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FOR IMMEDIATE RELEASE May 1, 1974
TREASURY ANNOUNCES MAY REFINANCING

The Treasury announced today that it will auction to the public up to $2 
I billion of 25-1/2 month notes, up to $1-3/4 billion of 4-1/4 year notes, and up 
to $300 million of 25 year 8-1/2% bonds, to provide funds for refunding part of 
the $5.6 billion of securities maturing May 15. The Treasury said that it will use 
available cash to handle the balance of the maturities. It also announced that it 
will increase the amount of the weekly offerings of Treasury bills to be issued from 
May 16 through June 13 by $200 million each week. Additional amounts of the notes and 
bonds will be allotted to Government accounts and the Federal Reserve Banks in 
exchange for their holdings of the maturing securities, which total $1.6 billion, 
i The securities to be auctioned will be:

Treasury Notes of Series 1-1976 dated May 15, 1974, due
June 30, 1976 (CUSIP No. 912827 DT6) with interest payable
on December 31, 1974, and thereafter on June 30 and December 31,
Treasury Notes of Series C-1978 dated May 15, 1974, due 
August 15, 1978 (CUSIP No. 912827 DU3) with interest payable 
on August 15, 1974, and thereafter on February 15 and August 15.
8-1/2% Treasury Bonds of 1994-99 dated May 15, 1974, due 
May 15, 1999, callable at the option of the United States 
on any interest payment date on and after May 15, 1994 
(CUSIP No. 912810 BR8) with interest payable on May 15 and
November 15.

The rates for the notes will be announced on Friday, May 3.
The notes will be issued in registered and bearer form in denominations of 

$10,000, $100,000 and $1,000,000. The bonds will be issued in registered and bearer 
form in denominations of $1,000, $5,000, $10,000, $100,000 and $1,000,000.

Tenders for the 4-1/4 year notes will be received up to 1:30 p.m., Eastern Day
light Saving time, Tuesday, May 7, tenders for the 25-1/2 month notes will be received 
up to 1:30 p.m., Eastern Daylight Saving time, Wednesday, May 8, and tenders for the 
bonds will be received up to 2:00 p.m., Eastern Daylight Saving time, Wednesday, May 8 
at any Federal Reserve Bank or Branch and at the Bureau of the Public Debt, Washington 
D. C. 20226; provided, however, that noncompetitive tenders will be considered timely 
received if they are mailed to any such agency under a postmark no later than May 6 
for the 4-1/4 year notes and May 7 for the 25-1/2 month notes, and the bonds. Each 
tender for the notes must be in the amount of $10,000 or a multiple thereof, and each 
tender for the bonds must be in the amount of $1,000 or a multiple thereof, and.all 
tenders must state the price offered, if a competitive tender, or the term "noncompeti 
tive", if a noncompetitive tender.

The price on competitive tenders for the notes must be expressed on the basis of 
100, with two decimals, e.g., 100.00. Tenders at a price less than 99.51 for the 
25-1/2 month notes and 99.01 for the 4-1/4 year notes will not be accepted. Tenders 
at the highest prices will be accepted to the extent required to attain the amount 
offered. Successful competitive bidders for the notes will be required to pay for the
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notes at the price they bid. Noncompetitive bidders will be required to pay the 
average price of all accepted competitive tenders.

The price on competitive tenders for the bonds must be expressed on the basis of 
1U0, with two decimals in a multiple of .05, e.g., 100.10, 100.05, 100.00, 99.95, etc. ffHj!

He
Tenders for the bonds at a price less than 93.80 will not be accepted. Tenders at Is
the highest prices will be accepted to the extent required to attain the amount 
offered. All accepted tenders for the bonds will be awarded at the price of the 
lowest accepted bid. H

Fractions may not be used in tenders. The notation "TENDER FOR TREASURY NOTES -If
(Series 1-1976 or 0-1978)' or "TENDER FOR TREASURY BONDS" should be printed at the 
bottom of the envelopes in which the tenders are submitted.

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 
each issue of notes will be accepted in full at the average price of accepted competi- I 
tive 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 1 
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 the 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.

Tenders will be received without deposit from commercial and other banks for 
their own account, Federally-insured savings and loan associations, States, political 
subdivisions or instrumentalities thereof, public pension and retirement and other 
public funds, international organizations in which the United States holds membership, 
foreign central banks and foreign States, dealers who make primary markets in Govern
ment securities and report daily to the Federal Reserve Bank of New York their 
positions with respect to Government securities and borrowings thereon, Federal 
Reserve Banks, and Government accounts. Tenders from others must be accompanied by 
payment of 5 percent of the face amount of securities applied for.

Payment for accepted tenders must be completed on or before Wednesday, May 15,
1974. Payments must be made at the Federal Reserve Bank or Branch or at the Bureau 
of the Public Debt in cash, 7-1/4% Treasury Notes of Series D-1974 or 4-1/4% Treasury 
Bonds of 1974, 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 United States Treasury that is received at such bank or 
office by Monday, May 13, 1974, 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. 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.

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 the securities 
[bid for under this offering at a specific rate or price, until after the closing hour 
for the receipt of tenders for each particular issue.
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LOCKHEED GRANTED PERMISSION TO SEEK 

FURTHER LINE OF CREDIT
The Emergency Loan Guarantee Board today granted its 

consent to allow Lockheed to enter into an agreement with 
its twenty-four lending banks which would provide the 
company with an additional line of credit of up to $75 
million, secured principally by L-1011 inventory and the 
capital stock of Lockheed Aircraft Services Company which 
will be incorporated as a wholly-owned subsidiary.

The Board also consented to allow Lockheed to pledge 
the stock of Lockheed Aircraft International, Inc. and 
grant a security interest in certain inventories arising out 
of foreign sales contracts to a group of surety companies in 
return for bonding, which is required in connection with 
sales to certain foreign customers.

Under the 1971 Agreement, Lockheed has borrowed $220 
million from its twenty-four lending banks under Government 
Guarantee. Lockheed is authorized to borrow up to $230 
million under Government guarantee in addition to an under
lying $400 million of loans outstanding from the same banks.

The Board noted that in granting the two consents, the 
Government's first lien on the Pool of Collateral which 
secures the guaranteed loans will remain intact.
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H
FOR RELEASE AT 8:00 P.M., EDT 
THURSDAY, MAY 2, 1974________

STATEMENT BY THE HONORABLE CHARLES 0. SETHNESS 
UNITED STATES EXECUTIVE DIRECTOR OF THE 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
BEFORE THE INTERNATIONAL RELATIONS COUNCIL 

KANSAS CITY, MISSOURI, MAY 2, 1974

It is  my experience that the mysterious and arcane nature o f 

in te rna tiona l economic p o licy  leads to a ce rta in  amount o f confusion 

among the pub lic  about some o f these problems. Indeed, many o f the issues 

are complex and d i f f i c u l t  and I must admit that even from my vantage point 

in Washington there are certa in  subjects which I do not deal with on a 

d a ily  basis and seem e lu s ive  to me. But fo r  a l l  o f the complexity and ob

tuseness of in te rna tiona l economic questions, these are v ita l issues, which 

require d ilig e n t  study and in te l l ig e n t  responses. To my mind i t  is  not an 

exaggeration to say that the most c r i t ic a l  issues facing our Republic today 

have to do with the t r ia d  o f in te rna tiona l economic issues: trade, monetary 

reform and economic development.

s t a b i l i t y  depend upon an open and u n re s tr ic t iv e  trad ing system, an e ffe c t iv e  

monetary regime and economic development fo r the poor lands o f the globe. I f  

we as Americans did not in  the past comprehend the f u l l  impact o f interdepen

dence and the real way in  which our domestic well-be ing depends on in te rna tiona l 

events, recent headlines about grain deals, o i l  c a rte ls  and famines in  A fr ica  

should have jo lte d  us to an awareness o f the c e n tra lity  o f these issues to our 

fu ture.

The part o f the in te rna tiona l f in an c ia l world I am cu rren tly  involved 

■04 ln  |  development, and even though I intend to d iscuss p r im a rily  the structure

In the interdependent world o f the 7 0 's, in ternationa l peace and
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and function of the World Bank today, I want to reinforce the point that a id,

trade and monetary reform are a l l parts o f the same bundle of problems. To

put a l l of th is  in perspective fo r you, I propose to review very b r ie f ly  the

course of U. S. involvement in in ternational fin anc ia l in s t itu t io n s

since World War II, and the reasons fo r using th is  m u ltila te ra l approach

to problem solving rather than a s t r ic t ly  b ila te ra l one. Then I w ill

o ffe r my perception of where we stand now in terms of development in s t itu t io n s ,

what th is  means for the U.S., and where we may be going from here.

At the conclusion of World War II, the United States understood

c le a r ly  that it s  future health and security depended upon the establishment 

of an open and smoothly functioning in ternational trading system. Based on 

th is  perception, we lobbied strongly fo r the establishment of functional 

m u ltila te ra l bodies to deal with the three related areas of trade, money and 

development. As a re su lt the GATT was established in Geneva to deal with 

trade problems and the IMF and IBRD in Washington, D. C ., to work on monetary 

and development problems. It was true, then, and i t  is  even more true now, 

that the benefits o f prosperity w ill flow only from peace, s ta b il i t y  and 

unhindered exchange of goods and serv ices. Simply put: our economic health 

depends on demand fo r our products, supplies fo r our industries , s ta b il it y  

in che international monetary realm, and development and human d ign ity  fo r the 

poor of the world.

Continued partic ipa tion  in the m u ltila te ra l in s t itu t io n s  we helped 

found in the 1940's has s ig n if ic a n t benefits fo r us as Americans. Our p a rt ic ip a 

tion in them earns dividends which we might otherwise not receive and which are 

c r it ic a l to the problems we face. The energy c r is is  brought home to us as a 

people what we knew when we helped estab lish these m u ltila te ra l bodies a fte r 

World War II - in a tru ly  interdependent world, in s t itu t io n s  lik e  the World 

Bank can help reduce stra ins and tensions and a ss is t in finding solutions to 

some of our problems.
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Having said th is , le t  me describe b r ie f ly  what the World Bank 

does and how i t  functions. The two most important points to c la r ify  are 

that, f i r s t ,  the World Bank Group is  re a lly  three separate in s titu tio n s  

which are adm inistratively related; the International Bank for Reconstruction 

and Development, the International Finance Corporation, and the International 

Development Association. And second, the money the Bank Group makes a v a il

able to rec ip ient countries is  in the form of loans. This is  not a grant 

operation. The money must be paid backhand the Group prides i t s e l f  on never 

having had a default.

Each of the three members of the World Bank family f u l f i l l s  a : 

d iffe ren t purpose. As I indicated in my introduction, the orig ina l member 

of the Group, the IBRD* was established at the end of World War II to ass is t 

in the reconstruction of the war devastated economies of Europe. Because of 

the enormity of th is task, however, i t  quickly became clear that the Bank's 

resources would be in su ff ic ie n t to cope adequately with the problem. As a 

resu lt, a fte r a small number of loans to Western European countries, responsi

b i l i t y  fo r European reconstruction passed to the Marshall Plan and the Bank 

began to focus on development problems among the large number of countries about 

to achieve independence in the 1950's. This is  the role it,continues to play 

today. . . .  . Miow sdj n\

The second related in s t itu t io n  to be set up was the IFC. The IBRD 

a_ ■  is  restricted  by it s  A rt ic le s  of Agreement to lending to governments or

government guaranteed agencies. Since fa c il ita t in g  the flow of private capita l 

is  equally important to-overa ll economic development, the IFC was formed to 

make equity purchases and long-term loans in private schemes in less developed

countries. * k>nrw€rno<1 3:*i : - s . ; of :

Completing the World Bank family is  the International Development .

Association, which was established at U.S. in it ia t iv e  in 1960.
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IDA, lik e  the IBRD, lends to governments, but i t  does so on easier terms 

than the IBRD. This re fle c ts the fact that what we ca ll the underdeveloped 

world is  fa r from monolithic. At any one time d iffe ren t countries are at 

d iffe ren t stages of growth and development, and can therefore afford 

d iffe ren t maturities and rates of in terest on the ir borrowings. IDA lends 

to the very poorest of these countries; those at the lowest level of develop

ment with the greatest problems. Most IDA lending goes to countries whose 

per capita income is  below $200 per year, or about 4% of the U.S. le ve l.

As you might expect, most fundamental d is t in ction s among these 

three units of the Bank Group re la te d ire c t ly  to the terms on which the ir 

money is  provided. The IFC, for instance, provides loan money at fixed 

commercial rates on terms of 8 to 10 years. The IBRD lends at s lig h t ly  less 

than commercial rates fo r periods of 15 to 25 years. IBRD loans currently go 

to countries lik e  Korea, B razil and Mexico, which s t i l l  have need of foreign 

capita l but which have proven the ir a b il it y  to "take o ff"  e ffe c tive ly .

F in a lly , IDA provides money for 50 years with only a three-quarters of one 

percent service charge per year. Recipients of these loans are those countries 

in the world such as India, Pakistan and the African countries where poverty is  

overwhelming and where the ir tremendous needs are matched by an in a b il ity  to 

e ither ra ise or repay the bulk of th e ir cap ita l needs on conventional terms.

As you might expect from th is , the source of funds lent by each member 

of the family varies. The most important d is t in c t ion  is  between the IBRD and 

IDA. Given an in terest rate of 7 1/4% and repayment over 20 years, the IBRD 

is  able to support it s  lending program through public borrowings in the world 

capita l markets; The process is  straightforward and simple. The IBRD floats 

bond issues in New York, Kuwait, Frankfurt, Tehran or Tokyo, and uses the proceeds
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of these issues to relend to developing countries. Because of it s  T rip le  A 

rating these bonds are a so lid  investment which are read ily  marketable.

IDA's much easier terms make recourse to the private cap ita l market 

unfeasible. At 3/4 of 1% per year over 50 years, reflows to the in s t itu t io n  

are too slow to support public borrowings, and IDA funds must be replenished 

period ica lly  by contributions from the wealthy countries of the world. We 

are currently in the midst of one of these replenishments; a subject I w ill 

return to la te r.

Having said these things about the structure and mechanism of the 

in s t itu t io n s  one might reasonably ask: what is  the impact of th is a c t iv ity ,  

both on the recip ients and on the United States as donor? In aggregate money 

terms the impact of the Bank and IDA programs is  large. As a rough order of 

magnitude you might be interested to know that la s t f is c a l year the Bank lent 

$2 b il l io n  and IDA lent another $1.5 b i l l io n .  But simple monetary aggregates 

are cold figures. The more important thing to know is  the kinds of work done 

with th is money and the impact on individual human beings. In the ag ricu ltu ra l 

sector, as an example, the Bank has len t most extensively fo r ir r ig a t io n  and 

pasture land improvement, but it ,a ls o  lends to build  f e r t i l i z e r  fa cto ries , to 

dig v illa g e  wells and to provide seeds and tracto rs, projects which d ire c t ly  

help farmers expand production and improve the qua lity  of l i f e .

But agricu ltura l projects have not been the only area of Bank concern. 

Since the problems of underdevelopment a ffect a l l sectors of the socia l and 

ir I  economic structure, the Bank Group has also found i t  useful to invest in basic 

in frastructure, including power and transportation, as well as such so c ia lly  

v ita l areas as education, population control and health. As an example of what 

IDA alone has done in education since it s  inception, the proceeds of it s  loans 

have b u ilt  or improved 950 secondary and vocational schools, and 130 ag ricu ltu ra l

Beds I
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and teachers colleges. Results such as these and the ir impact on the poor 

of the world are, to my mind, tru ly  encouraging and make the continued 

existence of the in s t itu t io n  important.

However compelling the humanitarian concerns and returns from 

development assistance may be for some, realism makes one understand that 

"good works" alone would not be su ff ic ie n t to insure continued United States' 

support fo r th is  in s t itu t io n  i f  there were not other good reasons to do so. 

Fortunately, I think we can continue to ass is t the poor people of the world 

to help themselves overcome poverty, and at the same time reap benefits for 

ourselves.

I have indicated already that in a broad sense, the structure of 

peace is  strengthened by the reduction of economic inequality. Misery and 

deprivation provide a breeding ground for revolution and irra tiona l in te r

national behavior. For those who have nothing to lose but the ir misery the 

cost of violence is  low, and we must give them a stake in the future i f  we 

are to have s ta b il ity  and peace. The structure of peace depends on a 

rational understanding that open warfare is  a net loss to a l l of humanity, 

but peace cannot be maintained unless a l l people can share in it s  benefits. : 

The World Bank is  one of the organizations making the benefits of peace 

palpable to those who o rd ina rily  have no hope fo r the future.

In addition to strengthening the fabric  fo r peace by reducing 

inequality, the Bank Group plays a further useful ro le as a neutral in te r

mediary among countries. Disputes and tensions among sovereign states are 

inevitab le. Unfortunately, in the interdependent world of today the l i k e l i -



hood is  increased that these fr ic t io n s  may grow into d irect confrontation. 

Because i t  is  respected by a l l fo r it s  e ffic iency , honesty and im partia lity , 

the Bank Group can often play a useful ro le  in reducing p o lit ic a l tensions 

and resolving economic problems.

. It is  a fact that the balance of economic power between developed 

and underdeveloped countries is  sh ift in g . To produce the goods necessary 

for continued growth modern industria lized  society depends on raw materials 

supplied by developing nations. But, ju s t as we need commodities such as 

o i l ,  copper and iron ore fo r our economic health, i t  is  equally true that the 

less developed countries of the world need our cap ita l, our products and our 

expertise i f  they are to make ava ilab le the fru its  of economic development 

to the ir c it izen s . Our prosperity depends on the irs , and the irs on ours.

No longer w ill economic power be concentrated so le ly  in the industria lized  

countries, but increasingly i t  w il l be spread among the industria lized  states 

and the producers of raw materials. The World Bank is  id ea lly  established 

to fa c il it a te  a smooth and equitable s h if t  in th is  power, and fo r th is  reason 

alone deserves our support.

Above and beyond these p o lit ic a l payoffs, however, i t  is  arguable 

that the financ ia l benefits to the United States make partic ipation  in these 

in stitu tions worthwhile. Over the l i f e  of th is  in s t itu t io n  the Bank Group's 

balance of payments' impact on the U. S. has been highly favorable. This stems 

quite reasonably from the fact that development depends on cap ita l equipment 

and expertise, much of which has been purchased in th is  country.

Despite the fact that the Bank's h is to r ica l financ ia l impact on the 

U. Sv has been favorable, I would be less than honest i f  I did not indicate 

that beginning three or four years ago and up to the recent past, the sale of
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American goods and services to the projects financed by the in s t itu t io n  has 

not been as favorable as i t  should have been. We were quite concerned about 

th is , and we brought in an independent U. S. consultant to investigate the causes 

of decreasing U. S. procurement through the Bank Group. We had heard c r it ic ism s 

of d iscrim ination against American suppliers; we had understood that American 

firms could not get su ff ic ie n t information on sales p o s s ib ilit ie s ;  and we had 

been informed that, on occasion, Bank specifica tions made i t  impossible fo r 

American firms to comply. The conclusions reached by the consultant were that 

these complaints were la rge ly unsubstantiated. The simple facts of the matter 

were that American firms appeared not to be interested in bidding on many of 

these projects, or were not price competitive when they did. The apparent lack 

of in terest in World Bank projects was undoubtedly based in part on a perception 

of price non-competitiveness by American firms, based on the s itua tion  p rio r to 

the devaluations of the do lla r in 1971 and 1973. Following these changes, though, 

i t  is  my feeling that American firms are once again in a position to compete 

e ffe ctive ly  fo r World Bank procurement.

From the standpoint of the U. S. supp lier, however, he must know what 

the sales p o s s ib ilit ie s  are, in addition to knowing that he has a good competi

t ive  product. In th is area our independent consultant did discover that more 

could be done to keep U. S. suppliers apprised of projects being considered by 

the World Bank. In order to overcome these informational problems, the Depart

ment of Commerce established reading rooms around the country where one can 

look at a l i s t  of Bank Group projects being considered over the next two years. 

The one nearest you here in Kansas C ity is  at 601 East* 12th Street, Room 1820.

In addition to th is , I might add we in our o ff ice  at the World Bank stand



ready to provide information on the spec if ic  World Bank guidelines fo r procure

ment and we are always ready to a ss is t an American manufacturer or consultant 

who may feel he is  being un fa ir ly  treated by the Bank.

I personally am very optim istic  about American industries ' p o s s ib ilit ie s  

through the World Bank. Not only have devaluations of the d o lla r increased our 

competitiveness re la tive  to the Japanese and Western Europeans, but those areas 

in which the United States is  most competitive and most e ff ic ie n t  are precise ly 

those areas the Bank is  increasingly emphasizing. We have always been a leading 

producer of ag ricu ltu ra l equipment, seeds, livestock and technology, and th is 

is  one of the areas receiving increasing Bank Group attention. Education and 

health related projects have always been good sources fo r sale of U. S. goods 

and services, and once again these two sectors should see re la t iv e ly  rapid 

expansion within the Bank Group's program. In a s im ila r way, I think we should 

antic ipate continued success in providing construction equipment and consulting 

services, and in obtaining c iv i l  works contracts. It is  essentia l, however, to 

focus on the fact that, even with information ava ilab le  and competitive products 

in the righ t areas, i t  is  up to the businessman to make the e ffo rt to compete, 

in the f ie ld ,  with the righ t foreign government o f f ic ia ls  and project o ff ice rs . 

