747 million lower than estimated in January because the 
insured unemployment rate has been lower than expected. 

Preliminary net outlays of the United States Postal Service were 

$281 million below the January estimate. This decrease is 

mainly due to a lower capital expenditure program which was 

partially offset by higher costs of operations.



The major increases above the January estimates were:

0 Outlays by the General Services Administration were $409 

million above the budget estimate. Proprietary receipts, 

which are offset against outlays, were lower than estimated, 

largely because the Congress did not enact legislation 
authorizing sales of excess stockpile materials.

° NASA outlays were $255 million above the budget estimate, 

largely as a result of a reduction in accounts payable and 

a schedule of payments consistent with completion and 

contract phaseout of Apollo and other programs.

° HUD outlays were $235 million above the budget as a result 
of an increase in defaults under the Federal Housing 

Administration mortgage insurance programs, and a shortfall 
in sales under the Government National Mortgage Association 
tandem plan.

The Veterans Administration exceeded the budget estimate by 

$210 million in large part because of increased utilization 
of education benefits under the G.I. Bill.

Outlays by the Atomic Energy Commission exceeded the budget 
estimates by $199 million, primarily as a result of lower 

revenues than had been projected in January and higher than 

estimated expenditures for plant and capital equipment.
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Within the Department of Agriculture, outlays for the 

Commodity Credit Corporation and the Farmers Home 

Administration were higher than estimated in January; 
these increases were partly offset by legislation 

removing the loan activities of the Rural Electrification 
Administration from the budget and shortfalls in other
programs.



BUDGET RECEIPTS AND OUTLAYS 

(Fiscal Years. $ in millions)

1973

Description
1972

Actual
BudgetEstimate Actual

Change from Budget Estimate
Receipts by source 

Individual income taxes..... 94,737 99,400 103,261 +3,861
Corporation income taxes.... 32,166 33,500 36,096 +2,596
Social insurance taxes and contributions:Employment taxes and contributions........... 46,120 55,610 54,870 -740
Unemployment insurance.... 4,357 5,262 6,063 +801
Contributions for other insurance and retirement.. 3,437 3,667 3,612 -55

Excise taxes........ |..... 15,477 15,970 16,272 +302
Estate and gift taxes....... 5,436 4,600 4,898 +298
Customs.......... «... «.... 3,287 3,000 3,175 +175
Miscellaneous.....,.,...... 3,633 3,975 3,944 -31
Total receipts...,........ 208,649 224,984 232,192 +7,207
Outlays by major agency

Legislative Branch and the Judiciary................. 660 719 724 +5
Executive Office of the President......... 54 96 60 -35
Funds Appropriated to 
the President:
Appalachian regional development programs,..... 241 268 264 -4
International security 
assistance:
Military assistance programs............. . 806 600 529 -71
Economic supporting assistance programs..... 717 563 642 +79

Multilateral assistance-«•• 472 567 510 -58
Bilateral assistance...... 848 663 515 -147
Office of Economic 
Opportunity.............. 1,052 754 800 +46Other.................... 140 457 464 +7

Agriculture :
Commodity Credit Corpora
tion, foreign assistance 
and special export 
programs................ 5,066 4,315 4,517 +202
Other.......... ...... . 5,869 5,809 5,671 -139
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Description
1972

Actual
BudgetEstimate Actual

Change from 
Budget Estimate

Outlays by major agency—  Continued:
Commerce................... 1,250 1,318 1,363 +44
Defense :
Military................. 75,151 74,200 73,327 -873
Civil.................... 1,53d 1,753 1,704 -49

Health, Education, and Welfare................... 71,780 83,580 82,009 -1,571
Housing and Urban Develop
ment.......... ........... 3,642 3,364 3,600 +235
Interior................... 1,256 -2,247 -2,219 +28
Justice.................... 1,180 1,496 1,531 +35
Labor...................... 10,033 9,563 8,637 -926
State...................... 536 621 592 -29
Transportation............. 7,531 8,042 8,184 +142
Treasury:

Interest on the public debt............. 21,849 24,200 24,167 -33
General revenue sharing.... — 6,786 6,636 -149
Other.................... 275 264 178 -87

Atomic Energy Commission.... 2,392 2,194 2,393 +199
Environmental Protection Agency.................... 763 1,148 1,113 -35
General Services Administration................. 589 40 448 +409
National Aeronautics and Space Administration....... 3,422 3,061 3,316 +255
Veterans Administration..... 10,710 11,758 11,968 +210
Civil Service Commission.... 3,773 4,420 4,601 +181
United States Postal Service. 1,772 1,710 1,429 -281
Railroad Retirement Board.... 2,123 2,445 2,437 -8
Small Business Administration...................... 452 1,313 1,346 +33
U.S. Information Agency..... 198 207 206 -1
Other Independent Agencies... 1,600 1,631 1,316 -315
Allowances for:

Pay increases (excluding 
Department of Defense).... 25 -25
Contingencies............ — 475 — -475

Undistributed intrabudgetary 
transactions :
Federal employer contri
butions to retirement funds................... -2,768 -2,980 -2,926 +53



Description________________
Outlays by major agency—  
Continued:

Undistributed intrabudgetary 
transactions— Continued : 
Interest credited to 
certain Government 
accounts..................

Total outlays...........

Budget surplus (+) or 
deficit (-)............

1973
1972 Budget 

Actual Estimate Actual
Change from 
Budget 
Estimate

-5,089 -5,401 -5,446 -45
231,876 249,796 246,603 -3,193

-23,227 -24,812 -14,412 +10,400

NOTE: Detail will not necessarily add to totals because of rounding.



FOR IMMEDIATE RELEASE: July 26,1973

JOINT STATEMENT
OF GEORGE P. SHULTZ, SECRETARY OF THE TREASURY

AND
ROY L. ASH, DIRECTOR OF THE OFFICE OF MANAGEMENT AND BUDGET

ONTHE BUDGET RESULTS FOR FISCAL YEAR 1973

The budget results for fiscal year 1973 are as follows:
— Outlays; $246.6 billion 
— Receipts: $232.2 billion 
— Deficit: $14.4 billion

A
As shown by the attached table, total outlays were $3.2 

billion below the level estimated in the January budget and the 
June 1 Mid-SeSsion Review, and the deficit was cut from an 
estimated $17.8 billion to $14.4 billion.

Defense spending was almost $1 billion less than estimated. 
Outlays for a number of civilian agencies also fell below pre
vious estimates.

Last October, the President committed his Administration 
to hold Federal expenditures in 1973 under $250 billion. That 
commitment has been met. As a result, the budget is beginning 
to provide needed fiscal restraint.

Receipts slightly exceeded the estimate in the June Review. 
As noted at that time, vigorous economic expansion and higher 
than anticipated inflation were the primary factors responsible 
for the substantial increase above the January estimate of 
receipts.



On a full**'employment basis, the budget showed a surplus 
of $1 billion in 1973. The improvement in the full-employment 
balance is further welcome evidence that we are achieving the 
increased fiscal restraint called for by current economic con
ditions. With continued cooperation of the Congress, we can 
look forward to an actual balance in the budget in 1974.

Details of the 1973 results will appear in the Treasury's 
Monthly Statement of Receipts and Outlays, scheduled for 
release on July 25.



BUDGET TOTALS, FISCAL YEARS 1972 AND 1973
(In billions <of dollars)

Fiscal Fiscal Year 1973
Year -’-!----- Hid-
1972 January Session

Actual Budget Review Actual

BUDGET RECEIPTS* «,.......... 208.6 225.0 232.0 232.2
BUDGET OUTLAYS..,..........  231.9 249.8 249.8 246.6
DEFICIT (-).....l.......... -23.2 -24.8 -17.8 -14.4

FULL-EMPLOYMENT RECEIPTS.... 225.0 245.0 246.0 246.0
FULL-EMPLOYMENT OUTLAYS.... 228.9 247.3 247.8 245.0
FULL-EMPLOYMENT
DEFICIT

SURPLUS OR
-3.9 -2.3 -1.8 1.0

July 1973



P re lim in a ry1 Statem ent of 'J t/iy' 
Receipts and O u tlays of the U n ite d  States Governm ent

for period from July 1, 1972, through June 30,1973(In th o u sa n d s, hundreds o f dollars n ot printed, th e re fo re  d e ta ils  m ay not add to  to ta ls)
TABLE 1-SUMMARY (IN MILLIONS)Budget Receipts and Outlays Means of Financing

Fiscal Year Receipts Outlays Budget Surplus (+) orDeficit (-) ByBorrowing from the Public By Reduction of Cash and Monetary Assets Increase (-) ByOtherMeans TotalBudgetFinancing
Estimated 1974 2. ........ . $266,000 *268,700 -$2,700 $6,517 -$3,817 $2,700Estimated 1973 2 .................... ................ 232,000 249,800 -17,800 17,988 $3,000 -3,188 17,800Actual 1973..............................................(twelve months)Actual 1972 ............................................. 232,192 246,603 -14,412 19,275 -1,172 -3,691 14,412208,649 231,876 -23,227 19,442 -2,470 6,255 23,227



TA B LE  III—BUDGET RECEIPTS AND O U TLA YS  (In thousands) 10

Classification of RECEIPTS This MonthGrossReceipts Refunds(Deduct) NetReceiptsIndividual income taxes:Withheld........................ , .......................................................Other......................... .......... ......................... ........ ................Total—Individual income taxes.................... ..Corporation income taxes.................................................... .Social insurance taxes and contributions:Employment taxes and contributions:Federal old-age and survivors ins. trust fund: Federal Insurance Contributions Act taxes.. . .  Self-Employment Contributions Act taxes . . . .  Deposits by States..................................... ................Total—FOASI trust fund .....................................Federal disability insurance trust fund:Federal Insurance Contributions Act taxes.. . . ,Self-Employment Contributions Act taxes.........Deposits by States..................................... ...............Total—FDI trust fund.................................Federal hospital insurance trust fund:Federal Insurance Contributions Act taxes.. . . .Self-Employment Contributions Act taxes......... .Receipts from railroad retirement account . . . ,  Deposits by States............................................Total—FHI trust fund...........................................Railroad retirement accounts:Railroad Retirement Tax Act taxes.................... .Total—Employment taxes and contributions.,Unemployment insurance:Unemployment trust fund:State taxes depositèd in Treasury...................... .Federal Unemployment Tax Act taxes.................Railroad Unemployment Ins. Act contributions.Total—Unemployment trust fund.......................Contributions for other insurance and retirement:Federal supplementary medical ins. trust fund: Premiums deducted from benefit payments . . . ,  Premiums collected by Social Security Admin., Premiums deposited by States................................Total—FSMI trust fund....................................... .Federal employees retirement contributions: Civil service retirement and disability fund . .  Foreign service retirement and disability fund Other...................... ........................................ .......... ..Total—Federal employees retirementcontributions...................... ...................

4$9,171,397 4 3,747,04912,918,4468,926,977
43,245,264 4110,887 5-407,0232,949,1281415,810 410,774 153,306579,8904739,155 423,298’ *278̂ 7381,041,191116,5374,686,746

80,3587,83920,863109,060
99,5891,9859,634111,208176,11576466
176,944

$597,323187,536 2,321,1232,739,442
3,245,264110,887-407,0232,949,128415,81010,774153,306

2525
2,5452,545

579,890739,15523,298

Current Fiscal Year to DateGrossReceipts
198,096,57627,031,095125,127,67038,988,895
35,039,6431,905,8294,140,25941,085,7314,628,666252,481547,1215,428,269

Refunds(Deduct)
1,867,1432,892,751

373,186
373,186

NetReceipts Comparable Period Prior Fiscal YearGrossReceipts
$103,260,52736,096,144

34,666,4571,905,8294,140,259
50,626
50,626

278,7381,041,191116,5124,686,721

6,659,885212,34761,222718,8837,652,3381,183,23455,349,572
80,3585,29420,863106,515
99,5891,9859,634111,208176,11576466
176,944

4,627,8511,334,296120,0656,082,213
1,192,95884,168149,3501,426,4762,134,8719,008873

55,044
55,044655479,511
18,77218,772

40,712,5454,578,040252,481547,1215,377,6436,604,841212,34761,222718,8837,597,294

183,200,36625,678,820108,879,18634,925,546
30,240,2681,643,6563,596,45735,480,3814,106,992225,787489,5774,822,357

Refunds(Deduct)
$14,142,5702,759,629

4,495,731162,72263,782533,7535,255,9881,182,57954,870,061
4,627,8511,315,525120,0656,063,441
1,192,95884,168149,3501,426,476

2,144,752
2,134,8719,008873
2,144,752

1,008,99446,567,719
3,226,2861,024,069119,5164,369,871
1,114,52187,588137,9431,340,0522,046,9628,3723,103
2,058,437

348,656

NetReceipts

348,65647,361
47,36151,315
51,315611447,943
13,20013,200

$94,736,61632,165,916
29,891,6121,643,6563,596,45735,131,7254,059,631225,787489,5774,774,9964,444,416162,72263,782533,7535,204,6731,008,38346,119,776

3,226,2861,010,869119,5164,356,671
1,114,52187,588137,9431,340,0522,046,9628,3723,103
2,058,437

See iootnotes on page 3.



See footnotes on pa.ge 3.
^^g^^ÍÍ^^UDG^^RECETP^^ANDOUTCAY^^0ñtlñüeT(TnTTl0üsáñ3sTClassification of RE CEIP TS—ContinuedSocial insurance taxes and contributions--Continued Contributions for other insurance and retirement-- ContinuedOther retirement contributions:Civil service retirement and disability fund.. . .........Total--Contributions for other insurance and retirement.... ............................................. .............. ...Total--Social insurance taxes and contributions..Excise taxes:Miscellaneous excise taxes .......................... ...........................Airport and airway trust fund......... ........................................Highway trust fund...................... .................................................Total-^Excise taxes...............................................................Estate and gift taxes....................................... .......... .....................Customs duties..............................................................................Miscellaneous receipts:Deposits of earnings by Federal Reserve Banks...........All other.........................................................................................Total—Miscellaneous receipts...........................................Total--Budget receipts........... .......... ....................................

This MonthGrossReceipts
$3,275291,4285,087,233870,43466,040487,3001,423,774321,783274,241361,45222,196383,64829,336,102

Refunds(Deduct) NetReceipts

$2,57011,3567515,00026,4315,25113,482
832,596

$3,275291,4285,084,663859,07865,965472,3001,397,343316,532260,759361,45222,192383,64428,503,506

Current Fiscal Year to DateGrossReceipts Refunds(Deduct) NetReceipts Comparable Period Prior Fiscal YearGrossReceipts Refunds(Deduct)
$41,0333,612,26165,044,04510,006,173759,7905,817,95616,583,9194,957,2823,294,9923,495,069449,551

$498,283158,2491,632152,502312,38358,793119,724
3,944,620257,941,424

50550525,749,582

$41,0333,612,26164,545,7629,847,924758,1595,665,45416,271,5364,898,4893,175,2683,495,069449,046

$38,8333,437,32254,374,91210,561,752650,1515,635,13316,847,0365,489,9693,394,299
3,944,115232,191,842

3,252,197380,5383,632,735227,543,683

NetReceipts

$461,1431,055,9251,499312,7101,370,13454,107107,393
14714718,895,124

$38,8333,437,32253,913,7699,505,827648,6525,322,42315,476,9015,435,8623,286,9063,252,197380,3913,632,589208,648,559
FO O TN O TES

1 T h is  sta te m e n t is  p r e lim in a r y  and is  b a se d  on r e p o r ts  fr o m  d is b u r s in g , c o l le c t in g  and a d m in is tr a tiv e  a g e n c ie s  o f th e G o v e r n m e n t. F in a l  r e p o r ts  of G o v e r n m e n t d is b u r s in g , c o lle c t in g  and a d m in is tr a tiv e  a g e n c ie s , in c lu d in g  c e r t a in  o v e r s e a s  t r a n s a c t io n s , w ill  be in c o r p o r a te d  in  th e fin a l sta te m e n t fo r  f i s c a l  y e a r  1973 to  b e  p u b lish e d  at a  la t e r  d a te . It w as not p o s s ib le  to in clu d e  th e s e  tr a n s a c tio n s  in  th e p r e lim in a r y  sta te m e n t b e c a u s e  o f t im in g .2 B a s e d  on r e v is e d  e s t im a te s  o f the 1974 B u d g et, r e le a s e d  Ju n e  1, 1973, in  th e  M id -S e s s io n  R e v ie w  and th e sta te m e n t of S e c r e t a r y  S h u ltz  r e le a s e d  Ju n e  4 , 1973. The f ig u r e s  a r e  rounded in  ten th s o f b il lio n s  o f d o lla r s  and w ill n o t n e c e s s a r i ly  add to th e  to ta ls .3 E ffe c t iv e  w ith  th e J u ly  1972 is s u e , th e lo a n  a c co u n t/ e xp e n d itu re  a c co u n t d is t in c t io n  is  e lim in a te d  and the tr a n s a c tio n s  fo r m e r ly  p r e s e n te d  in  s e p a r a te  S e c tio n s  A  and B  o f T a b le  III  h av e b e e n  c o n s o lid a te d . L o a n  tr a n s a c tio n s  p r e v io u s ly  d is c lo s e d  s e p a r a te ly  in  th is  sta te m e n t w ill  b e p u b lish e d  in  the T r e a s u r y  B u lle t in . T h is  c h a n g e  is  in  a c c o r d  w ith  th e an n oun cem en t b y  th e O ff ic e  o f M a n a g e m e n t and B u d get o f th e e lim in a tio n  o f th e lo a n  a cco u n t/  e x p e n d itu re  acco u n t d is t in c tio n  in  th e an n ua l budget p r e s e n ta tio n .^In  a c c o r d a n c e  w ith  th e p r o v is io n s  o f the S o c ia l S e c u r ity  A c t , as am en d ed , " In d iv id u a l in c o m e  ta x e s  w ith h e ld " h a v e b e e n in c r e a s e d a n d  " F e d e r a l  In s u ra n c e  C o n trib u tio n s  A c t  t a x e s "  h a v e  b e en  d e c r e a s e d  in  the am oun t o f $396,771,705 to  c o r r e c t  e s t im a te s  fo r  q u a rte r  ended S e p te m b e r  30, 1972 and p r io r . " In d iv - d u a l in c o m e  ta x e s  o th e r "  h av e b e e n  in c r e a s e d  and " S e lf-E m p lo y m e n t  C o n 

tr ib u tio n s  A c t  T a x e s "  h av e b e en  d e c r e a s e d  in  the am ount of $42,040,567 to c o r r e c t  e s t im a te s  fo r  th e c a le n d a r  y e a r  1971 and p r io r .5 In clu d e s $432,618,055 d is tr ib u tio n  to F .e d e ra l D is a b ility  and H o s p ita l In s u r a n c e  T r u s t  F u n d s .6 P u rs u a n t to P u b lic  L a w  93-32 d a ted  M a y  11, 1973, m o st o u tla y s  o f th e R u r a l  E le c t r if ic a t io n  A d m in is tr a tio n  in clu d in g  th e R u r a l T e lep h o n e B a n k  w e re  c l a s s i f ie d  o u tsid e  th e u n ifie d  budget t o t a ls . T r a n s a c tio n s  a r e  in clu d e d  in  b u d g e t o u tla y s  th ro u g h  th e c lo s e  o f b u s in e s s  M a y  11, 1973. F o r  tr a n s a c tio n s  a f t e r  M a y  11, 1973, c la s s i f ie d  o u tsid e  the u n ifie d  budget to ta ls , s e e  T a b le  IV , S c h e d u le  A .  A d m in is tr a tiv e  e x p e n se s fin a n ce d  b y  g e n e ra l fund a p p ro p ria tio n s  w ill  co n tin ue to  b e r e f le c te d  in  budget t o t a ls .7 P u rsu a n t to P u b lic  L a w  9 2-126 d a ted  A u g u st 17, 1971, r e c e ip ts  and o u tla y s  fo r  th e E x p o r t-Im p o r t  B an k o f th e  U n ited  S ta te s  w e re  r e c la s s i f i e d  o u ts id e  th e  u n ifie d  budget to ta ls . A m o u n ts  r e p r e s e n t E x p o r t-Im p o r t  B an k o f th e  U n ited  S ta te s  tr a n s a c tio n s  th ro u g h  th e c lo s e  o f b u s in e s s  A u g u s t 16, 1971. F o r  tr a n s a c tio n s  a fte r  A u g u st 16, 1971, c l a s s i f ie d  o u ts id e  th e u n ifie d  budget t o t a ls ,  se e  T a b le  IV , S c h e d u le  A .® T ra n sa ctio n s c o v e r  th e  p e rio d  J u ly  1, 1972, th ro u g h  Ju n e  22, 1973, and a r e  p a r t ia lly  e s tim a te d .9 S e e  T a b le  IV , S c h e d u le  A .* L e s s  th an  $5 0 0 .0 0 .* * L e s s  th an  $5 0 0 ,0 0 0 .0 0 .
S o u r c e : P r e p a r e d  b y  th e D e p a rtm e n t of th e T r e a s u r y , B u r e a u  of A c c o u n ts , on th e b a s is  of r e p o r ts  r e c e iv e d  fr o m  d is b u r s in g , c o l le c t in g  and a d m in is tr a tiv e  a g e n c ie s  of th e G o v e rn m e n t. 0)



T A B LE  III—BUDGET RECEIPTS AND O U TLA Y S —Continued (In thousands) *

Classification of This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearOUTLAYS Outlays Applicable Net Receipts Outlays Outlays Applicable Net Receipts Outlays Outlays Applicable Net Receipts OutlaysLegislative Branch:Senate ................................................ ..House of Representatives....................Joint items for Senate and House.. . .Architect of the Capitol........................Botanic Garden........................................Library of Congress .............................Government Printing Office:General fund appropriations. . . . . .Revolving fund (net)...........................General Accounting Office...................Cost Accounting Standards Board . . .United States Tax Court....................Proprietary receipts from the public Intrabudgetary transactions................Total—Legislative Branch . . . . .

17,46012,4135,4563,605586,434
17,46012,4135,4563,605586,434

$79,301141,64629,26632,54080477,713
$79,301141,64629,26632,54080477,713

$74,140128,83033,55929,79874069,969
$74,140 128,830 33,559 29,798 740 69,9694,4531,5878,898105913-208 $2,309

4,4531,5878,898105913-2,309-208
86,5703,14695,2541,4808,107-457 $14,938

86,5703,14695,2541,4808,107-14,938-457
58,49413,38285,4478826,501-304 $14,131

58,49413,38285,4478826,501-14,131-30451,174 2,309 48,865 555,372 14,938 540,433 501,438 14,131 487,307The Judiciary:Supreme Court of the United States.., Court of Customs and Patent Appeals,Customs Court................................. ..Court of Claims......................................... 60463214192 60463214192 5.209 6632.2092,102
5.209 6632.2092,102

4,5706512,2522,003 4,5706512,2522,003Courts of appeals, district courts, and otherjudicial services........................................................................Federal Judicial Center............................... ..............................Commission on Bankruptcy Laws of the United States . .Judiciary Trust Funds..................................... .........................Proprietary receipts from the public...................................Total—The Judiciary.............................................. ..Executive Office of the President:Compensation of the President................ ................................The White House Office.............................................. ...............Special Projects...................................................................... ..Executive Residence....................................................................Special Assistance to the President.....................................Council of Economic Advisers.................. ............ ..Council on International Economic Policy...........................Council on Environmental Quality and Office ofEnvironmental Quality........... .................................................Domestic Council........................................................................National Aeronautics and Space Council.................... ..National Security Council.........................................................Office of Emergency Preparedness................................. ..Office of Management and Budget..........................................Office of Science and Technology............................................Office of Telecommunications Policy.............................Special Action Office for Drug Abuse Prevention.. . . . . .Special Representative for Trade Negotiations..................Miscellaneous............................................ ..................................Total—Executive Office of the President..................

15,72112352285 15,72112352285H
175,3651,4244412,820 6,907

175,3651,4244412,820-6,907
161,4091,1211932,618 1,875

161,4091,1211932,618-1,87517,254 (*) 17,253 190,232 6,907 183,325 174,816 1,875 172,941
2162242243982157

2162242243982157
2509,7351,6501,0576281,498658

2509,7351,6501,0576281,498658
2509,6041,1171,2186431,766-8

2509,6041,1171,2186431,766-830118302501,3821,66311031664876-3

30118302501,3561,66311031664876-3

2,3301.650 4142,4379.651 18,4911,8052,5744,7758528

2,3301,6504142,4379,62318,4911,8052,5744,7758528

1,8911,8714282,2218,71718,3121,8292,3371,07981853
55

1,8911,8714282,2218,66218,3121,8292,3371,079818535,606 27 5,580 60,464 28 60,437 54,147 55 54,092See footnotes on page 3,



T A B L E  III— B U D G E T  R E C E I P T S  A N D  O U T L A Y S —C o n tin u e d  (In th o u sa n d s)This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearClassification of OUTLAYS—Continued
Funds appropriated to the President:Appalachian regional development programs:Public enterprise funds . . . . . . . . . . . . ....................Other .................................................................................Disaster relief....................................................................Economic stabilization activities.................................Emergency fund for the President...............................Expansion of defense production.................... ..Expenses of management improvement......................Foreign assistance:International security assistance:Military Assistance:Defense Department............................................All other agencies...................... .........................Foreign military credit sales................Military credit sales to Israel.............................Security supporting assistance.............................Liquidation of foreign military sales fund . . . .Military assistance advances...............................Proprietary receipts from the public:Military assistance advances..........................Other................................... ....................................Total—International security assistance ..International development assistance: Multilateral assistance:International financial institutions..................International organizations and programs . . .  Bilateral assistance:Grants and other programs............................. ..Alliance for progress, development loans. . .Development loans.............................................. .Housing guaranty fund...........................................Overseas Private Investment Corporation. . ,Inter-American Foundation...............................Intragovernmental funds...............................Proprietary receipts from the public........... .Total—Bilateral assistance................Total—International development assistance,President’s foreign assistance contingency fund.,Total--Foreign assistance................................... ..Office of Economic Opportunity...................................Mis cellaneous........... ..........................................................Total—Funds appropriated to the President,

Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays Ohtlays ApplicableReceipts NetOutlays
16522,327110,8692,787 18 15622,327110,8692,787 1648263,402358,44726,40514103,875548

1144 1505263,402358,44726,4051468,026548
1631241,00792,16913,4024551,542655

$176 $454 241 ,.007 92,169 13,402 455 -11,524 6559284 5,193 -5,10284 35,849 13,065
98,552 -487 9,704 15,156 71,701 159,604 278,384

98,552-4879,70415,15671,701144,840278,384-162,214-4,483

492,239-7,841232,953123,354641,792239,9361,396,012
492,239-7,841232,953123,354641,792113,2621,396,012-1,730,668-89,839

563,121-608147,09768,924717,054143,2371,183,794
563,121-608147,09768,924717,05410,2041,183,794-1,096,694-69,651

14,764 126,674 133,033162,2144,483 1,730,66889,839 1,096,69469,651632,614 181,461 451,153 3,118,445 1,947,181 1,171,263 2,822,619 1,299,378 1,523,241
14,57032,226 14,57032,226 323,532186,227 323,532186,227 275,694195,932 275,694195,93262,11215,13744,366356-2,1393253,399

62,11211,06423,838166-8,5053253,399-19,422
454,689226,497326,8793,07727,7363,9494,832

454,689187,811193,145490-9,2583,9834,832-320,349
406,203223,508475,8502,39110,5021,6144,768

406,203183,529336,655-53-21,3421,5794,768-63,828
4,07320,5271906,365 38,686133,7342,58636,994-33

39,979139,1952,44431,8443519,422 320,349 63,828123,556 50,579 72,977 1,047,660 532,317 515,343 1,124,837 277,326 847,511170,352 50,579 119,773 1,557,418 532,317 1,025,102 1,596,462 277,326 1,319,137-573 -573 10,532 10,532 43,270 43,270802,393 232,040 570,353 4,686,395 2,479,498 2,206,897 4,462,351 1,576,703 2,885,64883,177 17 83,159 800,37740 153 800,22440 1,052,6991,571 250 1,052,4491,5711,021,792 237,259 784,533 6,240,151 2,515,644 3,724,507 5,866,482 1,590,195 4,276,287
01



0)
TA B LE  III—BUDGET RECEIPTS AND O U TLA Y S—Continued (In thousands)

Classification of OUTLAYS—Continued
Agriculture Department:Departmental management:Office of the Secretary...........................................................Office of the Inspector General..........................................Office of the General Counsel............................................Office of Management Services ..........................................Total—Departmental management................................Science and education programs:Agricultural Research Service............................................Animal and Plant Health Inspection Service . . . . . . . . .Cooperative State Research Service.................................Extension Service....................................................................National Agricultural Library............................................Total—Science and education programs.. . . . . . . . . .Agricultural economics:Statistical Reporting Service ..............................................Economic Research Service................................................Marketing services:Commodity Exchange Authority..........................................Packers and Stockyards Administration...................... ....Farmer Cooperative Service..............................................International programs:Foreign Agricultural Service..............................................Foreign assistance and special export programs.........Agricultural Stabilization and Conservation Service:Administrative expenses............................... ................ ..Sugar act program............................................ .....................Cropland adjustment program ............................................Rural environmental assistance program ......................Indemnity, conservation and land-use programs. . . . .Total—Agricultural Stab, and Conservation ServiceCorporations:Federal Crop Insurance Corporation:Administrative and operating expenses......................Federal Crop Insurance Corporation fund..................Commodity Credit Corporation:Public enterprise funds....................................................Special activities:National Wool Act program..........................................Intragovernmental funds..............................................Total—Commodity Credit Corporation................Total—Corporations................................. .........................Rural development:Rural Development Service.................................................Rural Electrification Administration:Rural Telephone Bank .......................................................Other............. .........................................................................

This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearOutlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays
12,7571,528491198 $2,7571,528491198 $9,75317,4926,2723,803 $9,75317,4926,2723,803 $10,05818,3526,7414,055 $10,05818,3526,741-4,0554,974 4,974 37,320 37,320 39,206 39,20615,38524,9158,27824,997437

15,38524,9158,27824,997437
199,296309,24582,341185,8384,175

199,296309,24582,341185,8384,175
255,656102,16974,706169,7204,242

255,656102,16974,706169,7204,24274,012 74,012 780,896 780,896 606,493 606,4932,5741852753232064,835288,148
2,5741852753232064,835288,148

21,30315,3572,5873,7461,95026,907895,000
21,30315,3572,5873,7461,95026,907895,000

21,05517,1982,9433,9332,01228,5601,320,400
21,05517,1982,9433,9332,01228,5601,320,40023,3237,144172,7641,188

23,3237,144172,7641,188
155,48786,38151,473160,23316,334

155,48786,38151,473160,23316,334
166,37386,13366,783185,37110,743

166,37386,13366,783185,37110,74334,437 34,437 469,909 469,909 515,403 515,403
1,3861,133 1,386686 12,86524,095 12,865-13,723 12,06631,516 12,066-10,395$447 $37,818 $41,911332,1414,149-208,157 550,620 -218,4794,149-208,157 9,708,86873,510-173,161 5,951,922 3,756,94773,510-208,187 9,039,742116,545-292,213 5,056,372 3,983,371116,545-354,44635,026 62,233128,132 550,620 -422,488 9,609,217 5,986,948 3,622,269 8,864,074 5,118,605 3,745,470130,652 551,067 -420,415 9,646,176 6,024,766 3,621,411 8,907,656 5,160,516 3,747,14019 19 191

34,390 499,212

191
629,306 6499,212

158
614567,367

158
16567,3675,085 597

\ i, 278 1.................. 1,278
Se< fo o tn o te p a g e



Se< fo o tn o te p a g e l i

Classification of OUTLAYS—Continued
Agriculture Department—Continued Rural development--Continued Farmers Home Administration:Public enterprise funds:Direct loan account......... .............................................Rural development insurance fund.......... ..............Rural housing insurance fund......... .........................Emergency credit revolving fund (disaster loans).Agricultural credit insurance fund ........................O t h e r .. . . . . . . . . ................................. .......... ...............Rural housing, water and waste disposal grants . .  Salaries and expenses .....................................................Total—Farmers Home Administration.. . . . . . . .Total—Rural development..............................................Environmental programs:Soil Conservation Service:Conservation operations............................................Watersheds, flood prevention and water development .................................................................................Great Plains conservation program ..........................Consumer programs:Agricultural Marketing Service:Marketing Services.................. ......................... ............ ..Payments to States and Possessions..........................Removal of surplus agricultural commodities . . . .Milk market orders assessment fund........................O t h e r ................................... ...........................................Total—Agricultural Marketing Service........... ..Food and Nutrition Service:Child nutrition programs................................................Special milk program.......................................................Food stamp program.........................................................Total—Food and Nutrition Service...........................Total—Consumer Programs........... «........................Forest Service:Intragovernmental funds......................................................Forest protection and utilization .....................................Construction and land acquisition......................................Forest roads and trails .......................... ............................Forest Service permanent appropriations....................Cooperative work . , . . ............................ ............................Other .......................... ...............................................................Total—Forest Service............................. ....................... ..Proprietary receipts from the public......... ...................*.Total—Agriculture Department.................. ...................See footnotes on page 3.

This MonthOutlays
$33,459
167,3789211,201

2,860
3,918

10,030

428,846

430,143

13,164

11,615
1,858

1,969

*103 j 541 
1,574 
3,172

110,256

7,052
6,943

182,502

196,496

306,752

-816
30,389

2,433
13,421

1,664
5,199

244

ApplicableReceipts

52,533

1,356,686

$9,559 
142,079

” 93] 426 
918

245,982

245,982

NetOutlays

1,489

1,489

1,489

124,911

923,448

$23,901
25,3009

117,775
1,942
3,918

10,030

182,865

184,161

13,164

11,615
1,858

1,969

iÔ3*541
85

3,172

Current Fiscal Year to DateOutlays
$65,459
232,835

2,284,709
920

1,777,471
3,072

47,615
109,514

4,521,594

5,055,387

168,678

124,038
15,173

ApplicableReceipts NetOutlays
$83,073
454,828

2,512,544
14,982

1,580,852
9,723

4,656,002

4,661,087

108,767

7,052
6,943

182,502

196,496

305,263

-816
30,389

2,433
13,421

1,664
5,199

244

52,533

29,037
1,600

735,730
18,840
32,340

817,548

600,992
90,101

2,210,498

2,901,592

3,719,140

-4,966
339,194

27,949
140,183
137,032
79,189

4,921

-$17,615
-221,993
-227,835

-14,063
196,619

-6,650
47,615

109,514

Comparable Period Prior F iscal YearOutlays
$393,107

’2)251*377
42,600

1,172,272
5,054

37,141
100,682

-134,408

394,300

4,002,233

19,233

19,233

19,233

-124,911

433,238

723,502

21,707,069

813,856

11,518,941

168,678

124,038
15,173

29,037
1,600

735,730
-393

32,340

798,314

600,992
90,101

2,210,498

2,901,592

3,699,906

4,570,372

171,435

126,454
16,169

ApplicableReceipts
$381,992

2)082)285
115,895
979,655

11,669

3,571,496

3,572,093

148,322
1,601

593,215
18,728
44,666

806,531

622,194
93,552

1,909,166

2,624,912

-4,966
339,194

27,949
140,183
137,032
79,189

4,921

723,502

-813,856

10,188,128

3,431,443

1,070
374,450

19,565
143,221

96,756
41,114

4,686

680,863

20.461.595

20,311

20,311

20,311

773,980

NetOutlays

9.526.900

$11,116

’ 169)093 
-73,295  
192,617 

-6,615  
37,141 

100,682

430,737

998,279

171,435

126,454
16,169

148,322
1,601

593,215
-1,583
44,666

786,220

622,194
93,552

1,909,166

2,624,912

3,411,132

1,070
374,450

19,565
143,221

96,756
41,114

4,686

680,863

-773,980

10.934.696



TA B LE  III—BUDGET RECEIPTS AND O U TLA YS—Continued (In thousands) <X>

Classification of OUTLAYS—Continued Outlays
Commerce Department:General Administration:Public works grants and loans revolving fund.. . . . . .Salaries and expenses.........................................................Other..........................................................................................Social and Economic Statistics Administration:Salaries and expenses.........................................................Censuses .................................................................................Other................................................ .............................. .........Economic development assistance:Economic Development Administration........................Regional Action Planning Commissions........................Promotion of industry and commerce:Domestic and International Business AdministrationForeign direct investment regulation.............................Minority business enterprise............................................National Industrial Pollution Control Council.............U. S. Travel Service.............................................................Total—Promotion of industry and commerce.........Science and technology:National Oceanic and Atmospheric Administration:Public enterprise funds...........................».....................Other.....................................................................................Patent Office...........................................................................National Bureau of Standards:Intragovemmental funds . . . . .......................................Other.....................................................................................Office of Telecommunications ..........................................National Technical Information Service ........................Office of State Technical Service......................................Total—Science and technology.......................... ..........Maritime Administration:Public enterprise funds......................................................Ship construction.............................................. .....................Ship operation subsidies.....................................................Other.........................................................................................Total—Maritime Administration.................................Proprietary receipts from the public.................................Intrabudgetary transactions...................................................Total—Commerce Department.........................................Defense Department:Military:Military personnel:Department of the Army................................................Department of the Navy...................... ...........................Department of the Air Force .......................................Total—Military personnel.....................................Retired Military personnel.............................................

4238996463,1323,075-4,38632,9494,9705,5022055,036231,35912,125
2,33639,2116,7386954,38380552954,697
10218,79737,2884,38860,575-2,482166,177

739,814628,205633,6242,001,643376,281

This MonthApplicableReceipts
$3,431

113

1131,030
1,0303,3117,885

NetOutlays Current Fiscal Year to DateOutlays ApplicableReceipts NetOutlays Comparable Period Prior Fiscal YearOutlays ApplicableReceipts NetOutlays
-$3,4548996463,1323,075-4,38632,9494,970

$17,3718,30361032,65628,343-2,280296,34057,334

$35,967 -$18,5968,30361032,65628,343-2,280296,34057,334

$12,5957,3761,55929,26027,9941,558265,83444,2245,5022055,036231,359
55,5852,45739,1433327,587

55,5852,45739,1433327,587
48,6482,5288,3933275,04612,125 105,104 105,104 64,942

2,22339,2116,7386954,383805529
4,516332,55364,178-92351,8765,9425,0067

2,931 1,585332,55364,178-92351,8765,9425,006754,584 463,155 2,931 460,224-92818,79737,2884,388 1,948185,878226,71155,399 12,787 -10,839185,878226,71155,39959,545 469,935 12,787 457,149-3,311-2,482 -21,394 41,135 -41,135-21,394158,292 1,455,477 92,819 1,362,658
739,8146287205633,6242,001,643376,281

8,568,0537,199,3297,516,14423,283,5264,390,384
8,568,0537,199,3297,516,14423,283,5264,390,384

3,305343,49360,480-2,36547,3953,6853,880191460,0642,648143,252235,66753,339434,905-16,6491,333,661
9,004,5606,748,0987,283,13423,035,7933,884,688

3,420

3,678

3,67813,254
13,25436,40983,761

417,8257,3761,55929,26027,9941,558265,83444,22448,6482,5288,3933275,04664,942
-373343,49360,480-2,36547,3953,6853,880191456,386-10,606143,252235,66753,339421,651-36,409-16,6491,249,900

9,004,5606,748,0987,283,13423,035,7933,884,688



T A B L E  III— B U D G E T  R E C E I P T S  A N D  O U T L A Y S —Con tin u ed  (In th o u sa n d s)

Classification of OUTLAYS—ContinuedDefense Department—Continued Military—ContinuedOperation and maintenance:Department of the Army.......................................Department of the Navy........................................Department of the Air Force......... I ............Defense agencies........... .............. .........................Total—Operation and maintenance.. . . . . . .Procurement:Department of the Army......... ............ .......... .....Department of the Navy .......................................Department of the Air Force...............................Defense agencies.....................................................Total—Procurement.........................................Research, development, test and evaluation:Department of the Army.......................................Department of the Navy ..................................... ..Department of the Air Force...............................Defense agencies.....................................................Total—Research, development, test and evaluation ...........................................................Military construction:Department of the Army........................................Department of the Navy............................... ..Department of the Air Force..............................Defense agencies........... .........................................Total—Military construction................. . . . .Family housing:Homeowner’ s assistance fund.............................Other...........................................................................Total—Family housing......................................Civil Defense ................................. ............ .................Special foreign currency program........................Revolving and management funds:Public enterprise funds:Department of the Army...................................Department of the Navy ...................................Department of the Air Force.........................Intragovernmental funds:Department of the Army...............................Department of the Navy ...................................Department of the Air Force..................Defense agencies........... .................................. ..Total—Revolving and management fluidsSee footnotes on page 3.

This MonthOutlays
$780,361640,138643,029137,8752,201,403291,225788,851569,2345,7331,655,043242,570258,302287,48248,918837,272104,83040,55831,535919177,84129286,63286,9247,5301,177

2,82422,50795,35627,963-5,291143,359

ApplicableReceipts

$253253
1,8453
1,848

NetOutlays
$780,361640,138643,029137,8752,201,403291,225788,851569,2345,7331,655,043242,570258,302287,48248,918837,272104,83040,55831,535919177,8413986,63286,6717,5301,177

979-322,50795,35627,963-5,291141,511

Current Fiscal Year to DateOutlays
$6,916,9935,722,3836,991,0061,442,70821,073,0902,781,3987,030,0895,800,32348,14215,659,9521,910,6072,404,6583,361,864478,5808,155,708421,745392,608284,41218,1501,116,9164,151726,978731,13073,9543,799

-118,630-315,593-253,060-321,415-160,020-1,031,459

ApplicableReceipts

1,1214,121
-119,94725

19,971

NetOutlays
$6,916,9935,722,3836,991,0061,442,70821,073,0902,781,3987,030,0895,800,32348,14215,659,9521,910,6072,404,6583,361,864478,5808,155,708421,745392,608284,41218,1501,116,91631726,978727,00973,9543,799

Hi-1,317-25-315,593-253,060-321,415-160,020-1,051,429

Comparable Period Prior Fiscal YearOutlays
$7,553,8865,689,1807,160,6861,271,15821,674,9103,894,4327,135,4076,047,75853,79717,131,3951,778,7302,426,6333,205,071470,7757,881,208423,048342,762330,73611,4591,108,0058,775683,703692,47874,5242,645

(*)21,7311-16,54326,47621,782-255,097-201,¿49

ApplicableReceipts

1,5304,530
(*)21,66259

21,721

NetOutlays
$7,553,8865,689,1807,160,6861,271,15821,674,9103,894,4327,135,4076,047,75853,79717,131,3951,778,7302,426,6333,205,071470,7757,881,208423,048342,762330,73611,4591,108,0054,245683,703687,94874,5242,645

m69-58-16,54326,47621,782-255,097-223,370



o
TA B LE  III—BUDGET RECEIPTS AND O U TLA Y S —Continued (In thousands)This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearClassification of OUTLAYS—Continued Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlaysDefense Department—ContinuedMilitary—ContinuedMiscellaneous trust revolving funds.................................. $6,784 $7,490 -$706 $64,156 $73,207 -$9,051 $65,206 $66,745 -$1,539MiSf’<aUnnprnis trust funds._____ . . . T. _________ ________ 989 989 7,715 7,715-101,577 7,181 7,181-106,596-6,137Prnpriptnry rpp.plpts from thfi public................................. -16,646 16,646-459 101,577 106,596Tntrahudgetary transactions.................................................. -459 -3,163 -3' 163 -6,137Total—Military...................................................................... 7,495,788 -7,056 7,502,843 73,525,709 198,875 73,326,834 75,350,247 199,592 75,150,654Civil;Department of the Army: 2,465Cfimetfirial expenses........................................................... 2,465 20,168 20,168 21,307 21,307Corps of Engineers:Water resources development................................. .. 248,316-22,140 248,316-22,140-518 1,697,0438,222 1,697,0438,222-33,282 1,519,387-7,117 1,519,387-7,117-26,7906,166Mragovemmentai funds ........... ................................Proprietary receipts from the public........... T.......... 518 33,282 26,790272Ryukyu Islands................................. .................................... 14 14 230 ' 46 184 6,438Miscellaneous accounts:Army—wildlife conservationj e tc ............................... 57 57 355 355 318 31835Navy--wildlife conservation, etc..................................... 5 5 49 49 35Air Force--wildlife conservation, etc.......................... 7 7 104 104 72 72Soldiers* and Airmen's Home:Soldiers* and Airmen's Home revolving fund......... .... 10 17 -7 225 222 4 208 223 -15Other......................................................................................... 1,101 1,101 12,163 12,163 12,015 12,015The Panama Canal:Canal 7,(me Government...................................................... 10,660 10,660 60,020194,413 60,020-4,230 53,036183,190 53,036540Panama Canal Company.....................................................Proprietary receipts from the public................................. 21,561 21,3041,362 '257-1,362-5,907 198,64324,227 182,64923,361-24,227-32,670 -23,361-26,036Tntrahudg'et.ary transactions ..................................... .. -5,907 -32,670 -26,036Total—Civil............................................................................. 256,149 23,201 232,948 1,960,322 256,419 1,703,903 1,762,853 233,295 1,529,557Total—Defense Department....................................................... 7,751,937 16,145 7,735,792 75,486,031 455,294 75,030,736 77,113,099 432,888 76,680,212Health, Education, and Welfare Department: Food and Drug Administration:Revolving fund for certification and other services.. . .  Other.......................................................... .................................. 35513,749 431 -7613,749 4,237143,358 4,750 -513143,358 4,781105,109 4,410 371105,109Health Services and Mental Health Administration:Public enterprise funds........................................................... 1,142 115 1,027 5,657 582 5,075 134 129 5Intragovernmental funds......................................................... 27,65855,07624,95343,2946,66615,6069,576

27,658 22,986513,691 22,986513,691361,143 -1,276481,235405,819681,76778,229169,59981,089
-1,276481,235405,819681,76778,229169,59981,089

Mental health.......................................................................... .. 55̂ 07624,953Health services planning and development........................ 361443Health services delivery...................................................... . 43̂ 2946,66615,6069,576 661̂ 077129,243197,442103,435 661̂ 077129,243197,442103,435Preventive health services.....................................................Indian health services and facilities...................................Other..............................................................................................Total--Health Service and Mental HealthAdministration................................................................... 183,969 115 183,854 1,994,674 582 1,994,091 1,896,597 129 1 ftQfi A(Kft



m mClassification of OUTLAYS—Continued
Health, Education, and Welfare Department—Continued National Institutes of Health:Public enterprise funds.................Intragovernmental funds........... ......Cancer research......................Heart and lung research... .............Arthritis, metabolic and digestive diseases.....Neurological diseases and stroke...........Allergy and infectious diseases.............General medical science................Child health and human development.........Other research institutes................Health manpower............1.. ....Other.................... ........

Total—National Institutes of Health..... .
Education Division:Office of Assistant Secretary of Education......Office of Education:Student loan insurance fund....... ......Higher education facilities loan and insurance fund.Elementary and secondary education.....School assistance in federally affected areas...Emergency school assistance ............Education for the handicapped............Occupational, vocational, and adult education...Higher education....................Educational development...... ........Other..........................

Total—Office of Education...........
National Institute of Education.............
Total—Education Division..............

Social and Rehabilitation Service:Grants to States for Public Assistance:

This Month Current Fiscal Year to Date Comparable Period Prior F iscal YearOutlays
119

-152,708
45,088
21,450
13,177
10,858
9,603

17,988
10,973
17,367

108,208
3,215

105,236

-654
12,378
17,520

277,181
90,009
3,010

14,064
93,343

252,291
21,165
25,905

806,866
12,406

818,618

ApplicableReceipts
1130

130

1,031
955

1,986

1,986

NetOutlays Outlays
-till

-152,708
45,088
21,450
13,177
10,858
9,603

17,988
10,973
17,367

108,208
3,215

1756
36,465

382,760
232,473
149,229
110,403
106,526
170,730
114,567
172,749
627,420
51,452

105,107 2,155,531

-654 -483
11,347
16,566

277,181
90,009
3,010

14,064
93,343

252,291
21,165
25,905

50,760
32,224

1,826,402
580,494
40,992

111,204
610,841

1,382,165
226,288
170,763

804,880 5,032,135
12,406 26,672

816,632 5,058,324

ApplicableReceipts
$1,462

1,462

7,153
23,000

30,153

30,153

NetOutlays
-4706

36,465
382,760
232,473
149,229
110,403
106,526
170,730
114,567
172,749
627,420
51,452

2,154,069

-483
43,607
9,224

1,826,402
580,494
40,992

111,204
610,841

1,382,165
226,288
170,763

5,001,982
26,672

5,028,171

Outlays
$2,305

997
258,898
193,527
146,399
104,981
105,865
161,668
97,528

165,204
455,705
59,928

ApplicableReceipts
$1,085

1,753,006 1,085

NetOutlays
$1,220

997
258,898
193,527
146,399
104,981
105,865
161,668
97,528

165,204
455,705
59,928

1,751,920

31,679
46,180

1,887,812
649,302
71,952
93,674

508,541
1,287,140

204,059
150,175

5,090
21,711

4,930,515 26,802

4,930,515 26,802

26,589
24,469

1,887,812
649,302
71,952
93,674

508,541
1,287,140

204,059
150,175

4,903,714

4,903,714

Providing or financing medical services.. . .Public assistance..................................................Social and individual services...........................Social and rehabilitation services........................Work incentives.................... .....................................Assistance to refugees in the United States . . .  Other............................................ ................... ..Total—Social and Rehabilitation Services.. .Social Security Administration:Intragovernmental funds........... ..............................Payment to social security trust funds..............Special benefits for disabled coal miners.........Federal old-age and survivors ins. trust fund: Administrative expenses and construction . .Benefit payments ...................................................Vocational rehabilitation services..................Payment to railroad retirement account. . . .Total-FOASI trust fund...................................

394,825
643,277
118,876
75,147
33,866
15,850
3,571

1,285,411

43
113,526
98,412
67,396

3,814,229
345

3,881,970

394,825
643,277
118,876
75,147
33,866
15,850
3,571

4,578,600
5,942,869
1,613,692

800,163
280,540
135,362
56,837

4,578,600
5,942,869
1,613,692

800,163
280,540
135,362
56,837

4,470,064
6,668,432
1,953,407

726,404
171,103
129,173
38,833

4,470,064
6,668,432
1,953,407

726,404
171,103
129,173
38,833

1,285,411 13,408,063

43
113,526
98,412
67,396

3,814,229
345

3,881,970

82
2,385,511

946,335
719,911

42,169,560
2,469

782,954
43,674,894

13,408,063

82
2,385,511

946,335
719,911

42,169,560
2,469

782,954
43,674,894

14,157,416 14,157,416

-324
2,454,192

417,951
-324

2,454,192
417,951

581,959
34,540,313

1,555
724,341

581,959
34,540,313

1,555
724,341

35,848,168 35,848,168



TA B LE MI-BUDGET RECEIPTS AND OUTLAYS-Continued (In thousands) IOClassification of OUTLAYS—Continued This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearOutlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlaysHealth, Education, and Welfare Department—Continued Social Security Administration—Continued Federal disability insurance trust fund: Administrative expenses and cnnstrnetinn $29,565473,9775,408 $29,565473,9775,408 $246,6535,161,92839,35719,503 $246,6535,161,92839,35719,503 $211,6774,045,90227,52324,190 $211,6774,045,90227,52324,190Renefit payments................................................ , , , , TVocational rehabilitation services.............................Payment to railroad retirement account..................Total—FDI trust fund........................................T - -. 508,949 508,949 5,467,441 5,467,441 4,309,292 4,309,292Federal hospital insurance trust fund: Administrative expenses and construction 17,340617,610 17,340617,610 192,8426,648,221 192,8426,648,221 166,3756,109,139 166,3756,109,139Benefit payments.............................................................Total--FHŒ trust fund................................................ 634,950 634,950 6,841,063 6,841,063 6,275,514 6,275,514Federal supplementary medical ins. trust fund: Administrative expenses and construction 21,516207,574 21,516207,574 245,8672,391,056 245,8672,391,056 288,6272,255,069 288,6272,255,069Benefit payments.............................................................Total—FSMI trust fund.............................................. 229,091 229,091 2,636,922 2,636,922 2,543,696 2,543,696Total—Social Security Administration............... 5,466,941 5,466,941 61,952,249 61,952,249 51,848,491 51,848,491Special institutions:American Printing House for the Blind...................... 1782,4143521,5697,167
1782,4143521,5697,167

1,69717,0603,03410,39568,253
1,69717,0603,03410,39568,253

1,58012,3322,8739,46949,449
1,58012,3322,8739,46949,449National Technical Institute for the Deaf....................Model Secondary School for the Deaf.............................Gallaudet College........... ....... ...................... ........ ...............Howard University................... ...........................................Total—Special institutions............................................ 11,681 11,681 100,438 100,438 75,704 75,704Office of Child Development ................................................ 27,418-5,3201,064805,367

27,418-5,3201,064805,363-16,489
384,467-13,18212,9751,17456,139

384,467-13,18212,9751,17456,135-24,869-381,415-1,430,451
-474,645-51,000-48,000-802,4571,875260

-155
-1,979

215,623-3,83610,2471,31550,346
215,623-3,83610,2471,31550,346-30,033-503,351-1,365,295

-487,546-50,000-48,000-748,531100299-348
-51

Office of the Secretary:Intragovernmental funds...................................................Office for Civil Rights.......................................................Office .of Consumer Affairs..............................................Departmental management..................................... .. $416,489 $424,869Proprietary receipts from the public............................... $30,033Intrabudgetary transactions:Payments for health insurance for the aged: Federal hospital insurance trust fund . . . . . . -381,415-1,430,451
-474,645-51,000-48,000-802,4571,875260

-155
-1,979

-503,351-1,365,295
-487,546-50,000-48,000-748,531100299-348

-51

Federal supplementary medical insurance trust fund...................................................................... ............. -113,526 -113,526Payments for military service credits and special benefits for the aged:Federal old-age and survivors insurance trust fund. . ......................................................Federal disability insurance trust fund....................Federal hospital insurance trust fund......................Receipts transferred to railroad retirement account Interest on reimbursement of administrative and vocational rehabilitation expenses:Federal old-age and survivors ins. trust fund . . .  Federal disability insurance trust fund..................Federal hospital insurance trust fund....................Federal supplementary medical ins. trust fund . . ....................
Total—Health, Education, and Welfare 

Department . . . . . . . . . . . . . . 1 7,801,042 19,155 7,781,887 82,070,480 61,822 82,008,658 71,842,591 62,459 71,780,132

T A B L e  III__B UDG ET RECEIPTS AND O U T LA Y S —Continued (In thousands)



Classification of OUTLAYS—Continued
1 7,801,042 19,155 7,781,887 82,070,480 1 61,822 82,008,658 71,842,591 62,459 J 71,780,132

III —BUDGET RECEIPTS AND O U T LA Y S —C o n tin u e d  (In t h o u s a n d s )This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearOutlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays
$200,588

660
5,720

115

$91,488
1,924
6,068

99

$109,100
-1,264

-348
17

$1,993,953
11,432

163,978
1,841

$1,153,572
22,112

159,949
1,565

$840,381
-10,680

4,030
276

$1,335,526
20,468

196,042
2,508

$1,045,432
21,943

158,986
1,423

$290,093
-1,475
37,056

1,085

20,536 83,857 -63,321 650,555
15,748

664,598 -14,043
15,748

735,413
17,000

766,339 -30,925
17,000

227,620 183,435 44,184 2,837,506 2,001,795 835,711 2,306,957 1,994,122 312,835

8,394
44

149,548
7,430

21,169
481

163,305

-12,775
-437

-13,757
7,430

141,153
fioq

1,665,247
7,953

894,211
5,195

1,866,238
29,075

-753,059
-4,666

-200,991
-21,122

158,826
520

935,451
-244

494,565
3,157

486,834
29,845

-335,739
-2,637

448,617
-30,089

165,416 184,955 -19,539 1,814,882 2,794,719 -979,838 1,094,553 1,014,401 80,152

393,036 368,390 24,645 4,652,388 4,796,514 -144,126 3,401,510 3,008,523 392,987

3
208

523
440

-521
-232

-289
3,021

5,804
7,967

-6,094
-4,946

-28
3,346

2,464
5,905

-2,493
-2,559

877 877 6,056
1,044,051

282,309
170,319
106,545

22,341

6,056
1,044,051

282,309
170,319
106,545

22,341

2,446
746,627
221,307

77,283
74,513
16,878

2,446
746,627
221,307

77,283
74,513
16,878

73,060
20,324
20,092
10,072

136

73,060 
20,324 
20,092 
10,072 

136

124,771 964 123,807 1,634,353 13,771 1,620,582 1,142,371 8,370 1,134,002

-814
8,510

268

84 -898
8,510

-73
75,765
13,268

3,482 -3,556
75,765
13,268

89
50,170
10,680

2,666 -2,577
50,170
10,680'268

151,424
4,700
3,085

121,010
1,418
2,512

30,414
3,281

573

1,801,164
41,734
38,840
25,159

808,953
16,014
26,376

992,211
25,720
12,464
25,159

589,929
26,578
61,485

156,533

1,836,803
50,885
47,361
23,274

499,515
23,177
52,319

134,005

647,424
11,420
24,940

1,189,379
39,465
22,422
23,274

499,515
23,177
52,319

134,005

49,498
1,804

49,498
1,804
6,084

12,873

589,929
26,578
61,485

156,533
6̂ 084

12,873

229,468 124,941 104,527 2,741,422 851,342 1,890,080 2,667,340 683,783 1,983,557

Housing and Urban Development Department:Housing production and mortgage credit:Federal Housing Administration:Public enterprise funds:FHA revolving fund............. ................................ ..Housing for the elderly or handicapped fund . . . .College housing loans and other expenses...........Nonprofit sponsor assistance...................................Low-rent public housing loans and otherexpenses ........................................................................Other ...................... ......................... ................................Total—Federal Housing Administration...........Government National Mortgage Association:Management and Liquidating functions ......................Guarantees of mortgage-backed securities..............Special assistance functions..........................................Participation sales fund..................................................Total—Government National Mortgage Association....................................................................Total--Housing production and mortgage credit.Housing management:Public enterprise funds:Rental housing assistance fund.....................................Other .....................................................................................Housing assistance payments:College housing grants .....................................................Low-rent public housing.................................................Home ownership assistance ..........................................Rental housing assistance..............................................Rent supplement......................................................... ..Other .........................................................................................Total--Housing management.............................» . . .Community planning and management:New communities fund..........................................................Comprehensive planning grants.........................................Other.................... .....................................................................Community development:Urban renewal programs.....................................................Rehabilitation loan fund.......................................................Public facility loans............................... ..............................Salaries and expenses.......... ...............................................Model cities programs.................. .......................................Grants for neighborhood facilities...................................Open space land programs.................................. ..............Grants for basic water and sewer facilities..................Total—Community development...............................
CO



T A B L E  III—BUDGET RECEIPTS AND OUTLAYS-Contlnued (In thousands) A
Classification of OUTLAYS—Continued

Housing and Urban Development Department--Continued Federal Insurance Administration:Public enterprise funds................................. .....................Other........................................................................................Interstate land sales registration.......................................Research and technology..................................................Fair housing and equal opportunity ...................................Departmental management:Intragovernmental funds..................................... ...............Other.......................................................................................Proprietary receipts from the public.................... ..........Total—Housing and Urban Development Department........... ............................................. ..Interior Department:Public land management:Bureau of Land Management............................................Bureau of Indian Affairs:Public enterprise funds..........................................Indian tribal funds . .  i.....................................................Education and welfare services...................................Resources management..................................................Other.................... ............................................. ...................Total—Bureau of Indian Affairs.............................Bureau of Outdoor Recreation..........................................Territorial Affairs ................................................ .............Total—Public land management.................................Mineral resources:Geological Survey...............................................................Bureau of Mines:Helium fund.......................................................................Other .................... ..............................................................Office of Coal Research....................................................Office of Oil and Gas...........................................................Total--Mineral resources.......................................Fish and wildlife and parks:Bureau of Sport Fisheries and Wildlife........................National Park Service.........................................................Water and power resources:Bureau of Reclamation:Colorado River and Fort Peck projects..............Construction and rehabilitation...................................Other........... .............. ..........................................................Alaska Power Administration ........................ ................Bonneville Power Administration...................... ............Southeastern Power Administration........................Southwestern Power Administration......... ...................Office of water resources research...............................Total-Water and power resources........... ..

This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearOutlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays
1579893 $881 -$302893 $10,6246,17462747,9659,489-16} 550 98,144

$8,637 $1,9886,17462747,9659,489-16,55098,144-235
$7,6354,980 $7,574 $624,9803,724 3,724 42,6308,411-27,74245,271

42,6308,411-27,74245,271-305,88324,797 5,88324,797-66 235 30791,116 495,266 295,850 9,273,596 5,673,982 3,599,614 7,353,346 3,710,945 3,642,400
12,867 12,867 226,115 226,115 210,834 210,8342674,38720,7055,4379,575

216 504,38720,7055,4379,575
1,404193,071286,83174,209155,818

2,136 -731193,071286,83174,209155,818
1,103144,149267,43578,90596,982

1,517 -414144,149267,43578,90596,98240,371 216 40,154 711,333 2,136 709,197 588,574 1,517 587,05717,8648,453 17,8648,453 209,045105,115 209,045105,115 193,51287,956 193,51287,95679,554 216 79,338 1,251,608 2,136 1,249,472 1,080,877 1,517 1,079,3608,78453010,6924,50180
8,784-55710,6924,50180

139,6617,141 138-, 261 32,755 1,539
139,661-1,181138,26132,7551,53.9

127,17550,439 125j 264 17,880 1,452
127,17542,296 125> 264 17,880 1,4521,087 8,322 8,143

24,587 1,087 23,500 319,357 8,322 311,035 322,210 8,143 214,06713,50719,596 13,50719,596 148,848209,260 148,848209,260 144,186186,709 144,186186,70923,27927,68713,68211413,649522993,000
4,738 18,54127,68713,68211413,649522993,000

126,916233,558137,510992135,2419225,63914,686
51,416 75,500233,558137,510992135,2419225,63914,686

98,328187,235125,3631,058123,1827446,79213,644
50,455 47,873187,235125,3631,058123,1827446,79213,64481,761 4,738 77,023 655,463 51,416 604,048 556,346 50,455 505,890



tABL 7TT b Odgi Ŝ tl̂ tnousañasTClassification of OUTLAYS - -Continued
Interior Department—Continued Secretarial Offices:Office of the Solicitor.. . .  . . . ................................. ..............Office of the Secretary.........................................................Proprietary receipts from the public:Royalties and Rent on Outer Continental Shelf Lands.. .O th er.,.... . ............................................................ .....................Intrabudgetary transactions......................................... ..Total—Interior Department ...............................................Justice Department:Legal activities and general administration......................Federal Bureau of Investigation ............................................Immigration and Naturalization.........................................Federal Prison System:Federal Prison Industries, Inc. ( n e t) .....................Federal prison commissary funds...............................Other .............................................. ...........................................Law Enforcement Assistance Administration......... ..........Bureau of Narcotics and Dangerous Drugs . . . . . . . . . . . .Proprietary receipts from the public........... .......................Total--Justice Department......... .......... ..............................Labor Department:Manpower Administration:Intragovernmental funds.................................................... •Manpower training services.................................................Emergency employment assistance..................................Federal unemployment benefits and allowances............Salaries, expenses, and o th e r.........................................Unemployment trust fund:Unemployment insurance and employment services: Federal—State unemployment insurance:State unemployment benefits............. .....................State administrative expenses ...............................Federal administrative expenses:Direct expenses, reimbursements andrecoveries....................«..................... .................Interest on advances...................... ..................... ..Interest on refunds................................................Railroad unemployment insurances:Railroad unemployment benefits.................. ....Administration expenses.....................................Payments of interest on borrowings from railroad retirement account.............................Total--Unemployment trust fund......................Total—Manpower Administration ........................Labor-Management Services Administration....................Employment Standards Administration:Salaries and expenses.............................................. ............Federal workmen's compensation benefits....................Other ............................................................................................

This MonthOutlays
1600

7,206

-177

226,634

15,078
28,196
10,932

193
489

13,872
61,313

7,694

ApplicableReceipts NetOutlays

137,767

2,905
101,531
114,433

31,713
9,309

275,112
84,501

4,130
653

779

367,696

627,587

2,466

4,177
20,634

65

1194,211
230,515

430,768

518

213

731

1600
7,206

-194,211
-230,515

-177

-204,134

15,078
28,196
10,932

193
-29

13,872
61,313

7,694
-213

137,036

2,905
101,531
114,433

31,713
9,309

Current Fiscal Year to DateOutlays
17,051
49,421

-100,390

2,540,619

179,616
356,737
137,047

1,796
5,748

156,417
623,982

77,517

1,538,859

-1,327
1,477,722
1,014,535

390,542
271,266

275,112
84,501

4,130
653

779

367,696

627,587

2,466

4,177
20,634

65

4,404,723
813,357

52,254

” ” 386

72,827
7,403

2,245

5,353,196

8,505,934

24,088

52,438
102,094

621

ApplicableReceipts
$3,805,577

892,241

4,759,692

5,951

2,121
8,073

Comparable Period Prior Fiscal YearNetOutlays
$7,051
49,421

-3,805,577
-892,241

-100,390

-2,219,073

179,616
356,737
137,047

1,796
-204

156,417
623,982

77,517-2,121
1,530,786

-1,327
1,477,722
1,014,535

390,542
271,266

4,404,723
813,357

52,254

” '*386

72,827
7,403

2,245

5,353,196

8,505,934

24,088

52,438
102,094

621

Outlays ApplicableReceipts
$6,580
48,672

-46,099

2,299,481

158,055
328,957
128,828

2,829
5,530

124,731
379,748

58,382

1,187,060

-2,072
1,665,420

567,030
541,464
647,380

5,978,349
776,473

38,252
537
365

120,091
8,132

$55,676
927,990

1,043,781

3,717

6,925,913

10,345,136

21,464

83,135
103,586

536

5,359

1,358

6,717

NetOutlays
$6,580
48,672

-55,676
-927,990

-46,099

1,255,700

158,055
328,957
128,828

2,829
172

124,731
379,748

58,382
-1,358

1,180,343

-2,072
1,665,420

567,030
541,464
647,380

5,978,349
776,473

38,252
537
365

120,091
8,132

3,717

6,925,913

10,345,136

21,464

83,135
103,586

536

Ol



TA B LE  III—BUDGET RECEIPTS AND OUTLAYS-Continued (In thousands) 0>
Classification of OUTLAYS—Continued

Labor Department—ContinuedOccupational Safety and Health Administration.................Bureau of Labor Statistics.......................................................Departmental management ................................. .....................Proprietary receipts from the public...................................Intrabudgetary transactions.....................................................Total—Labor Department.....................................................State Department:Administration of foreign affairs:Salaries and expenses ...........................................................Intragovernmental funds......................................................Acquisition, operation and maintenance of buildingsabroad......... ..............................................................................Payment to foreign service retirement and disabilityfund...........................................................................................Foreign service retirement and disability fund ...........Other............................................................. .........................Total—Administration of foreign affairs ....................International organizations and conferences......................International commissions.......................................................Educational exchange.......................... ......................................Other...............................................................................................Proprietary receipts from the public...................................Intrabudgetary transactions:Foreign service retirement and disability fund: Receipts transferred to civil service retirementand disability fund.................... .......... ................... ..........General fund contributions..................................................Other............. ....................... .................................. ...................Total—State Department ................................................Transportation Department:Office of the Secretary........................................ .....................Coast Guard:Trust revolving funds.............................................................Intragovernmental funds ........................ ..............................Other ........................................................................ ..Federal Aviation Administration:Aviation war risk insurance revolving fund....................Airport and airway:Operations .............................................................................Facilities and equipment.................. ................................Grants-in-aid for airports .............................................Research, engineering and development ....................Interest on refunds of taxes.............................................Civil supersonic aircraft development—termination.. Federal payment to the airport and airway trustfund .............................................................................. ............O th e r............ . . ........................................ .............................Total--Federal Aviation Administration....................

This MonthOutlays
14,733

558
5,838
-957

665,101

-6,015
-133

1,286
11,236
2,797

446
9,617
2,146
1,096
5,657

12,393

-13
-11,236

-78
19,583

4,133
122

1,474
73,342

368
120,965
42,935
55,059
9,230
1,293

24,669
4,102

258,621

ApplicableReceipts
$116

116

611

611

417

NetOutlays
$4,733

558
5,838
-116
-957

664,985

-6,015
-133

1,286
11,236
2,797

446
9,617
2,146
1,096
5,657

12,393
-611

-13
-11,236

-78
18,972

4,133
-295

1,474
73,342

366
120,965
42,935
55,059
9,230

Current Fiscal Year to DateOutlays
$37,401
44,260
18,595

-147,498
8,637,934

253,817
148

19,250
14,208
30,754
3,289

321,467
182,362
11,217
50,039
46,953

-129
-14,208

-467
597,234

48,380
3,883
4,626

777,905

1,293
24,669
4,102

258,619

529
1,178,402

321,742
232,332
66,659

26
6,814

73,397
43,789

1,923,688

ApplicableReceipts
$1,262

1,262

5,137

5,137

3,960

2,188

2,188

NetOutlays
$37,401
44,260
18,595
-1,262

-147,498
8,636,672

253,817
148

19,250
14,208
30,754
3,289

321,467
182,362
11,217
50,039
46,953
-5,137

-129
-14,208

-467
592,097

48,380
-77

4,626
777,905
-1,659

1,178,402
321,742
232,332
66,659

26
6,814

73,397
43,789

1,921,500

Comparable Period Prior Fiscal DateOutlays
$33,122
20,887

-573,458
10,034,409

242,528-200
20,500
8,572

26,524
3,310

301,234
168,93811,011
43,048
26,150

-44
-8,572

-430
541,335

28,690
3,176

-6,482
694,329

1,894
1,078,253

377,800
105,483
58,460
Óij229

646,882
168,755

2,528,756

ApplicableReceipts
$1,293

1,293

5,023

5,023

3,457

5,308

5,308

NetOutlays
$33;122 
20,887 
-1,293 

-573,458
10,033,117

242,528-200
20,500
8,572

26,524
3,310

301,234
168,93811,011
43,048
26,150
-5,023

-44
-8,572

-430
536,312

28,690
-281

-6,482
694,329
-3,414

1,078,253
377,800
105,483
58,460

’ "91̂229
646,882
168,755

2,523,448

T A B L E  III—B UD G ET REC EIPTS AND  O U T L A Y S —Continued (In thousands)



T A B L E  III__B UD G ET REC EIPTS AND  O U T LA Y S —Continued (In thousands)Classification of OUTLAYS - - Continued This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearOutlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlaysTransportation Department—ContinuedFederal Highway Administration: 13,191 $3,191 $21,282 $21,282 $11,311 $11,311’Fnrppt and pnKHr. lands highways • • 2,665 2,665 34,683 34,683 35,267 35,267Highway trust fund:yppdprfll-aiH highways. • 494,881 494,881 4,695,558 4,695,558 4,657,134 4,657,134Right of way revolving fund ............................................ 558 558 24̂ 904 24,904 17,610 $494 17,116Other .................. Í76 176 1,836 1,836 3,031 3,031Other............................................................................................ 11,038 11,038 34,120 34,120 19,152 19,152Total—Federal Highway Administration .................... 512,509 512,509 4,812,384 4,812,384 4,743,505 494 4,743,011National Highway Traffic Safety Administration:Traffic and highway safety.........| ..........,,,,,,, 7,215 7,215 46,442 46,442 46,986 46,986find mmmunity highway s a fpty programs , 3,033 3,033 43,097 43,097 70,997 70,997Highway trust fund share of safety programs , t , 50j 809 50,809 12,936 12,936Federal Railroad Administration:Alaska Railroad ...................................................................... 2,330 $2,354 -24 27,225 $25,677 1,549 29,621 30,157 -536High-speed ground transportation research anddevelopment.............................................................................. 3,802 3,802 32,830 32,830 20,097 20,097Grants to National Railroad Passenger Corporation r. 105,800 105,800 77,875 77,875Other............................................................................................ 1,601 1,601 17,616 17,616 9,630 9,630Urban Mass Transportation Administration:Urban mass transportation fund ........................................ 36,735 162 36,573 415,575 516 415,059 231,972 298 231,674Salaries and expenses........................................................... 382 382Saint Lawrence Seaway Development Corporation............ 394 911 -517 4,274 8,496 -4,221 3,528 7,656 -4,128National Transportation Safety Hoard................................... 640 640 7,189 7,189 6,901 6,901Proprietary receipts from the public - ................................. 2,371 -2,371 23,639 -23,639 21,897 -21,897Intrabudgetary transactions ..................................................... -24,669 -24,669 -73,397 -73,397 -902,337 -902,337Total—Transportation Department................................... 881,283 6,217 875,066 8,248,327 64,475 8,183,852 7,600,562 69,267 7,531,295Treasury Department:Office of the Secretary:Public enterprise funds.................................................... 294 -294 (*) 739 -739 (*) 838 -838and PvppntŜ tS 2,622 2,622 15,694 15,694 11,275 11,275Federal Law Enforcement Training Center,construction . 343 343 1,580 1,580 2,361 2,361Other............................................................... ............................ 219 219 1,732 1,732 1,133 1,133Bureau of Accounts:Salaries and expenses » , , , 14,405 14,405 62,422 62,422 72,614 72,614judgprnpntfi $ind rplipf act»S , . 10,980 10,980 86,844 86,844 64,960 64,960Interest on uninvested hinds 784 784 6,357 6,357 5,923 5,92313 13 293 293 768 768Eifipnhoŵ T* Clnllpgp grants 72 72 1,688 1,688Other.......................................................................... ...... .. 13 13 19 19Total—Bureau of Accounts.............................................. 26,182 26,182 156,000 156,000 145,972 145,9725,791 5,791 70,122 70,122Bureau of Customs:Salaries and expenses........................ 17,283 17,283 205,122 205,122 180,523 180,523Tntragovernmental fundsOther......................................................................tttti 8,127 8,127 86,308 86,308 82,788 82,788Bureau of Engraving and Printing:IntragovprnmpntaJ funds - -__ , t , , , , , , -2,643 -2,643 -1,366 -1,366 1,153 1,153Other.................. 82 82 13 13See footnotes on page 3,
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TA B LE  III—BUDGET RECEIPTS AND OUTLAYS-Continued (In thousands)Classification of OUTLAYS-Continued
Treasury Department—Continued Bureau of the Mint:Salaries and expenses . . ....................................................Other................................................................................Bureau of the Public Debt................................................ ..Internal Revenue Service:Salaries and expenses.........................................................Accounts, collection and taxpayer service ..................Compliance .............................................................................Interest on refunds of taxes ....................................... * ..Payments to Puerto Rico for taxes collected .............Federal tax lien revolving fund .......................................Total--Internal Revenue Service.................................Office of the Treasurer:Salaries and expenses.........................................................Check forgery insurance fund..........................................U. S. Secret Service ..................................................................Office of the Comptroller of the Currency........................General revenue sharing.........................................................Interest on the public debt (accrual basis):Public issues ......................................................... ..Special issues.................... ....................................................Total--Interest on the public debt...............................Proprietary receipts from the public.................................Interest and dividends from Export-Import Bank ofthe United States ......................................................................Intrabudgetary transactions................................... .................Total—Treasury Department................................. ..Atomic Energy Commission......................................... ..Environmental Protection Agency:Revolving fund for certification and other services. . . .  Other .............................................................................................General Services Administration:Real property activities:Intragovernmental funds .....................................................Construction, public buildings projects........................Operating expenses, public buildings service..............Repair and improvement of public buildings................Sites and expenses, public buildings projects...........Other ......................................................................Total—Real property activities...................................Personal property activities:Intragovernmental funds....................................................Other.................................................... ....................................

This Month Current Fiscal Year to Date Comparable Period Prior Fiscal YearOutlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays Outlays ApplicableReceipts NetOutlays
$2,738894,380 $2,738894,380 $21,0921,43672,464 $21,0921,43672,464 $29,2752,16569,388 $29,2752,16569,3882,60041,86847,91616,6129,498-84

2,60041,86847,91616,6129,498-107
34,301511,880599,435175,421109,344101

34,301511,880599,435175,421109,344-16
30,994446,123613,279182,393101,493327

30,994446,123613,279182,393101,493-224$23 $117 $552118,410 23 118,387 1,430,481 117 1,430,364 1,374,610 552 1,374,0581,003 1,003 10,824867,86041,1336,636,369
10,824867,860-6,0696,636,369

10,14743055,58537,149 10,147-13555,585-4,0105645,8863,460-185 5,8863,016-185444 47,202 41,1591,740,021444,323 1,740,021444,323 18,967,2675,200,226 18,967,2675,200,226 17,077,6874,771,120 17,077,6874,771,1202,184,344 2,184,344 24,167,493 24,167,493 21,848,807 21,848,80789,89539,317 -89,895-39,317-125,235 579,744123,406 -579,744-123,406-1,251,701 467,80095,073 -467,800-95,073-1,122,779-125,235 -1,251,701 -1,122,7792,252,813 129,972 2,122,841 31,732,734 751,208 30,981,526 22,729,995 605,987 22,124,008209,680 10 209,670 2,393,484 475 2,393,009 2,392,374 415 2,391,96036188,541 17456 -138188,485 8461,112,562 63697 2091,112,466 292763,039 34189 -49762,950
37,53116,0574,6484,700900981

37,53116,0574,6484,700900981
447174,160465,68873,48223,9309,458

447174,160465,68873,48223,9309,458
-3,052108,752418,07988,16825,5138,427

-3,052108,752418,07988,16825,5138,42764,818 64,818 747,166 747,166 645,886 645,886-13,4336,213 -13,4336,213 38,47594,372 38,47594,372 -55,58389,047 -55,58389,047
TABLE III— BUDGET RECEIPTS AND OUTLAYS—Continued (In thousands)



TABLE III__BUDGET RECEIPTS AIMD OUTLAYS—Continued (In thousands)

Classification of 
O U TLAYS—Continued

This MonthOutlays ApplicableReceipts NetOutlays Current Fiscal Year to DateOutlays ApplicableReceipts NetOutlays Comparable Period Prior Fiscal YearOutlays ApplicableReceipts NetOutlaysGeneral Services Administration--Continued Records activities:National Archives trust fund............................Other........................................ ................................ ..Automated data and telecommunications activities Property management and disposal activities:Public enterprise funds..............................................Intragovernmental funds ............. ..............................Other............................ .......... ........................................General activities:Public enterprise funds ........... ..................................Intragovernmental funds............................................Other............................. .................................................Proprietary receipts from the public........................Intrabudgetary transactions............. ............................Total—General Services Administration. National Aeronautics and Space Administration,Veterans Administration:Public enterprise funds:Direct loan revolving fund.....................................Loan guaranty revolving fund..............................Other.................. ..........................................................Compensation, pensions, and benefit programs.Medical care ..................................................................Benefits, refunds and dividends:Government life insurance fund...........................National service life insurance fund. . . . . . . . .Other...................... ............................ ..................... ..Proprietary receipts from the public:Government life insurance fund..........................National service life insurance fund..................Other . . ; . . . . . . ........................................................Intrabudgetary transactions:Payments to veterans life insurance funds:Government life insurance fund......................National service life insurance fund.............Total—Veterans Administration . . .Other independent agencies:Action ................................. ...............................................Administrative Conference of the United States . ,American Battle Monuments Commission.............Arms Control and Disarmament Agency ...............Cabinet Committee on Opportunities for Spanish-Speaking People................................. ..........................Central Intelligence Agency—Construction...........Civil Aeronautics Board:Payments to air carriers........................................Salaries and expenses.............................................Proprietary receipts from the public..................See footnotes on page 3.

#4172,64612,33550146-3,447
2,011286-18171,861308,550
7,03522,28017,599702,109207,0195,98950,96949,114

-4-1711,061,93815,36237
681,885814,9701,619

#805

68,49169,2972,528
30,36578,73742,804

8167,8311578338,569167
200,087143

(*)

14

-#3882,64612,33550146-3,447-2
2,011286-68,491-181

#4,63632,2962,396511,64020,608
5,634

179
-1,7172,590 1,014

-697 486,536

32,2962,396-1281,64020,608-1,014-1,7172,590-486,536-697

#4,58629,0178,635
(*)-25731,294
1-1,3571,539

5,459
28

1,082
-10,304 146,9202,564 941,817 493,362 448,455 742,504 153,488306,022 3,329,082 13,384 3,315,698 3,434,842 13,112

-23,330-56,458-25,205702,109207,0195,17343,13749,098-783-38,569-167-4-171

123,406412,123227,0689,294,6022,512,12176,451610,167526,153
364,531561,231287,680
10,19891,2801717,963486,6971,995-50-2,379

-241,125-149,108-60,6129,294,6022,512,12166,253518,887525,981-7,963-486,697-1,995-50-2,379

170,921363,696234,8328,061,0522,228,90092,215813.726495.726
416,760417,753319,870

11,00293,6521778,630478,1142,159-49-2,435861,851 13,779,663 1,811,746 11,967,917 12,458,584 1,748,11615,21837
681,88581

151,3103643,2268,686930
2954Ü

4,9701,619-14 72,22314,325
151,0153643,222

8 ,6 8 6930
132 72,22314,325-132

129,2254183,3699,006862
1062,97713,215

339

104

-#87329,0178,635-28-25731,294-1,081-1,3571,539-146,920-10,304589,0163,421,730
-245,838-54,057-85,0388,061,0522,228,90081,213720,074495,549-8,630-478,114-2,159-49-2,43510,710,469128,8864183,3679,002862

1062,97713,215-104
(0
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TABLE III—BUDGET RECEIPTS AND O U TLA Y S—Continued (In thousands)

Classification of OUTLAYS—Continued
Other independent agencies—Continued Civil Service Commission:Payment to civil service retirement and disabilityfund........... ............................................... ...........................Government payment for annuitants, employeeshealth benefits.............................................. .....................Civil service retirement and disability fund.............Employees health benefits fund .....................................Employees life insurance fund.......................................Retired employees health benefits fund......................Federal Labor Relations Council..................................Other.................... .............. ...................................................Proprietary receipts from the public..........................Intrabudgetary transactions:Civil service retirement and disability fund: Receipts transferred to foreign serviceretirement and disability fund............................General fund contributions................................... .Total—Civil Service Commission...................Commission of Fine Arts ............................. .....................Commission on Civil Rights ................................... ..Committee for Purchase of Products and Services ofthe Blind and Other Severely Handicapped..................Consumer Product Safety....................................................Corporation for Public Broadcasting..............................District of Columbia:Federal payment.................................................................Loans and repayable advances..................................... .Emergency Loan Guarantee Board................................. .Equal Employment Opportunity Commission...............Export-Import Bank of the United States. . . . . . . . . . . .Farm Credit Administration:Public enterprise funds......... ........................................Proprietary receipts from the public........... ............Federal Communications Commission..........................Federal Deposit Insurance Corporation............ ..........Federal Field Committee for Development Planningin Alaska........... ...................................................................Federal Home Loan Bank Board:Public enterprise funds:Federal Savings and Loan Insurance Corp. FundOther .................................................................................Interest adjustment payments......................................Federal Maritime Commission.......................................Federal Mediation and Conciliation Service................Federal Metal and Nonmetallic Mine Safety Board ofReview........... I .......................................................................Federal Power Commission........................ .....................Federal Trade Commission..............................................Foreign Claims Settlement Commission......................Historical and Memorial Commissions ........................Indian Claims Commission................................................See footnotes on page 3.