Conclusion

Obviously, i t  is  equally essential fo r procurement success that the 

World Bank Group remain healthy and v iab le. The U. S. has a long standing 

commitment to m u ltila te ra l problem solving in the economic sphere. In the 

case of the World Bank th is  commitment is  based on the in s t itu t io n 's  in teg rity  

and capab ility , and the very real p o lit ic a l and financ ia l dividends we have 

earned from supporting i t .  A lso, i t  is  evident that in the current in te r

dependent world, the Bank Group continues to be v ita l to a lle v ia te  poverty,
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preserve peace and prosperity, and fa c il it a te  an open world trading order with 

fu ll reciprocal ob ligations. F in a lly , I think i t  is  clear we are in a period 

of change. There is  an international red istribu tion  of wealth going on and 

the balance of economic power is  sh ift in g .

But i f  th is is  roughly where we are, the question remains: where 

are we going? I won't pretend I can answer th is question fu lly  or precisely.

What I can do, however, is  outline a few concepts which should guide our 

forward progress. F ir s t ,  I am convinced that m ultilatera lism  is  a proper 

course fo r the U. S. in the contemporary economic world. It provides a useful 

path between narrow minded autarchy and prideful interventionism. And second, 

a continued commitment to m u ltila te ra l development assistance by the industria lized  

world is  imperative i f  we are ever to coax the newly wealthy o il states to put 

the ir money to good use in a lle v ia t in g  hunger and want.

The disavowal of these concepts by the House of Representatives in 

the ir defeat in January of the b i l l  to provide continued U. S. partic ipation  in 

IDA I found most disturbing. Not only is  IDA an e ffective , e ff ic ie n t  in s t itu t io n  

dedicated to assisting  the poorest of the poor, but in th is particu la r replenish

ment of IDA the U. S. was successful in convincing other developed countries 

to put in $2 fo r every $1 we provided. This was a much greater commitment from 

others than we had ever obtained before. In view of the huge needs and the 

benefits to us of continued support fo r IDA, "the implications of th is defeat -- 

i f  i t  is  allowed to stand -- are sobering.

Fortunately, a b i l l  identica l to the one defeated in the House has 

been recently approved unanimously by the Senate Foreign Relations Committee and 

should reach the Floor of the Senate w ithin the next two weeks. We are hopeful
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that i t  w i l l pass by a s u f f ic ie n t ly  wide margin to convince the House to 

reconsider it s  previous action . I f  th is  can be done we have a chance to save 

an organization which w il l otherwise run out of money at the end of June. I 

hope you agree with me that the e ffo rts  being made to assure U. S. p a rtic ip a tion  

in th is  in s t itu t io n  are worthy, and in our best in terests in a world where 

interdependence, even of in f la t io n  rates, impacts on a l l of our liv e s  and 

requires concerted e ffo rts  from a l l  of us.

Thank you.

:ed
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FOE EELEASE 6:30 P.M.

EESULTS OF TREASURY’S 52-WEEK BILL AUCTION

Tenders for $1-8 billion of 52-week Treasury bills to be dated 
May 7, 1974, and to mature May 6, 1975, were opened at the
Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS: (Excepting 1 tender of $20,000)

High - 91.618 Equivalent annual rate 8.290%
Low - 91.418 Equivalent annual rate 8.488%
Average - 91.485 Equivalent annual rate 8.421% 1/

Tenders at the low price were allotted 30%.

TOTAL TENDEKS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted
Boston $ 21,190,000 $ 11,190,000
New York 2,312,460,000 1,347,260,000
Philadelphia 2,175,000 2,160,000
Cleveland 19,930,000 16,130,000
Ri chmond 9,405,000 4,405,000
Atlanta 12,540,000 6,540,000
Chicago 245,865,000 134,815,000
St. Louis 36,285,000 26,785,000
Minneapolis 9,835,000 9,835,000
Kansas City 6,260,000 6,160,000
Dallas 3,770,000 3,770,000
San Francisco 302,630,000 231,130,000

TOTALS $2,982,345,000 $1,800,180,000

1/ This is on a bank discount basis. The equivalent coupon issue yield is 

2j Includes $ 71,695,000

9.13%

noncompetitive tenders accepted at the average price
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FOR IMMEDIATE RELEASE May 3, 1974
COUPON RATES ANNOUNCED FOR NEW TREASURY NOTE ISSUES

The Treasury has set a coupon rate of 8-3/4% for both the $2.0 billion of 

■25-1/2 month notes and the $1.75 billion of 4-1/4 year notes, the sale of which 

■was announced on May 1. The series titles will be 8-3/4 percent Treasury Notes 
lof Series 1-1976 and 8-3/4 percent Treasury Notes of Series C-1978. The 4-1/4 
■year notes will be auctioned on Tuesday, May 7, and the 25-1/2 month notes will 
■be auctioned on Wednesday, May 8.

The public should be aware that in an auction the prices bid are not 
necessarily at par. The average price at which noncompetitive tenders are awarded 
may therefore be more or less than par. Subscribers submitting noncompetitive 
tenders should understand that the yield they receive may be lower than the 
stated coupon rate.



INFORMAL REMARKS BY 
THE HONORABLE GEORGE P. SHULTZ 

SECRETARY OF THE TREASURY 
BEFORE THE SEVENTH ANNUAL MEETING OF THE 

ASIAN DEVELOPMENT BANK BOARD OF GOVERNORS 
KUALA LUMPUR, MALAYSIA, APRIL 25, 1974

Mr. Chairman, Mr. President, Fellow Governors, Ladies 
and Gentlemen. It is an honor for me to represent the United 
States at this meeting. It has been an unusual trip for me 
in that our delegation has traveled this long way not simply 
to come here and fly back again but we have had the privilege 
of stopping in the Philippines, Indonesia and Singapore on 
our way here and have had a chance to get a sense of the 
vitality and the forward thrust that I am sure one finds 
throughout Asia. I might say also that we all appreciate 
the warm welcome that we received here in Malaysia, and as 
we look around and see the beauty and the vitality here, we 
cannot help but be impressed.

Early this morning when I picked up my written speech 
and started to go through it, I looked out over the mountains 
from the hotel and it seemed to me the sort of misty feeling 
that you get as you look out over those mountains encouraged 
a kind of contemplative spirit. It is in that spirit that 
I thought rather than read the written document that I pre
pared, I would make some comments, to a certain extent very 
much along the lines of many other speakers here this morn
ing. Mr. Chairman, if I could, I would like to file this 
for the record and I hope that somebody will read it. I 
worked hard on it. Quite a few people in my delegation 
worked hard on it. Some members of Congress who are here 
with me looked it over, although they donft ever take any 
responsibility for something someone in the Executive Branch 
would say. But I think they generally subscribed to it. So 
it*s a statement of the U.S. position on many of the matters 
which we have before us.

Now I interpret what has been said here this morning 
as being in the spirit that we all agree that the Bank has 
come of age as an excellent institution. We now have 41 
member countries in the Bank. President Inoue gives it 
strong leadership. It is well managed. We have a few prob
lems here and there, but on the whole we have a very fine 
going concern. So, we donft need to spend our time talking 
to ejach other about the internal arrangements of the Bank, 
but/rather can reflect on the' environment that the Bank 
must operate in .and which is affecting its operations so 
vitally.
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As everyone earlier commented, the case of inflation, 
the oil crisis, what*s happened to food prices, the mone
tary system and whatfs happening to it, trading arrangements, 
these are things that surround the process of economic de
velopment and so it is impossible to really think about the 
Bank*s operation without reflecting on the interaction of 
these matters. So that is the way I will approach the sub
ject and it seems to me, as a general proposition, it is 
extremely important for us, as people engaged in the process 
of development, and encouraging development that we try, in
sofar as we can in a time of turmoil the world economic 
situation, to hold in place as many elements as possible; 
to hold in place at least the present levels of development 
aid; to maintain the trading system without having it dete
riorate in the face of the pressures that we see; to try to 
be as constructive as we can as we work on monetary problems; 
to maintain our sense of balance in this a time of turmoil.

Now insofar as the subject of aid and the Bank is con
cerned, I was pleased to be able to sign the document turning 
over $50 million from the U.S. of concessionary funds. We 
expect and hope that there will be another $50 million coming 
in the fiscal year that we are about to enter, and a third 
$50 million following that. So we are doing our utmost to 
contribute to the soft loan ability of the Bank.

Now I would not come here and say that this will come 
about for sure or that we do not have problems in the U.S. 
in maintaining the flow of soft funds that we believe in the 
Executive Branch should be maintained. We have a Congress, 
the Congress is responsible to the people and the Congress 
must vote for these funds. Ifm sure that you all have read 
of̂  our disappointing: vote in the House of Representatives on 
the IDA IV Replenishment. We*re working very hard on that. 
I've spent a lot of tiihe on it, and so have many in the 
Treasury, the President, and Secretary Kissinger. We are 
working on it in the Senate of the United States and we feel 
that we will be able to turn that vote around in the Senate.
We hope that we can go back to the House and complete the 
work on IDA IV. But it is a very difficult proposition.

The vote in the House of Representatives came at a bad 
time. We didn't manage it very well to allow it to come up 
just at that time. It came up in January when we were at the 
height of our oil crisis in the United States; when there 
were' long lines waiting at all the gas stations. It seemed 
as though this was a proposal for the United States to put 
up a large sum of money which would, so to speak, pass through
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the hands of the poorer developing countries into the hands 
of the oil-exporting countries. And that was not a very 
appealing proposition.

Now, I think we have successfully made the argument that 
these funds, after all, do go to projects —  not to build up 
the foreign exchange position of recipient nations, but to 
finance projects —  and that we must continue that effort.
And I believe that since we have right on our side and since 
we have the interests of the United States in maintaining a 
healthy world economy, that in the end we will prevail. But, 
it will be a struggle.

I might say that we have an outstanding delegation from 
our Congress who have come with me to this meeting, and they*re 
sitting behind me here and I think that fact by itself suggests 
the interest that is present in the Congress and, of course, 
the interest in the United States in this part of the world 
and our desire to be a responsible and helpful partner here.

On the subject of capital flows, I would like to point 
up, however, a number that came out of World Bank statistics 
that seems to me to put some perspective at least on some of 
the capital flow problems. According to the World Bank 
figures, private capital raised by developing countries in 
1971 amounted to about $700 million —  that is borrowings on 
the Eurodollar market and so forth -- $700 million. In 1973, 
private borrowing by developing countries amounted to $5.6 
billion —  an eight-fold increase —  a gigantic increase.

Now, of course, that is not concessionary funds. That 
does not relieve the necessity for concessionary funds; how
ever, it does suggest that our regular capital markets, if 
kept healthy and kept open as we are trying to do everything 
we can to help do in the United States, that these private 
capital markets can be helpful and that we should pay atten
tion to them.

Let me just touch briefly on the subjects of monetary 
reform, the situation on the Trade Bill in the United States, 
on inflation and on energy as topics that all who have spoken 
so far have touched on and I imagine that each person who 
speaks subsequently will touch on.

J I think we. do have a good opportunity in the area of 
monetary reform ahead of us. Of course, we are not going to 
have a completed- negotiated package as perhaps we hoped a 
year and a half or so ago when the Committee of Twenty started
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its deliberations. But we do have a more flexible system 
in place. It has withstood perhaps the most traumatic event 
to strike the monetary system in decades with this sudden 
oil crisis and, while exchange rates of course have shifted 
around and continue to, the system as a system has held up.
So we have in place something that is at least working. And 
I think that with an effort at the meeting of the Committee 
of Twenty coming up in June, it should be possible to agree 
on a Council of Twenty in the IMF. It should be possible 
to agree on a guideline for the adjustment process including 
whether one is talking about a floating system or a par value 
system or the kind of in-between system that we now have 
where we have intervention on an ad hoc basis. It should be 
possible to agree on at least the temporary characteristics 
of the SDR and at least a broad outline of monetary reform 
that will allow for an orderly evolution of the system over 
time.

So, I think there is an opportunity there which, if 
seized, will provide a little more structure and help to 
solidify the setting in which the development process takes 
place and in which the work of the Asian Bank and the other 
development banks takes place.

The area of trade arrangements is also under review and 
I believe that is constructive. From the standpoint of the 
United States, we have a Trade Bill in our Congress —  itTs 
passed the House of Representatives; it is before the Senate.
I canft say for sure whether it will pass or not. There are 
some elements in it that are extremely difficult. But it is 
worth noting in this setting that if it passes, it will surely 
have a broad provision in it providing for preferential treat
ment of goods imported from developing countries. And I have 
been pleased to note that this particular provision in the 
Bill is not particularly controversial. So it is very likely 
tp be in the Bill should the Bill pass.

What is getting a great deal of attention in the United 
States is, in a sense, the other side of the coin of what we 
generally talk about when we discuss the trading system. We 
are always negotiating about tariff barriers and quotas and 
things like that, and trying to get them down in the interests 
of access to markets. But what has struck everybody so strongly 
and which has interested our Congress a great deal is the prob
lem Of access to supply. And this, of course, has taken on 
great significance as people worry about oil and other raw 
materials —  the-U.S. being both a supplier and a consumer of 
many of these commodity areas.
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In many ways, it seems to me, the most serious problem 
that we face, whether developed or developing countries, cer
tainly it is a problem in the efforts of the Bank to promote 
sound economic development, is the problem of inflation. It's 
a worldwide problem —  not just a problem for a few countries. 
We have had a 10 percent rate of inflation in the United States 
in the last year. It is an unheard-of phenomenon. We cer
tainly intend to work on it and work on it hard. We take the 
problem very seriously. I believe we must maintain strong 
budget discipline, strong monetary discipline as at least 
necessary conditions for dealing with inflation. But we also 
need to work very hard on the problem of the supply of those 
commodities that have been going up most rapidly in price.

Now in our inflation of the past year, about 55 percent 
of the increase in our cost of living index is attributable 
to the rise in food prices -- 55 percent. So we have been, 
in the United States, on an all-out drive to increase pro
duction. We have, as ITm sure everyone here is aware, kept 
our markets open to all comers trhoughout this period of 
scarcity and while we are trying to increase supply. We had 
a brief period where there were export controls on soy beans 
that arose from a situation where we found that more soy beans 
had been sold for export than there were soy beans. The price 
was just going up through the ceiling and a brief period of 
export controls served to puncture that speculative balloon 
and bring the prices down. Then the controls were removed 
and, as of now, there are no"export controls on food products.

I think, for example, our wheat market was the only wheat 
market completely open through this period. And we intend to 
keep our markets open. We intend to be a reliable supplier 
and, in a sense, so to speak, make our citizens pay the same 
price as the citizens of other countries for what is produced 
by American agriculture.

This effort to increase production has met with success 
and the result can be seen in the prices. I think as I have 
gone around that people don't quite appreciate what has been 
happening to the prices of basic food raw materials. Now, 
these developments have been slow in coming and some of them 
are recent, but nevertheless, taken in percentage terms they 
are quite dramatic.

JI asked to get wired to me the latest prices -- these 
I* 11,'read in terms of the closing prices on April 23 in the 
big United States- markets for key crops. Take the case of 
soy beans. About a year ago the.price in Chicago per bushel
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was $6.53* It rose during this dramatic period that I 
mentioned to $12.27 per bushel —  a gigantic price increase. 
That balloon was punctured. Yesterday, soy beans closed at 
$5.53 —  a decline of 55 percent from that high point —  55 
percent decline in price. Of course, the soy bean meal and 
soy bean oil follow that picture.

Take the case of wheat. Wheat reached the neighborhood 
of $5.30 during 1973 and in the early part of 19 74, and there 
was great concern around the world about it. The price of a 
certain grade of wheat per bushel reached $6.20, a standard 
grade that we calibrate these markets by. Yesterday, that 
same grade of wheat closed in price at $4.00 —  a decline of 
25 percent.

Corn, taking the same kind of comparison, down 19 per
cent. Cattle, per 100 weight in Omaha a year ago were $44.80. 
It got up to $56.75 per 100 weight. Yesterday, it closed at 
$40.62 —  down 28 percent from that high point. Hogs, down 
51 percent from their high point. Broilers, of which we eat 
a lot in the United States, got up as high as $.74 per pound. 
Yesterday closed at $.37 per pound —  a 50 percent decline.

So the strategy of increasing production, increasing 
supplies, has had.an impact, and I must believe that these 
prices, these declines, are going to be showing themselves 
at retail in the United States and that will be reflected in 
the prices paid around the world. I might say on a non-food 
item that I happen to have here, cotton, which we're all so 
interested in, is down 27 percent from its high which was 
reached on September 21.

So, in terms' ofj inflation, I offer that bit of informa
tion about food prices. I would like to call if good news.
We seem to live in a world where no one will accept good 
news ̂—  we're so accustomed to bad news. But nevertheless,
I* think there is some heart that can be taken from those 
figures.

' Let me turn very briefly to the subject of energy. I 
said that food was responsible for 55 percent of the increase 
in. prices in the U.S. in the last year. Twenty-five percent 
of it was attributable to petroleum prices. So, between those 
two items, we account for 80 percent of our inflation.

(Here, too, I think we have pretty good grounds for be
lieving that the .peaks of petroleum prices are behind us. As 
the Minister from Singapore noted, we have seen a four-fold 
increase -- and that is certainly gigantic.
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At least, it seems to me clear that we*re not going to 
see another four-fold increase in the next year. In fact, 
my estimate is that oil prices will be lower at the end of 
the year +'v n they are now mainly because in our estimate 
there has been a sharp decline in the rate of consumption 
as a result of the high prices and as a result of the em
bargo —  about an 8 percent decline in the rate of consumption 
And with production moving toward, its pre-embargo levels, we 
now have a situation where the rate of production is higher 
than the rate of consumption, and that should lead to a 
softening of prices. I think we see, as you look around 
carefully in these markets, we see evidence here, there and 
elsewhere that that is indeed the case.

For the longer run, it seems very evident to me in the 
United States, and I have the impression all around the world, 
that these high prices are encouraging an extraordinary burst 
of activity to increase the supply of petroleum, to find al
ternate sources of energy and to find new ways of doing such 
things as turning coal into gas and moving it to the consumer. 
We see a great burst of creative effort being called forth 
here with some of our best scientific minds, our best en
gineering talent, our top managerial talent concentrating 
on this subject. I think, as in other cases, we will see 
breakthroughs. I would like to say that if that happens —
I would prefer to say when it happens but IT11 be cautious 
and say if it happens -- and there is some knowledge that we 
are able to generate and can share, we want to share that, 
particularly with the poorer countries, which have been hit 
so cruelly by this increase in prices. We would want to 
share it, and perhaps there is some way in which working 
with the Asian Development Bank we could make whatever we 
find out available. |I

I do think the energy crisis poses certain points for 
the Bank to consider as has been suggested by other ministers 
here. It seems to me first of all in the Bank, that we should 
exercise great care in the use of concessionary funds. We 
should try to direct them to the poorest among us, because 
they are such a scarce resource and so important right now. 
Secondly, we ought to look with favor on energy type projects 
that will help a country, a developing country that is feel
ing this problem greatly, to develop energy sources of its 
own where it can find them. It seems to me these are points 
that !might be kept in mind in the management of the Bank. I 
endorse very strongly, as I wind up here, the comments that 
our Chairman, Mr.' Chavan,. made about the importance of work
ing cooperatively on these problems and as others have made 
here.
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I think that Finance Ministers have very special 
contributions to make to the solution of these problems.
It is up to us to get in and to try to make our contribu
tions to solving these problems.

This is, I am sure, my last opportunity to talk to a 
group of Finance Ministers in my role as Secretary of the 
Treasury of the United States, as I will probably be leaving 
office very shortly. I am very pleased that that particular 
opportunity comes at a meeting such as this where we have 
Finance Ministers gathered to discuss the subject of develop
ment. I think as we look around we see that in this great 
trade union of Finance Ministers which I have felt has a 
certain closeness to it, that there are' people of great 
distinction all around this table. I am very pleased to 
say that in my contacts with you and others around the world 
I have learned a great deal and I want to express my apprecia
tion for the cooperation and instruction that I have gotten 
from all of you. I want to pay special respects to President 
Inoue and his colleagues in the Bank and, of course, most of 
all to thank my fellow Finance Ministers.

As I said, this is a good setting for me to make my last 
talk to you because it seems to me that in this setting we 
are helped to avoid this feeling that you sometimes get when 
you sit in your office —  at least, I*do —  going over num
bers about balance of payments and prices and this, that and 
the other —  you can get yourself in the mood of thinking 
that these numbers that you are looking at are reality. And 
we know they are not reality. They only stand for the things 
that we are really interested in. That fact comes through 
particularly in a, meeting such as this one where we are talk
ing about development. We realize that these numbers that 
we express ourselves in are only reality —  only meaningful —  
as they really stand in our own minds for the human aspirations 
and the human needs that we all seek to serve.

I would like to close by saying that as a member of the 
Finance Ministers1 Union and adopting the slogan, ’’Once a 
member, always a member,’’ even though I am leaving office,
I want to thank you. I will continue to follow the work of 
the Bank with great interest and enthusiasm and will be 
around on the edges trying to be as helpful as I can as a 
former member of the club, j

I Thank you very much.

0O0
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O ffice of the W hite House P r e s s  S e c r e ta r y

T H E W H ITE HOUSE «

The P re s id e n t today announced the design ation  of four p osition s in the F e d e r a l  
G overnm ent w hose incum bents w ill s e rv e  a s  M em b ers of the B o a rd  of 
D ire c to rs  of the F e d e r a l  F in an cin g  Bank, T h ey  a r e :

The Deputy S e c r e ta r y  of the T r e a s u r y
The Under S e c r e ta r y  of the T r e a s u r y  fo r  M o n etary  A ffa irs
The G en eral C ou nsel o f  the T r e a s u r y
The F i s c a l  A s s is ta n t S e c r e ta r y  of the T r e a s u r y

The P re s id e n t a ls o  c re a te d  by E x e cu tiv e  O rd er the F e d e r a l  F in an cin g  Bank  
A d viso ry  Council and designated  the S e c r e ta r y  of the T r e a s u r y  a s  its  C h airm an . 
The m e m b e rs  a r e :

The S e c r e ta r y  of the T r e a s u r y  
The S e c r e ta r y  of A g ricu ltu re  
The S e c r e ta r y  of C o m m e rce
The S e c r e ta r y  of H ealth , E d u catio n , and W e lfare  
The S e c r e ta r y  of Housing and U rban D evelopm ent 
The S e c r e ta r y  of T ra n sp o rta tio n
The P re s id e n t of the E x p o r t-Im p o r t  Bank of the U nited S ta tes  
The P o s tm a s te r  G en eral

The F e d e r a l  F in an cin g  Bank w as c re a te d  by the F e d e r a l  F in an cin g  Bank A ct 
of 1973 (P u b lic Law  9 3 -2 2 4  of D ecem b er 2 9 , 1973) to a s s u r e  co o rd in atio n  of 
F e d e ra l  and fe d e ra lly  a s s is te d  b orrow in g p ro g ra m s  th rough a single ag en cy .

# # #
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FOR IMMEDIATE RELEASE M A Y  6, 1974

*

Office of the White House Press Secretary

THE WHITE HOUSE

EXECUTIVE ORDER

ESTABLISHING THE FEDERAL FINANCING BANK 
ADVISORY COUNCIL

By virtue of the authority vested in me as President 
of the United States of America, it is hereby ordered as 
follows:

Section 1. There is hereby established the Federal 
Financing Bank Advisory Council. The Council shall consist 
of:

(1)
(2)
(3)
(4)

(5)
(6)
(7)

The Secretary of
The Secretary of
The Secretary of
The Secretary of 
Welfare.
The Secretary of
The Secretary of
The. President of 
the United States

the Treasury (Chairman). 
Agriculture.
Commerce.
Health, Education, and

Housing and Urban Development.
Transportation.
the Export-Import Bank of

(8) The Postmaster General.
Sec. 2. The Council shall provide advice and 

assistance to the Board of Directors of the Federal 
Financing Bank established by the Federal Financing 
Bank Act of 1973 (Public Law 93-224; 87 Stat. 937) 
concerning the administration of that act. It shall 
also serve as a coordinating forum to insure a broader 
understanding of, and support for, the Bank.

Sec. 3- The Department of the Treasury shall, 
to the extent permitted by law, provide administrative 
support for the Council.

RICHARD NIXON

TIE WHITS HOUSE, 
May 6, 1974

#########



FOR RELEASE AT 8:30 A,M.
TUESDAY, MAY 7, 1974 , , ; ' ?
EXCERPTS FROM REMARKS OF THE HONORABLE EDGAR R. FIEDLER 
ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY

BEFORE THE
NATIONAL ASSOCIATION OF PURCHASING MANAGEMENT 

MIAMI BEACH, FLORIDA 
MAY 7, 1974

The major economic policy issue of the day is whether 
or not taxes should be cut to stimulate the economy. The 
proponents of a tax cut tell us that the economy is in a 
serious recession, with the unemployment rate headed toward 
6 1/2 percent or more. And they hold out little hope that 
the economy will right itself at an early date without a 
major injection of stimulus from the Government.;

This view of economic prospects and policy suffers 
several shortcomings. For one thing it takes an unduly 
pessimistic view about the course of production and employment. 
As always , there is a risk that the recent economic weakness 
will deepen and spread. At present, However, that risk looks 
small; the odds clearly favor a renewed pattern of growth 
in the second half of 1974.

More significantly, the proponents of a tax cut have 
misread the nature of the present situation. They evidently 
do not recognize how narrow the weakness is, how it has 
focused almost entirely on the automobile industry and a few 
other sectors of the economy that were hit hard by the energy 
crisis, plus housing. Correspondingly, they fail to see how 
close to full capacity most of the economy is operating. 
Shortages of materials are still the major problem faced by 
businessmen -- not lack of sales. In fact, despite the leveling 
off of their new orders over the past six months, durable goods

' S-406
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manufacturers are still seeing orders come in at a higher 
rate than they can ship out finished products. Thus their 
backlogs of unfilled orders are still rising. This is 
hardly an environment that calls for more economic stimulus.

Consider what would happen if taxes were cut in this 
situation. Would consumers spend the extra dollars for big 
cars, or in other areas where unused capacity is available, 
and thus where production and employment could be expanded?
Not likely, not likely at all. What they would do, in all 
probability, is to spend a good part of the money for things 
that are not in excess supply, i.e., where production is already 
at full capacity. In this situation, then, the extra spending 
that a tax cut would generate would not do much to boost 
production and, employment. Instead, it would simply mean 
more dollars chasing goods that are already in limited supply -- 
which simply Means more inflation.

And it is this downgrading of the inflation problem that 
is the most serious shortcoming of the tax cut proposal. It 
is true that, with or without a tax cut, we are likely to 
see a slowing of the inflation rate over the course of 1974, 
as a good part of the surge of commodity inflation gets behind 
us. But even with the most favorable developments on the price 
front, we will still face a high rate of inflation going into 
1975. Our expectations are that inflation will still be around 
5-6 percent at year-end, and this is just too high! A tax cut 
would be a clear and present danger to achieving even this 
degree o f i mpro ve me n t.

The present is another of those crucial junctures where 
there are sharply divided views about the appropriate course 
for economic policy. At such junctures in the past, we have 
almost always come down on the side of too much economic 
stimulusj While ignoring the inflationary S,' Under
present circumstances to come down on that side again would be 
a bad mistake. The risk of serious and prolonged unemployment 
is small and'-tĥ 'f-'isk. accelerating the 5 or 6 percent 
underlying rate of inflation is large. Until artd unless we see 
evidence of mòre significant economic weakness we should 
continue the poli cy o f mo de rate economic restraint that is now 
in place.



■  Department of Ih eJR E A S U R Y
WASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR RELEASE 6:30 P.M.

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

I Tenders for $2.5 billion of 13-week Treasury bills and for $1.8 billion 
of j26-week Treasury bills, both series to be issued on May 9, 1974, were
opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 
COMPETITIVE BIDS:

13-week bills 
maturing August 8, 1974

26-week bills 
maturing November 7, 1974

Equivalent Equivalent
Price annual rate Price annual rate

High 97.737 a/ 8.953% 95.477 b/ 8.947%
Low 97.707 9.071% 95.439 9.022%
Average 97.716 9.036% 1/ 95.447 9.006% 1/

a/ Excepting 3 tenders totaling $2,300,000; b it Excepting 3 tenders totaling $175,

Tenders at the low price for the 13-week bills were allotted 38%. 
Tenders at the low price for the 26-week bills were allotted 5%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:
District Applied For Accepted Applied For Accepted
Boston $ 54,970,000 $ 35,665,000 $ 35,405,000 $ 17,180,000
New York 3,236,585,000 2,065,830,000 2,750,470,000 1,532,345,000
Philadelphia 36,810,000 36,045,000 14,895,000 12,310,000
Cleveland 66,320,000 49,115,000 75,845,000 36,095,000
Richmond 47,150,000 32,955,000 27,840,000 20,450,000
Atlanta 37,425,000 34,940,000 22,845,000 21,375,000
Chicago 247,925,000 62,350,000 311,305,000 51,015,000
St. Louis 66,475,000 45,760,000 51,325,000 30,825,000
Minneapolis 9,865,000 4,865,000 8,395,000 4,155,000
Kansas City 47,300,000 43,600,000 33,275,000 27,760,000
Dallas 48,555,000 23,750,000 23,655,000 16,665,000
San Francisco 145,420,000 65,910,000 112,840,000 29,830,000

TOTALS $4,044,800,000 $2,500,785,000 £_/ $3,468,095,000 $1,800,005,000 d/
F./ Includes $ 492,350,000 noncompetitive tenders accepted at the average price. 
4/ Includes $272,200,000 noncompetitive tenders accepted at the average price, 
t / These rates are on a bank discount basis. The equivalent coupon issue yields 

are 9.38$ for the 13-week bills, and 9.57 $ for the 26-week bills.

m
May 6? 1974



Department of th eJR E A S U R Y
. . .  ,

WASHINGTON. D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE May 7, 1974
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 $4,500,000,000, or thereabouts,

91-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts, 
representing an additional amount of bills dated February 14, 1974, and to mature 
August 15, 1974 (CUSIP No. 912793 UK0) , originally issued in the amount of 
$1,799,305,000, the additional and original bills to be freely interchangeable.

182-day bills for $ 1,900,000,000, or thereabouts, to be dated May 16, 1974, 
and to mature November 14, 1974 (CUSIP No, 912793 UY0) ,

The bills will be issued for cash and in exchange for Treasury bills maturing 
■ay 16, 1974 # outstanding in the amount of $4,303,280,000, of which Government
accounts and Federal Reserve Banks, for themselves and as agents of foreign and 
international monetary authorities, presently hold $2,518,280,000. These accounts 
Inay exchange bills they hold for the bills now being offered at the average prices 
of accepted tenders.

The bills of both series will be issued on a discount basis under competitive 
Sand noncompetitive bidding as hereinafter provided, and at maturity their face 
femount will be payable without interest. They will be issued in bearer form only,

■(maturity value).
Tenders will be received at Federal Reserve Banks and Branches up to the closing 

■hour, one-thirty p.m. , Eastern Daylight Saving time, Monday, May 13, 1974.
■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 
Ion application therefor.

Banking institutions and dealers who make primary markets in Government 
securities and report daily to the Federal Reserve Bank of New York their positions

to be issued May 16, 1974, as follows:

land in denominations of $10,000, $15,000, $50,000, $100,000, $500,000 and $1,000,000

(OVER)



with respect to Goyernment securities and borrowings thereon may submit tenders 
for account of customers provided the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks and I 
trust companies and from responsible and recognized dealers in investment securitiel 
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 respel 
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 I 
the respective issues. Settlement for accepted tenders in accordance with the 
bids must be made or completed at the Federal Reserve Bank on May 16, 1974, 
in cash or other immediately available funds or in a like face amount of Treasury i 
bills maturing May 16, 1974. 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 accruel 
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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The Treasury has accepted $1.75 billion of the $3.5 billion of 
tenders received from the public for the 4-1/4 year 8-3/4% notes 
auctioned today. The range of accepted competitive bids was as 
follows:

Price Approximate Yield

High 100.68 \J
Low 99.96
Average 100.07

8.56%
8.76%
8.73%

1/ Excepting 4 tenders totaling $730,000
The $1.75 billion of accepted tenders includes 10% of the 

amount of notes bid for at the low price, and $0*8 billion of 
noncompetitive tenders accepted at the average price.

In addition, $0.6 billion of the notes were allotted to 
H  Federal Reserve Banks and Government accounts at the average price, 

in exchange for securities maturing May 15.
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Department of IheT R E A SU R Y  

I OFFICE OF REVENUE SHARING
W A S H IN G T O N , D .C . 20226 TELEPHONE 634-5248

REVENUE SHARING DATA 
MADE PUBLIC TODAY

Data used to calculate fiscal year '74 and fiscal
YEAR '75 REVENUE SHARING PAYMENTS TO 38,436 STATES AND 
LOCAL GOVERNMENTS WERE MADE PUBLIC IN TWO VOLUMES 

RELEASED BY THE TREASURY DEPARTMENT^ OFFICE OF REVENUE

Sharing today,

One book lists for each unit of government the
DATA USED IN MAKING FINAL ALLOCATIONS OF FISCAL YEAR

1974 funds. Changes had been made during the past ten
MONTHS, BASED ON A DATA IMPROVEMENT PROGRAM INSTITUTED 

LAST FALL BY THE OFFICE OF REVENUE SHARING AS WELL AS

the U, S, Census Bureau's on-going quality review,
The figures used to calculate final 1974 allocations include 
1970 POPULATION DATA, 1969 PER CAPITA INCOME DATA AND 
FISCAL YEAR 1972 INTERGOVERNMENTAL TRANSFERS AND ADJUSTED 

TAXES,
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A SECOND VOLUME LISTS THE DATA USED EARLIER THIS 

MONTH TO COMPUTE INITIAL ALLOCATIONS OF FISCAL YEAR

1975 money. Fiscal year 1973 intergovernmental transfer
AND ADJUSTED TAX DATA ARE INCLUDED, ALONG WITH 1970 
POPULATION AND 1969 PER CAPITA INCOME FIGURES.

"We d o n o t a n t i c i p a t e h a v i n g to m a k e m a n y s i g n i f i c a n t

CHANGES IN THE DATA USED TO CALCULATE 1975 AMOUNTS,"
Gr a h a m W. Wa t t s a i d in r e l e a s i n g t he f i g u r e s t o d a y .

"Th es e n u m b e r s h a v e a l r e a d y b ee n p ut t h r o u g h an e x t e n s i v e

REVIEW-AND-IMPROVEMENT PROCEDURE WITH RECIPIENT GOVERNMENTS 

THEMSELVES," HE SAID.

Bo th b o o k s c o n t a i n d a t a for s t a t e g o v e r n m e n t s as

WELL AS FOR THE COUNTIES, CITIES, TOWNS, TOWNSHIPS, INDIAN 

TRIBES AND ALASKAN NATIVE VILLAGES THAT RECEIVE SHARED 

REVENUES.

Ea c h b o o k i nc lu de s a s p e c i a l l i s t o f p l a c e s n o t

ELIGIBLE TO RECEIVE REVENUE SHARING MONEY, FOR THE MOST 

PART, THESE WILL BE PLACES THAT WERE INCORPORATED TOO LATE 

TO SHARE IN THE FUNDS TO BE DISTRIBUTED FOR A GIVEN YEAR,

OR THAT DISINCORPORATED BEFORE THE YEAR'S ALLOCATIONS WERE

MADE.
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Am o u n t s of g e n e r a l r e v e n u e s h a r i n g m o n e y t o be

PAID EACH STATE AND GENERAL-PURPOSE UNIT OF LOCAL GOVERN

MENT ARE CALCULATED BY COMPUTER.» USING DATA SUPPLIED

by t he U. S. Bu r e a u of t he Ce n s u s b a s e d on i n f o r m a t i o n

PROVIDED BY THE RECIPIENT GOVERNMENTS THEMSELVES.

The g e n e r a l r e v e n u e s h a r i n g p r o g r a m is a u t h o r i z e d 

by t he St a t e a n d Lo c a l F iscal As s i s t a n c e Ac t o f 1972,
SIGNED INTO LAW BY PRESIDENT NlXON IN OCTOBER 1972. DURING 

A FIVE-YEAR PERIOD THAT ENDS WITH DECEMBER 1972, $30.2 BILLION 
IN FEDERALLY-COLLECTED REVENUES WILL BE RETURNED TO MORE 

THAN 38,000 UNITS OF STATE AND LOCAL GOVERNMENT AT THE 
RATE OF APPROXIMATELY $6 BILLION EACH YEAR. NEARLY $13 
BILLION HAS ALREADY BEEN DISTRIBUTED THROUGH GENERAL 

REVENUE SHARING.

#



kSHINGTON, D.C. 20220 TELEPHONE W04-2041

D epartm entofthefR EA SU R Y

FOR RELEASE AT 6:30 P.M.
RESULTS OF TREASURY’S NOTE AND BOND AUCTIONS

May 8, 1974

The Treasury has accepted from the public $2,000 million of tenders for 
the 8-3/4% 25-1/2 month notes and $300 million of tenders for the 8-1/2%
25 year bonds auctioned today. Total tenders received were $3,239 million for 
the notes and $895 million for the bonds.

l/ Excepting 1 tender of $40,000
"2/ The yield is less than 8.75% because interest for the period from 
H  May 15 to June 30, 1974, will be paid with the first full six-month 

interest payment on December 31, 1974. . . . .The lowest price accepted for the bonds was 102.85 which is the price
to be paid by all successful bidders. This price results in a yield of 8.21% 
to the first callable date, May 15, 1994, and 8.23% to maturity.

Accepted tenders for the notes include 4% of the amount bid for at the 
low price, and $716 million of noncompetitive tenders accepted at the average 
price.

Accepted tenders for the bonds include 82% of the amount bid for at the 
low price, and $115 million of noncompetitive tenders.

In addition to the amounts allotted to the public, $656 million of the 
notes and $279 million of the bonds were allotted to Federal Reserve Banks 
and Government accounts in exchange for bonds maturing May 15.

The range of accepted competitive bids for the notes was as follows:

Price Approximate Yield
High
Low
Average

100.57 1/ 
99.87 * 
100.00

8.43% 
8.79 % 
8.73% 2/



I May 9,1974

STATEMENT BY GEORGE P. SHULTZ ' *

Î am p a rt i n e a r ly  pleased and proud to announce rrçy a f f i l i a t i o n

on a fu ll- t im e  basis w ith the Bechtel o rgan ization . Reporting

d ire c t ly  to the Chairman, I w i l l  be a member o f the Board of

j D irectors and o f the Executive and Finance Committees, w ith the

t i t l e  o f Executive Vice President.

They have g rac iously  agreed tha t i t  would a lso  be appropriate

fo r me to have a part-tim e a f f i l ia t io n  w ith some other o rgan izations

and to consu lt on Government p o lic ie s  from time to time.

According ly, I am a lso  proud to re ta in  my t ie  to the fa cu lty  o f
■

the U n ive rs ity  o f Chicago and thereby to the c it y  o f Chicago.



F O R  IM M ED IA T E R E L E A S E M AY 9 ,  1974

O ffice of the White H ouse P r e s s  S e c r e t a r y

T H E  W HITE HOUSE

The P r e s i d e n t  today announced his intention to nom inate E d w ard  C. S ch m u lts ,  
of Chevy C h ase , M arylan d , to be U nder S e c r e t a r y  of the T r e a s u r y .  He will  
su cce e d  J a c k  F ra n k lin  B en n ett ,  who will be nom inated to be U nder S e c r e t a r y  
of the T r e a s u r y  fo r  M o n etary  A f f a i r s .

M r .  S ch m u lts  h as  se rv e d  as  G e n e ra l  C ou nsel of the T r e a s u r y  s in ce  M ay  
25 , 1 9 7 3 .  F r o m  1958 to 1973  he w as  with the law f i r m  of White and C ase  in 
New Y o r k ,  New Y o r k ,  w h ere  he sp ec ia lized  in c o r p o r a te  and s e c u r i t ie s  law.  
He b e c a m e  a p a r tn e r  in the f i r m  in 1 9 6 5 .

He w as b o rn  on F e b r u a r y  6 , 1931 in P a t e r s o n ,  New J e r s e y .  M r .  S ch m u lts  
re c e iv e d  h is  B .S .  d e g r e e  f ro m  Y a le  U n iv e rs ity  in I?53 and w as g rad u ated  
cum  laude f ro m  the H a r v a r d  U n iv e rs ity  School of L aw  in 1 9 5 8 .  He se rv e d  
a s  an o f f ic e r  in the U .S .  M arin e  C orp s f r o m  1953 to 1 9 5 5 .  M r ,  Sch m u lts  
is  the au th o r  of a  nu m b er of a r t i c l e s  aid h as  le c tu re d  a t the P r a c t i c i n g  
L aw  In stitu te  on b u sin ess  acq u isition s  and s e c u r i t ie s  law s,

M r .  S ch m u lts  is  m a r r i e d  to the f o r m e r  Diane B e e r s .  T hey have two sons  
and one d au gh ter .



F O R  IM M ED IA T E R E L E A S E MAY 9, 1974

O ffice of the White H ouse P r e s s  S e c r e t a r y

T H E  W H ITE HOUSE

T he P r e s id e n t  today announced his intention to nom inate J a c k  F ra n k lin  
B en n ett,  of G reen w ich , C on n ecticu t, to be U nder S e c r e t a r y  of the T r e a s u r y  
for M o n etary  A f f a i r s ,  He will su cceed  P a u l  A .  V o lc k e r ,  who h as  res ig n ed .

M r .  Bennett h as been U nder S e c r e t a r y  of the T r e a s u r y  s in ce  M a r c h  14, 1 9 7 4 ,  
and se rv e d  f ro m  S ep tem b er  1971 a s  Deputy Under S e c r e t a r y  of the T r e a s u r y  
fo r  M o n e ta ry  A f f a i r s .  F r o m  1969 to 1971 he w as V ice  P r e s id e n t  and D ir e c to r  
of E s s o  In te rn a tio n a l ,  Inc. , in New Y o r k ,  New Y o r k ,  a f te r  s e r v in g  as  
G en era l  M a n a g e r  of Hum ble Oil & Refining Supply Com pany in Hóuston, T e x a s ,  
f ro m  1967  to  1 9 69 .

He w as b o rn  on J a n u a r y  17, 1 924 , in M acon , G e o rg ia .  M r .  B en n ett  
r e c e iv e d  h is  B . A .  d e g r e e  f ro m  Y a le  U n iv e rs i ty  in 1944  and h is  M. A. in 
1949 and P h . D .  in 1951 f r o m  H a r v a r d  U n iv e rs i ty .  A f te r  s e rv in g  in the  
U. S. Navy f r o m  1942  to 1946 he w as em ployed a s  an e c o n o m is t  with the  
United S ta te s  M ili ta ry  G overn m en t in G e rm a n y  fo r  one y e a r .  F r o m  1949  
to 1951 he had a teach in g  fellow ship a t  H a r v a r d  U n iv e rs i ty .