This MonthOutlays
,023,011

383,689
181,058

27,688
2,254

50
7,915

ApplicableReceipts

-1,023,011

602,11110
43112

20

24,566
35

2,509

455

3,286
6,484

109

-2,402
3,078

213
454
809

3
1,814
2,24988

760
121

198,356
35,072

42

691

134,160

10,000

......... i

1,4571
2

6,651

64,570
2,334

(*)
-1,8661
-1■

NetOutlays Current Fiscal Year to Date
11,023,011

383,689
82,702
-7,383
2,212

50
7,915

-691

-1,023,011

467,950

10
4311220

14,566
35

2,508

- 1,002-1
3,283

-167

109

-66,972
745
213
453
809

3
3,680
2,24788

761
121

Outlays ApplicableReceipts NetOutlays
n, 569,581

137,608
4,523,297
1,426,151

340,702
13,877

620
80,058

-5,541
-1,569,581

6,516,773

143
4,620

140
20

35,000

185,574
175,532

-860
28,148

5,513

33,888
97,142

-12

-59,465
28,975

2,988
5,385

10,641

37
22,473
26,628

768
7,066
1,060

11,406,878
491,775

15,644

1,224

1,915,521

51,661
1,729

2

5,6332
55,778

634,165

195,653
26,273

5,103(*)

Comparable Period Prior Fiscal YearOutlays ApplicableReceipts
$1,569,581

137,608
4,523,297

19,274
-151,072

-1,767
620

80,058
-1,224

-5,541
-1,569,581

4,601,252

143
4,620

140
20

35,000

185,574
123,871

-2,589
28,146

-120-2
-21,890

-537,023

-12

-255,119
2,702
2,988
5,357

10,641

37
22,460
26,613

768
1,963
1,060

11,161,416

109,568
3,777,847
1,239,737

371,375
14,403

559
60,290

-3,528
-1,161,416

5,570,251

128
3,637

35,000

177,740
185,858

-1,242
20,796

153,074

4,840

28,515
118,377

48

40,481
26,995

5,162
10,011

47
21,362
24,556

632
1,861
1,044

L, 293,826 
487,488 

16,066

1,797,386

(*)

48,640
5551

114,357

5,1432
17

551,157

189,307
29,066

.. ¿2B
15
14(*)

1,205(*)

NetOutlays
$1,161,416

109,568
3,777,847

-54,089
-116,113

-1,663
559

60,290
-6

-3,528
-1,161,416

3,772,865

128
3,637

35,000

177,740
137,218

-1,796
20,795

738,718

-303-2
28,498

-432,780

48

-148,826
-2,071

5,151
10,011

47
21,347
24,542

631
656

1,044

m
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I This Month

Outlays Applicable
Receipts

Net
Outlays

^S--Contmuediinthôu!Current Fiscal Year to Date
Outlays

Applicable
Receipts

Net
Outlays

Comparable Period Prior Fiscal Year
Outlays Applicable

Receipts
Net

OutlaysOther independent agencies—Continued Intergovernmental agencies:Advisory Commission on IntergovernmentalRelations . ......................................................... ...................Appalachian Regional Commission:Salaries, expenses, and other..............................Intrabudgetary transactions............................. ............Delaware River Basin Commission.................................Interstate Commission on the Potomac River Basin.Susquehanna River Basin Commission...........................Washinton Metropolitan Area Transit Authority.........International Radio Broadcasting...................... ................Interstate Commerce Commission ......................................National Capital Planning Commission............................National Commission on Libraries and InformationScience.......................................................................................National Council on Indian Opportunity................... ..........National Credit Union Administration:Public enterprise funds......... .........................................Proprietary receipts ......................................... .................National Foundation on the Arts and the Humanities. . .National Labor Relations Board............................................National Mediation Board.......................................................National Science Foundation ..................................................Occupational Safety and Health Review Commission...Postal Service......................................................... ...................President’s Council on Youth Opportunity.......................Railroad Retirement Board:Payment for military service credits ....................... ...Railroad retirement accounts:Administrative expenses................................................Benefit payments, etc.....................................................Interest on refunds of taxes .................... ..Payment to railroad unemployment ins. account..Proprietary receipts from the public.............................Intrabudgetary transactions:Railroad retirement accounts:Payment for military service credits.. . . . . . . . .Payment from railroad retirement supplemental receipts transferred to railroad unemploymentinsurance account.................................................... ..Interest on advances to railroad unemployment insurance account....................................................... ....Total—Railroad Retirement Board...............Renegotiation Board..................................................................Securities and Exchange Commission........... ...................Selective Service System........................................................Small Business Administration:Public enterprise funds:Business loan and investment fund.............................Disaster loan fund..............................................................Lease guarantees revolving fund.................................Other...................... ...................................................................Proprietary receipts from the public...........................!Intrabudgetary transactions..........................................Total—Small Business Administration................See footnotes on page 3.

4,103
102

901

7,851
3,975

230
42,874

328
1,005,439

1,936
218,144m

-701

219,380

354
2,592
4,837

45,567
69,598

148
1,691

117,003

$98

958

..H
9

........... 15

*852*608

(*>

(*)
mi(*)

25,654
9,474

471

35,601

4,100102
-57

7,851
3,966

230
42,858

328
153,431

3,973
-1,401

283
34

221
75,825
38,520
44,915

1,302

269
219

11,759

*65,668
48,414

2,814
582,665

3,933
11,445,818

6

1,181

632

(*)
22,611

10,017,244

$946

2,792
-1,401

283
34221

75,825387520
44,283

1,302

269
219

-10,852

*65,667 
48,275 

2,814 
582,486 

3,933 
81,428,574 6

1,936
218,144(*)....¡S

-701

21,645

20,163
2,419,033

17
5,572

-21,645

-5,572

-2,166

21,645

20,163
2,419,033

17
5,572-1

-21,645

-5,572

-2,166

219,380 2,437,047 2,437,046

354
2,591
4,836

4,721
29,865
78,988

4,719
29,850
78,974

19,913
60,124

-324
1,691-2

469,237
1,271,949

2,551
2 0 ,6 8 6.s

305,857
108,654

4,236

.. ÍÓ
163,379

1,163,295
-1,68520,686

-10(*)
81,402 1,764,422 418,758 1,345,664

$741

2,349
-1,089

246
20

116
83,995
32,000
60,099

1,161

92
300

9,744

44,022
47,467

2,440
566,620

837
12,755,106

81

(*)

421
180

(*)
19,360(*)1

147

..............585

ÍÓ,*982,*78Í

20,757

19,721
2,107,479

711,888
-20,757

- 11,888
-3,717

2,123,490

4,678
25,889
74,867

442,833
372,302

1,153
21,095

300,760
83,095

1,897

.. Í6
837,383 385,767

$741

1,480
-1,089

246
20

116
83,995
32,000
59,678

981

92
300

-9,616m
44,022
47,320

2,440
566,035

837
1,772,326

81

20,757

19,721
2,107,479

711,888-1
-20,757

- 11,888

-3,717

2,123,489

4,677
25,883
74,846

142,073
289,207

-744
21,095

-16

451,616

ro
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TA B LE  M I-BUDGET RECEIPTS AND OUTLAYS-Continued (In thousands)

Classification of OUTLAYS-Continued
Other independent agencies—ContinuedSmithsonian Institution.................... ..................................Subversive Activities Control Board.............................Tariff Commission......................................................... ....Temporary Study Commissions......................................Tennessee Valley Authority:Tennessee Valley Authority fund......................Proprietary receipts from the public......................Total—Tennessee Valley Authority......................United States Information Agency:Salaries and expenses.................................................. ..Construction of radio facilities....................................Other............... . ...................................................................Proprietary receipts from the public......................Total—U. S. Information Agency...........................Water Resources Council:Planning expenses and other........................................Intrabudgetary transactions...................... . .................Total—Other independent agencies......................Undistributed intrabudgetary transactions:Federal employer contributions to retirement and Social insurance funds:Legislative Branch:United States Tax Court:Tax court judges survivors annuity fund.........The Judiciary:Judicial survivors annuity fund...............................Health, Education, and Welfare Department: Federal old-age and survivors insurance trustfund...............................................................................Federal disability insurance trust fund................Federal hospital insurance trust fund..................State Department:Foreign service retirement and disability fund. Other independent agencies:Civil Service Commission:Civil service retirement and disability fund .Subtotal....................................................................Interest credited to certain Government accounts:The Judiciary:Judicial survivors annuity fund.................................Defense Department:Civil:Soldiers* and Airmen's Home permanent fund.. See footnotes on page 3.

This MonthOutlays
$5,743

35
472
627

109,903

109,903

21,826
134
469

22,430

615
-10

2,221,180

-63

-56,000
-7,000

-13,000

-759

-173,254

-250,076

-9

-766

ApplicableReceipts
M
00

$57,210
4

57,214

48

48

86

1,163,512

NetOutlays
$5,742

35
472
627

52,694
-4

52,690

21,826
134
469
-48

22,382

529-10
1,057,668

-63

-56,000
-7,000

-13,000

-759

-173,254

-250,076

-9

-766

Current Fiscal Year to DateOutlays
$70,464

338
5,579

10,725

1,130,472

1,130,472

198,512
2,388
5,574

206,474

8,664
-1 ,809

25,451,394

-30

-743

-615,000
-80,000- 121,000

-8 ,798

-2,100,924

-2 ,926,495

-360

-3,101

ApplicableReceipts
$11(*)
(*)

763,026
26

763,052

403

403

923

14,117,194

NetOutlays
$70,453

338
5,579

10,725

367,446
-26

367,420

198,512
2,388
5,574
-403

206,071

7,741
-1,809

11,334,200

-30

-743

-615,000
-80,000- 121,000

-8 ,798

-2,100,924

-2,926,495

-360

-3,101

Comparable Period Prior Fiscal YearOutlays
$57,931

421
5,126

10,831

1,086,152

1,086,152

190,905
3,218
4,191

198,314

6,762
-1,333

24,685,115

-24

-707

-579,000
-78,000
-85,000

-8 ,128

-2,017,590

-2 ,768,449

-302

-3 ,207

ApplicableReceipts
$16(*)

637,999
130

638,129

418

418

534

14,766,562

NetOutlays
$57,915

421
5,126

10,831

448,153
-130

448,023

190,905
3,218
4,191

-418

197,896

6,228
-1,333

9,918,552

-24

-707

-579,000
-78,000
-85,000

-8 ,128

-2,017,590

-2,768,449

-302

-3 ,207

H S H BUDGET RECEIPTS AND OUTL.AYS- Cdntïïmed (In thousands)
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Classification of 

OUTLAYS—Continued
This Month

Outlays Applicable
Receipts

Net
Outlays

Current Fiscal Year to Date Comparable Period Prior Fiscal Year
Outlays Applicable

Receipts
Net

Outlays
Outlays Applicable

Receipts
Net

OutlaysUndistributed intrabudgetary transactions—Continued Interest credited to certain Government acc ounts—C ontinue dHealth, Education, and Welfare Department:Federal old-age and survivors insurance trust fund ,Federal disability insurance trust fund........................ .Federal hospital insurance trust fund......................Federal supplementary medical insurance trust fund Interior Department:Indian tribal funds.................................................................Labor Department:Unemployment trust fund................................... ................State Department:Foreign service retirement and disability fund...........Transportation Department:Highway trust fund.......................... ......................................Veterans Administration:Government life insurance fund.......................................National service life insurance fund................. ............Civil Service Commission:Civil service retirement and disability fund......... . ...Railroad Retirement Board:Railroad retirement accounts ................................... .......Other........... ; ..................................................................................Subtotal .................................................................................Total—Undistributed intrabudgetary transactionsTotal outlays........................ .................................... .... .TOTAL BUDGETReceipts (+) ............. .......................................................................Outlays (-)........................................................................ ..............Budget surplus (+) or deficit (-) ...............................................

-$792,167-204,182-83,810-17,173-264-166,014-1,389-118,532-15,247-147,082-714,753-99,144(*>-2,360,529-2,610,60524,597,148

-$792,167-204,182-83,810-17,173-264-166,014-1,389-118,532-15,247-147,082-714,753-99,144(*>

-$1,847,842-434,739-197,689-43,070-14,270-487,330-2,986-246,740-31,053-308,959-1,566,219-261,606-492

-$1,847,842-434,739-197,689-43,070-14,270-487,330-2,986-246,740-31,053-308,959-1,566,219-261,606-492

-$1,718,114-388,438-189,756-28,942-8,369-496,121-2,806-205,630-31,614-292,242-1,464,486-257,764-1,275-2,360,529 -5,446,456 -5,446,456 -5,089,065-2,610,605 -8,372,951 -8,372,951 -7,857,5145,705,575 20,891,573 288,970,475 $42,367,116 246,603,359 265,713,255 $33,837,401

-$1,718,114-388,438-189,756-28,942-8,369-496,121-2,806-205,630-31,614-292,242-1,464,486-257,764-1,275-5,089,065-7,857,514231,875,854(Net Totals) 28,503,506 (Net Totals) 232,191,842 (Net Totals) 208,648,559-20,891,573 -246,603,359 -231,875,854+7,611,934 -14,411,517 -23,227,295
MEMORANDUMReceipts offset against outlays (In thousands) Current Fiscal Year to Date Comparable Period Prior Fiscal YearProprietary receipts ........................................................   $9,626,795Interest and dividends from Export-Import Bankof the United States.................................................................... 123,406Intrabudgetary transactions....................................................... 23,111,902 $4,428,13895,07314,979,596Total receipts offset against outlays 32,862,103 19,502,807

IS)
CO



24 TA B LE  IV—M EANS OF FINANCING (In thousands)Net Transactions (-) denotes net reduction of either liability or asset accounts Account Balances Current Fiscal YearThis Month Fiscal Year to Date Beginning of Close of This MontiThis Year Prior Year This Year This Month
1803,193 130,881,144 129,130,716 $427,260,461 $457,338,412 1458,141,60j

-10,542
-252

-102,696
-1,619

-96,054
1,573

1,583,599
4,303

1,491,445
2,935

1,480,12,684
-1,172 -42,120

-440,000

-164

-32,748
-1,085,000

-143

453,770
4,920,000

2,792

84

412,822
4,480,000

2,628

69

411,6504,480,12,62165-4 -19 -1

-320 402,401 -806,241 1,818,655 2,221,376 2,221,056
-241 -241 5,152

207
250,000

1,855,000

4,911
206

250,000
2,175,000

4,91201250,0002,255,1-2 -4 -16
250,000
499,70080,000 400,000

67,708 215,539 -1,269,170 10,893,562 11,041,393 11,109,10]
870,902 31,096,683 27,861,547 438,154,023 468,379,805 469,250,id

3,239,686 11,821,392 8,419,740 113,559,439 122,141,146 125,380,83]
825,000 825,000 825,001

-2 ,368,784 19,275,291 19,441,806 323,769,584 345,413,659 343,044,81]
-1 ,305,192 231,143 252,415 2,641,612 4,177,947 2,872,15]

906,826
495,692

2,490,606
4,539,334

2,490,606
4,108,662

2,490,1
-221,900 -652,571 3,886,76]
975,497 -2,299,076 3,652,990 9,902,794 6,628,222 7,603,Tlj

-2,920,379 16,554,788 24,749,729 343,343,929 362,819,096 359,898,11]
4,398,128 2,431,660 1,668,473 11,309,647 9,343,179 13,741,30]

-8,181 710,921 1,957,632
-400,000

1,949,450
-400,000

1,949,45]-400,00]
-8,181 710,921 1,557,632 1,549,450 1,549,451

360,186 -1,301,168
50,000

1,078,832
-988,467

3,687,761
515,533

2,026,408
565,533

2,386J565̂
4,758,314 1,172,311 2,469,759 17,070,573 13,484,570 18,242,881

24,855 756,783 349,731 2,174,775 2,906,703 2,93h55j
4,783,169 1,929,094 2,819,490 19,245,348 16,391,272 21,174̂

-7,703,548 +14,625,694 +21,930,240 +324,098,582 +346,427,823 +338,724̂
32,061 395,133 580,591

861,698

-145,234

363,071 395,1»
59,553 -609,309 -668,862 -609,301
91,614 -214,177 1,297,056 -305,791 -214,It

-7,611,934 +14,411,517 +23,227,295 +324,098,582 +346,122,033 +338,510,09

Classification(Assets and Liabilities Directly Related to the Budget)
LIABILITY ACCOUNTSBorrowing from the public:Federal securities:Public debt securities........................................................ ..Agency securities:Defense Department:Family housing mortgages........... ..................................Homeowners assistance mortgages............................Housing and Urban Development Department:Federal Housing Administration..................................Government National Mortgage Association.............Transportation Department:Coast Guard:Family housing mortgages.........................................Treasury Department:Federal Farm Mortgage Corp. liquidation fund.. Other Independent agencies:Export-Import Bank of the United States....................Federal Home Loan Bank Board:Federal Home Loan Bank Board revolving fund..Home Owners' Loan Corporation fund................. ..Postal Service.....................................................................Tennessee Valley Authority............................ ...............Total agency securities................................................Total Federal securities..............................................Deduct:Federal securities held as investments ofGovernment accounts (See Schedule B )......... ..............Non-interest-bearing public debt securities held by International Monetary Fund............................Total borrowing from the public..........................Accrued interest payable on public debt securities..................Deposit funds:Allocations of special drawing rights......... .............................Other...................................................................................................Miscellaneous liability accounts (includes checks outstanding etc.)...............................................................................Total liability accounts...........................................ASSET ACCOUNTS (Deduct)Cash and monetary assets:Within general account of Treasurer, U. S.............................With other Government officers:Special drawing rights:Total holdings......................................... ...............................Certificates issued to Federal Reserve Banks.............Balance...............................................................................Other...............................................................................................With International Monetary Fund.............................................Total cash and monetary assets......................Miscellaneous asset accounts........................................................Total asset accounts...........................................Excess of liabilities (+) or assets (-)......................................... .TRANSACTIONS NOT APPLIED TO CURRENT YEAR'S SURPLUS OR DEFICIT (Add)Seigniorage..........................................................................................Increment on gold..............................................................................Off-budget Federal agencies:9Net receipts or outlays (-)..........................................................Total.......................................................................Total budget financing [Financing of deficit (+) ordisposition of surplus (-)]........................................................See footnotes on page 3.



TABLE IV—SCHEDULE A-ANALYSIS OFCHANGE IN EXCESS OF LIABILITIES (In thousands)
25

lose of s Month
« , 141,605

1 , 480,9032,08|
411,650

4 , 480,000

2,691

63

2 , 221,051

Classification

Excess of liabilities beginning of period:F Based on composition of unified budget in preceding period . .  
I Adjustments during current fiscal year for changes in 
I composition of unified budget „ „ .. ... ............................ .................

Excess of liabilities beginning of period (current basis)..............

Budget surplus (-) or deficit:
I Based on composition of unified budget in prior fiscal year *. 
I Adjustments during current fiscal year for changes in 
I composition of unified budget ..........................................................

Budget surplus (-•) or deficit (Table m ).................... ..

[Transactions not applied to current year's surplus or deficit:
I Off-budget Federal agencies:

Export-Import Bank of the United States.........................
Rural Electrification and Telephone revolving fund.

I Other................................. ......................................

Total....................................... ................................................................

Excess of liabilities close of period....................... ............................

This
Month

Fiscal Year to Date

This Year Prior Year

1346,427,823 1324,098,582 1302,168,342

346,427,823 324,098,582 302,168,342

-7,611,934 14,411,517 23,227,295

-7,611,934 14,411,517 23,227,295

-110,456
50,904

-32,061

549,515 
6 59,794 
-395,133

145,234

-1,442,290

-91,614 214,177 -1,297,056

338,724,276 338,724,276 324,098,582

Bee footnotes on page 3.



26 TABLE IV—SCHEDULE B-INVESTMENTS OF GOVERNMENT ACCOUNTS 

IN FEDERAL SECURITIES (In thousands)

Classification
Legislative Branch:

Library of Congress..................................................
United States Tax Court.............................................

The Judiciary:
Judicial survivors annuity fund......................................

Agriculture Department:
Public debt securities......................................... ...............
Agency securities................................................! ! ! ! !

Commerce Department...........................................................

Defense Department . .  . .........................................

Health, Education, and Welfare Department:
Federal old-age and survivors ins. trust fund:

Public debt securities................................
Agency securities.....................................! ! ! ! ! ! ! ! ! ! !

Federal disability insurance trust fund:
Public debt securities........................... .........................
Agency securities ................ \ [

Federal hospital insurance trust fund
Public debt securities.....................................................
Agency securities .............................................................

Federal supplementary medical ins. trust ’fund* !" ! 
Other.............. ................................................. ..........................

Housing and Urban Development Department:
Community Development Planning and Management: 

New Communities Guarantee fund.. . . . . . . . . . . . . .
Federal Housing Administration:

Federal Housing Administration fund:
Public debt securities.................................. ..
Agency securities......................................... ! ! . ! ! ! !

Housing Management:
Community disposal operations fund:

Public debt securities....................................
Agency securities ...................................... ! ! ! ! ! ! ! !

Rental housing assistance fund  ................ . .
Government National Mortgage Association: 

Participation sales fund:
Public debt securities.............. ....... ...............
Agency securities .........................................................

Guarantees of Mortgage-Backed Securities . . . . . .
Management and liquidating functions fund:

Agency securities .........................................................
Special assistance functions fund:

Agency securities.................. ............... ..
Federal Insurance Administration: s

National Insurance development fund.........................

Interior Department:
Public debt securities .........................................................
Agency securities......... .........................................................

Labor Department 
Unemployment trust fund:

Public debt securities........................................... ..
Agency securities......... ...................................................

Other.................. .......................................................................

State Department:
Foreign service retirement and disability fund . . . .  
Other..........................................................................................

Transportation Department
Highway trust fund........................... ........................ ..
Other............................................................................ ..

Treasury Department................................................................
General Services Administration. . . . . . . . . . . . . . . . . . .

Net Purchases or Sales (-)This Month

326,380287,172492,791 ’ *-8," 291
1,735
1,00033,0247,665438

176
552,694 ......... -911,192-4061,221(*)13,751

Fiscal Year to DateThis Year
-111489146,386- 6,000

2,298,046791,5751,338,407” 221,’ 556 -97
3,51140,006-9,029

277,16721,6504,661-2,316-6,8395,82639
1,144,212 ........... -425,993601,093,670

- 1 0353,4491,325

Prior Year
49895-640

- 6,002

1,877,346-50,000983,898-50,000-145,898’ *220*648
2,602115,514-6,549

-295,19393,4752,776
-24,685- 1,000-1,328,370

- 100,000-96,108821,513 -31,200,525-527

Securities Held as Investments Current Fiscal YearBeginning ofThis Year
1113017,2341,61659,21538,526952

32,647,577555,0007,011,6542,833,95850,000478,075179
4,8271,098,371206,0271543882,743599,95098,4753,42150,35297,37175,160876

9,812,535 .............7358,5691304,456,381322,614,7081,157

This Month

7,23253,21547,736775
34,619,243555,0007,516,0573,679,57450,000707,92282

6,6031,138,300197,0263887,571844,092112,4607,64448,17291,93380,986739
10,404.053 .............. 4053,3702305,488,830232,954,4062,482

Close of 
T h is  Month

53,21-

77

34,945,6
555,

7,803,2?

4,172,36
50,

1,138,37

877,11 
120, if

90,56

10,956,74
64,56;

199

5, 550,05}

2,968,151 
2 rSee footnotes on page 3,



TABLE IV—SCHEDULE B--INVESTMENTS OF GOVERNMENT ACCOUNTS 

IN FEDERAL SECURITIES—Continued (In thousands)

27

Classification

veterans Administration:
Veterans reopened insurance fund..................................

I Veterans special life insurance fund.............................
Government life insurance fund.......................................
National service life insurance fund:

, Public debt securities............................................. ..
i Agency securities.............................................................
Other........................................................................................

ther independent agencies:
I Civil Service Commission:

Civil service retirement and disability fund:
Public debt securities...............................................
Agency securities........................................................

Employees health benefits fund..................................
Employees life insurance fund....................................

I Retired employees health benefits fund..................
Emergency Loan Guarantee Board.................. .............
Federal Deposit Insurance Corporation.......................

I Federal Savings and Loan Insurance Corporation: ,
Public debt securities .................................................... .

I Agency securities......... ...................................................,
National Credit Union Administration:

I National credit union share insurance fund.............
Postal Service:

j Public debt securities  .................................... . . ,
Agency s e c u r itie s ......................................................

! Railroad Retirement Board:
Public debt securities ................................................
Agency securities............................................. .................

Other.................................. .............................

Total public debt securities . . . .  ........... ..
Total agency securities..................................................]

Grand Total...............................................................

MEMORANDUM
¿vestments in securities of privately owned 
povernment-sponsored enterprises:
J Milk market orders assessment fund..............................

v̂estments in non federal debt securities of Farmers 
Home Administration:
I Postal Service..........................................................................

Total................

Net Purchases or Sales (-)

This Month

18,5313,5249,249135,085-5ÓÓ
1,717,750
léÓ*Ì3Ì10,125

-2,84866,898
-100-423,146 -27,91015,7016*5803,261,496-21,8103,239,686

Fiscal Year to Date
This Year

$32,78731,610-26,895272,281*-ÌÌ*3 6 Ì
3,197,590‘ * ‘ -17*546151,6565,3003,230537,323258,192 -1,60010,904-180,898-99,41024,125“  *34,‘ 74011,924,936-103,54411,821,392

Prior Year

$31,20727,998-41,61887,194-25,00011,360
3,040,753
- 100,00060,205118,8522,9611,085437,838147,642

9,9121,265,811104,410-110,07830*4008,571,456-151,7168,419,740
-173
-173

Securities Held as Investments 
Current Fiscal Year

Beginning of

This Year

$220,206321,028716,6006,155,084310,00012,790
27,293,189 375,000 206,153 1,091,126 31,081 1,085 5,098,5062,648,384143,55016,1851,265,811104,4104,534,77750,00098,480111,459,6522,099,787113,559,439

This Month

$244,462349,114680,4566,292,280310,0001,929
28,773,029375,000248,7381,232,65736,3814,3155.638.6772.839.678 141,95027,1891,508,05932,9104,543,201 50,000 126,640120,123,0922,018,053122,141,146

Close of 
This Month

$252,993352,638689,7056,427,365310,0001,429
30,490,779375,000188,6071,242,78236,3814,3155,635,8292,906,576141,95027,0891,084,9135,0004,558,90250,000133,220123,384,588 1,996,243125,380,831



28 TABLE V-COMPARATIVE STATEMENT OF BUDGET RECEIPTS AND OUTLAYS 

BY MONTHS OF CURRENT FISCAL YEAR (In millions)(Fig u re s  are rounded in m illio n s of d ollars and m ay not add to totals)
Classification July Aug. Sept. Oct. Nov. Dec. Jan. Feb. March April May June FiscalYearToDate Com-1 parable Period I Prior I . F.Y. IRECEIPTSIndividual income taxes.................................. .. $7,355 $8,380 $11,005$7,595 $8,613 $8,206 $12,897 $8,067 $3,409 $11,587 $3,825 $12,321 $103,261 194Corporation income taxes.................................. 1,071 665 4,965 965 559 5,632 1,382 672 4,867 5,657 923 8,739 36,096 32,ldSocial insurance taxes and contributions:Employment taxes and contributions.......... 3,728 5,367 3,674 3,239 4,044 2,606 3,972 6,067 4,957 5,614 6,915 4,687 54,870 46,120Unemployment insurance.............................. 260 1,175 62 209 637 93 174 684 63 445 2,156 107 6,063 4,351Contributions for other insurance andretirement...................................................... 289 307 301 311 288 276 340 278 320 301 309 291 3,612 3,437|Excise taxes........................................................ 1,442 1,351 1,327 1,387 1,452 1,286 1,437 1,186 1,244 1,318 1,446 1,397 16,272 15,471Estate and gift taxes.......................................... 334 423 316 409 487 364 396 568 489 330 466 317 4,898 SÜCustoms................................................................ 237 278 237 281 284 234 289 255 278 262 280 261 3,175 3,287Miscellaneous...................................................... 492 266 295 343 383 276 244 289 360 348 264 384 3,944 - 3,633]Total--receipts this year...................... 15,207 18,213 22,183 14,738 16,748 18,972 21,130 18,067 15,987 25,860 16,584 28,504 232,192

T o ta l—receip ts p r io r  yea r TT.................................................... 1 3 ,2 2 1 1 5 ,6 4 1 1 9 ,7 1 9 1 2 ,4 5 0 1 4 ,9 3 3 1 7 ,2 1 6 1 7 ,6 0 5 1 5 ,2 4 1 1 5 ,2 2 4 2 4 ,5 3 3 1 7 ,2 7 2 ; 25,593 MM\OUTLAYSLegislative Branch.............................................. 35 48 37 39 47 56 47 53 44 42 44 49 540 431The Judiciary...................................................... 13 13 14 15 17 16 14 15 17 13 18 17 183 ; 1 mExecutive Office of the President.................... 6 6 5 4 4 5 6 5 5 5 5 6 60 54Funds appropriated to the President:International security assistance................ -170 80 61 88 118 157 117 31 157 42 39 451 1,171 1,523International development assistance.......... 74 90 72 97 143 101 125 98 -128 96 137 120 1,025Other.................................................................. 88 128 124 116 107 108 139 129 106 153 115 214 1,528 1,434Agriculture Department:Foreign assistance, special export pro-grams and Commodity Credit Corporation 2,433 831 177 520 285 220 86 67 23 47 -38 -134 4,517 5,066]Other.................................................................. 255 700 224 562 395 -15 1,277 703 305 596 100 568 5,671 5,869|Commerce Department...................................... 89 147 103 115 100 114 128 100 122 96 90 158 1,363 1,250Defense Department:Military:Department of the Army............................ 1,391 1,259 1,551 1,707 1,815 1,728 1,789 1,690 1,776 1,784 1,567 2,175 20,231 22,51Department of the Navy.............................. 1,381 1,670 1,459 1,861 1,937 1,859 1,919 1,882 1,962 1,990 2,089 2,452 22,461 22,336Department of Air Force.......................... 1,948 2,011 1,808 1,968 1,873 1,844 1,983 1,911 2,138 1,948 1,991 2,191 23,615 23,999]Defense agencies........................................ 469 717 378 524 620 528 636 584 751 477 584 677 6,945 6,14uCivil defense................................................ 3 6 8 6 6 7 5 7 6 7 6 8 74 7aAllowances undistributed..........................Total Military.......................................... 5,193 5,662 5,204 6,066 6,250 5,965 6,332 6,075 6,633 6,207 6,238 7,503 73,327 75,151Civil.................................................................. 109 140 185 186 162 112 128 101 118 118 112 233 1,704 1,53]Health, Education, and WelfareDepartment: 14,151Social and Rehabilitation Service................ 1,051 1,045 1,167 1,585 1,008 1,325 1,244 1,039 340 918 1,401 1,285 13,408Federal old-age and survivors insurancetrust fund........................................................ 2,993 2,998 3,001 3,604 3,671 3,639 3,721 3,791 3,866 3,857 4,652 3,882 43,677 35,841Federal disability insurance trust fund. . . . 380 384 '387 453 452 466 465 478 491 490 515 509 5,468Federal hospital insurance trust fund........ 386 453 663 613 550 527 595 548 656 587 629 635 6,841Federal supplementary medicalinsurance trust fund...................................... 148 190 274 245 225 198 230 197 235 227 236 229 2,635 2,54]Other.................................................................. 498 942 778 544 1,131 818 866 998 966 1,046 150 1,242 9,980 8,64a

Busing ai 
Jjepartmi iterior D  Hustice De

mus m i,b footnot



TABLE V--COMPARATIVE STATEMENT OF BUDGET RECEIPTS AND OUTLAYS 

BY MONTHS OF CURRENT FISCAL YEAR-Continued (In millions)( F ig u r e s  a r e  rounded in  m illio n s  o f d o lla r s  and m a y  not add to to ta ls )
29

Classification

OUTLAYS—C ontinued

busing and Urban Development
Repartaient.................................................
lerior Department........................

Jstice Department....................................
¡bor Department:
¡Unemployment trust fund.....................
(Other........................................................
ite Department., .......... ........................ ..

[ansportation Department:
Highway trust fund........... ..
Ether........................................................
leasury Department:
¡Interest on the public debt..................
■ Interest on refunds, etc. . . . . . . . . . .
■ General revenue sharing ....................
■ Other .................. ..
lomic Energy Commission . . . . . . . . .
Ivironmental Protection Agency . . . .

.„«eneral Services Administration . . . . .
NBational Aeronautics and Space
"^^Administration........................................

l|terans Administration:
¡Compensation, pension, and benefit
[programs.............................. .................
Government life insurance fund . . . .  
[National service life insurance fundp j f c ............... ................KBB

^^Ter independent agencies:
1 Service Commission . . . . . . . . .
’ ^TSxport-Import Bank of the

[United States ...................................2 ^;^JFostal Service.......................... ..............
»’rt^Blmall Business Administration . . . ,
0 oM̂ BTennessee Valley Authority . . . . . . .
'» O t h e r .........................................................’ dMidistributed intrabudgetary 

^^ansactions:
■ Federal employer contributions to

Î5151 !■  retirement fund ................................. .
’ ^Tnterest credited to certain

1 accounts.................................................
’ owances undistributed .......................

14,1«  Total outlays—this year..............

35 848̂1 Total O utlays-prior yea r.......................................

MiiBurpius (+) or deficit (-) this year . . .

2 544̂B̂us ' +^or p rior y e a r ,

July Aug. Sept. Oct. Nov, Dec. Jan. Feb. March April May June FiscalYearToDate ComparablePeriodPriorF.Y,
$513 $623 $358 $158 $353 $366 $459 $309 $205 $163 -$205 $296 $3,600 $3,642888 177 9 -310 78 -179 -1,174 95 97 84 95 -204 -2,219 1,25b108 107 131 130 126 109 121 139 153 131 139 137 1,531 1,180513 453 372 348 386 465 562 534 523 459 372 368 5,353 6,926338 345 237 258 276 211 245 227 291 257 301 297 3,283 3,107112 48 43 69 41 50 42 45 45 50 29 19 592 536487 515 494 503 477 374 321 217 275 228 334 496 4,722 4,677261 289 244 311 252 279 370 254 250 257 314 379 3,462 2,8541,872 1,867 1,911 1,933 1,934 1,957 2,070 2,010 2,128 2,144 2,157 2,184 24,167 21,84912 15 19 12 14 12 13 10 17 13 27 17 182 1882,617 2,514 9 H 1,493 3 (**) 6,636-23 -19 61 -225 149 -67 -387 120 330 110 26 -79 -4 87146 199 171 191 187 196 210 210 225 219 229 210 2,393 2,39243 83 83 74 71 89 63 65 134 107 111 188 1,113 763101 89 54 48 54 -75 82 37 52 28 -23 3 448 589289 289 273 271 272 284 271 241 301 265 255 306 3,316 3,422612 644 610 703 1,034 844 807 825 851 847 814 702 9,295 8,0615 5 4 4 5 6 6 6 6 6 9 5 66 8135 37 33 32 35 41 51 50 54 51 55 43 519 720230 169 184 154 202 95 290 162 149 206 136 111 2,088 1,848329 372 373 371 390 390 370 383 369 400 386 468 4,601 3,77339' -59 "i¿9 49 ' ' 54 99 -243 499 SU 232 124 Í50 Í53 Í.429 1,77229 170 208 46 97 188 233 83 136 53 22 81 1,346 45212 34 41 59 39 45 -6 16 5 45 24 53 367 448285 430 309 285 282 332 372 -35 350 347 332 302 3,591 3,435
-228 -249 -238 -229 -223 -208 -279 -251 -264 -248 -260 -250 -2,926 -2,768-24 -160 -37 -47 -130 -2,266 -18 -146 -65 -76 -118 -2,361 -5,446 -5,08918,591 20,581 18,471 20,055 21,165 19,721 23,631 20,227 20,806 22,306 20,157 20,892 246,603

1 8 ,5 6 8 1 9 ,5 8 1 1 8 ,2 0 2 1 8 ,7 8 1 1 8 ,9 3 2 1 7 ,4 9 0 1 9 ,4 8 1 1 8 ,7 6 4 2 0 ,3 2 9 1 8 ,5 9 7 1 9 ,777 2 3 ,3 7 5 2 3 1 ,8 7 6-3,384 -2,369 +3,712 -5,317 -4,418 -750 -2,501 -2,160 -4,820 +3,554 -3,573 +7,612 -14,412
-5 ,3 4 8 -3 ,9 4 0 + 1 ,5 1 8 -6 ,3 3 0 -3 ,9 9 8 -2 7 5 -1 ,8 7 6 -3 ,5 2 3 -5 ,1 0 5 + 5 ,9 3 7 -2 ,5 0 6 + 2 ,2 1 9 -2 3 ,2 2 7

lee footnotes on page 3.



30 TABLE VI—TRUST FUND IMPACT ON BUDGET RESULTS AND INVESTMENT HOLDINGS (In millions)

Classification
Trust receipts, outlays, and investments held:Federal old-age and survivorsinsurance.............. ..........................Federal disability insurance . . . . .Federal hospital insurance . . . . . .Federal supplementary medicalinsurance ................................ .......Federal employees retirement . . .  Federal employees life and healthbenefits ...........................................Federal Deposit Insurance Corp . .Airport and airway..........................General revenue sharing................Highway............ ...........................Indian tribal funds...........................Military assistance advances........Railroad retirement........................Unemployment............ .....................Veterans life insurance............ ..All other trust ................................Trust funds receipts and outlays on the basis of Table HI and investments held from Table IV—B...............................Intragovernmental receipts offset against trust fund outlays . . . . . . .Total trust fund receipts and outlays...................................... ..Federal fund receipts and outlays onthe basis of Table HI...................... .Intragovernmental receipts offset against Federal fund outlays . . . . . .Total Federal fund receipts and outlays ............................................Total intragovernmental receipts and outlays.................................................... :Net budget receipts and outlays.......... .

Current Month
Receipts

12,9495801,041
111180
117107

9,41422,877
22,885-3,79528,504

Outlays
3,034298538-1,538

7,03617,643
17,651-3,79520,892

Excess of receipts or outlays (-)
282503131,719

2,378
2,3785,234
5,234
7,612

Fiscal Year to Date
Receipts

10,7135,3787,5971,4262,186
7588,2955,6651,1836,06324

79,28812,71892,006161,198
121161,319-21,134232,192

Outlays
139,9564,8826,0931,161-714-134-5376546,6374,526-9-3352,1544,720-252-29

81,492186,124
121186,245-21,134246,603

Excess of receipts or outlays (-)
17564951,5042652,9001345371041,6581,1399335-9711,34425253

10,514
10,514-24,926

-24,926
-14,412

Securities Held as Investments Current Fiscal YearBeginning ofThis Year
133,2037,0122,88447827,6681,3285,0994,4561’¿’5859,8137,183
103,807

This month
Ì35,1747,5163,73070829,1481,5185,6395,4891* 4̂ 593 10,404 7,285 103
111,307

Close of 
this month

f35,50l|
7,8
4,22$

114,85;

See footnotes on page 3.Note: Intragovernmental receipts and outlays are transactions between Federal funds and trust funds, such as, Federal payments and contributions,Federal employer contributions, and interest and profits on investments in Federal securities. They have no net effect on overall budget receipts and outlays since the receipt side of such transactions is offset against budget outlays. In this table, intragovernmental receipts are shoym as an! adjustment to arrive at total receipts and outlays of trust funds and Federal funds respectively. Included in total intragovernmental receipts and outlays are $8,295 million in federal funds transferred to trust funds for general revenue sharing.



TABLE VII—SUMMARY OF RECEIPTS BY SOURCE AND OUTLAYS BY FUNCTION (In thousands) 31

Source
NET RECEIPTS

dividual income taxes......................................
orporation income taxes.......................... ....... .
ocial Insurance taxes and contributions:
¡Employment taxes and contributions...... ........ .
Unemployment insurance...............................,
Contributions for other insurance and retirement,
jcise taxes ............... ........... ...................... .
state and gift taxes ................ .......................
stoms.................................................. ....

Miscellaneous................................................ .

Total............................. ........................OUTLAYS
ational defense............... ...............................
ternational affairs and finance..........................
pace research and technology............... ...........
Agriculture and rural development.....................
atural resources........................... *..............
Commerce and transportation......................
immunity development and housing....................
■ ducation and manpower................. ...................
jealth......... ......... .......................................
'come security...............................................
Veterans benefits and services...... ....................
merest..........................................................
general government.........................................
general revenue sharing.....................................
Bndistributed intrabudgetary transactions............

Total........................................

Total BudgetFiscal Year Comparable PeriodThis Month To Date Prior Fiscal Year
$12,321,123 $103,260,527 $94,736,6168,739,442 36,096,144 32,165,9164,686,721 54,870,061 46,119,776106,515 6,063,441 4,356,671291,428 3,612,261 3,437,3221,397,343 16,271,536 15,476,901316,532 4,898,489 5,435,862260,759 3,175,268 3,286,906383,644 3,944,115 3,632,58928,503,506 232,191,842 208,648,5598,043,257 76,055,667 78,336,072488,575 3,185,343 3,785,746306,022 3,315,699 3,421,7633,448 6,180,602 7,061,398173,139 610,604 3,759,2761,307,011 12,392,883 11,196,707313,558 4,166,696 4,215,6941,336,408 10,820,501 10,198,4711,645,922 18,359,453 16,980,4316,552,936 72,834,876 64,557,519865,501 12,003,592 10,747,3662,015,911 22,796,433 20,584,295450,673 5,617,593 4,888,631-185 6,636,369-2,610,605 -8,372,951 -7,857,51420,891,573 246,603,359 231,875,854

SubscrinHnn rme by the SyPerintf/1xeiio0fnP0Cuments> u*s* Government Printing Office, Washington, D.C. 20402Subscription price $3.25 per year additional (foreign mailing), includes all issues of daily Treasury statements andthe Monthly Statement of Receipts and Outlays of the U. S. Government. No single copies are sold.

GPO 863-764
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c
ÙTOR IMMEDIATE RELEASE July 26. 1973

O ffic e  of the White House P r e s s  Se cre ta ry

T H E  W H IT E  H O U SE

S T A T E M E N T  B Y  T H E  P R E S ID E N T

The best w ay to hold down the cost of livin g is to hold down the co st of
Governm ent. Today th ere is  new and encouraging evidence that we can  
win that b attle .

The latest M onthly Statem ent of R e ce ip ts  and O u tlays shows that F e d e r a l  
outlays for f is c a l  ye ar 1973 w ere held to $2 4 6 .6  b illion  - -  a figu re  w ell 
below the $250 b illio n  ce ilin g on spending that I had recom m ended to the 
C o n g re ss. Sin ce  o v e ra ll rece ip ts  totaled $232. 2 b illio n , the d e ficit fo r  
isca l year 1973 w as $ 1 4 .4  b illio n . T h is  w as a m uch sm a lle r  d e ficit  

t an the $24. 8 b illio n  d e ficit p ro jected  in m y Budget M e s s a g e  la st  
Janu ary. M o r e o v e r , the budget w as w ithin $2 b illio n  of being in  
balance during the period fro m  Ja n u a ry  to Ju n e  o f th is y e ar - -  a period  
when it w as e sp e cia lly  im portant to hold down G overnm ent spending.

During the debates on budget p o licy  la s t  fa ll  and la st w in ter, it  w as w idely  
an”  frequently a sse r te d  that we could not hold spending to the 

J  b illio n  le v e l and that the only w ay to produce an a n ti-in fla tio n a ry  
u get w as by in cre a sin g  ta x e s . I re je cte d  that contention then - -  and 

I reject it now, as we look to a new f is c a l  y e a r . We held the budget 
me in the y e a r  ju s t p ast without r a isin g  ta x e s . I b elieve we can do so 

again - -  and, in fa c t , ach ieve a balanced budget - - i n  f is c a l  ye>ar 1974.

In e a rlie r  y e a r s , budget d e fic its  have so m etim es helped take the s la ck  
out of the econom y and in cr e a se  em ploym ent. H o w ever, we reco gn ized  
xn the sum m er of 1972 that a m a jo r p ro b lem  w as developing as the econom ic  

oom got w ell underw ay. We could fo r e se e  that the p r e s s u r e s  fro m  existin g  
jj* ®r «*l p ro g ra m s and new le g isla tio n  could push spending for f is c a l  year  

3 to $260 b illion  or m o re - -  m uch m o re than we thought an alread y  
strong econom y could to le ra te  w ithout g re a te r  in flatio n . I th erefo re  
called upon the C o n g re ss  to hold the line on spending at $250 b illio n .

The C o n g re ss has acted  resp o n sib ly  on that req u est. T h e re  have been  
many d iffe re n ce s betw een the C o n g re ss  and the A d m in istratio n  over the 
evel of F e d e r a l spending on m any s p e c ific  p r o g r a m s , but? the im portant 

point is  that our o v e ra ll spending go al h as been ach ieved .

I r e c a ll how both H ou ses of the C o n g re ss  approved legislation la st fa ll to 
c e ilin S in F e d e r a l spending at the $250 b illio n  le v e l. W hile tech n ical 

x eren ces prevented the two H o u ses fro m  a gree in g on a com m on v e rsio n  
of that c e ilin g , and w hile o v e ra ll C o n g re ssio n a l actio n  for the la st f is c a l  
year eventually contem plated m uch h igh er exp en d itu res, it w as cle a r  
neverth eless that a m a jo rity  in both H ouses of the C o n g re ss  accep ted  in  

fke a d visab ility  of holding spending to a low er le v e l. When the  
c ips w ere down, it w as that sp irit of re stra in t w hich p re va ile d .

I tru st that the two branch es can fo rge  an e ffe ctiv e  partn ership on behalf 
of budgetary resp o n sib ility  again  in this new f is c a l  y e a r  - -  and that one 
year fro m  now the fig u re s w ill show that the budget fo r fis c a l year 1974 
was in b alan ce. The fa c t that we n early achieved a balance in the second  

e lf of f is c a l y ear 1973 encourages us to believe this a r e a lis tic  ob jective .

It should not be overlooked, h ow ever, that the veto of certain  b ills  and the 
reservin g of certain  funds w as essen tia l in achieving our budgetary goals  
or the past tw elve m onths. Inflation continues to be our m o st im portant

(M O R E)



- 2 -

economic problem  - -  and budget and m onetary restraint continue to be our 
most im portant tools for fighting it . C u r  Phase IV  controls w ill help to 
moderate inflation, but a balanced budget and m onetary restraint m ust 
be our m ajor weapons against rising p r ic e s .

With the economy now operating at a high le v e l, revenues in fis c a l year  
1974 should approxim ate, without any tax in cr e a se s, the overall level of 
expenditures I proposed la st Jan u ary - -  about $269 billion . Balancing  
the budget therefore m eans that we m ust hold expenditures to that level 
in the coming- y e a r, despite the fact that higher p r ic e s , higher interest  
rates and new legislation  w ill a ll be working to drive spending higher.
I am confident that with the continuing cooperation of the C on gress we 
can m eet that goal and thus help protect the A m e rica n  people against 
the twin dangers of higher p rice s and higher ta x es.

# # #



Department of theTREASURY
SHINGTON, O C. 20220 T E L E P H O N E  W 04-2041

FOR IMMEDIATE RELEASE July 26,1973
WITHHOLDING OF APPRAISEMENT ON 
PRIMARY LEAD METAL FROM CANADA

Assistant Secretary of the Treasury Edward L. Morgan 
announced today a withholding of appraisement on primary 
lead metal from Canada pending a determination as to whether 
it is being sold at less than fair value within the meaning 
of the Antidumping Act, 1921, as amended. This lead metal 
is used chiefly in the production of storage batteries, 
pigments and chemicals, including gasoline additives.

The decision will appear in the Federal Register of 
July 27, 1973.

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 withheld for 
a period not to exceed six months from the date of publica
tion 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 consider 
whether an American industry was being injured. Both sales 
at less than fair value and injury must be shown to justify a 
finding of dumping under the law. Upon a finding of dumping, 
a special duty is assessed.

During the year beginning May 1972, imports of primary 
lead metal from Canada amounted to approximately $18.6 million.
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away; I  w a s  t r a v e l l i n g  t o u r i s t ,  [ l a u g h t e r . ]  A n d  o n e  © f  t h e m  s t a r t e d  
a c o n v e r s a t i o n .  H e  s a i d  " I  t h i n k  we  o u g h t  to g e t  a c q u a i n t e d . 15 
He g a v e  h i s  n a m e .  A n d  h e  s a i d ,  " I ' m  d e a n  a t  s t a t e  c o l l e g e .  I ' m  
c a r r i e d .  I  h a v e  o n e  s o n .  H e  I s  a n  a g r i c u l t u r a l  a t t a c h e . ”  A n d  
t he  s e c o n d  o n e  $ a 1 d 9 " W e l l s  t h a t ' s  I n t e r e s t i n g .  I ' m "  ~ ~  h e  g a v e  
h i s  n a m e .  H e  s a i d *  " I ' m  a d e a n  a t  s t a t e  u n i v e r s i t y .  I'm m a r r i e d .
I a l s o  h a v e  o n e  $ © n 9 a n d  h e ' s  a n  a g r i c u l t u r a l  a t t a c h e . "  A n d  t h e  
t h i r d  man p a u s e d  a b i t .  H e  s a i d *  % © y $ ®  i n  t h e  p r e s e n t  context*
I ' m  a l i t t l e  e m b a r r a s s e d .  Y o u  s e e *  I ' m  a n  a g r i c u l t u r a l  a t t a c h e .
I ' m  n o t  m a r r i e d .  1 h a v e  o n e  s o n ,  a n d  h e ' s  a d e a n . * 5

[ L a u g h t e r . ]

I g i v e  y o u  t h e  s e c r e t a r y  o f  t h e  T r e a s u r y ,

[ A p p l a u s e . ]

S E C R E T A R Y  G E O R G E  S H U L T Z :  W e l l  * I  t h i n k  I  s h o u l d  a d d  
to E a r l ' s  s t o r y  a b o u t  d e a n s *  t h e  r e a s o n  w h y  we b o t h  s t o p p e d  b e i n g  
dean® b e c a u s e  we h e a r d  a b o u t  t h a t  o l d  s a y i n g  t h a t  o l d  d e a n s  n e v e r  
d i e ;  t h e y  j u s t  l o s e  t h e i r  f a c u l t i e s .

[ L a u g h t e r . ]

I a p p r e c i a t e  t h e  i n t r o d u c t i o n *  b u t  I  s h o u l d  s a y  t h a t  
G e o rg e  H e a n y  d i d  a  m u c h  m o r e  s t r a i g h t f o r w a r d  j o b  o n  me t h e  o t h e r  
d a y .  H e  w a s  i n t r o d u c i n g  me t o  a u n i o n  g r o u p .  A n d  h e  s a i d  v e r y  
s i m p l y  - -  l i e s a i d »  I i n t r o d u c e  t o  y o u  t h e  g r e a t e s t  s e c r e t a r y  o f  
the T r e a s u r y  s i n c e  d o h n  C o f1n a l l y . 9,

[ L a u g h t e r . ]

S o  1 g e t  I t  e v e r y w h e r e ,

[ L a u g h t e r . ]

I e x p e c t e d  t h a t  I w o u l d  come  o v e r  h e r e  a n d  t h e r e  w o u l d  
h@ a s n a i l  g r o u p  o f  p e o p l e  w h o  w e r e  t h e  a t t a c h e s  f r o m  a r o u n d  t h e  
world® a n d  w e  c o u l d  h a v e  a n i c e  i n t i m a t e  d i s c u s s i o n  a b o u t  y o u r  
p r o b l e m s  a n d  o u r  p r o b l e m s  a s  t h e y  r e l a t e  t o  y o u r s .  A n d  s o  I a c c e p t e d  
£h@ i n v i t a t i o n  o n  t h a t  b a s i s ®  a n d  I ' m  h e r e  w i t h o u t  a n o t e  a n d  w i t h o u t
*  s p e e c h *  a n d  I  f i n d  i t ' s  l i k e  a p p e a r i n g  b e f o r e  a S e n a t e  c o m m i t t e e .  
O v er  h e r e  i n  t h e  A g r i c u l t u r e  D e p a r t m e n t ®  e v e r y t h i n g  i s  t e l e v i s e d *  
ai*d I 9̂  a l i t t l e  n o n p l u s s e d .  B u t  w h a t  I  t h o u g h t  I  w o u l d  d o  i s
U ! k  a b o u t  a  s u b j e c t  t h a t  s e e m s  t o  me v e r y  c e n t r a l  t o  y o u r  w o r k *  
and i t  c e r t a i n l y  h o o k s  w h a t  y o u  d o  a n d  t h e  p r o b l e m s  t h a t  a r e  v e r y  
®och @n t h e  f r o n t  b u r n e r  I n  t h i s  c o u n t r y  t o g e t h e r .  A n d  t h a t  i s ®
J f  c o u r s e *  t h e  p r o b l e m  o f  i n f l a t i o n  a n d  w h a t  w© a r e  d o i n g  a b o u t  .
* t 9 a n d t h e  r e l a t i o n s h i p  t o  i t  o f  w h a t  i s  h a p p e n i n g  to f o o d  p r i c e s  
as a c e n t r a l  e l e m e n t .  A n d  I ' l l  t a l k  a b o u t ®  i n  a  g e n e r a l  way® w h a t  

a r t  d o i n g ,  A n d  t h e n  I  w a n t  t o  w i n d  u p  w i t h  s o m e  c o m m e n t s  a b o u t  
™ t  1 t  s e e m s  to m@s a n y  w a y 9 y o u  c a n  d o  f o r  u s  t o  h e l p  w i t h  t h e  
P r o b l e m .  A n d  I  m e a n  t h i s  in a  v e r y  p e r s o n a l  a n d  d i r e c t  wa y® b e c a u s e
* t h i n k  © u r  i n f o r m a t i o n  a b o u t  w h a t  i s  g o i n g  o n  i s  s o  c r i t i c a l  to 
0yr u n d e r s t a n d i n g  a n d  t o  t h e  p o l i c y  d e c i s i o n s  t h a t  a r e  m a d e .
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Nets I  w o u l d  c l a s s  I f  
b a s i c a l l y  u n d e r  f o u r  h e a d i n g s ,  
e c o n o m i s t s ,  we w o u l d  a l l  a g r e e  
0n t h e  b u d g e t  a n d  r e s t r a i n t  o n  
i n g r e d i e n t ;  I t  a l w a y s  h a s  b e e n  
1 t s w e ' r e  n o w h e r e .  So we m u s t  
c o n t i n u e  t o  e x e r c i s e  r e s t r a i n t  
i s a primary t a s k  o f  t h e  e x e c u t i v e  b r a n c h ,  a n d  
F e d e r a l  R e s e r v e  t o  b e h a v e  i n  a s i m i l a r  f a s h i o n  
s i d e .

1 our  p r o g r a m  In d e a l i n g  w i t h  I n f  
A n d  t h e  f i r s t ®  a n d  I ' m  s u r e ®  a s  

m o s t  i m p o r t a n t ®  1 s  a p o l i c y  o f  d 
m o n e t a r y  p o l i c y .  T h a t  i s  a n  e s s  

i t  w i l l  b e .  I t  w o r k s .  A n d  w i t  
c o n t i n u e  o n  t h a t  p a t h ,  a n d  we mu 
a n d  d i s c i p l i n e  o n  t h e  b u d g e t .  T

w e  c o u n t  o n  t h e  
o n  t h e  m o n e t a r y

1a 11 on
i s c i p l  1 si
ential
b o u t
st
h a t

N o w  t h e  q u e s t i o n  i s ,  d o  w e  h a v e  w h a t  i t  t a k e s  t o  e x e r c i s e  
the n e c e s s a r y  d i s c i p l i n e ?  A n d  I t h i n k ,  in t e r m s  o f  t h e  f i s c a l  
197 4 b u d g e t ,  w h i c h  i s  t h e  y e a r  t h a t  w e ’ r e  n o w  1 n ,  t h e  m e a s u r e  o f  
r e s t r a i n t  I s  w h e t h e r  o r  n o t  w e c a n  a c h i e v e  a b a l a n c e d  b u d g e t  i n  
t h i s  f i s c a l  y e a r .  A n d  I  b e l i e v e  t h a t  i s  t h e  r i g h t  f i s c a l  p o l i c y ,  
and I  b e l i e v e  I t  c a n  b e  d o n e .  T h a t  i s  t h e  P r e s i d e n t ' s  g o a l .  R e v e n u e s  
have b e e n  r i s i n g  f o r  a  v a r i e t y  o f  r e a s o n s ,  s o m e  g o o d ,  s o m e  n o t  
so g o o d .  B u t  t h e y  h a v e  b e e n  r i s i n g ,  a n d  t h e y  h a v e  r i s e n  1 n  o u r  
e s t i m a t e s  a p p r o x i m a t e l y  t o  t h e  l e v e l  o f  the  P r e s i d e n t ' s  b u d g e t  
r ^ u e s t  m a d e  i n  « J a n u a r y .  T h e r e  i s  n o  r e a s o n  w h y  we c a n ' t  e x e r c i s e  
th@ d i s c i p l i n e  we n e e d  t o  h o l d  s p e n d i n g  w i t h i n  t h a t  f r a m e w o r k  a n d ,  
t h e r e f o r e ,  b a l a n c e  t h e  b u d g e t .  A n d  t h a t  i s  w h a t  w e  n e e d  i n  t h i s  
f i s c a l  y e a r .

M o w ,  I  k n o w  t h a t  t h e r e  i s  a  t r e m e n d o u s  a m o u n t  o f  c o n t r o v e r s y  
i n v o l v i n g  t h e  C o n g r e s s  a n d  t h e  a d m i n i s t r a t i o n  a b o u t  t h e  b u d g e t  
and t h e  c o m p o s i t i o n  o f  t h e  b u d g e t ,  a n d  s o  o n  a n d  s o  forth.  B u t  
as I  h a v e  g o n e  a r o u n d  a n d  t e s t i f i e d  b e f o r e  I  t h i n k  a t  l e a s t  a s  
i a n y  c o m m i t t e e s  a s  y o u  d o ,  E a r l  - -  a n d  t h e  s u b j e c t  o f  t h e  b u d g e t  
cosies u p  p r a c t i c a l l y  a l w a y s  - -  I  f i n d  t h a t ,  w i t h  a l l  t h e  c o n t r o v e r s y ,  
t h e r e  _i s  b a s i c a l l y  v e r y  l i t t l e  c o n t r o v e r s y  a b o u t  t h e  d e s i r a b i l i t y  

h o l d i n g  f e d e r a l  s p e n d i n g  u n d e r  c o n t r o l .  E v e r y b o d y  a g r e e s  ©n 
t h a t .  S© t h a t  1 s  a g o o d  m a r k e r  f o r  u s .  A n d  I  b e l i e v e  a n d  I  h o p e  
t h a t ,  a s  m  m r k  a t  t h i s  p r o b l e m  a n d  a s  t h e  s i m i l a r i t y  o f  v i e w  
on t h e  o v e r a l l  o b j e c t i v e  r e a l l y  t a k e s  h o l d  —  a n d  I  t h i n k  t h e  American 
p e o p l e  a r e  v e r y  m u c h  b e h i n d  u s  - -  m  w i l l  b e  a b l e  t o  k e e p  t h i s  
s p e n d i n g  u n d e r  c o n t r o l .

N o w ,  m  a r e  a b o u t  n o w  r e a d y  n o w  —  w e ' v e  a b o u t  f i n i s h e d  
» •  t j b e l a t l o n s  I n  t h e  T r e a s u r y  o n  w h a t  h a s  a c t u a l l y  h a p p e n e d  i n  
nseal 1973. A n d  t h e  r e s u l t s  of t h a t ,  w h i c h  t h e y  o u g h t  t o  b e  a b l e  

a n n o u n c e  t o m o r r o w  —  n o t  quite  p r e p a r e d  y e t  —  t h e  r e s u l t s  ©f 
w® k n o w  e n o u g h  a b o u t  t o  s a y  t h a t  n o t  o n l y  h a s  t h e  P r e s i d e n t  

a c n i e v e d  t h e  g o a l  o f  s t a y i n g  w i t h i n  t h e  t w o  h u n d r e d  a n d  f i f t y  b i l l i o n  
a ® t  t h a t  w a s  s e t  a b o u t  t h i s  t i m e  l a s t  y e a r ,  b u t  h e  h a s  m o r e  t h a n  
j o j i i v t d  t h a t  g o a l ,  y e  h a v e  s t a y e d  w e l l  u n d e r  t h e  t m  —  w e l l  
™ 0 r  ***© f o r t y - n i n e  b i l l i o n .  A n d  w h y  i s  t h a t ?  T h a t  i s  b e c a u s e  

® m a n a g e d  t o  g e t  p e r v a s i v e l y ,  t h r o u g h o u t  t h e  g o v e r n m e n t ,  a n  a t t i t u d e  
J f l L * ?  ^ y s t  d i s c i p l i n e  o u r s e l v e s ;  we must he c a r e f u l .  A n d  t h a t  

t u d @  h a s  p r e v a i l e d .

Gf Wo h a v e  a l i t t l e  s i g n  u p  I n  m y  o u t e r  o f f i c e .  I t ' s  s o r t
® c * * ® ® p ! e d  u p ,  u s e d  d o l l a r  b i l l «  A n d  t h e r e ' s  a s t a t e m e n t  u n d e r



a rv
I t  t h a t  i s  k i n d  o f  a p l e d g e  f r o m  t h e  T r e a s u r y :  JiM@ s p e n d  t h i s  
d o l l a r  l i k e  i t } $ o u r  © w n . M A n d  I  t h i n k  t h a t  i s  t h e  a t t i t u d e  w e  
need I n  g o v e r n m e n t .  I ' m  s u r e  w e h a v e  i t .  A n d  a s  w e  h a v e  I t ,  w e ' l l  
be a b l e  t ©  h o l d  t h i s  s p e n d i n g  u n d e r  c o n t r o l .

Uow9 t h e  P r e s i d e n t  f e e l s »  a n d  I  a g r e e  w i t h  h i m »  t h a t  
m  c a n  d o  t h i s  j o b  © f  b a l a n c i n g  t h e  b u d g e t  i n  f i s c a l  * 7 4  w i t h o u t  
a t a x  I n c r e a s e .  A n d  l i ® $  n o t  d e s i r a b l e  a t  t h i s  t i m e  t o  h a v e  a 
t a x  i n c r e a s e .  A n d  I  w o u l d  g i v e  t h e  f o l l o w i n g  r e a s o n s .  F i r s t »  
i n t e r n s  o f  f i s c a l  p o l i c y ,  a b a l a n c e d  b u d g e t  i s  t h e  r i g h t  f i s c a l  
p o l i c y .  T h e  e c o n o m y  i s  c o o l i n g  o f f  a l i t t l e  f r o m  t h e  v e r y  h e c t i c  
pace o f  t h e  f o u r t h  q u a r t e r  a n d  t h e  f i r s t  q u a r t e r .  A n d  we w a n t  
i t  t o  c o o l  o f f ,  b u t  w e  d o n ' t  w a n t  t o  o v e r d o  I t .  Me w a n t  i t  t o  
e o i e  o u t  w i t h  a  s o r t  o f  a s o f t  l a n d i n g  o n  a f o u r  p e r c e n t »  o r  s © 9 
r e a l  g r o w t h  r a t e .  T h a t ' s  t h e  d e s i r a b l e  o b j e c t i v e  t h a t  w e ' r e  s h o o t i n g  
f o r .  S e c o n d ,  t h e r e  i s ,  o f  c @ u r s @ B t h e  q u e s t i o n  a b o u t  w h e t h e r  o r  
n o t  © t a x  i n c r e a s e  w o u l d  r e p r e s e n t  a g e n u i n e  f i s c a l  r e s t r a i n t »
©r w h e t h e r , ,  b y  c o n t r a s t ,  w h a t  y o u  w o u l d  g e t  I s  k i n d  o f  a f i s c a l  
v e r s i o n  o f  P a r k i n s o n * s  L a w  t h a t  m i g h t  b e  s t a t e d  a b o u t  a s  f o l l o w s :  
t h a t  s p e n d i n g  w i l l  r i s e  t o  m e e t  a t  l e a s t  a l l  t h e  r e v e n u e s  a v a i l a b l e  
to be s p e n t .  A n d  I f  t h a t ' s  t r u e 9 a n d  I  t h i n k  t h e r e ' s  a  l o t  o f  
e v i d e n c e  t h a t  1 t ' s  t r u e »  t h e n  a m o d e r a t e  s i z e  t a x  I n c r e a s e  w o u l d  
n o t  fee f i s c a l  d i s c i p l i n e  a t  a l l ,  b u t  w o u l d  fee s i m p l y  a w a y  o f  i n c r e a s i n  
t he  o v e r a l l  s i z e  o f  g o v e r n m e n t ,  w h i c h  I s  a  t h i r d  r e a s o n  w h y  t h e  
P r e s i d e n t  h a s  o p p o s e d  a  t a x  I n c r e a s e  a t  t h e  p r e s e n t  t i t l e .

A n d »  f i n a l l y *  I  t h i n k  I f  t h e  a n a l y s i s  I s  t h a t  w h a t ' s  
needed i s  a  t a x  i n c r e a s e  t o  b e  e f f e c t i v e  i m m e d i a t e l y 9 t h e n  t h e  
p r o s p e c t s  f o r  g e t t i n g  t h a t  j o b  d o n e  a n d  g e t t i n g  i t  d o n e  w i t h  a 
M a t ,  c l e a n  t a x  b i l l  o f  s o m e  k i n d  a r e  m i n i m a l .  I t 9s a  v e r y  c o m p l e x  
s u b j e c t .  M e ' v e  h a d  a g r e a t  d e a l  o f  t a l k  a b o u t  t a x  r e f o r m .  T h e  
a d m i n i s t r a t i o n  h a s  p r o p o s a l s  u p ;  t h e y ' r e  p r o p o s a l s  o f  a g r e a t  v a r i e t y  
©f s o r t s  i n  b e f o r e  M a y s  a n d  H e a n s  r i g h t  n o w .  A n d  I t ' s  g o i n g  t o  
be q u i t e  a j o b  1 n  s o r t i n g  a l l  t h a t  o u t .  S© I t  i s  n o t  a s u b j e c t  
t h a t  r i g h t  n o w  l e n d s  i t s e l f  t o  q u i c k  a c t i o n .

d o n ' tS o  f o r  a l l  t h o s e  r e a s o n s ,  m  
r ©ut e 1 s  t h e  r i g h t  r o u t e .  F u r t h e r m o r e ,  
d©ne^@n t h e  s p e n d i n g  s i d e  a n d  we c a n  a c h i e v e

f i s c a l  ® 7 4 s a n d  t h a t  t h a t  1 s  a p r i n c i p a l  w e a p o n  
g a i n s t  I n f l a t i o n .

t h i n k  t h e  t a x  
t h i n k  t h e  j o b  e a

increase fee
n e e d  b u d g e t  
i n  t h e  f i g h t

^ ® w 9 s e c o n d ,  w h a t  d o  we n e e d  to d o 7  H e l l ,  I  t h i n k  m  
w @ d t o  e x a m i n e  o u r  p o l i c i e s  t h r o u g h o u t  t h e  g o v e r n m e n t ,  a s  w e l l  

e n c o u r a g i n g  p r i v a t e  I n d u s t r y  t © d o  t h e  s a m e ,  a l l  ©tsr p o l i c i e s  
t h a t  h a v e  t o  d o  with  p r o d u c t i o n .  Mow c a n  w e  i n c r e a s e  t h e  s u p p l i e s  
o f  t h i n g s  w h e r e  p r i c e s  a r e  g o i n g  u p ?  T h a t  1 s  t h e  f u n d a m e n t a l  

1ft  w h i c h  w e ' l l  a f f e c t  i n d v i d o a l  m a r k e t s .  A n d  © f  c o u r s e  i n  
f i e l d  © f  f o o d ,  w h i c h  i s  t h e  b i g g e s t  e l e m e n t  i n  t e r m s  © f  s e g m e n t s  

t h e  e c o n o m y ,  t h e  b i g g e s t  e l e m e n t  i n  o u r  i n f l a t i o n  p i c t u r e ,  t r a m e n -  
Qous e f f o r t s  h a v e  b e e n  m a d e  t o  i n c r e a s e  s u p p l i e s .  S r e a f  a m o u n t s



o f  ne w a c r e a g e  h a v e  b e e n  r e l e a s e d » a n d  t h e  S e c r e t a r y  a n n o u n c e d  
l a s t  M e e k  t h a t »  a s  f a r  a s  t h e  n e x t  c r o p  y e a r  I s  c o n c e r n e d »  [ i t ]
■fs a b s o l u t e l y  a l l  « o u t *  R i g h t ?  f e i h a t ’ s y o u r  p h r a s e ?  Y o u ’ r e  g o i n g  
t o  p l o w  u p  t h e  f e n c e  p o s t s »  o r  p l o w  u p  t h e  f e n c e  h o l e s »  © r  w h a t e v e r  
I t  I s .  Rows® L e a v e  t h e  p o l e s »  b u t  p l o w  - -  h o w  d o  y o u  p l o w  u p  
t h e  r o w s  w i t h o u t  h i t t i n g  t h e  f e n c e s ?  C o u l d  y o u  t e l l  me t h a t ?
I a l w a y s  w o n d e r e d  a b o u t  t h a t .  B u t  a n y  w a y »  t h e  p o i n t  i s  t h i s  i s  
t h e  t i m e  f o r  a i l - o u t  p r o d u c t i o n .  A n d  I  m i g h t  s & y »  b e y o n d  t h a t »  
l o o k i n g  t o  t h e  f u t u r e  - »  a n d  t h i s  I s  w h y »  a t  l e a s t  t o  m e »  t h e r e ’ s 
so m u c h  d i s t r e s s i n g  a b o u t  a l o t  of  t h e  d i s c u s s i o n  a b o u t  a f a r m  
b i l l  —  a s  m  l o o k  out  i n t o  t h e  f u t u r e »  t h i s  i s  t h e  time  w h e n  i t  
seems a s  t h o u g h  we c a n  r e - a r r a n g e  o u r  b a s i c  p o l i c i e s  h e r e .  A n d  
m© h a v e  a  c h a n c e  f o r  o u r  f a r m e r s »  w h o  a r e  p r o b a b l y  t h e  h a r d e s t  
w o r k i n g  s e g m e n t  o f  our  p o p u l a t i o n  —  w e  h a v e  t h e  c h a n c e  f o r  o u r  
f a r m e r s  t o  h a v e  a  h i g h  i n c o m e  b u i l t  on  r e a s o n a b l e  p r i c e s  a n d  l o t s  
o f  o u t p u t »  i n s t e a d  o f  t h e  o t h e r  w a y  a r o u n d  w h e r e  y o u  g e t  h i g h  p r i c e s  
t h r o u g h  r e s t r i c t i n g  o u t p u t .  S o  w e  h a v e  a n  o p p o r t u n i t y  f o r  a  r e a l  
r e - a r r a n g e m e n t  o f  o u r  a g r i c u l t u r a l  p o l i c y  its t h e  i n t e r e s t  o f  i n c r e a 
s i n g  s u p p l y »  n o t  o n l y  f o r  © u r  u s e  h e r e  a t  h@sne9 hut for  m e e t i n g  
d em a nd s a l l  a r o u n d  t h e  w o r l d .  A n d  t h a t  i s  n e t  o n l y  g o o d  f o r  t h e  
r e s t  © f  t h e  w o r l d »  b u t  1 t * s  v e r y  g o o d  f o r  u s » b e c a u s e  i f  w @ * r e  
g o i n g  t o  I m p o r t  a l l  t h e s e  t h i n g s  t h a t  we w a n t  t o  i m p o r t »  t h e r e ’ s 
g o t  t o  be s o m e t h i n g  m  s e l l  to p a y  f o r  i t .  A n d  a g r i c u l t u r e  I s  
t h e  b e s t  t h i n g  w@®ve  g o t  g o i n g  f o r  u s  w h e n  i t  c o m e s  to © y r  e x p o r t s .

S o  t h a t ’ s  o n e  k i n d  o f  t h i n g  t h a t  i t  s e e m s  t o  me  i m p o r t a n t  
t o  do  i n  I n c r e a s i n g  s u p p l i e s ,  Me h a v e  —  b e y o n d  t h a t »  w e  h a v e  
v e r y  l a r g e  s t o c k p i l e s  o f  m a n y  c o m m o d i t i e s »  m o s t  © f  w h i c h  c a n ’ t  
be s o l d  w i t h o u t  c o n g r e s s i o n a l  a c t i o n .  $© m  h a v e  a b i l l  I n  b e f o r e  
t h e  C o n g r e s s  t ©  a l l o w  u s  t o  d i s p o s e  © f  s t o c k p i l e s  w h e r e  t h e y ’ r e  
d e c l a r e d  n o n s t r a t a g i e .  T h e y ’ r e  n o t  n e c e s s a r y  f o r  national d e f e n s e .  
S© w h e n  w e ® r e  h o l d i n g  a  b i g  s t o c k p i l e  o f  s o m e t h i n g  t h e  p r i c e  o f  
" h l c h  I s  g o i n g  u p »  l e t ’ s  s e l l  i t »  a n d  l e t ’ s g e t  t h e  c o n g r e s s i o n a l  
a u t h o r i t y  t o  d© t h a t .  T h a t  i n c r e a s e s  s u p p l y .

Now» m  h a v e  a l o t  © f  n e g a t i v e s .  And I  t h i n k  e v e r y o n e  
nas h a d  l i t t l e  d e m o n s t r a t i o n s  h e r e  l a t e l y  w h i c h  y o u  s e e  more  c l e a r l y  
when t h e  e c o n o m y  i s  o p e r a t i n g  a t  f u l l  c a p a c i t y  In a k i n d  of a taut 
way In t h e  m a r k e t s .  Y o u  s e e  t h i s  b a s i c  l e s s o n  t h a t  i f  c o s t s  e x c e e d  
p r i c e s »  i t ' s  n o t  v e r y  g o o d  f o r  p r o d u c t i o n .  A n d  t h a t  l i n e  about 

Y©u m a k e  1 t  u p  o n  v o l u m e *  d o e s n ’ t  p l a y  a n y w h e r e  a n y  m o r e .  S©
JJJ s e e  t h e  b a b y  c h i c k  b u s i n e s s  t h a t ’ s  g o t t e n  a l o t  o f  p u b l i c i t y »  
t h a t  Illustrates t h a t  p o i n t .  A n d  a s  f a r  a s  l*m  c o n c e r n e d »  I ’ v e  
• e a r n e d  a n e w  w o r d  t h a t  I ’ m s u r e  e v e r y o n e  h e r e  k n o w s .  B u t  t o  me
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Os* to look at another segment of our society, it*© $&@ 

vsry large Increases 1n investment in new plant and equipment.
Asid to some extent9 1t represents a p r o b ] e r r s ,  b e c a u s e  i t ' s  a s u r g i n g  
sector of the economy. And there's a temptation to say, “Hell/ 
because 1t's surging, let's see 1f we can't u n d e r c u t  It a l i t t l e  
hit. But 1f you think about that f o r  a minute, that Is the f u t u r e *  
That is the way we're going to Increase supply. That I s  the way 
*i@sr@ going to get our costs down. That Is the way we're going 
to be competitive In the world. That Is the way we°r@ going to 
maintain the pace of the rising standard of living for all Americans 
So let's think twice before we do things that, fundamentally, are 
t h e  ways In which we're going to increase supply. In fact, let's 
tarn it the other way. let's d© more to do the things that w i l l  
Increase s u p p l y .

yell, I could g© through a long list. Me have the anoma
lous fact t h a t ,  due to governmental regulation® an awful lot of 
©yr trucks when they go from HA H to  a,B,M when they come back t©
A again they're not allowed t o  carry anything in the truck*
Mbtit sens® does that make? In a day when we're worried about costs 
©f agricultural products, in a day whan we're worried about the 
sisa o ( g a s o l i n e ^  i n  a d a y  w h e n  w e * r @  w o r r i e d  a b o u t  t h e  e n v i r o n m e n t a l  
considerations from what carriers put out, what sense does that 
m u  to require empty backhauls? It's ridiculous. But to get 
something done about It 1s ©n@ ©f the hardest things you can imagine 
md* of course, I should say It isn't always government that Is 
tm culprit. Government Is only d@1ng something because there 
are pressures In the society for having government do it. But 
it s bad for us. S© let os examine the point and see If we can't 
©o something about 1t.

S© w e  c o u l d  J u s t  g o  t h r o u g h  e x a m p l e  a f t e r  e x a m p l e  after 
e x a m p l e  o f  t h i n g s  t h a t  m  c a n  d© that will increase supply. So 
tn&i i s  t h e  s e c o n d  t h i n g  m  need t ©  keep ©yr eye on in deal in© 
with t h e  i n f l a t i o n  p r o b l e m .

t h i r d ,  i s  t h e  a r e a  of ©sir c o n n e c t i o n s  w i t h  t h e  
®c©n ©my .  A n d  o f  c o u r s e  m  s e e  m o r e  c l e a r l y  I n  t h e  l a s t  s i x  

****** o r  s o  t h e  v e r y  s t r o n g  m y  i n  w h i c h  t h e  U .  5 .  i s  a p a r t  a n d  
p a r c e l  o f  t h e  w o r l d  e c o n o m y .  I  t h i n k  m  h a v e  a l l  s a i d  t h i s .  I n .  
:®jp r h e t o r i c  w e  h a v e  s a i d  t h a t  in t h e  p a s t .  B u t  w e  h a v e  n e v e r  
??@fs i t  d e m o n s t r a t e d  s o  s t r o n g l y ,  t h a t  w h e n  a l l  t h e  e c o n o m i e s  of 
to® w o r l d  a r e  r i s i n g ,  a n d ,  I n  w o r l d  m a r k e t s ,  c o m m o d i t i e s  t h a t  we 
I®1 ”  e x p o r t  a n d  i m p o r t  a r e  r i s i n g  r a p i d l y  i n  p r i c e ,  t h a t  1 s  g o i n g  
§a ®ur  e c o n o m y .  A n d  w e  h a v e  no  w a y  a r o u n d  i t .  A n d  a t  t h e
f « *  t t « e ,  i t  h a s  I t s  p r o b l e m s  f o r  u s ;  I t  a l s o  h a s  I t s  a d v a n t a g e s  

9P u s .  A n d  l e t  me j u s t  c o m m e n t  b r i e f l y  o n  t h a t .
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9« | t s  t r a d ©  «” «* a l o t  o f  I t s  t a r i f f s  If? t h ©  b u d g e t  t h a t  w a s  s e n t  
up l a s t  J a n u a r y *  n o t ^  b e c a u s e  t h e y  n e c e s s a r i l y  w a n t e d  t o  t r e a t  t h e i r  
t r a d i n g  p a r t n e r s  b e t t e r 9 b u t  b e c a u s e  t h e y  w a n t e d  t ©  l o w e r  p r i c e s  
i n  C a n a d a ,  Why c h a r g e  y o u r s e l f  s o m e t h i n g  e x t r a  o n  s o m e t h i n g  t h a t ’ s 
i n  s h o r t  s u p p l y ?  A u s t r a l i a ' s  j u s t  d o n e  t h e  s a m e  t h i n g .  W hy  n o t  
us? I t  m a k e s  s e n s e ,  I  m e a n  w e ’ r e  t r y i n g  t o  i m p o r t  b e e f ,  Whv

^ ' r e  t r y i n g  to I m p o r t  l u m b e r .  Why p a y  a 
t a r i f f  o n  i t ?  A n d  s o  o n .

A n d  s© t h e  P r e s i d e n t  h a s  a s k e d  f o r  a u t h o r i t y  f r o m  t h e  
C o n g r e s s »  i n  c a s e s  w h e r e  w e h a v e  a t a r i f f  o n  s o m e  g o o d  t h a t ’ s i n  
s h o r t  s u p p l y  w i t h  r i s i n g  p r i c e s  h e r e  a t  h o m e »  t o  h a v e  a u t h o r i t y ,  
a!  l ! f s t  t e m p o r a r i l y *  t o  r e d u c e  t h a t  t a r i f f .  I t ’ s a  s e n s i b l e  s o r t  
©t t h i n g  t o  m  i n  r e c o g n i s i n g  o y r  i n t e r c o n n e c t i o n s  w i t h  t h e  w o r l d  
e c o n o m y  a n d *  in t h i s  c a s e »  t a k i n g  a d v a n t a g e  o f  t h e  d i s c i p l i n e  t h a t  
ty© w o r l d  e c o n o m y  c a n  g i v e  I n  o u r  o w n  p r i c e  s t r u c t u r e *

N ®w » © f  c o u r s e »  m  h a v e  w o r k e d  t o  g e t  a  m o r e  f l e x i b l e  
^ o n e t a r y  s y s t e m  m é  t ©  g e t  t h e  d o l l a r  m o r e  r e a l i s t i c a l l y  v a l u e d ,  
a l l  t h r o u g h  t h e  W o r l d  W a r  I I  p e r i o d »  e v e r y b o d y  d e v a l u e d  a g a i n s t  

d o l l a r .  O n  . t h e  w h o l e »  t h e  t r a d i n g  a r r a n g e m e n t s  t h a t  b u i l t  
yp w e r e  d o n e  a g a i n s t  t h e  b a c k g r o u n d  o f  t h e  U .  $ .  c o y I d  d o  n o  w r o n g .

j u s t  w e r e  b o u n d  t o  b e  t h e  s t r o n g e s t  a n d  w o u l d  n e v e r  h a v e  a p r o b l e m  
And t h e  r e s u l t  o f  a l l  t h a t  w a s ,  I  t h i n k »  t h a t  I n  t h e  i n t e r n a t i o n a l  
ae o s i om i c s p h e r e  t h i n g s  g o t  s t r u c t u r e d  i n  s u c h  a w a y  t h a t  t h e y  w e r e n ’ t
; ?  2 y r  a Ì v i ? * a ? e i ,  w® ^  ° Y a r  t i > e  l a s t  t w o  y e a r s »  we h a v e  c h a n g e d  

*  ¡ ¡ ¿ ¿ a i i d  d o l l a r  n o w  I s  v e r y  r e a l i s t i c a l l y  v a l u e d  a n d  
a t  t h i s  p o i n t  I s  u n d e r v a l u e d .  I  d o n ’ t  t h i n k  t h e r e ’ s a n y  d o u b t  
a d o u t  t h a t .  A t  a n y  r a t e »  f r o m  t h e  s t a n d p o i n t  o f  t h e  c o m p e t i t i v e n e s s  
i ♦ S ? - « * 0 ! ® *  in m r ì d  » e r k e t s *  w e ’ r e  v e r y  c o m p e t i t i v e  n o w .  A n d  
i t h i n k  t h a t  t h e  Zlm© i s  r i g h t .  A n d  I  k n o w  t h e  P r e s i d e n t  w i l l  
nt w *  a ?  ^ 1 s »  y©© h a v e  b e e n  h e r e  a n d  a s  i n  t h e  C o m m e r c e
u e p i r t m e n t »  m  a  r e a l  mov ® o n  t h e  e x p o r t  f r o n t .  B u t  w e  h a v e  a

r e a l i s t i c  p o s i t i o n  in w o r l d  m a r k e t s »  a n d  m  h a v e  t h e  p r o s p e c t  
©? a m o r e  f l e x i b l e  s y s t e m  t h a t  w i l l  h e l p  k e e p  it t h a t  w a y ,

3@ t h a t  1 s  a n  e l e m e n t  i n

h * « r « ^ 4- "7 ' " 5 ®® ? @ T C  t o  a  s u b j e c t  t h a t  i s  v e r y  m u c h  in y o u r
J i l l ! " ? -  a 5 d  v a r *  s e n s i t i v e .  A n d  t h a t  i s  t h e  p r o b l e m  o f  e x p o r t '  
^ ? r 0 1 ! *  Assd &®r @ tt5@ P r e s i d e n t  h a s  s t a t e d  v e r y  d e f i n i t e l y  o u r  
P o l i c y  i s  a g a i n s t  e x p o r t  c o n t r o l s .  Me d o n ’ t  t h i n k  t h a t  t h e y ’ r e  
a «  S o d 4. d f ? *  ^ a v e  e x p o r t  c o n t r o l s  o n  s o y b e a n s  r i g h t  n o w  a n d
t L i l k  i l 2 v 5 ^ r ? i a t e d ^ p r o d t , c t s *  M  1 m s t  $%y  * t  i s  i m p r e s s i v e  

s u b s t i t u t a b i l i t y  o f  p r o d u c t s  i n  t h e  s e n s e  i n  w h i c h  y o u  s a y ’ »
r ® 9 o 1 n g  t o  d o  s o m e t h i n g  ©n p r o d u c t  ® A » K t h e n  t h a t  i m p l i e s  

s2 f * y ? u ? !  s o m e t h i n g  & h m t  a  w h o l e  r a n g e  o f  s u b s t i t u t a b l e  p r o d u c t s ,  
1SSI t  *  l i t t l e  t h i n g  t o  p l a y  a r o u n d  w i t h .  A n d  w e  f e l t  t h a t  

c « L 2 ? ? e $ 5 a r £ *  tl§@ s e c r e t a r y  o f  A g r i c u l t u r e  d 1 d s t o  p u t  t h o s e  e x p o r t  
oi » A» I 0 t f e i s  y e a r ’ s  c r o p »  © v a n  t h o u g h  i t  w a s  d o n e  w i t h
?a Bi L r # l u ! i a ? c ? A  Best @ y r  P ° , 1 c y  b a s i c a l l y  i s  a g a i n s t  t h a t  a n d  

® r e s i s t  t h a t  1 f  w e  p o s s i b l y  c a n * .



8
A n d  t h e  r e a s o n  w h y  1 s  s i m p l e *  I t  1 s  e s s e n t i a l l y  a c i r c u l a r  

p r o p o s i t i o n .  T h a t  i s ,  1 f  we h a v e  a g o o d  t h a t  we e x p o r t  i n  U r g e  
p r o p o r t i o n  a n d  t h e  r e s t  o f  t h e  w o r l d  w a n t s  t o  b u y  i t ,  a n d  w® c o n t r o l  
t h a t  e x p o r t ,  a n d ,  1 f  t h a t  s p r e a d s ,  t h e n ,  o b v i o u s l y ,  p e o p l e  a r o u n d  
t h e  w o r l d  s a y ,  " W e l l ,  I  g e t  t h i s  d o l l a r  I n  e x c h a n g e  f o r  t h e  t h i n g s  
t h a t  I  I m p o r t  t o  t h e  U .  S . ,  w h a t  c a n  I  s p e n d  1 t  o r ? b A n d  w e  h a v e  
a l w a y s  s a i d  i t  i s  c o n v e r t i b l e  i n t o  t h e  g o o d s  a n d  s e r v i c e s  I n  t h e  
l a r g e s t  a n d  m o s t  d i v e r s e  m a r k e t  i n  t h e  w o r l d .  A n d  t h a t ' s  a p r e t t y  
good a r g u m e n t .  B u t  i f  y o u  w o n ' t  s e l l  t h e  t h i n g s  t h e y  w a n t  m o s t ,  
you a r e  u n d e r c u t t i n g  t h a t  a r g u m e n t .  A n d  s o  t h e  v a l u e  o f  t h e  d o l l a r  
n a t u r a l l y  d e c l i n e s ,  a n d  we h a v e  t o  p a y  m o r e  f o r  t h e s e  m a n y  t h i n o s  
t h a t  we I m p o r t .

A n d  s o  f r o m  t h e  s t a n d p o i n t  o f  o u r  c o n s u m e r s ,  t h e  c o n s u m e r  
w i n d s  u p  p a y i n g  t h a t  p r i c e .  H e  m a y  n o t  p a y  i t  f o r  product  " A ® ;  
he may p a y  i t  o v e r  h e r e  f o r  p r o d u c t  ® Z . °  B u t  t h e r e ' s  a c o n n e c t i o n .
In o t h e r  w o r d s ,  w e  j u s t  g o  r i g h t  a r o u n d  i n  t h i s  c i r c l e  a n d  w@ m e e t  
o u r s e l v e s .  S o  i t  i s n ' t  a  d e s i r a b l e  p o l i c y  f r o m  o u r  p o i n t  of  v i e w  
o r  a n y b o d y  e l s e ' s  p o i n t  o f  v i e w ,  a l t h o u g h ,  i f  t h e  w o r s t  c o m e s  t o  
t he  w o r s t ,  we * 1 1  a l w a y s  h a v e  t ©  l o o k  t o  o u r  o w n  h o m e  m a r k e t .  B u t  
the g e n e r a l ,  b a s i c  p h i l o s o p h y  o f  © o r  p o s i t i o n  1 s  t o  o p p o s e  e x p o r t  
c o n t r o l s  a n d  m a i n t a i n  o u r  c o n n e c t i o n  t o  t h e  w o r l d  e c o n o m y  i n  t h e  
s t r o n g e s t  w a y  t h a t  w e  c a n .

f i n a l l y ,  l e t  me c o m e  t o  t h e  i n t e r n a l  e c o n o m i c  
*  ok 2  t  0 B  a s  t h e y  h a v e  b e e n  a n n o u n c e d  w i t h  t h e  l a b e l

or P h a s e  I V  m o s t  r e c e n t l y .  H e r e  w e  h a v e  a p r o g r a m  t h a t  i s  t o u g h  
as J u d g e d  b y  t h e  i n t e r n a l  s t r u c t u r e  o f  t h e  p r o g r a m ,  t h e  d e f i n i t i o n ,  
B a s i c a l l y ,  o f  t h e  k i n d  o f  c o s t s  t h a t  c a n  b e  p a s s e d  t h r o u g h  i n  t h e  
for m © f  p r i c e s .  S© i t  i s  a t o u g h  p r o g r a m  f r o m  t h e  s t a n d p o i n t  o f  
U s  i n t e r n a l  s t r u c t u r e .

S e c o n d ,  i t  i s  a  p r o g r a m  t h a t ,  w h i l e  i t  i s  s o m e w h a t  c o m p l i 
c a t e d  a s  a r e s u l t  o f  t h i s ,  n e v e r t h e l e s s  I  t h i n k  1 s  m a d e  f u n d a m e n t a l l y  
? ! r ? fey 1 t ;  a p r o g r a m  t h a t ,  o n  t h e  o n e  h a n d ,  1 $  p h a s e d
I S k s t a g e s  f o r  d i f f e r e n t  p r o d u c t s  I n  o r d e r  t ©  s p r e a d
w  b u l g e  o f  t h e  c o s t  i n c r e a s e s  t h a t  i n  t h e  p i p e l i n e  s o  t h e y  d o n ' t
f i n  come a n d  f e l t  u s  a t  o n c e  a n d  g i v e  a  l i t t l e  c h a n c e  t o  a s s i m i l a t e
: nef® c o s t s ;  a n d ,  o n  t h e  o t h e r  h a n d ,  c o m p l i c a t e d  a n d  s e l e c t i v e  

*  s e n s e  t h a t  w h e r e  d i f f e r e n t  i n d u s t r i e s  s e e m  t o  b e  g e n u i n e l y
! « ! r r ? n t  185 t h ® a ® t u r e  0 f  t h e  p r o b l e m  t h a t  w e f a c e ,  w e  h a v e  t r i e d
t o  Q e s i g n  r e g u l a t i o n s  t h a t  s u i t  t h e m s e l v e s  t o  t h a t  i n d u s t r y .  T h e  
j o o d  i n d u s t r y ,  o f  c o u r s e ,  i s  o n e .  T h e  p e t r o l e u m  i n d u s t r y  i s  a n o t h e r .
J *  v e  b a d  «  s e p a r a t e  a p p r o a c h  t o  h e a l t h  f o r  s o m e  t i m e ;  t h e  sa il © 

o r  c o n s t r u c t i o n ,  a n d  s o  o n .  A n d  w h e r e  t h e r e  a r e  s p e c i a l  p r o b l e m s ,  
1 * 7 ?  t r i e d  t o  h a v e  a p r o g r a m  t h a t ' s  d e s i g n e d  t o  m e e t  t h o s e  s p e c i a l  
t o  « l e B S i  Assd in t h @  p r o c e s s  o f  b e i n g  s e l e c t i v e ,  o f  c o u r s e ,  a l s o  

s a y ,  f u n d a m e n t a l i y  a n d  f o r  r e a s o n s  t h a t  I  w a s  s u g g e s t i n g  i n  
tn© s e c t i o n  o f  my r e m a r k s  w h e r e  I  w a s  t a l k i n g  a b o u t ^  t h e  i m p o r t a n c e  
t [ e a s i n g  s u p p l y  —  f u n d a m e n t a l l y  t o  s e l e c t  o u r s e l v e s  o u t ,  
a n d * ♦ . o u r  05St arsd t @  o y r  o u t  o f ’ w a 9 e  p r i c e  c o n t r o l s ,

b y  I d e n t i f y i n g  i n d u s t r i e s  o r  p l a c e s  w h e r e  t h e  i n f l a t i o n  
n u S I e ® d o e s i | , t  s «®® t o  b e  p a r t i c u l a r l y  a c u t e  a n d  t o  e x e m p t  t h o s e  
a? f ? S * r@ls c o n t r o l s ,  p a r t l y  i n  t h e  I n t e r e s t s  o f  g e t t i n g  o u t  

” ® c o n t r o l s ,  p a r t l y - I n  t h e  i n t e r e s t s  o f  n o t  p l a c i n g  u n n e c e s s a r y
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burdens on a section of the economy» and partly in the interests 
of saying 'we have only so much in the way of admlnlstrative effort 
that can be put Into this» let us put that administrative effort 
in where it is most needed*6 Änd s© where we find special problems 
of encouraging supply In the long run -- and long-term coal contracts 
have been used as an illustration of that -- or where we find that 
the supply and demand conditions are controlling price adequately —  
and interestingly enough» lumber right now seems to be a good example 
of that -- we are just exempting.

S© 1t is toughs it spreads the bulge; it is selective 
in these senses that I have mentioned® and is designed t© give 
us some grip on the Inflation problem® to use the notion of controls 
1n the most effective way m  can® but® in the meantime® to work 
on the budget and the monetary policy® to m r k  on the problem of 
increasing supply® t© maintain our Connections with the world economy 
and to get the benefits from doing that® so that as time passes 
we can get ourselves back into a situation where m  have a free 
economy® free agriculture. Änd I might say on free agriculture®
I notice agriculture comes in very hard to see that you don't hold 
the prices down. And we get a lot ©f wailing against government 
when you're holding prices down. On the other hand® I hadn't noticed 
so much complaint when government was holding the prices up. And 
I say that as only typical of everybody. Everybody likes to have 
It both ways. But we have got to get ourselves into a frame o f  
iind where we're willing to take it both ways In the interests 
of the kind of economy that wo really believe in*

So that is an outline of our program® as far as the 
fight on inflation 1s concerned. It's certainly the number one 
problem m  have in the economy. Otherwise® the eeonoiiy looks great.
Me v@ got three million mere jobs than m  did a year ago. have 
plant and equipment spending rising® and so on and s© cm and so 
en. There's a lot of good in the situation.

N o w  let me c o m e  d i r e c t l y  t o  y o u  a n d  f i t  y o u  r i g h t  i n t o  
s picture® a s  I  s e e  I t ®  ' c a u s e ®  a s  I  t h i n k  i s  c l e a r ®  f o o d  © r i c e s  

and f o o d  s u p p l y  a r e  r e a l l y  a t  t h e  h e a r t  © f  t h e  i n f l a t i o n  p r o b l e m  
”  n  a s  * t  i s  a f f e c t i n g  u s  r i g h t  n o w .  A n d  t h i s  1 $  a n  a r e a  
v w @  t h e  n o t i o n  o f  t h e  U .  $ ,  a n d  t h e  w © r 1 d  e c o n o m y  i s  p e r h a p s  
t f t t  s t r o n g e s t  o f  a n y  s e c t o r  o f  o u r  e c o n o m y ®  g i v e n  t h e  v e r y  h i g h  
p r o p o r t i o n  o f  ©yr agricult u r a l  p r o d u c t i o n  t h a t  we e x p o r t .

.  ̂ Now® ©ur efforts to deal w i t h  t h e  problem are h e a v i l y
®@ptndtnt ©u the accuracy ©f our e s t i m a t e s  © f  w h a t  i s  g o i n g  o n .
^  i s  not sufficient ©t all to h a v e  a  g o o d  e s t i m a t e  o f  h o w  m u s h  
f k A  u c i ^ ® n there is going t o  be 1 n  t h e  U .  S .  a n d  h o w  issueh d e m a n d  
:"er® ]* 9 ® i m  to be 1st the 0. S.® d i f f i c u l t  a s  t h o s e  t h i n g s  a r e  
d^ k i  * a t e  k n o w i n g  a l l  o f  t h o s e  u n c e r t a i n t i e s .  T h a t  I s  a
¥ that m  work on® the A g r i c u l t u r e  D e p a r t m e n t  w o r k s  on® a n d



I t ' s  a v e r y  I m p o r t a n t  p a r t  o f  t h e  I n f o r m a t i o n  n e e d e d *  B u t  i t  1 s  
by no n i e a n s  s u f f i c i e n t .  I t  i s  o b v i o u s l y  c r i t i c a l  t o  h a v e  t h e  b e s t  
e s t i m a t e s  w e  c a n  of what  i s  t h e  l i k e l y  s u p p l y  s i t u a t i o n  i n  o t h e r  
p a r t s  of the  w o r l d  a n d  w h a t  1 s  t h e  l i k e l y  a m o u n t  to b e  c o n s u m e d  
in o t h e r  p a r t s  © f  t h e  w o r l d .  We h a v e  to p u t  t h i s  —  a n d  I ' m  s a y i n g  
o n l y  t h e  s i m p l e s t  t h i n g s  t h a t  I * m  s u r e  e v e r y b o d y  h e r e  k n o w s  b e t t e r  
t han I .  B u t  it I s  s o r t  o f  t h e  m o s t  e l e m e n t a l  t h i n g  t o  h a v e  t h i s  
k i n d  o f  w o r l d w i d e  i n f o r m a t i o n  i n  o u r  h a n d s  s o  t h a t  w@ c a n  r e a l l y  
u n d e r s t a n d  t h e  s i t u a t i o n .  A n d  t h e  b e t t e r  w e  c a n  u n d e r s t a n d  i t .  
the m o r e  i n t e l l i g e n t l y  c a n  we o p e r a t e  o u r  p o l i c i e s .

A n d  a s  1 h a v e  s e e n  a d e s c r i p t i o n  o f  t h i s  g r o u p  a s  a 
g ro u p o f  p e o p l e  w h o s e  s t a t i o n s  a r e  l i t e r a l l y  a l l  o v e r  t h e  w o r l d  
and w h o s e  e x p e r t i s e  i s  d i r e c t l y  o n  t h i s  point, it s e e m s  t o  me t h a t  
w. m u s t  l o o k  t o  y o u  t o  p r o v i d e  u s  w i t h  a c o n t i n u i n g  f l o w  o f  w h a t  
r i g h t  a t  t h i s  m o m e n t  1 s  p e r h a p s  t h e  m o s t  e s s e n t i a l  i n f o r m a t i o n  
I n p u t *  I n  t e r m s  o f  w h a t  i s  g o i n g  o n *  t h a t  w e  m u s t  h a v e  i n  d e a l i n g  
w i t h  t h e  o v e r a l l  p r o b l e m  o f  i n f l a t i o n .  S o  I ' m  p l e a s e d  t o  h a v e  
had a n  o p p o r t u n i t y  t o  m a k e  t h i s  p i t c h  t o  y o u  a b o u t  t h e  c e n t r a l  
r o l e  t h a t  w h a t  y o u  c a n  d o  f o r  u s  w i l l  p l a y  I n  t h e  w o r k  t h a t  l i e s  
ahead o f  u s .  A n d  I  k n o w  t h a t  we c a n  c o u n t  o n  y o u  t o  g i v e  u s  a 
c o n t i n u i n g  f l o w  o f  t h e  m o s t  a c c u r a t e  I n f o r m a t i o n  t h a t  y o u  c a n  g e t *  
and n o t  o n l y  t o  g i v e  u $  t h e  I n f o r m a t i o n  t h a t ' s  t h e r e *  b u t  t o  hi 
c a n d i d  I n  d e s c r i b i n g  t h e  r a n g e  o f  e r r o r  t h a t ' s  i m p l i c i t  i n  I t *  
so t h a t  w e k n o w  t h a t *  w e l l *  h e r e ' s  y o u r  b e s t  e s t i m a t e  a n d  y o u ' r e  
q u i t e  s u r e  t h a t ' s  r i g h t *  o r  h e r e ' s  y o u r  b e s t  e s t i m a t e *  hut  r e a l l y  
t h e r e  a r e  t r e m e n d o u s  u n c e r t a i n t i e s *  a n d  I t  m i g h t  b e  a s  l o w  a s  t h i s  
s j d  i t  m i g h t  b e  a s  h i g h  a s  t h a t *  o r  w h a t e v e r *  so t h a t  w e  u n d e r s t a n d  
the q u a l i t y  o f  t h e  I n f o r m a t i o n *  a s  w e l l  a s  t h e  a b s o l u t e  n u m b e r  
t h a t  may  b e  I n v o l v e d .

S o *  M r .  S e c r e t a r y *  I  a p p a r e c l a t e  t h e  c h a n c e  t o  c o m e  
o v e r  here from  t h e  T r e a s u r y  a n d  t a l k  t o  y o u .  I  n e v e r  t h o u g h t  w h e n  
i was n o m i n a t e d ^ f o r  s e c r e t a r y  © f  t h e  T r e a s u r y  t h a t  s o  m u c h  © f  my 
c o n c e r n  m u l d  w i n d  u p  b e i n g  a b o u t  a g r i c u l t u r e .  B u t *  y o u  k n o w *  
you a l w a y s  c o m e  t o  t h e  m o s t  i m p o r t a n t  p l a c e  s o o n e r  o r  l a t e r *  a n d  
»ood h a s  g o t  t o  b e  I t  r i g h t  n o w .

T h a n k  y o u  v e r y  m u s h .

[ A p p l a u s e . ]

p S E C R E T A R Y  B O T Z s  W e l l *  t h a n k  y o u  v e r y  m u c h *  S e c r e t a r y
a e o r g t  S h u l t z .  I  t r i e d  t o  t e l l  you years  a g o  a g r i c u l t u r e  w a s  b a s i c .  
a J  y®w g o t  t h e  l e s s o n .  T h e  S e c r e t a r y  w a s  r u n n i n g  a b i t  b e h i n d *  
n? 4 - s s a i d  t h i s  i s  t h e  s e c o n d  of four  s p e e c h e s  h a ' s
|  v i n g  t o d a y *  A n d  I  s a i d  w h e n e v e r  I  w a s  f a c e d  w i t h  that  s i t u a t i o n *
? 2 a v ® tfj® s a m e  s p e e c h  f o u r  t i m e s .  B e  s a i d *  ay @ 1 1 *  t h a t ' s  w h a t  
* m e a n t .

[ L a u g h t e r . ]
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Mr. Chairman and Members of the Committee:
I am delighted to appear before you today to discuss 

competition in the oil industry and, in particular, the supply 
and distribution of petroleum products. I plan to discuss 
the present voluntary allocation program and possible changes 
in it; the recent Federal Trade Commission staff report on 
the structure of the industry; and, finally, the problems of 
home heating oil which we will face this winter.

The Growth of Demand for Energy 
The first thing to understand is that the demand for 

energy has been increasing continually while supply has not. 
With six percent of the world's population, we are consuming 
33 percent of the world’s energy. Furthermore, the demand for 
energy in this country is growing at an annual rate of about 
four percent and, by 1990, our energy needs will be double

S-259
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those of 1970. Much of this increase in demand will be 
reflected in an increase in the demand for oil, which has 
grown, in part, because there has been a shift away from 
coal to oil and, in part, because of an inability to obtain 
natural gas, an alternative to oil. Domestic demand for oil 
has increased from 15.1 million barrels a day in 1971 to 17.3 
million this year and will increase to about 21 million in 
1975 and to approximately 25 million in 1980.

The demand for gasoline in the United States has also 
been growing faster in the past several years than at any 
other time in recent history. Since 1968, gasoline demand 
has risen at an annual rate of about five percent. During 
the past two years the rate of increase has been about seven 
percent per year. Part of this rise in demand can be explained 
by growth in the population, growth in the economy, and the 
increasing number of cars on the road. There are over 96 
million cars in use in the United States today, a gain over 
last year of more than four percent.

Demand has also risen significantly because of the many 
power-using devices added to cars. These include automatic 
transmissions, air conditioning, various safety features, and 
the changes made in automobiles since 1970 in compliance with 
EPA regulations issued under the mandate of the Clean Air Act. 
Producers' compliance with these regulations has led to sub
stantially reduced engine efficiency. As more vehicles come
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on the road equipped with safety, emission control, and 
physical comfort devices, average mileage per gallon will 
decrease further. An automobile that once got 14 miles per 
gallon, now gets eight or nine miles.

Because new automobiles are not getting the gasoline 
mileage obtained by their counterparts five and ten years 
ago, and because we are driving more, gasoline consumption 
has risen. We are using 300,000 barrels per day more 
gasoline this year than last year.

Failure to Build Refineries
While gasoline demand has been growing at about seven 

percent per year, the volume of crude oil processed by 
refiners has risen only three percent per year. We are now 
extremely short of refinery capacity and, at the time of the 
President's Energy Message, which announced the new oil import 
program, no new refineries were under construction. Further
more, expansion of existing refineries had ceased. Growth 
in the capacity of the industry had come to an end because 
the industry found that it was more profitable to invest 
abroad than in the United States. There were a number of 
reasons for this:

CL) Environmenta1 restrictions and local opposition 
have made it increasingly difficult to find acceptable sites 
for new refineries in this country. Because of resistance
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to refinery siting, it may take three years to obtain»site 
approvals today, in addition to the three years required for 
construction. Yet, modern refineries can be designed so that 
they do not significantly pollute the environment.

C2) U, SY oil import restrictions, in the past, created 
uncertainty as to whether new domestic refineries could obtain 
sufficient imported supplies of crude oil. As long as the 
government set import quotas on a year-to-year and, in some 
cases, on a month-to-month basis, no company was assured of 
the stability of supply necessary to encourage domestic 
refinery construction. This impediment ended on April 18 
when we terminated volumetric quotas on oil imports.

(3) The tax and other economic benefits available to 
refiners in the Caribbean and in Canada have been more 
lucrative than similar provisions available in the United 
States. Deepwater ports in the Caribbean and Canada have 
also permitted savings in the use of very large crude carriers.

For these and other reasons, U. S. refinery construction 
has been standing still while U. S. demand for refinery 
products has been increasing, our growing lack of refined 
products was driven home to the public late in 1972 with 
shortages of distillates and other heating fuels in various 
parts of the country. Refineries had to increase their per
centage of distillate production and correspondingly, reduce 
gasoline production. Now we are experiencing gasoline
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shortages in various parts of the country despite the fact 
that gasoline production this year is higher than it has 
ever been.

The Problems of the Independent Oil Companies
With this discussion of demand and supply as background,

I would like to turn now to the problems faced by the independ
ent segment of the petroleum industry. The independent refiners 
and marketers, especially, are confronted by related but 
distinct problems. The refiners face crude oil shortages; 
the marketers, gasoline and fuel oil shortages.

To understand how these problems developed, it is 
important to realize that, until the early 1970's, we had 
surplus crude oil capacity in the United States. This enabled 
independent refiners to buy crude oil and build refineries to 
supply, among others, independent jobbers, marketers, and 
other wholesale customers. There was also a surplus of 
gasoline and other products being produced by the major oil 
companies' refineries. Independent marketers took advantage of 
the surplus and opened thousands of gasoline stations to sell 
gasoline purchased in the spot market. Because of bulk 
purchases on the margin and efficient servicing of consumers, 
these marketers were able to sell gasoline for a few cents a 
gallon less than the major oil companies. These independents 
have had a healthy influence on the petroleum industry by
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giving consumers a greater choice between price and service. 
They have made it possible for consumers to buy gasoline 
at lower prices.

The gasoline shortage has hit the independents hardest.
In the first place, independent refineries can no longer get 
adequate supplies of crude oil. They used to obtain domestic 
crude oil by exchanging their import licenses with the major 
oil companies. The major companies used the import licenses 
to import cheaper foreign crude for their own use, while 
providing the independent refiners with domestic crude oil.
In addition, the so-called "sliding scale" method of allocating 
import licenses under the old system gave smaller refineries 
more than a proportionate share of the licenses.

All this has changed during the last two years.
Quoted prices of foreign crude oil are now equal to or higher 
than prices of American crude sold in the same markets.
There is a worldwide shortage of low-sulfur or "sweet" crude. 
As a result, major oil companies have had no economic incentive 
to trade their domestic sweet crude production for imported 
crude obtained by means of the independents' import tickets. 
Moreover, it is estimated that only 40 percent of the U. S. 
refineries are equipped to handle high sulfur crude or to 
convert high-sulfur residual oil to low^-sulfur residual oil. 
Further, because of local air quality standards, some plants 
that are designed for refining high-sulfur crude are compelled
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to use low-sulfur crude. The result is that the independent 
refineries, particularly those in the midcontinent area, 
have not been able to get the sweet crude they need and are 
operating at less than full capacity.

Independent gasoline marketers are also in a difficult 
position. The wholesale market for gasoline has become very 
tight and many of the independents find it impossible to 
purchase gasoline wholesale. Hundreds of independent gasoline 
stations across the country have closed down. Those that 
can obtain gasoline abroad, find it available only at much 

prices. This hurts them competitively because their 
main selling point with the public has been their ability to 
under price the major oil companies.

In the face of these problems, we have gone to great 
lengths to help protect the independents. Our basic objective 
has been to balance the need to preserve the independent 
segment of the petroleum industry with the desire to create 
a vigorous domestic industry through incentives for construc
tion of new refineries in the United States and for exploration 
for new reserves of crude oil,
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In the past, the Oil Import Appeals Board (OIAB) 
would not distribute import licenses in cases of hardship 
until September of each year. These licenses were, by and 
large, distributed to the independent refiners and marketers. 
Early this year, the OIAB began to allocate tickets immediately 
upon application. It had soon disbursed its entire 1973 
allocation. Then, on March 23, 1973, the President issued 
a Proclamation granting unlimited allocations to the Oil 
Import Appeals Board in an effort to make more crude oil 
and product available to both the independents and the 
Nation. Finally, on April 18, in another Proclamation, 
the President removed volumetric controls altogether.

The government has also been allocating its "royalty 
oil" to certain independent refineries in need. Under 
the terms of relatively recent lease sales, the government 
can collect some of its royalties in cash or in a share of the 
oil produced on leased lands. In choosing the latter course, it



has diverted crude oil from the major to the independent 
refineries.

The Interior Department estimates that the amount of 
royalty oil accruing from all federal lands is about 225,000 
barrels a day. The Secretary of the Interior has decided to 
take as much of that royalty oil as possible in kind and to 
distribute it to independent refiners. Although the independ
ent refiners are a small segment of the industry, their 
contribution is significant and the additional supplies of 
royalty oil are important to their survival.

The Voluntary Allocation Program
Despite this and other actions, however, we realized that 

immediate measures had to be taken to assure adequate supplies 
of crude oil and refined products to independent refiners and 
marketers. The Congress enacted the Economic Stabilization 
Act with a provision granting the Administration authority 
to allocate petroleum and petroleum products. In order to 
exercise this authority and adopt a mandatory allocation 
program, however, public hearings had to be held. The 
Administration felt that the American people could not wait 
that long. Therefore, it acted immediately and adopted the 
voluntary allocation program. This program relies on volun- 
tary compliance with guidelines set by the government. Our 
purpose was to apportion, as evenly as possible, any curtail- 
ent of consumption that resulted from shortages of gasoline
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and distillates. At the same time, we adopted priorities for 
farming, food processing, other essential industries, and 
health and emergency services.

Compliance
We have found a widespread willingness on the part of 

the industry to participate in some form of allocation program. 
There are many companies that are genuinely trying to cooperate, 
although particular features of the program pose difficulties 
and, for this reason, different allocation schemes have been 
adopted. One measure of the degree of compliance by the 
industry is provided by a recent survey conducted by the 
National Federation of Independent Business. Of the 2,471 
gasoline retailers replying, 2,091 indicated that their 
suppliers had complied with the guidelines.

However, the program is confronted with some legal and 
supply difficulties. Some companies report that they cannot 
fully comply with the guidelines because prior contractual 
arrangements legally commit them to provide fixed amounts of 
crude or product to certain customers. Others simply do not 
have enough crude or products to meet base period requirements.

Speed and Effectiveness of Assistance
The administration of the program is moving forward.

Since it was announced on May 10, 1973, we have expanded the 
program's staff to over 80. jn addition, several agencies
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of the government have been most helpful in responding to 
our needs, but their workloads limit the amount of assistance 
they can provide. We still have considerable staffing, space, 
and computer problems to resolve. However, we feel that 
these problems can be remedied in the very near future by 
further augmentation of our staff and by revising the alloca
tion program's guidelines in ways that would limit the amount 
of workload.

Preparations For A Mandatory Program
At the same time that we put the voluntary program into 

place, we also began to prepare for a mandatory fuel allocation 
program to be adopted if necessary. The measures we have 
taken to this end include the publication in the Federal 
Register on May 21 of a notice of public hearings regarding 
allocation of crude oil and refinery products and the holding 
of hearings so that the public has an opportunity to express 
itself on how the program is working and modifications that 
must be made in it.

On June 11-14, 1973, we held public hearings to evaluate 
the operation of the program. Much has been learned from the 
administration of the program and from comments by those 
testifying.

We received oral or written testimony from over 100 
witnesses, representing a broad cross-section of the industry,

ârip*.
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state and local government and consumer interests, as well 
as U. S. Senators and Representatives. We ashed those 
appearing before us to address themselves to two basic issues:

First, based on the experience of the past weeks, how 
can the voluntary program be improved and made more workable?

Second, do we need a mandatory program, and if so, how 
should it be structured?

In general, we learned from these hearings that the 
voluntary allocation program was working well in some instances 
and working only partially in others. In some cases it was 
not working at all. Criticism ranged from insufficient 
voluntary compliance, to reports of businesses actually 
closing their doors because of no available supplies of gasoline 
or fuel oil. We learned that the voluntary program was working 
much better for refined products than for crude oil. Perhaps 
most important, we learned that we do need an improved 
allocation program, possibly with some mandatory features, 
in order to supply equitably the fuel needs of all segments 
of the industry. Interestingly, many major oil companies 
spoke out in favor of a mandatory program, in order to invoke 
force majeure clauses in their existing contracts, while some 
independents, particularly the branded jobbers, preferred to 
retain the existing voluntary program.

Many witnesses noted the need to have greater flexibility 
built into the program. Many wanted a more current base period,
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while some wanted the government to allow companies to develop 
their own baste periods and allocation programs subject to 
government approval ;tc Several stressed that consideration 
should be given to persons who had supply contracts or were 
established customers. Others stressed that special considera
tion be given to persons who did not have contracts and were 
spot buyers. Many industry representatives and state and 
local officials emphasized the needs of particular segments 
of the country or economy and urged that the priority list be 
expanded to include these needs. Finally, many major oil 
companies noted that, although many of their sales were to 
dealers selling under their brand names, most of these 
dealers were actually local independent businessmen and, as 
Such, should be given equal consideration with other independ- 
end marketers.

Xri light of these reactions, we have now reviewed a 
number of alternative allocation programs with John Love, 
the newly appointed Director of the President's Energy 
Policy Office. These options include:

(1) Retaining a voluntary allocation program with 
suggested revisions;

(-2) Adopting a partially mandatory-partially voluntary 
program; or
Adopting a fully mandatory program covering all 
segments of the industry.

(31
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No final decision has yet been made by the Administration 
as to which alternative should be adopted or whether the 
program should be mandatory or voluntary.

In considering a possible mandatory program, there are 
some general objectives that we would want to pursue:

(.1) To the extent possible, the program should be
self-administering, although all covered companies 
must be required to participate.

(2) To the extent possible, the program should not 
conflict with existing business practices or 
contractual arrangements.

(3) Separate programs should be developed for crude oil 
and for petroleum products and liquefied petroleum 
gases.

(4) There must be priority allocations to various end 
users of finished products and liquefied petroleum 
gases deemed to be essential to our Nation.
Included among these priority users are independent 
marketers and distributors, as well as other whole
sale customers, supplying priority customers unable 
to obtain the products they require through the 
regular allocation program.

(5) Further, any mandatory program must preempt various 
state and local allocation programs.
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(6) Also, any mandatory program should allow force ma jeure 
provisions in contracts to become applicable, thus 
terminating, where necessary, existing contractual
obligations.

(7) . In addition, in no case should a supplier be forced
to sell crude oil or product below cost, in this 
way avoiding a possible legal challenge that the 
program is confiscatory.

(8) Finally, there should be sanctions for those companies 
refusing tg comply with the allocation program as 
well as incentives for those companies agreeing to 
comply with it.

The final decision on this program now rests with 
Governor Love, .

« , . SSSSID-nX O S  3301'.
The Federal Trade Commission Report

In your invitation for me to appear here today, I was
asked to comment on the recent Federal Trade Commission Report
on the relationship between the structure of the petroleum
industry and its implications for current shortages.

I would like to note at the outset that I have not yet 
itS f lW  i B f l i  Si! 0  P i l lhad time to analyze thoroughly this report. I have asked 

ray staff to prepare an analysis of the report and if the



Chairman so desires, I will furnish this Committee with 
a copy of that analysis. Let me present, however, some 
initial comments.

In the first place, the report singles out eight major oil
companies. There are, as you know, at least fifteen to 
twenty other very large oil companies with integrated 
operatons, in addition to numerous independents who are 
partially integrated.

Second, the report suggests that an alleged Cause 
of the gasoline shortage is the fact that the major oil 
companies have not raised their gasoline prices suffi
ciently in an attempt to squeeze the independents' market 
share. The report notes that "in a normal competitive 
market a cure for shortage would be for prices to increase... 
But what has happened here is that the majors have used 
the shortage as an occasion to attempt to debilitate, 
if not eradicate the independent marketing sector. They 
are doing this not by lowering prices in those areas where 
they compete with independents but simply by not permitting 
their prices to rise." It is worth pointing out that what 
the major oil companies have been doing in regard to 
pricing of gasoline is simply following price
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control regulations. Generally speaking, the price controls 
during Phase II applied to major companies, but did not 
affect independents v

Few people realize that the freeze actually continued on 
major oil product prices from August 1971 through January 1973. 
During Phase II, the Price Commission allowed price increases 
for certain refinery products, but did not grant price in
creases for two important products —  Number 2 fuel oil and 
gasoline: which together, accounted for over 70 percent of 
refinery output in this country. Under Phase III, only the 
prices of the 23 largest companies were directly controlled 
by the government. However, the effects of these controls 
were felt throughout the industry.

In short, the FTC is right that major oil companies did 
not raise their gasoline prices, but the obvious reasons for 
this was federal price controls rather than an anti
competitive motive.

The FTC's proposal to break up the integrated oil 
companies by divestiture of refining or producing operations 
from marketing gives me great concern because of its implica
tions for domestic energy supply in the future.
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Mr. Halverson of the Bureau of Competition has called 
for "significant divestiture" of refineries and pipelines 
in the anti-trust complaint against the eight major oil 
companies.

Anti-trust policy is a little out of my line, but I 
am most concerned about our Nation's petroleum needs and how 
best to get through the immediate situation facing us. One 
of the main problems today, as I have already pointed out, 
is a shortage of refinery capacity. And, I believe that 
this shortage could be made worse by divestiture.

In the first place, it costs a quarter of a billion 
dollars to build a modern refinery of the type that meets 
environmental standards, is efficient, can handle high sulfur 
crude oil, and will produce the products we need. We must 
build the equivalent of about 60 refineries in the next 12 

years if we are going to keep up with projected demand for 
petroleum products. This will cost about $15 billion.
Who has the. ability to build these refineries? For the most 
part, the integrated oil companies.
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Since our announcement of the new oil import program on 
April 18, 14 companies have, in fact, announced plans for 
refinery construction or expansion amounting to 2.5 million 
barrels per day of new capacity. None of these new plants 
are currently under construction. In most cases, the financing 
of these plants comes from internally generated funds of 
the major oil companies plus loans based on the assets, earn
ings/ and crude oil sources of these companies. If a major suit 
were undertaken to separate these companies from their 
refineries, I have serious reservations about whether the 
capital could be attracted for expansion of the industry.

Moreover, the threat of a suit could delay the much needed 
construction of new capacity. We simply cannot wait years 
for the industry to expand its output.

Further, divestiture is a two-edged sword. Several inde
pendent marketers, have announced plans to build or participate 
in the building of new refineries. This is a major step 
forward, not only for the independents, but for the Nation..
Yet, if we force divestiture we shall also prevent the 
building of these refineries.
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Heating Oil Supplies

While gasoline has been uppermost in the minds of our 
Nation this summer, we have also been concerned about assur
ing adequate supplies of heating oil for next winter. Total 
distillate demand is now running about 6 percent more this 
year than last year. The most important reason for this is, 
undoubtedly, the increased use of Number 2 fuel oil by 
utilities in order to meet higher environmental standards.
As of July 20, fuel stocks held by refineries were about 9 
million barrels more than a year ago. However, inventories 
were abnormally low in 1972. In 1971, distillate fuel stocks 
were about 10 percent above current levels.

As I have indicated, the major reason there has been such 
a substantial increase in the demand for distillate fuel oil 
is air quality standards. Many utilities are mixing Number 2 
oil with residual oil. Some are actually switching to Number 
2 fuel oil altogether in an effort to meet these standards. 
This is imposing an enormous strain on our productive capa
bility and is making it difficult, especially for our independ 
ent marketers of fuel oil, to obtain needed supplies for their
customers.



I am concerned about the situation in certain areas
such as New England. The New England Fuel Institute reports
that as of the first of July of last year seven independent
terminal operators had 2,410,000 barrels of Number 2 fuel 

hO . Y lodBxbenifnx J.oil in storage. As of the first of July of this year, 
however, they had only 355,000 barrels in storage. These 
terminal operators report that by September 30th of this 
year they must build up their stocks to 12 million barrels 
if they are to avoid a fuel oil crisis in New England next 
winter.

I would point out that this situation could have been 
avoided had various communities in New England allowed the 
construction of several proposed new refineries during the 
past five years. These refineries would have been built, 
incidentally, by independent marketers and, had they been 
built, not only would New England*s fuel oil shortage be 
largely resolved, but also the difficulties faced by the 
independent marketers.

Nevertheless, there are steps that have been taken to 
help resolve the problem this winter.

1. We have already opened up oil imports so that 
unlimited amounts of fuel oil can be brought in. As a 
result, imports have totalled about four times what they 
were in the first six months of last year. But this is not 
enough, it now appears that in order to avoid a 
shortage, imports will have to rise to a level of 400,000 
to 500,000 barrels a day from now until well into the winter
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heating season. X see no evidence of this increase and I 
urge petroleum industry leaders to concentrate on methods 
for increasing the importation of fuel oil immediately. On 
our part, we will provide all the assistance that we can.

2. We are, as I have said, working on a more effective 
allocation program which will help to distribute more evenly 
supplies of fuel oil throughout the country. It is important 
to realize, however, that this program will not create any 
new oil and cannot correct an absolute shortage.

3. Most industry leaders today are calling for a 
temporary relaxation in environmental standards that are 
requiring the burning of fuel oil by electric utilities
and low sulfur fuel oil in home and industrial uses in areas 
without serious air pollution problems. if sulphur standards 
for residual oil in major cities on the East Coast were changed 
from existing levels of 0.2 or 0.3 percent to 1.0, or even
0.5 percent, we would release a very significant quantity of 
home heating oil. This change can only be made by EPA and 
the state governors. However, it is a change which, I believe, 
is urgently needed and needed now if we are to make plans 
for importing the needed fuel oil.
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License Fee Free Imports
Some have criticized the government's establishment 

of a 50,000 barrels per day license fee free allowance for 
Number 2 fuel oil imports into District X. They claim that 
it is inadequate to meet District I's fuel import needs. I 
do not agree with this position.

As you know, on April 18, when the President eliminated 
volumetric quotas on petroleum imports, he also abolished 
all tariffs,’ (:ln, their place, the President established a 
system of license fees. Under the new system, all holders 
of import allocations in the past were granted, for a time, 
license fee-exempt tickets in an amount equal to existing 
allocations. For District I there had been a quota of 
50,000 barrels per day and this quota was, therefore, con-

p  p Y ¿ }c *  pr £ > '*  f t  O  f ■ *+ pT *T'':vetted, along with all other quotas, into a license fee-free 
allocation of 50,000 barrels per day. We have made no 
exceptions for three reasons :

1. We feel very strongly that we had to stop the
pr ad tríce cff granting individual benefits to individual sections
of thë*country or industry. This practice led to a patch-

&' x>n h j c e d P o i  1 ■ i i & 'i o l  ¿100vwork, stop-ànd-go oil import program and was one of the
reasons why the program broke down.

2. Creating new exceptions for a particular
region of the country or a particular segment of the industry
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could have jeopardized the legal basis of the new oil import 
program.

3. Further, as I mentioned earlier, weL converted"the 
OIAB into a workable mechanism for providing license'fee- 
exempt imports to independent segments of the industry 
experiencing hardship. Since May 1, 1973, the Board has 
already issued tickets for District I allowing more than
3.2 million barrels of fee-exempt Number 2̂  ftiel dil 
imports. The Board will undoubtedly issue»mote tickets 
when needed.

Conclusion

In closing I would say that we have tried to advance
energy policies that are responsive to our Nation's, needs.;,B flJXW prtols
On April 18, 1973, the President presented a broad and 
comprehensive energy message which is a blueprint for 
action that must be taken. The basic goal of the policies 
suggested in the message is to assure adequat supplies of

I y ; SOXIjOS"I

energy in the short run, while also reducing, pur dependence 
upon foreign supplies in the long run by fostering a 
vigorous domestic energy industry.

td



Further, in July, the President announced a $10 billion 
energy, res^arcfv,,and development program. This program should 
speed up the development of clean energy products, including 
synthetic oil and gas from coal, stack scrubbers which will 
permit us to use more coal without polluting the atmosphere, 
nuclear power, and research into other sources of energy 
such as geothermal and solar power, and oil shale. This 
program* will ̂sfcartrto produce results in the early 1980s, as 
these new, energy s^nrces begin to supply a significant part 
of our energy needs.

We have also initiated a program to triple the acreage 
on the Outer Continental Shelf made available for oil and 
gas explorâ jj.Qpi7̂ n^e have asked the Congress for authority 
to build the badlynneeded Alaska pipeline which, when 
completed, will result in more than two million barrels of 
oil a day by 1980. This is equal to one-third of current 
oil imports. Moreover, construction of the Alaskan pipeline 
will encourage additional development of Alaskan oil fields.
Projectj,c^£fDJndiq§£e that the North Slope has potential 
reserv0gag§ §$ muq&cas 80 billion barrels. Eventually, we 
could achieve an Alaska production of between five and six 
million barrels a day.

Finally, the President has called on all consumers —  
the Government, industry and the general public —  to conserve 
energy. He has established an Office of Energy Conservation
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in the Department of the Interior to spearhead this program. 
The Federal Government is taking the lead :
board seven percent cutback in its energy ̂ t^iizatiioriP 
Effective conservation measures by both government and the 
public are essential.

In short, we are undertaking long-term measures which,
I think, will assure an adequate supply of oil for the 
Nation and, because of this, an equitable allocation of 
crude oil and products. It is in this effort that we 
really need the assistance of Congress.

I am basically opposed, as I am sure are most of the 
Members of this Committee, to the needless injection of 
government regulation and control into any industry, 
particularly where there is every evidence of ihtense and 
healthy competition. I do not want to take-¿riy step wHiCh 
would discourage private initiative. At the same time, 
we are in a situation in which we must make decisions on 
priorities. We cannot afford to let crops go unplanted 
or unharvested for lack of diesel fuel for ¿hr1 tractori .fD 
We cannot let our vital industries close do&h£.;m We canfiot7 

endanger public health or safety. And, finally, we should 
not let the independent segment of the oil industry, which 
provides competition in the marketplace, be forced to shut 
down.

Thank you. sdas ssii el .yP-
-0 O0-
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■TTENTION: FINANCIAL ED ITOR 

|0R RELEASE 6:30 P.M.

July 30, 1973

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 th'e bills dated May 3, 1973 , and
the other series to be dated August 2, 1973 , which were invited on July 24, 1973,
lere opened at the Federal Reserve Banks today. Tenders were invited for $2,500,000,000 
lor thereabouts, of 91-day bills and for $1,700,000,000, or thereabouts, of 182-day 
Hills. The details of the two series are as follows:

NGE OF ACCEPTED 
[COMPETITIVE BIDS:

High
Low
Average

91-day Treasury bills 
maturing November 1, 1973

182-day Treasury bills 
maturing January 31, 1974

Price
Approx. Equiv. 
Annual Rate Price

Approx. Equiv. 
Annual Rate

97.915 8.248# 95.732 8.442#
97.888 8.355# 95.708 8.490#
97.897 8.320# 1/ 95.715 8.476# 1/

53# of the amount of 91-day bills bid for at the low price was accepted 10# of the amount of 182-day bills bid for at the low price was accepted
ÔTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted
$ 32,180,000 $ 22,180,000 $ 21,100,000 $ 10,950,000
3,093,845,000 2,016,445,000 2,688,270,000 1,344,175,000

43,810,000 23,785,000 13,960,000 11,505,000
36,110,000 35,960,000 71,460,000 30,805,000
32,055,000 30,055,000 19,700,000 19,690,000
15,670,000 15,670,000 19,775,000 17,515,000

276,240,000 166,890,000 278,740,000 152,995,000
52,725,000 33,755,000 67,630,000 26,030,000
21,075,000 8,135,000 21,805,000 3,805,000
30,970,000 27,970,000 34,120,000 24,905,000
35,370,000 23,400,000 33,015,000 12,515,000

125,495,000 96,025,000 116,140,000 45,340,000

$3,795,545,000 $2,500,270,000 a/ $3,385,715,000 $1,700,230,000

Boston 
New York 
Philadelphia 
Cleveland 
Richmond 
Atlanta 
Chicago 
St. Louis 
Minneapolis 
Kansas City 
Dallas
San F r a n c is c o  

TOTALS

[/Includes $308,210,000 noncompetitive tenders accepted at the average price of 97.897 
[/ Includes $233,005,000 noncompetitive tenders accepted at the average price of 95.715 
V Ihese rates are on a bank discount basis. The equivalent coupon issue yields are 

•62$ for the 91-day bills, and 8.98# for the 182-day bills.
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FOR IMMEDIATE RELEASE July 31, 1973

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 $4,300,000,000, or thereabouts, for 
cash and in exchange for Treasury bills maturing August 9, 1973, in the amount 
of $4,305,425,000 as follows:

91-day bills (to maturity date) to be issued August 9, 1973, in the amount 
of $2,500,000,000, or thereabouts, representing an additional amount of bills 
dated May 10, 1973, and to mature November 8, 1973 (CUSIP No. 912793 SCI) 
originally issued in the amount of $ 1,801,695,000, the additional and original 
bills to be freely interchangeable.

182-day bills, for $1,800,000,000, or thereabouts, to be dated August 9, 1973, 
and-to mature February 7, 1974 , (CUSIP No. 912793 SX5 ).

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 clos
ing hour, one-thirty p.m., Eastern Daylight Saving time, Monday, August 6, 1973. 
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 for
warded in the special envelopes which will be supplied by Federal Reserve Banks 
or branches on application therefor.

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

(OVER)



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 thosi 
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 acceptj 
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 August 9, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing August 9, 1973. Cash and exchange tenders will receive equal
treatment. Cash adjustments will be made for differences between the par value ofl 
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 accnj 

when the bills are sold, redeemed or otherwise disposed of, and the bills are ex
cluded 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 
for the bills, whether on original issue or on subsequent purchase, and the amoun̂  
actually received either upon sale or redemption at maturity during the ta x a b le  

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 issuê 
Copies of the circular may be obtained from any Federal Reserve Bank or Branch.
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FOR RELEASE 6;30 P.M July 31, 1973

RESULTS OF TREASURY NOTE AUCTION

The Treasury has accepted $2.0 billion of the $2.1 
billion of tenders received from the public for the 4-year 
7-3/4% notes auctioned today. The range of accepted 
competitive bids was as follows:

1/ Excepting 15 tenders totaling $2,627,000

The $2.0 billion of accepted tenders includes 75% of 
the amount of notes bid for at the low price, and $0 . 6  
billion of noncompetitive tenders accepted at the average 
price.

In addition, $0.6 billion of the notes were allotted 
to Federal Reserve Banks and Government accounts at the 
average price, in exchange for securities maturing August 15.

Price Approximate Yield

High
Low
Average

99.31 1/
99.01
99.07

7.95%
8.04%
8.03%
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FOR IMMEDIATE RELEASE August 1, 1973
TREASURY ANNOUNCES ACTIONS ON 

THREE INVESTIGATIONS UNDER THE ANTIDUMPING ACT

Assistant Secretary of the Treasury Edward L. Morgan 
announced today actions on three investigations under the 
Antidumping Act of 1921, as amended.

In the first two cases there is a withholding of 
appraisement pending completion of the antidumping investi
gations, and in the third case there is a determination of 
sales at less than fair value. These decisions will appear 
in the Federal Register of August 2, 1973.

In the first case, Assistant Secretary Morgan announced 
that the Treasury is withholding appraisement on primary 
lead metal from Australia. This lead metal is used in the 
production of storage batteries, pigments and chemicals, 
including gasoline additives. 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. If a determination of sales at 
less than fair value were made in this investigation, the 
case would be referred to the Tariff Commission, which would 
consider whether an American industry was being injured. If 
both sales at less than fair value and injury were shown, 
dumping duties would be assessed as of the date of withholding 
of appraisement. During the year beginning May 1972, imports 
of primary lead metal from Australia totaled approximately 
$11 million.

In the second case, the Treasury is withholding appraise
ment on racing plates (aluminum horseshoes) from Canada. A 
final Treasury decision in this investigation will likewise 
be made within three months. If a determination of sales at 
less than fair value were made in this investigation, the case 
would also be referred to the Tariff Commission, which would

(OVER)
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consider whether an American industry was being injured. 
During the period of January 1972 through March 1973, imports 
of these racing plates from Canada totaled approximately 
$140,000.

In the third case, the Department announced that poly- 
chloroprene rubber from Japan is being, or is likely to be, 
sold at less than fair value within the meaning of the Anti
dumping Act. This rubber is an oil resistant synthetic 
rubber particularly suitable for the manufacture of chemical 
equipment because of its high resistance to chemical action. 
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 a determination of 
injury, dumping duties will be assessed on all entries of 
polychloroprene rubber which have not been appraised and on 
which dumping margins exist. A notice of "Withholding of 
Appraisement" was issued on June 14, 1973, which stated that 
there was reasonable cause to believe or suspect that there 
were sales at less than fair value. During calendar year 
1972, imports of polychloroprene rubber from Japan were 
valued at approximately $8 million.

# # #



FOR RELEASE ON DELIVERY

STATEMENT OF THE HONORABLE GEORGE P. SHULTZ 
SECRETARY OF THE TREASURY 

BEFORE THE JOINT ECONOMIC COMMITTEE 
THURSDAY, AUGUST 2, 1973 

10:00 A.M.,EDT

Mr. Chairman and Members of the Joint Economic Committee:
It is a pleasure to be here today to participate in 

your mid-year review of the economy. I recognize that the 
members of the Council of Economic Advisers participated 
in an extensive and detailed review with you here yesterday, 
so I shall limit my opening remarks to a few basic points.

In the first half of the year, the economy moved very 
rapidly toward full employment of its manpower and productive 
facilities. The pace of domestic economic expansion exceeded 
expectations and there were unusually large gains in pro
duction and employment.

Some other developments were far less welcome. The 
dollar declined in value both in terms of foreign currencies 
and in terms of purchasing power for U. S. goods and services. 
It was necessary to resort again to a temporary freeze on

S-260
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domestic prices. These developments testify to the need 
for policies that will guide the economy on to a much less 
inflationary path of expansion.

There is no mystery as to the correct direction for 
policies during such a period of intense inflationary 
pressure. Fiscal and monetary policies must exert a re
straining influence. No wage-price control program, however 
well designed, can achieve its objectives if total spending 
is pressing hard against productive capacity. In the 
present situation, there can be no ducking the need for 
restraint in fiscal and monetary policies if more serious 
inflationary risks are to be avoided.

It is clear that continued control of Federal spending 
takes on a new urgency. As I stressed in my appearance 
before your Committee earlier this year, it is critical that 
the Congress and the Executive Branch cooperate closely in 
this important effort.

This Committee was instrumental in the successful 
efforts to hold Federal spending below $250 billion during 
fiscal year 1973. Certainly there have been many differences 
between the Congress and the Administration over specific 
Federal program cutbacks and spending reductions, but the



important point is that our spending goal was achieved,
Together, we now have an even more challenging problem. 

Inflation has emerged as our Number One economic problem and 
we must insure that our financial policies are adequately 
combatting rising prices. Phase IV of the Economic 
Stabilization Program can help to moderate inflation. The 
main weapon against inflation, however, remains our financial 
policies, supplemented b y special measures to encourage 
increased supplies of goods and services.

I would like to emphasize our judgment that fiscal re
straint is imperative, and the operational necessity for 
exerting that restraint on expenditures. We have estimated 
that fiscal 1974 revenues will approximate the outlay level 
proposed by the President last January, With the help of the 
Congress, expenditures can be held to that level, and we can 
then look forward to a balanced budget. This budget will 
make available an additional $20 billion for Federal spending 
over last year’s levels, but it will still require a major 
effort by both the Congress and the Administration to live 
within that spending total.

Nonetheless, such restraint must be exercised if we
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are to avoid an unacceptable rate of inflation or higher 
taxes -- or both.

The rate of advance in real output during the first 
half of the year was impressive. However, price performance 
during the first half of the year was most unsatisfactory.
For example, the GNP deflator rose at nearly a 6-1/2% annual 
rate in contrast to about a 3% annual rate in the last half 
of 1972. Consumer prices rose at an 8% annual rate in 
contrast to less than a 4% annual rate in the last half of 
1972. Rates of advance in certain components of the wholesale 
price index, especially for agricultural products and other 
raw materials, were extremely rapid in the first half of the 
year.

A number of factors combined to trigger this burst of 
inflation. They include the pressure of rising world-wide 
demand for basic materials, crop failures abroad, bad weather 
at home, and repeated threats of price freezes and rollbacks.

By late spring and early summer, it became clear that 
further policy actions would be needed to contain inflation.
As you know, President Nixon announced on June 13 the re
imposition of a temporary price freeze of up to 60 days'
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duration. Subsequently, on July 18, we announced the 
Phase IV controls program which will take effect in stages.

Phase IV is a tough program. It is designed to spread 
the inevitable bulge of post-freeze price increases over a 
period of some months and to minimize the impact of infla
tionary pressures thereafter. The program is designed to 
fit the special circumstances of certain industries, and 
some industries will be exempted from price controls based 
on their own favorable pricing track record.

A wide range of important actions have been taken to 
increase agricultural supplies and will be yielding their 
benefits later this year and next. In all the circumstances, 
wage pressures have been moderate and can continue to be if 
price rises are restrained. Given the essential support of 
restrictive fiscal and monetary policies, the economy will 
work its way through to much lower rates of inflation.

Since I appeared before you in February, international 
payments trends have moved toward equilibrium; interim 
arrangements for exchange market operations have been 
established; and important steps taken toward international 
economic reform.
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The exchange rate changes oyer the past two years have 
laid the foundation for restoring international, and 
specifically, U. S. balance of payments equilibrium-. That 
foundation would be undermined if recent rates of inflation 
were allowed to continue. I am confident we can keep that 
from happening.

Our trade accounts have improved more than might have 
been expected in a time of rapid growth in this country,
Our trade deficit, which was nearly $7 billion in 1972, was 
only $1-1/4 billion in the first half of 1973, The large ex
pansion of agricultural exports has been the most important 
factor improving our trade balance. Agricultural exports 
have probably reached a peak. But they will remain at a 
high level while our industrial trade balance improves.

After some turmoil in the foreign exchange markets in 
February and early March, members of the Group of Ten and 
the European Community agreed on interim monetary arranger 
ments until an improved payments equilibrium could be 
achieved and monetary reform negotiations completed. These 
interim arrangements reflect recognition of the unusual 
strains and speculative forces during this period of basic 
adjustment. Rather than a rigid defense of fixed parities, 
they permit elasticity in exchange rates in response to 
market forces.
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Since that time the currencies of the European Community 
which are jointly floating have appreciated significantly in 
relation to the dollar. Indeed, this movement has extended 
beyond the changes that we and others have felt is necessary 
to meet the requirements of longer term equilibrium. At the 
same time the dollar has remained quite stable in relation 
to the currencies of Canada, Japan, the developing countries, 
the United Kingdom, and Italy -- countries which account in 
total for three-quarters of our trade. We and others are 
prepared to intervene in exchange markets when necessary 
and desirable, to maintain orderly conditions. I am convinced 
and this view is shared by most of my colleagues abroad -- 
that the transitional arrangements in place are the best 
available response to current circumstances.

Meanwhile we are tackling the problem of establishing 
a permanent system with a strong sense of urgency. Two days 
ago the C-20 Ministerial Committee on International Monetary 
Reform completed its third meeting. We had a very useful 
give and take discussion on some of the key issues, and I 
believe we can begin to see the outline of workable solutions 
in important areas. Significant differences certainly remain,
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but it is clear to me that there is a general will to keep 
the ball rolling toward an agreed reform, I am particularly 
encouraged that there appears to be increasing acceptance 
of certain elements we have felt extremely important, 
including the need for symmetry in adjustment pressures 
between deficit and surplus countries and the necessity 
of backbone in the provisions to assure adjustment in the 
new system. As had been agreed in advance the meeting was a 
working session with no communique. I expect that the 
Committee will be able to summarize in more concrete terms 
the progress it has made at the annual meeting of the 
International Monetary Fund in Nairobi at the end of September 
and that we can proceed thereafter to hammering out a detailed 
agreement.

0O0
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ATTENTION: FINANCIAL EDITOR
FOR RELEASE AT 6:30 P.M.. EDST August 1, 1973

RESULTS OF TREASURY BOND AUCTION

The Treasury has accepted $500 million of competitive 
and noncompetitive tenders received for its new 7-1/2% 
20-year bonds auctioned today. Tenders from the public, 
all of which were accepted, totalled $260 million, including 
$26 million of noncompetitive tenders. Tenders of $240 
million submitted for Government accounts also were accepted.

The lowest price accepted was 95.05, which is the 
price to be paid by all bidders. This price results in 
a yield of about 8.00% (to the maturity date of August 15, 
1993) .

In addition to the $500 million of accepted competitive 
and noncompetitive tenders, $425 million of the bonds were 
allotted to Federal Reserve Banks and Government accounts, 
in exchange for securities maturing August 15, at the price 
at which other tenders were accepted.
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OFFICE OF THE WHITE HOUSE PRESS SECRETARY

(Embargoed for Release until 12 NOON EDT, Aug. 3f 1973)

Jfo the Congress of the United States:
Our country depends on a strong, efficient and 

lexible financial system to promote sound eco- 
iiomic growth, including the provision of adequate 
junds for housing. Such a system is one which al
lows financial institutions to adapt to the chang- 
g needs of borrowers and lenders, large and 
inall, and is free to make full use of technological 
n̂ovations.
Events during the last decade, however, have 
evealed significant defects in the operations of 
Dur financial institutions. On two recent occasions 
hen the Federal Keserve System moved to re
train the economy, it was found that the inade- 
[uacies of our financial structures created unneces
sarily severe burdens for the business community 
nd the consuming public. The consumer-saver 
hs denied a fair market return on his savings, 
while the consumer and small businessman, as bor
rowers, often could not obtain adequate funds to 
jneet their requirements.
The inflexibility of our financial system can be 
directly attributed to the methods used by the 
povernment to direct credit flows— methods de
igned to meet the depressed economic conditions 
pf the 1930’s but poorly suited to cope with the 
xpansionary conditions of the past decade. In re- 
pit years, government regulations have limited 
efficiency and flexibility of our financial sys- 

rm- Ironically, those regulations that were de
igned in part to keep a steady flow of funds mov
ing mto housing loans actually served to diminish 

flow, severely penalizing both the borrower, 
rho could not find funds, and the saver who re
rived an unfairly low return on his savings.
As the Government tries to play its proper role 
r building a better financial system, we must pro- 
W  with one basic assumption: the public inter- 
F is generally better served by the free play of 
competitive forces than by the imposition of rigid 
N  unnecessary regulation.

By law, thrift institutions— a category primar
ily composed of savings and loan associations but 
also including mutual savings banks— were creat
ed to provide funds for housing by maintaining 
large holdings of residential mortgages. However, 
earnings on holdings of previously acquired mort
gages do not respond to changes in market inter
est rates. When market rates rise, the ability of 
thrift institutions to attract funds is limited and 
their ability to lend additional mortgage money 
is diminished.
Attempts to alleviate this problem by restric

tive laws and regulations have achieved very little 
at great cost. The main technique has been to im
pose ceilings on the interest rates that financial 
institutions could pay savers for funds. The re
sult, however, has often been a reduction in the 
flow of deposits to financial institutions. In many 
cases, in fact, deposits have been withdrawn so 
that they could be invested in higher yielding se
curities. Thus interest ceilings that were intended 
as a protective shield for the housing market 
turned out instead to be an additional burden.

Interest rate ceilings proved harmful to Amer
icans both as savers and as borrowers in the late 
1960’s. Because the interest rate ceilings for de
posits were often below market interest rates, 
small savers, who depended on banks and other 
savings institutions, were denied a fair rate of re
turn on their money. On the borrowing side, small
er increases in savings deposits resulted in a sharp 
drop in loan funds available to consumers and 
small business firms.
Since financial institutions were prohibited 

from paying better interest rates, they were forced 
to compete for customers in other ways. Much of 
the public had to settle for so-called “free services” 
or even offers of consumer goods when in fact they 
may have preferred to receive higher interest on 
their deposits. In addition, such competition often 
led to increases in operating costs which prevented
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lending rates from declining when credit condi
tions later eased.
Finally, because of reduced inflows of savings, 

thrift institutions cut back on their mortgage lend
ing or borrowed from Federal Home Loan Banks 
which had to pay market rates for their funds. 
Although the Federal Government stepped in and 
picked up some of the slack, mortgage flows were 
still disrupted.
Recognizing the need for action on all these 

problems, I appointed a Presidential Commission- 
on Financial Structure and Regulation during my 
second year as President to study this entire mat
ter and to make recommendations for reforming 
our financial institutions. The Commission’s report 
identified quite precisely the causes of rigidity and 
instability in our financial institutions. Its rec
ommendations were of major assistance in our fur
ther deliberations concerning the best ways to cor
rect the weaknesses in our financial system.
The time to correct those weaknesses has come. 

Our current efforts to fight inflation and preserve 
the value of the dollar at home and abroad require 
strong financial markets. Without strong markets, 
the American public will be forced once again to 
bear excessive burdens.
If we do not act promptly, there is every reason 

to believe that those burdens will be even greater 
in the 1970’s than they were in the 1960’s. Edu
cated by the last two credit crunches and by con
stant advertisements about interest rates, even the 
small saver will shift his funds to places offering 
higher yields. As market rates rise aboye passbook 
ceilings and the saver shifts his funds to obtain 
the higher interest rates, the result may be that lit
tle loan money is available from financial institu
tions.
In keeping with that analysis, I will propose to 

the Congress legislation designed to strengthen 
and revitalize our financial institutions. These 
proposals may be divided into seven major areas :

(1) Interest ceilings on time and savings 
savings deposits should be removed over a 5y 2 
year period.

(2) Expanded deposit services for con
sumers by federally chartered thrift institu
tions and banks should be allowed.

(3) Investment and lending alternatives 
for federally chartered thrift institutions and 
banks should be expanded.

(4) Federal charters for stock savings and

loan institutions and mutual savings bar 
should be permitted.

(5) Credit unions should be provided wit! 
greater access to funds.

(6) F H A  and V A  interest ceilings si 
be removed.

(7) The tax structure of banks and thrii 
institutions should be modified.

These recommendations would achieve the basf 
reforms our financial system requires. They reprj 
sent the best suggestions from many differed 
sources— from the Presidential Commission 
from business, Government, consumer and acj 
demic communities.
The first five of these recommendations are I 

signed to provide increased competition amonf 
banks and thrift institutions. Such competitor 
would help to eliminate the inequities now impose 
upon the small saver and borrower. My recommeij 
dations, and the increased competition that woul 
follow, should reduce the cost of the entire packa 
of financial services for the consumer. Furthe* 
more, the saver would be assured a fair return ol 
his money. In addition, thrift institutions wouf 
be strengthened, so they would no longer need tlj 
Government support required in the past.
Recommendations 6 and 7, along with the otĥ 

recommendations, are designed to promote 
quate funds for consumer needs, including houj 
ing finance. It is clear that interest ceilings ol 
F H A  and V A  mortgage loans have failed to keef 
costs down, as evidenced in part by the widj 
spread use of discount “points.” At the same tin! 
these ceilings have restricted the flow of privaf 
funds into mortgage markets. I will urge that i| 
dividual states follow our lead and remove sin* 
lar barriers to housing finance wherever such baj 
riers exist.
The final recommendation would substantial! 

broaden the base of housing finance. AlthougL 
the final details have yet to be worked out, acti| 
consideration is being given to the creation of I 
income tax credit tied to investments in housnf 
mortgages. Such a credit would be available to ¡1 
lenders and could vary in direct proportion to tff 
percentage of invested funds held in the form | 
such mortgages.
These recommendations are not the only stea 

being taken to strengthen the housing finance maj 
ket. In my State of the Union Message on Coi|
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munity Development of March 8,1973, I pledged 
that this Administration would undertake a com
prehensive evaluation of our housing policies and 
programs and would recommend new policies to 
eliminate waste and better serve the needy. An in
teragency task force, under the leadership of Sec
retary Lynn, is now completing that task, and my 
recommendations will be presented to the Con
gress in the near future.
My recommendations on restructuring financial 

institutions represent a coordinated approach to 
this challenge, and I urge that they be considered 
as a package. For example, removing interest ceil

The W h i t e  H o u s e ,  A u g u s t  2, 1973.

ings will not make a positive contribution unless 
banks and thrift institutions can expand their de
posit and lending services. Flexibility and effi
ciency will be enhanced by placing competing in
stitutions on a roughly equal footing with regard 
to three essential considerations: deposit powers, 
lending powers, and tax burdens. Finally, the tax 
recommendation and the removal of F H A  and 
V A  interest ceilings will help ensure more ade
quate funds for housing. The need for reform of 
our financial institutions is pressing. I urge the 
Congress to give these proposals its prompt and 
favorable consideration.
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SUMMARY OF THE PRESIDENT’S RECOMMENDATIONS

I Events during the latter part of the 1960’s 
[showed that U.S. financial markets are ill- 
lequipped to deal with periods of credit restraint. 
JAs interest rates rose because of inflation, thrift 
■institutions faced a severe profit squeeze which 
■threatened to cut off funds for housing.
I Attempts to alleviate the crisis by regulation, 
Imainly the imposition of ceilings on the amounts 
[financial institutions could pay for funds, failed 
|to keep funds flowing into the institutions at pre
vious levels.
Interest ceilings adversely affected the public 

Idirectly and indirectly. In their role as savers, for 
jwhom the thrift institution was a major place at 
jwhich to save, consumers were denied a market 
Irate of return on their money. Moreover, thrifts 
beduced in a disproportionate manner the avail
ability of funds to consumers and small business 
[firms.
Less direct, but equally costly to the public, in

terest ceilings contributed to severe setbacks in 
efforts to meet our housing objectives, and helped 
make the Federal Reserve’s attempt to combat in
flation with monetary policy needlessly costly and 
[complicated.
The time to correct those defects in our finan

cial structure is now. Current efforts to fight in

flation and preserve the value of the dollar at 
home and abroad require strong financial institu
tions. Without them, there is every reason to 
believe that the burdens of credit restraint will be 
even greater than before.
Financial institutions are to be strengthened by 

phasing out Regulation Q  over a 5y2 year period; 
permitting all federally chartered banks and 
thrift institutions to offer a full range of check
ing and savings accounts, and permitting feder
ally chartered thrifts to offer consumer and real 
estate related loans in competition with banks. 
Housing finance will be strengthened by the 
elimination of Federal Housing Administration 
and Veterans Administration interest ceilings and 
by a tax credit to all taxpayers investing in resi
dential mortgages.
The dual banking system will be preserved and 

strengthened. Federal Reserve requirements on 
“checking” accounts will apply only to members of 
the Federal Reserve and Federal Home Loan Bank 
systems. Federal charters will be available for 
stock thrift institutions and for savings banks.
Credit unions are to be strengthened by broad

ened asset and liability powers and by access to 
a new source of liquidity administered by the Na
tional Credit Union Administration.

5
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BEFORE AND AFTER STATUS OF FINANCIAL INSTITUTIONS

COMMERCIAL BANKS

BEFORE AFTER

Deposit Powers

payments of interest : severe restrictions on all 
types of deposits.

51 /2  year phase-out of restrictions, then interest 
freely determined. However, no interest on de
mand deposits.

savings accounts : individuals only. savings accounts: full powers; individual and 
corporate.

demand accounts : full powers ; individual 
and corporate.

demand accounts: full powers; individual and 
corporate (no change).

Negotiable Order of Withdrawal (N.O.W.) 
accounts : not permitted.

N.O.W. accounts : full powers ; individual and cor
porate.

Lending and Investment Powers

real estate loans: severe restrictions re col
lateral, loan size, maturity and method of re
payment.

real estate loans : modest restrictions re collateral, 
loan size, maturity and method of payment; pirn 
community rehabilitation loans under a 3 percent 
leeway authority.

equities: holdings severely restricted. equities : holdings severely restricted (no change).

Taxes

tax credits : none. tax credits : special tax credits for investing in 
residential mortgages.

Chartering alternatives

federal : yes 
state : yes

federal: yes 1 , 
mm J no change state: yes J

Branching

national banks : 1 state law governs location 
state banks : J of branches.

national banks: 1 state law governs location of I

state banks: J branches (no change).
Summary

Consumer interests penalized. Opportunities 
to compete for funds limited and prohibitions 
restrict direct participation in housing and 
real estate finance. Absence of mortgage in
vestment incentives given S&L’s.

Consumer interests given high priority. Virtuallyl 
unlimited opportunities to compete for funds; rej 
striction against housing and real estate finance 
modified, and positive incentives for such inves 
ment, identical to those given S&L’s.
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THRIFT INSTITUTIONS

BEFORE AFTER

Deposit Powers

payment of interest: severe restrictions on all 
types of deposits.

savings accounts: full powers; individual and 
corporate.
demand accounts: not permitted.

N.O.W. accounts: not permitted.

Lending and Investment Powers

loans for housing and closely, related areas.

equities : no acquisition of private sector 
issues.
securities : no acquisition of private debt 
securities.

Taxes

loan loss deductions: preferential treatment 
compared to banks.
tax credits : none.

¡Chartering a lte r n a tiv e s

federal : mutual associations only.
state: mutual and stock associations.

Branching

federally chartered : governed by F H L B B  

state-chartered: governed by state law

51/2 year phase-out of restrictions, then interest 
freely determined. However, no interest on de
mand deposits.
savings accounts: full powers; individual and 
corporate (no change).
demand accounts: full powers; individual and 
corporate.
N.O.W. accounts: full powers; individual and 
corporate.

loans for housing and closely related areas; plus 
(on a limited basis) consumer loans; real estate 
loans under same conditions as commercial banks ; 
construction loans not tied to permanent financ
ing; community rehabilitation loans under a 3 
percent leeway authority.
commercial loans permitted only to extent they 
are closely related to housing.
equities : no acquisition of private sector issues (no 
change).
securities: limited acquisition of high-grade pri
vate debt securities.

loan loss deductions : will move to experience basis ; 
same treatment as banks.
tax credits: special tax credits for investment in 
residential mortgages ; significant incentive to re
tain high percentage of portfolio in residential 
mortgages.

federal: mutual and stock associations.
state: mutual and stock associations (no change).

federally-chartered: governed by F H L B B  (no 
change).
state chartered: governed by state law (no 
change).
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THRIFT INSTITUTIONS— Continued

BEFORE AFTER

Summary

Consumer interests penalized owing to prohi
bitions against service competition and en
forced specialization between thrift institu
tions and banks.

Consumer interests strengthened by availab ility^  
of new sources of supply of both deposit services 
and lending services and the promise of direct 
price competition between thrift institutions and 
banks.

Opportunities to compete for funds limited 
and little ability to withstand tight-money 
pressures without substantial government 
support.

Virtually unlimited opportunities to compete fon 
funds. Ability to withstand tight-money pressures 
strengthened, minimizing need for government! 
rescue operations.

CREDIT UNIONS

Lending and Investment Powers 

severe restrictions. less severe restrictions.
Chartering alternatives

conversion to Mutual Thrift Institutions not 
permitted.

conversion to mutual thrift institutions per 
mitted.

Sources of Liquidity

private sector institutions only. private sector institutions, plus N C U A - a d m i n i S '  
tered Central Discount Fund for emergency] 
temporary liquidity purposes only.

Taxes

tax-exempt tax-exempt (no change).

1

Bacl<

Pldemi
accoi
popi
rect-
:amo] 
|Con| 
of It 
demi 
jserve 
ber 1 
was 
the 1; 
of tl 
sum<
St 

est o 
it w< 
not 
mon 
sour 
rates 
prob 
reme
I
with
meni
(EF
twee
tent
p . o ,

won
acco'
cum
ffieai
tem
depc

8



NARRATIVE EXPLANATION: BACKGROUND OF ISSUES AND RECOMMENDATIONS 

Issue 1

PAYMENT OF INTEREST ON DEPOSIT 
ACCOUNTS

Background

Prohibitions against the payment of interest on 
demand deposits and interest ceilings on savings 
accounts were initially a product of the 1930’s. The 
popular notion at that time— since proved incor
rect— was that excessive interest rate competition 
among banks was the cause of bank failures. Thus 
Congress, with the enactment of the Banking Act 
of 1933, prohibited banks from paying interest on 
demand deposits and authorized the Federal Re
serve Board to regulate the rate of interest mem
ber banks may pay on savings accounts. That era 
was also characterized by an orientation toward 
the borrower, in an attempt to bring the nation out 
of the Depression, rather than toward the con- 
Isumer/saver.
Studies of the prohibition of payment of inter

est on demand deposits have shown the reasons for 
it were ill-founded. Moreover, the prohibition has 
pot kept bank costs from rising during tight- 
money periods because banks have developed other 
sources of funds for which they have paid market 
rates. Unfortunately, misconceptions about the 
prohibition are so widely and strongly held that 
removal is not feasible.
However, development of “negotiable order of 

withdrawal” (N.O.W.) accounts and the develop
ment of “electronic funds transfer systems” 
(EFTS) can be expected to blur the difference be
tween demand and savings accounts to such an ex
tent that the prohibition will become meaningless. 
p.O.W. accounts provide most of the benefits that 
would be derived from interest-bearing checking 
accounts without forcing banks to pay interest on 
current demand deposits. They also allow banks a 
means of experimenting before any move to a sys
tem where interest is explicitly paid on demand
deposits.

Working with the money flow theories of the 
1930’s, Congress, in September 1966, turned to in

terest ceilings to protect the deposit holdings of 
thrift institutions and thus the flow of funds into 
mortgage markets. It enacted legislation giving 
the Federal Home Loan Bank Board (FHLBB) 
and the Federal Deposit Insurance Corporation 
(FDIC) authority to regulate, in conjunction with 
the Federal Reserve Board (FRB), interest pay
ments made by the institutions they supervise. The 
three supervisory authorities then agreed to 
formalize the historical interest differentials paid 
by thrift institutions over those paid by commer
cial banks at about 50 basis points (reduced to 25 
basis points on July 5,1973).
Interest ceilings on savings accounts have failed 

to achieve their objectives. Contrary to expecta
tions, they did not protect the liquidity of thrift 
institutions by preventing an outflow of funds dur
ing periods of tight money, and thus did not pro
duce funds for the mortgage market. Large savers 
enjoyed many alternatives for their savings which 
paid the higher market rates and reacted accord
ingly. Faced with a loss of funds, thrift institu
tions cut back on their mortgage lending or bor
rowed from especially created agencies, which had 
to pay market rates for their funds, or did both. 
The result was significant instability in mortgage 
markets, and accentuated differences between the 
rate of return to large and small savers.
Ironically, even though the small saver received 

less than the large saver, the cost of funds to thrift 
institutions rose appreciably. Ceilings did force 
those who, due to their unsophistication or small 
savings, had only limited outlets for their savings 
to accept less than market rates. However, large 
savers who withdrew their funds had the option of 
acquiring debt issues of Federal Home Loan 
Banks at market rates. Funds raised in that man
ner were then relent to thrift institutions at rates 
which were generally above deposit rates.
Interest ceilings also hampered the implemen

tation of restrictive monetary policy. Because de
pository institutions could not attract funds, large 
and increasing credit flows were moving outside 
the banking sector. The base on which the Federal

9



Reserve operates decreased in relative terms, and 
its restrictive policies had to be made increasingly 
stringent at the same time that they became in
creasingly ineffective.
Formalized interest differentials may have pre

vented, to some extent, a shift of deposits from 
thrift institutions to commercial banks. If they 
did, the interest differential helped to maintain the 
viability of thrift institutions. That does not neces
sarily imply, however, that the differentials will 
be effective in future periods of high and rising 
interest rates. Educated by the last two “credit 
crunches” and by constant advertisements about 
interest rates, even the less sophisticated savers will 
shift their funds to the highest yield if market 
rates greatly exceed the passbook ceilings. Such 
shifts began occurring in the summer of 1973.
Thus it is increasingly unlikely that interest 

ceilings or differentials will continue to protect 
thrift institutions. Additionally, large corpora
tions, which are not subject to ceilings, have al
ready successfully experimented with small- 
denomination capital debentures— e.g., savings 
bonds. Any corporation or governmental unit is a 
potential competitor for the savings dollar. Sav
ings institutions therefore must be allowed to com
pete for these funds if they are to continue to pro
vide their intermediation function.
Should “free-competition” for funds cause some 

institutions to make imprudent lending and invest
ing decisions, the situation can be remedied effec
tively through actions of the federal and state 
supervisory authorities. Blanket regulation of the 
entire deposit industry, geared to* the lowest com
mon denominator of management competence, is 
neither justified nor desirable.