F r o m  195 0  to 1957  he w as em ployed a s  an e c o n o m is t  with the F e d e r a l  
G o v ern m en t,  e x c e p t  fo r  one y e a r  with the S tan d ard  Oil Com pany in New  
Y o r k  a s  a s e n io r  fo re ig n  exch an ge  a n a ly s t .  He re jo in ed  Stan d ard  Oil  
Com pany in 1957  and s e rv e d  with the com pany a s  T r e a s u r e r  of E s s o  
P e tr o le u m  C om pany, L t d . ,  London; E x e c u t iv e  A s s i s t a n t  to  the C h airm an ;  
A s s is ta n t  T r e a s u r e r ,  Chief E c o n o m is t ,  and M a n a g e r  of the C o r p o r a te  
Planning D e p a r tm e n t .  H e is a m e m b e r  of the C ouncil on F o r e i g n  R elation s  
and the C o n fe re n c e  of B u s in e s s  E c o n o m i s t s .

\

M r , B en n ett  is m a r r i e d  to  the f o r m e r  E liz a b e th  Goodwin, of Sunderland,  
M a s s a c h u s e t t s ,  T h ey  have four ch ild re n  and r e s id e  in W ashington, D. C.
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MAY 9, 1974

O ffice of the White H ouse P r e s s  S e c r e t a r y

T H E  W HITE HOUSE

The P r e s i d e n t  today announced his  intention to nom inate  F r e d e r i c k  L .  W eb b er,  
of A le x a n d r ia ,  V irg in ia ,  to be Deputy U nder S e c r e t a r y  of the T r e a s u r y .  His  
a r e a  of re sp o n sib il i ty  will be le g is la tiv e  a f f a i r s .  Upon his  co n firm a tio n  by 
the S en ate  and appointm ent to the position , he will be d esignated  A s s is ta n t  
S e c r e t a r y  of the T r e a s u r y .  He will su cce e d  W illiam  L .  G ifford, who h as  
r e s ig n e d .

M r. W ebber h as  se r v e d  s in ce  June 5 , 1 9 73 , a s  S p e cia l  A s s is ta n t  to the  
P r e s id e n t  fo r  L e g is la t iv e  A f f a i r s .  F r o m  J a n u a r y  to Ju n e  1973 he w as  
V i c e .  P r e s i d e n t  fo r  E m p lo y e e  R elation s  with the A m e r ic a n  P a p e r  Institu te  
o f  New Y o r k ,  New Y o r k  and W ashington, D. C. F r o m  1970 to D e c e m b e r  
1 9 7 2  he w a s  S p ecia l  A s s is ta n t  to the S e c r e t a r y  of L a b o r  fo r  L e g is la t iv e  

A f f a i r s .  During 1 9 6 6 - 6 7  M r .  W ebb er w as le g is la tiv e  l ia iso n  fo r  the  
N a t i o n a l  F o r e s t  P r o d u c ts  A s s o c ia t io n  in W ashington, D. C. , and f ro m  
1 9 6 8  t o  1 9 7 0  he w as A d m in is tra t iv e  A s s is ta n t  to  C o n g r e s s m a n  Joh n  
P e l l e n b a c k  o f  O reg o n .

He w as b o r n  on J a n u a r y  8 , 1 9 38 , in P o r t la n d ,  M ain e. M r .  W ebber w as  
grad uated  f r o m  Y a le  U n iv e rs ity  in 1961 and attended g ra d u a te  sch ool at  
A m e r ic a n  U n iv e rs i ty .  F r o m  1961 to 1965 he se rv e d  a s  an  o ff ic e r  in the  
U. S .  M a rin e  C o rp s .

M r. W eb b er is  m a r r i e d  to the f o r m e r  Ann B o u k e r .  T h ey  h ave th r e e  ch ild ren  
and r e s id e  in A rlin g to n , V irg in ia .

# # #



I am delighted that the President today announced 
his intention to nominate three outstanding men for 
vitally important Treasury positions, and I hope that 
the Senate will speedily confirm all three.

Jack F. Bennett will succeed Paul A. Volcker as 
Under Secretary for Monetary Affairs. As Mr. Volcker's 
Deputy for several years, and more recently as Under 
Secretary, Mr. Bennett's performance on international 
monetary and financial matters and his assistance to the 
Secretary on East/West trade and economic problems have 
been outstanding. We are very fortunate to have his 
skills and experience to draw upon in the area of inter
national monetary reform.

Edward C. Schmults has been named the Under Secretary 
of the Treasury succeeding Mr. Bennett. As General 
Counsel of the Treasury he played an active role in tax 
reform, securities industry legislation and the Northeast 
Railway Act. His insights and leadership have contributed 
significantly to the day-to-day operation of the Department, 
and I am delighted that we will be able to use his talents 
on an even wider variety of Treasury projects.

Frederick L. Webber was named to be Deputy Under 
Secretary for Congressional Relations succeeding William 
Gifford. Mr. Webber comes to Treasury after serving in 
the White House as Special Assistant to the President for 
Legislative Affairs and previously as Special Assistant 
to the Secretary of Labor for Legislative Affairs. His 
extensive experience with the Congress will be very helpful 
as we work with them in the areas of tax reform and IDA.

(Biographies attached)
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BIOGRAPHY
JACK FRANKLIN BENNETT

Jack Franklin Bennett, of Greenwich, Connecticut, was 
nominated as Under Secretary of the Treasury for Monetary 
Affairs on May 9, 1974. He had been Under Secretary since 
March 15, 1974.

Mr. Bennett was born January 17, 1924 in Macon, Georgia.
He received his B.A. degree from Yale University in 1944, 
and his M.A. (1949) and Ph.D. (1951) degrees from Harvard 
University.

After service as a Communications Officer in the U.S.
Navy from 1943 to 1946, Mr. Bennett was employed as a 
Commercial Specialist with the Joint U.S./UK Export-Import 
agency in Germany for one year. From 1949 to 1951 he held 
a teaching fellowship in economics at Harvard University.
For the next four years he held various positions in the fields 
of economics with the State Department and the Executive Office 
of the President. In 1955 he joined the Standard Oil Company 
(New Jersey), serving at various times as Assistant Treasurer; 
Executive Assistant to the Chairman; Treasurer of Esso Petroleum 
Company, Limited, in London; General Manager of the Supply 
Department of the Humble Oil and Refining Company in Houston, 
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Edward Charles Schmults was nominated as Under Secretary 
of the,United States Treasury on May 9, 1974. He had been 
General Counsel of the Department since June 4, 1973.

Mr. Schmults was born February 6, 1931 in Paterson,
New Jersey, the son of Edward M. and Mildred E. Schmults.
He received a bachelor of science degree from Yale University 
in 1953, and a bachelor of law (cum Laude) from Harvard Law 
School in 1958.

After graduation from Law School, he joined the law firm 
of White § Case, and became a partner July 1, 1965, specializing 
in corporate and securities law. He had been with the firm 
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General Counsel, Judge Samuel R. Pierce, Jr.

Mr. Schmults was an officer of the United States Marine 
Corps, having been discharged from the Reserves as a Captain 
in 1962. He was also a director of Holly Sugar Corporation, 
and has been a lecturer at Practicing Law Institute on Business 
Acquisitions and Securities Laws.

He has written chapters appearing in several books 
concerning corporations and securities, and has co-authored 
articles in The Business Lawyer.

He married the former Diane Beers,(Wellesley College,
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he was Special Assistant to the Secretary of Labor for 
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liaison for the National Forest Products Association in 
Washington, D.C., and from 1968 to 1970 he served as Administrative 
Assistant to Congressman John Dellenback of Oregon.

He was born on January 8, 1938, in Portland, Maine.
Mr. Webber was graduated from Yale University in 1961 and 
attended graduate school at American University. From 1961 
to 1965 he served as an officer in the U.S. Marine Corps.

Mr. Webber is married to the former Anne Bouker. They 
have three children and reside in Alexandria, Virginia.
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We appreciate the opportunity to share with you the 
Treasury’s views on Pension Reform. Having spent many long, 
exhausting months on this marathon pension bill, I am now 
quite ready for a pension of my own.

Pensions, however, like other forms of compensation, do 
not grow in cornucopias from which they can be caused to pour 
forth by a simple legislative decree. The American private 
pension system is, and will remain, voluntary. Unless the 
employer is able and willing to put up the money, there will 
be no pension.

The beginning of wisdom in all matters of pension reform, 
therefore, is that reform must be achieved within an overall 
cost framework which does not kill the goose which lays the 
golden egg, which destroys neither the employer’s willingness 
or his ability to put up the money. Now everybody seems to 
agree with this principle, if you ask them, but it has received 
very little emphasis in some quarters in the course of legis
lative consideration of pension reform.

I never cease to be amazed at the bewildering variety of 
private pension arrangements in this countrv. Seeking to pen 
this entire unruly herd in one legislative corral has been a 
difficult but enlightening task.

Both the Senate and the House have now passed their 
respective versions of pension reform. The Senate originally
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attached 295 pages of pension reform legislation as an amend
ment to an obscure and humble little House bill, H.R. 4200, 
and sent H.R. 4200 back to the House. The House has since 
ignored H.R. 4200. However, after a great deal of in-fighting 
over jurisdiction between the House Education and Labor 
Committee and Ways and Means Committee, the House passed its 
own pension reform bill under the designation H.R. 2. In 
length, the House outdid the Senate by about 55 pages.

The Senate subsequently, intercepted H.R. 2 and voted to 
amend it by substituting the text of the Senate pension reform 
bill, H.R. 4200, for the text of H.R. 2 . This finally made a 
parliamentary honest woman of the pension bill. Whether what 
emerges from conference is closer to the Senate or the House 
version, the bill will directly affect half the nation's work 
forcé and will require extensive amendments of virtually every 
qualified plan in the country.

All of the House Ways and Means Committee consideration of 
the pension bill has been done in public under its new open 
doors procedures, which may be more beneficial to lobbyists than 
Treasury. We did not have the chance to express our views of 
the public interest to the Committee as often as used to be 
customary in the old Executive sessions. When we did seize a 
chance to speak, it was usually to object to something.
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What do we at the Treasury complain about when we get 
a chance to speak to the Ways and Means Committee, or anyone 
else who will listen, on the pension bill? Certainly not the 
basic concept of pension reform. To the contrary. The 
Administration not only supports pension reform but has pushed 
vigorously for it in the last two Congresses -- and with re
spect to the fiduciary and disclosure provisions -- three 
Congresses.

We applaud the principles of tightened participation, 
vesting and funding requirements, although we believe improve
ments would have been possible in the detailed provisions of 
the various bills on these subjects. We are strongly behind 
the Bills’ basic provisions liberalizing H.R. 10 contribution 
limits, and permitting individual retirement accounts; although 
again we do not think perfection was achieved.

The Senate Bill’s extensive provisions on fiduciary stan
dards and disclosure conform quite closely to the Administration'! 
long-standing recommendations. On the whole, with the principal | 
exception of termination insurance, the Senate bill was a con
structive and moderate approach to pension reform, and a bill 
we were reasonably happy with. The Senate bill was generally 
a good bill, except for a number of technical errors which have 
been corrected on the House side, and we would be pleased to seel 
something along those general lines enacted.
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There are some basic difficulties with the House bill 
which would tend to reduce the net value of the pension measure.
As is known, a jurisdictional dispute had to be resolved between 
the Ways and Means Committee and the Education and Labor Com
mittee. For several years, the Subcommittee on Labor of the 
House Education and Labor Committee had been considering the 
subject of pension reform. The Committee produced a bill, H.R. 2, 
which attempted to regulate the pension system, not indirectly 
through standards for tax qualification, administered by the 
Internal Revenue Service, but through direct statutory require
ments on vesting, funding, participation, and termination in
surance, all to be administered by the Department of Labor.

This approach, of course, was inherently irreconcilable 
with the existing structureof indirect pension regulation 
through minimum requirements for tax qualification. Both the 
existing law, and the Ways and Means pension bill, contain 
tax provisions relating to participation, vesting, and funding.
The Senate, of course, had a similar jurisdictional problem.
There it was resolved by putting the new vesting, funding 
and participation rules in the Internal Revenue Code, under 
Treasury Department jurisdiction, while putting the new standards 
for fiduciary conduct, reporting by plans, and disclosure to 
participants under Labor Department jurisdiction.
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This was essentially the resolution recommended by the 
Administration. The House Education and Labor Committee was 
adamant about obtaining for the Labor Department regulatory 
jurisdiction over the vesting, funding and participation 
standards which represent the real heart of the bill. In order 
to get a bill out at all, therefore, an agreement was finally 
reached between the two House Committees under which both cabinet 
departments are given jurisdiction over these areas.

The idea is that IRS and Labor will issue joint regulations, 
and thereafter plans will have to report to, and satisfy, both 
the IRS and the Labor Department. This is one of the principal 
features I had in mind when I said that I wish the legislators 
would give a little more thought to basic economics. The 
administrative costs necessary to satisfy even one governmental 
agency will be great enough for small nlans; the infliction 
of overlapping and potentially conflicting supervision of the 
identical substantive rules by two different bureaucracies may 
be a good political way to get. a bill reported when a deadlock 
develops, but as a way to handle a substantive problem, it is 
in my judgment indefensible.

Exclusive Labor Department jurisdiction over vesting, 
funding, and participation rules is in fact impossible, because 
current tax law already contains detailed requirements on all 
these areas. If substantive regulatory rules in the same 
areas were adopted, as in H.R. 2, under Labor Department
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supervision, that would not change the Internal Revenue Code.
As long as our pension system is private, voluntary, and 
derives its basic incentives for being from the $4 billion a 
year of tax benefits provided annually to plans complying 
with the Internal Revenue Code qualification requirements, 
there is just no way to avoid IRS jurisdiction.

The only options are an uncoordinated joint jurisdiction, 
as in the original H.R. 2, a coordinated joint jurisdiction, 
as in the House-passed bill, or a continuation of exclusive 
IRS jurisdiction over vesting, funding, and participation, 
as in the Senate bill. Only the latter is a viable alternative.

This may seem like a small point to some of you, but I 
am confident that the red tape and headaches which dual juris
diction would create would result, through swollen admini-
a O X si* JS i  O  O CfX.S «O 0 - X ̂  X .3 3XJ* f  X 3 1 $ .v> f '<$' V .1 * ¡1. < * y ■*!* j'-! ;•*"\-i ! \ r„ j - k •• /> m - fj v. 4-". f i *v» ■
strative costs, in the termination of thousands of present 
plans, and in failure to provide new plans in a much larger 
number of cases.

9I I XT B i i 3 ~ n  OT &  T O  *r?W f‘7 V ^
A second serious problem with the House bill is its 

impact on non-qualified plans. It is one thing to impose
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stringent prerequisites for receipt of special tax benefits,
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but the House bill imposes the identical substantive require
ments for vesting, funding and participation whether the plan 
seeks to be qualified or not. The only difference is, if you 
are not qualified, only one bureaucracy will have to make sure 
you conform, rather than two. The Senate Bill is more direct.

It outlaws non-qualified plans directly. Provisions in both
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House and Senate bills make exceptions for deferred com
pensation plans for managerial employees.

Among other things, the Senate bill would prevent the 
Trustees of the United Mine Workers plan from paying any more 
pensions to retired mine workers. If the Trustees went ahead 
and did this anyway, the Senate bill required the Secretary 
of the Treasury to get an injunction to put a stop to the 
practice. The principle seems to be that if your employer 
won't or can't give you a qualified plan, he couldn't give 
you any pension at all.

It is unclear what a company with an existing non-quali- 
fied plan is to do about its contractual obligations to existing 
retirees now covered by non-qualified plans, not to mention 
those who have worked for many years in justified expectation 
of receiving pens ions * from such plans.

I am not optimistic that it will be possible to preserve 
the legal right to set up a pension plan or profit-sharing 
plan which does not qualify under the Code. It certainly 
vastly increases the sanctions for being disqualified -- and 
the new bill has a myriad of traps for the unwary whereby this 
can happen. Not only do you and your employees lose their tax 
benefits, but the very maintenance of such a plan, at least 
under the Senate version, will be illegal.



The House bill also has many technical defects, partic
ularly in the highly complex area of the definition of the 
accrued benefit to which the vesting rules apply. As in the 
Senate bill, backloading is restricted. This means, for 
example, that you can't deprive the vesting standards of sub
stantive meaning by setting up a plan which accrues benefits 
at a nominal rate until say age 64, and then accrues virtually 
the full pension the last year. Under the bill, accrual in 
a later year which is at a rate of more than 1-1/3 the rate in 
an earlier year is precluded.

For example, a unit benefit plan can accrue a benefit of
1- 1/2% per year to age 55 and 2% per year thereafter, but not
2- 1/2%. Two percent is 1-1/3% times 1-1/2%, but 2-1/2% is more 
than that, therefore too much. To restrict backloading is quit 
proper. However, for some reason I do not understand, the 
House bill also prohibits frontloading.

Except for the same 33-1/3% leeway, you can't accrue bene
fits more rapidly in the earlier years than the later years. 
This doesn’t make sense at all, for it runs counter to the 
entire intent of the bill to accelerate the achievement of 
retirement security. For instance, the House bill prohibits 
a pension whereby the full pension accrues after, say, 30 years 
at least if there are no early retirement provisions. It 
likewise effectively prohibits a plan with special benefits
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for lower-paid workers, for with a rising pay-scale, this 
would be a front-loaded plan. In some portions of the def
inition of accrued benefits, moreover, the House bill's 
draftsmanship is loose; its precise meaning is opaque.

My principal objective here is to give you an idea of 
how the provisions strike us. In one hour, I couldn't begin 
a satisfactory exposition of what this massive bill contains. 
Let’s start with participation, that is rules on who has to 
be included in a qualified plan.

The Senate bill has a one-year maximum participation 
requirement; with an exception that you may exclude all employees 
under 30. The House is more restrictive. It has adopted an 
age 25 and 1 year rule, with a further rule by floor amendment 
that even someone under 25 must be allowed to participate if 
he has 3 years of service.

We took no serious exception to the Senate rules. The 
Administration had itself suggested a 3-year and age-30 re
quirement. All of these rules are a matter of judgment --of 
whether the benefit to younger employees from very early par
ticipation is worth the added cost. The age 25 and 1 year 
requirement, with the any-age 3 year addition strikes us as 
imposing costs out of proportion to the very small benefits 
derived, in view of high turnover rates at lower ages.
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One problem with participation, is how you define the 
qualifying year of service. We suggested to the Ways and 
Means Committee that this basically be done by Regulations, 
and this suggestion was accepted in the House bill. There 
are some real problems with this definitional area in the 
Senate bill, which in essence defines a year as 5 months and 
a month as 80 hours.

On vesting, the Administration recommended the Rule of 
50. Under the Rule of 50, an employee’s accrued benefits, or 
his accounts, would have to be 50% vested whenever his age and 
years of participation added up to 50. For example, a 43 year 
old employee with 7 years of participation would have to be at 
least 50% vested. Thereafter, he would have to reach 100% 
vesting within 5 more years. We prefer an age-weighted vesting 
rule such as the Rule of 50 largely because it benefits the 
older worker who needs it most. And môst of us will in time 
grow old. Those few among us who will not grow old will not 
need old-age pensions.

The Senate Rule, which the Ways and Means Committee had 
originally tentatively adopted, is not age-weighted. The basic 
rule requires 25% vesting by the end of five-years of partici
pation; 50% by the end of 10-years, and 100% by the end of 
15 years. This provides faster vesting for younger workers 
but slower vesting for older workers than would the Rule of 50.
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As is the proposed participation rule, this is a minimum 
standard. There can be faster vesting if the plan so provides.

The alternative rules proposed, including the Senate Rule, 
tend to waste pension dollars by providing vested sums to 
young people, who don't need them and won't use them for pension I 
protection. These sums will often have to be paid out as lump 
sums, for who would want to hold $300 for an ex-employee for 30 
or 40 years.

While individually insignificant, these sums in the 
aggregate will represent a significant leakage of pension dollars! 
out of the pension system, for, again, turnover rates are high 
at these young ages. The principal reason the amounts will be 
individually insignificant is that constantly rising wage and 
salary levels make pensions earned many years before retirement 
virtually negligible.

For instance, I worked for Sears, Roebuck § Co., back in 
1944, starting at 45 cents an hour, or $18.00 per week. Even 
if a fully-vested pension based on that salary had accrued to 
be held for me to age 65 it really wouldn't do me much good 20 
years from now, when I reach 65. In practice, if the statute 
required vesting of such an amount, I could have been paid off 
in cash with a change-dispenser. An age-weighted rule, like 
the Rule of 50, is a more efficient way to use a given employer 
dollar*to be spent complying with a vesting standard.
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The House bill now allows an age-weighted vesting stand
ard -- a Rule of 45, with the proviso that no vesting is required 
short of 5 years of service. But it gives the employer a choice. 
He can also follow the Senate rule. Or he can have 10-year 100 
cliff vesting --in other words, no vesting before 10 years of 
service, then full vesting. The net effect of all this is to 
weaken the vesting standards by allowing a plan to choose the 
least costly, and therefore least effective rule.

The 10-year cliff vesting approach is particularly trouble
some. Such provisions are found in many union plans today, and 
where there is a strong union, the rule would not bother us.
But for the small employer —  say an incorporated doctor with 
a single nurse, it seems to be an open invitation to discrimi
natory firing, and to be much weaker than present law, which 
has been construed by IRS to require faster vesting than that 
for small nonunion plans, to avoid discrimination.