Recommendation

The payment of interest on demand deposits 
will remain prohibited for all institutions.
Regulation Q  is to be phased out over a period 

of five and one-half years. Parity of interest ceil
ings between commercial banks and thrift institu
tions is to be achieved by raising the rate per
mitted banks in four annual steps commencing 18 
months after enactment of the recommendation. 
At the same time, preparations can be made for 
the complete elimination of interest ceilings on 
time and savings accounts.
N.O.W. accounts are to be subject to ceiling rates 

so long as the ceiling system remains in force. Such

ceilings are to be uniform for banks and thrift 
institutions and may be no higher than the maxi
m u m  rate on passbook accounts.
Administrative decisions on the actual levels of 

ceiling rates will be made by a coordinating com
mittee composed of the FDIC, the FHLBB, the 
FRB, and the Treasury Department.

Issue 2

EXPANDED DEPOSIT LIABILITY 
POWERS AND RESERVES

Background

The elimination of preferential interest rate 
treatment for thrift institutions will necessitate 
adjustments in the structure of their deposit lia
bilities and assets so that they will be able to com
pete with commercial banks and other seekers of 
the savings dollar. Additionally, the decreasing 
effectiveness of interest ceiling differentials and 
technological innovations that blur the traditional 
lines between savings accounts and demand de
posits are actual developments which call for the 
same remedy.
In the area of deposit powers, federally insured 

thrift institutions are prohibited by law from of
fering third-party payment services (i.e. bona fide 
checking accounts) but they may issue non-nego- 
tiable orders of withdrawal.
For their part, commercial banks are prohibited 

from offering savings accounts to their corporate 
customers. Such accounts were prohibited by the 
F R B  in 1936 on the theory that they represent the 
indirect payment of interest on demand deposits. 
(Section 19 of the Federal Reserve Act prohibits 
member banks from paying interest directly or 
indirectly on demand deposits.)
Those constraints upon federally insured thrift 

institutions and member banks can be effective! 
only in a world where all thrift institutions oper-l 
ate under the same rules and where there are rela
tively high costs attached to shifting funds fronj 
savings accounts to demand deposits. If that ever 
were the case, it no longer is so. Non-federally 
chartered thrift institutions in Massachusetts an 
New Hampshire are offering negotiable order o
withdrawal (N.O.W.) accounts which are tanta
mount to and near-perfect substitutes for interest
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bearing checking accounts. Such a system is made 
possible by advances in computer technology 
which enable any institution to offer customers 
low-cost rapid transfers of funds from checking to 
¡savings accounts and the reverse.
! It seems imprudent to try to block those inno
vative changes sought by the consumer. Innovative 
minds will always find ways around piecemeal re
strictions. However, if commercial banks and 
thrift institutions are permitted to offer the same 
(range of services, some suggest that they should 
operate subject to the same ground rules. The more 
important of those rules covers the holding of re
serves against accounts subject to third-party 
payments.
Imposition of comparable deposit reserves on 

all banks and thrift institutions is controversial. 
Comparability does not exist now, and differences 
between the Federal Reserve and the individual 
states on the issue of reserves is one of the im
portant factors keeping the dual banking system 
alive. Of the 509 state-chartered banks opened for 
business in 1970 through 1972, only 30 joined the 
Federal Keserve System. However, Federal Re- 
I serve member banks hold approximately 80 per- 
! cent of all demand deposits. There are substantive 
I advantages to maintaining the dual system, par- 
[ticularly the advantages and innovations of com- 
Ipetitive regulation and the avoidance of overly 
[restrictive chartering policies.

Recommendations
For federal thrift institutions, checking ac

counts, third party payment powers, credit cards, 
and N.O.W. accounts will be available to all cus
tomers, individual and corporate.
For national banks, saving accounts and N.O.W. 

accounts will be available to all customers, indi
vidual and corporate.
All federally chartered institutions and all state 

chartered institutions which are members of the 
Federal Reserve System or the Federal Home 
Loan Bank System will be required to maintain 
reserves against deposits in demand and N.O.W. 
accounts in a form and amount prescribed by the 
FKB after consultation with the FHLBB. State 
chartered savings and loan associations insured 
by the Federal Savings and Loan Insurance Cor
poration (FSLIC) need not be members of the 
Federal Home Loan Bank System, just as state

chartered banks need not be members of the Fed
eral Reserve System.
N.O.W. deposits will be subject to the same 

range of reserves as demand deposits. However, 
the F R B  after consultation with the F H L B B  may 
establish a different level of required reserves for 
N.O.W. accounts.
Required reserves for demand deposits and 

N.O.W. accounts will range from 1 to 22 percent. 
Those for savings acounts will range from 1 to 5 
percent and those for time accounts will range 
from 1 to 10 percent.
For state chartered institutions FDIC and 

FSLIC statutes will be changed to permit com
petitive equality, if such equality is sanctioned by 
state law.

Issue 3

EXPANDED LENDING AND INVESTMENT 
POWERS

Background

The removal of interest ceilings and the grant
ing of a greater range of deposit powers can be 
expected to alter significantly the maturity struc
ture of thrift institutions deposits. Those changes 
on the liability side require flexibility for compen
sating adjustments on the asset side. Such compen
sations should look to increasing income and 
enhancing liquidity through portfolio diversifica
tion— objectives that can be achieved only through 
the acquisition of shorter term and more diversi
fied assets, such as consumer loans. Opening up 
those areas to thrift institutions can be expected to 
create downward pressures on the cost of credit to 
consumers and governmental bodies.
It might be argued that such significantly lib

eralized lending authority may curtail the flow of 
funds into housing. That issue is not easily re
solved, but the Administration’s task force con
cluded that the expansion of powers, coupled with 
the suggested tax changes, should not adversely 
affect the supply of mortgage funds. It is impos
sible to give definitive support to that position be
cause theoretical arguments on both sides abound. 
The key seems to be the extent to which: (1) 
thrifts will shift long-term funds into short-term 
(non-mortgage) assets, and (2) the extent to
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which that shortfall would create market induce
ments encouraging other institutions (e.g. com
mercial banks and real estate investment trusts) to 
fill the gap. In its study of the issue, an Adminis
tration housing study group, chaired by the Coun
cil of Economic Advisers, concluded that the 
former would likely be small and that the latter 
would operate, leaving mortgage flows unaffected.
The possibility that commercial banks may fill 

the gap will be enhanced if current restrictions 
on their real estate lending are removed, especial
ly in light of the removal of interest ceilings on 
savings accounts. Furthermore, commercial banks 
will be confronted by thrift institutions armed 
with a full range of consumer finance powers and, 
therefore will need to be more attentive to mort
gage credit demands if they are to hold their cus
tomers for other consumer business.
However, since housing has a high social prior

ity, it seems advisable to place some restrictions 
on the acquisition of “non-mortgage” assets and 
to increase the number of ways thrifts can par
ticipate in financing construction activity. In ad
dition, changes are also being recommended in the 
taxation of banks and thrift institutions to assure 
a steady flow of funds into housing.
Since the impact of the proposed changes on the 

availability of mortgage funds is so important, a 
synopsis of the Administration’s task force study 
on this matter will be found later in this booklet.

Recommendation

Federal savings and loan associations will be 
authorized to :

(1) make consumer loans not exceeding 10 per
cent of their total assets ;

(2) make real estate loans under the same con
ditions as commercial banks ;

(3) make construction loans not tied to perma
nent financing (i.e., interim construction financing 
as offered by banks) ;
(4) make community rehabilitation and devel

opment and mortgage loans on residential and re
lated properties, including a participation in rent
al income or a share of capital gains on the sale of 
property, but with this leeway authority not to ex
ceed 3 percent of their total assets ;

(5) acquire high quality commercial paper and 
private investment-grade corporate debt securities 
in accordance with approved-list and other guide

line procedures established by the FHLBB. Such 
investments are not to exceed 10 percent of total 
assets, with the maximum limitation to be set at 2 
percent in the first year and growing to 10 percent 
at the rate of 2 percent per year, over a 5-year 
period;

(6) utilize for consume* loans the unused por
tions of authorized investments in private corpo
rate debt (commercial paper and debt securities) 
and leeway loans; and
(7) continue the acquisition of a full range of 

U.S. Government, state and municipal securities.
National banks will be granted:

(1) liberalized powers with respect to real estate 
loans;

(2) a leeway authority, not to exceed 3 percent 
of total assets, for community rehabilitation and 
development and mortgage loans on residential 
and related properties, including a participation 
in rental income, or a share of capital gains on the 
sale of property.
The F R B  is to be granted more flexible author

ity to define assets eligible for discount, and the 
F H L B B  is to be given expanded authority to 
broaden the definition of collateral required for 
advances to savings and loan associations.

Issue 4

CHARTERS FOR THRIFT INSTITUTIONS 

Background

The dual banking system has contributed a 
great deal to the more efficient operation of fi
nancial markets. It has permitted an element of 
competition among supervisory authorities which 
has been conducive to innovation and experimen
tation by financial institutions. In addition, it has 
restrained supervisory authorities from over- 
zealously protecting existing firms by restricting 
entry to the field.
The dual banking system is, however, incom

plete. Federal charters are not available to mutual 
savings banks and federal law explicitly prohibits 
the federal chartering of stock savings and loan 
associations. Both types of institutions have been 
operating in a more than satisfactory manner at 
the state level for a number of years. There are no
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obvious reasons why federal charters should not 
be available to them.

Recommendation

The F H L B B  is to be empowered to charter 
stock thrift institutions, granting them powers 
identical to those enjoyed by mutual savings and 
loan institutions.
Newly empowered federally chartered thrift in

stitutions may be called either “savings and loan 
associations” or “savings banks.”
State chartered mutual savings banks may con

vert to a federal charter and be granted all of the 
asset and liability powers available to all federally 
chartered thrift institutions. In addition, they may 
retain their life insurance, equity investments and 
corporate bond investments. Equity and corporate 
investments may be no greater than levels deter
mined by their average percent of assets for the 5- 
year period January 1,1968 through December 31, 
1972.
State chartered mutual thrift institutions which 

convert to a federal charter will be insured by the 
FSLIC, even if they had been insured by the 
FDIC.

Issue 5

CREDIT UNIONS
Background

Credit unions represent a small but rapidly ex
panding portion of the nation’s financial system. 
At the end of 1972, there were about 23,200 credit 
unions holding total assets of more than $24.8 bil
lion. That represents only a 4.4 percent increase in 
the number of firms since 1965, but a 134.6 percent 
increase in their assets over the same period.
Because of their cooperative form of ownership 

credit unions enjoy, by law, many advantages not 
accorded other depository institutions, but must 
satisfy special conditions to keep those advantages.
Their principal advantage is exemption from in

come taxes, while the main constraint on their op
erations is inability to offer services to non-mem
bers. Membership is limited to those who share a
common bond of association.”
That constraint does not impinge upon the op

erations of the vast majority of credit unions. Al
though there are credit unions that would prefer

to offer the services of “mutual saving institu
tions,” such an extension of powers would leave 
them indistinguishable from taxable institutions 
and their tax-free status could not be justified.
Credit unions deposit in and borrow from com

mercial banks. However, there is the possibility 
that in times of severe credit restraint, a credit 
union may face an emergency, such as a plant 
closing, and be unable to acquire short-term funds 
from the banking system. A  totally-credit-union- 
financed “Emergency Fund” might be one method 
to solve this problem.

Recommendation

A  Central Discount Fund will be established for 
insured (federal or state) credit unions solely to 
provide funds to meet emergency, temporary 
liquidity problems. Capital for the fund will be 
obtained through subscriptions by credit unions 
wishing to join. The Fund is to be administered by 
the National Credit Union Administration.
Additionally, there will be some minor liberal

ization of existing credit union powers. Credit 
unions will retain their tax-exempt status as long 
as they remain within the bounds of the existing 
tax law.
Credit unions that want to expand their services 

and assume the burdens of full service mutual 
thrift institutions will be permitted to do so. Proce
dures to facilitate an exchange of charters will be 
available.

Issue 6

FHA AND VA INTEREST CEILINGS 

Background

One of many federal attempts to keep the cost 
of housing funds low is the administrative interest 
ceiling placed upon Federal Housing Adminis
tration-insured and Veterans Administration- 
guaranteed mortgage loans. Those attempts have 
by and large failed, as is evidenced by the wide
spread use of “points,” and the move by the Fed
eral National Mortgage Association in 1968 to a 
“free market system” for buying and selling mort
gages. If administrative rates have kept costs 
down, it has been at the expense of fewer funds 
available for housing.
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Recommendation

The F H A  and V A  interest ceiling will be re
moved.

, Issue 7

TAXES
Background

In light of the expanded powers to be granted 
thrift institutions and the overall goal of reducing 
the degree of functional specialization among fi
nancial institutions, the basic objective of the tax 
proposals is a uniform tax formula for all finan
cial institutions. A  “tax neutrality” is sought, by 
providing that a given investment or activity will 
be subject to the same income tax provisions re
gardless of the functional type of financial insti
tution making the investment or engaging in the 
activity.
However, differences in tax treatment, and thus 

overall tax burden and effective rates of taxation 
among financial institutions, will continue to 
exist. Those differences will result from three 
factors: (1) the form of the institution, i.e., mu
tual bank versus capital stock corporation; (2) 
federal and state regulation which will grant cer
tain types of institutions the power to make cer
tain investments and engage in certain activities 
that are denied to other institutions; and (3) the 
extent to which an individual institution uses the 
powers granted to it.
The principal difference between existing in

come tax provisions applicable to commercial 
banks and savings institutions is in the area of de
ductions for additions to a reserve for losses on 
loans (Internal Revenue Code sections 593 and 
585). Those provisions must be changed if there 
is to be a uniform tax formula. Furthermore, if 
changes are made in that area, conforming amend
ments will have to be made to a number of other 
provisions of the Internal Revenue Code which 
currently reflect the differences of existing law. 
Those other changes are technical in nature and 
do not involve policy considerations. Therefore, 
the recommendations which follow deal only with 
the provisions affecting deductions for additions 
to a reserve for losses on loans.
If the current subsidy being provided thrift 

institutions through the special bad debt reserve

provisions is eliminated, a continued incentive to 
insure a flow of capital into the residential mort
gage market may be provided through a mortgage 
interest tax credit. Such a credit would be equal 
to a percentage of the interest income earned on 
residential mortgages and would operate as a di
rect incentive in place of the indirect incentive 
currently being provided through provisions for j 
loan losses. In addition, the mortgage tax credit 
could be used to compensate thrift institutions 
for the loss of tax benefit resulting from elimina
tion of the special bad debt reserve deduction.

Recommendation

The special reserve provisions applicable to 
thrift institutions will be eliminated and all thrift 
institutions will compute reserve additions under 
an experience method similar to the one applicable | 
to commercial banks.
Thrift institutions will be compensated for the 

tax benefit being eliminated by means of a new 
tax credit equal to a percentage of the interest 
earned from residential mortgages and other 
qualifying loans. The credit will be made avail
able to all taxpayers and will serve as an incentive 
to attract capital into the residential mortgage 
market.
The size of the credit has not yet been decided, 

but it will be calculated so as to give thrift insti
tutions full compensation for the tax benefit they 
would have received in the aggregate (based on 
projections for a future year) through deduc
tions for additions to a reserve for losses on loans. 
To induce thrift institutions to continue their 
high level of investment in residential mortgages 
(to be eligible for the special bad debt, reserve de
duction they currently must invest 60 percent of 
their assets in qualifying real property loans 
and must invest 82 percent of their assets in such 
loans to receive the maximum tax benefit) and 
provide an incentive to other lenders to increase 
their level of investment in residential mortgages, 
the credit will be multi-level. For example, one 
rate might apply to those lenders who invest more 
than 70 percent of their assets in residential mort
gages, a lower rate might apply to those lenders 
investing more than 50 percent of their assets m 
residential mortgages and still lower rates migOt 
be set for all other lenders. The specific rates and 
the investment levels have yet to be determined.
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QUESTIONS AND ANSWERS

I
Payment of Interest on Deposit Accounts 

(Regulation Q, etc.)

Q. What are the current regulations governing 
the payment of interest on demand deposits?
A. Payment of interest on demand deposits by 

any insured bank is prohibited by federal statute, 
12U.S.C. 1828g.
Q. When and why was the payment of interest 

on demand deposits barred ?
A. Payment of interest was prohibited in 1933 

in the belief that deposit rate competition con
tributed to bank failures. Subsequent studies have 
failed to support that belief.
Q. What is the legal basis for the current regu

lations governing the payment of interest on time 
and savings accounts?
A. Federal law empowers the FEB, the FDIC, 

and the F H L B B  to limit by regulation the pay
ment of interest on time and savings deposits. Ceil
ing rates may be varied in accordance with deposit 
size, maturity, location of institution and any other 
basis deemed desirable in the public interest.
Q. When was that authority first granted those 

regulatory bodies?
A. The current broad grant of authority was 

first enacted in September 1966 at the time of the 
severe liquidity crisis.
Q. Why was it enacted ?
A. It was believed at that time that ceilings on 

deposit rates would hold down the costs of deposit 
institutions (primarily S&L’s) thereby alleviating 
the squeeze on their profits and maintaining them 
as viable suppliers of funds for housing. However, 
the ceilings failed to provide a protective shield.
Q* What is Kegulation Q?
A. Regulation Q  is a regulation issued by the 

nRB, under the authority mentioned above, gov-

eming the payment of interest by member banks 
on time and savings deposits.
Q. Are other regulatory bodies empowered to 

set interest ceilings for the depository institutions 
they supervise ?
A. Yes. Under the legislation originally passed 

in 1966, both the F H L B B  and the FDIC may set 
interest ceilings on the time and savings accounts 
of the institutions they supervise. Extension of 
that authority until December 31,1974, is currently 
before Congress. Under current authority the 
FDIC has promulgated 12 C F R  7829.6 and the 
F H L B B  12 C F R  526.
Q. Are the same regulations applicable to com

mercial banks and thrift institutions?
A. Not entirely. The ceiling rate permitted 

thrift institutions is now generally ¿5 basis points 
higher than that permitted commercial banks. 
There are no ceiling rates on certificates of deposit 
of $100,000 or more, or on 4-year deposits of $1,000 
or more (up to 5 percent of time and savings de
posits) .

Q. Has the differential between what commer
cial banks and thrift institutions can pay for time 
and savings accounts been due to a law or to ad
ministrative action?
A. Administrative action.
Q. W h y  are thrift institutions given an inter

est-rate advantage ?
A. Because of the prominent role they play in 

funneling funds into housing markets.
Q. W h y  is elimination of that differential now 

being proposed ?
A. The total package of recommendations con

tains other and more efficient means of encour
aging financial support for housing, principally 
through the mortgage tax credit.
Q. What is a “N.O.W.” account and how does it 

differ from a demand deposit ?
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A. A  N.O.W. account is a negotiable order of 
withdrawal offered by mutual savings banks in 
Massachusetts and New Hampshire. In essence, 
they are checks drawn on savings accounts in those 
institutions. N.O.W. accounts differ from demand 
deposits in that such accounts bear interest and 
legally a bank does not have to honor it on demand.
Q. W h y  are you recommending the payment of 

interest on accounts that are essentially demand 
deposits while continuing the ban on interest pay
ments for demand deposits ?
A. Given the long period in which banks have 

not paid such interest they will need time to ex
periment with interest-bearing transaction ac
counts. Maintaining a distinction, however small, 
between N.O.W. accounts and checking accounts 
gives banks time for experimentation.
If interest could be paid immediately on demand 

deposits, it is believed that banks with their exist
ing large balances of demand deposits would start 
paying interest on them and S&L’s would never 
have a chance to attract such deposits. Also, many 
banks would feel that they were being forced by 
the government to pay such interest. And finally, 
by allowing N.O.W. accounts rather than interest 
on demand deposits we have introduced a degree of 
gradualism into the new world of paying interest 
on demand deposits.
Q. W h y  do you want to phase out Regulation Q  ?
A. W e  want consumer/savers to have the full 

benefit of market interests and thus to receive a fair 
return on their savings.
Interest ceilings on time and savings accounts 

have inhibited financial institutions from compet
ing with the rest of the capital market for funds, 
particularly during periods of credit restraint.
Q. If you eliminate Regulation Q, won’t we have 

the same type of cutthroat interest rate competi
tion that led to numerous bank failures in the 
1930’s ?
A. No. The statement that interest rate competi

tion led to bank failures has not been supported by 
the evidence. There is little if any evidence that 
pure interest rate competition led to bank failures. 
The cause was, instead, poor investments.
If irresponsible deposit rates, inaugurated by 

isolated banks, should lead them to invest unwise
ly, this can best be handled on a case-by-case basis 
by the supervisory agencies. There is no point in

penalizing all savers and all institutions for po 
tential abuses by a few.
Interest rate ceilings in the past have proved 

to be discriminatory to the small unsophisticated 
saver while not really protecting the individual in
stitutions.
Q. If you allow ceiling rates to increase, won’t 

this mean higher rates on mortgages and bank 
loans?
A. Not necessarily. A  number of interrelated 

factors have to be taken into account :
1. The interest rate for loans is determined by 

a market that is separate from the one which de
termines the interest rate for deposits. Although 
these two markets are indirectly related, they do 
not necessarily move in unison.
2. The market for mortgage loans is a long-term 

market, while the market for deposits is short and 
medium term.
3. To argue that removing Regulation Q will 

mean an increase in the average cost of funds for 
institutions is to assert that the Regulation has 
been effective in holding down the average cost 
of funds to the institutions. This has not been the 
case. What has happened has been a tilt in the yield 
curve with the average remaining about what it 
would have been otherwise— i.e., short-term Regu
lation Q  rates have been depressed (savings 
accounts of small consumers) while the longer 
maturity deposits (big C D ’s) have been dispropor
tionately bid up due to the intense competition by 
institutions for these relatively scarce deposits. We 
might expect this yield curve to “untilt” and thus 
not necessarily increase the average cost of funds 
to institutions.
4. However, the overall Regulation Q  rates may 

go up and loan rates may go up. But if this hap
pens, there will merely have been a redistribution 
of income from borrowers to savers. Who is to say 
that the consumer savers should not receive a fair 
return on their savings?
Q. W h y  not remove Regulation Q  immediately?

A. S&L’s, due to their portfolios of substantially 
all long-term mortgages frozen into fixed rates, do 
not have the ability to immediately start paying 
free competitive rates. They must be given a couple 
of years to adjust their portfolios so as to shorten 
the maturity of some of their assets (i.e., consumer 
loans) and improve their overall yield.
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Il
Expanded Deposit Liability Powers and Reserves

Q. What are the major differences in deposit 
liability powers between commercial banks and 
thrift institutions?
| A. All thrift institutions, both federal and state 
chartered, offer a full range of savings account 
services to all customers, individual and corporate. 
However, thrift institutions may not offer demand 
deposit services. A  major exception is the N.O.W. 
account offered by mutual savings banks in Massa
chusetts and New Hampshire. Among commercial 
banks only member banks of the Federal Reserve 
System may not offer a full range of both demand 
and savings account services to all customers. 
Member banks may not offer savings account serv
ices to their corporate customers. That prohibition 
is a regulation promulgated by the FRB. State 
chartered non-member banks are subject to state 
law on the issue of corporate savings accounts.
Q. Why have differing deposit liability powers 

for commercial banks and S&L’s been established ?
A. It has been generally believed that the longer 

maturity structure of thrift assets, vis-à-vis com
mercial banks, demands a longer maturity struc
ture of deposit liabilities. Hence the general pro
hibition against S&L’s offering checking accounts.
Q. Why the recommendation that the differ

ences in deposit liability powers between S&L’s 
and commercial banks be eliminated?
A. It will be beneficial for consumers and small 

businesses to be offered a full range of services by 
all institutions which wish to do so. The elimina
tion of current differences is part of the overall 
plan to make thrifts more viable financial institu
tions. By possessing all the powers needed to com
pete for deposit funds, thrifts will no longer re
quire the great rescue operations used in the pash
Q* Will changes in their liability powers re

quire changes in their asset powers?
A. Yes. Permitting thrifts to have shorter-term 

liabilities requires that they possess shorter-term 
assets. Recommendations put forward by the 
President include proposals that would permit

thrifts to make consumer loans and business loans 
related to real estate.
Q. Will these changes in liability powers mean 

changes in their deposit reserve responsibilities ?
A. Not necessarily. If thrifts are members of the 

F H L B B  system, and membership will be volun
tary for state chartered institutions, reserves on 
their transaction accounts (demand and N.O.W. 
accounts, but not time and savings accounts) will 
be imposed by the FRB, after consultation with 
FHLBB.
Q. Will that be the same treatment accorded 

commercial banks?
A. Members of the Federal Reserve system will 

be subject to the same requirements on their trans
action accounts as members of the F H L B B  system. 
Again, membership will be voluntary for state 
chartered institutions.
Q. Will there be any differences between the 

reserve requirements for thrifts and commercial 
hanks?
A. Yes. Current reserve (liquidity) require

ments on time and savings deposits of thrifts will 
not he altered. Those on the time and savings ac
counts of commercial banks will be altered.
Q. Before we get into these changes what are 

the current limits on reserves ?
A. Currently, the F R B  is empowered to set re

serve requirements on demand deposits from 10 
percent to 22 percent for so-called reserve city 
hanks and from 7 percent to 14 percent for all 
other banks.
Q. What are the requirements in effect today ?
A. As of May 31, 1973 reserve requirements on 

demand deposits were
deposits ($ millions)

0-2 
2-10 
10-100 
100-400 
over 400

reserve requirements 
(%)

8
10
12
13
17%

Q. What will the new reserve requirements be ?
A. They will range from 1 to 22 percent on 

transaction accounts (including demand and
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N.O.W. accounts), 1 percent to 5 percent on sav
ings accounts, and 1 percent to 10 percent on time 
accounts.
Q. In what form will reserves be held?
A. For Federal Reserve and F H L B B  members, 

reserves will be held in a form and amount to be 
prescribed by the FRB.
Q. Are reserve requirements imposed on savings 

accounts?
A. Yes. Currently, member banks of the Fed

eral Reserve system are subject to reserve require
ments on savings accounts. Such reserves may 
range from 3 percent to 10 percent. At the moment 
the requirement for all banks is 3 percent. Non
member banks are subject to state law.
Q. Are there any reserve requirements on time 

deposits and certificates of deposit?
A. Members of the Federal Reserve system 

must hold as reserves 3 percent of such deposits 
for the first $5 million and 5 percent for deposits 
over $5 million. Recently, the F R B  imposed an 8 
percent marginal reserve requirement (the regular 
5 percent plus a supplemental 3 percent) on fur
ther increases in the total of (a) outstanding cer
tificates of deposit of $100,000 and over issued by 
member banks, and on (b) outstanding funds ob
tained by a bank through issuance by an affiliate 
of obligations subject to the existing reserve re
quirement on time deposits. The 8 percent mar
ginal reserve does not apply to banks whose obli
gations of those type aggregate less than $10 
million.
Q. What proposals are being made for reserves 

on time and savings accounts in commercial banks ?
A. For member banks reserve requirements on 

savings accounts will range from 1 percent to 5 
percent and those on time accounts will range 
from 1 percent to 10 percent. State law will pre
vail for nonmember banks.
Q. What is the difference between savings ac

counts and time accounts ?
A. Generally, the two differ in terms of the 

amount of time funds must remain on deposit and 
the rules governing withdrawal of funds.

For savings accounts, the depositor is not re
quired by contract to leave funds on deposit for 
any specified period of time nor to give notice in 
writing of an intended withdrawal. However, the 
depositor may at any time be required by the bank 
to give at least 30 days notice.
For time accounts, the depositor agrees to leave 

funds on deposit for a specified minimum period 
of time and for many types of time deposits must 
give prior notice of withdrawal.
Q. Will new reserve requirements be imposed on 

time and savings accounts in thrift institutions?
A. No. The liquidity reserves imposed by the 

state or the FHLBB, whichever is applicable, 
will continue.
Q. Although the F R B  imposes reserve require

ments only on member banks, are you recommend
ing that it set reserve requirements for all feder
ally insured banks ?
A. No, not all of them. The F R B  will have au

thority to set, in consultation with the FHLBB, 
reserve requirements on transaction accounts of 
members of the F R  and F H L B B  systems.
Q. W o n ’t that recommendation bring some 

thrift institutions under the control of the FRB?
A. Only with regard to reserve requirements on 

transaction accounts. There is no way to estimate 
at this time how many F H L B B  thrifts will offer 
transaction accounts.
Q. Are there any reasons for preserving the 

dual banking system ?
A. Yes. The dual system creates 52 laboratories 

for experimentation in bank regulation. Experi
mentation has taken place in areas of ancillary 
bank services and capital adequacy to the ad
vantage of the banks and the public. In addition, 
the availability of alternative chartering agencies 
has resulted in increased competition and more 
service for the public.
Q. W h y  is it that state chartered banks which 

are not members of the Federal Reserve System do 
not have to hold the same reserves as the system 
members ?
A. The history of our banking laws has been 

one of dual regulation of state chartered banks 
and federally chartered banks. W e  do not wish to 
damage this very healthy system of dual banking-
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By providing a choice of chartering and super
visory agencies to banks and S&L’s, we have 
fostered an innovative and progressive banking 
system.
We believe that states have the right to regulate 

their own banks so long as such regulation does 
not unduly interfere with the implementation of 
monetary policy which is, of course, a federal re
sponsibility. From a practical point of view, most 
state banks hold reserves roughly equivalent to 
those of FR member banks. However, unlike the 
member banks, they are frequently able to put 
such reserve balances to productive use.
Q. Summing up, how will this decision on re

serves affect financial institutions?
A. National banks— no change.
State Federal Reserve System member banks—  

no change.
State non-member banks— no change.
Federal S&L’s— must hold reserves against de

mand deposits and N.O.W. accounts; no change 
on savings and time deposits.
State S&L’s— if member of F H L B B  (which al

most all will remain), same as above. If not 
FHLBB member, state banking authorities will 
set reserve requirements. It is hoped they will be 
the same as for banks.
Mutual savings banks— same as for Federal and 

State S&L’s.
The new ranges within which the Fed may set 

the reserve level are:
demand deposits and N.O.W. accounts —  1-

22 percent
savings —  1-5 percent 
time — 1-10 percent

III

Expanded Lending and Investment Powers

Q. What is the general purpose of expanding 
the lending and investment powers of thrift insti
tutions and banks ?
A. Generally, the expansion is part of the over

all plan to make thrifts more viable financial in
stitutions. More specifically, changes on the lia
bility side require compensating adjustments on 
the asset side aimed at increasing income and en
hancing liquidity. Those objectives can be achieved

only through the acquisition of shorter term and 
more diversified assets, such as consumer loans. 
Opening up those areas to thrift institutions can 
be expected to create downward pressures on the 
cost of credit to consumers and governmental 
bodies.
Q. What are the current limitations on lending 

and investing by thrift institutions ?
A. This can be answered precisely only about 

federally-chartered S&L’s, since there are so many 
laws covering state-chartered institutions.
Currently, federally-chartered S&L’s are gen

erally restricted to making loans related to hous
ing and real estate.
There are two exceptions to that rule. First, they 

may make passbook loans, that is loans to account 
holders secured by the deposits in their accounts. 
The size of loan is limited to the amount of funds 
in the account. Second, thrifts may make loans to 
individuals to pay for college, university or voca
tional expenses. Those loans are limited to 5 per
cent of assets.
Generally, S&L’s are precluded by law and reg

ulation from acquiring private sector debt obliga
tions other than mortgages. They may, however, 
acquire the stock of so-called service corpora
tions— corporations designed exclusively to pro
vide related services such as data processing.
Q. What expanded lending and investing 

powers are being recommended for federal savings 
and loan associations?
A. Federal S&L’s will be authorized to make 

consumer loans; make construction loans not tied 
to permanent financing; make community reha
bilitation and development and mortgage loans on 
residential and related properties, including a par
ticipation in rental income or a share of capital 
gains on the sale of property ; acquire high quality 
commercial paper and private investment grade 
corporate debt securities; utilize for consumer 
loans the unused portions of authorized invest
ments in commercial paper and securities, and in 
community rehabilitation and development and 
mortgage loans.
Q. What expanded lending and investing 

powers are being recommended for national 
banks?
A. National banks will be granted liberalized 

powers with respect to real estate loans, and au-
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thority to invest in community rehabilitation and 
development and mortgage loans on residential 
and related properties, including a participation 
in rental income or a share of capital gains on the 
sale of property.
Q. W h y  should thrift institutions be given 

expanded lending .authority ?
A. This will allow them to pay the market rate 

for deposits by shortening the maturity and di
versifying the composition of their assets, and in
creasing the yield thereon.
Q. Won’t this diversification divert money from 

the home loan mortgage market ?
A. The C E A  study referred to earlier in the 

discussion of issue 3 concluded that such curtail
ment will not be significant in view of the other 
powers being extended to thrift institutions. More
over, commercial banks can be expected to take 
up some of whatever slack does occur if current 
restrictions on their real estate lending are re
moved, particularly in light of the elimination of 
interest ceilings on savings accounts.
Q. W h y  are strict percentage-of-asset limita

tions being set on thrift institutions’ expanded in
vestment powers ?
A. Since housing has a high social priority, 

it seems advisable to place some restrictions on 
the acquisition of non-mortgage assets and to in
crease the number of ways thrifts can participate 
in financing construction activity.

IV

CHARTERS FOR THRIFT INSTITUTIONS

Q. W h y  are there no existing provisions for 
federally-chartered stock thrift institutions?
A. At the time the federal law was enacted sav

ings and loan associations were looked upon sim
ply as self-help cooperatives, and there was 
thought to be no role for stock savings and loan 
associations.
Q. W h y  is it being recommended that Federal 

charters now be granted to stock thrift institu
tions?
A. Presently 21 states charter stock savings and 

loan associations. Experience with stock savings 
and loan associations has been at least as satisfac

tory as that with mutuals; therefore there is no 
good reason for the present statutory ban on fed
eral charters. It is also believed beneficial to have 
a dual option of chartering and supervisory agen
cies to avoid two problem areas which emerge 
when a particular type of financial institution can 
be chartered by only one agency: first, the agency 
may become overzealous in protecting existing 
firms; second, the agency may not be as innovative 
and imaginative as it should be in exercising its 
authority.
Q. Under the recommendations will there be 

any difference in activities permitted stock S&L’s, 
mutual S&L’s, mutual savings banks, and the new 
savings banks?
A. Under the recommendations all federally-] 

chartered thrift institutions will have essentially 
the same asset and liability powers. “Savings 
bank” will just be an alternative title available to 
newly empowered federally-chartered thrift in-j 
stitutions. However, state-chartered M S B ’s which 
convert to a federal charter will be able to retain 
their life insurance, equity investments and corpo
rate bond investments. This will enable them to 
maintain their customary investments which will 
not be available to other existing or newly char
tered federal thrift institutions.
Q. W o n ’t allowing M S B ’s to convert and retain 

their investments undermine a dual banking sys
tem?
A. No. Allowing mutual savings banks, which 

can now be chartered in 18 states and Puerto Rico, 
the option to convert to a federal charter and 
maintain their customary investments will en
hance the dual banking system. Allowing them to 
retain their investments upon conversion will give 
them a real option between either remaining under 
their present state supervisory agency or coming 
under a federal supervisory agency.

V

CREDIT UNIONS

Q. WTiat is a credit union, and what special 

privileges does it enjoy ?
A. A  credit union is a cooperative nonprofit 

organization of individuals with a com m on bond 

of occupation, association or residence. The credi
20



Lion’s objectives are to promote thrift among its 
Lembers and to provide them with a source of ¡credit at reasonable rates of interest. Credit unions 
Ljoy an income tax-free status since they are nonprofit organizations.
Q. Are federal and state charters available to [credit unions ?
A. Yes; credit unions may be incorporated 

Lnder a federal law or under the laws of 44 states.
| Q. What resources are available to federal credit unions now to meet temporary liquidity 
problems?
A. Credit unions may use their investments or 

increase their direct borrowing from other credit 
unions and private sources such as commercial 
banks. However, to qualify for federal insurance, 
credit unions are limited by a ceiling on aggregate 
borrowing from all sources.
Q. What is being recommended to meet emer

gency problems ?
A. The establishment of a Central Discount 

Fund (CDF) to be administered by the National 
Credit Union Administration is being recom
mended. It would provide funds to meet the tem
porary liquidity problems of its members.
Q. Will non-federally-chartered credit unions 

have access to the C D F  ?
A. Yes. All insured credit unions, either federal 

or state, may become members of the Fund.
Q. How will the C D F  be funded ?
A. The capital for the Fund will be supplied 

through subscriptions by member credit unions. 
(Presumably additional funds could be provided 
through the issue of debt obligations and from the 
deposits of credit unions as recommended by the 
Hunt Commission.)

VI

fha a n d  v a  in t e r e s t  c e il in g s

Q- What are the current Federal Housing Ad
ministration and Veterans Administration inter- 
est filings on mortgages and who imposes them ?
M Interest ceilings on FHA-insured loans are 

set by the Secretary of Housing and Urban De

velopment; those on loans guaranteed by the V A  
are set by the Administrator of Veterans Affairs. 
The ceiling on FHA-insured and VA-guaranteed 
loans was recently raised from 7 to 7 %  percent.
Q. What was the purpose of having interest ceil

ings on FHA- and VA-backed loans ?
A. F H A  insurance is intended to enable persons 

of modest incomes to more easily obtain residential 
mortgages. Ceilings on F H A  and V A  loans were 
imposed with the assumption that borrowers 
under these programs would pay reasonable rates 
of interest.
Q. W h y  are you recommending the elimination 

of those ceilings ?
A. Experience has shown that the administra

tively set ceilings lag behind market rates for con
ventional mortgages. This has meant that either 
FHA- and VA-backed loans become unavailable 
during periods of rapidly rising interest rates, or 
the effective rate of interest on these loans is raised 
above the ceilings by the practice of charging 
“points,” in effect buying the loan at a discount. 
Ending the ceilings will eliminate this practice 
and enable persons who rely on FHA- or VA- 
backed financing to obtain mortgages during 
periods of high interest rates.
Q. W o n ’t elimination of the ceilings lead to a 

rise in mortgage interest rates ?
A. At present, the interest rates on FHA- and 

VA-backed mortgages rise with market rates on 
conventional mortgages through the uise of 
“points” (or mortgage money becomes unavail
able). Elimination of the ceilings is not expected 
to increase the effective rate of interest charged on 
these mortgages but is expected to provide a stead
ier supply of funds for mortgages during tight 
money periods.
Q. W h y  won’t there be a phase-out period for 

these ceilings, as is planned for the interest ceil
ings on time and savings deposits ?
A. The removal of interest ceilings on FHA- 

and VA-backed mortgages is not expected to sharp
ly affect interest rates charged on mortgage loans 
so their removal should not disrupt the mortgage 
market. Some fear that the removal of ceilings on 
time and savings deposits may lead to substantial
ly higher interest rates on those deposits. Rather 
than expose financial institutions to perhaps dam-
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aging and sudden competition for those funds, 
a period of adjustment will be provided, during 
which these institutions will be able to learn 
through experience what rates are needed to at
tract necessary funds without damaging their vi
ability.
Q. Will removal of F H A  and V A  interest ceil

ings eliminate all usury-type barriers to mortgage 
financing?
A. No. Currently, many states employ usury 

ceilings in the mortgage area. It is the Adminis
tration’s hope that states which impose such ceil
ings will move toward eliminating them as soon 
as possible. During periods of severe credit strin
gency, arbitrary ceilings below market rates can 
keep funds from mortgage markets.

VII

TAXATION

Q. W h y  are changes being recommended in the 
taxation of banks and thrift institutions?
A. The purpose is threefold: (1) to assure a 

steady flow of funds into housing; (2) to achieve 
a tax neutrality by providing that the income 
from a given asset will be subject to the same 
tax provisions, regardless of the functional type 
of financial institution holding the asset; and (3) 
to place competing institutions on an equal 
footing.
Q. What are the current special reserve provi

sions which apply to thrift institutions and how 
do they differ from the reserve provisions apply
ing to commercial banks ?
A. The principal difference between existing in

come tax provisions applicable to commercial 
banks and savings institutions involves deductions 
for additions to a reserve for losses on loans. Cur
rently, thrift institutions are granted more favor
able terms than commercial banks.
Q. Will the recommendations completely elimi

nate all differences in taxation between thrift in
stitutions and commercial banks ?
A. Generally, yes. The special reserve provi

sions applicable to thrift institutions will be elim
inated, and all thrift institutions will compute re
serve additions under an experience basis rule of 
the type currently applicable to commercial banks.

Q. How will thrift institutions be compensated 
for his tax loss ?
A. Thrift institutions will be compensated for 

loss of the tax benefit by means of a new tax credit! 
equal to a percentage of the interest earned from 
residential mortgages and other qualifying loans!
Q. Would the proposed mortgage interest tax 

credit be available to all lenders?
A. Yes.
Q. What are the current provisions of tax law 

with regard to the treatment of loan losses of 
thrift institutions ?
A. In computing taxable income, all deposit in

stitutions may deduct from gross income an ex
pense item called additions to reserves for bad 
debts.
Currently, thrift institutions may, in calculat

ing that expense item, use the same methods avail
able to commercial banks or, in the case of quali
fying real property loans, a special method de
signed to increase the after-tax profitability of 
their mortgage holdings.
Under the second alternative, thrift institutions 

may deduct, for the year 1973, up to 49 percent of 
taxable income. Between 1973 and 1979 that maxi
m u m  figure will be reduced gradually to 40 perj 
cent.
To obtain the maximum deduction permitted 

by law, at least 82 percent of a thrift institution’sj 
assets must be in so-called eligible assets. As the 
amount of eligible assets declines so does the per
cent of gross income which may be deducted as a 
business expense. If the percentage of eligible 
assets falls below 60 percent of total assets, the 
special method is not available.
With regard to non-qualifying loans, bad debt! 

reserve deductions are made under the samel 
ground rules as are applicable to commercial! 
banks.
Q. What changes in the tax treatment of “addi

tions to reserves” are being recommended?
A. As of the effective date of the legislation, alll 

deposit institutions would operate under the pro
visions now available to commercial banks.
Q. What are those provisions ?A .  Banks may deduct amounts in accordance 

with an “experience method” or a “percentage o 
eligible loan method.”
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j Under the “percentage of eligible loan method,” 
the amount to be deducted is the amount necessary 
to bring the level of the reserve for bad debts up 
to a sp ecified  percentage of eligible loans. That 
percentage is currently 1.8 percent but will be 
reduced to 1.2 percent in 1976 and to 0.6 percent 
in 1982. This method will cease to be available 
after 1988.

Under the experience method, the amount to be 
deducted is the amount necessary to bring the level 
of the reserve up to an amount reflecting the actual 

| loss experience for the current year and preceding 
5 years.
Q. When thrifts convert to the provisions avail

able to banks, will the level of their reserves be low 
enough to permit them to deduct loan losses as a 
business expense ?
A. Generally, no.
Q. Will thrifts be given any special treatment 

as a result ?
A. Y es. Highly technical changes in the tax law 

will be made so that thrifts will continue to be able 
to deduct additions to reserves for bad debts as a 
business expense. However, the amount of the 
deduction will be substantially lower than that 
which is available under current law. Thrift in
stitutions will always be able to receive a deduc
tion for actual loan losses.

Q. A re  the proposed changes in tax law de
signed to equalize the effective tax rates or tax 
burden ?

A. No. The object of the recommendations is to 
create a tax neutrality with regard to the lending 
and investment activities of deposit institutions. 
Under the proposal, differences in effective tax 
rates and burden will continue to exist. Such dif
ferences will result from a combination of three 
factors: (1) the form of the institution (i.e. 
mutual vs. capital stock corporation); (2) differ
ences in  federal and state regulation governing 
the permissibility of certain investments and an
cillary activities; and (8) the extent to which the 
individual institution utilizes the powers granted 
to it.

Q- What is the background of the bad debt re
serve deduction?

A. Under current law a thrift institution is en
titled to the special bad debt reserve deduction 
with respect to all qualifying real property loans 
(defined to include all loans secured by an interest 
in improved real property or secured by an inter
est in real property which will be improved from 
the proceeds of the loan). Improved real property 
includes residential property such as a single fam
ily home or apartment house as well as office build
ings, shopping centers, warehouses, hospitals or 
other health, welfare, or educational facilities.
Based on 1971 figures, approximately eight per

cent of loans made by S&L’s were not secured by 
an interest in residential property. In the case of 
M S B ’s virtually all of their mortgage loans were 
secured by an interest in residential real property.
The proposed mortgage interest tax credit is 

limited to interest income f r o m  residential m o r t 
gages,, but is designed to compensate thrift institu
tions for the tax benefit they presently enjoy with 
respect to all real property loans.
Q. If the credit is limited to residential mort

gages, what loans would be excluded?
A. All mortgages secured by an interest in com

mercial and industrial property, and loans secured 
by an interest in educational, health or welfare in
stitutions or facilities including facilities used to 
house students, residents, patients, employees or 
staff members of such institutions or facilities.
Q. What effect will the proposal regarding bad 

debt deductions have on student loans ?
A. Under current law, student loans are one of 

the types of investments that a thrift institution 
may make in order to meet the 82 percent test 
which will entitle it to the maximum bad debt 
deduction. However, the percentage of taxable in
come method is available only with respect to 
qualifying real property loans and does not in
clude student loans.
Under the proposed change, the bad debt reserve 

deduction with respect to student loans will be un
affected. However, since thrift institutions will no 
longer be required to maintain a specified percent
age of assets in eligible assets, student loans will 
be classified as consumer loans, for which there 
will be ample lending authority.
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VIII

MORTGAGE AND HOUSING MARKETS

Q. Is the mortgage lending industry viable with 
its existing structure and regulations ?
A. W e  take “viability” to mean the ability to 

withstand the effects of cyclical changes in credit 
market conditions without the need for massive 
Federal supportive intervention.
A  conclusive case that the industry is not viable 

cannot be made on the basis of available evidence, 
but there appears to be a high enough probability 
to warrant attention. The instructive value of 1966 
and 1969-70, the last two complete occasions when 
mortgage markets were under severe pressure, is 
not easily assessed, since many structural and 
regulatory changes have taken place over the last 
few years.
The chance of severe harm to thrift institutions 

has to some extent been moderated since 1969 by 
the improvement of the secondary market for both 
conventional and insured mortgages and by im
provements in government sources of emergency 
liquidity. Moreover, thrifts and banks are now able 
to offer a “no-ceiling” deposit (minimum $1000 
and 4 years) to the small consumer. On the other 
hand, there seems to be a general awakening of 
savers to the various forms of holding wealth 
alternative to deposits at thrift institutions. In 
addition, new alternatives to savings accounts have 
emerged in the last two years.
On balance, it appears that if present institu

tional arrangements were to continue, there would 
be good cause for concern about large-scale reduc
tions in deposit inflows when market rates climb 
appreciably.
Q. How can we make the mortgage lending in

dustry more viable without increased Federal 
support ?
A. By implementing the balanced program of 

broadened asset and liability powers for financial 
institutions and restructuring tax support for res
idential mortgage lending.
Q. What are the present forms of government 

activities relating to housing and mortgage mar
kets, including taxation ?
A. Federal assistance to housing now takes two 

forms: (1) direct assistance to low-income persons 
building, buying or occupying dwellings and (2)

a number of general tax incentives, some with ac
companying restrictions, designed to encourage 
those same activities. Two major incentives are! 
the deductibility of mortgage interest paid from 
homeowner’s taxable income and the favorable 
manner in which savings institutions can add to 
bad debt reserves (beyond the levels warranted by 
losses) in return for the restriction that a high 
portion of their assets be held in residential real 
estate mortgage loans.
Q. How will Federal expenditures and tax pref

erences change if the President’s recommenda
tions are implemented ?

A . The President’s recommendations would not 
affect the structure of any direct program, butj 
would substitute a tax credit for the bad debt pro
vision for thrift institutions, and would make the 
residential mortgage tax credit available to all tax
payers. The amount of existing bad debt prefer
ences for thrift institutions was estimated to be 
$545 million in fiscal 1971. If the tax credit is set 
at a level which does not alter the taxes paid by 
thrift institutions, the overall tax subsidy to hous
ing will be larger since other investors will utilize 
the tax credit. If the overall subsidy is maintained 
at the current level, thrift institutions would re
ceive less of the tax subsidy, with other holders of 
residential mortgages receiving the remainder.
Since the outlays in some Federal direct pro

grams are positively related to mortgage rate lev
els, these would rise if rates increased and decline 
if rates decreased. If a mortgage tax credit is es
tablished in such a way as to compensate for the 
loss of subsidy through the bad debt reserve treat
ment, residential mortgage interest rates should 
not be higher as a result of this package. Indeed if 
anything they should be lower, as the tax credit 
would benefit all holders of mortgages. This would 
reduce direct Federal outlays on housing support 
programs.
Q. How would adoption of the President’s rec

ommendations on expanded powers affect mort
gage markets both in the long run and cyclically?

A . The overall impact of the proposed changes 
on the mortgage market depends upon the relative 

magnitudes of twTç> opposing effects.
First, expanded asset powers for thrifts, in and 

of themselves, might reduce the supply o f mort
gage funds from those institutions. However, the 
reduction ŵ ould be small.
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Elimination of interest rate ceilings for com
mercial banks would increase competition for sav
ings and loan associations and mutual savings 
banks and thus contribute to the negative effect.
| On the other hand since thrift institutions will 
¡be able to provide a broad range of consumer serv
ices, they would be in a stronger position to attract 
(savings deposits. Since a good portion of these 
(deposits would go into mortgages, the mortgage 
market would benefit.
Finally, the rate of personal savings in the econ

omy might well increase, providing more funds 
for all financial intermediaries.
It is believed that the net effect on mortgage 

flows of all these nontax factors is approximately 
neutral. With an appropriate tax credit, the effect 
will be positive.
Additionally, an element of cyclical stability 

will be introduced. The new powers to be granted 
to thrift institutions would improve their ability 
to compete for funds, strengthen their cash flows, 
and thereby alleviate tendencies toward disinter
mediation (loss of deposits) during periods of fi
nancial restraint.
Q. Ignoring for the moment the mortgage tax 

credit, if the recommendations reduce the supply 
of mortgage funds, won’t there be a correspond
ing decline in the supply of housing ?
A. Not necessarily. Mortgage credit and hous

ing finance are not identical. The former is only 
one constituent of the latter. Other constituents 
include personal wealth (e.g. savings accounts; 
funds from sale of current house) for home buyers 
and equity markets for the development and con
struction of housing projects and apartment 
houses.
The popular view is, however, that the rate of 

housing production is a captive of the amount of 
mortgage funds in both the short and long run. 
Those who believe this point to the data which 
show mortgage funds and housing moving to
gether in the short run. However, that relation
ship is open to another interpretation: both hous
ing and mortgages are simultaneously influenced 
hy other factors. According to tnis view, high in
terest rates reduce housing production by reducing 
demand for housing and high interest rates chan
nel funds away from thrifts (because of interest 
ceilings) which are legally required to invest in 
mortgages. Choosing between the two explanations

is not easy. However, the most recent studies tend 
to support the second idea; credit conditions in 
general, not the availability of mortgage funds, 
influence housing over the long run. Over the short 
run the availability of credit is, however, a sig
nificant factor.
Under a contract to the Department of Housing 

and Urban Development, two Princeton Univer
sity economists, Professors Ray C. Fair and 
Dwight M. Jaffee, prepared a report which at
tacks the problem directly. Using the Federal Re- 
serve-MIT-Penn Model of the economy, the au
thors ran a number of tests simulating the impact 
of the Hunt Commission’s recommendations dur
ing the 1960’s. On the expanded powers, the Presi
dent’s recommendations are similar to those in the 
Hunt Report. The authors summarized the re
sults of their tests as follows :

“Our results indicate that the housing 
market would probably, on net, gain 
under the Hunt Report, while the mort
gage stock may gain or lose depending on 
the specific assumptions. In any case, the 
magnitudes involved are small relative 
to the current outstanding stocks of 
these assets.” *

Q. What implications would the recommended 
changes have for the conduct and effect of mone
tary policy?
A. The expanded deposit and asset powers for 

thrift institutions and banks, the abolition of in
terest ceilings, and the tax credit should make 
mortgage and housing markets less sensitive to 
changes in credit conditions.
Removing restrictions on interest paid on de

posits would greatly moderate the shifts between 
deposits and other assets as market rates fluctuate. 
This would reduce the disorder in financial mar
kets which has accompanied restrictive fiscal and 
monetary policies.
Q. What are “points.”
A. A  point is one percentage point of the total 

value of a mortgage loan. One or more points may 
be added to the homebuyer’s closing costs to com-

* Ray F air and Dwight Jaffee, “An Empirical Study of 
the Implications of the Hunt Commission Report for the 
Mortgage and Housing Markets,” HUD Contract H1781, 
April 1972, second page of Abstract.
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pensate lenders when market rates on loans are 
above usury ceilings.
Q. What are Government National Mortgage 

Association tandem plans?
A. Tandem plans were employed by G N M A  to 

add support to housing markets. Under those plans 
G N M A  would buy mortgages typically at above 
market prices and sell them later at market prices 
to private buyers (often pension funds). G N M A  
would absorb any losses that might result.
Tandem plans were suspended June 28,1973.
Q. What is the Federal National Mortgage As

sociation’s role in mortgage markets ?
A. FNMA, a private corporation since 1968, has 

as its primary responsibility providing secondary 
market services by buying and selling FHA- 
insured, VA-guaranteed, and conventional mort
gages. The great bulk of current holdings is com
posed of FHA-insured and VA-guaranteed mort
gages.
F N M A  was permitted to begin secondary mar

ket operations by the Emergency Home Finance 
Act of 1970. However, it did not begin actual op
erations until February 14, 1972. At the end of 
April 1973, F N M A  held $133 million of conven
tional mortgages and its rate of activity has in
creased substantially in 1973 over 1972.

IX

UNIFORM RESERVES

Q. Is it true that the President’s recommenda
tions do not call for uniform reserves on all third- 
party or transaction accounts such as checking 
accounts or N.O.W. accounts ?
A. Yes. Under the President’s recommendations 

only members of the Federal Reserve and F H L B B  
systems will be subject to federally-set reserves 
on their transaction accounts. Membership in those 
two systems will remain optional for state char
tered institutions. State non-member institutions 
will continue to have their reserves set by the indi
vidual states.
Q. W h y  do the President’s recommendations 

exclude the request for uniform reserves?
A. The question of uniform reserves has been

discussed at great length over the years, by formal 
commissions and congressional committees. Al
though not critical at this point, should the lack 
of uniform reserves impede the implementation of 
monetary policy, the question must rightfully be 
opened.
Q. What has been the practical effect of volun

tary F R  system membership for state chartered 
banks ?
A. Voluntary Federal affiliation has been healthy 

for the system and spurred creative regulations,! 

At the moment, about 40 percent of all commercial) 

banks holding about 80 percent of all com

mercial bank demand deposits belong to the Fed

eral Reserve system. Most newly chartered banks1 

obtain state charters but few of them elect to be

come members of the Federal Reserve system. Of 
the 509 state chartered banks opened for business | 

between end-1969 and end-1972, only 30  joined the 

Federal Reserve system. Small banks used the cor

respondent banking services of large banks and! 

most large banks belong to the Federal Reserve 
system.
Q. W h y  is it important to have uniform 

reserves ?
A. The F R B  maintains that uniform reserves 

are essential for the efficient conduct of monetary 
policy.
The reasoning underlying that argument seems 

to fall into two parts. First, the fact that all banks 
are not subject to uniform reserves limits the effec
tiveness of changes in required reserves as an in
strument of monetary management. Second, there 
is the fact that demand deposits in non-member 
banks do not respond directly to other techniques 
such as open market operations.
As a result of those two factors some contend 

that member banks bear a heavier burden during 
periods of credit restraint than do non-m em ber 
banks.
Q. What has been the practical effect of the 

existence of non-member banks on the conduct of 
monetary policy ?
A. There is no easy way to answer that ques

tion. However, as of June 1973 non-member banks 
held about 22 percent of all commercial bank de-
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Lsits and about the same amount of demand de
posits o f individuals, partnerships, and corpora
tions (IPC deposits).
I Some argue that under existing conditions non
inember b a n k  deposits need not affect the efficiency 
Lf m onetary management. So long as the demand 
¡for deposit reserves by those banks is stable and 
predictable and so long as the F E B  can control the 
bpply o f those reserves the efficiency of monetary 
Management should not suffer.

However, over the longer run, changing circum
stances may warrant a reexamination of this issue.
Q. Since the absence of uniform reserves has 

preserved the dual banking system, what advan
tages have accrued to the American public?
A. Generally, it has permitted an element of 

competition among supervisory authorities which 
¡has been conducive to innovation and experimen

tation by financial institutions. It has restrained 
supervisory authorities from over-zealously pro
tecting existing firms by restricting entry.
Non-member bank deposits need not affect the 

type experiments on such issues as capital ade
quacy, capital debentures, and the extension of 
ancillary services such as data processing services, 
insurance services, messenger services and the like.
State law and federal law are not the same on 

those issues and thus some banks have more free
dom on the issues than others. They have used that 
freedom to experiment. And supervisors have 
learned from those experiments. In some cases the 
freedoms have been extended to those who had 
not previously enjoyed them.
If preserved, the dual banking system can con

tinue to serve the public interest and keep the 
federal system alert.
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E F F E C T S  O N  H O U S IN G  O F  C H A N G E S  IN  F IN A N C IA L  S T R U C T U R E

The effect on housing of the recommended 
ianges in financial structure can usefully be ex- 
Lined in two parts. F irst, the overall effect of 
11 the changes except the tax changes can be esti- 
ated. Then the tax recommendations can be 
faluated. Since the mortgage interest tax credit 

|(jan in principle be set at any level, it can be estab- 
id in such a way as to ensure that the overall 

Inpact on housing is not adverse.
However, the overall impact o f the nontax rec- 

mmendations together is not likely to be adverse, 
lor that reason, the mortgage tax credit can be 
lablished on the basis of subsidies lost when ex- 
ping tax treatments are changed, 
j Important to the issue concerning the effects of 
fie Administration recommendations on housing 

what effect, i f  any, the specialized system of 
iortgage finance has had on housing in the United  
jtates. Yet, as the Interagency Task Force Study  
b Housing chaired by the Council of Economic 
Idvisers makes clear, it is important to realize 

this is not the only consideration. There are 
fro important central issues here. The first is what 

, if any, the recommendations will have on 
supply of mortgage credit. The second is what 

a change in mortgage credit will have on 
pusing. Even if  the recommendations would de
fease the supply of mortgage credit, as seems un
ply, it does not follow that anything like a 

r̂esponding effect must be transmitted to hous- 
p  The last point is not widely understood and 

I nerits elaboration.
As a matter of definition, a mortgage is secured 

| an existing (or potentially existing) house, but 
i creation of a new mortgage does not imply 

new construction will necessarily take place. 
j°r does the construction of a new house in all 
[ses squire a mortgage.
First of all, “ mortgage money’’ is widely used to 

Nnce existing housing in addition to newly con
ducted housing. Indeed, a homeowner may mort- 

' his house in order to pay for his children’s 
^  expenses, or to finance the expansion of 
usmess. A  larger mortgage may be sought to

enable the home buyer to purchase furniture.* A  
fam ily may choose a larger or a smaller mortgage, 
depending on its savings and other sources of po
tential borrowing. In  general, mortgage credit 
(like any other kind of credit) is “ fungible.” That 
is, it can be used for any purpose the borrower 
chooses.**

Moreover, a mortgage is only one among a vari
ety of sources of funds available to the borrower, 
whether he seeks money to acquire a house or for 
any other purpose.*** A  fam ily which owns its 
home outright may finance a new house simply by 
selling the old one. W hen outside financing is 
chosen, it can come either from a mortgage or from  
several other sources.

Furthermore, the financing o f new housing in
volves not only homeowners but many other cate
gories o f investors. The following is a partial list 
o f the types of financing which play a role in the 
production o f housing:

(i) equity investment 
— the accumulated savings of homeowners;
— equity for the development and construction

of large housing projects, and 
— equity investments in apartment houses.* In 1971, 35.1 percent of new S&L mortgage loans were classified as for purposes other than housing. Only 17.3 percent were classified as for the purpose of home construction.** A typical household has a variety of outstanding liabilities (a mortgage, an auto loan, unsecured borrowing, credit card debt, and so on) which have been used to finance its assets. Fundamentally, there is no way to tell which specific asset is financed by which specific liability even though (in certain cases) one can specify which asset is used as collateral to back a specific loan.*** The technical question is the size of the cross- elasticity of demand between mortgage borrowing and other forms of financing (such as the use of accumulated savings) for the purpose of residential construction. If this elasticity is very high, then, at the margin, funds from other sources are close substitutes for mortgage funds, and the demand for housing is determined independently of the supply of funds.
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(ii) construction financing
— short-term debt money for developers and 

builders during the development and construc
tion phases of housing.
(iii) other debt financing

— long-term mortgage funds for consumers;
—long-term mortgage funds for investors for 

the purpose o f buying and renting housing 
units, and

— short-term loans for consumers and inves
tors for repair and rehabilitation of housing. 

These other sources of financing can (and some
times do) act as substitutes for mortgage credit. 
In  sum, mortgage credit and housing finance are 
not identical: the former is only one constituent of 
the latter.

Frequently, however, the distinction between 
them has been blurred. The popular view, which is 
held by many mortgage practitioners and home 
builders, as well as by some economists, regards 
the rate o f housing production to be a captive of 
the amount of mortgage funds available— in both 
the short and long run. This view, which may be 
called the “ bottleneck”  hypothesis, is held so wide
ly  and firmly that few writers, at least until re
cently, have felt that it is open to question.* 

Proponents of this view believe that specialized 
financial institutions provide additional funds for 
some borrowers to which they would not otherwise 
have access. They argue that savings and loan as
sociations and mutual savings banks have pro
duced higher mortgage flows and lower mortgage 
rates than would otherwise occur because they are 
forced to invest in mortgages. Thus, they contend 
that i f  the financial institutions which funnel 
funds to the mortgage markets are allowed to re
duce their specialization because of the adminis
tration’s recommendations, the flow o f money for 
mortgages will be reduced and mortgage interest 
rates will rise.**♦A paper by Arcelus and Meltzer contains a critique of the “bottleneck” hypothesis and some empirical evidence against it. See Francisco Arcelus and Allan Meltzer, “The Markets for Housing and for Housing Services,” forthcoming in Journal of Money, Credit a n d  Banicing. Criticisms of the popular view began to appear in the literature many years ago, but have been largely ignored by the dominant school of thought. Other critics include Brunner, Hester, Jacobs, Mayer, and more recently Geisel and Jaffee.♦♦This argument would, of course, apply to only one part of the recommendations, i.e., that part pertaining to the investment powers of savings institutions. As de-

I f  this “long-run bottleneck” view is correct! 
then policy measures which subsidize or support 
the mortgage market (holding general credit con 
ditions constant) will also increase the rate oj 
housing production in the long run. Measure! 
which support the mortgage as such will be effecj 
tive without subsidizing housing directly.

Proponents o f this view have supported thei 
case by noting that mortgage flows and housing 
move together in the short run. Actually, severa 
different interpretations of this numerical relaj 
tionship are possible, including :

(a) the rate of housing construction is influ 
enced by the supply of mortgage credit;

(b) the demand for mortgage credit is influj 
enced by the rate of housing construction ;

(c) mortgage credit flows and the rate oj 
housing construction are influenced simultané 
ously by outside variables.

Although the first of these views is the popula 
one, it is the third which follows most naturalh 
from received economic theory. According to thii 
view, the mortgage and housing markets ar 
stimulated or contracted simultaneously by out 
side influences— in the short run notably by fluctu 
ations in general credit conditions.

The reasons are straightforward and combin 
two effects. First, when market interest rates riŝ  
households defer long-term borrowing and pul 
chases of long-lived assets, such as housing. Set 
ond, higher open market rates induce the public 1  
move out of deposits at thrift institutions inti 
marketable securities since these institutions call 
not increase their interest rates on deposits by 1 
much as the rise in open market rates. When til 
latter fall, funds shift back to institutions. I  

Thus, high interest rates (i) reduce housia 
production by decreasing the demand, and (ijj 
reduce mortgage flows by channeling savings aw* 
from the financial institutions that are legally rl 
quired to invest heavily in mortgages. S uch! 
mechanism would explain why the mortgage ail 
housing markets have often moved closely togethl 
in the past. This view places little stress on t l  
structure of financial institutions as a déterminai 
of long-run mortgage flows, housing producticl 
and mortgage interest rates.scribed subsequently other changes proposed for the s  ̂ings institutions would provide them with the poten I attract more funds.
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Credit can and does flow to ultimate users via a 
number of routes. A  dollar flows to where it can 
earn the best return, given risk, term to maturity, 
tax status, and so on. Thus, no one type of borrow
ing group can enjoy special rates, independent of 
such attributes, that arise from institutional con
straints. Sim ilarly, specialized institutions do not 
provide increased access to capital for special pur
poses such as housing.

This view says that a savings and loan associa
tion, for example, must be able to compete with 
other investment opportunities i f  it is to attract 
savings from the consumer. I f  the operation of 
S&Ls increased the aggregate flow of mortgage 
funds and lowered mortgage rates below rates of 
return in the other sectors of the financial mar
kets, S&Ls would be in a weak position to com
pete for deposits and capital. A t  the same time, 
there are other types of financial institutions which 
provide funds to mortgage borrowers. I f  S& Ls  
increased their investment in mortgages, mortgage 
yields would fall, inducing other suppliers of cred
it to reduce their mortgage investments.

This approach implies that changes in the sup
ply of mortgage funds, holding general credit 
conditions constant, will not materially affect 
housing construction. In  this case, indirect policy 
measures such as the government purchase of 
mortgages will not succeed in stimulating housing 
m the long run because government lending simply 
displaces other lenders. In  the short run (up to 
a year), a stronger case can be made that govern
ment purchases of mortgages will have a positive 
impact on the mortgage and housing markets, and 
this fact should not be lost sight of.

It is difficult to design and conduct a definitive 
empirical test of whether housing demand is more 
responsive to mortgage flows or interest rates. The 
best available work found by the housing study 
group supports the interest rate hypothesis. I t  is 
also very significant that a number of European 
countries have experienced the same type of be
havior of mortgage flows, housing production and 
interest rates. This has occurred despite wide 
variety in the institutional structure by which 
housing is financed. Accordingly, the Task Force  
leaned toward the view that the financial effects 
°n housing production operate primarily through 
general credit conditions and not through the 
specific characteristics of the mortgage market. 
Housing production is also presumably affected

by economic variables specific to the housing in
dustry itself. The Task Force accepted that credit 
rationing may occur in the very short run, but was 
persuaded that over any significant period of time 
it is the general level of interest rates, rather than 
the flow of mortgage credit, which acts as the 
rationing instrument for housing and other 
durable assets.

There remains the question of how the Adm in
istration’s recommendations will affect the flow of 
funds into the mortgage market. This is still a rele
vant question for two reasons. First, nearly all 
economists agree that in the short run (about a 
year or less) changes in the availability and flows 
o f mortgage credit importantly influence housing 
production. Second, it is of interest to note how 
the housing stock will be financed in the future. 
The impacts can be separated into cyclical and 
long-range.

I t  is hard to imagine how these recommenda
tions could increase the cyclical variability of 
housing compared with recent years. The Task 
Force believes they will decrease it substantially 
by decreasing short-run disruptions of mortgage 
flows. This will result from two important sets of 
changes. First, traditional mortgage lenders will 
have their cyclical viability strengthened by 
broadened powers to hold assets and issue liabili
ties. Second, mortgages themselves will be made 
more attractive to nontraditional lenders as a re
sult of the mortgage interest tax credit and im
provements in the secondary market for mort- 
gages.

Asset restrictions on thrift institutions and the 
poor development of a secondary market have 
made it very difficult for thrifts to weather periods 
of credit restraint for these reasons :

1: The absence of a secondary market in mort
gages means that the institutions may not be able 
to sell their mortgages even with the appropriate 
capital loss, in order to meet the outflow of de
posits.

2. The long-term maturity of mortgages and the 
resulting low rate of repayment and turnover im
plies that considerable time may be required be
fore savings institutions can adapt to higher or 
rising interest rates.

3. The legal prohibitions on investment alterna
tives and portfolio composition that are placed on 
savings institutions lim it the pool of alternative
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assets that they could otherwise sell as an aid in 
their adjustment problem.

F o r all of those reasons, the ability of institu
tions to withstand loss of deposits is hampered 
by enforced specialization o f investments. I f  their 
assets were diversified, savings institutions would 
be able to retain deposits more easily, and thus 
would not have to restrict new lending so severely. 
Consequently, the relaxation of portfolio restric
tions is expected to help stabilize the short-run 
cycles in mortgage financing of residential 
building.

Liability restrictions have similarly made it 
hard for thrift institutions to maintain their mort
gage lending when rates rise :

1. Interest rate ceilings limit their ability to 
compete with securities markets for funds.

2. Savings institutions are not entirely free to 
offer new types of deposits and other obligations 
that may increase their flow of funds.

3. They cannot issue demand deposits, which
(a) M ay have the advantage of being less 

interest sensitive than savings deposits; and
(b) W ill allow them to provide to the cus

tomer services which he formerly had to obtain 
from a commercial bank.
A gain , relaxation of these restrictions will help 

stabilize the capacity of institutions to provide 
housing finance in times of tight money. H ow 
ever, while deposit rate freedom should assist 
thrift institutions to maintain mortgage flows, it 
will not necessarily reduce the cyclical instability 
o f housing construction. Given relatively elastic 
housing demand, a significant increase in the in
terest rates would still imply a significant con
traction of residential construction.

Removal of state usury laws and Federal ceil
ings on insured mortgages should help mortgages 
attract funds. Use of variable rate mortgages may 
also do this and may help institutions raise their 
deposit rates to retain funds when market rates 
rise. The Task Force is not convinced that varia
ble rate mortgages will be as beneficial as their 
proponents assert, but sees no reason to impede 
their use in the private market.

A ll  these changes will stabilize the flow o f funds 
into the mortgage market during periods of high  
interest rates. Accordingly, they will help elimi
nate pressures on the housing market caused in 
the past by the virtual withdrawal o f th rift insti
tutions from mortgage lending at these times due

to their own precarious positions. Housing pro
duction will not be made constant over the cycle, 
nor should it be, since the demand of housing is 
highly sensitive to interest costs.

The long-run prospects for funds flowing into 
mortgages are harder to evaluate. The relevant 
changes recommended are: (1) relaxed restric
tions in investment powers, (2) broadened powers 
to offer financial services, (3) relaxed restrictions 
on borrowing powers, (4) equal tax treatment, 
and (5) removal of obstacles to mortgage lend
ing. Changes (2), (3), (4), and (5) should help 
mortgage and housing markets, while (1) tends 
to remove funds from the mortgage market.

Relaxed Restrictions on Investment Powers

The potential mortgage market impact of the 
proposals expanding lending powers is not simple 
to analyze.* A t  first blush, the ability of thrift 
institutions to invest in assets other than mort
gages implies that mortgage flows would be lower. 
There are important qualifications to this view, 
however. B y  investing some of their money in 
nonmortgage assets, savings institutions will earn 
a higher rate of return and thus be able to offer 
higher deposit rates. A s  a consequence, savings 
flows could be higher. In  addition, allowing sav
ings institutions the opportunity to provide con
sumer loans will enable them to compete more ef
fectively for consumer savings. When other fac
tors are equal, convenience and familiarity lead 
people to borrow and to lend with the same insti
tution. Thus, while competitive responses from 
commercial banks should not be excluded, one ef
fect of allowing savings institutions to offer con
sumer loans could be larger savings flows to these 
institutions in the long run. To the extent that 
there is a greater flow of savings arising from 
both of these effects, the mortgage and housing 
markets will benefit.

Broadened Powers To Offer Financial Services

I t  is proposed that savings institutions b e  al
lowed to extend their service functions to con
sumers. The most important function would be 
the third-party payment services (primarily t e 
issue of demand deposits). I f  savings institutions*See Dwight Jaffee, “The Entry of Savings Institu tions into the Consumer Loan Market,” Princeton nl versity, February 1972.
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could do so, their competitive position vis-a-vis 
other financial institutions, primarily banks, 
would be improved substantially. Savings insti
tutions would be better able to compete for the 
funds of those savers who prefer one-stop bank
ing. As a consequence of this recommendation, 
savings institutions will thus be in a better posi
tion to provide more funds to housing. A t  the 
same time, when commercial banks are faced with 
demand deposit competition, they will need to be 
more responsive in meeting consumer mortgage 
demands. In  the past, a bank could send a con
sumer to a savings bank when a mortgage was 
needed and be relatively confident that that con
sumer’s other business would remain with the 
bank.

Relaxed Restrictions on Borrowing Powers

Insofar as deposit rate ceilings faced by com
mercial banks are more severely constraining than 
those of savings institutions, their elimination 
would enable commercial banks to compete more 
vigorously for deposits. I f  deposits were drawn 
away from savings institutions, the net effect on 
aggregate mortgage flows would be negative. This 
effect could be blunted, however, by higher overall 
deposit flows to depository institutions induced by 
higher deposit rates. This would mean that funds 
were being bid away from other segments of the 
financial markets or that aggregate saving in the 
economy was increasing.

Equal Tax Treatment

The Task Force recommends two basic tax  
principles which, i f  jointly put into law, could 
have a positive impact on mortgage flows. First, 
Congress should enact a uniform tax formula for 
all depository institutions. Second, a mortgage in
terest tax credit should be allowed on mortgage 
investments. This credit would be based on gross 
interest income from residential mortgages. The 
credit would be allowed to all investors in such 
i°ans, and not solely financial institutions. Such a 
credit could completely replace the hidden tax  
subsidy implicit in the tax laws which allow sav- 
lngs and loan associations tax advantages. O f  
course, the impact of these tax proposals on the 
mortgage market will depend on how the tax laws 
are Written and the size of the mortgage invest
ment tax credit.

M utual savings banks and savings and loan as
sociations currently enjoy a tax advantage because 
their bad debt reserve deduction on qualifying  
real property loans exceeds actual default experi
ence. The deduction allowed is dependent on an 
organization having a stipulated percentage of its 
total assets invested in a prescribed list o f assets, 
the most important of which is mortgages. Thus, 
current tax laws for these savings institutions pro
vide an incentive for investments in mortgages 
and supposedly an incentive for investment in 
housing. The mortgage investment incentive is 
limited, however, since it is not available to other 
types of institutions.

One approach in implementing a uniform tax  
structure for all depository financial institutions 
would be to base the bad debt reserve on actual 
default experience. This is currently the direction 
in which commercial bank taxation is moving. I f  
this route were followed, and there were no off
setting tax credit on mortgage investments, mort
gage flows from these institutions could decline. 
However, any such decline could be offset by im
plementing the mortgage tax credit proposal, 
which would act as a subsidy to mortgage flows.

Removal of Obstacles to Mortgage Lending

The H u n t Commission also proposed a number 
of ways in which the mortgage market could be 
made a more flexible instrument for financing 
housing. Since some of these require state action, 
while others simply exhort existing institutions to 
continue and expand what they are already doing, 
these recommendations -were not included in the 
Task Force’s overall judgment about the impact of 
the recommendations on mortgage flows.

The question here is how all these effects add up. 
The answer to this question will come primarily 
from judgment, but there is some empirical evi
dence which can contribute to judgment. Under a 
contract to the Department of Housing and Urban  
Development, two Princeton University econo
mists, Professors R ay C . F a ir  and D w ight M . 
Jaffee, have prepared a report which attacks the 
problem directly. U sing the Federal Reserve-M IT- 
Penn Model of the economy, the authors ran a 
number of tests simulating the impact of the 
recommendations during the 1960s. The authors 
summarized the results of their tests as follows:

“ Our results indicate that the housing mar
ket would probably, on net, gain under the
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H un t Report, while the mortgage stock may 
gain or lose depending on the specific assump
tions. In  any case, the magnitudes involved 
are small relative to the current outstanding 
stocks of these assets.” *

*Ray Fair and Dwight Jaffee, “An Empirical Study of the Implications of the Hunt Commission Report for the Mortgage and Housing Markets,” HUD contract H1781, April 1972, second page of Abstract.

To date, the Jaffee-Fair study has been the only 
direct empirical analysis of the recommendations, 
although there is a large empirical literature on 
the mortgage and housing markets. Other studies, 
using different econometric techniques, would be 
desirable. The interagency study group finds that 
the impact of the H u n t Commission proposals on 
the long-range flow of mortgage credit cannot be 
determined with any degree of precision, but may 
well be approximately neutral.

34



D E P A R T M E N T  O F  T H E  T R E A S U R Y
G eorge P. S h u l t z  
Secretary o f the Treasury

J oseph  A . L o ft us , Special Assistant to the Secretary (Public Affairs) 
15th and Pennsylvania Avenues, N .W .
Washington, D .C . 20220

U .S. R E G U L A T O R Y  A G E N C I E S  F O R  F IN A N C IA L  IN S T IT U T IO N S

FEDERAL RESERVE BOARD

A r th u r  F . B u r n s , Chairman

Joseph R . Coyne
Assistant for Public Affairs
20th Street & Constitution A ve., N .W .
W ashington, D .C . 20551 
Tel. 737-1100, ext. 206

FEDERAL DEPOSIT INSURANCE CORPORATION
F r a n k  W il l e , Chairmam,

Mrs. Harriett Scholl, Public Information Officer 
550-l7th Street, N .W .
W ashington, D .C . 20429 
Tel. 389-4221

OFFICE OF COMPTROLLER OF THE CURRENCY

J a m e s  E .  S m it h , Comptroller
W illiam  B . Foster, J r . ,  Special Assistant for Pub

lic Affairs
Treasury Department, 15th & Pennsylvania A ve.,

N .W ., D .C . 20220 
Tel. W O  4-2186

FEDERAL HOME LOAN BANK BOARD

T h o m a s  R . B om ar , Chairman

Jo e  R . Reppert, Director, Office of Communi
cations

101 Indiana A v e., N .W ., W ashington, D .C . 20552 
Tel. 386-5724

NATIONAL CREDIT UNION ADMINISTRATION 

H e r m a n  N ic k e r s o n , J r ., Administrator

Miss Elizabeth Fielding  
Assistant Administrator for Public Affairs  
2025 M  Street, N .W ., W ashington, D .C . 20456 
Tel. 254-9823 U .S . GOVERNMENT PRINTING OFFICE. 1973 0 -5 1 7 -3 4 9



Departm ent of the Treasury 
Washington, D.C. 20220

Official Business 

Penalty for Private Use, $300

Postage and Fees Paid 
Departm ent of the Treasury 

TREAS-551



FOR IMMEDIATE RELEASE August 3, 1973

SENATOR CASE GIFTS U.S. TREASURY 
WITH SURPLUS CAMPAIGN FUNDS

Washington, D.C. -- Secretary of the Treasury George P. Shultz 
today announced acceptance, in behalf of the Treasury, of 
surplus campaign funds from Senator Clifford P. Case of 
New Jersey, as a gift to the United States of America.

Acknowledging receipt of a check for $18,203.74 from 
the Committee for Senator Case to be deposited in the 
general fund of the U.S. Treasury, the Treasury Department’s 
General Counsel, Edward C. Sehmults stated:

’’This generous donation is a tribute not only to 
Senator Case, but also to the members of the Committee, 
including former Secretary of the Treasury, C. Douglas 
Dillon.”

Upon offering the gift of unspent campaign funds 
in behalf of Senator Case, the attorneys for the Committee wrote to Secretary Shultz in part:

’’The motivation for this payment arises primarily 
from the fact that contributions were received by the 
Committee from people in all walks of life and of all 
political faiths around the country who wished to support 
the Senator in his bid for reelection. It is felt, 
therefore, that the unexpended balance of the funds 
collected in his behalf should be used for the benefit 
of the people of this country generally, rather than 
Republicans and the State of New Jersey only.”

There is no Federal law or regulations that would tax 
or forbid acceptance of this type of gift. That includes 
the Federal Elections Campaign Act of 1971. As a gift 
to the United States, the donation qualifies as a 
charitable contribution under both the Federal income 
tax and gift tax laws. Additionally, the donation has 
no New Jersey tax consequences and does not violate
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the New Jersey election laws.
The Committee for Senator Case raised a total of 

$159,574.39 and expended $141,370.65 during 1971 and 
1972 to finance the reelection campaign in 1972. The 
gift from the Committee of the surplus campaign funds 
will be available for general expenses of the United 
States Government as directed by the Congress in 
appropriation laws.

The Committee of six members, in addition to 
Mr. Dillon, included The Honorable Millicent H. 
Femlrick, and Messrs. Leslie L. Blau, Charles Brower, 
J. Gardner Crowell, and Reeve Schley, Jr.
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Department of th e T R E A S U R Y
« T O N .  D C. 20220 T E L E P H O N E  W04-2041

FOR IMMEDIATE RELEASE August 6, 1973

UNITED STATES AND ROMANIA TO DISCUSS 
INCOME TAX TREATY

The Treasury Department announced today that 
representatives of the United States and the Socialist 
Republic of Romania will meet in Bucharest during October 
for discussions of a proposed income tax treaty between the 
two countries.

The proposed treaty is expected to cover such issues 
as the tax treatment of joint ventures and other business 
activities in one country by a firm of the other country, 
and of individuals from one country temporarily present 
in the other country for business, educational and 
cultural purposes. The taxation of dividends, interest 
and royalty remittances will also be considered.

Persons wishing to offer comments or suggestions on 
matters relating to the discussions are requested to 
submit their views in writing by September 15, 1973, to 
Mr. Frederic Hickman, Assistant Secretary for Tax Policy, 
U.S. Treasury, Washington, D.C. 20220.
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4435 WISCONSIN AVE. N.W.. WASHINGTON, D. C. 20016, 244-3540

U. S. TREASURY DEPAR*
p r o g r a m  Iss yos &  A0S t?l€SIPS S T A T I O N  HI1AL 1 V
L a t e  August 5, 1973 1 ; 30 PM c i t y  Washington, D.C.

FULL TEXTANNOUCER: G&orge P. Shultz,  Secretary of the Treasury, here are the Issues»DAVID SCHGUMACHER: Should beef price controls be l i f t e d  before September 12th?HERBERT KAPLQW: Are we headed for a recession?SCHGUMACKER: What 1s Watergate doing to the economy?ANNOUNCER: From Washington, D .C . ,  the American Broadcasting Company presents the award-winning Interview program Issues & Answers, Secretary of the Treasury George P. Shultz, Assistant to the President, and one of the chief architects ©f Phase IV, will  be Interviewed by ABC News correspondent David Schoumacher and ABC Mews correspondent Herbert Kaplow.KAPLGW: Mr. Secretary, some people have started to express fears about a recession. Are you worried about that?SECRETARY GEORGE P. SHULTZ: Me always must be concerned sbout the pace ©f toe economy, but I don’ t see any evidence that a recession Is looming ahead ©f us.KAPLQW: What d© these Increased interest rates mean?SECRETARY SHULTZ: Well, they mean that there is an extraordinary economic boom going on In the United States ,  and the counterpart ot that Is a great demand for credit on the part of business and consumers, and t h a t ’ s what’ s bidding up the Interest rates.SCHGUMACHER: One of the factors that pointed to was the high Interest rates,  by AFL'-CIO President George said these high Interest rates are going to dry up housing construction and that that will Inevitably Impact on the rest of
@  ¡5 r» e \ m  »»..  js i ¡wig * . f-

¿y§tMean

*oy] d •©nomy* and before the end of 1974 there’ l l  be a recess lor? you agree with that?



SECRETARY SHULTZ: Well , the e ffo rt  to control the budget and to control the rate of expansion in our money supply9 which results 1n higher Interest rates , Is an e ffo rt  to cool o f f  the economy, 1 n the sens© that I t  has been rising In the fourth quarter of last year, In the f i r s t  quarter of this year, at a rate that can't be sustained. Our economy tends to grow at a roughly 4%9 or a l i t t l e  better,  rat® of real growth. That's what we can do, and we have been rising at a rate over 88. So we have to get back 
iom to that 4% rate* and you get there by tightening up on the 
f l o w  of demand for goods and services.SCHOUNACHER: Hr. Schiilis , don't misunderstand the questlor but would you really t e l l  us there was going to be a recession If you thought there was going to be one? By that I mean, don't all administration economists have to- give us a balanced look?SECRETARY SHULTZ: y e l l ,  I think you have to start  with a proposition that any administration, certainly this administration, does not want a recession. Me want to have policies that will §iv® ys a growing economy with reasonably stable prices. That's the objective that we have and that any administration would have.And we think that the policies that we have are the best designed to get us there. Me think we are on the track of supporting an expanding economy, but not a wildly expanding economy, and we have policies that are designed to avoid fa l l in g  into a recession.SCHOUMACHER: But what I mean 1s there is some professional thñt attaches itself to economic forecasts«, and yet p o l i t i c a l l y ,  you have a responsibility to say that things are going to get better,  or they're m t  going to get that bad.SECRETARY SHULTZ: Mali, I f  I f e l t  d l f f  to say so, but more Important than that . rentl1 wouldbest to help construct economic policies that would avoid 11poll cl as

1 wouldn't doing-------- Are you s a t is f ie d  with the present Federal Reservssofar as the monetary supply is concerned?SECRETARY SHULTZ: Well, l think the record shows :"e money supply has been Increasing, particularly In the i H  j?® @r four monthss at a rate higher than the Federal Reserve's P°nc1es suggest they want, so they are struggling to gat better 
JRtrol of the money supply. So I am in accord with the policy mo l!*?n*s * an<*, ss you know, they publish those with about a thre j lap, so you can Took back and see what they were trying to c:j aJd I think we have some appreciation of the d i f f i c u l t i e s  of , rylng those policies forward, but the policy of restraint on s well as on the budoet side« rlaht now, we think

that
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3being cooled at an optimum pace.SECRETARY SHULTZ: As best i t  can be don®. Now, this is a gigantic economy, very diverse, with all  sorts of things going on. Government policy 1s Important and we're trying to contribute to orderly» sustainable eeorsomlc growth, and whether we are ju st  exactly right or not 1s very hard to say, but as best vie can, we're trying t© operate that kind of a policy ,  certainly .fCARIQM: Well, le t 's  look at the related matter, the direct problem of In f la t io n .  You have come out against a tax increase as a means of trying to curb in f la t io n .  There are some prominent economists who feel that maybe a tax restraint at this moment might be helpful 1n curbing In f la t io n .SECRETARY SHULTZ: H ell ,  what I think there Is general agreement on - -  1 don't say everybody agrees with this - -  but the President’ s policy /is, and I agree with i t ,  that what we need right now is a balanced budget. And we believe that we can get that balanced budget by controlling outlays and keeping those outlays within the revenues that the present tax system will  produce.And so, In order to attain the f isca l  policy we want, we don't need a tax Increase, What we need 1s discipline on federal spending, and we see every prospect that that discipline can be exercised. ̂ SCHOUMACHER: While you feel that you're at that sortof knife-edge ©f a finely balanced program, there’s been a good d@a] of criticism  recently from .. .SECRETARY SHULTZ: Could 1 just  interrupt you a second?SCHOUNACHER: Certalnly .SECRETARY SHULTZ: I don't think that this sort of knife- sage image 1s really the appropriate one because I don't think anyone can calculate I t  that f in e ly .  I mean, a knife-edge Implies something that Is really sharp and precisely r ig h t ,  and/as I said 8 minute ago, 1 think you hope to be broadly r igh t ,  and you can’ t os quite that precis© about i t .SCHOUNACHER: H e ll ,  the AFL-CIO Executive Council said decently y o u  weren't even broadly r ight ,  that you ware doing suchj®b that the country had lost  confidence in the administration Ss ability to handle the economy. Do you see signs,  especially from e»ne stock market, that that may be true?



problem to obscure the fact that there are many extremely good things about' the economy. Me have about three million more jobs than we had at this time last  year. We have rising per capita real Income In the economy. We have rising production. We have a lot ©f investment 1n new plant and equipment* which 1s a sign of confidence In the future, and so on. $© there are many good things about this economy.&APL0M: Hr. Secretary,* on the matter of real income increasing over a long haul, which you folks maintain is so. I believe Senator Proxml re says that's  not so. I don't think X! m misquoting him.SECRETARY SHULTZ: There are various figures that you can gat up, one of which shows that what 1s called real spendable earnings of production workers, which didn't rise at a il  from about 1965 to 1970, then rose sharply until early 1973, has stabilized and fallen a l i t t l e  since then as a result o f ,  f i r s t ,  a large Increase in Social Security taxes and, of course, the rate of In f la t io n .That's one measure.KAPLOH: How, many people f i t  Into that category?SECRETARY SHULTZ: A broader measure - -  a broad measure, the broadest measure we have, 1s to take a l l  personal Income and divide I t  Into our population, and you get a par capita personal Income figure. That has been rising and f t  has been rising at about, 1n the most recent year, about a 3% rate.&AP10H: Could that not conceivably mean that some very wealthy people are doing a lot better ,  and meanwhile, the average guy Isn't? SECRETARY SHULTZ: I t  could, but b a s ic a l ly ,  i t  doesn't.I think probably the most powerful thing i t  represents is this figure 1 mentioned e a r l ie r ,  namely, that there are three million no re people working this year than last  year, and they are getting3CH0UMACHER: But Hr. Shultz, you're certainly aware ©f the grumbling of a good number of people, the individual citizen says, ” 1 can't  get meat, and I f  I could get I t ,  I can't  afford H .  My cost ©f l iv ing 1s skyrocketing. I'm not making any more loney this y e a r .”SECRETARY SHULTZ: I'm certainly aware - -  I'm aware of it because my wife points i t  out to me all  the time.SCHOUHACHER: H e ll ,  given this sort of a landscape, how would you 11k© to be a Republican congressman up for reelection



acknowledge the problem end to be working to try to solve the problem» as m  are» but at the same time» and I don't think this is just  a matter of polit ics»  but i t ' s  a matter of perspective* for everyone to see the good things that we have about the economy. And in terms ©f policy» not to get so uptight about the problem of Inflation that we do things» that 1$» wa pile on a big heavy tax Increase and extraordinarily t ight money and so on» that would create a recession, We don't want to do that.  We want to keep our perspective» and that's what we're trying to do in the administration.SCHOUNACBER: tie8]] return t© the problem of perspective and more Issues and answers In just  a moment.
KAPLOW: Hr. Secretary» more and more people seein to fe@ calling for an e arlier  end for' the deep freeze than the presently

set» and» as far as 1 know» he hasn't shifted his view on that.Intriguing. Is that rolling back a l i t t l e  b it  from the hard-and- fast, Irrevocable September 12th pledge?SECRETARY SHULTZ: Ho. I t  is just  a recognition of the fast that lots of questions bai*e bean raised- and lots of pressure has been put on. The Senate voted» what» 85-to-4, or something like that» for removing the freeze on beef prices. I think i t  is instructive to note that at least the Democrats 1n the Senate voted unanimously to have a 30-day freeze not long ago» and now they've voted» practically  unanimously» I suppose; I haven't examine that vote» to l i f t  i t .  So I don't know quite what they have in mind. SCHOUMACHER: When you were testify ing  before the Joint hconomlc Committee of Congress» you said you'd certainly like to' know what the Congress f e l t  on this issue. Congress told you fa ir ly  emphatically with that 85-t©~4 vote.
SCBOUHÂCHER: I ' m sorry. The Senate did» yes. What ®®£® evidence san pile  Into the computar before you decide to l i f t

SECRETARY SHULTZ: Hell* last I talked to the President» thaWell» that remains to be seen. Thewas the date that had hemThat »5 remains-to-be-seen-phrase" Is sort of

SECRETARY SHULTZ: The Senate.
SECRETARY SHULTZ: Mell» I think the evidence, of course»



that we have to evaluate 1s evidence about, p a rt icu la rly , any long- tersa e f fe c t  ©n the production of cattle» That's the c r i t ic a l  thing, and so far as I ears determ!na, know at this point, and I don’ t pretend to be an expert on t h i s ,  we do not have any long-term advers effect there. The ca tt le  that are being held o f f  the market today are going to have to come on the market at some point In the future, and there Is n 't  any tendency for the volume of new production, so to speak, of catt le  to decrease any.SCBOUMACHER: Do you accept the catt le  Industry’ s --  the beef Industry's predictions that beef prices will go up as much as 20% on September 12th?SECRETARY SHULTZ: I think that that Is quite on the high side. And, of course, the more they hold back now, the more will come onto the market on September 12th and thereafter,  and that will tend to hold the prices down in the future.RAPLGW: Nr. Secretary, what are the merits and demerits of keeping the freeze on until September 12th?SECRETARY SHULTZ: Well, the merits are9 and the reasonfor doing 1t 1n the f i r s t  pllace i s ,  that we wanted to spread out the Inevitable Increase in the various food areas over a l i t t l e  period of time so I t  didn't all  sort of burst on the consumer at ©net, and so the prices of pork and the prices of poultry and a number of other food products were allowed to Increase at retail  In the sense of passing through the increased cost of the raw agrlcu tura] product. And the price of beef was kept frozen at retail  s© that while some of these prices would go up, there would be one that was frozen. How, w@ knew when wa did that that there would be some holding back of ca tt le  from the market and that there would be an adverse short-term e ffe c t  on supply, not a long-term, but short-term. And the judgment was that In the area of hogs and poultry, that the long-term consequences were serious, and those ceilings should be l i f t e d  immediately. That was the general Idea of I t ,  arid 1 think on the whole that is right .SCHOUNACHER: But as you pursue this September 12th date, don't pork and poultry prices become even Riore aggravated?SECRETARY SHULTZ: They do.SCHOUMACHER: You're talking about a period © That seems to be fa ir ly  arbitrary, that knife-edge. five weeks.WellSECRETARY SHULTZ: so that date becomes a knife-edge you have to pick a data, an1t is a point In t*



?And 1 think you have given the other side of 1t ,  namely, that when you hold down these prices ,  a l l  the demand flows to the other prices and those prises tend to rise more than they otherwise would, and you get some sort of equilibrating force there, and t h a t ’ s kind of the other side of the argument.SCHOUMACHER: getting from your wife, ' t  find beef, ©rIt, You mentioned your What do you do In can you s t i l l  affordfeedback that you were your house today when I t ,  ara you hoarding[Confusion ©f voices]SCHOUMACHER: You can’ t go to the White House any longer to get s i r l o i n ,  apparently.SECRETARY SHULTZ: Well, I ’ l l  t e l l  you, one thing that 
m haven’ t done 1s to f i l l  up our freezer with beef, and I think an awful lo t  of people have done th a t ,  and th a t ’ s one reason why we see some shortages. There’s been a tendency of people to buy more than they need currently, and that has aggravated"the situation But what w@ have done — as you can see, I have probably eaten more than I should in recent months and years --  Is to examine our diet and to see I f  we wouldn’ t a l l  be a l i t t l e  better o f f  I f  we didn’ t eat quite so much of various things and have a l i t t l e  bit more balanced diet .  And I think that wouldn’ t be a bad Idea for lots of people. I know I t ’ s a good Idea for me.SCHOUMACHER: I asked you before about Imagine yourself being a Republican congressman. Isn ’ t this really almost untenable for a polit ic ian  to go before the people next year and say, “ Don.'t eat so much. Eating 1s bad for you«**SECRETARY SHULTZ: Well, I didn’ t propose that they should say that, but I'm just  t e l l in g  you what my viewpoint i s .KAPL0H: Mr. Secretary, I ’ ve asked you this a couple of times today. I ju st  want to make s u r e . . .SECRETARY SHULTZ: I didn’ t say you shouldn’ t eat so ra“ch- I said you should have a balanced diet and that for many J : . us* s l i t t l e  different dietary habit would probably be a aood thing, I know i t  would be for me.&AP10W: With or without meat?SECRETARY SHULTZ: H e ll ,  l expect to continue to eat
l KAPLOWi Again» I'm going to ask you thè question againsecause I don’ t  know whether I'm being hypersensltlve to t h is .  ave you changed your position, the relatively  rigid stand on the



September 12th l i f t i n g  of the beef freeze?SECRETARY SHULTZ: That date stands and that Is the posture that the administration Is In.KAPLOW: Mow» l e t ' s  move Into the broader area of controls. August 12th Is Phase I¥*s Inauguration. Are you geared up for It? SECRETARY SHULTZ: Yes» we are, and we 8 v@ worked very hard to get geared up. As you may know» we put out the regulations that Implement the policy decisions that were made for comment.And those comments were due on July 31st. He had some 671 formal statements, and we've had^a lot of questions and meetings that ®efve held. Those have a l l  been carefully reviewed by the s t a f f  ©f the Cost of Living Council and the Director» and regulations til 11 be Issued tomorrow for the general Industrial area. Regulations will be Issued probably Thursday for petroleum products. Me have reviewed the administrative practices carefully» and we think we have a set of rules that are adnlnfstrabl.e, enforceable» and a system for going about that that is better than anything that we've had before.KAPLOtf: And you claim they're tough.SECRETARY SHULTZ: They're tough» but more than that» they are being organized 1n the admlnistratlve process with the internal Revenue Service and the Cost of Living Council s t a f f  so that I t  will be possible to implement them» I think» more effe ct iv ely  than we've ever been able to d© before.SCHOUMACHER: Secretary Shultz» we'll  pausa there for a moments ®nd return In just  a minute with more Issues and answers.
KAPLOW: Hr. Secretary» has Watergate affected the economy?SECRETARY SHULTZ: Of course i t ' s  affected the economy.J* on people's minds» and I think probably is reflected somewhat behavior of the stock market. But» o v era l l , .  1n terms of the economy» the volume of employment» production, income» as we said earlier» that Is a l l  going forward at a healthy pace. But * ® sure I t  does have a psychological e ffe ct  on people's attitudes.KAPIOM: You have a couple of agencies under the broad covering of the Department of the Treasury -* the Secret Service» internal Revenue Service. They have been mentioned in connection '^tb the whole Watergate.. .SECRETARY SHULTZ: They're both great outf its  and they've
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bath dorse a grast job.
KAPLOW: Wall allegations ruade. Have you would try to write these sub-agendas * in any compromised?

they have been named and 
you been concerned to the ¡ew regulations concerning way* to keep them from

•H-Piers have been extent where these agendas 8 possibly beingSECRETARY SHULTZ : Well we lave bee ng two things.F irste whenever a charge Is made* m  Investigate I t  and we try to find out I f  there-1s anything to I t ,  and, second* of course, have been reviewing our own procedures to he sure that we are conducting our business I n a  proper and f a i r  way and do everything 
m can to learn from any experience that we have. The Internal Revenue Service 1s being looked Into* a ll  the charges, by the Joint House-Sen&ta Committee that works on tax matters» and as soon as they started that Investigation, the President instructed that we be fu l ly  cooperative with that Investigation. Me are being, and our only sense of dissatisfaction with the Investigation Is that I t  I s n ' t  going fast enough. Me'd like to see this matter cleared up* and whatever there Is to be found out, find I t  out.“ «^gatlon Isthink whatthat everyone will  be very Impresng to come out of thatw1 th good way 1n whichInternal Revenu® Service has conducted Its  businessKAPLOM: There 1s no évidence, as far as you know, to stigge&i th-at the Internai Revenue Service oiay hâve been used for tax audits agalnst p o lit !ca l  anémiés?

SECRETARY SHULTZ: There h&v® baen lots of allégations 
of that. It 1s ail belng g©ne infc© ve'ry carefully by this joint

coamjitt.ee. Of course, we are to©. Mherever a i l  of thés® l i s t sail « 4t S G ! I Os thosethat presumably - -  where accusations have been made, income tax returns are being looked at to see, as best one can determine, whether there's anything special about them. All  that 1s being done in this Investigation. And I will  wait until the Investigation is over, but I believe, from what I know of I t ,  that the IRS 1s going to look very good when 1 t es over.SCHOUHACHER: On the Secret Service, do yoy feel that perhaps th® Secret Service was Improperly used when i t  was Instructed to make those tape recordings and bug those phones?SECRETARY SHULTZ: Well, I think a President has a right to arrange his o ff ice  as he wants. I don't think the Secret Service $a§ improperly used In In sta l l in g  the electronic devices there.don1t think the Sseret Service as such s In question in that.



Mr,SCHOUMACHER: 0ver the past year or so» the President ever express to you any Impatience that questions and not getting answers on this whole area iSECRETARY SHULTZ that kind of thing anyway. Wo. He wouldn't talk
Shultz, did he was asking 
if Watergate?
me aboutSCHOUMACHER: Old you — have you ever had discussions «1th him about what the Watergate a f f a i r  was doing» le t 's  say, to the dollar overseas. I mean» have you talked about the Impact with him on this?SECRETARY SHULTZ: I 've  talked with him ones about my views» very quite sometime ago» and particularly emphasizing what seems to me to be the central point» and 1 think the President agrees with th is .  In f a c t .  I'm sure he does. First» le t  the investí gatlon go forward and go forward as rapidly as possible and find whatever there Is and deal with 1t. And, second» and most Important and I think this Is something we just  have to coma to with greater and greater fore® — to concentrate on doing the job that needs is be done In the government» in the country» the things that people are really concerned about» not that they aren't concerned about the Watergate business» but they're concerned about inflation» they're concerned about many things. We have lots of problems» snd le t 's  get on with the business of solving those problems.And that's what I emphasize and what I know the President continually emphasizes to me.

yoy fCAPLQH: Hr. Secretary» on one ©na] In s ta b i l i ty  of the dollar» re going to recommend in that area? f  these problems» the io you have any- new movesSECRETARY SHULTZ: stronger and healthier.  Oui We or less righted i t s e l f  pig deficits  la st  year eacha balance score. in our trade
Well, our position has been getting6 position in 1n the sense quarter» t so we are trade ha«I internationalthat where we were running he most recent quarter» we've getting somewhere on thatKAPLGW: Are you going t© do anything more?h SECRETARY SHULTZ: And the exchange value ©f the dollarnas been rising with respect to the European currencies where I t  I®11- course» i t  i s n ' t  realized that with respect to Japan, ^nada» Britain ,  I t a l y ,  most of the developing countries, whichi09ether account for something like 75% of our trade, the dollar  sain* laSt spr1?199 has m t  deteriorated. I t ' s  remained about theSCHÛUMACHER: And I believe that that would be



II
point at which to end. Thank you very much» 
being our guest today on Issues I Answers.SECRETARY SHULTZ: It's a pleasure

Secretary Shul 

to be here.
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Q. How do you evaluate the results of the C-20 ministerial 
meeting? Do you think the meeting increased the possibility 
of reaching an agreement on principles of monetary reforms 
in Nairobi?
A. The meeting was very constructive in its spirit and tone.
As to its content, there was progress on a nuifiber of points. 
There was exhibited at the meeting a sense of determination 
on the part of the people present to work together to 
try to resolve problems. So I thought, on the whole, it was 
quite an encouraging meeting.

•

Q. Do you think that the timetable to reach an outline 
agreement in Nairobi and final, decision next spring is 
realistic?
A, I think that there is a possibility. I would regard 
the Nairobi meeting as a kind of collection point where the 
results of this present meeting and the meeting of the Deputies 
that will take place shortly, will consolidate. The Nairobi 
meeting will reveal this. I presume we will have a ministerial 
meeting sometime late this fall to try to make further progress. 
We have to do this if we are to agree on basic principles by 
spring. Everyone recognizes that the situation cannot go on 
forever as it is.

Q. Another Ministerial Meeting late this fall before the 
one next spring?
A. What the schedule actually will be I don't know, and I 
don't want to overstructure. We had a meeting here that was 
constructive, and we will have a Deputies Meeting in Paris
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before long at»which Deputies will try to consolidate the 
ground that was gained here. In Nairobi, we will have only 
a day for C-20 on Sunday before the IMF Meeting and that 
isn’t a lot of time. The meeting will be a review of what 
the Deputies will have accomplished to see if'the results 
can be the basis of an agreement. If we are to have a final 
agreement and a full set of principles in the spring as 
Giscard d’Estaing has said, we are certainly going to need 
another meeting of C-20 that is a lot longer than the 
Nairobi meeting. That would be a meeting after Nairobi and 
before the spring meeting, but I don’t want to overdo the 
business of what meetings are scheduled. The question is 
how the work will go and I would rather let the flow of 
work determine the flow of meetings rather than the other 
way around.

Q. How do you evaluate the recent developments in the 
world money markets and their impacts on monetary reform?
In some quarters it has been noted that the United States 
is quite satisfied with the status quo, the system of float 
and is not very motivated to speed up negotiations. Could yo* comment on this?
A. We are not satisfied with the current status of the 
monetary system. We think that floating arrangements are a 
good system to use for the time being, but we think that a 
better understood system is desirable. We, of course, have 
been working hard for a year now. We made an extensive pro
posal at the last IMF Meeting and we have given support to 
these proposals with technical papers in the Committee of 20.
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We have workedthard and consistently for the objective of 
long-term monetary reform. We have done so this week and 
will continue to do so.

Q, What would you think was the real reason for significant 
progress at this meeting?
A, I think the reasons were, first of all, that the ground 
had been well laid and the issues well set up by the Deputies 
so that the discussions could focus on the substantive issues. 
Consequently, we were able to have a meeting without the 
necessity for having a communique. It is amazing the diffi
culties a communique poses with respect to having a good 
discussion in the meeting. Everyone concentrates on the 
communique and the nuances of this word or that word, instead 
of trying to reach a meeting of the minds on the substance*; 
of the issues. So, by not having to worry about writing a 
communique, we were able to spend our time on the issues.
It helped. Beyond that, I think the environment helped, in 
two senses. First, there was no immediate crisis in the 
exchange market, and the floating system was basically handling 
a fairly difficult situation rather well. On the whole, 
there was no immediate crisis that consumed our time as in 
some past meetings. At the same time, there was a sense 
that we can do better than the present situation and that it 
is important to do just that. In other words, there was a 
widespread lack of satisfaction with the existing situation,

i



and this led people to feel that we really ought to try to 
get the reform job done.

Q. Do you think Europeans were fearful of another crisis 
and did this fear help to move negotiations?
A. No. Of course, they have a so-called snake that they
are trying to maintain, and the snake was placed under
pressure by the difficulties that everyone was having in
working out the problem of inflation. There has been a
great dispersion in interest rates among European countries
that caused the exchange rate shift that put pressure on the
snake, but I donft think there was any feeling of crisis.

Q. It seems that a general consensus has been reached to 
eventually demonetize gold and to emphasize the role of SDRs 
as a reserve asset. Is it possible that the sales of offi
cial gold in the private market will be agreed upon in the near future?
A, The question of gold and its role, and the conditions 
under which it can be bought and sold, is related to the 
agreement among central bankers. The subject has come up for 
discussion from time to time as a part of the long-term 
reform. This will certainly be dealt with as part of the 
agreement. Whether or not there will be some action before 
then remains to be seen.

Q. Would these countries agree to do away with the official price of gold?
A. There are varieties of options as to how to handle this 
and you can think of five or six very easily, but there has
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not been any decision on that.

Q. Any specific proposals on this issue?
A. Proposals were made as a part of a set of issues that 
were discussed at the 020 meeting this week.. There is a 
problem of the adjustment mechanism; the problem of discipline; 
the problem of convertibility; and the problem of numeraire,
SDR or gold. Th one way or another, we have to come to an agree
ment on how to handle gold. There were various possibilities 
discussed. I might, say Mr. Aichi got the biggest hand of anybody 
at the meeting when he suggested we think of a better name for SDR.
I think that made an impression on everybody although no one came up with a good name.
Q. Any idea for a new name?
A. No. There are various possibilities but no good name 
came immediately to the fore.

Q. What is the U.S. position on the question of gold?
A. We have taken a position that the role of gold in the
moretary system should diminish and that is what we think the 
objective should be. As to specific ways to attain the ob
jective, we are ready to talk about any of the suggestions.

Q. Some have argued that the system of float has aggravated 
the world inflationary pressure in recent months. What is 
your view on the relationship between inflation and the exchange rate system?
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A. I do not fhink the float has aggravated the inflation 
problem. The float has turned out to be a pretty good device 
for letting the pressures in the System dissipate themselves 
without causing crises. My understanding is, for example, 
that in Japan the float has not caused any particular prob
lems, and on the whole is regarded as a reasonable operation. 
We regard it as such with respect to the yen, looking at it 
from the other side of the yen-dollar problem. So I think 
the problem of inflation is related to the imbalance of 
supply and demand in many basic commodities especially in 
food commodities. All over the world they are rising rapidly 
in price. The fundamental imbalance of supply and demand is 
what is causing the problem. All the economies of the world 
are rising strongly at the same time.

Q. Minister Giscard d'Estaing of France recently implied 
that France would not participate in trade discussions unless 
some visible progress is made on monetary reforms. What is 
the U.S. view on the relationship between trade and monetary 
reform negotiations?
A. We have consistently held the view that trade arrange
ments and monetary arrangements are related to each other.
We had a hard time persuading others. So I welcome the state
ment that there is a relationship between these two matters.
I think that monetary reform in terms of its timetable is 
well ahead of trade reform, at least to the extent that GATT 
negotiations start in Tokyo in September and no one is ex
pecting that they will be completed before two or three years.



However, we have made a lot of headway in monetary reform; 
and certainly by the end of next year we expect to see that 
work essentially completed.

Q. Could we take your statement as the softening of the 
U.S. position to link the two negotiations?
A. The U.S. view has been that trade matters and monetary
matters are related to each other. We had quite an argument
on that. People resisted that idea. You mentioned Mr. Giscard
d’Estaing now insisted that it is so. We welcome that. That
is what we thought all along. What the content of these
negotiations would be remains *to be seen, but we believe that
they are related. As one thinks about IMF and its structure,
somehow or other there should be a way worked out for the IMF
to have stronger ties with the GATT.

Q. Do you still consider surcharge as an instrument to 
sanction surplus countries?
A. We believe there needs to be symmetry in the system of 
adjustment in the exchange rate, in other words, when there 
is an out-of-balance situation, there needs to be symmetry in 
pressures to bring about a balance. I believe that this 
point is well accepted by everyone. The question then arises 
as to how you get symmetry of pressures. A way to get 
pressure on a deficit country is to insist on convertibility, 
but that does not create any pressures on the surplus country. 
So we have suggested various means of doing that. One is the



use of indicators in terms of reserve levels that give some 
strength to the views that the adjustment is necessary.
The possibility, and we have listed this as a last resort 
possibility, of imposing a surcharge on a surplus country 
may be a necessary sanction. We do not think.it is desirable 
but in some situations it would be useful even if it were 
never used. Mr. Giscard dfEstaing suggested another one, 
which I thought was an interesting idea, namely that if a 
country accumulated reserves as a result of surplus, above 
a certain point, then those reserves should carry a negative 
rate of interest. In other words, they would be undesirable 
to hold. And that is a kind of automatic sanction, a little 
bit like the convertibility sanction on the other side.
That was one of the outstanding things about this meeting.
There was greater agreement on the need for symmetry and on 
the importance of putting backbone into the adjustment 
process. A number of ideas were put forward about that.

Q. What is the U.S. position on the negative interest rate?
A, I think it is an interesting idea. We should explore 
that. This is one of the things we are working on.

Q. What is your prospect on the Phase IV programs and 
anti-inflationary policies in general? Is there a possibility of overkill?
A, Our policy, first of all, is the disciplined budget, and 
we have been getting the budget under better and better control



We are determined to get to a balance within this fiscal 
year. Second are_policies designed to increase the supply 
of scarce things. We are producing much larger crops this 
year than last year. The crop that both of us are interested 
in is soybeans, and we expect the soybean crop to be a fourth 
larger than last year’s. We are going all out to produce 
the supply of needed goods. That is a very important part 
of this whole process. We recognize, as others do, that we 
are a part of the world economy and the inflation we have is 
connected with the inflation that everybody else has* because 
it stems importantly from increases in price in commodities 
in international trade. We try to work at this problem 
cooperatively with our trading partners. Then we have the 
wage and price controls. We are trying to get as much use
fulness as we can from them, recognizing that they really 
don’t do much for you in so far as the prices of internationally 
traded commodities are concerned. They are not addressed to 
that problem. We are trying to use them responsibly and also 
to avoid using them in such a way as to reduce supply. That 
is a big problem with price controls.

Q. Do you then foresee no export controls in the future?
A. We expect and hope that there will not be any further
export controls. We are trying to avoid that by increasing 
supplies and by working with our trading partners to get a 
better idea about their needs and the crop production around 
the world. We believe there is a reasonable prospect that this 
can be done.



Department of th e fR E A S U R Y
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ENTION: FINANCIAL EDITOR 
RELEASE 6:30 P.M.

August 6 , 1973

RESULTS OF TREASURY'S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury 
l s ,  one series to be an additional issue of the bills dated May *10, 1973 . and

le other series to be dated August 9, 1973 which were invited on July 31, 1973,
fe opened at the Federal Reserve Banks today. Tenders were invited for $2,500,000,000, 
¡thereabouts, of 91-day bills and for $1,800,000,000, or thereabouts, of 182-day 
|ls. The details of the two series are as follows:

OF ACCEPTED 
PETITIVE BIDS:

High
LowAverage

91-day Treasury bills 
maturing November 8 , 1973

Approx. Equiv.
Price Annual Rate
97.890 a/ 8.347$
97.830 8*585$
97.855 8.486$ 1/

182-day Treasury bills 
maturing February 7. 1974

Approx. Equiv. 
Annual Rate

8.537$
8.687$
8.650$ 1/

Price
95.684 b/ 
95.608 
95.627

aj Excepting one tender of $10,000; b/ Excepting five tenders totaling $85,000 
49% of the amount of 91-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

CAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:
District
Boston
Hew York
Philadelphia
Cleveland
Richmond
ftlanta
phicago
ft. Louis’
Minneapolistans as C itv
alias
jan Francisco

Applied For 
$ 33,580,000
2,810,150,000

23.900.000
34.645.000
35.565.000
20.900.000

185.115.000
40.705.000
30.985.000
37.290.000
43.340.000

124.965.000

Accepted______
I 23,580,000 
1,966,600,000

23.900.000
34.645.000
35.565.000
20.900.000

122.075.000
39.195.000
30.985.000 
36,2'90,000
42.830.000

125.455.000

Applied For 
$ 22,825,000
2,505,410,000

11.445.000
54.600.000
21.890.000
21.500.000

156.545.000
73.300.000
23.045.000
34.320.000
39.920.000

144.560.000

AcceptedW 12,825,000 
1,384,510,000

11.445.000
34.600.000
21.890.000
21.300.000
73.645.000
60.800.000
19.045.000
29.320.000
31.420.000
99.560.000

TOTALS $3,421,140,000 $2,500,020,000 c/ $3,109,160,000 $1,800,160,000 d/
includes $325,685,000 noncompetitive tenders accepted at the average price1 of 97.855 
eludes $247,135,000 noncompetitive tenders accepted at the average price of 95.627 
nese rates are on a bank discount basis. The equivalent coupon issue yields are 
,y9% for the 91-day bills, and 9.17$ for the 182-day bills.
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Deportmentof theTRUSURY j B
msaà  n r  o f m n  S m  T l L E P H Q N E W 0 4 - 2 O 4 V‘HINGTON, D.C. 20220

FOR IMMEDIATE RELEASE August 7, 1973

TREASURY'S WEEKLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders for two series 
bf Treasury bills to the aggregate amount of $4,300,000,000, or thereabouts, for 
bash and in exchange for Treasury bills maturing August 16, 1973, in the amount 
pf $4,303,570,000 as follows:

91-day bills (to maturity date) to be issued August 16, 1973, in the amount 
|of $2,500,000,000, or thereabouts, representing an additional amount of bills 
Idated May 17, 1973, and to mature November 15, 1973 (CUSIP No. 912793 SD9), 
¡originally issued in the amount of $1,692,665,000, the additional and original 
pills to be freely interchangeable.

182-day bills, for $1,800,000,000, or thereabouts, to be dated August 16, 1973, 
and. to mature February 14, 1974 (CUSIP No. . 912793 SY3).

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 clos- 
pg hour, one-thirty p.m., Eastern Daylight Saving time, Monday, August 13, 1973. 
Tenders will not be received at the Treasury Department, Washington. Each tender 
Nst be for a minimum of $10,000. Tenders over $10,000 must be in multiples of 
P>000. In the case of competitive tenders the price offered must be expressed 
i°n the basis of 100, with not more than three decimals, e.g., 99.925. Fractions 
pay not be used. It is urged that tenders be made on the printed forms and for
warded in the special envelopes which will be supplied by Federal Reserve Banks 
F inches on application therefor.

Banking institutions generally may submit tenders for account of customers 
Fovided the names of the customers are set forth in such tenders. Others than 
pnking institutions will not be permitted to submit tenders except for their own

(OVER)



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

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 $2 0 0 ,0 0 0 or less without stated price from any one bidder will be acceptej 
in full at the average price (in three decimals) of accepted competitive bids for I 
the respective issues. Settlement for accepted tenders in accordance with the 
bids must be made or completed at the Federal Reserve Bank on August 16, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing August 16, 1973. Cash and exchange tenders will receive equal
treatment. Cash adjustments will be made for differences between the par value of I 
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 accru* 
when the bills are sold, redeemed or otherwise disposed of, and the bills are ex- I 
eluded 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 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.

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.

U



UNITED STATES SAVINGS BONDS ISSUED AND REDEEMED THROUGH Ju ly  31, 1973 'S
(Dollar amounts in millions — rounded and will not necessarily add to totals) vV

D E S C R IP T IO N A M O U N T IS S U E D i/ A M O U N Tredeemed!/ AM O U N T .outstanding!/ %  O U T S T A N D IN G  
O F AM O U N T ISSUED

MATURED
Series A -1 9 3 5  th r u  D -1 9 4 1 5,003 4,999 4 .08
Series F  a n d  G -1 9 4 1  th ru  1 9 5 2 29,521 29,499 22 .07
Series J  a n d  K - 1 9 5 2  th r u  19 5 7 3,754- 3,746 7 , .19

UNMATURED

Series E - ^  :
1 94 1 1,925 1,739 186
1942 8,493 7,662 831 9.78
1943 13,650 12,340 1,310 9.60
1 9 4 4 15,933 14,330 1,603 10.06
1945 12,54-7 11^142 1,405 11.20
1946 5,722 4,928 794 13.88 -
1947 5,456 4,568 888 16.28
1 9 4 8 5,657 4,661 997 17.62
1 9 4 9 5,615 4^548 18 98
1 9 5 0 4-,928 3,939 989 20.07
1951 4.^263 3,407 855 20.06
1952 4-, 4-68 3^549 920 20.59
1953 5,119 3,986 1,133 22.13
1954 5,219 4,010 1,208 23.15
1955 5,4-39 4,141 1,298 23.86
1956 5,259 3,971 1,288 24.49
1 9 5 7 4-, 961 3,699 1,262 25.44
1958 4^856 3,526 1,330 27.39
1959 4,558 3,273 1,285 28.19
1960 4,586 3,201 1,384 30.18
1961 4-,677 3,145 1,532 32.76
1962 4,552 2,977 1,574 34.58
1963 5,118 3,149 1,969 38.471964 4,987 3,077 1.910 38. 30
1965 4^881 2,973 1,908 39.09
1966 5,261 3,069 2,193 41.68
1967 5,183 3,013 2,170 41.87
1968 4,923 2,809 2,114 42.94
1969 4,632 2,538 2,094 45.21
1970 4,849 2,345 2,504 51.64
1971 5,581 2,252 3,329 59.65
1972 6,140 1,839 4,301 70.05
1973 1 2,736 320 2,417 88.34

U n c l a s s i f i e d 390 . . . .  411 . i  (21) , (5.38)
T o t a l S e r i e s  E 192,563 140,539 52,024 27.02

Series H (1952 thru May, 19591^ 5,485 3,983 1,502 27.38
H  ( J u n e ,  1 9 5 9  th r u  1 9 7 3 ) 9,174 3,049 6,126 66.78

T o t a l S e r i e s  H 14,659 7,032 7,628 52.04
T o t a l  S e r i e s  E  a n d  H 207,223 147,571 59,652 28.79

(  Tntal m a tu r e d 38,278 38,244 33 .09
A ll S e r ie s  < Total unmatured 207,223 147,571 59,652 28 7Q

(  G r a n d  T o t a l 245,501 185,815 59.685 24.31.. ........12 / ,7  U{*e s  acc'ued  d iscount. u , “ ( ' w i  r e d e m p t io n  value.

°Ption o f  owner bonds may be he ld  and w ill earn interest for ad d itiona l periods after o rig ina l m aturity dates.

Form PD 3812 (Rev. Jan. 1973; -  Dept, of the Treasury — Bureau of the Public Debt



FOR RELEASE 6:30 P. M. August 8 , 1973

RESULTS OF TREASURY’S OFFER OF $2 BILLION OF SEPTEMBER TAX BILLS

The Treasury Department announced that the tenders for $2,000,000,000, or 
thereabouts, of 35-day Treasury Tax Anticipation bills to be dated August 15,
1973, and to mature September 19, 1973, which were offered on July 25, 1973, were 
opened at the Federal Reserve Banks today.

The details of this issue are as follows:
Total applied for - $3,879,675,000

Average - 99.047 Equivalent rate of discount approx. 9.802$ per annum 1/

(^7$ of the amount bid for at the low price was accepted)

Total accepted - $2,000,225,000 (includes $142,075,000 entered on a
noncompetitive basis and accepted in 
full at the average price shown below)

Range of accepted competitive bids:

High
Low

99.091 Equivalent rate of discount approx. 9.350$ per annum
99.022 Equivalent rate of discount approx.10.059$ per annum

[Federal Reserve 
___D is tric t

Total
Applied For Accepted

Total

Boston
New York
Philadelphia,
Cleveland
Richmond
AtlantaChicago
St. Louis
[Minneapolis
Kansas City
Dal Ion

$ 181,545,000
2,078,900,000
132.700.000
160.100.000
20.745.000
44.770.000

588.310.000
19.900.000
209.950.000
68.640.000
2,655,000

371,460,000

$ 116,045,000
627.400.000
92.400.000
75.100.000
20.745.000
19.270.000

482.810.000
15.250.000
209.950.000
67.140.000
2,655,000

271.460.000
Total $3,879,675,000 $2,000,225,000

*his is on a bank discount basis. The equivalent coupon issue yield is 10.03$.



Departmental th e fR EA S U R YSHINGTON. D.C. 20220 TELEPHONE WG4-204I
FOR IMMEDIATE RELEASE August 9, 1973

TREASURY ANNOUNCES ACTIONS ON
TWO INVESTIGATIONS UNDER THE ANTIDUMPING ACT

Assistant Secretary of the Treasury Edward L. Morgan 
announced today actions on two investigations under the 
Antidumping Act of 1921, as amended.

In the first case, there is a withholding of appraise
ment pending completion of the antidumping investigation, and 
in the second case there is a tentative discontinuance. These 
decisions will appear in the Federal Register of August 10, 1973.

In the first case, Assistant Secretary Morgan announced 
that the Treasury is withholding appraisement on metal punching 
machines from Japan. These machines are used primarily for 
punching round and shaped holes in metals of various thick
nesses and producing duplication of sizes. 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. If a determination of sales at less than 
fair value were made in this investigation, the case would be 
referred to the Tariff Commission, which would consider whether 
an American industry was being injured. If both sales at less 
than fair value and injury were shown, dumping duties would be 
assessed as of the date of withholding of appraisement. During 
the period of January through October 1972, imports of metal 
punching machines from Japan totaled approximately $106,000.

In the second case, Treasury announced its intent to 
discontinue the antidumping investigation with respect to 
upholstery spring wire from Japan. Formal assurances have been 
received from the manufacturers that they have terminated sales 
to the United States, and that sales shall not be resumed. The 
notice of intent to discontinue the investigation is based on 
these assurances. During calendar year 1972, imports of 
upholstery spring wire from Japan were valued at roughly $6 million

# # #
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FOR IMMEDIATE RELEASE 1973

TREASURER OF U.Se TO ACCEPT 
$1,000,000 CHECK TO U.S.

On behalf of the United States Government, the 
Treasurer of the United States, Romana Acosta Banuelos, 
will accept a check for over $1,000,000 today in 
Orlando, Florida.

The check, payable to the Treasurer, is a bequest 
to the United States of America by the late 
Robert Hunter McIntosh of Winter Park, Florida, who 
died at the age of 72, on April 16, 1972.

Mr. McIntosh stipulated in his will that after taxes 
and funeral expenses were paid, his estate be totally 
liquidated and the proceeds given to the United States of 
America "in appreciation for my country."

Pursuant to the final settlement of his estate and 
circuit court approval, the executor of the estate, the 
Sun First National Bank of Orlando, will turn over the 
check to Mrs. Banuelos at a brief luncheon ceremony at 
12:30 p.m. today at the Citrus Club in Orlando.

OVER
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Like other bequests to the Government, the $1 million 
will become part of the general funds of the Government.
It is the largest such bequest in recent years.

Mr. McIntosh noted in his will that he is survived 
only by distant relatives "with ample assets of their 
own." He died in a rooming house in Winter Haven after 
amassing a small fortune in securities trading, and was 
buried in his family plot at Union Dale Cemetery in 
Pittsburgh.

0 O0



Department of th e fR EA S U R Y

FOR IMMEDIATE RELEASE August 9, 1973

ERNEST So CHRISTIAN, JRe, PROMOTED TO 
TAX LEGISLATIVE COUNSEL AT TREASURY

Secretary of the Treasury George Pc Shultz today 
announced the appointment of Ernest S0 Christian, Jr0, 
of Austin, Texas, as Tax Legislative Counsel»

Mr0 Christian, 36, has been Tax Counsel to the 
Assistant Secretary for Tax Policy since June 1972, and 
prior to that Attorney-Advisor in the Office of Tax 
Legislative Counsel since November 1970, his first 
government poste

Prior to joining Treasury, Mr0 Christian had engaged 
in the private practice of law in Washington, D0 C0, and 
Dallas, Texaso

Promotion to Tax Legislative Counsel places 
Mr0 Christian in charge of the staff of lawyers and 
accountants who make up one of the two major units under 
Assistant Secretary for Tax Policy Frederic W 0 Hickman»
The other major unit is the Office of Tax Analysis, a staff 
of economistSo

S-263 OVER
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A cum laude graduate of the University of Texas Law 
School in 1961, Mr« Christian was Casenote Editor of the 
Texas Law Review«

Mr« Christian holds memberships in the Texas, District 
of Columbia, and American Bar Associations« He and his 
family reside in the District of Columbia.

0 O0
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OFFICE OF REVENUE SHARING " r

INGTON, D.C. 20226 Telephone 634-5163H H
FOR INFORMATION CALL (202) 634-5248

FOR RELEASE FRIDAY A . M .  , AUGUST 10, 1973

ANALYSIS OF REVENUE SHARING 
PAYMENTS TO DATE

More than eight billion dollars has been paid to state and 
local governments under the new general revenue sharing program 
since December, 1972, according to a report issued today by the 
Treasury Departments Office of Revenue Sharing.

The first summary of all payments to date of general revenue 
sharing funds by type of recipient was released by Graham W. Watt, 
Director of the Office of Revenue Sharing.

In describing the report, Mr. Watt said that one third of 
all shared revenues go directly to state governments. The remainder 
is divided among local units of government. "As of today",
Watt said, "36% has gone to cities and towns, 25% to counties,
5% to townships and 1.2% to Indian tribes and Alaskan native 
villages. A total of $8.131 billion has been distributed to 
more than 38,000 units of government since the first checks 
were mailed, in December of 1972."
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Funds are allocated according to a formula that automatically 
relates data on population, tax effort and per capita income.
The formula is set out in the State and Local Fiscal Assistance 
Act of 1972, signed by President Nixon in October of 1972.

The largest amounts of money to go to state govern
ments are :

New York - $301 million 
California - $288.5 million 
Pennsylvania - $141.8 million 
Illinois - $139.6 million 
Texas - $127.7 million 
Michigan - $114.8 million 
Ohio - $108.5 million

Counties in Califbrnia and New York received $347.1 million 
and $138.0 million, respectively.

Cities and towns in New York have received $400 million and 
California cities and towns $229.6 million. Illinois cities and 
towns rank third with $178.7 million. Next come Texas m unic ipa lities  

with $161.2 million; Pennsylvania, $159.2 million; Michigan,
$140.4 million; and Ohio, $128 million.

Townships are only found in 21 states. Of these, townships 
in Massachusetts have received $64.1 million, more than any other 
state.

Thirty of the fifty states include native villages and 
Indian tribes. Indians in Arizona have received $2.4 million 
through the revenue sharing program thus far. New Mexico tribes 
have received $2.2 million.
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When payments to all units of government in all states are 
combined, it can be determined that governments in the state of 
New York have received the most revenue sharing money, $903.3 
million. California's total is next highest, $865.4 million.

When the five-year revenue sharing program has been 
completed, $30.2 billion will have been returned to state 
and local units of government by the Office of Revenue Sharing 
of the U.S. Treasury Department.

The Office of Revenue Sharing was established by Secretary 
of the Treasury George P. Shultz shortly after the State and 
Local Fiscal Assistance Act was signed into law last fall. 
Approximately 40 people, professional and clerical, administer 
the $30.2 billion program for the Federal government.

- 30 -
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GENERAL REVENUE SHARING PAYMENTS 
THROUGH AUGUST 10, 1973

CITIES &
STATE COUNTIES TOWN'S TOWNSHIPS INDIANS & TOTALS

A L A 3 7. M A 46.194.9D5 35.352.212 56.332,115 ALASKAN NATIVES 133.S23.ALASKA 3»«»25*«tC2 2.319.491 4.CT0.23C 223.756 10.CC3.ARIIONA 26.324,154 • 21.134.CS1 28.746,703 2,441.633 78 » 64 7 »
Arkansas 3f ,642.555 3C»273»487 22.755.429 82.711.
CAL irORMIA 233.514.343 347,060,233 223.600*512 185.013 865.360»CCLCRADC 23.051.379 • 1S.92C.248 3C.15C.297 55,167 84.2C4 .
Co n n ecticut 34.173.570 ' 36.64 9.-340 31.683.437 102.SSG.
DELAWARE S.917.347 8.238.376 6*215*7C5 24.431.
DICI OF C0LUN9IA 3G.GS2.977 3S.6G2.FLCRICA 7G.1G9.722 65.941.6CG 86*241.651 27,535 22S.33C.
GEORGIA 5S.393.778 65,423.103 45.645.222 163.153.HAWAII 12.CEG.177 5.811.237 18.32C.417 3G.123,
IDAHO 11.312.232 12.586.520 9.233.122 120*647 33.012.ILLINOIS 132.351.113 64.4CC.275 378.737.526 35.131.492 417.741.Indiana 57.993» *»07 39.103,035 65.140,561 11*775.404 174.017.XCW A 3C.51C.822 44.742.882 ‘ 32.258,296 18.075 115.53«.KANSAS 26.502.415 27.023.369 23.011,252 3.018.653 10,780 73.G5S.KENTUCKY 55.CC8.322 34,888,473 42.427.372 133.454,LOUISIANA S3.395.369 49.656.293 73.909,336 3.177 137,570.X AINE IE.223.182 1.354.227 12.C33.72S Z6.3C1.611 66,138 47.77C.MARYLAND 54.241.923 60.492.935 •47.991.126 * 162.725.MASSACHUSETTS 84.248.949 1C.C73.553 95.G 26.514 64,138*201. 254.847.MICHIGAN 114.309.534 66,208*761 140.350.357 23.013.431 40.643 344.423.MINNESOTA 53.32C.7S4 57.C92.431 • 43.122.711 7.01C.147 324.510 161.320.MISSISSIPPI 4G»194» 340 57.CSS,253 32.107.755 73.794 135.462.MISSOURI 50.261,441 34.311.73C 63.5C5.C25 2,543,200 15C.731.MONTANA 1C.510.G31 13.330.032 6,253.366 738.241 31.438.KEERASKA 19.871.318 19.662.2C3 18.7IC.3C5 . 1.310,371 81.256 59.642.NEVADA . 5.925.127 7.335.433 4.415.59G 33.735 17.763»M W  li A KPS HI RE 0.537.237 2.151.43G 7.678.414 7.244.C02 25.611.
NEU JERSEY 84.933.031 62.330.327 75.713.276 . 31.833,393 254.960.M U  MEXICO 17.789.284 14.128.722 1C.741.C62 2,152.108 50.311.NEW YORK 331*380.037 138.043.337 393.914.583 63,993.079 163.390 303.236.
NORTH CAROLINA GS.5C2.1S4 73.933.503 64,947,732 158.39C 203.543.NORTH DAKOTA 11.322.213 11.574.361 7» ES9» 34 6 ’ 3,013.094 472.349 33.342.CHIC 1C8.4C5.937 67.38C.C02, 127.984,87e 21.558.756 225.233.OKLAHOMA 30*152,533 23.375*640 ' 36.713.432 .509.164 90.750.CRECCN 2 6.sec.lie 19.833.230 33.7C6.77C 31.134 80.633,PENNSYLVANIA 141.70S.411 30,494.776 159.216.332 43.882.408 153 425.330.RHODE ISLAND 12.3CC.422 17.925,588 6,665.200 3C.3C1.SOUTH CAROLINA 33.256*341 38.S25.07i 33.863.710 110.655.SOUTH OAKOTA 12.303.054 14,625.337 7.375.501 1« 843» 993 363,321 37.C11,
TENNESSEE 5C.536.148 41.114.2G3 6C.C42.282 151.692.TEXAS 127.733,956 93,025.356 161,250,064 26,679 382.011.UTAH 35.353.192 15.E67.C73 15.725.C84 241,475 47.426.VERHONT 7.5G3.C17 194,647 5,131.630 9,750*300 * 22,640.VIRGINIA 52.214.62C 39.276,476 68.555.C22 2,205 261*745.WASHINGTON- 33.603.768 35,334,250 43,334.669 3,366 307.172 1 110.673»WEST VIRCXNXÄ 36.41C.C75 2C.4C3.55C 22.7CS.227 79.522.WISCONSIN 63.335.873 67*551.780 56*472,305 11*635,587 202,463 203.833»VYCKING 5.116.619 7.521.173 2.S53.36C 148.224 15,333.«

2»765*536»533 2»068.716»878 2»883,932.153 397,920,381 * 9*861.293 8»131*027.1Percentage Total 33% _ 25% 36% 5% 1.2%
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Department of theTREASURY
HINGTON. O.C. 20220 TELEPHONE W04-2041
MENTION: FINANCIAL EDITOR 

I RELEASE 6:30 P.M.

August 13, 1973

RESULTS OF TREASURY’S WEEKLY BILL OFFERING

The Treasury Department announced that the tenders for two series of Treasury 
|lls, one series to be an additional, issue of the bills dated May 17, 1973 , and
e other series to be dated August 16, 1973 , which were invited on August 7, 1973,
ire opened at the Federal Reserve Banks today. Tenders were invited for $2,500,000,000, 
|r thereabouts, of 91-day bills and for $1,800,000,000, or thereabouts, of 182-day 
tils. The details of the two series are as follows:

OF ACCEPTED 
■MPETITIVE BIDS:

91-day Treasury bills 182-day Treasury bills
maturing November 15, 1973 maturing February 14, 1974

Approx. Equiv. Approx. Equiv.
Price Annual Rate Price Annual Rate
97.763 a/ 8.850$ 95.527 b/ 8.8.48 $
97.720 " 9.020$ 95.473 8.955$
97.731 8.976$ 1/ 95 . 47 9 8.943$ 1/

High 
LowAverage
a/ Excepting 4 tenders totaling $170,000; b/ Excepting 2 tenders totaling $30,000 
80fo of the amount of 91-day bills bid for at the low price was accepted 
9170 of the amount of 182-day bills bid for at the low price was accepted

IAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted
Boston $ 32,165,000 $ 22,165,000 $ 24,095,000 $ 14,095,000
Hew York 3,131,590,000 2,085,590,000 2 ,901,460,000 1,479,040,000
Hiiladelphia 27,730,000 27,730,000 15,445,000 15,445,000
Pleveland 47,765,000 37,765,000 72,085,000 42,085,000
Richmond 33,870,000 25,470,000 20,450,000 20,450,000
Atlanta 18,975,000 18,975,000 17,675,000 17,675,000
Ricago 253,765,000 139,165,000 336,455,000 46,530,000
pt, Louis 32,135,000 27,635,000 67,730,000 37,630,000
pnneapolis 14,360,000 14,360,000 13,780,000 5,780,000
pisas City 35,930,000 30,930,000 31,885,000 26,685,000
[Dellas 45,840,000 23,340,000 39,965,000 15,465,000
p1 Francisco 78,080,000 47,080,000 144,500,000 84,500,000

TOTALS $3,752,205,000 $2,500,205,000 c/ $3,685,525,000 $1,805,380,000
Eludes $338,720,000 noncompetitive tenders accepted at the average price'of 97.731 
deludes $263,950,000 noncompetitive tenders accepted at the average price of 95.479 
jhese rates are on a bank discount basis. The equivalent coupon issue yields are 

for the 91-day bills, and 9.50$ for the 182-day bills.
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SHINGTON, D C. 20220 TELEPHO NE W04-2041

for immediate release August 14, 1973

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 $ 4,300,000,000,or thereabouts, for 
cash and in exchange for Treasury bills maturing August 23, 1973, in the amount 
of $4,302,280,000 as follows:

92-day bills (to maturity date) to be issued August 23, 1973, in the amount 
of $2,500,000,000, or thereabouts, representing an additional amount of bills 
dated May 24, 1973, and to mature November 23, 1973 (CUSIP No. 912793 SE7)
originally issued in the amount of $1,700,955,000, the additional and original 
bills to be freely interchangeable.

182-day bills, for $1,800,000,000, or thereabouts, to be dated August 2 3, 1973, 
and to mature February 2 1 , 1974 (CUSIP No.>912793 szo).

The bills of both series will be issued on a discount basis under competitive 
and noncompetitive bidding as hereinafter provided, and at maturity their face 
amount will be payable without interest. They will be issued in bearer form only, 
and in denominations of $1 0 ,0 0 0, $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 clos
ing hour, one-thirty p.m., Eastern Daylight Saving time, Monday, August 20, 1973. 
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 for
warded in the special envelopes which will be supplied by Federal Reserve Banks 
or Branches on application therefor.

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

(OVER)
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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 I 
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 $2 0 0 ,0 0 0 or less without stated price from any one bidder will be accepts 
in full at the average price (in three decimals) of accepted competitive bids for I 
the respective issues. Settlement for accepted tenders in accordance with the 
bids must be made or completed at the Federal Reserve Bank on August 23, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury I 
bills maturing August 23, 1973. Cash and exchange tenders will receive equal I
treatment. Cash adjustments will be made for differences between the par value of I 
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 accrua 
when the bills are sold, redeemed or otherwise disposed of, and the bills are ex- I 
eluded 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.1 

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. 41Q (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.



August 15, 1973

NOTE TO CORRESPONDENTS:

Attached is a letter sent by Jack F. Bennett, Deputy 
Under Secretary for Monetary Affairs, to Senator Harry F. 
Byrd, Jr. on July 20, 1973 concerning capital flows, as 
reported by Ed Dale in today’s New York Times.
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Dear Senator Byrd:
During my appearance before your Sub-committee on 

International Finance and Resources on June 5 X was 
asked to provide more information on capital flows from 
the United States during the first quarter of this year 
when we were further along in our statistical studios 
of that period* Further work remains to be done* but 
the members of the committee may find of interest a 
report on the information we now have.

As indicated in the summary table below and in more 
detail in the table attached, a net outflow of $5,730 
million in recorded private capital transactions was a 
major contributor to tho official deficit in that period. 
Moreover, errors and omissions - which wore probably 
largely capital flows - contributed another $3,650 
million to the deficit.

#
US Balance of Payments 

Xiot Seasonally Adjusted 
1 (Millions of Dollars)

1st Quarter 
1973

Current transactions 
excluding income on
direct investments, net -2,280

Income on direct investments, net 2,200
Government Capital flow -450
Private capital flows -5,780
Errors and omissions -3,650
Official reserve transactions 

balance -9,960



-  2 -
(The data in the table are derived primarily from 

those published by the Department of Commerce in the 
June 1973 issue of the Survey of Current Business. How
ever, the data for those corporate capital transactions 
which are not related to direct investments have been 
revised to include statistical information that is 
collected by the Treasury but was not available in time 
to be used in the Department of Commerce compilations.
The data on these corporate transactions will be published 
on a country by country basis in the August issue of the 
Treasury Bulletin. Further revisions of the data for the 
first quarter will be published by the Department of 
Commerce in the September 1973 issue of the Survey of 
Current Business.)

The breakdown of the'recorded private capital .trans
actions in the first quarter is given in the following 
summary table. (More detail is provided in an attach
ment.) It can be seen in the- first column that bank 
transactions reflected the largest part of the outflows. 
Net corporate outflows were large, but not greatly 
different from the comparable period a year earlier, 
while securities portfolio • transactions made a substantial 
and increasing positive contribution to the payments bal
ance.
Private Capital Transactions in the US Balance of Payments

Hot Seasonally Adjusted 
(Millions of Dollars)

^Transactions in securities 
€c brokers funds 
Total private capital

1,350
-5.780

1,080

1st ---lot 4th{ Quarter Quarter Quarter
Transactions of agencies 

6c branches of foreign
1973 1972 1972

banks in the US 
Transactions of US banks

-2,250 -2,350 -1,970
in the US -2,330 -2,050 -2,330
Subtotal, bank transactions -4,580 -4,400 -4,300

US direct investment abroad 
Foreign direct investment in

-2,540 -850 -2,280
the US 250 610 90

Other corporate transactions -260 -260 -940
Subtotal, corporate

-2,550 -500
(

-3,130transactions



Within the banking category the table indicates that 
the net outflow in the first quarter was about evenly split 
between transactions by US banks in the United States and 
transactions by branches and agencies of foreign banks in 
the United States. The US banks in the United States are 
cooperating in limiting outflows of their funds on the basis 
of a specific set of guidelines agreed with the Federal 
Reserve, and the US branches and agencies of foreign banks 
have been requested to abide by the spirit of the same guide
lines. On July 19 the Board amended its guidelines to make 
them as specific for these agencies and branches as those 
applying to US banks. Such guidelines do not, however, ap
ply to export credit and do not restrain the outflow of 
foreign funds deposited in the United States. In the short 
run, moreover, the guidelines may be exceeded when there is 
a sudden concentrated call by foreign borrowers on their 
existing unused credit lines.' All of these special factors 
were probably present in the banking flows of the first 
quarter.

Within the corporate category, the principal outflow 
resulted from net transfers to US direct investment opera
tions abroad. These outflows of $2,540 million were large 
in absolute terms. However, in recent years direct invest
ment outflows have normally been high in the first quarter, 
presumably as a result of incentives created by the working 
of the controls administered by the Office of Foreign Direct 
Investment. The increase in 1973 from a year earlier was 
thus significant, but not the principal "swing’1 item as 
compared to the banking flows.

During the first quarter of this year there was also 
an outflow of $260 million in other corporate capital out
flows, for example through deposits in foreign banks, repay
ment of foreign borrowings, and credit on trade transactions 
with unaffiliated foreign enterprise.

In all probability some direct Investment and other 
corporate outflows in the first quarter were caused - or 
accelerated - by the widespread expectation of exchange 
rate changes at times during the quarter. Nevertheless, the

i

<



excess of all these outflows during that period over the 
sane period in the previous year of $1.1 billion suggests 
that the U3 corporate reaction to the expected exchange 
rate changes was not the major component of the flows which 
led to the worsening of the US payments balance in that 
period. And during the same period, despite the exchange 
rate expectations, there was an increase in foreign direct 
investment in the United States.

During the_first quarter portfolio transactions also 
strengthened the US payments position, and the major com
ponent of these flows was foreign purchases of US securities.

In order to gain as complete coverage as possible of 
corporate capital flows during the first quarter letters 
were sent by the Secretary of Commerce and the Secretary of 
Treasury to the chief executive officers of 1,600 US corpora
tions to request their personal attention to their reports 
to the Government for this period. In addition, visits have 
been made by a team of experts from Commerce, the Federal 
Reserve, and the Treasury to a number of representative 
companies to review procedures in detail. These reviews 
have uncovered some omissions from previous reports, but 
probably not in a magnitude to alter the trends revealed by 
the reported figures. Under the circumstances we are led to 
the conclusion that the bulk of the unreported transactions 
revealed by the errors and*omissions of $3,650 million in the 
first quarter were undertaken by US residents other than the 
major US business corporations, which are well covered by the 
present statistical reporting system.

I hope this information will be of value to your 
Committee.

Sincerely yours,

Jack F. Bennett
The Honorable 
Harry F. Byrd, Jr. 
United States Senate 
Washington, D.C. 20510

Attachments - 2



Balance of Payments 1972 ana First: Quarter 1973 (millions of dollars)
Not Seasonally Adjusted JL223.Quarterly

Average I • II III IV I* I II III IV r

Current Transactions 
excluding income on 
direct investments, net/ -3909 -3431 -4052' -4965 -3192 -2279 -3989 -4042 -3717 -3889 -301
Income on direct investments 1821 1578 1581 • 1632 2495 2198 1646 1678 '1824 2138 22c

9

Government Capital -335 -393 -219 -313 n -414 -446 -239 -95 -366 -586 : -24
Private Capital 439 -1959 2977* ^ -723 1459 -5778 -1966 2372 -815 2166 -577
Errors 6 Omissions • -778 989• -1029 -1221 -1851 -3656 944 -940 -1626 -1490 -362
Official Reserve Transactions • •

Balance *
. • ♦ \ ‘ *

-2762 -3216 -741 -5590 -1503 -9961 -3654 -1029 -4701 * -1661 -1C50

Seasonally Adjusted

Preliminary

v

t %



p r i v a t e  c a p i t a l  t r a n s a c t i o n s  i n  THE '  B A L A N C E  O F  P A Y M E N T S  
1972 AND FIRST QUARTER 1973 (millions of dollars)

. • Not Seasonally Adjusted 1972 1973 Seasonally Adjusted 1972 1973 •
(Debits -) Quarterly

Average I II III IV * I* I II III . IV I*
U.S. Corporations 

Direct investment / -851 -1692 -398 -1058 -256
•

-2539 -1302 -183 -1148 -771 -2139Other assets » / -231 -247 -160 -198 -322 -725 -179 -118 -289 -341 -658* Liabilities 709 244 * 1071 523 998 465 289 1081 626 840 513 . ’Total -373 -1695 513 * -733 420 -2299 -1192 780 -811 -272 *-2284Foreign direct .. 
investment in U.S«. . 40 -361* 183 178 160 247 -361 185 178 160 247Total corporate 
transactions -333 -2056 696 -555 580 -2552 -1553 965 -633 -112 . -2037

Banks
U.S. assets, total -876 .-966 ' 138 -724 -1954 -2896 -1401 106 • -894 -1317 -3346of which U.S. agencies and 
branches of foreign banks

U.S. liabilities, total
(-475)
1231

(-376)
789

(-126)
2272

(-374)(-1024)( 
189 1675

-1336)
-1684 714 1430 344 • 2437 -1750of which U.S. agencies and branches of foreign banks . (639) (477) (1206) (130) (743) (-913) i

Net flow of funds 355 -177 2410 -535 -279 -4580 -687 1536 -550 1120. -5096 .of which:
U. S. agencies and branches ' of foreign banks (164) 101 (1080) (-244) (-281)(-2249)

Securities: * • , i

Foreign securities -154 -437 -346 209 -40 47 -437 -346 ' 209 -40 47 •U.S. securities (excluding .. 
new issues by corporations! 578 762 190 181 1179 1324 762 • 190 181. 1179 •'1324Net . 424 325 -156 390 1139 1371 325 -156 . 390 .1139. 1371

Brokers funds, net -7 . -51 27 -23 19 -17 -51 27 -23 19 -17
Total private capital 439 -1959 2977 -723 1459 -5778 -1966 ’• 2372

» .
-816 * 2166 -5779 ,

' ‘ v' *
•Preliminary



August 16, 1973

The following statement was issued by Secretary Shultz last night, 

after President Nixon's television address to the Nation:

"The President has put the Watergate events into 

perspective and called upon us to right the wrongs 

done - to rededicate ourselves to the exercise of 

public trust in a legitimate and proper manner, and 

to get on with the essential business of government.

"Let us support the President and respond to this 

call with our hearts and minds and with pride in 

our great country."

0 O0
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FOR IMMEDIATE RELEASE August 16, 1973

TREASURY’S 52-WEEK BILL OFFERING

The Treasury Department, by this public notice, invites tenders for 
$1,800,000,000, or thereabouts, of 364-day Treasury bills for cash and in exchange 
for Treasury bills maturing August 28, 1973 , in the amount of $1,803,370,000.
The bills of this series will be dated August 28, 1973 , and will mature
August 27, 1974 . (CUSIP No. 912793 TW6 ).

The bills will be issued on a discount basis under competitive and noncom
petitive 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 Daylight Saving time, Wednesday, August 2 2 , 1973. 
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 in s titu tio n s  generally  may submit tenders fo r  account of customers 
provided the names of the customers are se t fo rth  in such tenders. Others than 
tanking in s titu tio n s  w ill not be permitted to submit tenders except fo r th e ir  own 
account. Tenders w ill be received without deposit from incorporated banks and tru s t 
companies and from responsible sind recognized dealer^ in investment s e c u r it ie s . 
Tenders from others must be accompanied by payment o f 2 percent of the face amount 

°f Treasury b i l l s  applied fo r , unless the tenders are accompanied by an express 
guaranty of payment by an incorporated bank or tru s t company.

(OVER)
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Immediately after the closing hour, tenders will he 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 $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. Settlement for accepted tenders in 
accordance with the bids must be made or completed at the Federal Reserve Bank on 
August 28, 1973 9 in cash or other immediately available funds or in a like
face amount of Treasury bills maturing August 28, 1973 . 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 122l(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 thai 
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 Wo. 418 (current revision) and this notice, pre
scribe 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.



for IMMEDIATE RELEASE August 16, 1973

TREASURY SECRETARY SHULTZ NAMES HADLEY GRIFFIN 
SAVINGS BONDS CHAIRMAN FOR MISSOURI

W. L. Hadley Griffin, Chairman of the Board and President, 
Brown Group, Inc., is appointed volunteer State Chairman for the 
Savings Bonds Program in Missouri by Treasury Secretary George P. 
Shultz, effective immediately.

He will head a committee of business, banking, labor, govern
ment, and media leaders, who -- in cooperation with the U. S. Sav
ings Bonds Division -- assist in promoting Bond sales in Missouri.

Griffin was born in Edwardsville, 111. He attended Williams 
College, Williamstown, Mass., from which he received his AB degree 
in 1940. From 1941-1945, and again in 1951-1952, he served with 
the Navy, attaining the rank of lieutenant commander. After the 
end of World War Two, Griffin attended Washington University School 
of Law, St. Louis, earning an LLB degree in 1947.

Later that year, he joined the Wohl Shoe Company as counsel, 
rising to Assistant Secretary-Treasurer in 1950. In 1953, he was 
hired by the Brown Shoe Company, and was named a Director of the 
company in 1961. Griffin subsequently served the company as Vice 
President, Executive Vice President, and President and Chief Execu
tive Officer before being named to his present position in 1972.

He is active in numerous business, professional, and civic 
organizations, including -- Director, Boatman's Bancshares, Inc.; 
Director, Owens-Corning Fiberglas Corp.; Trustee, Governmental Re
search Institute; Director, St. Louis Regional Commerce § Growth 
Association; President, Civic Progress; Director, St. Louis Sym
phony Society; Trustee, Washington University; Director, St. Luke's 
Hospital, and President, United Fund of Greater St. Louis.

Griffin is married to the former Phoebe Perry. They have 
three children -- Dustin H., II, L. Perry, and Peter B.

oOo
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FOR IMMEDIATE RELEASE August 16, 1973

TRANSITION TO 52-WEEK TREASURY BILL CYCLE COMPLETED 
The Treasury said today that, except for one open 

maturity date on July 30, 1974, the issue of 52-week 
Treasury bills to be auctioned Wednesday, August 22, 1973, 
completes the transition from a monthly cycle of one-year 
bills maturing on the last day of each month to a four-week 
cycle of 52-week bills maturing on every fourth Tuesday.
The Treasury expects to issue the July maturity at some 

point in the future when appropriate in light of its 

overall financing needs.

oOo
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FOR RELEASE ON DELIVERY

REMARKS OF DR. H. I. LIEBLING 
DEPUTY DIRECTOR, OFFICE OF FINANCIAL ANALYSIS, 

OFFICE OF THE SECRETARY, DEPARTMENT OF THE TREASURY, 
AT THE 39TH ANNUAL MEETING 

OF THE FLORIDA CREDIT UNION LEAGUE, INC., 
HOLLYWOOD, FLORIDA,

SATURDAY, AUGUST 18, 1973, 9:00 A.M.

Coming to Florida, for business or vacation, always 
brings a sense of relief from the everyday problems of 
Washington. These are also the everyday problems of 
New York, Chicago and the other metropolitan cities of 
this country, and, indeed, they are the problems of the 
Nation and the world. Here in Florida, one imagines that 
escape from those problems is possible because the physical 
charms of this state are so many hr and they tend to 
dissipate what had appeared to be critical urgencies 
thought to require early solutions to avoid real or 
imagined disasters of some sort.

But, of course, it would be superficial for anyone to 
imagine that Florida, or any state, could isolate itself 
from certain national or international problems. Florida 
cannot escape from the problems of the country or the world. 
I would not want to list all of the problems for you, but 
this audience would certainly know that money and credit 
flows are not deterred by geographical boundaries; that 
Florida is part of a national money and capital market; and,
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indeed, that the turbulence in the international money and 
commodity markets have repercussions even here in beautiful 
Florida, as elsewhere.

Recently rising interest rates, viewed as costs to be 
paid by financial institutions or as earnings to be made, 
have been and are of concern everywhere -- not less so in 
Florida and not less so to credit unions such as yours which 
operate in Florida.

Indeed, yields of short-term securities have reached 
highs not seen in several decades; while long-term yields, 
which earlier had lagged in reaction to the new currents 
in the money markets, also have begun to move up. Mortgage 
rates have joined the parade of higher yields. The rate 
increases have been accompanied by a churning of deposits 
among financial intermediaries as they compete for the 
supply of available savings. The thrift institutions appear 
to be beginning to lose out in the struggle, as the July 
and early August figures show. If past experience were a 
guide, savings and loan institutions, mutual savings banks 
and credit unions will be affected by the swing in deposits 
from one institution to another and by direct investment 
in the money markets.

Against this background, concern has arisen whether 
the economy faces again the prospects of such tightening 
in financial markets that a scramble for credit will 
ensue; that some demanders of credit -- particularly 
builders and homebuyers, but also small businesses and 
consumers -- will go unsatisfied; and that repercussions 
of this, directly and indirectly, will eventually be felt 
the nonfinancial world in terms of changes in production, 
employment and incomes.

in

That concern is well deserved. Properly, it directs 
attention to the degree of utilization of real resources 
that is optimal in our economy. By degree of utilization,
I mean how much output the economy is producing, compared 
with its output at full capacity. The rise in the interest 
rates is directly connected with that degree of utilization; 
first, from the point of view of the demand for funds that 
it generates, and, secondly, from the viewpoint that the 
inflation which a nation experiences is directly reflected 
in the interest rates that suppliers of funds will require
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before they lend them to others. Whatever the cause, 
inflation and high interest rates walk hand in hand.

Now, our present inflation does have some special 
features that do not fit within this framework -- notably, 
the world-wide boom which has generated a very large 
demand for international traded industrial materials, and 
the succession of crop failures and other natural 
disasters, which have generated very large farm and food 
price advances. That is one reason why the inflation 
rate has been so large this year -- running at an annual 
rate of 6 to 7 percent -- depending on which index measure 
is used.

But, the inflation would have been higher than what 
this nation would have liked to experience even without 
those special features. Whatever that rate would have 
been, with or without the special features -- the question 
arises: How did it all come about that inflation has 
become our Number One economic problem? Was it inevitable 
or was it the result of some grand error of economic policy? 
And, finally, being where we are, can we cure the 
inflation, without taking the medicine of recession? These 
are the issues that I would like to explore with you. And, 
may I emphasize, I will be giving my personal judgments 
as a professional career economist, rather than any official 
views.
How the inflation developed

Before the inflation accelerated, economic policy had 
scored a large success by putting into place the fiscal, 
monetary and price control programs of August 1971. Prior to 
that time, the economy had been operating with a certain 
degree of slack -- a condition from which it rapidly recovered 
in the fall and early winter of 1971 and throughout 1972.
By the end of 1972, it appeared that we had secured all the 
blessings of good economic policy -- rapid economic growth, 
a declining unemployment rate and a reduced observed rate of 
inflation (though that was assisted by price controls).

Looking backward, we might remember that the success 
of this program -j certainly in terms of economic growth 
gains -- had much to do with the tax and other incentives 
provided to business and consumer spending. The tremendous
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energies of the private sector were unleashed and generated 
an expansion of historic proportions and long-livedness.

The price control programs of Phases I and II also were 
apparently successful in diminishing the rate of inflation. 
But, the precondition for the success in real growth 
acceleration and diminished inflation in the period between 
August 1971 and most of 1972 was the slack in the 
economy -- and some respite from international turbulences.

But that slack by the end of 1972 was less than had 
been thought in the commonplace computations of that day. 
Because of this under-valuation of the proportions of the 
slack -- partly attributable to gaps in our statistics and 
partly to a misunderstanding of them -- the desirable 
conditions of rapid economic growth and comparatively small 
advance in prices of 1972 were transformed into the tiger of 
inflation; and a specter emerged of reduced real growth in 
the period ahead which may be occasioned by efforts to 
control the inflation.

The diminished amount of slack left in the economy 
by the end of 1972 does not serve as the entire explanation 
for the inflation that ensued. That could be termed the 
"insufficient resource gap" factor which contributed to the 
inflation -- but it was only one factor. That alone might 
have been responsible for an inflation rate that was high 
but acceptable in some sense, as compared with the European 
"double number" rates of recent years.

A second factor of inflation was that arising from the 
bad luck of poor crops and other natural disasters on a 
world-wide basis. We can call that the "commodity inflation 
factor.

And, finally, there was (and is) the factor of the 
coincidence of the world-wide boom with that in the U.S., 
which has generated world-wide demand for so many 
industrial raw materials, as well as finished products.

Amidst the current criticism of the U.S. efforts to 
control the current inflation, it is well to remember its 
world-wide roots. No single national effort to gain price 
stability could be entirely successful in the perspective



of these world-wide pressures on prices. It was the 
conjuncture of the three major factors just noted that gave 
the inflation its unusual intensity in the United States. 
Critics might Well remember that.
Hindsight on the Resource Gap factor

While bad luck on poor crops and the world-wide economic 
boom have magnified the inflation that the U.S. is 
experiencing, it does not provide a total explanation of its 
cause. Some diminished degree of inflation might have 
occurred anyway. It is that aspect which I would like to 
explore because it may recur again at some future critical 
juncture in economic policy-making. Fortunately, it 
concerns a factor which might plausibly be under management 
of national economic policy.

I noted earlier that the mistaken magnitude of the 
resource gap was a primary factor in making Phases I and II 
of the price control program so successful.

That resource gap of the economy was closing very 
rapidly toward the end of 1972, and reasonable forecasts 
for 1973 indicated further narrowing of the gap. The two 
major criteria for the size of the gap were the standard 
statistics of (1) the actual GNP as a percentage of potential 
GNP and (2) the unemployment rate. The GNP gap at the end 
of 1972, as it is measured, said that the economy was 
operating at 94% percent of capacity -- and so 
it appeared that there was some leeway for further growth.
The unemployment rate at the end of 1972 was a shade above.
5 percent and this, too, indicated that further improvement 
could be made, and a goal of reducing it to 4% percent by 
the end of 1973 was adopted.

With hindsight, it is clear that reliance on these 
two measures as a guide to policy was too restrictive a 
range of statistics to serve policy-makers very well. Of 
course, the Economic Report of the President in January 1973 
had stated that the standards of computation of the GNP 
gap "are a less reliable guide to policy for the 1970s than 
they were for the 1960s." As I will show shortly, that surely 
was an accurate view, even if not fully heeded. The 
unemployment rate also lacks certain qualities as a measure 
of labor and other resource utilization. Before getting
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deeper into this matter, I should like to emphasize that 
the reliance placed on these two measures as guides to 
policy characterized economists of both major parties. The 
blame, if there is blame to place, of underestimation of 
the economy*s ability to produce—  without additional 
inflationary pressure -- was a common misconception.

Some comparisons with other statistics show how the 
economy’s potential to produce, as measured by the GNP gap, 
has been overstated. In 1955 and in 1965, actual output was 
at, or nearly at, its potential to produce “-{measured as 
100 percent. This compares with 94^ percent at mid-1973.
This would appear to have left some idle resources.

But, compare this with some other relevant figures:
• The Wharton index of capacity utilization in 

manufacturing and mining was 95.0 percent in the second 
quarter of 1973, as compared with 90.5 percent in 1965 and 
91.2 percent in 1955.

• The ratio of help-wanted advertisements to the 
unemployed was 87 in June 1973, compared with 76 in 1965 
and 63 in 1955.

• The unemployment rate for married males was
2.1 percent, as compared with 2.4 percent in 1965 and 2.8 per
cent in 1955.

• The employed as a percent of the population was 
57 percent, as compared with 55 percent in 1965 and 1955.

• The "quit rate" in manufacturing was 3.0 per hundred 
employees in June 1973, as compared with 2.2 in 1965 and
1.9 in 1955.

• Purchasing agents experiencing slower deliveries 
were 89 percent of the total reporting, compared with
67 percent in 1965 and 66 percent in 1955.

The conclusion seems inevitable that the pressure on 
resources in early 1973 was greater than could be reflected 
in any "gap" statistic or even that shown by the overall 
unemployment rate (which also carries important problems
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of interpretation). If inflation accelerated during 1973, 
that pressure on resources was the fundamental cause, along 
with the world-wide commodity price explosion mentioned 
earlier, rather than any shift from one particular set of 
price controls to another.
What prospects ahead?

As the inflation accelerated for all the various reasons 
indicated earlier, it became increasingly clear that policy 
in 1973 should move more firmly toward restraint of the 
economy. Interest rates had already risen in reaction to 
the inflation and so the Federal Reserve needed to proceed 
in an orderly and progressive fashion in its program of 
restraint through successive steps of higher discount rates 
and increased reserve requirements. Yields would have 
increased much more and sooner unless this had been done.
On the fiscal side, Federal outlays in FY 1973 were held 
down to $247 billion, below the $250 billion that had been 
expected, and thereby reducing the deficit to $14 billion, 
which compared with $25 billion projected last January,

Against this perspective of hardening policy, it would 
appear that the economy might again see a replay of the 
experience of earlier attempts at restraint. That scenario 
would include further advances in interest rates, increased 
disintermediation, and eventually the retardation on this 
account of expenditures on home construction, other consumer 
goods and of business fixed investment. In other words, 
very slow real growth or even recession might develop in 
efforts to curb the inflation.

I would remain optimistic that a "soft landing" of the 
economy -- a cooloff in real growth rates without recession -- 
is a reasonable prospect to hold at this time. By "soft 
landing," I mean cooloff to a sustainable real GNP growth 
path in the neighborhood of 4 percent -- it might go lower 
for a quarter or so —  but clearly distinguished from 
forecasts of a recession. There are strengths which were absent 
in earlier episodes. These would favor a movement of the 
economy toward more modest but still satisfactory rates 
of real growth rather than any serious convulsion. Among 
these factors are:

• An ongoing capital goods boom as an important bolster 
to economic growth. The broad array of figures relating to 
capital expenditures points to continuing high and rising 
outlays in the remainder of 1973, as well as in 1974. 
Furthermore, whatever does not get spent in 1973 due*to



capacity limitations could mean extra strength in 1974. A 
capital goods boom is rarely accompanied by a recession.