The House has made certain other decisions related to 
vesting and participation which should be of interest. First, 
the House approved a Senate provision which generally allows 
you, if you have negotiated in good faith over pensions, to 
leave collective-bargaining unit employees out of account in 
testing under the discrimination and coverage requirements.
This will end the bind an employer is in today, if his union 
people reject pension protection at the collective-bargaining 
table, perhaps preferring other benefits. He may not be able
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to provide pensions for his non-union people if their cross 
section contains more highly-compensated or supervisory people.

Also, the House bill, but not the Senate bill, provides 
that an employer would not be required to have a stricter vesting 
standard than the new minimum to avoid a charge of discrimination, 
unless there is a pattern of deliberate firing or reason to 
believe that benefits will be concentrated, through forfeitures, 
among the highly compensated.

This will tend to end the application of conflicting and 
sometimes arbitrary requirements on vesting in the different 
Districts. We are concerned about the 10-year cliff vesting 
alternative in this connection, and the Regulations may leave 
the IRS man on the spot considerable latitude to require more 
rapid vesting in such cases to avoid discrimination, if 10-year 
cliff vesting for new non-union plans is enacted.

The new vesting provisions are effective at once for new 
plans. For plans in existence before December 31, 1974, they 
become effective under the House Bill on a phased-in schedule 
starting in 1976 and ending in 1981. By 1976, an existing 
plan will have to meet half the new requirements under the 
House bill -- that is, if the Senate formula is chosen, for 
example, 12-1/2% after 5 years instead of 25%, and so on to 
50% vesting after 15 years instead of 100%.
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The funding rules, in general, will not apply to most 
insured plans. The rule is that: if the plan is funded ex
clusively by the purchase of individual insurance contracts; 
if such contracts call for level annual premiums to be paid 
not beyond retirement age; if the benefits provided under the 
plan are equal to the benefits provided under each contract 
at normal retirement age; if they are guaranteed by a licensed 
insurance company; if premiums are current, and there are no 
liens on the policy or policy loans during the year, then 
the funding standard doesn't apply.

I will not go into detail on what the funding standard 
is when it does apply. Under current law, you must fund 
normal costs plus at least interest on unfunded past service 
liabilities. The Bill requires you not only to pay interest, 
but also to amortize the principal of the past service lia
bilities. The maximum period of amortization permitted varies 
from 30 to 50 years, depending on whether you are talking 
about the House or Senate bills, single or multi-employer plans, 
and new or existing plans. In addition, experience losses and 
gains must be amortized over 15 or 20 years, in both House and 
Senate versions. Note that only defined benefit plans have 
the funding requirements -- not money purchase, target benefit, 
or profit-sharing plans.
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There are numerous technical refinements and exceptions 
in the rules on participation, vesting, and funding, and 
there are a variety of new technical requirements for qualifi
cation of plans in the House bill, and some of them are also 
in the Senate bill.

For example, "bad-boy" clauses, under which even vested 
benefits could be lost for serious misconduct, will not be 
permitted. The plan must protect widows, by providing that 
annuities are to be joint and survivor annuities, with the 
surviving spouse getting at least 1/2 the joint benefit, unless 
the participant affirmatively elects otherwise. Actuarial re
ductions, of course, are permitted where a joint and survivor 
annuity is to be received. Corporate mergers or other re
organizations are not to be permitted to reduce any participant's 
rights.

Moreover, the plan administrator will have to provide the 
IRS, at least 30 days before the merger, with an actuarial 
statement of valuation evidencing compliance with this require
ment. This is going to be a thorn in the flesh in many mergers 
where fast action is required. The pension plan will now be 
required to contain a spendthrift clause, prohibiting assignment 
or alienation of an employee's interest.

Normal retirement age under the plan will not be allowed 
to exceed the later of age 65 or completion of 10 years service. 
Only if a participant otherwise elects, may an annuity for a
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retired participant go into pay status later than that time.
Plan benefits may no longer be decreased by increases in Social 
Security payments after retirement. Plan applications, except 
the schedule of 25 highest paid employees, must now be made 
open to public inspection. There are numerous new required 
annual or triennial reports.

There is no true portability in the Senate bill. No 
provision allows or requires transfer of unvested pension credits 
between jobs. What is allowed is such transfer, to a central 
fund, on a voluntary basis, of vested credits. This can be 
done under current law. As a voluntary system, the portability 
provisions are relatively harmless and would be very little used. 
They do, however, set up a new bureaucracy and may become the 
entering wedge for true portability.

There is a myriad of types of qualified plans -- pension, 
profit-sharing, stock-bonus; insured and trusteed; fixed benefit, 
target benefit and money purchase; single and multi-employer; 
union and non-union; with almost as many combinations of vesting; 
participation, funding and benefits as there are plans. In 
this milieu, mandatory portability is unthinkable unless some 
kind of rigid conformity were imposed upon the system. We do 
not want to see that day come, for the ability to tailor re
tirement plans to the particular needs of the particular business 
is one of the glories of the private retirement system. We 
oppose the portability provisions. We are pleased that the House
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has decided to strike this title and we hope the Conference 
Committee will follow suit.

We are strongly against the termination insurance scheme 
in both the House and the Senate bills, under which benefit 
losses on plan terminations would be made up. This is really 
business failure insurance. We have studied this subject, we 
believe as carefully as anyone has, and despite the superficial 
appeal of termination insurance, every scheme we have seen or 
been able to devise suffers from incurable defects.

The central issue is whether losses on plan termination 
will in the last instance rest with the insurance fund or with 
the employer. If you make the employer liable for such losses, 
this will help protect the fund from abuse, but it will saddle 
the employer with a liability he and his creditors never ex
pected or bargained for.

Booking of this liability mav trigger default clauses in 
trust indentures and loan agreements, precipitating employer 
bankruptcies and the very losses of pension rights we seek to 
guard against. Banks and other creditors may insist on plan 
terminations as the price of continued extensions of credit. 
Such liability will deter small business from establishing new 
plans for the over 50Vof the nation’s work force not now 
covered. And where new plans are established, they will be 
more likely to be of the money purchase or target benefit 
type -- not covered by funding requirements or termination 

insurance, but with less security for the employee.
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Both House and Senate bills impose employer liability.
In the Senate it is limited to 30% of net worth; in the House 
to 50%. If you don’t have employer liability, there will be 
overwhelming employer temptation and union demands to underfund 
and spend the difference on other benefits; to invest specu
latively; to grant benefit increases lightly, and generally 
to produce an unsound pension system for which all will have 
to pay through ever-rising termination insurance premiums.
We don't think termination insurance, as so far presented, is 
a good answer.

What is the answer to losses of vested benefits on plan 
terminations? First, better funding and fiduciary standards, 
vigorously enforced. Second, we should face the fact that 
the real problem with plan terminations is not that an employee 
doesn’t get a certain level of pension benefits. The uncovered 
half of our work force fares no better than that on retirement. 
And among covered employees, those with money-purchase plans 
know that they will get whatever their fund gives them, no more 
and no less. The risks of market fluctuations are on them, 
and they know it, or should. Such employees, and the uncovered 
half, will get no new funding standard; no termination insurance. 
The real problem, is that the employee in a defined-benefit plan 
has been led to expect a fixed level of pension. He may not 
read, still less comprehend, the fine print, under which pensions 
are payable only to the extent funded, and under which a par-
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ticular order of priorities for payout on termination of an 
underfunded plan is provided.

The problem is that he may not understand nor appreciate 
the risk of benefit loss on premature termination which inheres 
in almost any defined benefit plan. Even if termination in
surance were not to be enacted, therefore, we believe that 
study should be given to mechanisms for ensuring that employees 
know at all times just where they stand, how sound the funding 
is, and what the risks are.

The risks of loss of vested pension benefits on termination 
are in fact usually quite small. In 1972, for example, xmly 
8,450 employees and retirees, or 4/100 of 1% of a covered work 
force of 23 million, lost vested benefits due to plan termi
nations. However small the risk, and however much it will be 
mitigated with better funding and fiduciary rules, and even 
with termination insurance, we believe serious study should be 
given to ensuring that the residual risks are realistically 
explained to, and understood by, the many employees who par
ticipate in defined benefit plans.

Despite all this, it is now clear that we're going to get 
some form of termination insurance. Thus for the first time, 
the price of setting up a defined-benefit plan is not merely 
the deposit in trust of the actuarially-computed amounts ex
pected to be necessary to meet thepension promised, but the 
employer's underwriting, in effect, of the stock market, assuming
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personal liability for the pensions expected by his employees.
: ?" We hope this will not lead to trouble, but we are appre

hensive about what can happen in the event of a serious economic 
decline, with stock values tumbling and employers in economic 
difficulties. The added liabilities to the termination insurance 
fund could prove very troublesome indeed. Termination insurance 
will not be required, under the House bill, for the type of fully 
insured plans to which the funding requirements do not apply.

Both Senate and House bills contain extensive requirements 
setting fiduciary standards and new reporting and disclosure 
requirements. In general, we prefer the Senate version for it 
has better thought out and more effective fiduciary standards. 
Both bills apply, in general, a prudent man standard. One 
serious defect with thé House bill, is that it permits self- 
dealing with tfust funds, unless the consideration is inadequate. 
This is too much- of a license to cheat, since there is no fool- 
proof way to value such assets as closely-^held corporate stocks 
or real estate.

A failing company will be too strongly tempted to use its 
plan assets wrongfully as a crutch just when the employees may 
need them most. Strong fiduciary standards will avert tragedies.

These requirements are primarily within the Labor Depart
ment’s j üri sdi'Ct ion.-
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Subtitle B of the Ways and Means portion of the bill 
covers amendments to the Infernal Revenue Code which have no 
Labor counterpart. For example, the H.R. 10 Plan anilUal ctfffrf 
tribution limit has been raised in both Houses to $7,500, or 
151 of compensation, if that is less. The present limits * as 
you know, are 101 or $2,500. The Treasuryrs philosophy bn ; 
plans for the self-employed is basically that artificial lines 
which arbitrarily differentiate permitted contribution or 
benefit levels according to the form of business organization 
are undesirable.

To the extent revenue considerations permit, we should 
move in the direction of ending them; It is for this reason 
that we recommended an increase to the lesser of 15% of compen- 
sation or $7,500 in H.R. 10 Plan contribution limits* This has 
now been approved both by the Senate and the House and I believe 
it is certain to be enacted. At the same time, we do not rule 
out the possibility that greater safeguards against abuse tftay 
be more necessary in circumstances where there is an unusually 
high proportion of proprietary or highly-compensated employees 
than where there is not. A large work-force, of course, pro
vides its own guarantees against excessively rich plans.

In the light of this basic policy view, we were, generally 
speaking, unopposed to the provisions of Subtitle B of the Bill 
as passed by the House. As indicated, we strongly favored the 
increase to 15%, or $7,500 per year of H.R. 10 contribution
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limits. We do not oppose the maximum $100,000 base on which 
H.R. 10 contributions may be applied. fWe would, however have 
preferred to see cost-of-living escalators on thes.e numbers, 
so thpy don’t become too restrictive through time and con- 
tinued inflation. .. , ; * ' , ^ * - i jnEi'ioq

On the House floor, such an escalator for the $7,500 was , 
narrowly rejected, .although the House has agreed to such an 
escalator on the companion $75,000 a year limit for qualified 
corporate pensions. As you are aware, the Senate1s 75% of 
salary limit on pensions was dropped by the Ways and Means 
Committee. We do not expect it to be revived in conference.
The changes made in the House will make the Senate contribution 
limits much less unpalatable than they might otherwise be.
With the changes, the Administration has taken no position 
either way on the $75,000 limit itself for corporate plans,. m  

We d i d  n o t  s p o n s o r  t h i s  l i m i t .  ; - .  5 -  11 • r  if S

A corresponding limit of $25,000 a year, or 25% of com
pensation for payments into corporate defined contribution 
plans has also been adopted, and there are complex provisions 
for meshing one limit with the other where there are both types 
of plans. Again, we take no position either way on these limits 

We strongly approve the adoption by both Houses of the 
Individual Retirement Act, or IRA, allowing anybody who is not 
a participant in a qualified plan to set aside annually a sum 
-- as much as the lesser of 20% of earned income or $1,500 per
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year -- for his retirement. We would still like to see this 
priviledge extended to people who are participants in quali
fied plans, but with inadequate coverage thereunder, so that 
they could make up the difference through the IRA. One im
portant feature of the IRA which we are particularly pleased 
with is the rollover, or portability, potential it has.

Under this provision, you can avoid the tax on a lump-sum 
distribution from a qualified plan, or H.R. 10 Plan, by rolling 
it over into an IRA account. This will help reduce leakage of 
tax-benefited funds from the retirement system.

We believe it is unconscionable to tell the uncovered 
that through their taxes they must help make up the $4 billion 
of tax revenues lost annually to qualified plans, for other 
people to retire on, and yet cannot themselves put aside even 
one tax-deferred dollar for their own retirement. The IRA will 
remedy this current injustice.
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FINANCIAL INSTITUTIONS ACT OF 1973 
SUMMARY

The purpose of this Act is to create a more efficient financial 
Irstem. This implies, highest possible interest rates to savers, 
towest possible interest rates to borrowers, and assurance o p suffi
rent funds to meet credit demands at all times.

Differentials would be eliminated between commercial banks and 
Kirift institutions in four steps over approximately four years, and 
a truth-in-savings provision added for depositors.

Thrift associations would have access to the check clearing pro
cess and authority to engage in credit card operations. Banks would 
be empowered to offer savings accounts and negotiable orders of 
Withdrawal (N.O.W.) to all customers, individual and corporate. Cur- 
jrently, they are limited to individuals.

Increased income and liquidity would be permitted thrift insti
tuions through portfolio diversification and acquisition of shorter 
erm assets. Restrictions would be liberalized on consumer, realty, 
nd construction loans, community welfare and development investménts, 
fid commercial paper and corporate debt securities.

National bank rules on real estate loans would be liberalized, and 
a leeway authority given for community welfare and development in
vestments.

The dual banking system would be strengthened by authorizing stock 
thrift institutions at the Federal level. Federal law pertaining to credit 
[nions would be modernized to facilitate operations in different economic
)eriods0 . , , ,r .[ Interest ceilings placed upon Federal Housing insured, and Veterans 
Administration guaranteed loans would be removed, thus lessening the 
widespread use of "points** while easing availability of funds from these
sources. ‘ , „ , , . ,A uniform tax formula would be substituted for the subsidy now
)rovided the residential mortgage market through special bad debt 
reserve deductions for thrift institutions. #

The recommendations will have the effect of providing a broader, 
theaper range of financial services for consumers, and a market, or 
near market rate of return for savers. Borrowers will have a greater 
assurance that credit will be available when needed at reasonable rates, 
and the Nation's financial institutions will be less dependent on
government for their viability. , ,Transmitted to Congress October 12, 1973, the Act was introduced as 
H.R. 10990 and referred to both the Banking and Currency and the House
[ia|s § Means Committees. _ .

The House is waiting for Senate action on the measure, introduced 
as S-2591 October 18, 1973. Hearings, begun November 8, 1973 with 
testimony by Treasury and the Comptroller of the Currency witnesses, 
were resumed May 17, before the Senate Banking, Housing and 
Urban Affairs Subcommittee on the Financial Institutions Act.

oOo
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FOR R E L E A S E  UPON D E L IV E R Y

STATEMENT OF THE HONORABLE W ILLIA M  E .  SIMON 
SECRETA RY OF THE TREASURY  

BEFO R E THE SUBCOMMITTEE ON F IN A N C IA L  IN S T IT U T IO N S  
OF THE SENATE COMMITTEE ON BANKING, HOUSING,

AND URBAN A F F A I R S  
MONDAY, MAY 13, 1974, 9:45 A .M .

M r .  C h a i r m a n  a n d  M e m b e r s  o f  t h e  C o m m i t t e e :

It is a pleasure for me to appear this morning to 
reaffirm the Administration's total commitment to reform 
of the financial system and to review again our specific 
proposals for achieving this goal contained in S. 2591.

L a s t  N o v e m b e r  I  t e s t i f i e d  b e f o r e  t h i s  s u b c o m m i t t e e  a n d  

s t r e s s e d  t h e  u r g e n c y  o f  a c t i n g  o n  t h e s e  m e a s u r e s  w h i c h :

(1) will create a more efficient financial system, with con
sumer and mortgage credit more available; (2) will create 
a financial system that not only serves the borrower but also 
the consumer—saver ; (3) will create a financial system that
serves all the needs of the community; (4) will free the finan 
cial institutions from their dependence on government support 
in times of difficulty; and (5) will provide a more stable 
and constant flow of funds into housing.

F i r s t  o f  a l l ,  w e m u s t  r e a l i z e  t h a t  o u r  f i n a n c i a l  i n s t i 

t u t i o n s  c o n t i n u e  t o  o p e r a t e  u n d e r  a  s y s t e m  t h a t  i s  o u t d a t e d  

i n  m a n y  r e s p e c t s .  E v e n t s  d u r i n g  t h e  l a s t  d e c a d e  h a v e  

r e v e a l e d  s i g n i f i c a n t  d e f e c t s  i n  o u r  f i n a n c i a l  m a r k e t s  i n  

g e n e r a l  a n d  o u r  f i n a n c i a l  i n s t i t u t i o n s  i n  p a r t i c u l a r .  T h e
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credit crunch of 1966, the monetary and gold crises of 1968, 
the severe squeeze of 1969-1970, as well as the interest 
rate crunch of 1973, illustrate that our system does not 
adjust well to short-term changes in economic and financial 
conditions.

Our financial system, like any system which has not 
been updated, needs to be brought into the twentieth century. 
Presently, it is a system which responds to changes in 
monetary policy with overt spasms, to the detriment of both 
savers and borrowers. The reactions in our financial 
system result in an overabundance of money flowing into 
institutions at certain times in our business cycle followed 
by a total cessation of deposits and even large with
drawals at other times. They have been exacerbated by, and 
in large part caused by, the rigidities built into our 
banking laws over the past six decades. Financial institu
tion laws simply have not kept up with changing times, and 
the increased intensity and frequency of these spasms are 
testimony to that fact. We must strive to create laws which 
will allow our financial institutions to change with chang
ing times and to provide the services their communities 
need; to collect the savings of these communities; and to 
make loans to customers in the most efficient, prudent and 
responsive manner possible.
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Savings and loan associations and mutual savings banks 
have lost large amounts of savings in the past 2 months be
cause of governmentally imposed ceiling rates on time deposits 
required by the rigid asset structures of these institutions 
FHLB advances, at an all time high of $7.0 billion last year, 
will be exceeded this year. The problem reached the point 
where the President felt the need to apply emergency measures 
to prevent the possibility either of housing credit drying up 
altogether, or of mortgage rates soaring upward out of the reach of

all but the wealthiest. The President*s program of an additional 
$3 billion for the GNMA tandem plan, $4 billion in additional 
FHLB advances, and $3 billion in Treasury forward commitments 
to the FHLB is designed to aid housing and ease the stresses 
on savings institutions, but it binds the government even more 
firmly to supporting the rickety structure of financial inter
mediaries with what are basically ad hoc solutions to their 
problems.

The only approach to solving the problem is 
through a fundamental restructuring of the financial system. 
Regulation Q ceilings hold down deposit rates but do not pro
tect thrifts from disintermediation. To the contrary, they 
encourage savings outflows and will do so even more as savers 
learn where the higher rates can be obtained and as competition 
for their funds becomes even more fierce. Home Loan Bank 
advances to member institutions are not solutions at all -
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just fingers in the dike. Our encouragement of a market 
for mortages should be carried out for its own sake - not 
as a stopgap measure to cure temporary crises.

The present stresses in the financial system, in part 
the result of uncontained inflation and in part the result 
of our anti-inflationary efforts, clearly demonstrate that 
it is now more important than ever for us to act. Although 
it might be easier to implement these changes during a period 
of economic and financial calm, we cannot wait for such a 
period to arrive. We must strengthen the system so that it 
can withstand the pressures whenever they arise, and we must 
do so as soon as possible.

Our savings, depositary and capital needs are not the 
same as they were ten years ago, and ten years from now they 
will not be the same as they are now. Improved flexibility 
is the most important reform we can build into the financial 
system. Our financial institutions must be given the flexi
bility to evolve —  to meet the demands of the future. These 
demands will be met, but the question is whether or not they 
will be met within the framework of our existing financial 
institutions. Without the flexibility to begin this evolu
tionary process, our institutions will either respond to

change, serve emerqing needs, and grow, or thev will remain 
inflexible and shrink.
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Many of the witnesses you will hear in the coming week 

will support certain provisions of the reform and oppose 
other recommendations. The proposed Financial Institution 
Act was carefully and painstakingly worked out over almost 
two years of review and consultation. It represents a 
balanced, consistent and attainable'set of reforms. In 
order to remain balanced, the various proposals within the 
package must be considered together. They cannot be 
approached piecemeal without the risk of promoting even 
greater imbalance in the system.

Briefly, the Act seeks to improve the efficiency and 
independence of all institutions within our financial 
structure through greater reliance on market determination 
of the cost and availability of credit, safeguarded by 
existing regulatory agencies. We wish to simplify the 
structure of financial markets and at the same time to 
strengthen the private institutions and increase their 
flexibility and ability to deal both with rapidly changing 
market conditions and with the evolution of our economy. 
This is one of the basic thrusts of the entire legislative 
proposal, which relaxes many of the asset and liability 
restrictions applying to savings and banking institutions, 
and which eliminates ultimately self-defeating regulatory 
measures such as ceiling rates for time deposits and for 
FHA and VA guaranteed mortgages.
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By removing these unnecessary restrictions, we also 
expect to bettor serve the public in the areas of housing 
and housing credit. In particular, the proposed mortgage 
tax credit, which operates through the free market, and which 
affects the basic determinants of the demand and supply for 
housing mortgage credit, will broaden the sources of housing 
credit without impairing the now specialized institutions 
which have had to rely on a loss reserve unrelated to their 
loss experience.

I want to stress that the proposed legislation is a 
coordinated package, not a collection of independent measures. 
Its individual components complement and balance each other.
For example, the phased abolition of Regulation Q and other 
ceiling rates for time deposits at commercial banks and thrift 
institutions is closely related to expanded asset and liability 
powers, especially for the thrifts. To implement one of these 
changes without the others would be seriously disruptive..

Currently, differential ceilings are maintained by 
regulation to the disadvantage of savers in order to shelter 
thrift institutions, from the competitive strength of commercial 
banks with their ability to dominate in the attraction of 
savings funds. Rather than arbitrary ceilings and differentials 
we want a strengthening of the asset and deposit structures of 
savings institutions, so that they will be able to compete 
effectively with the commercial banks without the need for 
governmental props.
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We also want to assist the small saverv As our savings 

institutions have changed, his position has changed as well.

Less than ten years ago passbook accounts were the usual means 
of accumulating savings currently, however, they represent less 
than half of all savings and time deposits. In their place 
there has been a marked growth of interest sensitive, larger 
certificate accounts with fixed maturities, and higher yields.
The passbook saver has been neglected and even penalized by the

ceiling rates set by regulatory agencies. This is especially 
true for those with accounts of less than $1,000 and yet, for 
example, these accounts represent more than half the total 
number of time and savings deposits at commercial banks.

Let me briefly review the proposed legislation:
(1) Expanded Deposit Services Banks will be able to 

offer negotiable order of withdrawal (N.O.W.) accounts to all 
depositors, and savings accounts to corporations. Federally 
chartered thrift institutions will be able to provide demand 
deposits, N.O.W. accounts and credit cards to all depositors 
and customers. Federal insurance will be available to state- 
chartered savings and loan associations without their being 
required to join the FHLB system.

(2) Expanded Asset Powers Thrifts will be able to loan 
up to 10% of their total assets to consumers. Commercial banks 
and thrift institutions will be able to engage in a limited 
amount of community development lending. Real estate loans
by both will be permitted without any special legal restrictions.
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Thrifts will be able to acquire high grade corporate and 
municipal debt obligations and extend construction loans 
not tied to permanent financing» A wider range of assets will 
be permitted to be used for Federal Reserve discounts and 
FHLB advances.

(3) Increasing Competition and Protecting Small Savers:
As reduced asset and liability restrictions enable thrift 
institutions compete more effectively for savings. Artificial 
restraints upon the efficient allocation of credit by financial 
institutions such as ceilings on rates paid for time deposits 
will also be eliminated. Full disclosure of interest payment 
conditions will be required through a Truth-in-Savings Provision, 
In addition, differential tax treatment of thrift institutions, 
another symptom of their present comparative weakness, will be 
eliminated as the sources of that weakness are also eliminated.

(4) Insulating The Housing Sector Two additional measures 
will further reduce the differential impact of monetary policy 
upon mortgage credit. First, a tax credit of between one and 
one-half and three and one-half percent of interest income from 
residential mortgages will be made available to holders of 
mortgage assets based on the percentage of their assests in 
residential mortgages. Thrift institutions will be the chief 
beneficiaries of this provision, but Commercial Banks will also 
be encouraged to increase the amount of residential mortgages in 
their portfolios. Individuals will also recieve a flat 1%% 
credit. Second, interest rate ceilings on FHA and VA guaranteed
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mortgages will be abolished, eliminating a number of aspects 
of credit rationing and hidden interest charges.

(5) Strengthening Credit Unions Credit unions will be 
permitted access to a NCUA-administered Central Discount Fund 
for emergency liquidity purposes. In addition they will be 
given an option of conversion to a mutual thrift institution 
form if they desire, which, although not tax exempt, will have 
the broad range of asset and liability powers established in 
the other provisions of the Act.

We believe, Mr. Chairman, that enactment of these 
measures will strengthen the financial system to better 
withstand the pressures of varying monetary conditions, to 
efficiently channel resources to their most productive or 
most socially desired use, and to freely respond to changing 
private or public priorities. While we do not suggest that 
this proposed legislation is a final solution to the problems 
of our financial system we do believe that it is a good 
beginning. As our institutions and our needs evolve, the 
competitive environment the Act promotes will enable the 
financial system to easily adapt to those needs through 
existing institutions.

I would re-emphasize that today we are faced with 
economic and monetary conditions that again raise serious 
questions about the viability of our financial institutions.
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Because of ever-increasing Government regulations, many 
of which had their origin in the 1930Ts, banks, and parties 
ularly savings and loan institutions, have come to rely 
excessively on the Federal Government to carry them through 
periods of monetary restraint.' Additionally, consumer', 
interests have been severely penalized. Consumer savers have 
not been allowed a fair return on their savings, and consumer 
borrowers have suffered through periods of credit unavail
ability .

Such problems cannot be resolved by piece-meal, interim 
changes in the financial system. We recognize that the 
demands for credit will be heavy in the years ahead, and 
what we need is a permanent system that will provide sufficient 
freedom in our financial markets to assure that the various 
institutions competing in those markets have the same powers 
and the same flexibility. Our recommendations will accomplish 
this, and what's as important, the result will be increased 
benefits to housing because all financial institutions will have 
greater incentives to invest in housing. We are not only 
concerned with the total number of houses built in \a decade 
but also with the ability to generate a high level of housing 
starts on a more constant basis, year-in and year-out, and our 
recommendations are aimed at providing a more constant flow 
of funds into housing by allowing housing finance to draw 
from a much larger pool of institutions.
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We commend this Committee for Its willingness to 
undertake Improvement of our financial Institutions. We 
wish again to stress the urgency of our need for a package 
of reforms that once and for all will end the crises and 
resulting patchwork solutions to problems that emerge 
whenever restrictive monetary measures are employed. The 
Financial Institutions Act will accomplish this, and we again 
urge its enactment.



STATEMENT OF THE HONORABLE PAUL A. VOLCKER 
THE UNDER SECRETARY OF THE TREASURY 

FOR MONETARY AFFAIRS 
BEFORE THE COMMITTEE ON WAYS AND MEANS 

OF THE HOUSE OF REPRESENTATIVES 
ON EXTENSION OF THE DEBT LIMIT 

MONDAY, MAY 13, 1974, AT 10:00 A.M.

Mr. Chairman and Members of the Committee:

We have again come to that time of year when it is 

fitting to present revised Budget estimates, to review the 

Budget outlook, and to assess that outlook under current 

economic circumstances. This review would be timely whether 

or not it were necessary also to discuss action on the 

statutory debt limit.

The temporary debt limit of $475.7 billion will, however, 

expire on June 30, 1974, and without Congressional action the 

debt limit will revert to its permanent ceiling of $400 

billion on July 1. Since the debt subject to statutory limit 

will exceed the permanent limit on that date by approximately 

$75 billion -- more or less depending on the exact level of 

the cash balance -- Congressional action will be necessary to

WS-2
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maintain the borrowing authority and the credit of the United 

States Government.

As a tesult primarily of final reports on nonwithheld 

personal income tax receipts in April, the Treasury's cash 

and debt situation is somewhat improved over our expectations 

of late last month when these hearings were first scheduled.

This improvement, which also reflects some favorable develop

ments on the outlay side, means that the squeeze on the debt 

limit at the end of May should be less severe than anticipated 

a few weeks ago.

Nevertheless, if the debt limit is not raised by that 

time, it appears we will have to retire debt temporarily at 

the end of this month to avoid exceeding the present limit.

A similar situation is expected to develop during the last 

few days of June, when we could be at or above the temporary 

debt limit unless we take special measures. This situation 

is not consistent with orderly financing patterns and practices; 

and in any event, with the expiration of the temporary debt 

ceiling on June 30, the need for a new debt limit will be 

imperative. We propose legislative action adequate to take 

care of anticipated debt needs through fiscal year 1975.
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Attached to my statement are the usual tables. The 

first of these shows actual operating balances and debt 

subject to limit through April 30 and estimated debt subject 

to limit at the end of May and June of this year, assuming 

a $6 billion cash balance on the latter dates. Table 2 

extends these estimates through fiscal 1975, based on the 

conventional assumptions of a $6 billion cash balance and a 

$3 billion margin for contingencies. However, unlike earlier 

years, we have added a further $3 billion dollar contingency 

for loans to the Federal Home Loan Bank System, reflecting 

the housing measures announced by the President on Friday. 

Among those measures, the Treasury under existing legislation, 

will provide standby lending authority to support commitments 

of purchases of conventional mortgages by the FHLB System up 

to $3 billion. Such loans to the FHLB System, if utilized, 

will increase our own cash needs and borrowing requirements 

by the same amount.

The revised Budget figures for fiscal years 1974 and 

1975, which underly these estimates, are reflected in Table 3. 

The expenditure figures will be discussed in detail by the 

Director of the Office of Management and Budget * Changes in 

revenue estimates are shown in Tables 4 and 5. Apart
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from the effects of the action taken by this Committee with 

respect to taxation of the petroleum industry, the principal 

changes reflect some shortfall of corporate income tax receipts 

from earlier estimates, despite the fact that profits themselves 

appear to be running up to the assumptions that underly the 

budget projections.

As this Committee is well aware, changes in the public 

debt are related more directly to the surplus or deficit in 

the Federal funds than in the unified budget surplus or deficit. 

The current relationships between these budgetary concepts is 

shown in Table 3.

In summary, the unified budget is now projected to be in 

deficit by $3.5 billion in fiscal 1974, a somewhat smaller 

figure than projected in February. In fiscal 1975, the unified 

budget is projected at $11.4 billion. In contrast the Federal 

funds budget, which includes receipts and expenditures handled 

by the Government as "owner," is now projected to be in deficit 

by $17-1/2 billion in fiscal 1974 and this deficit will increase 

to nearly $20 billion in fiscal 1975.

This Federal funds deficit results from the fact that large 

expenditures are made from the Federal funds into the trust funds, 

and not to the public. As a result of these intra-governmental 

payments, the trust funds will have a surplus of $8.5 billion.
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Since we are required to invest this trust fund surplus in 

Government securities, the result will be to increase the 

public debt during fiscal year 1975 by more than twice the 

unified budget deficit.

As you may see by reviewing our projections on Table 2, 

it will be necessary to provide a temporary limit of $505 

billion in fiscal 1975 to meet the contingency requirements.

I should again stress the desirability of a realistic 

margin for contingencies in the statutory debt limit. An 

error of only 1 percent in either outlays or receipts amounts 

to approximately $3 billion, the whole amount of the con

ventional contingency allowance. I know of no business that 

could operate effectively if committed to so small a margin 

for errors in estimates or unforeseen developments.

As you know, the Congress last fall reduced the Admini

stration’s debt limit request by $4.3 billion in enacting 

the $475.7 billion temporary debt ceiling. That reduction, 

which cut away any contingency allowance, has created a 

situation in which there have been problems in managing the 

Treasury's cash position with prudence and full effective

ness. Specifically, we felt obliged to operate with an unduly 

low cash balance in the first part of April -- dropping to 

about $2 billion, enough to cover expenditures for only one 

and a half working days -- in part because of a debt limit
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problem we anticipated would develop immediately thereafter.

As our projections indicate there is another problem period

at the end of May, which, in the absence of legislation, will

have to be met through the temporary reduction of debt. In

mid June, we have a problem similar to the April problem;

again we will feel obliged to operate with an unduly low

cash balance over the middle of the month to help avoid a

debt limit problem. And, finally, also as our projections
*

show, we will be able to remain under the debt limit at the 

end of June only by holding our cash balance to a lower figure 

than would otherwise be desirable in light of the fact that 

both July and August are large deficit months.

Also, in managing our cash and debt, we are inevitably 

subject to the uncertainties arising from changes or 

disturbances in domestic or international markets. Such 

contingencies seldom eventuate. But in looking many months 

ahead, we need a reasonable margin for handling unexpected 

needs -- even though the needs may be temporary and are not 

related to changes in the basic flows of receipts and ex

penditures .

I should also mention that the lapse in the Treasury's 

authority to borrow directly from the Federal Reserve System



7

has complicated the Treasury's debt management task. We are 

hopeful that the problems which have held up passage of the 

direct borrowing authority legislation will soon be resolved. 

In the interim, we have attempted to deal with the situation 

by developing new short-term market borrowing techniques to 

insure a capacity to raise funds on short notice in the face 

of unanticipated needs. However, such short-term borrowing 

could in some circumstances be unnecessarily costly and 

disturbing to the market, and is not a fully effective 

substitute for access to the Federal Reserve in emergency 

situations.

The tight debt ceiling enacted in December 1973, economic 

conditions, and the Federal Budget revisions since then 

jointly bring out one of anomalies in the use of the debt 

limit as an instrument of control over fiscal policy. A 

slowdown in real economic growth such as that in late 1973 

and so far this year can produce a shortfall in Federal 

revenues. At such times, a very tight debt limit, by 

impairing our ability to borrow to offset the revenue loss, 

could complicate the Government's ability to deal with the 

situation in a constructive fashion. Indeed, the effect
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could be quite perverse until the Congress was able to increase 

the debt limit.

In a time of excessive economic expansion or inflation, 

on the other hand, when receipts are rising and there is a 

need for fiscal restraint, the need for borrowing is likely 

to be reduced, and the debt limit becomes ineffective.

It may be useful at this poi^t for me to comment about 

the tax cut proposals that are being put forward to stimulate 

economic activity.

Currently, as you know, wè have been going through a very 

difficult period in which inflation has been very high and 

production has been falling. In assessing these contrasting 

developments, which do not fit usual "text book" descriptions 

of the economy, I would emphasize that the decline in production, 

has been concentrated primarily in the automobile industry 

and other sectors directly affected by the energy crisis.

This weakness has not spread generally through the economy. 

Indeed, most basic industries are still operating at practical 

capacity. Shortages continue to be a major problem, rather 

than a lack of orders and sales, and these shortages lead to 

pressures on prices.

Under these circumstances, a tax cut or further general
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fiscal stimulus, would be damaging. It could do little to 

boost physical production and employment over most areas of 

the econctay. But, by adding to demand, it would add to the 

already virulent inflation. That inflation is quite 

obviously much too high. Instead of taking further risks 

of worsening it, our first priority must be to reinforce 

the reasonable prospect that it should slow down later in 

the year by limiting monetary growth and maintaining effective 

fiscal control. A tax cut at this juncture would run directly 

counter to this goal.

Finally, in what is likely to be my last appearance before 

you as Under Secretary of the Treasury for Monetary Affairs,

I would like to refer to two more technical matters of concern 

to this Committee.

Immense confusion has been generated in the minds of the 

public because of the separation of the link between the debt 

subject to limit and the unified budget surplus or deficit.

The anomaly of the debt limit concept employed today is that 

the unified budget can be balanced or in surplus and we can 

still need an increase in the debt limit.

For instance, we are now looking at a fiscal year 1974 

unified budget which is reasonably close to balance, but the
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debt subject to limit in that same fiscal year will have in

creased by about $14 billion. In fiscal year 1975, the 

unified budget deficit is now estimated to be in the vicinity 

of $11-1/2 billion, but the debt subject to limit will in

crease by about $20 billion.

The budget and debt limit concepts could be brought

back together and made easier for the American people to

understand, if the debt limit pertained only to those portions
*

of the debt not held by arms of the Federal government itself. 

Proposals of this sort were made before this Committee -- and 

rejected -- when the concept of the unified budget, was new.

I believe it would be useful to review that decision in the 

light of experience, and in the light of the effort to reform 

the budgetary procedures in the Congress.

In another area of financial management, the Treasury 

has for some months been studying whether changes should be 

made in its tax and loan account system. Under this system, 

which has been in effect since World War I, certain taxes 

are paid into Treasury tax and loan accounts in commercial 

banks. The Treasury then calls the money out of these 

accounts as it is needed for disbursements, thus avoiding 

disruptive effects on the money market that Treasury opera-
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tions would otherwise cause.

In view of the recent high levels of interest rates, 

the Treasury had become concerned that the imputed earnings 

value of these deposits had become considerably greater than 

the value of the services banks perform for the Government.

Our study had revealed that this is so, and we are now in 

the process of deciding how the value can best be recouped, 

bearing in mind that it must be done without upsetting the 

money market or delaying tax collections. It is possible 

that we will need to propose that we be given a limited 

authority to invest a portion of our operating balances to 

improve the efficiency of our cash management, an authority 

which we now lack. We will be publishing our report shortly, 

making our conclusions known to the Congress and the public.

In conclusion, I would urge upon the Congress one further 

point. Great uncertainty and agonizing problems for the 

Administration and the Congress have been created on more 

than one occasion in recent years because of difficulties 

in achieving timely enactment of a new debt limit, in part 

because of the addition of unrelated and highly controversial 

provisions to this necessary legislation. I am most strongly
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convinced that review of the debt limit and these hearings 

can be an occasion for orderly review by this Committee of 

the financing of the Federal Government, and its relationship 

to economic developments. However, this necessary and 

desirable process should not be permitted to threaten, as 

it sometimes has, a financial crisis for our Government 

as a byproduct of controversy over other measures. I know 

this Committee has itself operated consistently on this 

basis in the past, and I look forward to your early action 

in this instance.

Attachments - 5

0O0



TABLE 1

PUBLIC DEBT SUBJECT TO LIMITATION 
FISCAL YEAR 1974

Based on Estimated Budget Outlays of 
$269.5 Billion and Receipts of $266.0 Billion

($ Billions)

Operating 
Cash Balance

Public Debt 
Subject to 
Limitation

1973 ACTUAL

June 30 $12.6 $459.1

July 31 7.2 460.0

Aug. 31 3.1 462.8

Sept. 30 8.3 462.4

Oct. 31 5.7 463.4

Nov. 30 4.7 465.0

Dec. 31 10.4 470.8

1974

Jan. 31 10.5 469.1

Feb. 28 7.7 471.6

Mar. 31 8.4 475.4

Apr. 30 11.5 472.9

ESTIMATED

May 31 6 475

June 30 6 474

Office of the Fiscal Assistant Secretary- May 13, 1974



TABLE 2

PUBLIC DEBT SUBJECT TO LIMITATION 
FISCAL YEAR 1975

Based on Estimated Budget Outlays of 
$305,4 Billion and Receipts of $294.0 Billion

($ Billions)

Operating 
Cash Balance

Public Debt 
Subject to 
Limitation

With Usual 
$3 billion 
Margin for 
Contingencies

With Allowance 
for Contingency 
of $3 billion 
Federal Home 
Loan Bank 
Borrowing 1/

1974

June 30 $6 $474 $477 $477
July 31 6 478 481 481
Aug. 31 6 483 486 486
Sept. 30 6 480 483 484

Oct. 31 6 482 485 486
Nov. 30 6 486 489 491
Dec. 31 6 488 491 493

1975

Jan. 31 6 486 489 492
Feb. 28 6 492 495 498

Mar. 31 6 495 498 501

Apr. 30 6 492 495 498

May 31 6 499 502 505

June 30 6 494 497 500

1/ Announced in Housing Policy Statement by President on May 10, 1974; 
not included in outlay assumption of $305.4 billion.

Office of the Fiscal Assistant Secretary May 13, 1974



TABLE 3

BUDGET SUMMARY 
($ Billions)

1974 1975

Receipts:

Federal Funds . ................................

Trust Funds ...... . ....
Inter-Fund transactions .

___ $181.8
___ 105.3
.... 21.1

$201.4
116.8
24.2

Total budget receipts . .... 266.0 294.0

Outlays :

Federal Funds ..........
Trust Funds . . . . . . . . . . . . .

.... 199.3 

.... 91.3
221.3 

„ 108.3
Inter-Fund transactions . . . . .  21.1 24.2

Total budget outlays . . . . . .  269.5 305.4

Surplus or Deficit (-) :

Federal Funds ...........
Trust Funds .............

.... -17.5 

.... 14o 0
-19.9

8.5

Total budget ......... . . o .  - 3.5 -11.4

May 13, 1974







DepartmentoftheTREASURY
I hiNGTON. DC 20220 TELEPHONE W04-2041

May 13, 1974-

NOTE TO CORRESPONDENTS:

Minister Willem Duisenberg of the Netherlands and U.S. 
Secretary of the Treasury William Simon held exploratory 
discussions today on the future role of gold in interna
tional monetary arrangements.

Minister Duisenberg outlined recent discussions among 
the ministers of finance of the European Community. He 
reported that the Ministers have agreed on two general 
propositions. First, they have re-asserted that the SDR 
should become the principal reserve asset in the future 
system, and that arrangements for gold in the interim period 
should not be inconsistent with that goal. Second, they 
have agreed that such interim arrangements should enable 
monetary authorities to effectively utilize the monetary 
gold stocks as instruments of international settlement.

Secretary Simon agreed with Minister Duisenberg that 
we should seek to settle the future role of gold, including 
interim steps, by agreement on the widest possible inter
national basis. The Secretary made clear his view that in 
considering any proposals a primary consideration should be 
the necessity of insuring that any changes in the interna
tional agreements relating to gold would facilitate the 
continuing orderly diminution of the international monetary 
role of gold and would contribute to the_continuing evolu
tion of economically responsive international monetary 
arrangements.