• The structure of production shows no signs of 
imbalance. Inventories have not been overbuilt and little 
or no adjustment would be required in production to obtain 
satisfactory inventory-sales ratios.

• Despite all the concern, there is little indication 
that rising prices have served as a deterrent to consumer 
spending. The 3 percent increase in July retail sales 
would seem to support that view. And, after all, the 
European experience does suggest that it is difficult to 
conclude that inflation always deters spending.

• The restraints imposed by the monetary authorities 
have been increasingly vigorous but considerable liquidity 
remains or can be found in the financial system. I would 
see little threat to the capital goods boom on this acore,
nor to consumer installment credit in general, although ' 
there is a possibility that the flow of funds to credit 
unions as in some earlier years of high interest rates 
might diminish.

However, the thrift institutions surely will be 
discomforted to some degree as interest rates rise. Housing 
activities may well be affected before long. But, S&Ls 
now have more flexibility in securing funds than in the 
past. That might provide a floor to whatever drop in 
housing starts that develops.

I do have one proviso regarding a "soft landing" 
because I do not underestimate the power of the monetary 
authorities. Chairman Burns has characterized an impending 
"credit crunch" as "loose talk" which he stated was 
"traceable to failure to appreciate the significance of what 
has been done to minimize the likelihood of any such event.

The cooloff in demand to the "soft landing" rates 
eventually should be accompanied by commensurate reduced 
demand for funds. If the inflation rate then can benefit 
from better harvests, both here and abroad, and a correspond 
ing cooloff develops in the world-wide economic boom, 
interest rates would also diminish. That is an optimistic 
outcome, but certainly one that is possible.

0 0O0 0
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H r ,  B @ n o e t t 9 a s  a t o p  0 * 5 .  T r e a s u r y  o f f i c i a l ,  y o y  h a v e  

been c e n t r a l l y  I n v o l v e d  I n  t h e s e  n e g o t i a t i o n s .  I s  t h e r e  n o w  a g r e e m e n t  
on t h e  b a s i c  p r i n c i p l e s  t h a t  s h o u l d  g o  I n t o  a n e w  s y s t e m ?

J A C K  F .  B E N N E T T :  I  w o u 1 d n 8t  s a y  t h a t  t h e r e  i s  a g r e e m e n t .
B u t  I  t h i n k  t h e  r e p o r t s  o f  o p t i m i s m  w e r e  a c c u r a t e .  T h a i s  m o s t  
r e s e n t  a n d  t h i r d  m e e t i n g  o f  t h e  m i n i s t e r s  © f  t h e  C T w e n t y  t o o k  
p l a c e  i n  c i r c u m s t a n c e s  t h a t  w e r e  f a v o r a b l e  f r o m  s e v e r a l  p o i n t s  
o f  v i e w .  T h e r e  w a s  n o  c u r r e n t  m o n e t a r y  c r i s i s  t o  d i s t r a c t  t h e  
m i n i s t e r s ®  a t t e n t i o n s  a n d  y e t  t h e r e  w a s  a f e e l i n g  t h a t  w e  h a d  
I n f r o n t  o f  u s  a m o n e t a r y  s t r u c t u r e ,  s y s t e m ®  t h a t  w a s  n o t  p e r f e c t ,  
t h a t  t h e  m i n d  o f  m a n  c o u l d  c e r t a i n l y  I m p r o v e  i t * .  A n d  t h a t  c i r c u m 
s t a n c e s ,  a i d e d  b y  t h e  f a c t  t h a t  t h e  m i n i s t e r s ®  d e p u t i e s  h a d  h a d  
inany m e e t i n g s  o v e r  t h e  p a s t  y e a r  a n d  h a d  b e g u n  t o  g a i n  o n  e a c h  
s i d e  a n  u n d e r s t a n d i n g  o f  t h e  v i e w p o i n t  o f  t h e  o t h e r  a n d  t h e r s ' d  
been a c o m i n g  t o g e t h e r  - -  t h e  r e s u l t  i s ®  t h e r e Bs n o w  r e a s o n a b l e  
o p t i m i s m  t h a t  t h e r e  w i l l  b e  a s u b s t a n t i a l  a m o u n t  o f  a g r e e m e n t  
w h i c h  c a n  b e  r e p o r t e d  a t  N a i r o b i ,  w h e n  t h e  I n t e r n a t i o n a l  H o n e t a r y  
Fund a n n u a l  m e e t i n g  t a k e s  p l a c e  t h e r e  n e x t  m o n t h . ,  I  d o n ’ t  t h i n k  
t h e r e ’ s a n y  q u e s t i o n  t h e r e  w i l l  b e  a d o c u m e n t  w h i c h  c a n  b e  r e p o r t e d  
and p u t  o u t  f o r  f u r t h e r  p u b l i c  c o m m e n t .  T h e  q u e s t i o n  1 s  not w h e t h e r  
t h e r e ’ l l  b e  a n  a g r e e m e n t ;  t h e  q u e s t i o n  w i l l  b e  j u s t  h o w  f a r  1 t  
g o e s ,  b e c a u s e  t h e r e  w i l l  c e r t a i n l y  b e  I m p o r t a n t  a r e a s  t h a t  a r ©  
n o t  y e t  a g r e e d  a t  t h a t  t i m e .

E L L I S :  I n  a m o m e n t ,  I 8d l i k e  t ©  get  i n t o  s o m e  o f  t h e  
d e t a i l s  © f  s p e c i f i c  p o i n t s  t h a t  m i g h t  g o  i n t o  a n e w  s y s t e m .  B u t »
H r .  C a l d w e l l ,  t o d a y  we a r e  i n  a s i t u a t i o n  i n  w h i c h  m  h a v e  a d e v a l u e d  
d o l l a r a r  —  I t  h a s  b e e n  t w i c e  d e v a l u e d  - -  a n d  a l s o  i n  w h i c h  c u r r e n c i e s  
g e n e r a l l y  a r e  f l o a t i n g  a g a i n s t  t h e  d o l l a r .  N o w ,  i n  t h i s  c u r r e n t  
c o n f u s e d  s i t u a t i o n ,  w o r l d  t r a d e  c o n t i n u e s  t o  e x p a n d .  B u t  a r e  
A m e r i c a n  b u s i n e s s m e n ,  a n d  p e r h a p s  w o r l d  b u s t n e s s m e n ,  h u r t  b y  t h e  
p r e s e n t  s i t u a t i o n ?

J O H N  L .  C A L D W E L L :  H r .  E l l i s ,  I  t  
the m o s t  a c c u r a t e  r e s p o n s e  t o  y o u r  q u e s t i o n  
one a —  a c o r p o r a t e  o r  a b u s i n e s s  l e v e l  ®n 
*  p e r s o n a l  l e v e l .  L e t  me  f i r s t  t a k e  t h e .  
p r i m a r i l y ,  a n d  I n  J a p a n  @$ w e l l ,  A m e r i c a n  
p e r s o n a l l y  b y  t h e  t w o  d o l l a r  d e v a l u a t i o n s  
i n s t a n c e s  w h e n  t h e i r  c o r p o r a t i o n s ,  t h e i r  
s a t e d  f o r  t h e  d o l l a r  d e v a l u a t i o n s .  T h e r e  
in E u r o p e ,  f o r  e x a m p l e ,  w h e r e  A m e r i c a n s  h 
i r@ n o #  r e t u r n i n g  t o  t h e  U n i t e d  S t a t e s  
such p e o p l e  a s  d i v o r c e s  
f i x e d  I n c o m e s ,  I n  s o m e

i s  o n  t w o  l e v e l s ,  
o t h e r  o n e  o n  

l e v e l .  I n  E u r o p e  
b u s i n e s s m e n  h a v e  s u f f e r e d

p a r t i c u l a r l y  i n  t h o s e  
p l o y e r s ,  h a v e  n o t  c o m p e n  
r e  a n u m b e r  o f  i n s t a n c e s  

a v @  a b a n d o n e d  s h i p  a n d  
T h i s  p a r t i c u l a r l y  a f f e c t s  

p e n s i o n e r s ,  a n d  p e o p l e  o f  t h a t  - -  w i t h  
n s t a n c e s  c o r p o r a t i o n s  h a v e  c o m p e n s a t e d

§aa
has

e m p l o y e e s  a b r o a d  a n d  t h e r e f o r e  t h e y  a r e  
i n ,  c o r p o r a t i o n s  d o i n g  b u s i n e s s  a b r o a d  h a v e  
~ t h a t  a f f e c t e d ,  p a r t i c u l a r l y ,  

h a s  e x p a n d e d .  I n v e s t m e n t s  in

a f f e c t e d  
not been a 

a s  you - -  a s  y o u  n o t e d ,  
s o m e  i n s t a n c e s  c o n t i n u e

n o t h e r s  t h e y  t h e y ’ r e  b e i n g  w i t h d r a w n .  O r  p l a n s

t r a d e  
t© 

f o r



i n v e s t m e n t s  i n  s u c h  p l a c e s  a s  K o r e a »  o n e  s p e c i f i c  e x a m p l e »  i s  
b e i n g  c a n c e l l e d  b y  a n  e l e c t r o n i c s  f i r m »  a m a j o r  e l e c t r o n i c  U . S .  
m a n u f a c t u r e r s  b e c a u s e  f t ' s  m u c h  - -  i t ' s  m o r e  m u c h  s n o r e  a d v a n t a g e o u s  
now n o t  t o  i n v e s t  b u t  t o  e x p o r t .

E L L I S :  O n  t h a t  p e r s o n a l  l e v e l *  I  k n o w  w h a t  y o u  m e a n .
When I  w a s  a f o r e i g n  c o r r e s p o n d e n t  i n  G e r m a n y ,  o n e  d o l l a r  b o u g h t  
f o u r  m a r k s  o n  w h i c h  t o  l i v e .  A n d  n o w  i t  b u y s  a b o u t  t w o  p o i n t  
t h r e e  m a r k s .  S o .

N r .  B e n n e t t *  t o  g o  b a c k  f o r  a m o m e n t  * a s  w e ' r e  t a l k i n g  
a b o u t  t r a d e  a n d  * * «  a n d  m o n e t a r y  a f f a i r s  i n  t a n d e m *  i s  t h e r e  g e n e r a l  
a g r e e m e n t  t h a t  w i t h i n  a r e f o r m e d  s y s t e m  t h e r e  w i l l  b e  a r e d u c e d  
r@1@ f o r  t h e  d o l l a r  a n d  f o r  g o l d ?  A n d  i f  s o *  w h a t  w i l l  t a k e  I t s  
p l a c e  a s  t h e  n u m e r e r e  [ ? ]  o r  c e n t r a l  m o n e t a r y  s t a n d a r d  o f  t h e  
s y s t e m ?

B E H ^ E T T :  O n  t h e  l e v e l  o f  p r i n c i p l e  I  t h i n k  t h e r e ' s  
c o m p l e t e  a g r e e m e n t  t h a t  the  n e w  s y s t e m  w i l l  I n v o l v e  a r e d u c e d  
r o l e  f o r  g o l d  a n d  t h a t  t h e r e  w i l l  b e  a r e d u c e d  r o l e  f o r  t h e  d o l l a r .
The d e t a i l s  a r e  n o t  —  a r e  n o t  y e t  a g r e e d  a s  t o  t h e  p a c e  a t  w h i c h  
t he r o l e  o f  g o l d  a n d  e x a c t  m a n n e r  I n  w h i c h  I t  w i l l  b e  p h a s e d  o u t .
But  t h e r e  1 s  a g r e e m e n t  i n  p r i n c i p l e .

T h e  h u m e r e r e  © f  t h e  s y s t e m  w i l l  b e  t h e  S D R *  t h e  S p e c i a l  
d r a w i n g  R i g h t »  a l t h o u g h  I t  - -  i t s  c h a r a c t e r i s t i c s  w i l l  p r e s u m a b l y  
be s o m e w h a t  d i f f e r e n t  f r o m  t h o s e  o f  t h e  p r e s e n t  S B R  a n d  i t s  n a m e  
¡say be  c h a n g e d .

E L L I S :  F o r  a l a y m a n ,  t h e  S p e c i a l  D r a w i n g  R i g h t *  o r  
" p a p e r  g o l d ®  a s  i t  s o m e t i m e s  i s  c a l l e d *  i s  a - -  1 s  a c o n c e p t  h a r d  
t o g r a s p .  C o u l d  y o u  e x p l a i n  w h a t  i s  a s p e c i a l  d r a w i n g  r i g h t ?

B E H I E T T :  I t  c a n  b e  a p p r o a c h e d  f r o m  t m  a n g l e s .  A t  
om  a n g l e  1 t  c a n  b e  l o o k e d  u p o n  a s  a l e n d i n g  b y  a n  i n t e r n a t i o n a l  
a g e n c y  t o  a n  i n d i v i d u a l  c o u n t r y .  A n d  b e h i n d  t h a t  l e n d i n g  a r e  
the c o u n t r i e s  w h i c h  a r e  t h e  b a c k e r s *  t h e  p a r t i c i p a n t s *  t h e  s h a r e h o l d e r  
In t h e  i n t e r n a t i o n a l  a g e n c y .  I t  c o u l d  b e  a n a l y z e d  c o m p l e t e l y  
In t e r m s  o f  l e n d i n g  a n d  b o r r o w i n g .  T h e  u s u a l  p r a c t i c e *  h o w e v e r *  
j s  t o  a n a l o g i z e  i t  m o r e  c l o s e l y  t o  m o n e y  a n d  r e a l l y  t r e a t  i t  m o r e  
• i k e  p a p e r  m o n e y  t h a t ' s  c r e a t e d  b y  a n a t i o n a l  g o v e r n m e n t .  A n d  
w h i l e  i  t 9 § c a l l e d  a d r a w i n g  r i g h t *  1 t s s - -  t h e  t e r m i n o l o g y  u s e d  
]** t h e  I n t e r n a t i o n a l  M o n e t a r y  F u n d  n o r m a l l y  t r e a t s  i t  m o r e  a s  

i t  w e r e  a b a n k  d e p o s i t .

,  E L L I S :  I s  i t  f a i r  t © s a y  t h a t  e a c h  o f  t h e  o n ® h u n d r e d
t w e n t y - f i v e  m e m b e r s  © f  t h e  I M F  i s  a s s i g n e d  d r a w i n g  r i g h t s  i n  p r o p o r 
t i o n  t o  t h e i r  s u b s c r i p t i o n  o f  f u n d s  t o  t h e  w o r k i n g  f u n d  o f  t h e  
INF?

B E N N ' E T T :  T h a t  h a s  b e e n  t h e  c a s e .  O n e  o f  t h e  q u e s t i o n s  
w  t h e  f u t u r e  i s  w h e t h e r  t h a t  s t r i c t  p r o p o r t i o n  s h o u l d  b e  m a i n t a i n e d  

w h e t h e r  t h e  c r e a t i o n  —  t h e  S D R ' s  c r e a t e d  p e r i o d i c a l l y  s h o u l d
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he a l l o c a t e d  o n  a d i s c r i m i n a t o r y  f a s h i o n  i n  f a v o r  o f  t h e  l e s s  
d e v e l o p e d  c o o n t r i e s .

E L L I S :  On® h e a r s  t h a t  o n e  d i s a d v a n t a g e  o f  g o l d  i s  t h a t  
i t  i s  n o t  e l a s t i c  a n d  c a n n o t  e x p a n d  s u f f i c i e n t l y  t o  « -  t o  m o n e t i z e  
o r  b a s e  w o r l d  t r a d e  a s  i t  e x p a n d s .  I  s u p p o s e  t h a t  o n e  a d v a n t a g e  
o f  s p e c i a l  d r a w i n g  r i g h t s  i s  t h a t  t h e y  a r e  more  o r  l e s s  I n f i n i t e l y  
e l a s t i c »  c a n  g o  u p  o r  d o w n  a s  t h e  n e e d  r e q u i r e s .

B E N N E T T :  W e l l »  e l a s t i c i t y  I s  a n  a d v a n t a g e , *  b u t  I t  i s  
m  a d v a n t a g e  w h i c h  h a s  t o  b e  u s e d  w i t h  r e s t r a i n t  i f  t h e  S O R  1 s  
t o s e r v e  i t s  p u r p o s e ,  i s  n o t  t o  b@ a n  e n g i n e  o f  i n f l a t i o n .  I t  
i s  h o p e d  t h a t  t h e  S D R  c a n  b e  m a n a g e d  t o  p r o v i d e  a m o r e  s t a b l e  
b a s i s  t h a n  g o l d ,  f o r  w h i c h  s p e c u l a t i v e  d e m a n d ,  i n d u s t r i a l  d e m a n d ,  
aed r a t e s  o f  d i s c o v e r y  a n d  p r o d u c t i o n  a r e  r a t h e r  u n p r e d i c t a b l e  
and v a r i a b l e .

E L L I S :  H r .  C a l d w e l l ,  n e x t  m o n t h  w o r l d  t r a d e  o f f i c i a l s  
w i l l  ©p e n  t a l k s  i n  J a p a n ,  a n d  a l s o  i n  S e p t e m b e r ,  a s  H r .  B e n n e t t  
has s a i d  9 t h e  I N F  w i l l  h o l d  i t s  a n n u a l  m e e t i n g  i n  N a i r o b i .  N o w »  
f r o m t h e  b u s i n e s s m a n ® s  p o i n t  o f  v i e w  1 $  t h e r e  a l i n k  b e t w e e n  t r a d e  
and m o n e t a r y  r e f o r m ?

C A L D W E L L :  H r .  E I H s »  t h e r e 3s a - -  a d e f i n i t e  l i n k  b e t w e e n  
t he t w o .  T h e  —  a m e a n i n g f u l  n e g o t i a t i o n  o n  t r a d ©  m a t t e r s  i s  
v e r y  m u c h  c o n t i n g e n t  o n  a r e s o l u t i o n  © f  t h e  i n t e r n a t i o n a l  m o n e t a r y  
I s s u e s  w h i c h  h a v e  b e e n  p l a g u i n g  u s  f o r  q u i t e  s o m e  t i m e .  U n l e s s  «*** 
u n l e s s  t h e  i n t e r n a t i o n a l  m o n e t a r y  s y s t e m  i s  I n d e e d  r e f o r m e d ,  a n y  - «  

a n y  b e n e f i t s  t h a t  c a n  b e  d e r i v e d  from  - -  a s  a r e s u l t  of  t h e  n e g o t i 
a t i o n s  w i l l  - -  w i l l  fee n i l .

,  a ,  E L L I S :  L ® t * s  s p e a k  f o r  a m o m e n t  o f  a s p e c i f i c  c o u n t r y  
& 1 t b  w h i c h  t h e  U n i t e d  S t a t e s  d o e s  a l o t  © f  b u s i n e s s »  J a p a n .  L a s t  
y w r  t h e  U n i t e d  S t a t e s  r a n  a t r a d e  d e f i c i t  o f  a b o u t  f o u r  b i l l i o n  
d o l l a r s  w i t h  J a p a n .  I s  t h e  U . S .  m a k i n g  p r o g r e s s  i n  b a l a n c i n g  
u s  t r a d e  w i t h  J a p a n  t h i s  y e a r ?  A n d  if s o ,  h o w .  H r .  C a l d w e l l ?

f i r s t
s o f t h e

been
C A L D W E L L :  W e l l ,  s i g n i f i c a n t  - -  o n  t h e  b a s  

f i v e  m o n t h s  © f  t h i s  y e a r »  a s i g n i f i c a n t  p r o g r e s s  
* T h e  J a p a n e s e  c l a i m  t h a t  b y  t h e  e n d  o f  t h e  y e a r ,  o n  
s o f  t h i s  e a r l y  p e r f o r m a n c e  i n  1 9 7 3 »  t h a t  © u r  b i l a t e r a l  t r a d e  

i n o a l a n c o  w i l l  b e  - -  w i l l  d r o p  f r o m  a b o u t  f o u r  p o i n t  t w o  b i l l i o n  
d o l l a r s  —  o r  f o u r  p o i n t  o n e  - -  o f  l a s t  y e a r  t o  r o u g h l y  a b o u t  
; J °  Point  f i v e  a n d  p e r h a p s  e v e n  a s  l o w  a s  I m  b i l l i o n .  T h e  - «  
t he p r o b l e m  w i t h  t h a t  i s  t h a t  t h e r e  a r e  s o m e  r e a l l y  f u n d a m e n t a l  

b a s i c  s t r u c t u r a l  d i f f e r e n c e s  b e t w e e n  o u r  t w o  e c o n o m i e s ,  w h i c h  
t h a t  f o r  t h e  f o r e s e e a b l e  f u t u r e  w e s 1 1  c o n t i n u e  t o  m a i n t a i n  

® ! s ' * * l y  s i g n i f i c a n t  t r a d e  I m b a l a n c e  b i l a t e r a l l y  w* 
t h i s  i s  n o t  n e c e s s a r i l y  i l l  t h a t ' b a d .

M h a t 9s i m p o r t a n t  f o r  a n y  c o u n t r y ,  a n d  p a r t i c u l a r l y  t h e
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U n i t e d  S t a t e s *  1 s  o v e r - a l l  b a l a n c e  w i t h  t h e  r e s t  o f  t h e  w o r l d *  
as w i t h  J a p a n .  T h e  —  t h e  p r o b l e m  h e r e t o f o r e  h a s  b e e n  t h e  —  
r e a l l y  t h e  s i z e  o f  t h e  t r a d e  I m b a l a n c e  b e t w e e n  J a p a n  a n d  t h e  U n i t e d  
S t a t e s ;  a n d  t h e r e  1 s  d e f i n i t e l y  a n e e d  i ©  b r i n g  t h a t  d o w n .  N o w ,  
t h e  t w o  d o l l a r  d e v a l u a t i o n s  h a v e  I n d e e d  h e l p e d  to r e d r e s s  t h a t  
I m b a l a n c e .  J a p a n e s e  s t e e l  e x p o r t e d  t o  t h e  U n i t e d  S t a t e s ,  f o r  
e x a m p l e *  I s  n o w *  a s  o f  t h e  f i r s t  o f  J u n e ,  r e f l e c t i n g  s o m e w h e r e  
a r o u n d  t h i r t y ,  t h i r t y - o n e ,  t h i r t y - t h r e e  p e r c e n t  p r i c e  c h a n g e s  
and 1 n  a c c o r d a n c e . . .

E L L I S ;  Y o u  m e a n  i t ' s  m o r e  e x p e n s i v e .  

C A L D W E L L :  T h a t ' s  c o r r e c t .

E L L I S ;  R i g h t .

C A L D W E L L ;  T h e  A m e r i c a n  s t e e l  i n d u s t r y  f e e l s  s a t i s f i e d  
t h a t  i t  1 s  n o w ,  s o  l o n g  a s  t h e s e  t r e n d s  c o n t i n u e .  I t  I s  n o w  a g a i n  
c o m p e t i t i v e .  I n  a v a r i e t y  o f  o t h e r  i n d u s t r i e s  a s  w e l l  t h e r e  I s  
s a —  a g e n e r a l  f e e l i n g  t h a t  t h e s e  - -  t h a t  d e  f a c t o  y e n  r e v a l u a t i o n  
has I n d e e d  h e l p e d .

E L L I S :  I 8d l i k e  t o  s o m e  b a c k  t © t r a d e  i n  a m o r e  p a r t i c u 
l a r  s e n s e  i n  a m o m e n t .  B u t ,  H r .  B e n n e t t ,  i n  r e c e n t  y e a r s  s o m e  
n a t i o n s ,  n o t a b l y  J a p a n  a n d  W e s t  G e r m a n y *  h a v e  p u n  v e r y  l a r g e  t r a d e  
and b a l a n c e  o f  p a y m e n t s  s u r p l u s e s ,  a n d  o t h e r s *  l i k e  t h e  U n i t e d  
S t a t e s ,  a r e  c h r o n i c a l l y  1 n  d e f i c i t .  N o w ,  w i l l  t h e r e  b e  r u l e s  
w i t h i n  a n e w  m o n e t a r y  s y s t e m  o b l i g i n g  m e m b e r  n a t i o n s  w h o s e  p a y m e n t s  
a c c o u n t s  a r e  o u t  o f  b a l a n c e ,  e i t h e r  s u r p l u s  o r  d e f i c i t ,  t o  t a k e  
c o r r e c t i v e  a c t i o n ?

B E N N E T T  
d e f e c t  a s  i t  
t he s y s t e m  d i d  n o t  
s u c h ,  f o r  e x a m p l e ,  
p r o m p t l y  e n o u g h .
©f t h e  p a s t  y e a r ,  t h a t  t h e r e  h a s  b e e n  a m o v e m e n t  I n  - -  i n  e x p e r t  
o p i n i o n  a b r o a d  I n t o  r e c o g n i t i o n  o f  t h e  n e e d  t h a t  t h e  n e w  s y s t e m  
®ust a c t i v e l y  p r o m o t e  a d j u s t m e n t  a n d  t h a t  f o r  t h a t  p u r p o s e  t h e r e  
M s t  b e  s o m e  I n d i c a t o r s  t h a t  f a c i l i t a t e  t h e  p r o c e s s  o f  a p p l y i n g  

p r e s s u r e  a n d  w h e n  t h e r e  1 s  n e e d  t h e  I n t e r n a t i o n a l  c o m m u n 1 t y  
h a v e  a t  i t s  d i s p o s a l  m e a n s  o f  a p p l y i n g  p r e s s u r e  o n  c o u n t r i e s  

e n c o u r a g e  t h e m  to u n d e r t a k e  a d j u s t m e n t .

W e l l ,  t h a t  w a s  a n  a r e a  I n  p r a c t i c e  © f  a s e r i o u s  
1 n  t h e  B r e t t o n  W o o d s  s y s t e m .  I n  p r a c t i c e  

a p p l y  s u f f i c i e n t  p r e s s u r e  ©n s u r p l u s  c o u n t r i e s ,  
a s  J a p a n  a n d  G e r m a n y ,  a n d  t o  I n i t i a t e  a d j u s t m e n t  

h a s  b e e n  t h e  m a j o r  a c c o m p l i s h m e n t ,  I  t h i n k ,
i n  - -

meant E L L I S :  Wh e n  y o u  s p e a k  o f  68i n d i c a t o r s 13 w h a t  m i g h t  t h a t

,  ,  B E N N E T T ;  W e l l ,  t h e r e  w i l l  b e  v a r i o u s  I n d i c a t o r s .  I n c r e a s -
^ 9 « y  i t  h a s  b e e n  r e c o g n i z e d  t h a t  p r i d e  o f  p l a c e  p r o b a b l y  g o e s  

t h e  l e v e l  a n d  r a t e  of  c h a n g e  i n  a c o u n t r y ' s  i n t e r n a t i o n a l  m o n e t a r y  
r e s e r v e s ,  b o t h  b e c a u s e  t h a t  I s  a c o m p r e h e n s i v e  m e a s u r e ,  s e c o n d l y  

« c a u s e  i t ' s  a g y i c k l y  - -  1 t 8s  a r e a d i l y  a v a i l a b l e  m e a s u r e .  B u t



s
t h e r e  I s  n a  t h o u g h t  t h a t  f t  s h o u l d  b e  t h e  e x c l u s i v e  m e a s u r e .

E L L I S :  N o w ,  a g a i n  on  t r a d e  i n  a m o r e  g e n e r a l  s e n s e *  
l a s t  y e a r  t h e  t o t a l  U . S .  b a l a n c e  o f  p a y m e n t s  d e f i c i t « ,  r e f l e c t i n g  
t h e  t o t a l  f l o w  o f  —  o f  c u r r e n c y  i n  a n d  o u t  o f  t h e  c o u n t r y »  w a s  
a b o u t  t e n  b i l l i o n  d o l l a r s *  o f  w h i c h  s i x  p o i n t  f o u r  b i l l i o n  w a s  
1n t r a d e ,  y e  h a v e  h a d  t h e s e  t w o  d e v a l u a t i o n s  o f  t h e  d o l l a r  o f  
w h i c h  w e  h a v e  s p o k e n .  A r e  t h e s e  h e l p i n g  t © r e d u c e »  M r .  B e n n e t t »  
t h e  o v e r - a l l  t r a d e  I m b a l a n c e  o f  w h i c h  M r .  C a l d w e l l  s p o k e ?  A n d »  
b e y o n d  t h a t »  h o w  c a n  we a s  a n a t i o n  i n  t h e  U n i t e d  S t a t e s  g e n e r a t e  
e n o u g h  e x p o r t s  t o  p a y  f o r  t h e  i n c r e a s i n g  a m o u n t s  o f  f u e l  o i l  - ~
©f o i l  a n d  n a t u r a l  g a s  w h i c h  w@ h a v e  t o * i m p o r t ?

C A I D M E L L :  H e l l »  t h e  t r a d e  p i c t u r e  h a s  c l e a r l y  b e e n  
I m p r o v i n g .  O n  t h e  b a s i s  o f  t h e  f i g u r e s  r e p o r t e d  o n  t h e  - -  b y  
t h e  C e n s u s  D e p a r t m e n t »  w© a c t u a l l y  h a d  a s l i g h t  t r a d e  s u r p l u s  
I n t h e  s e c o n d  q u a r t e r  o f  t h i s  y e a r .  O n  a b a l a n c e  o f  p a y m e n t s  
b a s i s  t h e r e  w a s  a s l i g h t  d e f i c i t .  B u t  1 n  a n y  e v e n t  t h a t 8s a t r e m e n 
dous i m p r o v e m e n t  o v e r  t h e  p r e v i o u s  q u a r t e r s .  T o  b e  s u r e »  a l a r g e  
p o r t i o n  o f  t h e  I m p r o v e m e n t  f r o m  a y e a r  e a r l i e r  h a d  b e e n  a g r i c u l t u r a l  
s a l e s ;  a n d  w h i l e  t h e s e  w i l l  he h i g h  i n  t h e  n e a r  f u t u r e »  we  c a n n o t  
e x p e c t  t h e  c o n t i n u e d  g r o w t h  o f  t h e  s a m e  m a g n i t u d e .  O n  t h e  o t h e r  
hand»  t h e r e  h a v e  b e e n  i m p r o v e m e n t s  i n  t h e  a r e a  o f  m a n u f a c t u r e d  
goods  f l o w s »  a n d  w e  e x p e c t  t h e s e  t o  c o n t i n u e  a s  w e l l .

E L L I S :  A s  I  u n d e r s t a n d » t h e  c o s t  o f  i m p o r t i n g  o i l  a n d  
n a t u r a l  g a s  r i s e s  a b o u t  o n e  b i l l i o n  d o l l a r s  a y e a r  a n d  t h e r e  a r e  
some p r o j e c t i o n s  t h a t  b y  1 9 8 0  or  - 8 5  w® m i g h t  be h a v i n g  t o  s p e n d  
up to t h i r t y  b i l l i o n s  o f  d o l l a r s  to i m p o r t  t h e  f u e l  t h a t  w o u l d  
ka@p o u r  e c o n o m y  r u n n i n g  a t  I t s  p r e s e n t  r a t e .  i o w 9 i s  t h e r e  a n y  
h@p® o f  u n i l a t e r a l l y  a s  a n a t i o n  g e n e r a t i n g  e n o u g h  e x t r a  e x p o r t s  
to o f f s e t  t h i s »  o r  a r e  w e  g o i n g  t o  h a v e  t o  w o r k  t h i s  p r o b l e m  o u t  
In c o n c e r t  w i t h  o t h e r  f u e l - h u n g r y  n a t i o n s  l i k e  « J a p a n  a n d  H o s t  Germany?

B E H i E T T :  T h e  I m p o r t  © f  t h e s e  I n c r e a s i n g  a m o u n t s  o f  
o i l  d o e s  i m p o s e  a r e a l  c o s t  o n  t h e . c o u n t r y .  O n  t h e  o t h e r  h a n d »
E u r o p e  a n d  J a p a n  w i l l  b e  i n c r e a s i n g  t h e i r  i m p o r t s  o f  o i l  b y  e v e n  
l a r g e r  a m o u n t s .  H e  h a v e  d o n e  w e l l  I n  t h e  p a s t  i n  p r o v i d i n g  f r o m  
our e x p o r t s  t h e  - -  t h e  i m p o r t s  o f  t h e  o i l - p r o d u c i n g  c o u n t r i e s  
w d  m  w o u l d  h o p e  t © c o n t i n u e  t o  d© s o .  A n d  we  w i l l  p r o v i d e - t h e  
p o d s  t h e y  n e e d  f o r  t h e i r  - -  t h e i r  d e v e l o p m e n t .  S o m e  o f  t h e  c o u n t r i e s  
w i l l  p r o b a b l y  b e  a c c u m u l a t i n g  a s s e t s  w h i c h  t h e y  d o  n o t  w a n t  t o  
spend i m m e d i a t e l y  f o r  t h e i r  d e v e l o p m e n t  b u t  w i l l  w a n t  t e m p o r a r i l y »
J t  l e a s t »  a n d  f o r  s o m e  a l o n g  p e r i o d »  t © I n v e s t .  H e  b e l i e v e  t h e  
« • § .  w i l l  p r o v i d e  a t t r a c t i v e  i n v e s t m e n t  o p p o r t u n i t i e s  f o r  m u c h  
° f  t h a t  m o n e y .

E L L I S :  M r .  C a l d w e l l »  f r o m  - -  a g a i n »  f r o m  t h e  b u s i n e s s m a n ' s  
s t a n d p o i n t »  w o u l d  U . S .  b u s i n e s s  i n  g e n e r a l  w e l c o m e  f o r e i g n  —  
n a m e l y A r a b  i n v e s t m e n t  i n  t h i s  c o u n t r y  a s  a m e a n s  o f  u t i l i z i n g

© f  t h a t  g r e a t  s u r p l u s  o f  f u n d s  t h e y  a r e  g o i n g  t o  b e  b u i l d i n g  
tap?

C A L O M E L S . :  T h e  b u s i n e s s  c o m m u n i t y  g e n e r a l l y  h a s  s u p p o r t e d



/

r e v e r s e  I n v e s t m e n t s  f r o m  a n y  q u a r t e r t 
w h i c h  a r e  r u n n i n g  f a i r l y  h e a v y  d o l l a r  
gs y o u  p r o j e c t e d *  t h e  A r a b  c o u n t r i e s ,  
a —  m u c h  g r e a t e r  t h o u g h t  i s  g o i n g  t o  
w h o l e  q u e s t i o n  o f  r e v e r s e  i n v e s t m e n t s  a n d  t h e  
i m p a c t  o n  t h e  U n i t e d  S t a t e s .  A s  y o u  k n o w ,  t h  
t r a d i t i o n a l l y  b e e n  a - «  a c a p i t a l  e x p o r t e r  a n d  we 
e a r n e d  o n  - -  I n  r e c e n t  y e a r s  a p p r o x i m a t e l y  e i g h t

1 i k®
p a r t i c u l s  
r e s e r v e s ,

I  t h i n k  i t ® s  i n  -  
h a v e  t o  b e  d e v o t e d

: h © s e  
J a p <

q u a r t e r s  
in a n d  9 
• i n  g e n e r a '  
to  t h i s

w a y  i n  w h i c h  1 1 * 1 1  
U n i t e d  S t a t e s  h a s  

a -« we *ve 
I H o n  d o l l a r s

I n  r e t u r n s  o n  t h o s e  f o r e i g n  d i r e c t  i n v e s t m e n t s .  Me - -  b y  c o n t r a s t s »  
d i r e c t  I n v e s t m e n t  i n  t h i s  c o u n t r y  f r o m  f o r e i g n  s o u r c e s  h a s  o n l y  
a m o u n t e d  t o  a b o u t  t h i r t e e n  b i l l i o n  d o l l a r s ,  w h i c h  i s  q u i t e  a d i s p a r i t y  
w i t h  t h e  —  w i t h  t h e  d o l l a r  a m o u n t s  o f  - -  o f  u . S .  i n v e s t m e n t s

C o n s e q u e n t l y  a p s y c h o l o g i c a l  a d j u s t m e n t  p r o c e s s  w i l l  
h a v e  t o ^ t a k e  p l a c e  a n d  a - -  a c a r e f u l  l o o k  w i l l  h a v e  t o  b e  g i v e r s  
to t h e  i m p a c t  o f  —  o f  s u c h  I n v e s t m e n t s .  B u t  g e n e r a l l y  I  t h i n k  
t h e  A m e r i c a n  b u s i n e s s  c o m m u n i t y  w o u l d  - -  w o u l d ' s u p p o r t  t h e s e  
t h e s e  I n v e s t m e n t s .

E L L I S :  A s  i t  h a p p e n s ,  N r .  B e n n e t t ,  t h e  c o u n t r i e s  f r o m  
w h i c h  we  b u y  our  o i l  a r e  I n  l a r g e  p a r t ,  s u c h  a s  S a u d i  A r a b i a  o r  
K u w a i t ,  u n a b l e  t o  u s e  a l l  t h e  - -  i n v e s t  a l l  t h e i r  r e s o u r c e s  I n  

o w n  c o u n t r y .  N o w ,  I  d o n ’ t  s p e a k  © f  s p e c u l a t i o n  b e c a u s e  
a m o r e  a c c u r a t e  t e r m  i s  m a n a g i n g  m o n e y ,  b u t  1 s  t h e r e  a n y  

w h a t  e x t e n t  A r a b  © 1 1  c o u n t r i e s  h a v e  b e e n  u s i n g  
in s u c h  a w a y  t h a t  i t  —  t h a t  i t  h a s  u p s e t  t h e  

In t h e  w o r l d ?  I n  o t h e r  w o r d s ,  t o  w h a t  d e g r e e  a r e  
I n v o l v e d  i n  t h e  s p e c u l a t i v e  f l o w s  t h a t  we 

t h e  s y s t e m ?

e v i d e n c e  a s  t o  
l i q u i d  c a p i t a l  
m o n e t a r y  f l o w  
A r a b  o i l  f u n d s  
seen d i s r u p t i n g

B E N N E T T :  F i r s t  o f  a l l ,  t h e r e  & r e 9 © f  c o u r s e ,  a n u m b e r  
or @11 p r o d u c e r s ,  f o r  e x a m p l e  I r a n ,  w h o  h a v e  i n  t h e i r  v i e w  u r g e n t  
c u r r e n t  n e e d  f o r  a l l  o f  t h e i r  r e v e n u e .  T h e r e  a r e  o t h e r  c o u n t r i e s  
o f  whom 1 h a v e  s p e c i f i c  e x p e r i e n c e  who  h a v e  f o l l o w e d  w h a t  I  r e g a r d  
H  " * * •  i n v e s t m e n t  p o l i c i e s ;  t h e y ’ v e  n o t  —  [ t h e y ’ v e ]  r e c o g n i z e d  
im  f u n d s  a r e  m t  s h o r t - t e r m ,  t h e y ’ v e  i n v e s t e d  t h e m  f o r  m a x i m u m  
M  l o n g - t e r m  g a i n ,  a n d  t h a t  r e q u i r e s  s t a b l e  i n v e s t m e n t .  T h e r e  
nave b e e n  r u m o r s  of some  o i l  c o u n t r y  m o n e y  p a r t i c i p a t i n g  i n  s h o r t -  
J i m  c a p i t a l  f l o w s ,  a n d  t h e r e  m a y  h a v e  b e e n  $©m©s b u t  I  h a v e  n o  
d i r e c t  k n o w l e d g e  o f  a n y  l a r g e  a m o u n t s ;  a n d  I  d© h a v e  k n o w l e d g e ,  
on t h e  o t h e r  h a n d ,  o f  s o m e  l a r g e  i n v e s t o r s  w h o  c l e a r l y  d i d  n o t "  
p a r t i c i p a t e  i n  a n y  l a r g e  s h o r t - t e r m  c a p i t a l  s w i t c h e s .

a E L L I S :  M h e n  t h e  S h a h  o f  I r a n  w a s  h e r e  r e c e n t l y  l i e m a d e  
,,e * P ? J n t  t h a t  h 1 s  c o u n t r y  c o u l d  a b s o r b  a l l  i t s  o i l  r e v e n u e s  v e r y  
u s e f u l l y  N o w  —  a n d  i n  f a c t  h e  a l s o  d i s c l o s e d  t h a t  I r a n  h a d  
e n t e r e d  I n t o  a f i f t y - f i f t y  i n v e s t m e n t  w i t h  A s h l a n d  O i l  C o m p a n y  

w® *  » o r k  S t a t e .  N o w ,  m i g h t  I  a s k  e i t h e r  o f  y o u  g e n t l e m e n  d o  
; ®y k n o w  o f  p l a n s  b y  K u w a i t  or  S a u d i  A r a b i a  or  o t h e r  © 1 1 - p r o d u c i n g  
c o u n t r i e s  o t h e r  t h a n  I r a n  to s i m i l a r l y  i n v e s t  i n  t h e  U n i t e d  S t a t e s ?

.  . ,  C A L D M E L L :  T h e r e  h a v e  b e e n  i n d i c a t i o n s  f r o m  b o t h  S a u d i  
: ; J b J a a n d  K u w a i t ,  i n  a d d i t i o n  t o  I r a n ,  t h a t  t h e y 8r e  - -  t h a t  t h e y  

" 42 i t i ^ e r e s t e d  i n  i n v e s t i n g .  I t ’ s a n e w  b a l l  g a m e  f o r  t h e m ;  t h e y ’ r e



going t o  h a v e  l o o k  a t  t h e  m a r k e t  r a t h e r  c a r e f u l l y  a n d  s e e  w h a t  ~ ~
what a r e a s  t h e y  o u g h t  t o  I n v e s t  i n ,  I  w o u l d  s u s p e c t  t h a t  t h e
i n d u s t r y  a n d  t h e  a m o u n t  o f  i n v e s t m e n t s  w o u l d  d e t e r m i n e  w h e t h e r
or n o t  t h a t  I n v e s t m e n t  w o u l d  ~ ~  w o u l d  b e  j u d g e d  a s  * q u o t e »  A c c e p t a b l e
u n q u o t e .  I w o u l d  d a r e s a y  t h a t  1 f  S a u d i  A r a b i a  w e r e  t o  u t i l i z e
i t s r e s e r v e  - -  d o l l a r  r e s e r v e  a s s e t s  t o  b u y  o u t  c o m p l e t e l y  I B M
t hat  m i g h t  c r e a t e  s o m e  p o l i t i c a l  d i f f i c u l t i e s .  B u t  i f ,  o n  t h e
ot her  h a n d »  S a u d i  A r a b i a  - -  o r  a n y  c o u n t r y »  f o r  t h a t  m a t t e r  - -
were t © s p r e a d  i t s  i t s  d o l l a r s  i n  s m a l l  p e r c e n t a g e s  a m o n g  a

l a r g e  s p e c t r u m  o f  o f  b u s i n e s s e s  a n d  i n d u s t r i e s »  t h i s  c e r t a i n l y
would b e  d e s i r e d  a n d  - -  a n d  a c c e p t a b l e .

I n  a d d i t i o n »  t h e  - -  y @ u ® r @  r e f e r r i n g »  o b v i o u s l y »  t o  
the p r o b l e m  o f  h o w  c a n  t h e s e  - «  t h e s e  c o u n t r i e s  u s e  t h e i r  a c c u m u l a t e d  
d o l l a r  r e s e r v e s .  I n  a d d i t i o n  t o  r e v e r s e  i n v e s t m e n t s  t h e r e  I s  
also t h e  v e r y  p r o m i s i n g  p o s s i b i l i t y  o f  u s i n g  t h o s e  d o l l a r s  f o r  
d o wn s t r e a m I n v e s t m e n t s  i n  t h e  c o u n t r i e s  t h e m s e l v e s .  A  c e r t a i n  
amount o f  t h i s  i s  b e i n g  d o n e  a l r e a d y  b y  a n u m b e r  © f  c o u n t r i e s ,
Ir S a u d i  A r a b i a »  f o r  e x a m p l e »  a n  A m e r i c a n  f i r m  b a s e d  i n  C a l i f o r n i a  
Is m i n i n g  i r o n  p e l l e t s  i n  B r a z i l »  s h i p p i n g  t h e m  t o  S a u d i  A r a b i a »  
and a p l a n t  I s  b e i n g  b u i l t  t © - •  t o  p r o c e s s  t h e s e  —  t h e s e  i r o n  
p e l l e t s  u s i n g  t h e  g a s  t h a t  i s  b u r n e d  i n  - -  i n  t h e  o i l  e x t r a c t i o n .
So t h e r e  a r e  a v a r i e t y  o f  —  o f  a p p r o a c h e s  w h e r e b y  t h e s e  d o l l a r s  
cars be u s e d .

E L L I S :  M r .  B e n n e t t »  a b l u n t  q u e s t i o n .  T h e  S a u d i s »  
from whom we  w i l l  b© I m p o r t i n g  m o r e  o i l  t h a n  f r o m  a n y  o t h e r  c o u n t r y »  
have ma d e  i t  p r e t t y  c l e a r  t h a t  t h e y  m a y  l i n k  e x p a n s i o n  o f  t h e i r  
oil p r o d u c t i o n  t o  a l e s s  p r o - I s r a e l  p o l i c y  o n  t h e  p a r t  o f  t h e  
U. S.  g o v e r n m e n t .  H o w  m e a n i n g f u l  h a s  t h a t  p r e s s u r e  b e e n  t o  n o w  
and w h a t  d o e s  i t  p o r t e n d  f o r  t h e  f u t u r e ?

B E N N E T T :  M r .  E l l i s »  I ' m  n o t  i n  t h e  S t a t e  D e p a r t m e n t  
w m  n a t i o n a l  S e c u r i t y  C o u n c i l .  My  c o n t e x t  w i t h  t h e  c o u n t r i e s  
Oi a r e a  a r e  - -  i r e  e c o n o m i c .  A n d  t h e  e c o n o m i c  c o o p e r a t i o n
} p r o c e e d i n g  o n  a n  e x c e l l e n t  b a s i s .  I  h a v e  n o  p o l i t i c a l  c o m m e n t s

E L L I S :
I n c l u d e d ?

A n d  y o u  m e a n  e c o n o m i c  c o o p e r a t i o n  w i t h  S a u d i

B E N N E T T :  Y e s .

E L L I S :  N o w ,  t h e  q u e s t i o n  o f  t h i s  o n e  h u n d r e d  b i l l i o n  
a r  o v e r h a n g »  w h i c h  r o l l s  a r o u n d  l i k e  l o o s e  b a l l a s t  o n  a s h i p . . .

B E N N E T T :  L e t  me - -  l e t  me i n t e r r u p t  r i g h t  t h e r e .

E L L I S :  Y e s .

B E N N E T T :  T h e  l a r g e s t  p r o p o r t i o n  o f  t h i s  s o - c a l l e d  " o v e r h a n g "
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I s  i n v e s t e d  I n  U * S .  T r e a s u r y  o b l i g a t i o n s *  I  s u p p o s e  a l a r g e  p r o p o r 
t i o n  o f  I t  i s  m e l d  b y  d a p a l i  a n d  G e r n s n o y  ® t h e  a u t h o r i t i e s #  I t  
2®®s n o t  r o l l  a r o u n d ;  i t  i s  o n e  © f  t h e  s i o s t  s t a b l e  i n v e s t i r e n t  
[ s i c ]  i n  t h e  w o r l d .

E L L I S :  #T h e n  f r o m  w h e r e  d o e s  t h e  i m p r e s s i o n  c o m e  t h a t  
^ b © f t - t e r m  c a p i t a l  f l o w s ®  w h i c h  h a v e  b e e n  d i s r u p t i v e , ,  t h a t  

t h e r e  i s  a n  e l e m e n t  of  s p e c u l a t i o n  b a s e d  o n  o w n e r s h i p  of  o v e r s e a s  
d o 1 1 a  r s  ?

, V1 B E N N E T T :  F i r s t l y ,  y o u  h a v e  t o  b e  a  l i t t l e  c a r e f u l  o f  
s d i s r u p t i v e ®  w h a t  ^ d i s r u p t i v e 13 m e a n s #  T h e r e  w e r e  s h o r t 

t e r m  c a p i t a l  f l o w s  e a r l y  t h i s  y e a r #  A s  a r e s u l t  we n o w  h a v e  a 
snore r e a s o n a b l e  s e t  o f  e x c h a n g e  r a t e  r e l a t i o n s h i p s ,  d u s t  h o w  
d i s r u p t i v e  w e r e  t h e  f l o w s ®  t h e r e f o r e ®  i s  a « «  i s  a q u e s t i o n  you 
h a v e  t o  a p p r o a c h  w i t h  c a r e .

If t h e r e  I s  a d e s i r e  t o  m a k e  a s h o r t - t e r m  c a p i t a l  m o v e m e n t  
f r o m  o n e  c u r r e n c y  t o  a n o t h e r ®  i t . - «  I t  c a n  b e  d o n e  w i t h  d o l l a r s  
t h a t  a r e  In N e w  Y o r k  a s  w e l l  a s  t h e  d o l l a r s  t h a t  a r e  a b r o a d ®  or 
a J a p a n e s e -  f i r m  c a n  b o r r o w  i n  t h e  U n i t e d  S t a t e s .  S o  t h a t  t h e  
m e a s u r e  o f  t h e  a b i l i t y  o f  t h e  w o r l d  t o  e n g a g e  i n  s h o r t - t e r m  c a p i t a l  
m o v e m e n t s  i s  n o t  t h e  i n v e s t m e n t  i n  - -  i n  O . S *  s e c u r i t i e s  h e l d  *
®{ f o r e i g n e r s ® t h e  l a r g e s t  p o r t i o n  o f  w h i c h ®  a s  I  s a y ,  i s  1 n  v  
s t a b l e  h a n o s .

>u

E L L I S :  1 $  t h e r e  a n y  i n d i c a t i o n  o f  h o w  
o n e  h u n d r e d  b i l l i o n  d o l l a r s  a r e  o w n e d  

by m u l t i - n a t i o n a l  c o r p o r a t i o n s ,  b y  A m e r i c a n  b a n k s ?

m a n y  o f  
b y  A m e r i  I

t h e s e  
: a n s  - «

. .  .  B E N N E T T :  H e l l ®  t h e  h o l d i n g s  h e l d  b y  A m e r i c a n  b a n k s
1,01,1 d m t  b © *  o f  t h i s  i f  t h e y * r e  h e l d  h e r e *  Now® y o u - m e a n

E L L I S :  N o .  B u t  i n  t h e i r  o v e r s e a s . . .

B E N N E T T :  . . . h e l d  t h r o u g h  a f o r e i g n  i n t e r m e d i a r y . . *  

E L L I S :  U h - h u h .  O h - h u l i .

B E N N E T T :  . . . o f  s o m e  s o r t .  

E L L I S :  Y e s .

B E N N E T T :  N o d o n 9t  h a v e e s t i m a t e  o f  t h a t .

E L L I S :  M r *  C a l d w e l l ?

, C A L D W E L L :  T h e  A m e r i c a n  b u s i n e s s  c o m m u n i t y  g e n e r a l l y  
r e g a r d s  t h ®  p r o b l e m  o f  t h e  d o l l a r  o v e r h a n g  t h e  - -  p r o b a b l y  t h e  
s ? ! L ? res515s H q b ld lty , I m m e d i a t e  l i q u i d i t y ,  p r o b l e m  of t h e  U n i t e d  

J A n d  “ e g e n e r a l l y  f e e l  t h a t  t e c h n i q u e s  w i l l  h a r e  t o  b e  
t w l 0p e d , t 0. 1"  r a H l e r  P r o m p t l y  t o  d e a l  w i t h  t h i s  p r o b l e m .  A n d  

n o s e  —  i n c i d e n t a l l y ,  t h o s e  s a m e  t e c h n i q u e s ,  r e f e r r i n g  t o  w h a t



Hr ,  B e n n e t t  a l l u d e d  to e a r l i e r ®  c o u l d  a l s ©  v e r y  w e l l  b e  a p p l i e d  
to t h e  s t e r l i n g  o v e r h a n g  o r  t h e  d e u t s e h e m a r k  o v e r h a n g  a n d  e t c e t e r a .
The d o l l a r  o v e r h a n g  s i g n i f i c a n t l y  i n c r e a s e s  t h e  r i s k  o f  i n s t a b i l i t y  
in t h e  I n t e r n a t i o n a l  m o n e t a r y  s y s t e m ;  a n d  i t  i n  e f f e c t  r e n d e r s  
i m p o s s i b l e  t h e  r e t u r n  t o  c o n v e r t i b i l i t y  f o r  t h e  d o l l a r  i n t o  U .  S .  
r e s e r v e  a s s e t s .  A n d  s o  g e n e r a l l y  b u s i n e s s  M o u l d  c e r t a i n l y  v i e w  
i t s  s t a b i l i z a t i o n  a s  a n  I n t e g r a l  e l e m e n t  o f  m o n e t a r y  r e f o r m .

N o w 9 t h e r e  a r e  s e v e r a l  a p p r o a c h e s  o r  t e c h n i q u e s  for 
c o n s o l i d a t i n g  t h e  o v e r h a n g  t h a t  h a v e  b e e n  s u g g e s t e d *  A  v e r y  p r o m i s i n g  
p o s s i b i l i t y  i s  t h e  c r e a t i o n  o f  a s p e c i a l  i s s u e  o f  $ D R ®$  I n t o  w h i c h  
m o n e t a r y  a u t h o r i t i e s  c a n  c o n v e r t  a n y  o r  a l l  © f  t h e i r  d o l l a r s  a s  
« e l l  a s  o t h e r  r e s e r v e s .

E L L I S :  On® q u e s t i o n  a b o u t  f l o a t i n g .  We a r e  n o w  1 n  
the s i t u a t i o n  o f  g e n e r a l  f l o a t i n g  a g a i n s t  t h e  d o l l a r .  M r .  B e n n e t t »  
hofó do we m o v e  o u t  o f  t h a t  s i t u a t i o n ?

B E N N E T T :  W e l l »  t h e r e ' s  f i r s t l y  t h e  q u e s t i o n  o f  w h a t ' s  
the d e s i r e d  s p e e d .  I n  t h e  r e c e n t  p e r i o d s  w h e n  t h e r e  w e r e  f a c t o r s  
d i s t u r b i n g  t o  —  t o  e c o n o m i c  c o n f i d e n c e »  1 t * s  q u i t e  p o s s i b l e  t h a t  
the r e s u l t  o f  t h e  d i s t u r b a n c e  w o u l d  h a v e  b e e n  f a r  c l e a r e r  i f  we 
hid n o t  h a d  f l o a t i n g  r e l a t i o n s h i p s  a m o n g  c u r r e n c i e s .  G r a d u a l l y ®  
h o w e v e r ,  a s  w e  c o n q u e r  I n f l a t i o n  a n d  r e d u c e  d l s e q u l l 1 b r 1 a  i n  t h e  
Meri da c u r r e n c i e s  w i l l  b e  m o r e  s t a b l e .  A n d  t h e n  we c o u l d  p e r h a p s  
■ova t o  r u l e s  t h a t  a r e  - -  m i g h t  r e g a r d  a s  o p p o s i t e  o f  f l o a t i n g .

E L L I S :  I n  a w o r d »  M r .  B e n n e t t ®  c a n  m  h o p e  f o r  a r e f o r m e d  
mo n e t a r y  s y s t e m  i n  p l a c e  a n d  r a t i f i e d  b y  g o v e r n m e n t s  p o s s i b l y  
by t h e  e n d  o f  1 9 7 4 ?

B E N N E T T :  T h e r e ' s  a s t r o n g  p o s s i b i l i t y  o f  a n  a g r e e m e n t .  
H h a t ha r  t h e  r a t i f i c a t i o n  w i l l  b e  c o m p l e t e d  I  d o n ' t  k n o w .

E L L I S :  T h a n k  y @ u B g e n t l e m e n .  O u r  t i m e  i s  u p .

[ T h e m e  m u s i c  u p 8 u n d e r ]

A N N O U N C E R :  T o n  h a v e  b e e n  l i s t e n i n g  t o  I s s u e s  I n  T h e  
«@ws9 a w e e k l y  u n r e h e a r s e d  p r o g r a m  i n  w h i c h  A m e r i c a n  c o r r e s p o n d e n t s  
ead g u e s t s  g i v e  t h e i r  v i e w s  o n  d e v e l o p m e n t s  i n  t h e  n e w s .

T o d a y ' s  p a n e l i s t s  w e r e :  J a c k  F .  B e n n e t t ®  D e p u t y  U n d e r -  
S e c r e t a r y  f o r  M o n e t a r y  A f f a i r s ®  t h e  U . S .  T r e a s u r y ;  J o h n  L .  C a l d w e l l ®  
D i r e c t o r ®  T h e  C e n t e r  f o r  I n t e r n a t i o n a l  B u s i n e s s  R e l a t i o n s ®  t h e  
U* S.  C h a m b e r  o f  C o m m e r c e ;  a n d  B a r r y  E l l i s ®  t h e  C h r i s t i a n  S c i e n c e

J o i n  u s  a g a i n  n e x t  w e e k  a t  t h i s  t i m e  f o r  a n o t h e r  u n r e h e a r s e d  
d i s c u s s i o n  o f  I s s u e s  i n  t h e  n e w s .

[ T h e m e  m u s i c  up® f a d e  o u t ]
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EXCERPTS FROM REMARKS
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ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY
AT THE

COST OF LIVING COUNCIL REGIONAL CONFERENCE
DENVER, COLORADO 
AUGUST 20, 1973

Phase IV descended on the economic scene last week to the 
applause of few and the hisses of many. The public is unhappy 
because Phase IV fails to suppress the numerous price in
creases, particularly for food, that are working their way 
through the system. Businessmen and labor leaders are dis
gruntled because controls limit their freedom, create 
inefficiencies in production and marketing, and generate a 
new layer of government paperwork with which they must wrestle. 
Economists are troubled by the potential distortions and dis
incentives that controls can produce. Government officials 
are vexed by the difficulties of administering the controls, 
especially in the face of a strong economy. All of this un
happiness is a sure sign of the serious inflation problem we 
are faced with today. However, the fact that there is a common 
misery does not tell us how to deal with the problem.

Many people react to the problem of inflation by saying 
that we should pass a law against it. Unfortunately, a nice 
simple, permanent solution like that is unrealistic. In effect, 
we did that during the freeze, and even in that short period 
created serious supply problems for poultry, pork, copper scrap 
and perhaps other commodities. If a freeze were to be continued 
indefinitely, it would do serious damage to the economy, not 
only in agriculture but in the industrial sector as well.

Our inflation problem is, of course, very complex. Perhaps 
the single most important element over the past year or two is 
the reduction in the available supply of food because of bad 
weather and in some cases disastrously poor crops here and 
abroad. There is a tendency to blame everything on last year's
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wheat sale to Russia but in fact the supply-demand imbalance 
exists throughout the world.

A second major element in the inflation problem is the 
worldwide economic boom. Every industrialized country is 
simultaneously experiencing strong economic growth and this 
unusual development is putting great pressure on the supplies 
and prices of industrial raw materials.

Given these basic causes of inflation, we must ensure that 
our fundamental economic policies provide the necessary counter
vailing force. To prevent our economic boom from running away 
with itself, the Government is applying firmly restrictive 
fiscal and monetary policies. The Federal budget will be in 
balance this fiscal year. And to help alleviate shortages, we 
have taken a series of major actions to augment supply. For 
example, all previous limitations on the planting of crops have 
been eliminated. This is helping to produce record harvests 
this year, and there is the strong expectation of even larger 
food production in 1974.

To supplement these fundamental policies, the Economic 
Stabilization Program is being applied to prevent anticipatory 
increases in prices and wages. The American people must not 
think that inflation is inevitable. Past experience tells us 
that the kind of commodity inflation experienced during the 
first half of 1973 is reversible. At some point the supply of 
food and industrial raw materials will catch up with demand and 
when that happens, commodity prices will fall.

Thus, businessmen must not build a constant upward trend 
into their pricing policies, irrespective of market conditions, 
in the mistaken view that the price explosion will continue 
indefinitely. Similarly, businessmen and workers, in their 
joint determination of future wage rates, must not anticipate 
a permanently high rate of inflation. We must not let the commodity inflation upset the very favorable wage performance 
of 1972 and 1973. To do so would build a price-wage-price spiral 
into the economy for several years ahead, and would make the 
problem of regaining reasonable stability a very much more dif
ficult and painful undertaking.

The function of Phase IV, therefore, is to help prevent the 
recent commodity inflation from becoming irreversibly institution
alized into the entire structure of our economy. This will not be 
an easy task. Direct price and wage controls are seldom popular, 
and the longer they last the more unhappiness they produce. How
ever, with the understanding and cooperation of businessmen and 
workers, Phase IV can make a crucial contribution to the task 
restoring reasonable price stability to the American economy.
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IFOR RELEASE 6 :3 0  P .M . August 20, 1973

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $2.5 billion of 13-week Treasury bills and for $1.8 billion 
bf 26-week Treasury bills, both series to be issued on August 23, 1973 were 
bpened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 
COMPETITIVE BIDS:

High
Low
Average

13-week bills
maturing November 23, 1973

26-week bills
maturing February 21, 1974

Price
Equivalent 
annual rate Price

Equivalent 
annual rate

97.742 a/
97.708
97.723

8.836$
8.969$
8.910$ à i

95.539
95.516
95.523

8.824$ 
8.869$ 
8.856$ l/

a/ Excepting two tenders totaling $1,080,000
Tenders at the low price for the 13-week bills were allotted 19$, 
Tenders at the low price for the 26-week bills were allotted 4$.

I0TAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For AcceptedBoston New York
P h ila d e lp h iaCleveland
RichmondAtlanta
ChicagoSt. Louis
MinneapolisKansas C ityDallasBan Francisco

$ 42,875,000 $ 32,875
2,832,910,000 1,963,360

340.000 25,340
090.000 46,090 

32,310 
20,460

233,665

,3Ì0,000
,460,000
,670,000 mm
,640,000 29,140
,580,000 9,580
,560,000 
,160,000 
,195,000

32,560

,000
,000
,000
,000
,000,000
,000,000
000

,000
,000
000

$ 26,415,000
2,760,135,000

13.900.000
61.285.000
23.560.000
17.115.000 
309,035,000
71.095.000
22.295.000
27.940.000
56.030.000

$ 15,485
1,410,700 

12,935 
25,485 
19,560 
16,215 
143,945 
24,595 
6,095 

20,870 
13,53023’175.

51,955.
TOTALS $3,594,790,000 $2,500,490,000 b/ $3,587,035,000 $1,800,010,000 c/

198,250,000 90,595

,000
,000
,000,000
,000
,000
,000
,000,000
,000
,000
,000

includes $375,945, 
11 Includes $251,125, Iti These rates are on 

9.24 $ for theai-!

000 noncompetitive tenders accepted at the average price. 
000 noncompetitive tenders accepted at the average price, 
a bank discount basis. The equivalent coupon issue yields 
13-week bills, and 9.40$ for the 26-veek bills.
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FOR IMMEDIATE RELEASE August 20, 1973

EMERGENCY LOAN GUARANTEE BOARD

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 $30 million under Government guarantee, 
which, when drawn down, will bring the total permitted 
borrowings under Government guarantee up to $180 million0 
Lockheed is authorized under the terms of its agreement 
with the Emergency Loan Guarantee Board to borrow from its 
lending banks up to $250 million under Government 
guarantee.
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Department of th e JR E A S U R Y

FOR IMMEDIATE RELEASE August 2 1 , 1973

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 $ 4,300,000,000, or thereabouts, for 
cash and in exchange for Treasury bills maturing August 30, 1973, in the amount 
of $4,302,405,000 as follows:

91-day bills (to maturity date) to be issued August 30, 1973, in the amount 
of $2,500,000,000, or thereabouts, representing an additional amount of bills 
dated May 31, 1973, and to mature, November 29, 1973 (CUSIP No. 912793 SF4) 
originally issued in the amount of $1,702,030,000 the additional and original 
bills to be freely interchangeable.

182-day bills, for $ 1,800,000,000, or thereabouts, to be dated August 30, 1973, 
and. to mature February 28, 1974 (CUSIP No. 912793 TA4 ).

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 clos
ing hour, one-thirty p.m., Eastern Daylight Saving time, Monday, August 27, 1973. 
Tenders will not be received at the Treasury Department, Washington. Each tender 
roust 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 
roay not be used. It is urged that tenders be made on the printed forms and for
warded in the special envelopes which will be supplied by Federal Reserve Banks 
or Branches on application therefor.

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

(OVER)
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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 incdrporated 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 thosj 
submitting competitive tenders will be advised of the acceptance or rejection 
thereof. The Secretary of the Treasury expressly reserves the right to accept orl 
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 accepti 
in full at the average price (in three decimals) of accepted competitive bids fori 
the respective issues. Settlement for accepted tenders in accordance with the 
bids must be made or completed at the Federal Reserve Bank on August 30, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury! 
bills maturing August 30, 1973. Cash and exchange tenders will receive equal! 
treatment. Cash adjustments will be made for differences between the par value ol 
maturing bills accepted in exchange and the issue price of the new bills.

Under Sections 454(b) and I2?l(5) of the Internal Revenue Code of 1954 the 
amount of discount at which bills issued hereunder are sold is considered to accri 
when the bills are sold, redeemed or otherwise disposed of, and the bills are ex-| 
eluded from consideration as capital assets. Accordingly, the owner of Treasury I 
bills (other than life insurance companies) 'issued hereunder must include in his I 
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, and the amounl 
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 issi* 
Copies of the circular may be obtained from any Federal Reserve Bank or Branch.
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FOR RELEASE WEDNESDAY, AUGUST 22, 1973
JUNE 1973 OIL PRICES RELEASED

The average price of East Coast tanker, pipeline, and barge 
quantities of residual fuel oil delivered to purchasers for resale 
went from $4.02 a barrel in May to $4.00 a barrel in June, according 
to Treasury Department Deputy Secretary William E. Simon, who also 
serves as Chairman of the President's Oil Policy Committee.

The average price of residual fuel oil picked up by purchasers 
for resale decreased from $3.00 a barrel in May to $2.56 a barrel 
in June. This oil averaged lower in price than others because of 
sulfur content and other characteristics. Tanker and pipeline 
deliveries to East Coast electric utilities averaged $3.34 a barrel 
in June, a decrease of 16 cents from May.

For tanker, pipeline, and barge quantities, East Coast marketers
paid an average of $4.20 a barrel for residual fuel oil with sulfur 
content of one percent maximum, an increase of seven cents from May;
$3.08 a barrel for oil with sulfur content of 1.5_percent through
2.2 percent, an increase of 19 cents; and $2.83 a barrel for oil 
with sulfur content over 2.2 percent, a one-cent decrease.

The survey is part of the surveillance under the Presidential 
Proclamation on oil imports. This report is limited to No. 6 
residual fuel oil, both domestic and imported. Excluded are 
intra-company business, sales to the Department of Defense, and 
sales outside the U. S. These results are obtained from the 
summation of individual company submissions and include business 
on contracts of various vintages and spot transactions.
Attachment
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DEPARTMENT OF THE 

1/
EAST COAST SALES ,

TREASURY SURVEY OF NO. 6 RESIDUAL FUEL OIL
2/ 3/

REVENUE AND COSTS PER BARREL , BY REGIONS

JUNE 1973

PART I. SALES

All Regions 
(1) (2) 
Delivered Picked up 

to by 
Purchaser Purchaser

Region
(3)
Delivered

to
Purchaser

A
(4)
Picked up 

by
Purchaser

Region
(5)
Delivered

to
Purchaser

B
(6)
Picked up 

by
Purchaser

Region
(7)
Delivered

to
Purchaser

C
(8)
Picked up 

by
Purchaser

Region
(9)
Delivered

to
Purchaser

A. To
Ü

resellers:
Tanker, pipeline or barge $4.00 $2.56 $3.69 $NR^7 $4.86 $NR $NR $4.14 $NR

2. Truck or tank car 4.26 3.89 NR 3.63 4.44 5.03 NR 3.91 3.48

B. ToÜ electric utilities: 
Tanker or pipeline 3.84 4.56 4.25 NR 4.11 3.60 NR 3.31

2. Barge 3.99 4.58 NR NR 4.48 • NR 3.71 4.66 3.85
3. Truck or tank car 4.16 -- NR -- NR -- — -- 4.16

*C. To 
1.

other consumers: 
Barge 3.74 3.13 4.69 NR 4.44 NR 3.94 2.98 2.772. Truck or tank car 4.45 3.35 4.73 NR 4.87 4.54 4.25 3.39 3.40

PART II. PURCHASES BY MARKETERS
Tanker, Pipeline or Barge All Regions Region A Region B Region C Region

Sulfur content:
A. 1% maximum $4.20 $4.13 $4.51 $4.30 $NR
B. over 1% thru 1.5% NR NR — — --

C. Over 1.5% thru 2.2% 3.08 NR 3.00 NR
D. Over 2.2% 2.83 NR - - NR NR

( 10)
Picked up 

by
Purchaser

$NR
3.04

NR
NR

3.14
2.95

Vn >
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MAY 1973

PART :t. SALES

All Regions 
(1) (2) 
Delivered Picked up 

to by 
Purchaser Purchaser

Region
(3)
Delivered

to
Purchaser

A
(4)
Picked up 

by
Purchaser

Region
(5)
Delivered

to
Purchaser

B
(6)
Picked up 

by
Purchaser

Region
(7)
Delivered

to
Purchaser

C
(8)
Picked up 

by
Purchaser

Region
(9)
Delivered

to
Purchaser

A. To 
U

resellers:
Tanker, pipeline or barge $4.02 $3.00 $4.06 $NR^/ $4.80 $NR $NR $4.00 $NR

2. Truck or tank car 4.44 4.07 4.61 3,78 4.55 5.00 4.36 4.00 3.62

B. To 
1.

electric utilities: 
Tanker or pipeline 4.00 4.60 4.56 NR 4.22 3.51 NR 3.35

2. Barge 3.93 4.57 NR NR 4.36 NR 3.70 4.58 3.68
3. Truck or tank car 4.10 -- NR -- *•- WB — 4.06

C. To 
1.

other consumers: 
Barge 3.80 3.17 4.67 NR 4.45 NR 3.73 2.93 2.80

2. Truck or tank car 4.42 3.44 4.60 2.86 4.85 4.50 4.19 3.50 3.43

PART II. PURCHASES BY MARKETERS
Tanker. Pipeline or Barge All Regions Region A Region B Region C Region

Sulfur content:
A. 1% maximum $4.13 $4.21 $4.17 $4.11 $NR
B. Over 1% thru 1.5% — -- -- -- --

C. Over 1.5% thru 2.2% 2.89 NR NR — NR
D. Over 2.2% 2.84 NR NR NR 2.87

L/ Excludes intracompany transactions in which exchanges of goods and/or services are significant, sales to the 
Department of Defense, and sales outside the United States.

2/ Reflects all allowances and charges, including delivery charges of vendor.
3/ Regional classification by destination. Regions consist of: A, New England; B, New York and New Jersey; C, Pennsylvania, Delaware, 

Maryland, District of Columbia, and Virginia; and D, North Carolina, South Carolina, Georgia and Florida.
4/ NR - not released in order to avoid possible disclosure of individual company information.

( 10)
Picked up 

by
Purchaser

$NR
3.09

NR
NR

3.22
3.00
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FOR IMMEDIATE RELEASE August 22, 1973
TREASURY DEPARTMENT ANNOUNCES FORMATION 
OF ADVISORY COMMITTEE ON MONETARY REFORM

Secretary of the Treasury George P. Shultz today announced 
formation of an "Advisory Committee on Reform of the International Monetary System.”

In forming the Committee, Secretary Shultz noted that 
"as the reform discussions reach their definitive stage,
I think it particularly appropriate and important that the 
government officials concerned keep in close touch with 
experienced and expert members of the private financial 
and business community to help assure that reform is 
realistic, practical and effective. I look forward to the 
advisory committee playing an important role in this effort."

The 14-member group will hold its first meeting in 
Washington August 29.

Henry H. Fowler, former Secretary of the Treasury and 
now a partner of Goldman Sachs and Co., will serve as 
Chairman of the group. Two other former Secretaries of the 
Treasury also will serve on the Committee -- Douglas Dillon of 
New York and John B. Connally of Houston, Texas. Other members 
are: William Blackie, Director and Former Chairman of the 
Caterpillar Tractor Co., Peoria, 111,; A.W. Clausen, President 
of the Bank of America, San Francisco; Gaylord Freeman, Chairman 
of the Board of the First National Bank of Chicago; Gabriel C.
Hauge, Chairman of the Board of the Manufacturers Hanover Trust Co., 
New York; Howard C. Petersen, Chairman of the Board of Fidelity 
Bank, Philadelphia; David Rockefeller, Chairman of the Board of 
Chase Manhattan Bank, New York; Robert V. Roosa, Partner, Brown 
Bros. Harriman and Co., New York; Reginald H. Jones, Chairman and 
Chief Executive Officer, General Electric Co., New York; Ellmore 
C. Patterson, Chairman of the Board, Morgan Guaranty Trust Co.,
New York; Walter B. Wriston, Chairman of the Board, First National 
City Bank, New York and Henry C. Wallich, Senior Consultant to 
Secretary Shultz and a Yale University Economics Professor.

Professor Wallich besides serving on the Committee will 
continue to maintain liaison with members of the academic 
community who have been consulting with the Treasury on monetary reform issues.

o O o
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FOR IMMEDIATE RELEASE August 22, 1973

THE HONORABLE GEORGE P. SHULTZ 
SECRETARY OF THE TREASURY 

REMARKS AT
THE SWEARING-IN CEREMONY OF VARIOUS U.S.

OFFICIALS OF THE INTERNATIONAL FINANCIAL INSTITUTIONS 
WEDNESDAY, AUGUST 22, 1973

We are swearing in to office today four men — .Charges 
Sethness as U.S. Executive Director of the World Bank, and 
Hal Reynolds as his Alternate; Rex Beach as the U.S. Director 
of the Asian Development Bank; and Kenneth Guenther as the 
Alternate U.S. Executive Director of the Inter-American De
velopment Bank. This event marks another important step in 
the foreign economic policy of the United States. Along with 
John Porges and Jesun Paik who have already assumed their 
duties as Inter-American Bank Executive Director and Asian 
Bank Alternate Director, respectively, we now have a full 
management team representing the U.S. in the international 
financial institutions.

Little public attention has been focused on the important 
programs of these institutions, and I would like to say a few 
words about them and the important work of our representatives 
here.

S - 2 6 9
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Development is something that goes on quietly day after 
day. These banks rarely get headlines except for the more 
dramatic help they give in the wake of natural disasters or 
their efforts to finance rebuilding after a destructive war.

Development takes time, persistence, patience and dedi
cation. It also requires sound financial and economic policies. 
These men have the difficult task of seeing that the effort 
is well managed —  that sound policies are followed and that 
U.S. interests are looked after. They must be hard-nosed 
bankers, diplomats of no small moment, besides having the 
dimension of vision and understanding. It is one of the most 
important tasks and yet, by its nature, if it is well done, 
it will not be heard of —  there will just be steady progrss.

Last September, President Nixon called for a "total re
form of international economic affairs" to help shape the 
world for a generation of peace. He warned the members of 
the International Monetary Fund of the increasing potential 
for economic conflict as the danger of armed conflict de
creased. His words strengthened a growing worldwide senti
ment that something had to be done, some action taken, and 
we began a series of negotiations for reform.

Through the IMF's Committee of Twenty we are approaching 
agreement on international monetary reform. In several weeks 
I will go to Tokyo where international reform discussions will



3

officially begin with other trading nations of the world 
under the General Agreement on Tariffs and Trade to expand 
world trade and reduce trading barriers. The Congress is 
presently considering comprehensive legislation on trade 
submitted by the President to enable us to participate mean
ingfully in these negotiations. The third part of our foreign 
economic policy, to which the President is deeply committed, 
concerns our relations with the developing countries. He 
feels strongly that the programs of the international finan
cial institutions, which are of vital importance to those 
countries, are an integral part of a cooperative international 
economic system.

To encourage and sustain this move toward global coopera
tion, it is essential that the United States maintain its 
fair share in these programs. Our active role ensures a 
beneficial effect on the world system in general and, in 
particular, on developing countries, as well as for ourselves. 
These multilateral programs constitute part of a balanced 
development assistance program and are a complement to our 
bilateral programs. They represent a shared responsibility 
and leadership.

Let me take just a moment to describe these institutions:
The World Bank Group is the global structure. It has 

three parts to it —  the Bank itself, the International De
velopment Association or IDA, and the International Finance
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Corporation. The Bank is the oldest of the institutions with 

over 25 years experience, and plays a leading role in coor

dinating economic assistance. It brings the collective

judgment of its 122 member nations into play to promote sound
IPeconomic policies in borrowing countries.

The regional development banks were created to bring 
special expertise to bear on development problems in the 

particular geographic areas they serve. The Inter-American 
Development Bank, established in 1959, is made up of the U.S., 
Canada and 22 Latin American countries. The Asian Develop

ment Bank was established in 1966, with the strong support 
of the U.S., and now has 24 Asian members and 14 non-Asian 

members. The African Development Bank, established in 1963, 
consists of 36 independent African nations but is increasing 
its scope as Europeans and Japanese join the new African 
Development Fund. The U.S. is not yet a member.

These banks do a great deal to further economic growth 

and stability in the less developed countries —  which is 
just as important to us as it is to those countries them

selves. This encourages growth in world export and import 

markets and, as the less developed countries grow, oppor
tunities for the U.S. also grow. In these times of inflation, 
developing countries are a prime source for raw materials and 
for semi-manufactured products. One-third of the raw materials
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used by the U.S. come from less developed countries and this 

ratio is rising. And we export products to these countries. 

Year after year the United States has had a positive balance 
of trade with them —  even in 1972 when we had a deficit 

balance with other countries.

The international financial institutions also promote 
participation by the private sector in the financing of de

velopment assistance through the sale of their bonds in the 
private capital markets. In addition, both domestic and 
foreign private investment in the less developed countries 
increases when the banks finance infrastructure and other 

important economic development projects.
I think you can see why we feel it is important to con

tinue our participation through our contributions to these 

banks. We pay our "fair share" in funding the international 
financial institutions —  a fair share internationally nego

tiated on the basis of burden-sharing considerations. Our 
contribution is roughly related to the U.S. relative economic 

strength among the donors to the specific institution. This 

burden-sharing relieves some of the pressures for bilateral 
aid. For example, the World Bank and the Asian Bank are pre

pared to head a group of member nations to mobilize resources 
from many capital-exporting countries for reconstruction aid

to Indochina.
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The President strongly supports the programs of the banks. 

They form a key component of his foreign economic policy. Our 

shares in them fit in with our budgetary and balance of pay- 

ments objectives. They make good sense. And, they are an 

efficient and effective instrument for channeling our support 
to the less developed countries.

We are working hard to help shape the programs and the 
procedures of the international financial institutions so 

that they are responsive to the legitimate joint concerns of 
Congress and the Executive Branch. We have already been able 
to bring about a number of desirable changes and adaptations 

in the banks. The key to further success in doing so clearly 
lies in the professional skills of those who represent us.

We will continue negotiating with other nations in our 
efforts to resolve our differences and to "erect a durable 

structure of peace in the world from which all nations can 
benefit." The road to that goal includes working for inter

national cooperative improvements through the international 

financial institutions —  a task which these four gentlemen 
will now help us to carry out.

0O0
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FOR IMMEDIATE RELEASE August 22, 1973

SWEARING-IN CEREMONY OF 
U.S. OFFICIALS OF THE INTERNATIONAL 

FINANCIAL INSTITUTIONS

Secretary of the Treasury George P. Shultz today 
swore into office four U.S. officials in the international 
financial institutions: Charles 0. Sethness as U.S. Execu
tive Director of the International Bank for Reconstruction 
and Development; Hal F. Reynolds as the U.S. Alternate 
Executive Director of IBRD; Kenneth A. Guenther as U.S.
Alternate Director of the Inter-American Development Bank; 
and Paul Rex Beach as U.S. Director of the Asian Develop
ment Bank.

Mr. Sethness has been Manager of Corporate Finance for 
Morgan and Cie International, S.A., an investment banking 
firm in Paris, since April 1971. From August 1967 to April 
1971, he held several positions with Morgan Stanley and Com
pany in New York, including that of Vice President, before 
joining the firm's subsidiary in Paris.

Born on February 24, 1941, in Evanston, Illinois, Mr. 
Sethness received his B.A. degree from Princeton University 
in 1963, attended the University of Chicago, and received 
his M.B.A. degree from the Harvard Graduate School of Business 
in 1966. During 1963-4, he was a Senior Credit Analyst with 
the American National Bank and Trust Company of Chicago.

Mr. Reynolds has been with the Treasury Department since 
1967 and has been serving as Acting U.S. Director at the World 
Bank. He was with the Agency for International Development from 
1962-67. Prior to that, from 1956-62, he was an attorney with 
the firm of Davis, Polk, Wardwell, Sunderland and Kiendl in New 
York. In 1951-52, he taught economics at Williams College after 
serving with the State Department from 1949-51.
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A native of Cleveland, Ohio, Mr. Reynolds was born on 
March 16, 1927. He received his B .A. degree in economics 
from Williams College in 1949, and his LL.B. degree from 
Harvard Law School in 1956. He is a member of the Bars of 
New York State and the District of Columbia.

Mr. Guenther has been Special Assistant for Economic 
Affairs to Senator Jacob K. Javits of New York since June 
1969. From June 1965 to June 1969, he was a Foreign Service 
Officer assigned to the U.S. Embassy at Santiago, Chile, and 
to the Bureau of International Organization Affairs. From 
1960-65, he was with the Department of Commerce, working 
briefly in the Office of Business Economics, then in the Far 
Eastern Division of the Bureau of International Commerce.

He was born on December 1, 1935, in Rochester, New York. 
Mr. Guenther received his B.A. from the University of Rochester 
in 1957 and did graduate work at the School of Advanced Inter
national Studies of the Johns Hopkins University and at Yale 
University.