0 O0



I Department of theTREASURY
■ S H IN G T O N . D.C. 20220 TELEPHONE W04-2041

foe RELEASE 6:30 P.M. May 13, 1974

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $2.6 billion of 13-week Treasury bills and for $1.9 billion 
of 26-week Treasury bills, both series to be issued on May 16, 1974, were
obened at the Federal Reserve Banks today. The details are as follows:

range of accepted
■MPETITIVE BIDS:

13-week bills 
maturing August 15, 1974

Price
Equivalent 
annual rate

26-week bills
maturing November 14, 1974

Price
Equivalent 
annual rate

High 98.000
Low 97.955
Average 97.972

7.912%
8.090%
8.023% 1/

95.973
95.911
95.940

7.965% 
8.088% 
8.031% 1/

Tenders at the low price for the 13-week bills were allotted 75%. 
Tenders at the low price for the 26-week bills were allotted 2%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:
District Applied For Accepted Applied For Accepted»
Boston $ 49,375,000 $ 39,375,000 $ 37,380,000 $ 24,930,000
New York 3,004,130,000 2,049,320,000 2,504,140,000 1,412,435,000
Philadelphia 34,350,000 34,100,000 45,085,000 20,085,000
Cleveland 51,720,000 51,720,000 49,550,000 34,150,000
Richmond 48,580,000 47,070,000 27,680,000 25,440,000
Atlanta 44,510,000 38,820,000 36,435,000 30,870,000
Chicago 133,830,000 100,830,000 129,430,000 50,140,000
St. Louis 62,860,000 43,860,000 71,470,000 46,470,000
Minneapolis 27,870,000 27,870,000 17,505,000 13,545,000
Kansas City 42,260,000 36,740,000 31,555,000 28,735,000
Dallas 34,310,000 27,165,000 25,795,000 14,545,000
San Francisco 135,295,000 103,280,000 248,340,000 198,840,000

TOTALS $3,669,090,000 $2,600,150,000 a/ $3,224,365,000 $1,900,185,000 b/
a/ Includes $499,535,000 noncompetitive tenders accepted at the average price, 
jb/ Includes $346,815,000 noncompetitive tenders accepted at the average price. 
]J These rates are on a bank discount basis. The equivalent coupon issue yields 

are 8.30$ for the 13-week bills, and 8.49$ for the 26-week bills.



AjHiNGTON, D C. 20220 TELEPHONE W04-2041

Department of the TREASURY

FOR RELEASE AT 9:30 A.M 
TUESDAY, MAY 14, 1974

STATEMENT BY THE HONORABLE EDWARD C. SCHMULTS 
GENERAL COUNSEL OF THE TREASURY 

BEFORE THE
SUBCOMMITTEE ON BUSINESS, COMMERCE, AND TAXATION 

OF THE HOUSE COMMITTEE ON THE DISTRICT OF COLUMBIA
ON H.R. 7414

TUESDAY, MAY 14, 1974, AT 9:30 A.M.

Mr. Chairman, I am pleased to be here today to express 

the Administration's strong support of legislation to 

establish a District of Columbia Development Bank.

H.R. 7414 incorporates legislation proposed by the 

Administration in the 92nd Congress. The proposal 

submitted to the 93rd Congress by the Secretary of the 

Treasury on September 6, 1973 differs from H.R. 7414 

only in that language limiting the Bank's assistance solely 

to projects located within the District of Columbia has 

been strengthened.

The purpose of this legislation is to establish a 

new financial institution —  the D.C. Development Bank —  

as a vehicle to mobilize private resources to deal with 

problems of economic development in the District of 

Columbia,

WS-4
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The bill would create a private corporation to be 
known as the District of Columbia Development Bank. The 
Bank would have a board of directors consisting of eleven 
persons: the Commissioner of the District of Columbia, 
the Chairman of the District of Columbia Council, three 
officers or employees of the United States or the 
District government designated by the President, and 
six directors elected by the shareholders of the Bank.
One of the elected members would be selected by the

to serve as its chairman. The board would appoint 
a president of the Bank to serve as the Bank's chief 
executive officer.

The Bank would assist economic development projects 
embracing housing, commerce, and industry by mobilizing 
the capital and expertise of the private sector, serving 
as a catalyst and lender of last resort.

The Bank would be authorized to provide technical 
assistance and training in the preparation and implementation 
of comprehensive development programs, including 
formulation of specific project proposals.
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The Bank would be authorized to purchase debt 
obligations and equity instruments, and to guarantee 
debt obligations. Loans and equity investments would 
be made in accordance with sound and prudent development 
banking principles, and would be made with the objective 
of assuring a reasonable return on the invested funds, 
consistent with the achievement of economic development 
goals.

In carrying out its functions the Bank could assist 
projects which are innovative, which involve special risk 
situations, which are of unusually large scale, or which 
would be feasible only if financed collectively or fully 
committed in advance. All projects receiving Bank 
assistance would be designed to enhance existing or 
future development plans of the District and to increase 
the employment and economic opportunities of District 
residents.

The Bank would use its capital and borrowed funds 
as start-up or seed money for development projects, and 
the Bank would seek to induce other lenders and investors 
to provide the bulk of the financing necessary for such 
projects.
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The Bank's function, thus, would be to assume the 

lead role in putting the project "package" together, 

through assistance in obtaining any necessary Federal 

and District approvals, infrastructure grants, or other 

public investment. Then the Bank would help arrange 

for private financing and equity, and, if necessary, 

provide Bank loan funds and equity participation.

The Bank would not be in competition with private 

bankers, developers, businessmen, government agencies 

or community groups. Rather, it would be a logical 

and necessary complement to their efforts in obtaining 

the necessary approvals and financing for projects 

of difficult implementation.

The Bank would be expected to obtain its capital 

entirely from private sources through the sale of common 

stock and issuance of debt obligations. At least one- 

half of the amount of common stock subscriptions would 

be paid into the Bank at the time of subscription with 

the remainder to be paid within two years after 

subscription. The Bank would be authorized to borrow 

up to 15 times the Bank's capital and surplus.
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In addition, the Bank would be authorized to issue 
obligations to the Treasury after the Bank has at least 
$2 million in paid-in capital. This source would be used 
only as standby support for the Bank's borrowings in the 
public market. The Treasury*s purchases could not exceed 
the lesser of twice the amount of the Bank’s capital, or 
$10 million. The interest rate on these issues to the 
Treasury would be based on the rates paid by the Bank 
on its other obligations, but not less than the average 
yield on outstanding Treasury obligations of comparable 

maturity.
The Bank would be allowed to pay its stockholders 

dividends in years that it has net earnings and has no 

outstanding borrowings from the Treasury. The Bank's 

earnings and dividends and interest on the Bank's 

obligations would be fully subject to local and Federal 

taxes.
Frequently in the past proposed solutions for the 

problems of community economic development were simply 

proposals to appropriate increasing amounts of Federal 

funds. Too little thought and attention was given to 

the availability of private financial resources or to
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the capacity of the intended recipients of the proposed 

Federal financial assistance to match such assistance 

with community development needs. The proposed D.C. 

Development Bank would seek to fill the gap between 

needs and available resources, to catalyze local efforts, 

and to guide local project sponsors through the steps 

necessary for successful project completion.

The role of the Federal Government in the Bank would 

be limited. No appropriations of Federal funds would 

be authorized. Yet, the Federal charter provided by 

the enactment of the bill would be indicative of general 

Federal support, and the modest standby authority for 

the Bank to borrow from Treasury would help to provide 

the assurances necessary for the Bank to issue its own 

obligations in the market. The provision for possible 

designation of Federal officers or employees to the 

board of directors of the Bank would provide a formal 

means for the Bank to maintain direct contact with the

Federal Government.
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In conclusion, Mr.* Chairman, the D.C. Development 
Bank is sound and constructive legislation from the 
standpoint of both the Federal Government and the 
District of Columbia. This legislation will fill a 
serious gap in our present delivery system and will 
further our common efforts to promote the economic 
development of the District of Columbia.

0O0



I hINGTON. D.C. 20220 TELEPHONE W04-2041

Department of theJREASlIRY

FOR IMMEDIATE RELEASE May 14, 1974

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 $4,500,000,000, or thereabouts,

91-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts, 
representing an additional amount of bills dated February 21, 1974, and to mature 
August 22, 1974 (CUSIP No. 912793 UL8) , originally issued in the amount of 
$1,797,450,000 the additional and original bills to be freely interchangeable.

182-day bills for $1,900,000,000, or thereabouts, to be dated May 23, 1974, 
and to mature November 21, 1974 (CUSIP No. 912793 UZ7) ,

The bills will be issued for cash and in exchange for Treasury bills maturing 
May 23, 1974 , outstanding in the amount of $4,303,185,000, of which Government
accounts and Federal Reserve Banks, for themselves and as agents of foreign and 
international monetary authorities, presently hold $2,456,205,000. These accounts 
may exchange bills they hold for the bills now being offered at the average prices 
of accepted tenders.

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

Tenders will be received at Federal Reserve Banks and Branches up to the closing 
hour, one-thirty p.m. , Eastern Daylight Saving time, Monday, May 20, 1974.
Tenders will not be received at the Treasury Department, Washington. Each tender 
must be for a minimum of $10,000. Tenders over $10,000 must be in multiples of 
$5,000. In the case of competitive tenders the price offered must be expressed on 
the basis of 100, with not more than three decimals, e.g., 99.925. Fractions may 
not be used. It is urged that tenders be made on the printed forms and forwarded 
in the special envelopes which will be supplied by Federal Reserve Banks or Branches 
on application therefor.

Banking institutions and dealers who make primary markets in Government 
securities and report daily to the. Federal Reserve Bank of New York their positions

to be issued May 23, 1974, as follows:

(OVER)
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with respect to Government securities and borrowings thereon may submit tenders 
for account of customers provided the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks and 
trust companies and from responsible and recognized dealers in investment securities, 
Tenders from others must be accompanied by payment of 2 percent of the face amount 
of Treasury bills applied for, unless the tenders are accompanied by an express 
guaranty of payment by an incorporated bank 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 May 23, 1974, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing May 23, 1974. 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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" FOR IMMEDIATE RELEASE May 16, 1974

SECRETARY SIMON SWEARS IN CROSS AND MACDONALD

Treasury Secretary William E. Simon officiated at 

swearing-in ceremonies today for Sam Y. Cross of 

Falls Church, Virginia, who became the United States 

Director of the International Monetary Fund and

I
 David R„ Macdonald of Winnetka, Illinois, who became

Assistant Secretary of the Treasury for Enforcement,

Tariff and Trade Affairs, and Operations.

Mr. Cross, 47, a career Treasury employee, has been 

Deputy Assistant Secretary of the Treasury for 

International Monetary and Investment Affairs since 

February, 1973. Mr. Macdonald, 43, was an attorney with 

the Chicago-based law firm of Baker and McKenzie, 

specializing in corporate and international financial law.



DAVID R. MACDONALD
ASSISTANT SECRETARY OF THE TREASURY FOR 
ENFORCEMENT, TARIFF AND TRADE AFFAIRS, 

AND OPERATIONS

David R. Macdonald, 43, of Winnetka, Illinois, was sworn 
in as Assistant Secretary of the Treasury for Enforcement, 
Tariff and Trade Affairs, and Operations on May 16, 1974. As 
Assistant Secretary, Mr. Macdonald's responsibilities include 
direct supervision of:

Office of Tariff and Trade Affairs 
Office of Law Enforcement

Interpol National Central Bureau 
Office of Operations 
Office of Foreign Assets Control

U.S. Secret Service 
U.S. Customs Service
Bureau of Alcohol, Tobacco and Firearms
Bureau of the Mint
Bureau of Engraving and Printing
Consolidated Federal Law Enforcement Training Center

Mr* Macdonald is responsible for tariff and trade policy 
arising from the administration of legislation falling within 
the jurisdiction of the U.S. Customs Service. As the Secre
tary^ delegate, he has final authority for TreasuryTs 
decisions under the Antidumping Act and the countervailing 
duty law* His responsibilities in this area also include 
policy advice to the Secretary on the trade implications of 
Customs* decisions dealing with tariff classification, the 
coastwise trade laws, and quota restrictions.

As the principal law enforcement policy adviser to the 
Secretary of the Treasury, Mr. Macdonaldfs responsibilities 
include providing policy guidance for all Treasury law en
forcement activities.

Mr. Macdonald is also the United States Representative 
to INTERPOL (International Criminal Police Communications 
Organization).

Mr. Macdonald was born in Chicago and raised in Winnetka, 
where he attended New Trier High School. He graduated from 
Cornell University, Ithaca, New York, with a B.S. degree, in 
1952. He received a J.D. from the University of Michigan 
Law School in Ann Arbor, Michigan, in 1955. He was Assistant 
Editor of the Michigan Law Review and was elected to the

(OVER)
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Order of the Coif. He served in the U.S. Army from 1955 to 
1957. He was a partner in the Chicago-based law firm of 
Baker and McKenzie for 12 years, specializing in the practice 
of corporate and international financial law.

In 19 64, Mr. Macdonald was named one of Chicago’s Ten 
Outstanding Yoiing Men. He is a member of the American, 
Illinois and Chicago Bar Associations; the Economic and 
Legal Clubs of Chicago; the Board of Directors of the 
Chicago Library of International Relations; and the Com
mittee of Visitors of the University of Michigan Law School. 
He has been a contributor to various professional journals 
and a speaker at various legal institutes.

Mr. Macdonald has been a member of the Board of Direc
tors of the Chicago City Bank and Trust Company, Seaboard 
Life Insurance Company of America, and Scheer Financial 
Corporation.

He is married to the former Joy Odell of Evanston, 
Illinois. They have five children.

oOo
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Washington, o c. 20220 telephone W 04-2041

DepartmentofthefREASlIRY

FOR IMMEDIATE RELEASE May 16 ,  1974

TREASURY ANNOUNCES TENTATIVE NEGATIVE DETERMINATION 
IN ANTIDUMPING INVESTIGATION ON 

PAPERMAKING MACHINERY FROM CANADA
Assistant Secretary of the Treasury David R.

Macdonald announced today a tentative negative determina
tion in the investigation of papermaking machinery from 
Canada under the Antidumping Act, 1921, as amended.
The merchandise consists of an entire newsprint paper
making machine including constituent components such 
as the headbox and reels. Notice of this decision 
will appear in the Federal Register of May 17» 1974*

Comparisons between purchase price and adjusted 
home market price revealed that purchase price was higher 
than the home market price of such or similar merchandise.

During the period of 1971 through 1972, sales of 
papermaking machines from Canada were valued at roughly 
$6.5 million.

# # #



Washington, d.c. 20220 telephone W 04-2041

for immediate release May 16, 1974

McCRACKEN APPOINTED AS 
SENIOR CONSULTANT

Secretary of the Treasury William E. Simon announced 
today the appointment of Paul W. McCracken, 58, of Ann 
Arbor, Michigan, as his Senior Consultant, a part-time 
advisory post involving economic matters. He succeeds 
Dr. Henry C. Wallich, who resigned to become a Governor 
of the Federal Reserve System.

As Senior Consultant, Dr. McCracken will conduct 
meetings of economists from the private sector for in-depth 
discussions in order to give the Secretary their analyses 
of current economic issues. He will also be available to 
the Secretary for consultation.

Dr. McCracken is currently Edmund Ezra Day University 
Professor of Business Administration at the University of 
Michigan. He has taught at Michigan since 1948, except for 
service with the Council of Economic Advisers (CEA) from 
1956 to 1959 and again from 1969 to 1971 when he was CEA 
Chairman. Prior to joining the Michigan faculty, he worked 
as an economist with the Commerce Department and with the 
Federal Reserve Bank of Minneapolis.

In 1961 he was a member of the task force reporting 
to*President Kennedy on the domestic economic situation 
and the balance of payments, and in 1967, was a member of 
President Johnson1s Commission on Budget Concepts.

A graduate of William Penn College, Oskaloosa, Iowa, 
Dr. McCracken received his M.A. and Ph.D. in economics 
from Harvard University. He is a member of the American^ 
Economic Association, American Finance Association, American 
Statistical Association and the Royal Economic Society.
He has lectured overseas in Japan, India and Europe, and 
authored numerous articles for professional and popular 
magazines and newspapers.

oOo
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T E L E P H O N E  W 04-2041

FOR IMMEDIATE RELEASE May 16, 1974
ANTIDUMPING INVESTIGATION INITIATED 

ON LOCK-IN AMPLIFIERS 
FROM THE UNITED KINGDOM

Assistant Secretary of the Treasury David R. Macdonald 
announced today the initiation of an antidumping investiga
tion on imports of lock-in amplifiers from the United Kingdom. 
Lock-in amplifiers are electrical instruments used to accurately 
measure the in-phase or the quadrature component of electronic 
signals. They have wide application in physics, chemistry, 
engineering, the biomedical sciences, and in production test 
facilities. Other applications include quality control and 
aerospace studies.

Notice of this action will be published in the Federal 
Register of May 17, 1974.

Mr. Macdonald's announcement followed a summary investiga
tion conducted by the U.S. Customs Service after receipt of a 
complaint alleging that dumping was occurring in the United 
States. The information received tends to indicate that the 
prices of the merchandise sold for exportation to the United 
States are less than the home market prices.

During calendar year 1973, imports of lock-in amplifiers 
from the United Kingdom were valued at approximately $150,000.

# # #



UNITED STATES SAVINGS BONDS ISSUED AND REDEEMED THROUGH April 30, 1974
(Dollar amount« in millions — rounded and will not nocossarily add to totals)

DESCRIPTION

IIATURED
Series A-1935 thru D-1941 _
Series P and G-1941 thru 1952 
Series J  and K-1952 thru 1957

Iihmatured
Series E 1/  •

Unclassified

Total Series E

Series H (1952 thru May, 1959) -iL  
H (June, 1959 thru 1974) _

Total Series H

Total Series E  and H

All Series
Total matured__
Total unmatured 
Grand Total ___

AMOUNT ISSUED-

5,003
29,521
3,754

1,931
8,324
13,710
15,998
12,598
5,7535,490
5,695
5,656
4,967
4,296
4,507
5,167
5,278
5j_495
5,313
5,014
4,907
4^6U
4,640
4,738
4,616
5,197
5^065
4,954
5,367
5,284
5,001
4,712

. 940-,692
6,278
6,195
1,103
437

199,128
5,484
9,615
15,099

214,227
38.278
214,227
252,505

AMOUNT
REDEEMED 2 /

4.999
29.501
3,748

1,751
7,715

12*425
14.431

I L M S l.
4 , 9 7 8
4,623
4.721
4,612
3,998
3,459
3f 603
4,054
4.082
4.216
4.045
3,773
3,604
3,350
3.284
3,239
3j_076
3,282
3,203
3,,113,
3.231
3.144
2.945
U O l.
2 , 5 3 7
2,518
2,334
1,708

46
419

145,418
4,078
3,351
7.429

152,847
38f 248
152,847
191.095

AMOUNT . .  
OUTSTANDING-—'

_2£L

179
.fiQSL

1,28.6
1 , 5 6 7
JU-12Û-

221.
M 2 .
SÜ A.

1.044
969
_SM.
_9Û4_1.112

i ,  1.95.
If  279

1*268.1,241
1.303
1.261
If 357
1.499
1,540
1.915
1.862
1.841

1 J M ,
2.140
2.»Q56.
2 , 0 4 0
2.403
3.174
3.944
4,487
1.056

JL8_

53,710
1.407
6.263
7,670

61.380
30

61,380
6 1 .4 1Q

% OUTSTANDING 
OF AMOUNT ISSUED

H8_
SO
IL.

9.27
9 . 4 9
9 . 3 8
9 ..79-

10,  8-7-
13,47
1 5.7.9.
17. IQ
JJLA6-
19.51
19̂ .51.
20.06
21.52
2 2 . 6 4
73 98
23.87
24.75
26.55
27.3529.25
31.64
33.36
36.85
36 .7.6.
37.16
39.80
4 0 . 5 0
41.11
4 3 . 2 9
48.64
55,16
62.82
72.43
95.74
4.12
26.97
25.66
65.14
50,80
28.65

.08
28.65
2 4 . 3 2

piclude accrued discount.
Rurrent redemption value.

°Ptlon ot owner bonds may be held and w ill earn interest lor additional periods alter original maturity dates.
Form PD 3812 (Rev. Mat. 1974) — Dept, of the Treasury — Bureau of the Public Debt
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7
NEW YORK STATE AGREES 

TO AUDIT ITS LOCAL GOVERNMENTS'
REVENUE SHARING FUNDS

In an u n u s u a l c e r e m o n y h e l d a t the Tr e a s u r y De p a r t m e n t 

in Wa s h i n g t o n , D. C, t o d a y , the St a t e of New Yo r k a g r e e d f o r m a l l y

TO AUDIT REGULARLY ALL GENERAL REVENUE SHARING FUNDS PAID TO

the St a t e a n d l o c a l g o v e r n m e n t s of New Yo r k . The a g r e e m e n t

WAS SIGNED FOR THE STATE BY ARTHUR LEVITT, New YORK'S COMPTROLLER.

Graham W. Wa t t , D i re c t o r of t he Of fi ce of Re v e n u e Sh a r i n g ,

SIGNED ON BEHALF OF THE U. S. TREASURY DEPARTMENT.