Mr. Beach, who will hold the rank of Ambassador, has been 
the U.S. Alternate Director of the Asian Development Bank since 
October 1972. From February 1971 until that time, he was 
Special Assistant to Ambassador at Large David M. Kennedy. He 
served with the Treasury Department from June 1969 until 1971 
as Deputy Assistant to the Secretary and Director of the Execu
tive Secretariat, then as Assistant to the Secretary.

Born in Kansas City, Missouri, on January 31, 1939, Mr. 
Beach received his B.A. from Kansas State University in 1962, 
his M.A. from Johns Hopkins University in 1967, and his Ph.D. 
from Brown University in 1970. He served as Legislative Assis
tant to Senator James B. Pearson of Kansas from 1963-65 and 
spent the 1968-69 academic year in Tempe, Arizona, as an 
Assistant Professor of Economics at Arizona State University.

o05



August 221 1973

* ¿"‘am!?Ë M M H  "■ ¿tîMSnî.-.'t.*; * “ i r

OepartmentoftheTREASURY 1 kl
n r  « m n  T E L E P H O N E  W 04-2041SHINGTON. D.C. 20220 ?¿ i

FOR RELEASE 6:30 P . M .

RESULTS OF TREASURY’S 52-WEEK BILL AUCTION

Tenders for $1.8 billion of 52-week Treasury bills to be dated 
August 28, 1973, and to mature August 27, 1974, were opened at the 
Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS: (Excepting one tender of $1,200,000)

H ig h
Low
A v e r a g e

91.555 Equivalent annual rate 8.352$
91.483 Equivalent annual rate 8.423$
91.519 Equivalent annual rate 8.388$ 1/

Tenders at the low price were allotted 91$

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted
Boston $ 30,240,000 $ 5,240,000
New York 2,401,155,000 1,455,210,000
Philadelphia 19,365,000 4,365,000
Cleveland 28,485,000 17,285,000
Ri chmond 11,900,000 8,400,000
Atlanta 8,120,000 7,575,000
Chicago 261,650,000 166,970,000
St. Louis 57,570,000 26,710,000
Minneapolis 30,160,000 13,160,000
Kansas City 18,100,000 13,040,000
Dallas 32,835,000 10,335,000
San Francisco 157,790,000 71,980,000

TOTALS $3,057,370,000 $1,800,270,000 u

1/ This is on a bank discount basis. The equivalent coupon issue yield is 

y  Includes $118,220,000 noncompetitive tenders accepted at the average

9.09 $ 

price.
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August 22, 1973

FOR IMMEDIATE RELEASE

COUPON RATE ON $2 BILLION TREASURY NOTES 
SERIES G-1975

The Secretary of the Treasury announced today an 
8-3/8% per annum coupon rate for the $2 billion of 

Treasury Notes of Series G-1975 announced on August 20 
for auction on Friday, August 24. The series title for 
these notes will be 8-3/8 percent Treasury Notes of 
Series G-1975. Bids below 99.51 will not be accepted.



MEMORANDUM FOR THE PRESS Aug. 23, 1973

The Treasury Department is considering revision of 
the regulations of the Fiscal Service, to permit increased 
use of direct payments to banks and other financial 
organizations for credit to the accounts of employees.

The proposed changes were published in the Federal 
Register of August 15,1973, and are attached.

oOo
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Proposed Rules
This section o f ttw FEDERAL REGISTER contains notices to the public of the proposed issuance of rules and regulations. The purpose of 

these notices is to gwe interested persons an opportunity to participate in the rulemaking prior to the adoption of the final rules.

• loFiscal Service
^  ' [3 1  CFR Part 2 0 9 ]

PART 209— PAYMENT TO FINANCIAL OR
GANIZATIONS FOR CREDIT TO AC- 

~ COUNTS OF EMPLOYEES AND BENE
FICIARIES

Sec.209.1209.2 2093
209.4209.5209.6

Scope of regulations.Definitions.Allotments of pay for savings accounts.Payments of net pay for employees.Recurring payments for beneficiaries.Identification of financial organization office to receive remittances for allotments of pay.Depositor account numbers.Service charge.Financial organization as agent.Acquittance to the United States.Financial organization not Government depositary.Procedural instructions.

PAYMENT TO FINANCIAL ORGANIZATIONS
FOR CREDIT TO ACCOUNTS OF EM
PLOYEES
The Department of the Treasury finds 

that it is necessary to revise its existing 
regulations governing payments to fi
nancial organizations for credit to ac
counts of employees at 31 CFR Part 209 
(also appearing as Department Circular 
No. 1076, Revised), so as to:

(1) Include drawing of checks in favor 
of financial organizations for any class 
of recurring payments, as authorized by 
Public Law 92-366 (31 UJB.C. 492(d)) 
approved on August 7,1972;

(2) 'Emphasize that Civil Service Com
mission regulations exclusively govern 
allotments to pay membership dues in 
labor organizations; j-* , »
' (3) Make mandatory the formerly 
permissive use of composite checks under 
certain circumstances for payments of 
net pay to employees;

(4) Delete certain procedural provi
sions which are incorporated In the 
Treasury Fiscal Requirements ̂ Manual; 
and

(5) Make current certain minor, but 
outdated, provisions.

Accordingly, notice is hereby given 
pursuant to 5 U.S.C. 553 that the Secre
tary of the Treasury is considering the 
revision effective September 30, 1973, 
under authority of 31 UJ3.C. 492 (b) and
(d), of Part 209 of Subchapter A, Chap
ter n of Title 31 of the Code of Federal 
Regulations, so as to read :

209.7209.8209.9209.10209.11
209.12
AUTHORITY: The provisions of this Part 209 issued under R3. 3620, as amended, 31 UJS.C. 492.

§ 209.1 Scope o f regulations.
(a) The regulations in this part govern 

. the regular remittance to financial or
ganizations of Federal payments which 
are for credit to the accounts of em
ployees and beneficiaries, as defined 
herein, including payments for:

(1) Full amounts of salaries and wages 
• of civilian employees, and pay and allow
ances of members of the uniformed serv
ices;

(2) Allotments of pay for savings ac
counts (available hereunder only to ci
vilian employeesl); and

(3) Recurring annuities and benefits.
(b) The regulations in this part do not 

supersede, and shall not be used to cir
cumvent, the requirements of particular 
statutes, Executive orders or other ex
ecutive branch regulations; for example, 
see Civil Service Commission regulations 
at 5 CFR Part 550, Subpart C, issued pur
suant to 5 U.S.C. 5525. Savings allot
ments under the regulations in this part 
shall not be used as a means to pay dues 
to labor organizations.
§ 209.2 Definitions.

As used in these regulations:
(a) “Agency” means any department, 

agency, independent establishment, 
board, office, commission, or other estab
lishment in the executive, legislative (ex
cept the Senate and House of Representa
tives), or judicial branch of the Gov
ernment, any wholly owned or controlled 
Government corporation, and the mu
nicipal government of the District of 
Columbia; V - *
»See 32 CFR Part 59—Voluntary Military Pay AUotments, Issued pursuant to 37 U.S.C. 701-706, for military allotments for savings.
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PROPOSED RULE;
|(b) “Financial organization” means 

bank, savings bank, savings and loan 
iation or similar institution, or Fed- 

1 or State chartered credit union;
|(c) "Employee” means (1) when used 
¡reference to allotments of pay for sav- 
gs accounts, a civilian employee of an 
ency, and (2) when used otherwise, a 
idlian employee of an agency or a mem- 
!r of a uniformed service;
(d) “Beneficiary” means a person or 
Lons receiving an annuity or benefit 
[yment or other recurring payment un- 
[r Federal law, other than a payment of 
ilary or wages or pay and allowances; 
[(e) “Allotment of pay for a savings ac- 
bunt” means an authorization from an 
jbployee for a recurring payroll deduc- 
ion from salary or wages due, in a spec
ked dollar amount, to be remitted to a 
ancial organization of his choice, for 

redit to his savings account;
(f) “Savings account” means an ac- 
unt (single or joint) for the purchasebf shares (other than shares of stock) or lor the deposit of savings in any financial Organization, the title of which account Includes the name of the authorizing ¡Employee;
(g) "Net pay” means the amount of (salaries or wages of civilian employees and pay and allowances of members of [the uniformed services remaining due after all payroll deductions for allotments of pay for savings accounts and [other purposes and all other payroll [deductions;(h) "Recurring payment” means a [benefit, annuity, or other payment which 

Is made repeatedly at regular intervals.
¡209.3 Allotments of pay for savings 

accounts.
(a) Any employee whose place of em

ployment Is within the United States 
[ may authorize an allotment of pay for a 
savings account under these regulations, 
provided that allotments of pay for sav
ings are not otherwise available to the 
employee under the regulations referred 
to In § 209.1(b).(b) The head of an agency shall effec
tuate such allotments of pay for savings 
accounts:
(1) If the employee provides the 

agency with a written request (on a form 
promulgated by the Treasury or such 
agency-adapted form as may be ap
proved by the Treasury for the purpose) 
which designates the financial organiza
tion and such financial organization, by 
endorsement thereon, states its willing
ness to act in this respect as agent of 
the employee and to accept, as its ex
pense, the service charge specified In ac
cordance with § 209.8 which Is to be 
deducted from the aggregate total of the 
allotments remitted;

(2) If the allotment is a fixed amount, 
In round dollars (no cents), to be de
ducted in each successive payroll (until 
canceled by the employee, in writing, or 
otherwise terminated);

(3) If not more than two such allot
ments for any employee shall be in effect 
at any time;

(4) To the extent that the amount of 
* alary ̂ or wages becoming due an em

ployee for any pay period thereafter 1s 
sufficient to cover (i) in the case of a 
single allotment, the full amount thereof, 
or (ii) in the case of two allotments, the 
aggregate amount of both. In making any 
determinations under this subparagraph, 
all payroll deductions otherwise required 
shall have priority over those authorized 
by this section; and

(5) Regardless of the manner in which 
the allotment for savings ultimately will 
be disposed of by the employee (which is 
at his own discretion), except that the 
purpose of the allotment may not cir
cumvent statutes, Executive orders, and 
other executive- branch regulations (see 
§ 209.1(b)).
§ 209.4 Payments of net pay for em

ployees. ;
(a) Any employee may request that 

the full amount of net pay due him, in 
lieu of being paid by check drawn to his 
order, be paid to him regularly by check 
drawn in favor of a financial organiza
tion of his choice, for credit to his 
account.

(b) The head of an agency shall au
thorize the appropriate disbursing offi
cer to pay an employee by sending to the 
financial organization designated by that 
employee a check that is drawn in favor 
of that organization and for credit to 
the account of that employee. This pro
cedure shall be used only:

(1) If the employee provides the 
agency with a written request (on a 
form promulgated by the Treasury or 
such agency-adapted form as may be ap
proved by the Treasury for the purpose) 
which designates the financial organiza
tion.

(2) For the full amount of net pay be
coming due on successive payrolls (until 
the request is canceled by the employee 
in wnting); and

(3) For payments for credit to any 
account (single or joint) designated by 
the employee, the title of which includes 
the name of the employee as stated on 
the check.

(c) Whenever, under the procedures 
set out in paragraph (b) of this section, 
payments are made by an agency on the 
same regularly recurring dates to five or 
more employees who designate the same 
financial organization, the head of the 
agency shall authorize the appropriate 
disbursing officer to draw the check for 
the total amount in favor of that organi
zation for credit to the accounts of the 
several employees.
§ 209.5 Recurring payments for bene

ficiaries.
(a) The head of an agency may au

thorize the appropriate disbursing officer 
to make a recurring payment to a bene
ficiary by sending to the financial or
ganization designated by that bene- 
.ficlary a check that is drawn in favor of 
that organization and is for credit to the 
account of that beneficiary, in lieu of 
payment by check drawn to his order.

(b) The procedure set out in para
graph (a) of this section may be adopted 
only:

(1) If the beneficiary to whom the re
curring payment is to be made provideŝ  
the agency with a written request (on ay 
form promulgated by the Treasury orL 
such agency-adapted form as may be 
approved by the Treasury for the pur
pose) which designates the financial 
organization; '

(2) For the full amount of the recur
ring payment becoming due on succes
sive payment dates (until the request is 
canceled by the beneficiary in writing); 
and

(3) For payments for credit to an ac
count, designated by the beneficiary to 
whom the recurring payment is to be 
made, the title of which includes the 
name of the beneficiary as stated on the 
check, or, in the case of payments made 
jointly to more than one individual, the 
name of one beneficiary as stated on the 
check.

<c) Whenever, under the procedures 
set out in paragraph (a) of this section, 
recurring payments are made to two or 
more beneficiaries who designate the 
same financial organization, the head of 
the agency, may, after consultation with, 
and approval by, the Fiscal Assistant 
Secretary of the Treasury, authorize the 
appropriate disbursing officer to draw a 
single check for the total amount in favor 
of that organization for credit to the ac
counts of the several beneficiaries.

(d) The procedures set out in this sec
tion shall not be used for allotting a part 
of a recurring payment or for effectuat
ing an assignment of a recurring 
payment.

(e) The Fiscal Assistant Secretary will 
initiate, as appropriate, joint Treasury- 
agency consideration of application of 
the procedures set forth in this section.
§ 209.6 Identification o f financial or

ganization office to receive remit
tances for allotments o f pay.

(a) Except as authorized in accordance 
with paragraph (b) of this section, re
mittances covering allotments of pay for 
savings accounts in behalf of all em
ployees designating the same financial 
organization shall be forwarded, uni
formly to a single office of such financial 
organization notwithstanding the fact 
that the employees may otherwise make 
deposits to their accounts at different 
branch offices of such financial organiza
tion. In executing the form required pur
suant to $ 209.3, each employee will be 
expected to ascertain from the financial 
organization the address of its single 
office which is to receive remittances. In 
any event, the financial organization, in 
executing the form, shall:

(1) Review the address inserted and, 
if necessary, correct it to conform with 
the requirements of this section;

(2) Insert, in the space provided, the 
“employer Identification number” as
signed to it by the Internal Revenue 
Service, Department of the Treasury. 
Such identification numbers, which are 
susceptible of universal application in 
identifying each individual financial 
organization as a whole, will be used in 
agency payroll systems to facilitate the 
assembly of all of its payroll deductions
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m
Livable to the same financial organi

sation; and 
H(3) Identify the block specified on the 
■ rm which indicates conformance with 
■ e requirement for a single remittance 
K̂nt in the financial organization.

V(b) a financial organization which 
■ aintains its savings accounts at branch 
Kces only and which cannot comply Ith  the requirements of paragraph (a) 
Kj this section, on the basis that its own 
Btemal transmission of deposit credits bm a single remittance point to its re- [ective branch offices is impracticable, by certify to that effect by identifying ie block provided for this purpose on ie form required by § 209.3. Such cer- 
fication shall serve to waive the require- [ents of paragraph (a) of this section i the basis that the financial organiza- 
bn cannot otherwise agree to accept re- üttances for credit to accounts of nployees designating such financial 
■ ganization. Such financial organization íall:
(1) Establish a standardized series of 
iimeric codes consisting of three digits 
)01 through 999) to be used uniformly 
i identifying each of its branch offices iquired to receive remittances;
(2) Insert, in the space provided on 
ie form, its “employer identification 
umber” and, as a parenthetical suffix, 
jts three-digit code identifying the ap
licable branch office consistent with the 
iddresses of that office as shown on the 
orm; and

(3) Make such inter-office adjustments 
if deposit credits as may become neces- 
iary in the event a remittance to one 
(ranch office includes credit for a par
ticular savings account at a different 
iranch office, whether by reason of an 
consistency in the initial designation 
>f the branch office code on the form or 
itherwise.
i 209.7 Depositor account numbers.
Based on the forms submitted by em- 

iloyees and beneficiaries pursuant to 
i §  209.3, 209.4 and 209.5, agencies shall 
use depositor account numbers supplied 
by the financial organization as an iden- 
Itification of the account to be credited, 
Jin addition to the name and social secu- 
Jrity account number of the employee or 
beneficiary. Records supporting checks 
issued pursuant to § 209.3, § 209.4(c) and 
5209.5(c) shall be r-; identified. Individ
ual checks issued pursuant to § 209.4(b) 
and § 209.5{a) shall be identified, as a 
I minimum, with the name and depositor 
account number of the employee or bene
ficiary. The United States shall not as
sume responsibility for the correctness 
of such depositor account numbers, and 
the name and/or social security account 
number of the employee or beneficiary to 
whom payment is to be made wrill govern 
the crediting of the account.
§ 209.8 Service charge.
The Government’s cost in the admin

istration of the system established by 5 209.3 shall be recovered by each agency 
the basis of standard (Govemment- 

Wde) rates established in these regula
tions. The total service charge applicable

PROPOSED RULES

to a remittance to a financial organiza
tion, derived by application of the stand
ard rates, shall be automatically col- . 
lected from the financial organization by 
deduction from the total amount to be 
remitted.

(a) Subject to revision from time to 
time on the basis of studies of Govern
ment-wide costs incurred, the standard 
rates shall be:

(1) Six (6) cents for each payroll de
duction stated on the record which is to 
accompany the aggregate remittance 
(for all administrative and payrolling 
costs in the agency); plus

(2) Twelve (12) cents for each remit
tance, as a single charge for the entire 
record accompanying the remittance, rer 
gardless of the number of payroll deduc
tions listed (for all check preparation 
and mail preparation costs in the dis
bursing office, including postage). >

(b) In accordance with the provisions 
of section 501 of the Act of August 31, 
1951, 65 Stat. 290 (31 U.S.C. 483a), the 
total service charge collected pursuant 
to this section shall be covered into the 
Treasury as miscellaneous receipts un
less the agency has statutory authority 
otherwise to dispose of the credit.
§ 209.9 Financial organization as agent.

A financial organization which receives 
checks under the procedure set out in 
§§ 209.3, 209.4 and 209.5 does so in each 
case as the agent of the employee or 
beneficiary who has designated the fi
nancial organization to receive the check 
and credit his account. Such a financial 
organization may revoke its agency by 
notice to the employee or beneficiary. 
The death of that employee or benefici
ary revokes the authority of the financial 
organization to credit the amount to the 
account of that individual. In the case of 
a check covering a payment to one em
ployee or beneficiary, the proceeds of 
which cannot be credited to the account 
because of death or any other reason, 
the financial organization shall promptly 
return the check to the issuing disburs
ing officer or remit Its own check in an 
equal amount, with a rtatement in either 
case identifying the reason therefor and 
the individual. In the case of a check 
covering payment to more than one em
ployee or beneficiary, a portion of which 
cannot be credited to an account because 
of death or for any other reason, the fi
nancial organization shall promptly re
mit to the agency responsible for making 
payment a check in ah amount equal to 
that portion which could not be properly 
credited to the account, with a statement - 
identifying the individual and the reason 
for refund.
§ 209.10 Acquittance to the United 

States.

2l4istence of
3

continued existence of the beneficiary for 
whom it receives payment.

(b) Payment by the United States of 
a check drawn in favor of and properly 
endorsed by the financial organization 
designated by an employee or benefici
ary to whom payment is to be made 
shall, if the check or accompanying 
record properly specifies that employee’s 
or beneficiary’s name and/or social se
curity account number, constitute a full 
acquittance to the United States for the 
amount of such payment.
§ 209.11 Financial organization not 

Government depositary.
A financial organization to which a 

check is drawn under the procedures set 
out in § § 209.3, 209.4 and 209.5 does not 
thereby become a Government depositary 
and shall not advertise itself as one be
cause of that fact.
§ 209.12 Procedural instructions.

Procedural instructions for the guid
ance of agencies in the Implementation 
of these regulations and a new form to 
request the remittance of recuring pay
ments to financial organizations will be 
issued by the Commissioner of Accounts. 
The several forms presently in use to 
request remittance of the full amount of 
net pay to a financial organization, and 
the form presently used to request an 
allotment of pay for credit to a savings 
account with a financial organization 
(Standard Form No. 1198), will be 
continued.

Prior to adoption of the.proposed re
vision, consideration will be given to any 
data, views, or arguments submitted to 
the Commissioner of Accounts, U.S. De
partment of the Treasury, Washington, 
D.C. 20226, and received not later than 
September 14, 1973. Pursuant to 31 CFR 
1.4(b), 36 FR 13835, comments submitted 
in response to this notice are available 
to the public upon request therefor un
less confidential status for the submis
sion has been requested and approved.

[s e a l ] J o h n  K . C a r lo ck ,
Fiscal Assistant Secretary.

A u g u st  10,1973.
f[PR Doc.73-16994 Filed 8-14-73;8:45 am]

(a) A financial organization which 
receives checks under the procedure set 
out in § § 209.3, 209.4 and 209.5 shall com
ply with the provisions of 31 CFR Part 
360—Indorsement and Payment of 
Checks Drawn on the Treasurer of the 
United States, in particular 31 CFR 
360.8. A financial organization’s endorse
ment shall constitute a guaranty of the

I
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FOR IMMEDIATE RELEASE August 23, 1973

TREASURY ANNOUNCES ACTIONS ON
THREE INVESTIGATIONS UNDER THE ANTIDUMPING ACT

Assistant Secretary of the Treasury Edward L. Morgan 
announced today three actions on three investigations under 
the Antidumping Act of 1921, as amended.

In the first case, there was an initiation of an anti
dumping investigation and in the second and third cases, there 
was a finding of dumping. Notice of these decisions will 
appear in the Federal Register of Friday, August 24, 1973.

In the first case, Assistant Secretary Morgan announced 
the initiation of an antidumping investigation on imports of 
papermaking machinery and parts thereof from Canada. This 
announcement follows a summary investigation conducted by the 
U.S. Customs Service after receipt of a complaint alleging 
that dumping was taking place in the United States. Paper
making machinery valued at $5.7 million has been ordered 
from Canada for importation into the United States.

In the second and third cases, the Treasury has issued 
dumping findings with respect to printed vinyl film from 
Brazil and Argentina. Printed vinyl film is produced in a 
variety of colors and pattern designs and is used for shower 
curtains, draperies, and many other purposes. On April 19, 
1973, the Treasury Department determined that this merchan
dise from Brazil and Argentina was being sold at less than 
fair value within the meaning of the Antidumping Act. On 
July 18, 1973, the Tariff Commission advised the Treasury 
that there was a likelihood of injury to a U.S. industry.
In such situations, the dumping finding automatically follows 
as the final administrative requirement in antidumping in
vestigations. Dumping duties will be assessed on imports of 
this film from Brazil and Argentina which have dumping mar
gins. During the period of October 1971 through January 1973, 
imports of printed vinyl film from Brazil were valued at 
approximately $177>000. Imports of this merchandise from 
Argentina during the period of January 1971 through January 
1973 were valued at approximately $325,000.

# # #
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FOR IMMEDIATE RELEASE August 24, 1973

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 $ 4,300,000,000, or thereabouts, for 
cash and in exchange for Treasury bills maturing September 6, 1973, in the amount 
of $4,301,495,000 as follows:

91-day bills (to maturity date) to be issued September 6, 1973 , in the amount 
of $2,500,000,000, or thereabouts, representing an additional amount of bills 
dated June 7, 1973, and to mature December 6, 1973 (CUSIP No. 912793 SG2) 
originally issued in the amount of $ 1,707,440,000 the additional and original 
bills to be freely interchangeable.

182-day bills, for $ 1 ,800,000,000, or thereabouts, to be dated September 6, 1973 
and. to mature March 7, 1974 (CUSIP No. 912793 TB2 ).

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 clos
ing hour, one-thirty p.m., Eastern Daylight Saving time, Friday, August 31, 1973. 
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 for
warded in the special envelopes which will be supplied by Federal Reserve Banks 
or Branches on application therefor.

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

(OVER)



in
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 September 6, 1973, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing September 6, 1973. 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 ex
cluded 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 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.



FOR RELEASE 6:30 P.M. August 24, 1973

RESULTS OF TREASURY NOTE AUCTION

The Treasury has accepted $2.0 billion of the $4.3 billion of 
tenders received for the 2-year 1-month 8-3/8% notes auctioned today. 
The range of accepted competitive bids was as follows:

High
Low
Average

Price

101.05 1/ 
100.70 
100.80

Approximate Yield

7.80$
7.99$
7.94$

l/ Excepting one tender of $15,000

The $2.0 billion of accepted tenders includes 50$ of the amount 
of notes bid for at the low price, and $ .5 billion of noncompetitive 
tenders accepted at the average price.



FOR RELEASE MONDAY, AUGUST 27, 1973

U.S. VIEWS ON MAJOR ISSUES 

OF MONETARY REFORM
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U.S. VIEWS ON MAJOR ISSUES OF MONETARY REFORM

At the most basic and fundamental level, monetary reform 
is an effort to reach agreement on a code of conduct to govern 
behavior in an interdependent world. While each nation pre
fers a maximum freedom of action, it is inevitable that one 
country's actions will impinge on another. To avoid conflict 
which would be detrimental to all and to foster beneficial 
cooperation, there needs to be agreed rules, specified with 
sufficient clarity and broadly perceived to be equitable.
At present, the monetary system is functioning under an ex
change rate regime in which some countries are floating, 
individually or jointly, while others maintain established 
rates, either par or central values. But international mone
tary cooperation, to a greater extent than desirable, is 
taking place on the basis of ad hoc decisions, in the ab
sence of agreed rules or safeguards. While these arrangements 
are a viable interim solution, they do not represent either 
long-term reform or a satisfactory substitute for agreed 
rules. The task of the Committee of Twenty is to develop 
rules reflective of today's realities and needs.

At the 1972 annual meeting of the International Monetary 
Fund, President Nixon and Secretary Shultz outlined compre
hensive U.S. proposals for monetary reform. These proposals 
have been further elaborated in the C-20 discussions, notably 
in a paper circulated to the C-20 Deputies by the U.S. in 
November 1972. In developing its positions and proposals 
on issues in reform, the U.S. has sought arrangements which 
are equitable in their application to all countries and which 
provide clear and effective rules and disciplines to guide 
the operations of the system, which also preserve the 
maximum latitude for national choice consistent with a stable 
and sustainable system. Our proposals neither give special 
rights to nor impose special obligations on any country or 
group of countries. They have been designed to give equal 
treatment to all countries, with comparable rules for all—  
whether large or small, developed or developing, surplus or 
deficit, reserve currency country or not.

Most of the main issues involved have had at least 
an initial discussion in the C-20, under the general headings 
of the adjustment process; the system of reserve assets; the
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special interests of developing countries in reform? the 
interrelations between monetary arrangements and those in 
the trade, investment and aid spheres? and structure of the 
IMF. This memorandum follows this broad division of reform 
issues, with a brief discussion of various topics in each 
area which are a key part of the U.S. proposals or which have 
received considerable debate in the 0 2 0 .



THE ADJUSTMENT PROCESS

System of Adjustment I ■
< The U.S. position is that a reformed system must provide 

equitable and effective incentives and disciplines for balance- 
of-payments adjustment by both surplus and deficit countries. 
Most countries have indicated a desire that the reformed system 
be based on stable but adjustable par values supported by con
vertibility. Under such a system, payments imbalances would 
normally be reflected in movements of "primary" reserve assets 
(Special Drawing Rights, gold, and reserve positions in the 
IMF) from one country to another. We have incorporated such 
arrangements into our plans, in proposing that disproportionate 
movements in reserves— as the most comprehensive, the most 
readily available and the least ambiguous evidence of payments 
disequilibrium— be used to provide an objective indication of 
payments imbalance and to establish a presumption that adjust
ment is needed. The indicator system would not be automatic 
in the sense that adjustment must inevitably follow a signal 
from the indicator— the international community would have 
authority to "override" the indicator in case it was judged 
to be wrong— but a signal from the indicator would create a 
strong presumption that effective adjustment action would be 
undertaken. The indicator system would provide incentives 
for adjustment. It would also, if a country failed to under^ 
take effective and appropriate adjustment policies, provide 
guidance for the application of international disciplines and 
pressures. We have proposed, for example, that in the absence 
of a truly effective combination of corrective measures by a 
chronic surplus country, other countries should ultimately be 
free tp protect their interests by a surcharge on imports from 
that country.

The indicator arrangements proposed by the U.S. would 
provide a degree of certainty that needed payments adjust
ments will be undertaken— a certainty which is required to 
ensure the overall consistency and sustainability of the 
system and to balance the certainty in convertibility rights 
and obligations desired by most other countries. We believe 
that the desired tolerance of the system for payments im
balances must be made consistent with the availability of 
reserves to finance such imbalances, or the system will agaiji 
collapse under strain. The reserve indicator provides a means 
of assuring that necessary consistency. These considerations 
are discussed more fully in a U.S. paper circulated to the 
C-20 Deputies in May.
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Adjustment Policies
The U.S. proposals would leave maximum discretion to 

national authorities in the selection of adjustment policies. 
The functions of a reserve indicator would be only to point 
to the need for payments adjustment and to help assure that 
adjustment is undertaken— not to specify what form the adjust
ment should take. Countries would be able to choose from a 
range of internationally acceptable measures— domestic poli
cies, trade liberalization, capital liberalization, increased 
aid or exchange rate changes— those best suited to their own 
particular needs and circumstances.

Within the framework of a system allowing wide policy 
choice, however, the U.S. proposals are oriented strongly to
ward encouraging freer trade and open capital markets. If 
trade controls are permitted temporarily in extreme cases on 
balance-of-payments grounds, they should be in the form of 
surcharges or across-the-board taxes. Controls on capital 
flows should not be allowed to become a means of maintaining 
a chronically undervalued currency.

Role of Consultations

A number of countries have expressed the view that while 
indicators may be a useful innovation in the system, they 
should not be used to establish a presumption that adjustment 
is needed nor should they guide the use of international 
pressures or inducements to adjust. It is argued that in
dicators should not do more than point to a situation requir
ing review and IMF consultation.

We do not believe that a system placing such heavy re
liance on the consultative process is workable nor desirable. 
Consultations were a major element of the system in the past, 
and the U.S. itself has placed emphasis on the need for im
proved and strengthened consultative procedures in the IMF. 
Nevertheless, consultations alone cannot provide the n'eeded 
certainty in adjustment arrangements. Adjustment decisions 
are difficult for any government, and there is a tendency to 
postpone and avoid such decisions until long after the time 
adjustment should have been initiated. Equally, international 
groups are reluctant to deal promptly with difficult and polit
ically sensitive adjustment questions. Without objective 
indicators there is a danger that needed actions will not be
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taken. We believe it is much better to get advance agreement 
in principle that when certain internationally agreed indi
cators, recognized as being objective, signal adjustment is 
needed, there will be a strong presumption that appropriate 
measures will be adopted— but also recognizing there might 
be valid reasons for overriding the indicators in exceptional 
cases.

Exchange Rate Regime
Consistent with our view that the future system must 

avoid the huge and prolonged imbalances of the past, we be
lieve that the exchange rate mechanism, an important instru
ment of adjustment, must be made more flexible and usable 
than it was under the Bretton Woods system. If the strictures 
against competitive devaluation were a key feature of Bretton 
Woods, similar strictures against competitive undervaluation 
must play an important role in the future. We agree with 
other countries that stable but adjustable par values should 
be the "center of gravity" of the new system, and that wider 
margins of exchange rate fluctuation about those values should 
be incorporated as a permanent feature of the system. But 
parities must not be allowed to again become grossly inappro
priate, and more timely adjustments will be required. Also, 
weebelieve that countries should be able to float their ex
change rates, if that course is best suited to their needs, 
subject to international surveillance and in conformance with 
internationally agreed standards.

3.1

t
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CONVERTIBILITY ARRANGEMENTS AND 
RESERVE ASSETS IN THE SYSTEM

Convertibility Arrangements
The U. S . has proposed a system of general convertibility 

in which each country maintaining a per value or central rate 
would stand ready to convert foreign official balances of its 
currency into primary reserves (or the currency of the country 
requesting conversion). All countries would have the same 
obligation to assure convertibility of their currencies, and 
all would have the right to present currency balances to the 
issuing country for conversion into primary reserve assets.
In order to ensure that no country in chronic surplus could 
place inordinate strains on the system through the convert
ibility mechanism, we would place limits on the right of each 
country to accumulate primary reserves. Such limits would be 
related to the overall availability of primary reserves in 
the system.

Special Drawing Rights
The U.S• position is that the SDR should take on a cen

tral role in the system— as the "numeraire" (or unit of 
account) and as the main reserve as set-*-and that the system's 
dependence on gold and currencies should diminish in the 
future. In order to facilitate an expanded role for the 
SDR, we have proposed that the various encumbrances on that 
instrument— holding limits, requirement of need, designation, 
etc.— be reduced or eliminated.

Currencies
We believe that in the framework of a convertibility 

system the option of holding currencies can provide an im
portant element of elasticity for the system. A number of 
countries wish to have freedom to hold foreign exchange bal
ances. The system should be flexible enbugh to accommodate 
substantial short-term and possibly reversible capital flows, 
without inducing countries to undertake unwarranted adjust
ments or impose restrictive measurs. Within limits— which 
would be determined by the placement of the adjustment in~ 
dicators in the U.S. proposal— the volume of world reserves



7

should be capable of expanding during brief periods of strain. 
This would not be possible under rigid arrangements of "asset 
settlement"— i.e., in which all imbalances would be settled 
by transfer of assets, and not through building up of cur
rency balances. A system which did not provide a degree of 
elasticity would, in our view, be prone to severe pressures 
and possible breakdown.

Gold

From the outset of the reform negotiations, the U.S. has 
maintained the view that the historic decline in gold's role 
should continue, although we recognize that it cannot be de
monetized overnight. Our position is based on the view that 
the limited supply of gold and competing private demand re
sult in an availability of gold for official reserves which 
is wholly unrelated to the system's needs. Provision of 
liquidity by means of official price changes would be in
herently destabilizing and would provide disproportionate 
benefits to a few without consideration of the overall needs 
of the system. The speculative pressures and recent price 
gyrations in private markets are further evidence that gold, 
or0any other commodity, cannot provide a satisfactory and 
stable basis for the monetary system.
■ •:

A very few governments believe gold should retain a cen
tral role in the system, and a number of countries are con
cerned with the "freezing" of official gold holdings that 
has occurred with the development of large dispartity be
tween private and official prices. However, we believe that 
most other countries share the view that arrangements can be 
developed which would provide for a continuing but declining 
role for gold and that the arrangements developed must not 
jeopardize the agreed objective of making the SDR the prin
cipal reserve asset. Discussions on this subject are con
tinuing.

Intervention Arrangements
Under the U.S. proposals, it is assumed that currency 

holdings would not be concentrated in one or two currencies 
as in the past. We have proposed that at least the major 

adopt a system of exchange market intervention 
similar in many respects to that presently used by the coun
tries of the European Community— "multicurrency intervention."
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Under such a system, countries would have responsibility for 
intervention in all of the participating currencies. The 
dollar would no longer be the only or primary intervention 
currency in the system, and foreign exchange accruals would 
no longer be concentrated in dollars. Such intervention 
arrangements would be desirable in that they would be more 
symmetrical than the old dollar intervention system and would 
permit the U.S. to avail itself of the wider margins now avail
able to other countries.

Consolidation and Funding

A number of ideas have been put forward on possible 
"consolidation" or "funding" of a portion of outstanding 
currency balances. We feel that the question of past ac
cruals of currency balances is secondary to the need to 
develop a satisfactory system of adjustment for the future. 
Nevertheless, we agree that some means of dealing with part 
of these balances may be desirable from the viewpoint of the 
system as a whole, and such proposals should receive careful 
study. The C—20 has asked for specific proposals from its 
members, and these will be considered in due course.
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SPECIAL INTERESTS OF THE DEVELOPING COUNTRIES

SDR-Aid Link

The key issue of special interest to the developing 
countries is the question of establishment of a link between 
reserve creation and development assistance. Numerous schemes 
have been put forward for creation of an "SDR-Aid Link," and 
most of the developing countries are agreed among themselves 
that reform should bring more development assistance through 
the SDR mechanism.

While we support the objective of an enlarged flow of 
development resources, we are extremely dubious about pro
posals to use the SDR for that purpose. We doubt that a link 
can be established which would not weaken confidence in the 
SDR and thereby detract from its ability to serve its main 
function— that of the central monetary instrument in the 
system. We question the impact of a link on the operations 
ofithe adjustment process. We have doubts that a link would 
actually provide significantly more resources to the LDC's, 
and we would be most hesitant to risk critical damage to the 
SDR for possibly marginal progress in the area of development 
assistance. And we question the desirability of a link—  
particularly in the form apparently prefered by most LDC*s, 
which does not relate assistance to specific, approved de
velopment projects and programs— as an instrument of aid.

LDC Stake in Reform
More generally, we believe that the LDC*s have a strong 

interest in overall reform of the system, and that questions 
such as the link are really tangential to the key issues of 
reform. The LDC's stand to gain as much or more than devel
oped countries from a prosperous and expanding world economy, 
which in turn needs a more smoothly operating, effective and 
equitable system of adjustment. Protracted and destabilizing 
imbalances, left uncorrected, inevitably lead to restrictions
and protectionist pressures, and may cause countries ultimately 
to take undesirably harsh domestic policy measures. All of 
these responses reflect inefficiencies in the adjustment pro
cess-— and only a small decline in world trade and investment, 
resulting from such inefficiencies, would more than offset 
any conceivable gains to the LDC's from an aid-link.
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INTERRELATIONS BETWEEN MONETARY ARRANGEMENTS, 
TRADE, INVESTMENT AND DEVELOPMENT ASSISTANCE

As outlined in President Nixon's address to the IMF 
Governors in September 1972, the U.S. views monetary reform 
as one vital part of a total reform of international eco
nomic affairs, encompassing trade and investment opportunities 
as well. Narrowly, monetary questions cannot, in the end, 
be fully separated from issues, rules and practices in other 
areas of the world economy. We have pressed and will con
tinue to press for a comprehensive approach to economic 
reform in order to help ensure that the rules in the vari
ous spheres are consistent and, to the extent possible, 
mutually reinforcing.

Largely at the insistence of the United States, the man
date of the C-20 reflects this comprehensive approach. In 
considering and reporting on questions in the monetary area, 
the C-20 is to "give full attention to the interrelation be
tween these matters and existing or prospective arrangements 
among countries, including those that involve international 
trade, the flow of capital, investment, or development assis
tance, that could affect attainment of the purposes of the 
Fund under the present or amended Articles."

In some instances, such as the use of trade or capital 
controls for balance-of-payments purposes, the interrelations 
are so close that the C-20 will have to deal directly with 
the matter. And, as indicated above, the C-20 is consider
ing directly some issues in the area of development finance.
In other cases, discussions and negotiations can take place 
in other bodies, such as the GATT and the OECD, to deal with 
other governmental practices involving trade and investment 
which can distort economic relationships or impede adjustment 
just as direct t>alance-of-payments restrictions do. The C-20 
has communicated with o,ther bodies to indicate its general 
interest in such questions, and representatives of several 
international institutions— the OECD, the GATT, the IBRD and 
UNCTAD--participate as observers in the C-20 deliberations.

The U.S. position is that the monetary negotiations need 
to be supplemented by negotiations to achieve greater equity 
and uniformity with respect to the use of subsidies and fiscal 
or administrative pressures on trade and investment transac
tions. The basic rules and practices in the various areas
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need to be made consistent. But we have not suggested that 
the monetary negotiations must await the result of the de
tailed trade negotiations in the GATT , dealing with specific 
products and specific restraints, nor that those trade ne
gotiations must wait on monetary reform.

rf



STRUCTURE OF THE IMF

The United States' concept of reform entails a strengthened 
IMF in at least two senses. First, a strengthening of the basic 
rules of the system will provide more effective international 
disciplines. The more clearly these are agreed, set down and 
fully understood, the more effective can the Fund be as the 
custodian of the system. Political acceptance of and support 
for Fund decisions would also increase if those decisions are 
based on previously agreed codes of conduct.

Second, as any code of conduct will require judgment in 
application involving important and sensitive policy decisions, 
the Fund should be strengthened by providing an input from, 
and the assistance of, suitable people from home governments 
who have political stature and responsibility.. While such 
people cannot participate in everyday Fund activities, there 
should be some way for them to participate more effectively 
within the IMF framework in determining policies and actions 
which have a crucial bearing on the monetary system.

To achieve this end, several alternative structural pre
forms can be envisioned— for example, a revamped Executive 
Board, a new Executive Committee, a continuation of the Com
mittee of Twenty and/or the Deputies. The goal would be to 
have senior and politically responsible officials, at the 
Deputies' to Ministers' level, and possibly also at the 
Ministers' level, meet periodically in a group much smaller 
than the Annual Meeting of 120 Governors. As yet there has 
been no extensive discussion of this matter in the C-20.
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THE PRESIDENT'S STATEMENT
Text of an Address by the President 
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1972 Annual Meetings 
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and the
International Bank for Reconstruction and Development

and Affiliates 
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September 25,1972

It is customary in addressing such a significant inter
national gathering to say that we are participating 
in a great moment in history. Great moments in 
history are easy to perceive— headlines blaze, and 
the world is riveted to television screens as world 
leaders meet.
But great movements in history are much harder 
to perceive while we are living through them. The 
action is slower, less dramatic, infinitely more 
complex, as changing circumstances and the new 
needs of people alter the behavior of nations.
I am convinced, on the basis of the evidence of 
the past year, that we are not only participating 
in a great moment in history but that we are wit
nessing and helping to create a profound move
ment in history.
That movement is away from the resolution of 
potential conflict by war, and toward its resolu
tion through peaceful means.
The experienced people gathered in this room are 
not so naive as to expect the smoothing-out of all 
differences. We anticipate that the potential for 
conflict will exist as long as men and nations have 
different interests, different approaches to life, dif
ferent ideals.
Therefore, we must come to grips with the para
doxes of peace:
As the danger of armed conflict between major 
Powers is reduced, the potential for economic con
flict is increased.
As the possibility of peace grows stronger, some 
°f the original ties that first bound our postwar 
fiances grow weaker.
As nations around the world gain new economic 
length, the points of commercial contact multiply 
along with the possibilities of disagreement.

There is another irony we should all recognize. 
With one exception, the nations gathered here 
whose domestic economies are growing so strongly 
today can trace much of their postwar growth to 
the expansion of international trade.
Why, then, is the United States—seemingly with 
the least at stake— in the forefront of those working 
for prompt and thorough-going reform of the inter
national monetary system, with all that will mean 
for the expansion of trade now and in the future? 
The one exception, of course, is the United States 
—the industrial nation with by far the smallest per
centage of its gross national product in world trade.
One reason, of course, is our national self-interest. 
We want our workingmen and women and busi
nessmen and women to have a fair chance to 
compete for their share of the expanding trade 
between nations. A generation ago, we deliberately 
set out to help our former enemies as well as our 
weakened allies so that they could gain the eco
nomic strength which would enable them to com
pete with us in world markets. Now we expect 
our trading partners to help bring about equal 
competition.
There is another reason, more far-reaching and 
fundamental, that motivates the United States in 
pressing for economic and monetary reform.
Working together, we must set in place an eco
nomic structure that will help and not hinder the 
world's historic movement toward peace.
We must make certain that international commerce 
becomes a source of stability and harmony rather 
than a cause of friction and animosity.
Potential conflict must be channeled into coopera
tive competition.
That is why the structure of the international mone
tary system and the future system of world trade 
are so central to our concerns today.



The time has come for action across the entire 
front of international economic problems. Recur
ring monetary crises, such as we have experienced 
all too often in the past decade; unfair currency 
alignments and trading arrangements, which put 
the workers of one nation at a disadvantage with 
workers of another nation; great disparities in de
velopment that breed resentment; a monetary sys
tem that makes no provision for the realities of 
the present and the needs of the future— all these 
not only injure our economies, they also create 
political tensions that subvert the cause of peace.

There must be a thoroughgoing reform of the 
world monetary system, to clear the path for the 
healthy competition of the future.

We must see monetary reform as one vital part 
of a total reform of international economic affairs, 
encompassing trade and investment opportunity as 
well.

We must create a realistic code of economic 
conduct to guide our mutual relations—a code 
which allows governments freedom to pursue legiti
mate domestic objectives but which also gives them 
good reason to abide by agreed principles of inter
national behavior.

Each nation must exercise the power of its ex
ample in the realistic and orderly conduct of in
ternal economic affairs, so that each nation exports 
its products and not its problems.
We can all agree that the health of the world 
economy and the stability of the international eco
nomic system rest largely on the successful man
agement of domestic economies.
The United States recognizes the importance of a 
strong, non-inflationary domestic economy, both in 
meeting the needs of our own citizens and in 
contributing to a healthy world economy. We are 
firmly committed to reaching our goals of strong 
growth, full employment and price stability.
We are encouraged by the record of our current 
economic performance. We are now experiencing 
one of the lowest rates of inflation, and highest 
rates of real economic growth, of any industrial 
nation.
Recent gains in the productivity and the real in
come of American workers have been heartening. 
We intend to continue the policies that have pro
duced these gains.
We also recognize that, over the longer term, 
domestic policies alone cannot solve all interna
tional problems. Even if all countries achieved a 
very large measure of success in managing their 
own economies, strains and tensions could arise 
at points of contact with other economies.
We cannot afford a system that almost every year 
presents a new invitation to a monetary crisis. That 
is why we face the need to develop procedures 
for prompt and orderly adjustment.

It is easy enough to say "prompt and orderly ad
justment." But that phrase encompasses the real 
problems of working men and women, the fears 
and hopes of investors and managers of large and 
small businesses and, consequently, the concern of 
the political leadership of every nation. No nation 
should be denied the opportunity to adjust, nor 
relieved of the obligation to adjust.
In the negotiations ahead, there will be differences 
of opinion and approach. Immediate interests may 
appear to conflict. There will be times when im
passes develop that may seem impossible to resolve.
But the world has had some experience recently 
with long, hard negotiations — for example, the 
strategic arms limitation agreements signed by the 
Soviet Union and the United States.
That was bilateral negotiation, between two nations 
and not among 124. But its complexity seemed al
most infinite; the obstacles had been hardening 
for 25 years; the issue of national security was 
as sensitive a matter as can exist between world 
powers.
We came to an agreement in Moscow this year 
because the issue that united us—seeking an end 
to the wasteful and dangerous arms race—was 
greater than the issues that divided us.
We reached agreement because we realized that 
it was impossible for either side to negotiate an 
advantage over the other. The only agreement 
worth making was one in which each side had a 
stake in keeping.
Those two principles can guide us in building the 
monetary system of the future.
We recognize that the issues that divide us are 
many and serious. But the impetus that will make 
this negotiation successful is the force that unites 
us; A common need to establish a sound and abid
ing foundation for commerce, leading to a better 
way of life for all the citizens of the world.
That common need, let us call it the world interest, 
demands a new freedom of world trade and a new 
fairness in international economic conduct.
It is a mark of our maturity that we now see that 
an unfair advantage gained in an agreement today 
only sabotages that agreement tomorrow. The only 
system that can work is one that each nation has 
an active interest in making work.
The need is self-evident. The will to reform the 
monetary system is here in this room. And in a 
proverb that has its counterpart in almost every 
language— where there is a will, there is a way.

/e are gathered to create a responsive monetary 
/stem— responsive to the need for stability and 
penness, and responsive to the need of each
M  mfr\/ fr» »"q t Io i f c

In this way we bring to bear one of the great 
lessons of federalism: that often the best way to



enforce an agreed-upon discipline is to let each 
member take action to adhere to it in the way that 
is best suited to local character, stage of develop
ment and economic structure.
For its part, the United States of America will con
tinue to rise to its world responsibilities, joining 
with other nations to create and participate in a 
modern world economic order.
We are secure enough in our independence to freely 
assert our interdependence.
These are the principles I profoundly believe should 
and will guide the United States in its international 
economic conduct:
We shall press for a more equitable and open 
world of trade.
We shall meet competition rather than run away 
from it.
We shall be a stimulating trading partner and a 
straight-forward bargainer.
We shall not turn inward and isolationist.
In turn we shall look to our friends for evidence 
of similar rejection of isolationism in economic and 
political affairs.
Let us all resolve to look at the ledgers of inter
national commerce with new eyes— to see that 
there is no heroism in a temporary surplus nor 
villainy in a temporary deficit, but to see that pro
gress is possible only in the framework of equilib
rium. In this regard we must take bold action 
toward a more equitable and open world trading 
order.
Like every leader of the nations represented here,
I want to see new jobs created all over the world, 
but I will not condone the export of jobs out of 
the United States caused by an unfairness built 
into the world's trading system.
Let all nations in the more advanced stages of 
industrial development share the responsibility of 
helping those countries whose major development 
lies ahead, and forego the temptation to use that 
help as an instrument of discrimination or rivalry.
Far more is at stake here than the mechanics of 
commerce and finance. At stake is the chance to 
add genuine opportunity to the lives of people in 
all nations, the chance to add stability and security 
to the savings and the earnings of hundreds of 
millions of people, and the chance to add economic 
muscle to the sinews of peace.
I have spoken this morning in general terms about 
how we can advance our economic interdepend- 
ence. Later this week, Secretary Shultz will outline 
a number of proposals which represent the best 
thinking of my top economic advisers. I commend 
these to you for careful consideration.

The word "economics," traced to its Greek root, 
means "the laws of the house."
This house we live in—this community of nations 
—needs far better laws to guide our future eco
nomic conduct. Every nation can prosper and bene
fit working within a modern world economic order 
it has a stake in preserving.
Very little of what is done in these negotiations 
will be widely understood or generally appreciated. 
But history will record the vital nature of the chal
lenge before use. I am confident that the men and 
nations gathered here will seize the opportunity to 
create a monetary and trading system that will work 
for the coming generation—and will help to shape 
the years ahead into a generation of peace.
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NEEDED: A NEW BALANCE 
IN INTERNATIONAL ECONOMIC AFFAIRS

Mr. Chairman, Mr. Managing Director, Mr. Presi
dent, Fellow Governors, Distinguished Guests:

The nations gathered here have it in their power 
to strike a new balance in international economic 
affairs.

The new balance of which I speak does not con
fine itself to the concepts of a balance of trade or a 
balance of payments.

The world needs a new balance between flexi
bility and stability in its basic approach to doing 
business.

The world needs a new balance between a unity 
of purpose and a diversity of execution that will 
permit nations to cooperate closely without losing 
their individuality or sovereignty.

We lack that balance today. Success in the nego
tiations in which we are engaged will be measured 
in terms of how well we are able to achieve that 
balance in the future.

I anticipate working closely and intensively with 
you to that end, shaping and reshaping the best 
of our thinking as we proceed in full recognition 
that the legitimate requirements of each nation 
must be meshed into a harmonious whole.

In that spirit, President Nixon has asked me to 
Put certain ideas before you.

In so doing, I must necessarily concentrate my 
remarks today on monetary matters. However, I 
am deeply conscious that, in approaching this great 
task of monetary reform, we cannot neglect the 
needs of economic development. I am also con
scious that the success of our development efforts

will ultimately rest, in large measure, on our ability 
to achieve and maintain a monetary and trading 
environment in which all nations can prosper and 
profit from the flows of goods, services and invest
ment among us.

The formation of the Committee of Twenty, rep
resenting the entire membership of the Fund, prop
erly reflects and symbolizes the fact that we are 
dealing with issues of deep interest to all members, 
and in particular that the concerns of developing 
countries will be fully reflected in discussions of 
the reform of the monetary system.

As we enter into negotiations in that group, we 
have before us the useful Report of the Executive 
Directors, identifying and clarifying some of the 
basic issues which need to be resolved.

We also look forward to participation by other 
international organizations, with each contributing 
where it is most qualified to help. The challenge 
before us calls for substantial modification of the 
institutions and practices over the entire range of 
international economic cooperation.

There have already been stimulating contribu
tions to our thinking from a wide variety of other 
sources— public and private. I have examined with 
particular care the statements made over the past 
few months by other Governors individually and 
the eight points which emerged from the delibera
tions of the Finance Ministers of the European 
Community.

Drawing from this interchange of views, and 
building upon the Smithsonian Agreement, we can 
now seek a firm consensus for new monetary ar
rangements that will serve us all in the decades



ahead. Indeed, I believe certain principles under
lying monetary reform already command wide
spread support.

First is our mutual interest in encouraging freer 
trade in goods and services and the flow of capital 
to the places where it can contribute most to 
economic growth. We must avoid a breakup of 
the world into antagonistic blocs. We must not 
seek a refuge from our problems behind walls of 
protectionism.

The pursuit of the common welfare through more 
open trade is threatened by an ancient and recur
ring fallacy. Surpluses in payments are too often 
regarded as a symbol of success and of good man
agement rather than as a measure of the goods and 
services provided from a nation's output without 
current return.

We must recognize, of course, that freer trade 
must be reconciled with the need for each country 
to avoid abrupt change involving serious disrup
tions of production and employment. We must 
aim to expand productive employment in all coun
tries— and not at one another's expense.

A second fundamental is the need to develop a 
common code of conduct to protect and strengthen 
the fabric of a free and open international economic 
order.

Such basic rules as "no competitive devaluation" 
and "most-favored nation treatment" have served 
us well, but they and others need to be reaffirmed, 
supplemented and made applicable to today's con
ditions. Without such rules to guide us, close and 
fruitful cooperation on a day-to-day basis would 
not be possible.

Third, in shaping these rules we must recognize 
the need for clear disciplines and standards of 
behavior to guide the international adjustment 
process— a crucial gap in the Bretton Woods sys
tem. Amid the debate about the contributing causes 
of past imbalances and the responsibility for initia
tive toward correction, sight has too often been 
lost of the fact that adjusment is inherently a two- 
sided process—that for the world as a whole, every 
surplus is matched by a deficit.

Resistance of surplus countries to loss of their 
surpluses defeats the objective of monetary order 
as surely as failure of deficit countries to attack 
the source of their deficits. Any effort to develop 
a balanced and equitable monetary system must 
recognize that simple fact; effective and symmetri
cal incentives for adjustment are essential to a 
lasting system.

Fourth, while insisting on the need for adjust
ment, we can and should leave considerable flexi
bility to national governments in theirchoice among 
adjustment instruments. In a diverse world, equal 
responsibility and equal opportunity need not mean 
rigid uniformity in particular practices. But they 
do mean a common commitment to agreed inter
national objectives. The belief is widespread— and 
we share it—that the exchange rate system must 
be more flexible. However, important as they are,

exchange rates are not the only instrument of ad
justment policy available; nor, in specific instances, 
will they necessarily be the most desirable.

Fifth, our monetary and trading systems are an 
interrelated complex. As we seek to reform mone
tary rules, we must at the same time seek to build 
in incentives for trade liberalization. Certainly, as 
we look ahead, ways must be found to integrate 
better the work of the GATT and the IMF. Simul
taneously we should insure that there are pressures 
which move use toward adequate development 
assistance and away from controls which stifle the 
free flow of investment.

Finally, and perhaps most fundamental, any stable 
and well functioning international monetary system 
must rest upon sound policies to promote domestic 
growth and price stability in the major countries. 
These are imperative national goals for my govern
ment—and for yours. And no matter how well 
we design an international system, its prospects 
for survival will be doubtful without effective dis
charge of those responsibilities.

Today is not the occasion for presenting a de
tailed blueprint for monetary reform. However, I 
do want to supplement these general principles 
with certain specific and interrelated ideas as to 
how to embody these principles in a workable 
international agreement.

These suggestions are designed to provide sta
bility without rigidity. They take as a point of 
departure that most countries will want to operate 
within the framework of specified exchange rates. 
They would encourage these rates to be maintained 
within specified ranges so long as this is accom
plished without distorting the fabric of trade and 
payments or domestic economic management. We 
aim to encourage freer flows of trade and capital 
while minimizing distortions from destabilizing 
flows of mobile capital. We would strengthen the 
voice of the international community operating 
through the IMF.

I shall organize these ideas under six headings, 
recognizing that much work remains to be done 
to determine the best techniques in each area:

The Exchange Rate Regime
The Reserve Mechanism
The Balance of Payments Adjustment Process
Capital and Other Balance of Payments Controls
Related Negotiations
Institutional Implications

1. The Exchange Rate Regime
We recognize that most countries want to main

tain a fixed point of reference for their currencies 
— in other words, a "central" or "par" value. The 
corollary is a willingness to maintain and support 
these values by assuring convertibility of their cur
rencies into other international assets.

A margin for fluctuation for market exchange 
rates around such central values will need to e 
provided sufficiently wide to dampen incentives or 
short-term capital movements and, when changes



in central values are desirable, to ease the transition. 
The Smithsonian Agreement took a major step in 
that direction. Building on that approach in the 
context of a symmetrical system, the permissible 
outer limits of these margins of fluctuation for all 
currencies— including the dollar— might be set in 
the same range as now permitted for non-dollar 
currencies trading against each other.

We also visualize, for example, that countries in 
the process of forming a monetary union—with 
the higher degree of political and economic inte
gration that that implies— may want to maintain 
narrower bands among themselves, and should be 
allowed to do so. In addition, an individual nation, 
particularly in the developing world, may wish to 
seek the agreement of a principal trading partner 
to maintain a narrower range of exchange rate 
fluctuation between them.

Provision needs also to be made for countries 
which decide to float their currencies. However, a 
country that refrains from setting a central value, 
particularly beyond a brief transitional period, 
should be required to observe more stringent stand
ards of behavior in other respects to assure the 
consistency of its actions with the basic require
ments of a cooperative order.

2. The Reserve Mechanism

We contemplate that the SDR would increase in 
importance and become the formal numeraire of 
the system. To facilitate its role, that instrument 
should be freed of those encumbrances of recon
stitution obligations, designation procedures, and 
holding limits which would be unnecessary in a 
reformed system. Changes in the amount of SDR 
in the system as a whole will be required periodi
cally to meet the aggregate need for reserves.

A "central value system" implies some fluctua
tion in official reserve holdings of individual coun
tries to meet temporary disturbances in their balance 
of payments positions. In addition, countries should 
ordinarily remain free to borrow or lend, bilaterally 
or multilaterally, through the IMF or otherwise.

At the same time, official foreign currency hold
ings need be neither generally banned nor en
couraged. Some countries may find holdings of 
foreign currencies provide a useful margin of flexi
bility in reserve management, and fluctuations in 
such holdings can provide some elasticity for the 
system as a whole in meeting sudden flows of vola- 
file capital. However, careful study should be given 
fo proposals for exchanging part of existing reserve 
currency holdings into a special issue of SDR, at 
the option of the holder.

The suggested provisions for central values and 
convertibility do not imply restoration of a gold- 
based system. The rigidities of such a system, sub
ject to the uncertainties of gold production, specu
lation, and demand for industrial uses, cannot meet 
the needs of today.

I do not expect governmental holdings of gold 
to disappear overnight. I do believe orderly pro
cedures are available to facilitate a diminishing role 
of gold in international monetary affairs in the 
future.

3. The Balance of Payments Adjustment Process
In a system of convertibility and central values, 

an effective balance of payments adjustment pro
cess is inextricably linked to appropriate criteria 
for changes in central values and the appropriate 
level, trend, and distribution of reserves. Agree
ment on these matters, and on other elements of 
an effective and timely adjustment process, is es
sential to make a system both practical and durable.

There is, of course, usually a very close relation
ship between imbalances in payments and fluctua
tions in reserve positions. Countries experiencing 
large deterioration in their reserve positions gener
ally have had to devalue their currencies or take 
other measures to strengthen their balance of pay
ments. Surplus countries with disproportionate re
serve gains have, however, been under much less 
pressure to revalue their currencies upward or to 
take other policy actions with a similar balance of 
payments effect. If the adjustment process is to be 
more effective and efficient in a reformed system, 
this asymmetry will need to be corrected.

I believe the most promising approach would 
be to insure that a surfeit of reserves indicates, 
and produces pressure for, adjustment on the sur
plus side as losses of reserves already do for the 
deficit side. Supplementary guides and several tech
nical approaches may be feasible and should be 
examined. Important transitional difficulties will 
need to be overcome. But, in essence, I believe 
disproportionate gains or losses in reserves may be 
the most equitable and effective single indicator 
we have to guide the adjustment process.

As I have already indicated, a variety of policy 
responses to affect the balance of payments can 
be contemplated. An individual country finding its 
reserves falling disproportionately would be ex
pected to initiate corrective actions. For example, 
small devaluations would be freely permitted such 
a country. Under appropriate international surveil
lance, at some point a country would have a prima 
facie case for a larger devaluation.

While we must frankly face up to limitation on 
the use of domestic monetary, fiscal, or other in
ternal policies in promoting international adjust
ments in some circumstances, we should also recog
nize that the country in deficit might well prefer— 
and be in a position to apply—stricter internal 
financial disciplines rather than devalue its currency. 
Only in exceptional circumstances and for a limited 
period, should a country be permitted direct re
straints and these should be general and nondis- 
criminatory. Persistent refusal to take fundamental 
adjustment measures could result in withdrawal or 
borrowing, SDR allocation, or other privileges.



Conversely, a country permitting its reserves to 
rise disproportionately could lose its right to de
mand conversion, unless it undertook at least 
limited revaluation or other acceptable measures 
of adjustment. If reserves nonetheless continued 
to rise and were maintained at those higher levels 
over an extended period, then more forceful ad
justment measures would be indicated.

For a surplus as for a deficit country, a change in 
the exchange rate need not be the only measure 
contemplated. Increasing the provision of conces
sionary aid on an untied basis, reduction of tariffs 
and other trade barriers, and elimination of obsta
cles to outward investment could, in specific cir
cumstances at the option of the nation concerned, 
provided supplementary or alternative means. But, 
in the absence of a truly effective combination of 
corrective measures, other countries should ulti
mately be free to protect their interests by a sur
charge on the imports from the chronic surplus 
country.

For countries moving toward a monetary union, 
the guidelines might be applied on a collective 
basis, provided the countries were willing to speak 
with one voice and to be treated as a unit for 
purposes of applying the basic rules of the inter
national monetary and trading system.

4. Capital and Other Balance of Payments Controls
It is implicit in what I have said that I believe 

that the adjustment process should be directed 
toward encouraging freer trade and open capital 
markets. If trade controls are permitted temporarily 
in extreme cases on balance of payments grounds, 
they should be in the form of surcharges or across- 
the-board taxes. Controls on capital flows should 
not be allowed to become a means of maintaining 
a chronically undervalued currency. No country 
should be forced to use controls in lieu of other, 
more basic, adjustment measures.

5. Related Negotiations
We welcome the commitments which major na

tions have already made to start detailed trade 
negotiations under the GATT in the coming year. 
These negotiations, dealing with specific products 
and specific restraints need not wait on monetary 
reform, nor need monetary reform await the re
sults of specific trade negotiations.

Those negotiations, and the development of rules 
of good behavior in the strictly monetary area, 
need to be supplemented by negotiations to achieve 
greater equity and uniformity with respect to the 
use of subsidies, and fiscal or administrative pres
sures on trade and investment transactions. Im
proper practices in these areas distort trade and 
investment relationships as surely as do trade bar
riers and currency disequilibrium. In some instances, 
such as the use of tariff surcharges or capital con
trols for balance of payments purposes, the link
age is so close that the Committee of Twenty must

deal with the matter directly. As a supplement to 
its work, that group can help launch serious efforts 
in other bodies to harmonize countries' practices 
with respect to the taxation of international trade 
and investment, the granting of export credit, and 
the subsidization of international investment flows.

6. Institutional Implications
As I look to the future, it seems to me that there 

are several clear-cut institutional requirements of a 
sensible reform of the monetary and trading system.

Several times today, I have stressed the need for 
a comprehensive new set of monetary rules. Those 
rules will need to be placed under guardianship 
of the IMF, which must be prepared to assume an 
even more critical role in the world economy.

Given the interrelationships between trade and 
payments, that role will not be effectively dis
charged without harmonizing the rules of the IMF 
and the GATT and achieving a close working rela
tionship.

Finally, we need to recognize that we are in
evitably dealing with matters of essential and sensi
tive national interest to specific countries. Inter
national decision-making will not be credible or 
effective unless it is carried out by representatives 
who clearly carry a high stature and influence in 
the councils of their own governments. Our inter
national institutions will need to reflect that reality, 
so that in the years ahead national governments 
will be intensively and continuously involved in 
their deliberations and processes. Without a com
mitment by national governments to make a new 
system work in this way, all our other labors may 
come to naught.

I am fully aware that the United States as well 
as other countries cannot leap into new monetary 
and trading arrangements without a transitional 
period. I can state, however, that after such transi
tional period the United States would be prepared 
to undertake an obligation to convert official foreign 
dollar holdings into other reserve assets as a part 
of a satisfactory system such as I have suggested— 
a system assuring effective and equitable operation 
of the adjustment process. That decision will, of 
course, need to rest on our reaching a demonstrated 
capacity during the transitional period to meet the 
obligation in terms of our reserve and balance of 
payments position.

We fully recognize that we have not yet reached 
the strength we need in our external accounts. In 
the end, there can be no substitute for such strength 
in providing the underpinning for a stable dollar 
and a stable monetary system.

An acceptable monetary system requires a will
ingness on the part of all of us to contribute to 
the common goal of full international equilibrium. 
Lacking such equilibrium no system will work. The 
equilibrium cannot be achieved by any one country 
acting alone. . .

We engage in discussions on trade and financia 
matters with a full realization of the necessity to



continue our own efforts on a broad front to restore 
our balance of payments. I must add, in all candor, 
that our efforts to improve our position have, in 
more than one instance, been thwarted by the 
reluctance of others to give up an unjustified pref
erential and highly protected market position. Yet, 
without success in our endeavor, we cannot main
tain our desired share in the provision of aid, and 
reduce our official debt to foreign monetary 
authorities.

We take considerable pride in our progress to
ward price stability, improved productivity and 
more rapid growth during the past year. Sustained 
into the future, as it must be, that record will be 
the best possible medicine not only for our domes
tic prosperity but for the effective functioning of 
the international financial system.

My remarks today reflect the large agenda before 
us. I have raised difficult, complicated, and contro
versial issues. I did not shrink from so doing for 
a simple reason: I know that you, as we, want to 
move ahead on the great task before us.

Let us see if, in Nairobi next year, we can say 
that a new balance is in prospect and that the main 
outlines of a new system are agreed. We owe our
selves and each other that effort.
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The U.S. Proposals for Using 
Reserves as an Indicator of the Need 
for Balance-of-Payments Adjustment

I . Introduction

1. There appears to be general agreement that a reformed 
international monetary system should promote prompter and more 
effective adjustment of balance-of-payments disequilibria.
The U.S. proposals are based on the premise that each country 
will be willing to work within the context of a system that 
provides strong, equitable and balanced incentives to achieve 
and maintain external balance.

2. In the U.S. view, the most promising approach is a 
system in which disproportionate changes in a nation*s reserves 
in either direction serve as objective indicators that balance- 
of-payments adjustment measures are needed. We visualize a 
system in which disproportionately large gains in reserves for 
a particular country indicate the need for adjustment measures 
to eliminate a balance-of-payments surplus, just as, in any 
system of convertibility into reserve assets, disproportionately 
large losses of reserves indicate the need for adjustment to 
eliminate a balance-of-payments deficit. A variety of adjust
ment instruments would be acceptable. The purpose of this paper 
is to develop the logic of this approach.

3. The international monetary system in past years has 
failed to provide adequate inducements to achieve and maintain 
balance-of-payments equilibrium, defined as a situation in 
which external payments are in reasonable balance at normal 
levels of employment and economic activity, and without in
appropriate utilization of controls. This failure was reflected 
in both large and persistent imbalances, and in recent years
in some tendency toward increased use of controls. Deficit coun
tries could often maintain disequilibria for a considerable 
period through measures distorting trade, capital flows, or 
the internal economy; they were usually permitted or even 
encouraged to borrow extensively. (In the case of the United 
States, this borrowing** in large part took the form of 
increased holdings by foreign monetary authorities of U.S. 
dollar obligations.) Surplus countries, able to accumulate
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reserves more or less indefinitely, felt under even less 
pressure to adjust, and an increasingly common response has 
been controls on the inward flow of capital.

4. Viewed from the perspective of a single country—  
particularly a country in a relatively advanced stage of 
development--balance-of-payments surpluses have been considered 
a more comfortable and more desirable state of affairs than 
deficit or balance. A surplus country could avoid the politi
cally embarrassing adjustment actions which a deficit country 
might be forced to take. A strong trading position was 
frequently considered a vehicle for domestic economic ex
pansion and maintenance of full employment. A persistently 
strong currency and large reserves might be felt to provide 
useful protection against unexpected external influences,
and even to symbolize prudent economic management. Prior to 
the introduction of the SDR scheme, the system depended on 
balance-of-payments disequilibrium for growth in reserves —  * 
growth in global reserves over time could be accomplished 
only as other countries ran surpluses offset by U.S. deficits, 
financed through an expansion of U.S. liabilities.

5. Some of these incentives to run surpluses were 
recognized in the discussion leading up to Bretton Woods,
and they were reflected in the strictures placed on competitive 
devaluation. Nevertheless, while overt competitive devaluations 
have not been important, many countries still more or less 
consciously have aimed for payments surpluses and adapted 
their economic policy instruments to that end. At the very 1 
least, surpluses were tolerated while deficits were a source 
of concern and action. There was nothing in the system to 
assure compatibility of nations* balance-of-payments objectives-- 
hothing to assure that the surpluses which many countries 
sought would be offset by targeted deficits in equal amounts 
on the part of other countries.

6. Within this general context, there were systematic 
tendencies for surpluses and deficits to fall in a particular 
pattern. From the viewpoint of the United States, as the 
largest unit in the world economic system and in important
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ways in the least flexible position, these pressures toward 
surplus and currency undervaluation by others have had their 
counterpart in a persistent deficit in its own accounts. It 
was long felt inappropriate, in the light of the disturbing 
implications for stability in world financial markets, for 
the United States to initiate exchange rate action to correct 
this deficit. When the imbalance increased substantially 
and such action was undertaken, the resistance by its 
trading partners seemed to confirm their reluctance to lose 
a surplus position, as well as to demonstrate the difficulty 
of achieving the needed adjustment in the absence of agreed 
criteria for reconciling balance-of-payments objectives.
From the viewpoint of some other countries, the mechanism 
that permitted the chronic U.S. deficit and their surpluses 
to persist— namely, the tendency for that imbalance to be 
financed, in part, by increased dollar holdings of other 
countries— indicated that the United States was not subject 
to the usual constraints of a deficit country. In concept, 
the introduction of the SDR successfully freed the system 
of the need for continuous U.S. deficits to meet reserve 
needs. But by itself that reform was not sufficient to 
change the basic bias in the system.

7. While the system operated satisfactorily for a number 
of years— in fact it may have been preferable to any realistic 
alternative— it was a system of continuous imbalance, of 
protracted disequilibrium. From the viewpoint of both the 
U.S. and other nations, the results were increasingly un
satisfactory, creating major stresses that undermined 
stability. The system failed, in the end, because it 
depended on a measure of broad equilibrium for sustained, 
satisfactory operation, yet failed to induce the adjustments 
required to achieve equilibrium. The actions taken by the 
United States on August 15, 1971, signaled the untenability 
of the previously existing arrangements. The interim arrange
ments developed since that time, including the Smithsonian
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Agreement of December 1971, do not provide a long-term 
solution to these problems.

8. The U.S. proposals for a future system are designed 
to encourage equilibrium by promoting needed adjustments 
actively, rather than simply prohibiting unwarranted moves; 
and to apply equivalent incentives for adjustment even- 
handedly to all nations. , The proposals are evolutionary, 
in the sense that they would build on certain areas of 
widespread agreement incorporated in past arrangements: 
the SDR, convertibility, the prohibition on competitive 
devaluation, and emphasis on the need for international 
financial arrangements to support liberal trade and payments. 
They would differ from the past in building these and other 
elements of the system into arrangements for actively pro
moting adjustment, reconciling balance-of-payments objectives, 
and overcoming the systematic bias toward surpluses.

I I . The Need tor Objective Criteria

The rj S. proposals take as a point of departure that 
the stability and durability of a new monetary system will 
be true¡ally ¡¿pendent on finding an equitable and effective 
means of pr< v ot ing the adjustment of external imbalances*

10. In approaching that objective, we believe success 
is dependent upon finding an appropriate blend among three 
possible approaches, each of which contains some advantages, 
but none of which is satisfactory by itself. The three 
approaches are:

a) national discretion— a degree of which is essential in 
a world of sovereign nations and desirable in allowing 
maximum practicable freedom of action among individual 
countries, but which, relied on alone, assures 
neither equilibrium nor an equitable sharing of 
adjustment responsibilities;
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1H
b) discretionary authority of a central institution-- 

which can bring to bear the influence and collective 
wisdom of the entire world community on particular 
adjustment problems, but which can lead to endless 
debate, indecision or unbalanced decisions in a 
potentially politically charged atmosphere, and which 
requires at least the appearance of ceding more 
authority to an international body than nations 
wiii yield at this stage of international development; 
and

:) jbj tive criteria--which can t- helpful in establishing 
mecr irements for indicating adjustment needs for various 
nat wf\s and various situations or. a standardized basis, 
hu. vdfcujgh do not unerringiy po.nt to appropriate adjust
ments or permit needed 11seret inn by national authorities,3V«. . Ti l  J .  S proposal aims at a balance among these 

approaches*-to utili e the advantages o ‘ each, while avoiding 
the disadvantages which might result from excessive or single- 
minded reliance on any of the three W* piopose that objective 
criteria he established to note and lov r the existence of an 
undesirable degree of balance of payment disequilibrium, and 
to create a crong presumption that effec tive adjustment 
policies should be implemented. But we * nuld leave to the 
country cone rnen substantial discretion in determining the 
composition * r tnose adjustment policies And international 
consultation would be utilized to uttermine the applicability 
of the criteria to particular situations and to consider excep
tional cases in which the rules night be overriden.

12. Use of objective indicators as an important element 
of the adjustment mechanism appears essential on grounds of 
efficacy and equity. Adjustment decisions are frequently 
difficult for any government, and there is a tendency to 
postpone and ivoid such decisions until long after the time 
when adjustment policies should have been adopted. Equally,
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international groups are reluctant to deal promptly with 
difficult and politically sensitive adjustment questions. 
Without objective indicators tnere is a danger that needed 
actions will not be taken. It is much better to get advance 
agreement in principle that when certain internationally 
agreed indicators, recognized as being objective, signal 
adjustment is needed, there will be a strong presumption 
that appropriate measures be adopted--but recognizing
there might be valid reasons for overriding the indicators 
in exceptional cases. Such an approach is much more likely 
to result in equal treatment for all nations: it would call 
for comparable adjustment Inducements for all countries—  
whether large or small, developed or developing, reserve 
currency country or not--to eliminate payments disequilibria, 
whether surplus or deficit.

III. Adjustment, Reserves, and Convertibility

13. The U.S. proposals assume that most nations will 
want to maintain established values for their exchange rates—  
par values or central rates--in conjunction with a generalized 
system of convertibility of national currencies into interna
tional reserve assets. In a system of established exchange 
values and convertibility, there *‘s a close relationship 
between balance-of-payments disequilibria and reserve 
changes. Accordingly, in our lew the single most valid 
indicator that a country i* in actual or emerging disequi
librium- -as well as the most readily available, the most 
comprehensive, and the least ambiguous— is a persistent move
ment of its reserves in one direction or another.

14. To be viable, a convertibility system must be 
capable of satisfying the sum of individual countries* normal 
needs for and secular growth in reserves. Nations individually, 
either explicitly through formulation of overt balance-of- 
payments objectives, or more implicitly through their behavior, 
express an effective demand for reserves. Unless the interna
tional monetary system is capable of meeting these national 
demands in the aggregate and changing the level of reserves
to meet changes in such needs over time, a satisfactory
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reconciliation of national balance of payments aims, and 
therefore sustained balance-of-payments equilibrium, cannot 
be assured. For if reserves are not adequate to these 
demands in the aggregate, nations are incapable by definition 
of reaching their desired reserve positions simultaneously.
A decision to provide the system with too few reserves induces-- 
and sanctions— a destabilizing and ultimately fruitless competi
tion for scarce reserves. Creation of too many reserves pushes 
too great a share of the adjustment pressures onto surplus 
countries and facilitates world inflation.

15. A critical defect of the system in the past was that 
while it tried to promise unlimited convertibility, and while 
fundamentally it required a broad measure of balance-of- 
payments equilibrium for sustained operation, it did not provide 
the supply of acceptable reserve assets or the discipline on 
adjustment policies necessary to achieve these objectives. A 
basic feature of the U.S. proposal is that nations must, 
through the process of negotiation, reach a collective 
decision on the appropriate normal stock and rate of increase
of reserves, and be prepared to accept the consequences of 
that decision in terms of their own individual reserve positions 
and their own freedom of action to run surpluses or deficits.

16. It would be essential in the proposed system that 
countries regard their balance of payments disequilibria, 
whether surplus or deficit, as a source of concern before 
the agreed indicators came into play. In other words, 
countries would not be expected to ignore imbalances blithely 
until their disequilibria had become so extreme as to prompt 
strong international concern through the indicator mechanism. 
Reserve fluctuations would signal emerging disequilibria; 
movement to outer indicators signalling strong international 
concern would occur only when countries failed to make the 
appropriate responses as the disequilibria built up.



If, Convertibility itself cannot promote adequate or 
equitable adjustment. Convertibility is in that sense an 
asymmetrical tool, operating only on deficit countries, tn 
rhe framework of the U.S. proposal, the inherent link of 
convertibility to reserve fluctuations would result in broadly 
symmetrical pressures upon surplus and deficit nations.

18. In short, the logic of the U.S. proposals is that
a) better balance of payments adjustment is required and is 
essential to the maintenance of a convertibility system:
b) such an adjustment process, in turn, requires recognition 
by both surplus and deficit countries of their obligations 
and resDonsibilities to take action: c) in that context, 
objective indicators of the need for adjustment are essential: 
d) a broad equality between the availability of, and demands 
for, reserves in the system must be satisfied; and e) all of 
these needs can be brought together, in the context of a 
system of established exchange rates supported by convertibil
ity, by the use of reserve movements as the main indicator
of the need for adjustment.

I V ! Description of the Proposed Adjustment/Reserve/
Convertibility System

19. These principles could be incorporated into several 
alternative operational frameworks. Such alternative formu
lations could, for example, (a) emphasize the use of net or 
gross reserves as the basis for measuring fluctuations in 
reserves: (b) focus attention largely on changes in reserves 
from an existing starting level or on an appropriate distribu
tion of individual countries' reserves in relation to some 
’’objective" standard: and (c) provide for either relatively 
narrow or relatively wide ranges of fluctuation in reserves 
before international disciplines come into play. While the 
underlying principles and logic of the various approaches 
would be broadly similar, the particular formulation chosen 
would determine the speed, force and manner with which the 
adjustment pressures would operate. For its part the United 
rtates wishes to continue to examine the advantages and 
isacivantages of the alternatives with care, and would welcome 

the contribution toward this effort that others can make.
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20. The use of fluctuations in countries' reserves as
the main indicator of adjustment need requires a judgment about 
a "base" level and trend of reserves for each country.
Abstracting from transitional problems (noted later), these 
"base levels” could be Established in several different ways.
For instance, the distributional pattern of national quotas 
in the IMF (allowing for any agreed revisions in the future) 
might represent one approach toward determining a broadly 
acceptable distribution of reserves in normal circumstances. 
Another approach would be to give heavy weight to the actual 
level of reserves at the start of the system for the majority 
of countries, relying on separate negotiations for those 
countries whose reserves at the start of the system were judged 
to be seriously excessive or inadequate. Countries' ”base 
levels,” in any case, would be expected to rise over time, 
consistent with collective decisions about world SDR creation.
The manner in which ”base levels” should be calculated would 
clearly be a matter for careful negotiation. What is 
necessary is that some pattern be accepted that is generally 
satisfactory.

21. Use of reserve fluctuations to achieve an even- 
handed stimulus to adjustment will require a broad consistency 
between the total of established "base levels” for individual 
countries and the actual supply of reserves in the system as
a whole. Conceptually, in a system which did not provide for 
reserve currencies, this need could be met simply by assuring 
that the aggregate of gold, SDR's and IMF positions —  that is, 
"primary reserves" —  equaled the aggregate of countries'
"base1 levels" of reserves. If in such a system aggregate "base 
levels” were above total primary reserves, a destabilizing 
and potentially deflationary competition for reserves could 
result; if "base levels" were below the total of primary assets, 
too large a share of adjustment pressures would be shifted 
toward surplus countries and world inflation might be 
facilitated.

22. In practice, we assume that some nations will wish 
to hold foreign exchange in their reserves and should be 
permitted to do so. Some nations will want flexibility of 
reserve management, and the system as a whole will benefit 
from an ability to respond flexibly to sudden and reversible
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increases in the need for liquidity during periods of 
strain related to speculative or other factors. Thus, 
in structuring the proposed system consideration will 
need to be given to the complication introduced by the 
existence of a possibly fluctuating margin of foreign 
exchange holdings. In a convertibility system, foreign 
exchange holdings are potential claims on primary reserves. 
Consequently, a stable system must provide enough primary 
reserves in relation to the whole to meet reasonable 
demands for conversion of these potential convertibility 
claims and/or must limit demands for conversion by 
individual countries that would otherwise claim an^ 
excessive proportion of the available supply of primary 
reserves f

23. There are a number of complementary approaches 
which could reconcile the existence of foreign exchange 
holdings in reserves with the stability and even-handed 
working of a system of reserve indicators. One approach 
would be to equate the aggregate of "base levels" with 
the total of primary reserves and provide limits on the 
disproportionate accumulation of primary reserves by a 
country above its base level. Some assurance against 
excessive claims for primary reserves growing out of 
past accumulation of foreign exchange could also be 
provided by arrangements providing for bilateral or multi
lateral funding of existing foreign exchange reserves
to the extent the holder wished to fund such balances, 
or by a facility for exchange of such balances —  initially 
or over time —  into SDR's. These aspects of the question 
should receive careful study, but are not further considered 
here.

24. Under a reserve-indicator system, certain points 
would be established above and below each country's base 
level to guide the adjustment process and to assure even- 
handed convertibility disciplines. Such points would be 
set according to uniform procedures for each country, and 
could be described as follows, again abstracting from
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special arrangements that would be appropriate during 
a transitional period.

a) A "low point" would be set at some point 
below the "base level." In concept, this 
might approximate a level of reserves con
sidered to be close to the minimum level 
ordinarily necessary to maintain confidence 
and to guard against extreme emergencies.
If a country's reserves fell below its
t"low point" for a period of time, definite 
adjustment pressures would be anticipated 
and acceptable adjustment measures would 
be expected. In the absence of adequate 
policies over a specified period, inter
national sanctions —  for example, refusal 
to provide credit, or loss of scheduled SDR 
allocations —  might become effective. Such 
sanctions would be avoided only if the IMF, 
through approval of a satisfactory program 
of adjustment, made a finding that sanctions 
were not warranted. Negotiated credits to 
deficit countries would ordinarily be per
mitted —  but excessive or prolonged 
borrowing to circumvent the indicators would 
not be allowed.

b) A "lower warning point" would be set at a 
point between a country's 'base level"and 
the "low point." Small devaluations would 
be freely permitted a country at any time 
its reserves were below its base level. 
Proposals for larger devaluations would 
always require IMF approval; such proposals 
would not ordinarily be looked upon with 
favor unless a country's reserves had 
fallen below its "lower warning point."
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c) An "outer point" would be established 
above a country's "base level." As a 
country moved toward its "outer point," 
it would be expected to apply adjustment 
measures of progressive intensity. If 
reserves rose to the "outer point," 
remained at or above that level for a 
specified period, and an adequate program 
of adjustment were not in place, inter
national action to induce adjustment would 
take effect. For example, the IMF might 
authorize other countries to impose 
general import taxes or surcharges against 
the country concerned, there might be a 
loss of scheduled SDR allocations, or 
there might be a tax on the country's 
excess reserve holdings with proceeds to 
go to development assistance. Such 
sanctions could be avoided, or postponed, 
only if the IMF made a positive finding 
they were not warranted, on the basis of 
an agreed program of adjustment —  involving, 
for example, major moves toward liberaliza
tion of import restrictions, removal of any 
controls on the outward flow of capital, 
provision of concessional untied aid, or 
revaluation. Standards should be developed 
for judging the adequacy of such programs 
and their consistency with progress toward 
a liberal world economic order. If reserve 
gains persisted despite the agreed program, 
authorization for sanctions would, after a 
further period, take effect. In any event,

\ the IMF would review the country's position 
periodically, and make such recommendations 

| and authorizations as it deemed appropriate.
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d) An "upper warning point" would be set 
between the "base level" and the 
"outer point," analagous to the lower 
warning point, representing an interna
tional judgment that adjustment is 
called for. The IMF would be expected 
to report on the country*s balance of 
payments position and prospects, and 
revaluation or other adjustment measures 
would be anticipated.

e) Depending on the volume of total reserves 
relative to primary reserves in the system, 
this "upper warning point" might coincide 
with a "convertibility point" representing 
the maximum accumulation of primary 
reserves for each country that would be 
justified, consistent with the level of 
aggregate primary reserves in the entire 
system, for the convertibility mechanism 
to operate equitably with respect to both 
deficit and surplus countries. Both to 
provide an incentive for adjustment, and 
to prevent countries from placing further 
convertibility pressures on others, a 
country reaching such a "convertibility 
point'* would be unable to acquire 
additional primary reserves, through either 
purchase or SDR allocation.

25. A reserve-indicator system such as the one 
sketched above should be supplemented and elaborated by 
consultative procedures within the IMF concerning adjust
ment programs and problems. For such procedures to be 
effective, national policy officials at a politically 
responsive level should be drawn into the process. Such 
IMF review could take into account supplementary criteria 
in considering the nature and magnitude of any need for 
adjustment.
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26. Countries would not be expected to delay ad 
justment action until they had reached the indicator 
points. The purpose of a reserve-indicator system is 
to provide strong- incentives for countries to act in 
limited steps, using a variety of tools suited to their 
circumstances before their situation becomes so urgent
as to involve international concern and action. Moreover, 
while countries would at given points be brought under 
overt international pressure for adjustment, they would 
still have a range of policy options at their disposal.
The range of "acceptable adjustment measures" for the 
system would, however, be limited to those consistent 
with market mechanisms and a liberal world trade and 
payments order. Exchange rate changes are not seen as 
the only, or necessarily the most desirable, means of 
adjustment in all cases.

27. Even though the aim of the system is to promote 
equilibrium, some scope for fluctuation in reserves is 
obviously necessary and desirable. No workable system can 
or should try to assure lock-step economic performance from 
124 nations differing greatly in size, stage of development,
and economic circumstance. Through the process of negotiation, I 
an international consensus should be reached in defining the 
indicator points so as to get "enough" elbow room for some 
fluctuation in reserves to meet transitory payments imbalances, I 
but not "so much" that adjustment is inappropriately delayed.

28. The reserve-indicator system should be designed to 
permit countries maximum flexibility to the extent compatible 
with maintaining the system's basic principles:

a) As noted, a small devaluation without requirement
for approval might be permitted at any time a country'si 
reserves were below base level. Small revaluations 
might be permitted at any time. While in practice, 
situations would seldom, if ever, arise for withholding 
international approval from larger revaluations, 
restraint will continue to be necessary to guard against 
competitive devaluation.
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b) A country could opt for a transitional float, under 
agreed rules, in lieu of a discrete exchange rate 
change. If it intended to reestablish and maintain
a central value for its currency within a given period, 
a reserve-deficient country could be permitted, under 
suitable guidelines, to increase its reserves toward 
its base level. If a country’s reserves were above its 
base level at the time of initiation of the transitional 
float, it would not be permitted further reserve 
accumulation.

c) vA country could depart from the regime of established
parities to float for a period of indefinite duration 
but only if it adhered to internationally agreed 
standards that would assure the consistency of its 
actions with the basic requirements of a cooperative 
order. These standards would relate, for example, to
movements in its reserves, its intervention policies, 
elimination of controls on the inward flow of capital, 
avoidance of restrictive trade controls imposed for 
balance-of-payments purposes and elimination of any 
existing extraordinary balance-of-payments measures. 
Exchange rate systems nominally establishing a central 
or par value but envisaging very frequent changes 
such as those now in force in some less developed 
countries, could be integrated with this rule.

d) Any group of countries in the process of forming 
a monetary union -- with an implicit high degree
of political and economic integration - - c o u l d  choose 
to operate as a unit. In this instance, the relevant 
criteria would be applied to the unit as a Whole, which 
would be expected to speak with one voice in inter
national forums. The reserve norms for the unit 
would have to be recalculated to reflect external 
trade and appropriate treatment of intra-unit assets.

e) On a selective basis, consideration should be given 
to special arrangements for exclusion from reserves, 
and thus from measurements of adjustment need, of an 
"investment fund" of foreign securities or other 
foreign assets held by official agencies. Such funds
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might be appropriate for selected countries that wanted 
to hold over a prolonged period of time within official 
accounts (or with official inducements), foreign assets 
for long-term investment purposes. Such countries 
could be asked to observe certain criteria with respect 
to term, size and nature of the holdings. Oil producing 
countries with relatively large external assets would 
be candidates for such arrangements.

f) Negotiated official credits (including IMF credits) 
should be permitted. Satisfactory procedures for the 
recording of such credits under the reserve-indicator 
system would need to be devised.

g) In general, the system should neither ban nor encourage 
official holdings of foreign exchange. However, in the
context of the proposed system, such holdings would 
presumably not loom so large relatively as in recent 
years. Each country should have the right to place 
limits on the further accumulation of its own currency 
of issue by official institutions in any other individual! 
country or group of countries. Each country that 
chose to permit foreign official holdings of its 
currency must provide reasonable and normal investment 
facilities for those holdings.

29. The United States proposal neither gives special 
rights to nor imposes special obligations on any country or 
group of countries. It assumes a monetary system in which all 
countries are treated equally. All would have the same freedom 
to use the full exchange rate margins permitted in the system.
All would have the same rights to allow their currencies to 
float, transitionally or indefinitely, under the same inter
nationally agreed rules of behavior and surveillance. All 
maintaining established values for their currencies would, 
have the same obligation to assure convertibility of their 
currencies -- meaning that officially held balances of foreign 
currencies could be freely presented to the issuing country for 
conversion into primary reserve assets, with the choice among 
SDR's, reserve positions in the IMF and gold to be made by 
the issuing country.



F O R  I N D I V I D U A L  C O U N T R Y

If reserves remain at outer point for 
specified period, adjustment measures 
required. International sanctions un
less IMF overrides.

Location of convertibility 
point related to volume of 
primary reserves relative 
to base levels, for system 
as a whole. If a country 
reaches the convertibility 
point, further acquisition 
of primary reserves prohi
bited.

Convertibility
Point

If reserves remain at low point for 
specified period, adjustment measures 
required. International sanctions un 
less IMF overrides.

r e s e r v e INDICATOR SYSTEM
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V. Transitional Arrangements

30. At the present time there is a highly unbalanced 
pattern of reserves and balance-of-payments positions 
among the major industrial nations. Unquestionably there 
would be a need for special transitional arrangements to 
put into being the system proposed by the United States. 
Various approaches for dealing with these problems can be 
developed. For example, proposals that have been put 
forward for funding, consolidating or otherwise dealing 
with foreign exchange balances which holding countries 
may regard as excess may be particularly relevant. The 
U.S. has an open mind on particular arrangements that 
might be proposed. We merely want to note that some 
generally acceptable transitional arrangements are 
necessary. This transitional problem is not unique to 
the proposed system* Any monetary system based upon con
cepts of equilibrium and convertibility will require 
special measures to deal with transitional problems.

VI. Some Questions About the Proposals

31. Three questions which might be raised about the 
operational feasibility of the U.S. proposal are discussed 
below. These questions could arise under any system based 
on reserves as an indicator of adjustment need. Indeed, we 
should note comparable problems will arise, perhaps in a 
different form, in any par value-convertibility system, and 
often in more severe form.

32. The first question is: Is it possible to define 
reserves so as to assure they are useful and accurate criteria?

33. Based on reserves as the key indicator of dis
equilibrium and the need for adjustment, the system proposed 
by the U.S. depends on clear and reliable definitions of 
what constitutes both primary and total reserves, to assure 
that they give the appropriate signals in a given situation 
and to assure that the rules cannot be easily circumvented
by artificial reserve transactions or concealment of reserves.

34. Primary reserves are more easily defined. They 
would consist of SDR's, reserve positions in the IMF, and
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monetary gold. There would be a precise and known amount 
of primary reserves for each nation and for the system 
as a whole.

35. Primary reserves would, of course, be widely 
transferred among nations for settlement purposes. Primary 
reserves might also be borrowed and lent. In order to 
assure the consistency of the aggregate level of primary 
reserves in the system with the operation of the system, 
appropriate rules would need to be devised to assure against 
double counting of primary reserves. For example, it might 
be agreed that lending and borrowing should not increase 
the calculated primary reserves of the borrower, nor reduce 
those of the lender.

36. Definition and measurement of reserves other than 
primary reserves have in the past been mere complicated 
and more ambiguous. Possibilities for evading the adjust“ 
ment rules might arise unless there were agreement on a 
suitably broad definition of what constitutes reserves. An 
appropriate approach to this problem would be to start from 
a very broad definition of reserves - - a l l  official claims 
on foreigners, liquid or non-liquid, whether held by or on 
behalf of the monetary authorities or by other government 
agencies. Exceptions would be made as appropriate. Long
term aid loans, for example, and normal export credits would 
presumably be omitted, approved ’’investment funds," as
described above, would be excluded -- though care must be 
taken that such funds not be used as a subterfuge for 
reserve increases. At any rate, with experience in operating 
the system, technical discussions would probably help to 
refine the definitions, so as to reduce the risks of window- 
dressing and make the system function as effectively as 
possible .

37. The second question is: How do we deal with 
problems ot heavy speculative capital flows?

38 Speculative problems will be a factor in any 
system -- indeed, they proved to be a critically important 
factor in the Bretton Woods system. The system proposed by 
the U.S. actually contains a number of features which should
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reduce the problem of speculation^, as compared both with 
the past and with other approaches to reform of which 
we are aware.

39. The proposal aims at a system which fosters 
balance, and prompt adjustments to restore equilibrium, 
through a variety of adjustment measures. Thus, the 
persistent payments imbalances which in the past were a 
major factor in generating massive speculative capital 
movements would be eliminated or sharply diminished.

40. with the system based broadly on the concept
of equilibrium, it cannot be overemphasized that national 
behavior which is truly in the spirit of this concept must 
help to assure that crisis points are not reached. The 
existence of the various indicator points on reserve move
ments does provide limits on disequilibria, and it is 
possible that movement close to those limits could stimulate 
some speculative activity, just as very large reserve 
gains or losses trigger speculative activity in the present 
system. But for fully satisfactory operation of the system, 
countries should endeavor to adjust their positions as the 
disequilibria emerge, and well before they reach the 
extremes, fe-ch because of th* consequences involved in 
reaching the limits, and because they have accepted external 
baiane <--s a practical, operative balance-of-payments 
objective. 1 2  a country persists in avoiding adjustment, 
it will ./entually -- and appropriately -- be subject to 
the discipline; uL the system, including speculative 
pressures. M u l i  as in t h e  past system, adjustment of some 
Rind becomes unavoidable when disequilibria become extreme. 
What is missing ir the vast and present systems, and what 
the proposed system 'mal empts to provide, is a real incentive 
for needed adjustment to occur before it is forced by 
crisi -,

'1. Also, the proposal has to be looked at in the 
context of a oystem of ad^tj ¡rely wide exchange rate bands, 
which woul i bi~ expected to *. «luce the prospect for large 
capital ft ws significantly.
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42. Nonetheless, even with an improved adjustment 
system there could still be some question of whether false 
signals could result from speculative capital flows. The 
answer is that thé proposed system contains several 
important "safety valves." First, there are areas, or 
zones, within which reserves can move in response to 
speculative or other pressures without bringing overt 
international requirements for adjustment measures. Second, 
there is a time factor envisaged at both the "low point" 
and the "outer point" which would provide scope for 
speculative or other flows to occur and reverse themselves, 
without bringing strong international action to induce 
adjustment. (This factor could also play an important
role in inhibiting speculative movements themselves.)
Third, if a nation were pushed across its "outer point" 
by, say, a heavy inflow of speculative capital, and remained 
above that point, it need not necessarily appreciate its 
exchange rate3 —  the requirement is for any "acceptable" 
adjustment program. Fourth, if the reserve increment were 
due to capital inflows based on unfounded speculation on 
an exchange rate change—  and the IMF agreed that basic 
adjustment was not needed —  a program dealing exclusively 
with that problem in an internationally acceptable manner 
would presumably satisfy the international community. The 
international community could vote to override the reserve 
indicators in a c'a?« where the signals are judged to be
obviously wrong.

43. In discussing these "safety valves," however, it 
should be remembered that signals are not necessarily "wrong" 
simply because speculative capital flaws arise —  such flows 
may indicate a geneine need for adjustment measures. The 
system cannot enable nations to avoid needed adjustments 
simply by blaming their problems on speculation•

44v The third question is: Aren't reserve indicators 
retrospective and insufficiently refined, pointing to past 
maladjustments rather than present or future needs and unable 
to take account of the composition of the balance of payments?

45. Reserves are more comprehensive, more reliable and 
morë quickly available indicators than other criteria of 
external balance. While reserves may be distorted in the 
short run, no other single series provides a superior basis
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for analysis* In a convertibility system, reserve data 
are necessarily indicative of disequilibrium in the 
adjustment process: this has always been understood in 
terms of inducements to adjust for deficit countries -*• 
and the concept applies with equal logic to adjustment 
needs of surplus countries. While other data may provide 
useful information affecting international judgments of 
adjustment need, such data should be supplementary.

46. It would, of course, be helpful to have reliable 
indicators of future economic performance. But we don't•
It would be useful to know each nation's balance-of-payments 
position for the next year or two or three —  but the 
present state of the art does not provide data of such 
reliability that governments can place primary reliance on 
them in formulating policies for the future. Nor are 
governments likely to agree on any given assessment of 
prospects. Attempts to rely on such projections can lead 
to endless disputes. One has only to recall the discussions 
prior to the Smithsonian Agreement, of prospective cyclically 
adjusted current account balances, to realize the opportuni- 
ties for disagreement.

47. The U.S. proposal does envisage that such "supple
mentary criteria” as are available should be used to asdist 
the reserve indicators in pointing to adjustment needs. In 
particular, some countries may have objectives with respect 
to certain elements in their balance of payments, such as for 
the current account. And these elements in some cases may be 
considered more stable. Since inconsistent objectives in 
that respect could inhibit the process of balance-of-payments 
adjustment, attention to current account results and objectives 
could be useful. However, in the end we will require a 
consistency in the total balance-of-payments results (as 
reflected in reserve movements) and primary attention to one 
sector of the balance of payments, however important, would 
not be consistent with this requirement.
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Quantitative Indicators From the Point of View 
of the Overall Operation of the System

The discussion of quantitative indicators has seemed to proceed mainly 
from a "national" point of view--with each individual nation thinking 
of indicators in terms of application to and effects on itself. There 
has been comparatively little consideration from an overall point of view-- 
that is, how indicators would relate to the operation of the system as a 
whole. But a fundamental purpose of an indicator mechanism is to assure 
that the system is workable in its entirety. In the U.S. proposal, 
indicators enforce the viability of the system in two related ways— one, 
assuring consistency between the settlement mechanism and the adjustment 
mechanism; two, assuring consistency between the tolerance for imbalance 
in the system and the availability of reserves to finance sucn imbalance. . 
The U.S. would welcome, and indeed would regard as necessary, an assessment 
of indicators which takes account of such questions of the overall operation 
of the system.

A. Consistency Between the Settlement Mechanism and the Adjustment 
Mechanism

An understandable first reaction to indicator proposals is concern 
that one’s own government might be called upon to take adjustment actions 
at a time it does not want to undertake such actions— and accordingly to 
favor indicators only for "initiating consultations," but not for "inducing 
policy actions" or "inducing graduated pressures by the international 
community." But while there might be widespread support for the relatively 
noncontroversiai move of using indicators to initiate consultations, such 
a move would in the U.S. view be insufficient. It would leave the monetary 
system without one of its indispensable requirements— the assurance of an 
effective and equitable adjustment mechanism.

The international monetary system cannot in the U.S. view function 
on a sustained basis with a settlement mechanism and obligations which 
are certain and definite, and an adjustment mechanism which is uncertain 
and indefinite. Such a system would be inherently unbalanced in its 
application to surplus and deficit countries; and, as experience has 
shown, would provide no assurance that disequilibria in the system could 
be kept within reasonable bounds. Such a system would break down, 
inevitably and probabljr quickly. A presumption of certainty in settle
ment must be balanced by a presumption of certainty in adjustment.

To make this point more vivid, in logic if the adjustment mechanism 
were to be uncertain--for example, if indicators were used to initiate 
consultation without a strong presumption that adjustment action would 
be undertaken, one would be forced to conclude that the settlement 
mechanism should be uncertain--for example, countries might initiate con
sultations on the extent to which imbalances might be settled with primary 
assets without any strong presumption of general convertibility.

The U.S. proposals envisage certainty in settlement obligations: 
deficit countries must promptly meet conversion requests in primary assets,
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except where a persistent surplus country has avoided adjustment, and has 
reached its convertibility point--i.e., has made excessive claims on 
the world1s stock of primary reserve assets. In our view, quantitative 
indicators would play a central role in assuring that ther adjustment 
mechanism contained an equivalent degree of certainty (‘’certainty" in the 
sense that there needs to be a strong presumption that adjustment actions 
will be taken by surplus and deficit countries alike, though not 
"automaticity" in the sense that a particular country must undertake a 
particular exchange rate or other adjustment action when a part::eular 
indicator point is reached).

Indicators would:

--call attention bo emerging disequilibria
--suggest which nation or nations should adjust to correct 

such disequiliboia
--assure that prompt and effective adjustment actions are taken
--induce international pressures on countries refusing to correct 

large and persistent disequilibria.

Using indicators only to initiate consultations assures consultations 
but not adjustment. For countries in deficit, adjustment may eventually 
follow consultation--since deficit countries may eventually become unable 
or unwTilling to continue to finance their deficits--though the adjustment 
might well come later and have to be larger than would have been called 
for under an indicator system which "induced action" at an earlier stage.
But for countries in surplus, the end result of consultation may be 
nonadjustment. The asymmetry in disciplines and inducements has been a 
serious flaw in the monetary system of the past, and its elimination 
constitutes one of the generally acknowledged reform needs.

We cannot have ar. equitably balanced system if deficit countries 
are presumed to have to adjust until proven otherwise, and surplus countries 
presumed not to have to adjust until proven otherwise. The system would 
lack.harmony and balance. It would be subject to the same strains as in 
the past, the same competitive, if self-defeating, interest by all countries 
in running surpluses. Without a country to absorb these pressures for 
surplus by running an offsetting deficit--as the U.S. did in the past-- 
protectionist pressures become a much greater danger.

It is not the U.S. aim in proposing presumptive indicators to have 
a system in which countries would be frequently passing through deficit 
and surplus indicator points and directly subjected to international 
pressures to adjust. We would regard it a failure if the system operated 
in that manner. The-broad purposes of the indicators are to show when 
adjustment is essenti ¡1 from the standpoint of the system as a whole; and 
to create built-in incentives for adjustment to eliminate defi nits and 
surpluses without hitting incli cat. or points and calling inter national 
pressures directly in so play. Such built-in incentives for correction 
would not exist if in locators only initiated consultations.
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adjustment incentives to all nations, large or snail, deficit or surplus. 
But limiting use of indicators to initiation of consultation might also 
result in undesirable frictions and a somewhat arbitrary distribution 
of adjustment burdens. Lacking an objective standard against which to 
measure adjustment need, it is hard to prevent some countries--the strong 
or the stubborn--from being able to hold out against recommendations for 
adjustment actions, while others cannot hold cut. Not only effectiveness 
but equity would be missing.

B. Consistency Between Tolerance for Imbalance and the Availability of 
Heserves to Finance Imbalance

VJhen considering the placement of base levels of reserves and 
indicator points in an indicator system, it is natural for a country to 
want to preserve substantial freedom of action from the system’s adjust- 
ment pressures--and accordingly, assuming an exchange rate regime of 
central or par values, to want a relatively high base level and wide 
bands before indicator points are reached. That is a reasonable 
approach for any single nation to take from its ‘'national" point of 
view— provided it accepts the consequences for the overall operation of 
the system. A primary consequence is that the system must be able to 
provide the possibly substantial amounts of reserves needed for the 
tolerance of relatively large and persistent surpluses and deficits in 
the system. If, on the other hand, the international community does not 
want to see the creation of substantial amounts of reserves, nations 
must accept the consequences of that decision and be willing to live 
within the constraints of a system requiring the introduction of effective 
adjustment measures after what might appear to be relatively small 
surpluses or deficits. The tolerance for surpluses and deficits must 
be keyed to the availability of reserves--it would be dangerous to build 
into the system demands for reserves which are not matched by the 
availability of reserves.

In the U.S. proposals, the reserve indicator mechanism acts to ensure 
the consistency of international reserves with the need and action of 
individual countries. There has been much talk in the reform discussions 
of the importance of "international control" over the level of world 
liquidity--but little specific comment on how the control should be 
exercised or what the level of world reserves should be. The U.S. reserve 
indicator mechanism represents our attempt to provide a rigorous frame
work for an equilibrium system based on such international decisions and 
control.

The reserve indicator system is aimed at ensuring the needed con
sistency between the supply of international reserves and national 
behavior in several ways.

(a) It would assure that the initial demand for primary reserves 
is balanced by the availability of primary reserves, by the establishment 
of a generally acceptable system of base levels, which each nation would
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accept as its primary reserve target,, and by creating a world-wide supply 
of primary reserves equal to the aggregate base levels.

(b) It would provide a framework for determining periodic SDR 
allocations by collective decisions on the appropriate trend of base 
levels over time, and the consequent decision to allocate new SDR’s 
equal to the increase in base levels.

(c) Irrespective of other adjustment pressures or inducements, it 
prevents the strain on the system which would result from excessive 
accumulation of primary reserves by one or more countries beyond the 
level justified on the basis of the total primary reserves in the system, 
through a convertibility point for each country where its right to 
accumulate additional primary reserves would be suspended.

(d) It provides safeguards against excessive permanent primary 
reserve creation or inappropriate adjustment pressures bjr permitting 
currency holdings to act as a safety-valve while preventing excessive 
reliance on currencies by the requirement that currency holdings must be 
at the agreement of both the issuer and the holder and by the placement 
of indicator points, based on total reserves, which strongly presume 
effective adjustment action.
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MR. WEBER: We are on the record at this point.

Mr. Volcker will have a brief opening statement and then go 

directly to the questions.

MR. VOLCKER: A  brief opening statement? This may 

be an opening statement. I think this may be on the record, 

but I think it's a rather informal affair and in a sense this 

meeting was rather an informal meeting v/ithout a communique.

It had a good, constructive tone. I think, there was a feel

ing that seemed to be rather generally shared that the time 

had not cnly come to move but workable solutions could be found 

to the various problems that have arisen in the previous work. ;

So there is, I think, not only a desire to get ahead 

but a feeling of seme confidence that the desire can materialize 

into a workable system.

As you can imagine - maybe you can't imagine - in a 

meeting of this sort basically, while some preparatory 

m terial had been prepared by the deputies, people were talking 

rather informally without by and large attempting to pin down 

points i*ith precision.

There was a lot of discussion of one point or another 

that needs more study, more thinking, more analysis of just 

what people did have in mind. But there was a feeling —  

the general mind -- that solutions 

on the various points could be found.
!
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The only other thing I would say is that this seems 

easier probably in seme areas than in other areas where 

certainly differences remain.

QUESTION: Mr. Volcker, can you sort of give us your 

idea of what the timetable will be now for reform, after this 

meeting?

MR. VOliCKER: I don*t knew whether Mr. Wardana may 

have offered any comments on tl̂ afc or not in talking with you 

and not knowing what he 'said, I d a n 8t want to risk being 

contradictory in any sense . But in very general terms, I think 

there will be an effort in seme form or another to say or 

publish in Nairobi where things do stand, in a v/rittoh docu

m e n t . ■ ' 3Ci

I d o n ’t think anybody expects that to answer every 

point by any means in a conclusive way, but to go far B 

enough so in a rather intensive period, locking ahead from 

there, you can hammer out a basic agreement and go ahead and 

write the articles.

Now, I'm talking about a period of months, obviously||
|

beyond Nairobi, before you reach anything that could be called I 

a  detailed agreement.

I t ’s a host of specific issues that are hiere.

QUESTION: Well, would you try to specify for us 

where the differences were narrowed and what are the areas 

where the problems still remain?
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MR. VOLCKER: Well, I think, in a sense, perhaps 

this was clearest oxi a set of questions under 

the adjustment process vihich v/as dealt with together with some 

convertibility issues. I would certainly think there's a

clear u n do.rsta n d ing around the table, that on the one hand 

you can't ha\7G a fully automatic system on 

adjustment matters by and large, and I think that point at 

least was clarified • We are not talking about an automa- 

ticity of adjustment*

On the other hand, I think , on the part of 

countries other than the United States, the idea of objective . 

indicators —  particularly the reserve indicator as a 

particularly prominent indicator—  got quite a lot of weight

from some speakers. You can't speak in terms of unanimity 
about these matters.

In general, I think you can describe agreement around 

the table on such basic notions, pinned down in a harder way 

tl HP they were be fora as the idea of symmetry, that the pressure

is applied to the surplus and deficit countries in as congruent 

a way as possible, recognizing that there are 

differences in the natural pressures, let's say, falling upon

deficit countries as opposed to surplus countries*
in addition to

There was a recognition thafy'the need to really devise 

something that made the process as symmetrical as possible, the 

idea of what Secretary Shultz in fact quoted as "backbone" in th
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adjustment process is essential. That was the word that he 

used, but I think the concept is very widely accepted.

You not only talk about symmetry or talk about
iiadjustment for that matter, but you have a system, vihich by 

some rules defines the obligations clearly enough— defines the I 

goal of equilibrium clearly enough— so that you do have backbone! 

and symmetrical backbone. Of course, this is in part where 

the idea of indicators comes in*

QUESTION s Mr. Voleker, what about the degree of 

presumption, was that the shadings of meanings there worked 

out?

MR. VOLCKSR: Well, when you say the shadings of 

meanings, I think that is the kind of thing that goes further j 
than you can claim agreement on. It just wasn't the kind of 

meeting whore you could pin down these gradations, and 
uadoa.bto.dly, gradations of that sort will continue to character
ise peoples* positions, i suppose what I am saying is I 
we're talking more* in a rango where you can narrow the ques- 1  

tion to grade;tions and that's an important distinction.
j

I think it's more X y in people's minds, on the

one hand automat!city, is not it, that pure discretion without ■
j

guidelines, without objective indicators, is not it.f*TOF‘ ■ j

Now, M M  you use the indicators has to b* pinn̂ ci■
dwn. tsgytey,,, - j|

QUESTION; In that connection, would you say that
.
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there is yet agreement in principle that the pressure to be 
applied should take the form of what we think of as sanction» e 
whether a tax on your reserves or a trade surcharge or —

MR* VOLCKERi You get into semantics questions here. 
Nobody sauch likes to use the word sanction. Pressures in a 
sense —  and more incentives than pressures —  is perhaps the wa^ 
it*s put more commonly. But obviously —  let's say that that

i
covers the concept of sanctions*

There was discussion of that* Again, I would say —
l

I'm. not quite sure you can say unanimity was reached on this poii 
as you I
can with these other basic principles I mentioned. But a very 
widespread feeling exists that incentives and pressures have toj t 
part of the process, although I think there's nobody at the 
table —  you can say there's unanimity on this —  wants

Ij the system basically to work through pressures.
The fact you may need pressures in the background 

is one thing but you hope and expect that the system really 
doesn't have to evoke those overt pressures very frequently.
But it's important that they're there.

There is a very widespread acceptance of that notion 
I would think, if it's not unanimous, it comes very close to
unanimity on the financial typo pressures.

BShen you get into trade pressures, the opinion would 
ba somewhat more scattered. There was considerable discussion !

of that notion, but I don't want to say that it's accepted. i
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QUESTION: Of the trade pressures?
MR. VOLCKER: Of the trade pressures and of course,

this again leaves a lot of raczn for exactly what the pressures I
iare, hew they're applied. So again, it's that same basic hind I

of question, the very broad principle you cited is accepted, 
but it doesn't mean there isn't a lot of discussion in

just how the concept is applied.
QUESTION: Hew do you feel about the idea of setting 

up, sort of a new un.it within the IMF, to sort of police the 
adjustment process, or guide it?

MR. V0LCÌCER: Kell, yes there was some discussion, 
although it v7as not cantra! irà a sense that there was no 
specific agenda topic to talk about the structure of the. fll
fusici. A number of Ministers alluded to this at one point 
or another in their reraarks, but the discussion on that; point 
wasn’t as focused as cn scène other points, and 1 don't think 
It's reasonable for mo to try to characterise c
prevailing opinion, other than to say that it was obviously on 
their minds.

QUESTION: Row about a U. S. view on it?
MR. VOLCi33I<: Well, we have thought - in the U. S. 

view - that it is important to get some restructuring of the 
Fund in several directions.
The concept of the whole reform entails a
strongthoned Fund - I think everybody's idea of reform
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entails the idea of a strengthened Fund.
How, that's a pro tty broad term. How do you define 

a strengthened Fund? Wp think of this in terms of the impor- 
of strengthening the basic rules of the system in part,

<}i
j

j
i

of v,-hich the 'tod ic a custodian. j

iBut yon have a body of law, rules, whatever, that are ii
pretty clearly understood and the xaore agrecaaent you can get 
on rules and not leaving it to judgment, the better off .you

J
are I

But obviously, there's got to be room for judgment 
in applying the rules in any system. Others would have 

$ fairer rules and more judgment, and we suggest less judgment and 
more rules, but that's just a matter of degree.

But whan you're dealing with something as important 
&nd sensitive as the adjustment process, but in 
Other things too, as exchange rate changes, 
domestic measures or controls or whatever it is that affects 
external adjustment, you're talking about important, sensitive 
and difficult things, both economically and politically in
terras of th© member governments.

So, it is important as we see it, if the Fund is 
going to play its role success fullythat it have an input, it 
be helped, it be assisted, it be given appropriate stature by 
having suitable people from heme governments, so to speak, with 
some political responsibility and responsibilities in their home
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governments, participating ao actively as possible.

Hew, i t ’s not possible for them to participate everyI 

fiay, so you have various suggestions for a revamped executive 

beard, a new type of executive board, continuation of the groui

of 23 for dealing with more current problems* I think, none of I 

those ideas anybody wants to feel committed to any

particular version of. I

But there is certainly the United States1 intent
* ' i

sad I d o n ’t think w a ’ra alone h e r e —  in getting some changes

in that direction. Jmd there’s also a question of the

structure of the Fund in terms of its relation to other organi-j

‘a at ions and other types of problems . As you probably know,

w e ’ve been in favor of doing what can b e  dona to increase

coordination between the Fund and other international bodies tl
I

deal with other areas of the international e c o n o m y —  trade, 

investment, whatever. r

QUSS?1CS}< How about the convertibilitjf question?

Fou h a v e n ’t discussed that yet. Has these some narrowing of 

differences these on the famous question of looseness or I

tightness?
}

HR. VOSjCFJBR* X frankly expected before the meeting I 

that because of some of the technical complexities of that 

subject; it was going to bo a little harder t o  know from this I 

kind of discussion just what was said end what the attitudes

were
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I think what was said at the meeting kind of 

confirmed that impression. It*3 a little harder to pick out 

just what was said and the implications of if at all times.
[

There is a relationship batvzeen convertibility and
i■' *

the adjustment process which was, I think, clearly recognised 

by everybody, partly because a convertibility system kind of
I

automatically puts pressure. ‘

I t 0 s automatic in this sense on the deficit court- ji *»
tries, and there was recognition, I think, of one of our (i
basic points, that that is true inherently in the convertibili-

i '

ty system. Sli
T h a t ’s one of the reasons why you have to worry so 

much about the adjustment process on the other side to make it ■ 
symmetrical*

i
I think there was seme feeling - maybe there’s not

b o m  that feeling before —  that we really •—  I'm speaking for 
the (Suited States new —  are talking about a convertibility 
system*.

All the proposals are in that context. We have touched
upon the question, and . , U4_not «Iona in idsia ro&poct, as to whether this might look somewhat
diffoT‘ ¿‘iitlv —  in terms of the operation of the system and the

operation ok convertibility —  in the context of a so-called

multi-currency intervention system.
But that is an area which hasn't been carried forward

frankly, in any detail, in fcha technical work, so while I think
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it i3 there as a concept to be  thought about and 

w e  have put that forward and others have, i think there is 

s e m e  feeling that it is something to be talked about later and 

maybe the convertibility problem will then come in a somewhat I 

different guise.

QUESTXC23: In what, in multi-currency?

MU. VOLCKfiR: Multi-curreney intervention.

QUESTION s A  point in taking the question of 

convertibility and adjustment being related, you have 

previously spoken about reserves being the prominent indicator,

but if on convertibility you get negative income tax in 

people's reserves and they rise above a certain point, haven't 

yon i n  effect got tha prim© indicator on the convertibility 

side, instead of the adjustment side a3 t h e y ’re related to 

what you wanted in the first place?

MR. V0LCIC3R: I'm not quite sure 1 folia? the quss-l

tion*

M W M P >1 Wall, in a sense y o u ’re asking for 

reserves to be tho primarry indicator.

MR. VOLCih'JR: Right.

QUESTION: Me*. , convertibility when people —  X thih 

the F r e n c h  have suggested and most of the Europeans go along 

the *. when your reserves go above a certain level, you pay a 

negative income tax, in effect supply sanction to the IMF,

which would be a pressure on you to devalue and in that
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m

s e n s e ' . you*va- got what you want. j

MR. VGLCK3R: You say pressure to devalue, I say v 

pressure to adjust.

QUESTION z Take correct measures* ‘ !ii
HR. VOLCKERi Thi3 ia a proposal and 1 shouldn't j• I •■ | . ■„ i

really ccsnEtenfc in any detail on a proposal which did n ’t

originate vjith us, nor has it been spelled out in great detail ;

but that is one of. the things that has recognised the symmetry :

problem as kind of an indicator problem. There's no question ,i1
I 1about xt. js

and it also brings with it an automatic penalty in
i

that particular proposal. ,'f
i

QUESTION: Is this something yon think ia feasible 

and. can be worked out? j* I
MR. VGLCSSR: W e  11, I think it is a straightforward

I
attempt to come t o  grips with this kind of problem; and I think ; 

this is an «¿sample of why I characterise the meeting in general- 

2 think people generally would the way I did at the start. It
There is a feeling that these kind of legitimate aims on

{
all sides can be brought together in some kind of a workable j
eolation- Maybe somebody hasn't thought of yet a com- 

plately magic way to reconcile everybody. I suppose every- ’ 

body doesn’t get fully reconciled in the end. <

But there is a feeling of an effort to come together

by this and other devices.
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QUESTION: To go back to the writing of the m l e 3.
Do you think that there will have to be a new treaty that must
be submitted to Congress for ratification?

I1H. VOLCEERs Oh, yes, there * s no question that the
ond-product of tills effort is, I think, what you can call a
new Articles of Agreement in the International Monetary Fund.

Now, people nay have differing opinions whether you
begin rewriting It from Article 1 through Article 16 or what-*
ever the last one is, or whether you —  you don • t 
have to touch them all.

But in any event you are talking about substantially 
nerw articles which will have to be ratified by the Congress -J 
there*s absolutely no question about it - ratified by other 
legislatures and it should be, because you are talking about 
an international agreement that really is, if itfs going to 
work, committing countries to particular courses of

action,
QUESTION: But do you think the system could be put I 

in place, at least partially, before the ratification process! 
is completed?

MR. TObCICSR: Well, you may, I think, bo able to Ml 
some parts in place, perhap3, if there's general agreement.
You can certainly act in spirit within the framework of what ■  
you have not yet formally agreed to.

But let me point out in that connection - in any



monetary reform there .is a very big transitional problem. We !
presently have big disequilibria in payments. Those
disequilibria are now moving towards being narrowed and we have some
time before a net? agreement comes into effect, so let’s hope 
that they are substantially narrowed by the time the agreement 
cornea into effect.

H  ¡ M S B  ||||b HI ' H
But it also leaves a residue of some disequilibria in*

reserve levaIs, for InstanceI That is the most obvious thing. ‘ 
There I

iare reserves that are depleted, others ere way up. So you§ve ■i
got, even in tlx© contoxt of the formal new agreement, 
to deal with some transitional problems which, I think it’s *
fair to say have had very little discussion so far because

there is a feeling you can't deal with the transition pointing to
*I ta specific new agreement until you see the specific new s

agreement.

How we * ra dealiixg with tha transitional problem in 
the less formal sense right new.„ S !QUESTION : Doos that mean that there will be a sub
stantial delay before the United States can really carry out
convertibility obligations? i

!MR. V0LC1Œ11: Well, that question I think answers j 
itself. We’ve answered it before. We can't assume

I
convert.Utility obligations until we have the capacity to assumai

ii it on the one hand, and on the other hand until it's part of

the concept of a system that is fair and balanced.
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So it88 a combination of a transitional problem 
and a reform problem .

In terms of putting parts of the system into 
effect, there is
a clear recognition on all sides how difficult it is to deal 
with any of these problems, to reach a conclusive answer in 
isolation^ because every one bears upon another*

It8s quite obvious in the case of the convertibility!S
adjustment thing, where you might take a different approach

be content with a
toward adjustment and/less convertible system, or you might 
take a strict approach toward convertibility and force stricter
adjustment in the system, whichever way you want to put it.

* * * . ‘ ' ................. ' • * -•> v '••• ■ V .• . - . _v. v, .t.i
But the interrelationship is also true of the 

question of reserve assets. .
For instance, how they oparata affects con vert ibi lity 

and affects adjustment• There's consciousness on all sides

that this is a pussla that you're not really satisfied with in I 
any part until all the major pieces at least are there.

QUJ3STI0BJ • Was there any discussion of a way to aidl 
da ve lopsient ?

UjX. VG&CKER: Yes. X think our position is wall 
known on that score and a number cf other countries, I think I 
it *s fair to say, have expressed a contrary opinion to .some 
degree.

now, trier© *s a large matter of degree involved in 
the position of ether countries but I think I shouldn *t speal®
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to that.
. I  IOur position has been mixing up development assistance/ 

however sympathetic one is towards development assistance/ and ■ 
we are certainly sympathetic t ~ with the monetary asset is-. '' : • .* - ■ f! 4
not good for monetary reform nor development assistance. ;!i

QUESTION 2 Will it be possible to get an agreement if
\

. \without —  excuse me, to get the loss developed countries to
isign on? j

MR. V0LC&2R: Well/ they feal very strongly# but that,
I

remain« to be scan, of course.
iQOESTSGiJ: Was there any kind of consensus that seeme.if

to bs e '"30 signals of that on a kind of future approach, »
j

creating tho link but not doing it now? ji!MR. VOIsCKERs Z c&a#t: speak of the consensus on that ;
\

point. I would have to get into other people's positions. We 
have felt that this is, as 1 said, a problem that’s best left ; 
out in this reform, and I think there is a lot of* 
i tsilectual recognition of the wisdom of our position and . 
there is a lot of recognition that it could be a particular t

f ‘ I
complication in tho oariy years of heavy use of SDR' s •

tSo there may be some widespread feeling in that sense. Some may kind of j
vrish that this could be deferred for a period of time so that fIa monetary system on its a*fn is well established with the 
SDR’s before S i s  complication ±3 introduced bn:that would take;
me more —
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CUES'?!ON: is there something else that could be 
done for developing countries short of this link, to, help brine 
thorn along in this exercise?

HR. VOICKER: In terms of the general development 
problem there are clearly two things. You can provide develop* 
meat assistance which wa do through the normal processes and I 
there have also been initiatives, of course, toward» trade

preferences. we have a bill in hand —  I hope it's in hand —  
in the Congress now that makes some progress in that direction.

The biggest thing that the developing countries have 
the biggest interest it seems.tc me —— I *m just speaking n|j 

as an ?j\srice.n, of course, is 
that
the monetary system works effectively and smoothly and this 
loads to an open society in world economics in which their 
economies would prosper.

Thatfs the most important thing wo can.do in this 
area in the interest of developing countries.

QUSSTlONs till at happened to tha question of the linS 
between monetary and trade in terms of timetable and negofcia-B 
tion?

MR. VOLCKERs Well, I don't want to observe or mak©B 
particular* observations on the discussion on that matter thatl 
have been going on elsewhere right at the moment, but I woui^B 
say in this particular meeting, there was not time on the



agenda £ or ih at topic. *7e have always thought and continue
go think that these thing3 ought to be looked at as much as
possible as a who! It was touched
upon in thi meeting only in a sense of the importance of the
Fund having soao moans of improved coordination 
with trade organizations and also
other international economic bodies.

^his did not loom large in the discussion, but it 
was a point that wa3 raised.

QUEST! C&j : Mr. Vclckor, how would you characterize 
the discussions cn gold? I *n particularly Interested in one 
aspect. *hore have bean references to the fact that as to the 
ti-̂ .L ig of when cr he;/ soon the Central Bonks would sell gold 
on the free market. Uhsn the European Central B a n k s , they 

would only sell unwonted dollars. On unwanted dollars t they 

would do it sooner.

than they sell gold and absorb dollar claims.
HR. V0I#CiC2Ks Well t this in a kind of current context

of the gold Issue as part of the reserve asset issue, and X 
would not think that
was one of the areas in which the discussion was advanced

So tho European position was characterised as one
whore they would be hoping :c the United States would sooner

particularly further than it had been
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Certainly a general feeling was that the SDR's are tj 
nccosptrid prime asset in the future and the implica
tions for a declining role of gold were widely accepted I
as a corsalary of that.

Mr. Shu Its put it “phase it down end out." But when 
it comes to techniques, there are various ideas on 
technique.

QUESTION: Any discussion about making the SDR morel 
valuable, more attractive?

HR. VGLCKI3R: Yes, this got a considerable amount of I 
discussion as to hew the SGR should be valued, in terms of 
what was the nature of its exchange guarantee and the nature I 
of its interest rate and which of those
should be emphasised —  its stability relative to currencies oi 
the interest yield.

I think that pretty clearly is an unresolved issue.I 
You're almost inclined to say
it's a technical issue until you realise that it does have 
important implications for the adjustment process and how conj 
t Ability works .

It has been our feeling that, if the SDR carries 2° I 
e&cessive interest rato, yon positively hamper the adjustment I 
proc:;ris. If you look at it solely from the standpoint of 
a ia;?i acquiring Si'R's ¿id make it highly attractive, he v/ants* 
¿6 S.ng onto iu, which is another way of saying he wants
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surpluses and doesn’t want deficits. !j
IIg *d be vary reluctant: to part with it. There is a ;

: * 5

question certainly which everybody recognises, of making the t

SDH capable of carrying the burden and having fch© confidence
■ Irthat’s necessary for an asset at the center of the system so .Ii

you‘re left with conflicting considerations here
iiin a sense« !j

QUESTION: Would you say* that there is agreement yet ji|
that there would not in the future system be any official priced 
of gold?

MR. VOLCKERs No, I cannot say that there is agree-
IKent cn that. f
iQUESTIONS Are you saying that there is agreement or \ 

not? |
MR. VCLCKEft: Ho, X cannot say there is agreement on

P* ■" ^  *•» H P **  i

that possibility.which is one of the possibilities set forth j
iin this general content typically of diminishing, th© role of jj

gold and moving SDR*s into central assets, I
tm. fi|B |  One last question, please.
QUESTION: Xr> the posit ion you jv.st stated related

i
to the saxae quor/c.ion of central banScc should be abXe to buy 
gold in the markets or just sell?

MR. VOLC&SRs X would not —  X wasn’t aware of having 
stated that position.

QUESTION: lio, I mean you said in your opinion no
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general agrooriont on the —  if there should be a gold price, ad 
official one, and I was asking if this is your position or 
caution to tho quest ion, if Central Banks should be able to 
buy and soil gold in the markets.

HR« VOJjCKSSs Well, all these are linked and I'm notl 
sure I understand what you're driving at fully here.
There are several options here: do you have an

Mutt* 'i - »1 Iofficial price or not have an official price? do you only sell I
on the market or do you both buy and sell; at vbat price do I
Central Banks trade at an artificial price among themselves.

There ara all sort3 of variants and you'll probably I 
find eomeone combining? eccli of these vur±i»fc in somewhat

• . Idifferent ways. (I;Thoro is simply nothing that could be Identified as jI
a cor.conaus on the technique in this are^ although you're closcl 
to a consensus —  I'm not sure whether you can say you got a fill 
consensus —  on the general role of 
gold as a diminishing reserve asset«

QUESTION* In a general way - coning back to what yew 
Sciid at the beginning about general agreement at the time and 
workable solutions,

Can you tall us just briefly Why h*s the time coma 
now'-, or how do you explain —

HR. VOLCKER: Shall X say the deputies have dene sudj 
a good job or something of that sort. I
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Well, as we have kept saying^ and I 'hi sure bored you
j

no end end it wasn 't much news for the past year, there
'■  /'■  1 '¿.‘‘V B̂CJ* * * '*• <>-"•••• 3 " pp | IpppR pH| | | '•- f

had to bo a lot of discussion on soma of these issues before i
people oven knew where they stood« or at least understood where

I
the other people stood« and I suspect in some cases know where •i
they thamseivas stood*

I
ted yen just have to go through this kind of torturou;

kind of intellectual process. But apart from that I*
thi.nk there is seme feeling that the present situation is ripe
in a sense i

We have had big disequilibria and we have had a lot ‘- - - . i
bf upset and turmoil in the system. That is part of the 
process of correcting this dis- jj
equilibria* We also have a lot of inflation which hasn’t been \

at all helpful. Under these conditions,~ thisr transitional
f —  -- \

regime is appropriate • But the feeling, I think, has also
{|impressed itself upon people generally that«while it’s appro- iIprxafcs for this situation, this is not monetary reform.

This is not what you want to see in the long run^ I*There is a need for rules and of a system and a kind of !
I

predictability of reaction and known sense of what the rules- \ <— . . .  f
ixre . This has been felt, I think more strongly perhaps.

j
It's a good feeling, because it's right. ;

Ii
As v/e*ve been through this transitional period, the 

sense of an absence of rules X think quite correctly bothers 
people . it relies too much on ad hoc decisions and ad hoc
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PRESS COMMUNIQUE
OE THE MINISTERIAL MEETING OF THE CROUP OF TEN 

AND THE EUROPEAN ECONOMIC COMMUNITY,
16TH MARCH, 1973, IN PARIS

1. The Ministers and Central Bank Governors of the ten
countries participating in the General Arrangements to Borrow* 
and the member countries of the European Economic Community* 
met in Paris on 16th March, 1973 under the Chairmanship of 
Mr. Valery Giscard d’Estaing, Minister of the Economy and of 
Finance of France. Mr. P.-P. Schweitzer, Managing Director of 
the International Monetary Fund, took part in the meeting, which 
was also attended by Mr. Nello Celio, Head of the Federal 
Department of Finance of the Swiss Confederation, Mr. E. Stepper, 
President of the Swiss National Bank, Mr. W. Haferkamp, Vice- 
President of the Commission of the European Economic Community, 
Mr. E. van Lennep, Secretary-General of the Organisation for 
Economic Co-operation and Development, Mr. René Larre, General 
Manager of the Bank for International Settlements and 
Mr. Jeremy Morse, Chairman of the Deputies of the Committee 
of Twenty of the I.M.F.

* The Group of Ten comprises six of the member countries of the European Economic Community (Belgium, France, Germany, Italy, the Netherlands and the United Kingdom), as well as four other countries (Canada, Japan, Sweden and the United States). The other three member countries of the E.E.C., Denmark, Ireland and Luxembourg, also participated in this 
meeting.
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2. The Ministers and Governors heard a report by the 

Chairman of their Deputies, Mr. Rinaldo Ossola, on the results - 

of the technical study which the Deputies have carried out in 

accordance with the instructions given to them.

3. The Ministers and Governors took note of the decisions 

of the members of the E.E.C. announced on Monday’. Six members 

of the E.E.C. and certain other European countries, including 

Sweden, will maintain per cent margins between their curren

cies. The currencies of certain countries, such as Italy, the 

United Kingdom, Ireland, Japan and Canada remain, for the time 

being, floating. However, Italy, the United Kingdom and Ireland 

have expressed the intention of associating themselves as soon 

as possible with the decision to maintain E . E . C .  exchange rates 

within margins of 2i per cent and meanwhile of remaining in 

consultation with their E . E . C .  partners.

4. The Ministers and Governors reiterated their determination 

to ensure jointly an orderly exchange rate system. To this

end, they agreed on thé basis for an operational approach 

towards the exchange markets in the near future and on certain 

further studies to be completed as a matter of urgency.

5. They agreed in principle .that official, intervention in. 

exchange markets may be useful at appropriate times to facilitate 

the maintenance of orderly conditions, keeping in mind-also the 

desirability of encouraging reflows of speculative movements of 

funds. Each nation stated that it will be prepared to intervene 

at its initiative in its own market, when necessary and desirable, 

acting in a flexible manner in the light of market conditions

and inclose consultation with the authorities of the na.tion whose



currency may be bought or sold. The countries which have deci
ded to maintain 23- per cent margins between their currencies 
have made known their intention of concerting among themselves 
the application of these provisions. Such intervention will be 
financed, when necessary, through use of mutual credit facilities. 
To ensure fully adequate resources for such operations, it is en
visaged that some of the existing "swap" facilities will be en
larged.

6 . Seme countries have announced additional mcM-aares to 

restrain capital inflows. The United States authorities empha

sized that the phasing out of their controls on longer-term 

capital outflows by the end of 1974 was intended to coincide 

with strong improvement in the U.S. balance-of-payments 

position. Any steps taken during the interim period toward 

the elimination of these controls would take due account of 

exchange market conditions and the balance of payments trends.

The U.S. authorities are also reviewing actions tha.t may be 

appropriate to remove inhibitions on the inflow of capital into 

the United States. Countries in a strong payments position 

will review the possibility of removing or relaxing any restric

tions on capital outflows, particularly long-term.

7. Ministers and G-overnors noted the importance of dampening 

speculative capital movements. They stated their intention to 

seek more completeunderstanding of the sources and nature of the 

large capital flows which have recently taken place. With 

respect to Euro-currency markets, they agreed that methods of 

reducing the volatility tf these markets will be studied in

tensively, taking into account the implications for the longer 

run operation of the international monetary system. These 

studies will address themselves, among other factors, to 

limitations on placement of official reserves in that market
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by member nations of the IMP and to the possible need for reserve 

requirements comparable to those in national banking markets. 

With respect to the former, the Ministers and Governors confir

med that their authorities would be prepared to take the 

lead by implementing certain undertakings that their own place

ments would be graudally and prudently withdrawn. The United 

States will review possible action to encourage a flow of Euro

currency funds to the United States as market conditions permit.8. In the context of discussions of monetary reform, the 

Ministers and Governors agreed that proposals for funding or 

consolidation of official currency balances deserved thorough 

and urgent attention. This matter is already on the agenda of 

the Committee of Twenty of the IMP.

9. Ministers and Governors reaffirmed their attachment to 

the basic principles which have governed international economic 

relations since the last war - the greatest possible freedom 

for international trade and investment and the avoidance of 

competitive changes of exchange rates. They stated their 

determination to continue to use the existing organisations of 

international economic co-operation to maintain these principles 

for the benefit of all their members.

10. Ministers and Governors expressed their unanimous con

viction that international monetary stability rests, in the 

last analysis, on the success of national efforts to contain 

inflation. They are resolved to pursue fully appropriate 

policies to this end.
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11. Ministers and Governors are confident that, taken 
together, these moves will launch an internationally responsible 
programme for dealing with the speculative pressures that have 
recently emerged and for maintaining orderly international 
monetary arrangements, while the work of reform of the inter
national monetary system is pressed ahead. They reiterated 
their concern that this work he expedited and brought to an 
early conclusion in the framework of the Committee of Twenty 

of the IMF,



SHINGTON, D.C. 20220 T E L E P H O N E  W 04-2041

FOR RELEASE 6:30 P.M. August 27 1973

RESULTS OF TREASURY’S WEEKLY BILL AUCTIONS

Tenders for $2.5 billion of 13-week Treasury bill3 and for $1.8 billion 
of 26-week Treasury bills, both series to be issued on August 30, 1973, were 
opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 
COMPETITIVE BIDS:

13-week bills : 
maturing November 29, 1973 : 26-week bills 

maturing February 28, 1974
Equivalent : Equivalent

Price annual rate : Price annual rate
High 97.841 8.541$ : 95.703 8.500$
Low 97.796 8.719$ : 95.657 8.591$
Average 97.809 8.668$ 1/ : 95.664 8.577$ i

Tenders at the low price for the 13-week bills were allotted 83$.
Tenders at the low price for the 26-week bills were allotted 32$.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For
Boston $ 40,690,000
BBS York 2,972,750,000
Philadelphia 43,155,000
Cleveland 36,840,000
Richmond 33,085,000
Atlanta 25,585,000
Chicago 210,525,000
St. Louis 44,045,000
Minneapolis 14,750,000
Kansas City 29,805,000
Dallas 47,680,000
San Franciscoi 185,310,000

TOTALS $3,684,220,000

Accepted Applied For
$ 30,690,000 . $ 23,425,000
2,023,740,000 2,694,980,000

23,155,000 11,715,000
36,840,000 51,825,000
29,085,000 21,990,000
23,575,000 19,830,000
121,515,000 268,095,000
24,045,000 56,000,000
10,715,000 12,535,000
24,305,000 26,600,000
25,510,000 44,660,000
12 7,130,000 213,045,000

$2,500,305,000 a/ $3,444,700,000-

Accepted_______
$ 13,065,000.
1,424,480,000

11.715.000
41.420.000
19.130.000
15.970.000
42.325.000
24.500.000
4,175,000
18.170.000
13.710.000
171,745,000

$1,800,405,000b/

a/ Includes $328,050,000 noncompetitive tenders accepted at the average price,
by Includes $226,165,000 noncompetitive tenders accepted at the average price.
JL These rates are on a bank discount basis. The equivalent coupon issue yields 

are 8.98 $ for the 13-,/eek bills, and 9.09$ for the 26-v;eek bills.
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FOR IMMEDIATE RELEASE August 28, 1973

TREASURY ANNOUNCES TENTATIVE DISCONTINUANCE OF 
ANTIDUMPING INVESTIGATION ON RUBBER THREAD FROM ITALY

Assistant Secretary of the Treasury, Edward L. Morgan, 
announced today a tentative discontinuance on the investiga
tion of rubber thread from Italy under the Antidumping Act 
of 1921, as amended. Notice of this decision will appear 
in the Federal Register on Wednesday, August 29, 1973.

The investigation revealed some instances where the 
price to the United States was lower than the adjusted home 
market price of this merchandise. However, these were 
determined to be minimal in terms of the volume of export 
sales involved. Formal assurances have been received from 
the Italian manufacturer that no future sales of rubber 
thread for export to the United States will be made at 
less than fair value.

During calendar year 1972, imports of rubber thread 
from Italy were valued at approximately $449,000.
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FOR IMMEDIATE RELEASE August 29, 1973

MARTIN J. BAILEY RESIGNS AS 
DEPUTY ASSISTANT SECRETARY FOR TAX POLICY

Secretary of the Treasury George P. Shultz has accepted 
"reluctantly" the resignation of Martin J. Bailey as 
Deputy Assistant Secretary for Tax Policy (Tax Analysis), 
effective August 31. Mr. Bailey will join the faculty of 
the Carnegie-Mellon University in Pittsburgh as Visiting 
Professor.

In accepting Mr. Bailey's resignation, Secretary Shultz 
noted in particular his important contribution to the 
development of tax changes proposed by the Administration 
in April, and said "... you have distinguished yourself and 
the Department."

Mr. Bailey was appointed Deputy Assistant Secretary in 
August 1972. He came to Treasury from the Brookings Institution 
where he was Visiting Research Professor of International 
Relations and Senior Fellow. He previously had taught 
economics, law, and public policy in the United States and 
abroad, and had served as an economist for the Institute 
for Defense Analyses and as an assistant to the Assistant 
Secretary of Defense.
S-270 OVER
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A native of Taft, California, Mr. Bailey is a graduate 

of the University of California, Los Angeles, from which he 

received his B.A. degree with highest honors in 1951. He 

earned advanced degrees from the Johns Hopkins University, 

receiving his M.A. degree in 1953 and his Ph.D. degree 

with distinction in 1956. Mr. Bailey is a member of 

Phi Beta Kappa and the American Economic Association, and 

is the author of books, many articles, and studies on 

general economics, taxation, and finance.

oOo
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f o r  U . S .  T R E A S U R Y  D E P A R T M E N T

p r o g r a m  C B S  M O R N I N G  NE VI S s t a t i o n  WT O P  T V
C B S  N e t w o r k

d a t e  A u g u s t  2 9 ,  1 9 7 3  7 : 0 0  A . M .  c i t y  W a s h i n g t o n ,  D . C .

A N  I N T E R V I E W  W I T H  T R E A S U R Y  S E C R E T A R Y  S H U L T Z

S A L L Y  Q U I N N :  P r e s i d e n t  N i x o n  i s  s a y i n g  t h e s e  d a y s  h e ' s  
c o n f i d e n t  h i s  e c o n o m i c  p o l i c i e s  a r e  g o i n g  t o  " b r i n g  i n f l a t i o n  d o w n  
t o r e a s o n a b l e  l e v e l s , "  a s  t h e  W h i t e  H o u s e  p u t s  i t .  B a r r y  S a r a f i n  
i s i n  W a s h i n g t o n  t h i s  m o r n i n g  w i t h  o n e  o f  M r .  N i x o n ' s  m o n e y  m e n ,  
T r e a s u r y  S e c r e t a r y  G e o r g e  S h u l t z .

Barry?

B A R R Y  S A R A F I N :  M r  S e c r e t a r y ,  e v e r y t h i n g  y o u  a n d  o t h e r  
e c o n o m i c  s p o k e s m e n  f o r  t h e  a d m i n i s t r a t i o n  h a v e  b e e n  s a y i n g  l a t e l y  
h a s ,  i n  e f f e c t ,  b e e n  a w a r n i n g  t o  l o o k  f o r  s o m e  p r e t t y  r o u g h  i n f l a t i o n  
a h e a d .  H o w  b a d  i s  i t  g o i n g  t o  be a n d  f o r  h o w l o n g ?

T R E A S U R Y  S E C R E T A R Y  G E O R G E  P .  S H U L T Z :  We t h i n k  t h a t  we 
h a v e  a b u l g e  o f  i n f l a t i o n  a h e a d  o f  u s  a s  we u n w i n d  f r o m  t h e  v e r y  
l a r g e  c o s t  i n c r e a s e s  w h i c h  h a v e  d e r i v e d  f r o m  t h e  i n t e n s e  c o m p e t i t i o n  
i n i n t e r n a t i o n a l  m a r k e t s  f o r  c o m m o d i t i e s  l i k e  o i l  a n d  f o o d  t h a t  
a r e  t r a d e d  t h e r e .  A f t e r  we g e t  t h r o u g h  w i t h  t h i s  b u l g e ,  we s e e  

I t h e  p a c e  o f  i n f l a t i o n  m o d e r a t i n g .  B u t  we h a v e  t r i e d  t o  be a s  c a n d i d  
as p o s s i b l e  w i t h  t h e  A m e r i c a n  p e o p l e  i n  s a y i n g  t h a t  t h e r e  a r e  p r o b l e m s  
a h e a d .

S A R A F I N :  W e l l ,  i f  y o u ' r e  - -  i f  y o u  w e r e  t a l k i n g  t o  t h e  
A m e r i c a n  s h o p p e r  a n d  t e l l i n g  h i m  w h a t  t o  l o o k  f o r  n e x t  w e e k  o r  
n e x t  m o n t h  o r  t w o  m o n t h s  f r o m  n o w  i n  t h e  s u p e r m a r k e t s ,  h o w m u c h  
e x t r a  m o n e y  w o u l d  y o u  t e l l  h i m  t o  t a k e ?

S E C R E T A R Y  S H U L T Z :  W e l l ,  n o t  n e c e s s a r i l y  a n y .  T h a t  i s ,
I t h i n k  t h a t  t h e  - -  t h e  - -  w h a t  t h e  A m e r i c a n  h o u s e w i f e  s e e m s  t o  
be d o i n g  - -  a n d  I k n o w  w h a t  my  w i f e  i s  d o i n g  i s  t r y i n g  t o  c h a n g e  
t h e  p a t t e r n  o f  p u r c h a s i n g  s o  t h a t  w i t h  t h e  s a me  m o n e y ,  o r  p e r h a p s  
a l i t t l e  b i t  m o r e  m o n e y ,  y o u  c a n  g e t  t h e  e s s e n t i a l  f o o d  v a l u e s  
t h a t  y o u  n e e d  w i t h o u t  h a v i n g  t o  j u s t  b u y  a l l  t h e  s a me  t h i n g s  t h a t  
y o u u s e d  t o  b u y .

S A R A F I N :  W e l l ,  I ' v e  s e e n  r e p o r t s  t h a t  y o u r  w i f e  i s  c a n n i n g  
mor e a n d  . . .

O F F I C E S  IN: W A S H I N G T O N .  D. C.  • L O S  A N G E L E S  • N E W  Y O R K  • D E T R O I T  • N E W  E N G L A N D  • C H I C A G O
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S E C R E T A R Y  S H U L T Z :  Y e s ,  s h e ' s . . .

S A R A F I N :  . . . s e r v i n g  l e s s  m e a t  a n d  s o  o n .  Bu
you m a k e  $ 6 0 , 0 0 0  a y e a r .  W h a t  a b o u t  s o m e b o d y  o n  a l o w  i n c o m e  o r  
s o m e b o d y  o n  a f i x e d  i n c o m e ?  H o w  d o  t h e y  g e t  p a s t  t h i s  i n f l a t i o n  
e s p e c i a l l y . .  .

S E C R E T A R Y  S H U L T Z :  W e l l ,  t h a t ' s . . .

S A R A F I N :  . . . w h a t ' s  c o m i n g ?

S E C R E T A R Y  S H U L T Z :  T h e y ,  I ' m  s u r e ,  h a v e  t o  l o o k  a t  t h e i r  
d i e t  a n d  t h e  d i f f e r e n t  p a t t e r n  o f  t h i n g s  t h e y  e a t .  C a n n i n g  i s  
n o t  d i f f i c u l t  f o r  a n y b o d y  t o  d o .  A n d . . .

Q U I N N :  M r .  S e c r e t a r y . . .

S E C R E T A R Y  S H U L T Z :  . . . I  t h i n k  t h o s e  a r e  a l l  a d j u s t m e n t s  
t h a t  p e o p l e  m a k e .

I  d o  t h i n k ,  h o w e v e r ,  t h e r e  a r e  s o m e  g o o d  s p o t s  o n  t h e  
h o r i z o n  n o w  t h a t  we c a n  p o i n t  t o ,  w i t h o u t  t r y i n g  t o  a c t  a s  t h o u g h  
e v e r y t h i n g  i s  i n  g r e a t  s h a p e  o n  t h e  i n f l a t i o n  f r o n t .  We h a v e  s e e n  
t h e  p a t t e r n ,  f o r  e x a m p l e  i n  b r o i l e r s  w h e r e  w h e n  t h e  f r e e z e  e n d e d  
t h e y  w e r e  a t  a b o u t  50  c e n t s  a p o u n d ,  t h e y  h a v e  s k y r o c k e t e d  u p  . t o  
a b o u t  7 4  c e n t s  a p o u n d  ( a n d  t h a t  i s  t h e  l e v e l  a t  w h i c h  t h e  n e x t  
W h o l e s a l e  P r i c e  I n d e x  r e a d i n g  w i l l  c o m e  o u t ) ,  b u t  s i n c e  t h a t  t i m e  
t h e y ' v e  d r o p p e d  b a c k  a g a i n  - -  a c o u p l e  o f  d a y s  a g o  w a s  t h e  l a s t  
I n o t i c e d  - -  t o  55 c e n t s  a p o u n d .  S o  t h e y  w e n t  w a y  u p  a n d  t h e y  
h a v e  c o m e  d o w n .  A n d  I n o t i c e  o n  t h e  c o m m o d i t i e s  e x c h a n g e s  o u t  
i n  C h i c a g o  i n  t h e  l a s t  t h r e e  o r  f o u r  d a y s  t h e r e ' s  b e e n  a s t e a d y  
d o w n w a r d  m o v e m e n t  i n  m a n y  o f  t h e  c o m m o d i t i e s  t h a t  h a d  b e e n  g o i n g  
up s o  s p e c t a c u l a r l y .  S o  t h e r e  i s  a n  a d j u s t m e n t  p r o c e s s  t h a t  t a k e s  
p l a c e ,  a n d  i t ' s  b e g i n n i n g  t o  u n f o l d .

Q U I N N :  M r .  S e c r e t a r y ,  t h i s  i s  S a l l y  Q u i n n  i n  W a s h i n g t o n .

S E C R E T A R Y  S H U L T Z :  H i ,  S a l l y .

Q U I N N :  H i .

H U G H E S  R U D D :  N e w  Y o r k .

Q U I N N :  I  - -  o h ,  s o r r y .  [ L a u g h s ]  G e t t i n g  o f f  t o  a b a d
s t a r t .

S E C R E T A R Y  S H U L T Z :  I t ' s  p r e t t y  e a r l y  f o r  e v e r y b o d y .

Q U I N N :  N o ,  I  w a n t e d  t o  g e t  b a c k  t o  w h a t  y o u  s a i d  a f e w  
m i n u t e s  a g o ,  b e c a u s e  I t h i n k  t h a t  - -  t h a t  t h e r e ' s  a l o t  o f  t a l k
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a b o u t  t h i s  b u t  p e o p l e  w h e n  t h e y ' r e  a c t u a l l y  f a c e d  w i t h  - -  w i t h  
g o i n g  i n t o  a s u p e r m a r k e t  d o  f i n d  t h a t  p r i c e s  a r e  h i g h e r .  A n d  y o u  
we r e  t a l k i n g . . .

S E C R E T A R Y  S H U L T Z :  N o  d o u b t  a b o u t  i t .

Q U I N N :  Y o u  - -  y o u  w e r e  t a l k i n g  a b o u t  h o w  y o u  s h o u l d n ' t  
b r i n g  m o r e  m o n e y  b u t  t h a t  y o u  s h o u l d  b u y  d i f f e r e n t l y .  C a n  y o u  
g i v e  u s  a n  e x a m p l e  o f  t h a t ?  I  d o n ' t  q u i t e  k n o w  w h a t  y o u  m e a n  b y  
t h a t .

S E C R E T A R Y  S H U L T Z :  W e l l  . . .

Q U I N N :  I f  y o u  w e r e  g o i n g  i n  w i t h  t h e  s a me  a m o u n t  o f
mo n e y  t o d a y  a s  y o u  d i d  l a s t  y e a r ,  h o w  w o u l d  y o u  b u y  d i f f e r e n t l y ?

S E C R E T A R Y  S H U L T Z :  W e l l ,  f o r  e x a m p l e ,  we h a r d l y  e v e r  
h a v e  b a c o n  i n  t h e  m o r n i n g  a n y m o r e ,  s o  we j u s t  d o n ' t  b u y  t h a t .
And we c a n  g e t  a l o n g  a l l  r i g h t  w i t h o u t  b a c o n ;  t h a t ' s  n o t  a b i g  
p r o b l e m .  Y o u  c a n  c h a n g e  t h e  p a t t e r n  o f  y o u r  b u y i n g  o f  t h e  d i f f e r e n t  
k i n d s  o f  m e a t .  We e a t  a l o t  m o r e  t u r k e y  t h a n  we u s e d  t o ;  we h a v e  
b e e n  e a t i n g  m o r e  ham l a t e l y  t h a n  we u s e d  t o .  A n d  we h a v e n ' t  h a d  
a - -  a n i c e  j u i c y  s t e a k  f o r  a l o n g  w h i l e  i n  my  h o u s e h o l d .  S o  t h a t ' s  
an e x a m p l e  o f  a c h a n g e  i n  p a t t e r n  o f  b u y i n g  a s  f a r  a s  m e a t  i s  c o n c e r n e d

Q U I N N :  T h e  w a y  y o u . . .

S E C R E T A R Y  S H U L T Z :  B a r r y  r e f e r r e d  t o  t h e  f a c t  t h a t  my 
w i f e  h a s  b e e n  d o i n g  a l o t  o f  c a n n i n g  t h i s  s u m m e r .  A n d  s h e  h a s .
S h e ' s  b e e n  c a n n i n g  f r u i t  a n d  v e g e t a b l e s  a n d  p u t t i n g  t h e m  u p ,  b o t h  
i n t h e  j a r s  a n d  i n  t h e  f r e e z e r .  S o  t h a t ' s  a p a t t e r n  o f  b e h a v i o r ,  
n o t  n e c e s s a r i l y  b u y i n g ,  t h a t  w i l l  s a v e  u s  m o n e y  a s  t h e  w i n t e r  u n f o l d s .

S A R A F I N :  B u t  s t i l l  i s n ' t  i t  t e r r i b l y  d i f f i c u l t  f o r  s o m e o n e
who h a s  b e e n  o n  a f i x e d  i n c o m e ,  w e l f a r e  o r  p e n s i o n  o r  s o m e t h i n g ,  
f o r  s e v e r a l  y e a r s  t o  h a v e  t o  c o p e  w i t h  t h i s  t h i n g ?

S E C R E T A R Y  S H U L T Z :  W e l l ,  s u r e  i t ' s  d i f f i c u l t .  I ' m  - -  
I d o n ' t  - -  I ' m  - f  I  k n o w  t h a t .  A n d  s o  we h a v e  a p r o b l e m .  A n d  

j t h e  q u e s t i o n  i s ,  h o w d o  we s o l v e  t h e  p r o b l e m ?  A n d  I  t h i n k  we s o l v e  
i t ,  f i r s t  o f  a l l ,  b y  a t  t h e  l e v e l  o f  g o v e r n m e n t  p o l i c y  d o i n g  e v e r y t h i n g  

I we c a n  t o  i n c r e a s e  t h e  s u p p l y  o f  t h e s e  f o o d s .  A n d ,  b o y ,  we h a v e  
I r e a l l y  b e e n  w o r k i n g  o n  t h a t  f r o m  q u i t e  a l o n g  w h i l e  a g o ,  a n d  i t  
I i s b e g i n n i n g  t o  p a y  o f f ,  a n d  w e ' r e  s e e i n g  i t  i n  t h e s e  g i g a n t i c  
[ c r o p s  t h a t  a r e  g o i n g  t o  be c o m i n g  t o  m a r k e t  p r e t t y  s o o n  n o w .

S o  g o v e r n m e n t  p o l i c y  h a s  t o  i n c r e a s e  s u p p l i e s .  Mow a s . . .

R U D D : M r . S e c r e - . . .

S E C R E T A R Y  S H U L T Z :  . . . f a r  a s  i n d i v i d u a l s  a r e  c o n c e r n e d ,
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t h e y  a l s o  m a k e  a d j u s t m e n t s .  A n d  i t ' s  b e c a u s e  
so c a n n y  a b o u t  m a k i n g  a d j u s t m e n t s  a n d  r e s i s t s  
t h a t  we s e e  s o me  o f  t h e s e  p r i c e s  c o m i n g  d o w n ,  
i s m a k i n g  a c h a n g e  i n  h e r  p a t t e r n  o f  b u y i n g ;

R U D D :  W e r e n ' t  y o u  a g a i n s t  c o n t r o l s  
Mr .  S e c r e t a r y ?

S E C R E T A R Y  S H U L T Z :  I  - -  I  n e v e r  h a v e  b e e n  a n a d v o c a t e  
I o f  w a g e  a n d  p r i c e  c o n t r o l s .

R U D D :  W e l l ,  w h a t  d o  y o u . . .

S E C R E T A R Y  S H U L T Z :  I  t h i n k  we h a v e  g o t t e n  s o m e  m i l e a g e  
o u t  o f  t h e m . B u t  t h e y  a r e  o f  l i m i t e d  v a l u e .  A n d  o f  c o u r s e  t h e  
b i g  t h i n g  we h a v e  t o d o ,  a s  I  w a s  s a y i n g  a m o m e n t  a g o ,  i s  i n c r e a s e  
t h e  s u p p l y  o f  t h e  t h i n g s  t h a t  a r e  s c a r c e  a n d  o f  c o u r s e  m a i n t a i n  
a s e n s i b l e  a n d  r e a s o n a b l e  b u d g e t  p o l i c y  a n d  m o n e t a r y  p o l i c y  t h a t  
b a s i c a l l y  c o n t r o l s  - -  m a k e s  c o n t r o l  o v e r  t h e  w h o l e  t h i n g .

R U D D :  W h a t . . .

Q U I N N :  D o  y o u  t h i n k  we s h o u l d  h a v e  h a d  t h e m  a t  a l l ?

S E C R E T A R Y  S H U L T Z :  I  t h i n k  we g o t  s o m e  m i l e a g e ,  p a r t i c u l a r l y  
i n t h e  b e g i n n i n g ,  o u t  o f  t h e m ,  y e s .

S A R A F I N :  P r e s i d e n t  N i x o n  h a s  t a l k e d  a b o u t  h o p e f u l l y  
r e m o v i n g  c o n t r o l s  b y  t h e  e n d  o f  t h i s  y e a r .  D o  y o u  t h i n k  t h a t ' s  
likely?

t h e s e  h i g h  p r i c e s  
b e c a u s e  t h e  h o u s e w i f e

r i g h t  f r o m  t h e  b e g i n n i n g ,

S E C R E T A R Y  S H U L T Z :  H i s  L a b o r / M a n a g e m e n t  C o m m i t t e e ,  w h i c h  
i s a v e r y  g o o d  a n d  h i g h - p o w e r e d  c o m m i t t e e ,  r e c o m m e n d e d  t h a t  t h e y  

jjbe d r o p p e d  b y  t h e  e n d  o f  t h e  y e a r .  A n d  t h e  P r e s i d e n t  s a i d  t h a t  
he f e l t  t h a t  w a s  a g o o d  o b j e c t i v e  b u t  he  d e c l i n e d  t o  s e t  a n y  t i m e .

¡ And t h e  r e a s o n  f o r  t h a t  i s  t h a t  we w a n t  t o  d o  e v e r y t h i n g  we c a n  
jto u s e  t h e  c o n t r o l s  a s  s t r o n g l y  a s  i s  p o s s i b l e ,  a n d  t h e  m i n u t e  
¡you s e t  a d a t e  w h e n  s o me  p r o g r a m  i s  g o i n g  t o  e n d ,  y o u  u n d e r m i n e  

I t he  a b i l i t y  t o  a d m i n i s t e r  t h a t  p r o g r a m  - -  i t ' s  h a r d  t o  g e t  g o o d  
p e o p l e  t o  w o r k  o n  i t ,  a n d  i t ' s  h a r d  t o  g e t  p e o p l e  t o  t a k e  t h e  p r o g r a m  

¡ s e r i o u s l y .  S o  t h e  P r e s i d e n t ,  i n  t h e  i n t e r e s t s  o f  m a k i n g  t h i s  e f f o r t  
[ t o c o n t r o l  i n f l a t i o n  g o  a s  s t r o n g l y  a s  p o s s i b l e ,  e v e n  t h o u g h  he 
[ d o e s n ' t  l i k e  w a g e  a n d  p r i c e  c o n t r o l s  e i t h e r ,  h a s  r e f r a i n e d  f r o m  
[ s e t t i n g  a n y  k i n d  o f  a n  e n d - p o i n t  d a t e .

S A R A F I N :  M r .  S e c r e t a r y ,  w h a t  a b o u t  t h e  s o - c a l l e d  " c r e d i t  
c r u n c h , "  t h e  d i f f i c u l t y  n o w  i n  - -  i n  g e t t i n g  m o r t g a g e s  i n  s o me  

[ a r e a s ?  Wh e n  w i l l  t h e r e  be  s o me  r e l i e f  i n  t h a t  a r e a ?

i S E C R E T A R Y  S H U L T Z :  W e l l ,  i t  i s n ' t  s o  m u c h  a d i f f i c u l t y
in g e t t i n g  t h e  m o n e y ,  t h e r e  s e e m s  t o  be  p l e n t y  o f  m o n e y  a r o u n d ,

[ b u t  y o u  h a v e  t o  p a y  a v e r y  h i g h  p r i c e  f o r  i t .

I 1

S A R A F I N :  l*Aell  ,  a l l  r i g h t .
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S E C R E T A R Y  S H U L T Z :  A n d  s o  t h a t  i s  w h e r e  t h e  d i f f i c u l t y  
( l i e s .  A n d  o f  c o u r s e  t h i s  i s  o n e  o f  t h e  w a y s  i n  w h i c h  d i s c i p l i n e  
I c o me s  t o  t h e  e c o n o m y  i n  - -  i n  m o n i t o r i n g  t h e  u s e  o f  - -  o f  o u r  r e s o u r c e s .

N o w ,  I  h e s i t a t e  t o  m a k e  a f o r e c a s t  a b o u t  i n t e r e s t  r a t e s ,  
[ b e c a u s e  i n  t h e  T r e a s u r y  we - -  we w o r k  o n  t h a t  s u b j e c t  a l o t  a n d  

we d o  t h i n g s  a b o u t  i t .  B u t  I  d o  h a v e  t h e  f e e l i n g  t h a t  t h e y ' r e  
up p r e t t y  d a r n  h i g h  n o w  a n d  a r e n ' t  l i k e l y  t o  s t a y  a t  t h e s e  l e v e l s  
f o r  t o o  l o n g .

Q U I N N :  M r .  S e c r e t a r y ,  I  d o n ' t  t h i n k  y o u  h a v e  t i m e  t o  
make a f o r e c a s t ,  b e c a u s e  we h a v e  t o  g o .  T h a n k  y o u  v e r y  m u c h .

R U D D :  T h a n k  y o u , s i r .

S E C R E T A R Y  S H U L T Z :  T h a n k  y o u .



Tenders for $2.5billion of 13-week Treasury bills and for $1.8 billion 
of 26-week Treasury bills, both series to be issued on September 6, 1973, were 
opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing December 6, 1975 : maturing March 7, 1974

Price
Equivalent 
annual rate

:
Price

Equivalent 
annual rate

High 97.806 8.680$ 95.617 8.670$
Low 97.772 8.814$ 95.577 8.749$
Average 97.781 8.778$ y i 95.584 8.735$ 1/

Tenders at the low price for the 13-week bills were allotted 7$. 
Tenders at the low price for the 26-week bills were allotted 96$.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted
Boston $ 36,850,000 $ 24,850,000 $ 21,125,000 $ 9,125,000.
New York 3,118,825,000 1,904,715,000 2,621,980,000 1,353,540,000
Philadelphia 21,510,000 21,510,000 26,930,000 6,930,000
Cleveland 32,520,000 32,520,000 78,630,000 42,120,000
Richmond 27,565,000 25,565,000 10,510,000 10,510,000
Atlanta 23,115,000 23,115,000 26,650,000 17,835,000
Chicago 300,845,000 189,905,000 336,245,000 178,245,000
St. Louis 50,460,000 30,530,000 59,670,000 33,970,000
Minneapolis 17,380,000 17,380,000 ■ 15,870,000 12,870,000
Kansas City 33,515,000 26,915,000 25,075,000 15,685,000
Dallas 44,210,000 18,920,000 58,210,000 10,510,000
San Francisco 195,910,000 oooor-lr-CO 1—1 165,875,000 115,755,000

TOTALS $3,902,705,000 $2,500,635,000 a/ $3,446,770,000 $1,807,095,000 b/
Includes $301,515,000 noncompetitive tenders accepted at the average price. 
Includes $159,460,000 noncompetitive tenders accepted at the average price. 
These rates are on a bank discount basis. The equivalent coupon issue yields 
are 9.10$ for the 13-veek bills, and 9.27$ for the 26-week bills.

a/
V