T he a u d i t s w i l l be p e r f o r m e d a c c o r d i n g t o p r o c e d u r e s

SUGGESTED BY THE OFFICE OF REVENUE SHARING IN ITS PUBLICATION

"Audit Guid e a nd St a n d a r d s for Re v e n u e Sh a r i n g Re c i p i e n t s ".

The New Yo r k Co m p t r o l l e r a g r e e d to f u r n i s h t he Co m p l i a n c e 

Division of t he Of fi ce of Re v e n u e Sh a r i n g w i t h c o p i e s o f a n y

AUDIT REPORTS THAT INDICATE SUBSTANTIAL NONCOMPLIANCE WITH 

REVENUE SHARING LAW AND REGULATIONS INCLUDING CIVIL RIGHTS 

PROVISIONS, OR FRAUD. In ADDITION, THE OFFICE OF REVENUE SHARING
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WILL BE NOTIFIED OF ALL AUDIT REPORTS ISSUED THAT DO NOT 

CONTAIN INSTANCES OF NONCOMPLIANCE OR FRAUD,

The Of fice of Re v e n u e Sh a r i n g w i l l r e l y on the St a t e -

CONDUCTED AUDITS UNLESS A COMPLAINT AGAINST A PARTICULAR UNIT 

OF GOVERNMENT BY A CITIZEN OR ORGANIZATION IS FOUND TO WARRANT

a Tr e a s u r y De p a r t m e n t i n v e s t i g a t i o n , In a d d i t i o n , t he Office 

of Re v e n u e Sh a r i n g 's a u d i t a n d c o m p l i a n c e s t a f f m a y m a k e its

OWN AUDITS, ON A RANDOM BASIS, UPON NOTIFICATION TO THE NEW

Yo r k St a t e Co m p t r o l l e r .

Le v i t t a n d Wa t t a g r e e d t h a t St a t e - c o n d u c t e d a u d i t s of

REVENUE SHARING PAYMENTS TO NEW Yo r k 's GOVERNMENTS WILL PROVIDE 

COMPLETE AND MOST ECONOMICAL COVERAGE, NEW Yo r k 's AUDITORS 

WILL PERFORM THE REVENUE SHARING REVIEWS AS EXTENSIONS OF THEIR 

REGULARLY-SCHEDULED AUDITS OF STATE AGENCIES, THE ClTY OF NEW

Yo r k , a n d a l l o t h e r l o c a l g o v e r n m e n t s w i t h i n the St a t e ,

"We h op e t h a t the a g r e e m e n t c o n c l u d e d h ere t o d a y w i l l

REPRESENT THE FIRST OF MANY, SIMILAR ARRANGEMENTS WITH OTHER

s t a t e s ," Wa t t s a i d in his o p e n i n g r e m a r k s , "This o ne e x a m p l e 

of St a t e -Fe d e r a l c o o p e r a t i o n a l o n e w i l l save the t a x p a y e r s c o u n t

less THOUSANDS OF DOLLARS IN COSTS THAT WOULD HAVE BEEN REQUIRED

if the Fe d e r a l g o v e r n m e n t had to p e r f o r m t he w o r k i n v o l v e d , 

Th r o u g h t h i s a r r a n g e m e n t , the j ob w i l l be d o n e b e t t e r , c h e a p e r ,"

HE ADDED.
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Ge n e r a l r e v e n u e s h a r i n g is a u t h o r i z e d b y t h e St a t e 

and Lo c a l F isc al As s i s t a n c e Ac t , s i g n e d into l a w b y Pr e s i d e n t 

Nixon in Oc t o b e r 1972, The l aw a u t h o r i z e s t he Se c r e t a r y 

of t he Tr e a s u r y t o d i s t r i b u t e $30.2 b i l l i o n t o a l l g e n e r a l -

purpose UNITS OF GOVERNMENT DURING A FIVE-YEAR PERIOD THAT

ends w i t h De c e m b e r 1976, Al r e a d y , m o r e t ha n $12.7 b i l l i o n
HAVE BEEN DISTRIBUTED TO NEARLY 39,000 STATES, COUNTIES, CITIES, 
TOWNS, TOWNSHIPS, INDIAN TRIBES AND ALASKAN NATIVE VILLAGES 

UNDER THE PROGRAM.

#
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GENERAL REVENUE SHARING
FACT SHEET

Introduction
When the State and Local Fiscal Assistance Act was 

signed into law, on October 20, 1972, both Congress and 
the Administration agreed that a new and simplified form 
of federal financial assistance to states and local govern
ments had been needed for some time.

From 1959 to 1973, the annual level of federal financial 
assistance to local and state governments had increased 
from $6,7 billion to approximately $48.3 billion, ultimately 
involving an estimated 1,100 different grant programs which 
were virtually impossible to catalogue let alone coordinate. 
It was against this background of confusion and conflict 
that traditional political opponents joined to support a new 
concept: the return of funds collected at the federal level,
directly and with no strings attached, to states and local 
governments. This new approach is general revenue sharing.

Through general revenue sharing, a portion of 
federally-collected income tax revenues is returned to 
all general-purpose units of government in the United States. 
Almost 39,000 states, counties, cities, towns, townships, 
Indian tribes and Alaskan native villages are receiving these 
"shared revenues" on a regular basis - in four quarterly 
payments each year.

Bagic Requirements
Although no application is made for shared revenues? 

and despite the fact that the money may be spent with very 
few federally-enforced restrictions, there are some simple 
requirements of the State and Local Fiscal Assistance Act 
of 1972 that must be observed. For example,
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• the money must be spent in accordance 
with laws and procedures that apply to
the expenditure of a recipient government * s 
own funds.

• shared revenues may not be used to match 
other Federal funds.

• the law prohibits the use of the funds in 
any activity in which there is discrimination 
because of race, color, national origin or 
sex.

• if shared revenues are used to pay 25% 
or more of the cost of a construction 
project, federal wage rates must be paid 
(i.e. the Davis-Bacon Act applies)•

• a state government may spend its money 
for any activity that is a legal use of 
its own funds.

• a local government (i.e. county, city etc.) 
may use the funds for any capital project 
(capital, as defined by local law) or for 
operating and maintenance of programs and 
projects in the following so-called "priority 
category" areas; public safety (e.g. police
and fire protection, building code inspection 
etc. )

public transportation (e.g. highways, grade 
crossings, snow and ice removal, mass transit 
etc. )

recreation (e.g. sports programs, cultural 
activities etc.)

environmental protection (e.g. sewage disposal, 
educational programs on water treatment and 
soil erosion, etc.)

financial administration (e.g. expenses for 
accounting, budgeting, tax collection etc.) 

health (e.g. physical and méntal health service 
programs, etc.)
libraries (e.g. operation of a bookmobile, purchase 
of special library materials for the blind and 
handicapped, etc.)

social services for the poor or aged (e.g. food, 
clothing, shelter, day care, job training)



Some Facts and Figures

The law authorizes the distribution of general 
revenue sharing funds according to the following schedule:

Entitlement 
Period_____

Jan-Jun * 7 2 
Jul-Dec *72 
Jan-Jun *73

Amount
(Billions
$2.652 
2.652 
2.990

Jul '73-Jun '74 6.055

Jul '74-Jun *75 6.205

Jul '75-Jun *76

Jul '76-Dec '76

6.355

3.327 •

When Paid
12/7/72 
1/5/73 
4/6/73 and 
7/6/73

Quarterly:
Oct *73,Jan,
Apr, Jul *74
Quarterly:
Oct '74, Jan, 
Apr, Jul *75
Quarterly:
Oct '75, Jan, 
Apr, Jul '76
Oct '76, Jan '77

Private organizations and agencies or special-purpose 
governmental units (such as fire districts) may request and 
receive shared revenues from states and/or local governments 
if the government's own laws permit such transfers of its 
own funds.



OFFICE OF REVENUE SHARING 
od Penn sylvan ia  Av e n u e .  N.W . 

Washington. D.C. 2 0 2 2 8

MEMORANDUM OF AGREEMENT BETWEEN 
DIRECTOR, OFFICE OF REVENUE SHARING 

DEPARTMENT OF THE TREASURY 
AND

STATE COMPTROLLER 
STATE OF NEW YORK

With Regard to the Audit of Revenue Sharing Entitlements Paid to the State 
of New York and the Units of Local Government of the State of New York

Inasmuch as the State Comptroller of the State of New York is charged 
with the responsibility of making audits of the Departments and other agencies 
of the State and of the units of local government of the State, it is agreed 
that the most economical manner in which to conduct the audits of revenue 
sharing entitlements of these agencies and units is to extend the audit pro
cedures of these audits to include those additional procedures contained in 
the "Audit Guide and Standards for Revenue Sharing Recipients" issued by the 
Office of Revenue Sharing. Accordingly, the State Comptroller has issued 
directives and instructions which provide that such audits be made by his 
staff.

It is further agreed that the State Comptroller will promptly furnish the 
Compliance Division, ORS, with copies of all reports that indicate fraud or 
substantial noncompliance with the restrictions and prohibitions of Title I 
of the State and Local Fiscal Assistance Act of 1972 and Regulations. The 
State Comptroller will also notify the Compliance Division, ORS, of audit 
reports that have been prepared by him which do not cite instances of non- 
compliance or fraud. This will be in lieu of the requirement contained in 
the "Audit Guide and Standards for Revenue Sharing Recipients" that the 
Governor or Chief Executive Officer of units of local government furnish 
this information to ORS,

The Office of Revenue Sharing will rely on the audits conducted under the 
State program unless it receives a complaint that warrants investigation or 
except as provided in the paragraph that follows. In investigating complaints, 
the Compliance Manager, ORS, will inform the State Comptroller and will utilize 
such working papers or other documents as the State Comptroller may have relating 
to the recipient to the maximum extent and conduct such supplemental examination 
or investigation on a cooperative basis with the staff of the State Comptroller.
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In order to furnish assurance to the State Comptroller that revenue 
sharing audits are being made and the restrictions and prohibitions of the 
Act and Regulations are being interpreted on a uniform basis, representatives 
of the Compliance Division, ORS, periodically will review working papers of 
selective audits made by the Office of the State Comptroller and may occasion
ally make an audit of revenue sharing funds of a State agency or unit of local 
government. Advance notice of such reviews and audits will be given to the 
State Comptroller and the work will be scheduled in such a manner as not to 
Interrupt his audit program.

SIGNED: SIGNED:

ARTHUR LEVITT GRAHAM W. WATT, DIRECTOR
STATE COMPTROLLER 
STATE OF NEW YORK

OFFICE OF REVENUE SHARING 
DEPARTMENT OF THE TREASURY

Date Date



B i o g r a p h i c a l  Sketch 
ARTHUR LEVITT
50TH COMPTROLLER OF THE STATE OF NEW YORK

Arthur Levitt is the 50th Comptroller of the State of New York.
He was reelected to a fifth consecutive term on November 3, 1970.
His plurality has twice exceeded one million votes; in the 1966 
election his plurality was 1.6 million, the greatest ever achieved 
by any candidate for statewide office in New York.

In December of 1969, he earned the distinction of becoming 
the Comptroller with the longest tenure of service in the 174-year-old 
history of the Office.

A native of Brooklyn and now a resident of Manhattan, he 
earned his A.B. at Columbia University and his LL.B. degree at Columbi 
Law School. He was awarded honorary doctorate degrees in 1967 by 
Union University and Siena College, im 1968 by Yeshiva University 
and in 1970 by St. John*s University and Columbia University. In 
January of 1971 he was awarded an honorary doctorate of civil laws 
by Pace College and the Jewish Theological Seminary of America.

Until his election as Comptroller in 1954, Mr. Levitt was a 
practicing Attorney. On January 1, 1952 he was appointed to the 
New Yoxk^Cit.y »Board of EducaXian^and later became its President 
where he served his apprenticeship in the field of fiscal 
administration, guiding the financial management of one of the 
worldfs largest school systems.

As„Comptroller, Mr. Levitt is responsible for the management 
of billions of dollars of State funds. He is charged with the 
investment of all State moneys, acts as agent for all State borrowing, 
supervises the fiscal affairs of the Statets localities and is ■ 
trustee of the State Employees* Retirement System and the Police 
and Firemen*s Retirement System, with combined assets of more than 
$5.6 billion.

Because of his expertise in fiscal management, he has been 
acclaimed by the public and the press as the "Guardian of the 
Public Purse."

Comptroller Levitt is a trustee of the Maimonides School for 
Exceptional Children; trustee and past President of the Union 
Temple of Brooklyn, member of the New York State and New York City 
Bar Associations, member and Past Commander of the Corporal 
Rosenberg Post of the American Legion, a thirty-third Degree Mason,



2

Grand Lodge Officer and Past Master of Composite Lodge No. 819 
F.&A.M. He is a former President of the New York Academy of 
Public Education. He served with the United States Army during 
World War II rising to the rank of Colonel and was awarded the 
Medal of Legion of Merit.

He is a member of the National Democratic Club, the Association 
of the Bar of the City of New York, the New York State Bar 
Association and the Public Affairs Committee of the Democratic 
State Committee.



GRAHAM W. WATT
Director, Office of Revenue Sharing

and
Assistant to the Secretary 
Department of the Treasury 

Washington, D. C.

As Director of the U. S. Treasury Department's 
Office of Revenue Sharing, Graham W. Watt is responsible 
for the distribution of $30.2 billion to more than 38,000 
states, counties, cities, towns, townships, Indian tribes 
and Alaskan native villages during a five year period 
that ends with the year 1976.

A veteran public administrator and an authority on 
the management of cities, Mr. Watt came to the Treasury 
Department in January 1973, after service as Deputy Mayor 
of the District of Columbia, a position to which he had 
been appointed by President Nixon in 1969. As Deputy 
Mayor of Washington, D. C., Mr. Watt also served as a member 
of the Board of Directors of the Washington Metropolitan 
Area Transit Authority which is building a rapid rail transit 
system in three states and six local jurisdictions. He 
was a Director and Vice-Chairman of the Metropolitan Washington 
Council of Governments, and a member of the Public Service 
Commission of the District of Columbia.

Mr. Watt began his career in city administration in 
Kansas City, Missouri. He became City Manager in Alton, 
Illinois in 1958. Four years later he moved to a larger 
city, Portland, Maine, and then to Dayton, Ohio, in 1967.

Mr. Watt has been actively involved in numerous national 
organizations related to state and local government adminis
tration. He was elected to membership in the National 
Academy of Public Administration in 1969. He received his 
profession's highest honor when he was elected to be President 
of the International City Management Association in 1971.

A 1949 graduate of Washington College, Chestertown, 
Maryland, in economics, Mr. Watt earned his Master's Degree 
in governmental administration at Fels Institute of 
Local and State Government, University of Pennsylvania.



Department of the TREASURY
Washington, d.c. 20220 telephone W04-2041

b?OR immediate release May 17, 1974
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 $4,500,000,000, or thereabouts,
[to be issued May 30, 1974, as follows:

91-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts, 
[representing an additional amount of bills dated February 28, 1974, and to mature 
■August 29, 1974 (CUSIP No. 912793 UM6) , originally issued in the amount of 
[$1,801,975,000 the additional and original bills to be freely interchangeable.

183-day bills for $1,900,000,000, or thereabouts, to be dated May 30, 1974,
[and to mature November 29, 1974 (CUSIP No. 912793 VA1) ,

The bills will be issued for cash and in exchange for Treasury bills maturing 
¡May 30, 1974 9 outstanding in the amount of $4,300,725,000, of which Government
¡accounts and Federal Reserve Banks, for themselves and as agents of foreign and 
[international monetary authorities, presently hold $2,448,490,000. These accounts 
[may exchange bills they hold for the bills now being offered at the average prices 
of accepted tenders.

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 
J (maturi ty value) .

Tenders will be received at Federal Reserve Banks and Branches up to the closing 
[hour, one-thirty p.m., Eastern Daylight Saving time, Friday, May 24, 1974.
[Tenders will not be received at the Treasury Department, Washington. Each tender 
must be for a minimum of $10,000. Tenders over $10,000 must be in multiples of 
[$5,000. In the case of competitive tenders the price offered must be expressed on 
[the basis of 100, with not more than three decimals, e.g., 99.925. Fractions may 
not be used. It is urged that tenders be made on the printed forms and forwarded 
[in the special envelopes which will be supplied by Federal Reserve Banks or Branches 
[on application therefor.

Banking institutions and dealers who make primary markets in Government 
[securities and report daily to the Federal Reserve Bank of New York their positions

(OVER)
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with respect to Government securities and borrowings thereon may submit tenders 
for account of customers provided the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks and 
trust companies and from responsible and recognized dealers in investment securiti 
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 respe 
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 accepte 
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 May 30, 1974, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing May 30, 1974. 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 IMMEDIATE RELEASE May 17 , 1974

AIR RHODESIA LICENSE REVOKED

The Treasury Department announced today th a t the O ffice  
of Foreign A ssets Control has revoked the lic e n s e  issued to  
Mr. Renton Cowley which au thorized  use of unblocked Rhodesian 
funds to  op erate  an A ir Rhodesia o f f ic e  in New York. Mr. Cowley 
a lso  rep resen ted  the Rhodesian N ational T o u rist Board.

The lic e n s e  was issued under the Rhodesian Sanctions  
Regulations on November 1 , 1971 on the b asis  of Mr. Cowley's 
w ritte n  statem ent th a t  h is a c t i v i t i e s  co n sisted  s o le ly  of 
p ub lic dissem ination  in the U. S. o f gen eral inform ation about 
Rhodesia.

The rev o ca tio n  was based on a determ ination  th a t Mr. Cowley 
had engaged in a c t i v i t i e s  which were ou tsid e the scope of the  
l ic e n s e . This includes the exp o rt of c lo th in g  fo r commercial 
use in Rhodesia and o th er unauthorized tra n s a c tio n s . He had 
a lso  rep resen ted  a p riv a te  Rhodesian t ra v e l  agency c a lle d  
United Touring Co. ,  L td . w ithout a u th o riz a tio n  from the O ffice  
of Foreign A ssets C o n trol.

Mr. Cowley was born in Rhodesia, and he c a r r ie s  a South 
A frican  p assp o rt.

oOo
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FOR IMMEDIATE RELEASE May 20, 1974
TREASURY ANNOUNCES MODIFICATION OF 
DUMPING FINDING ON POTASH FROM CANADA

Assistant Secretary of the Treasury David R. Macdonald 
announced today a Modification of Dumping Finding on 
potassium chloride from Canada with respect to five com
panies. Notice of this action will appear in the Federal 
Register of Tuesday, May 21, 1974.

For the reasons stated in the "Notice of Tentative 
Determination to Modify or Revoke Dumping Finding" published 
on January 9, 1974, potassium chloride, otherwise known as 
muriate of potash, from Canada is no longer being, nor is it 
likely to be, sold in the United States at less than fair 
value by Kalium Chemicals, Limited; Potash Company of Canada, 
Limited; Potash Company of America; International Minerals 
and Chemical Corporation; and CF Industries, Inc.

During calendar year 1972, imports of potassium chloride 
from those five firms were valued at approximately $64.6 
million, while total potash imports from Canada were valued at 
$106.5 million.

# # #
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Department of theTREASURY

FOR IMMEDIATE RELEASE May 20, 1974

JOINT U.S.-U.S.S.R. COMMERCIAL 
COMMISSION TO MEET

The Fourth Session of the Joint U.S.-U.S.S.R. Commercial 
Commission will meet in Washington, D.C., May 21-22 to review 
recent developments in U.S.-Soviet relations and discuss 
prospects for long-term commercial and economic cooperation 
between the United States and the Soviet Union.

Chaired by Secretary of the Treasury William E. Simon, 
the Joint Commission meeting follows visits by Soviet Foreign* 
Trade Minister Patolichev to the United States in February 
of this year and those of Secretary of State Kissinger and 
of Secretary of Commerce Dent to the Soviet Union in March 
and April, respectively. Acting Minister of Foreign 
Trade Mikhail R. Kuzmin will lead the Soviet Delegation.

The Joint U.S.-U.S.S.R. Commercial Commission was es
tablished at the Moscow Summit Meeting between President 
Nixon and Soviet leaders in May 1972. Its Fourth Session 
will exchange views on the future development of American- 
Soviet trade and economic relations, including the conditions 
for business activities, the availability of credit, the 
exchange of economic and financial data, and areas of par
ticular interest for long-term cooperation.

Other U.S. members of the Commission taking part in 
the talks will be Secretary of Commerce Frederick B. Dent,
Under Secretary of the Treasury Jack F. Bennett, Assistant 
Secretary of State for Economic and Business Affairs (Desig
nate) Thomas 0. Enders, Deputy Legal Advisor of the Depart
ment of State George H. Aldrich, and Acting Deputy Assistant 
Secretary of Commerce for East-West Trade Lewis W. Bowden.

Soviet Commission members participating in the Fourth 
Session will be A. N. Manzhulo, Deputy Minister of Foreign 
Trade; V. S. Alkhimov, Deputy Minister of Foreign Trade;
S. A. Mkrtumov, Commercial Minister and Head of the Soviet 
Trade Representation in the U.S.; V. N. Sushkov, Director of 
General Administration, Ministry of Foreign Trade; N. V. Nikitkin, 
Deputy Chairman of the Board, Vneshtorgbank of the U.S.S.R.;
V. B. Spandaryan, Member of the GOSPLAN of the U.S.S.R.; and 
R. G. Gorbunov, Executive Secretary of the Soviet Section of 
the Commission.

oOo
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FOR IMMEDIATE RELEASE MAY 20, 1974

JOINT STATEMENT BY
WILLIAM El SIMON, SECRETARY OF THE TREASURY

AND
MIKE MANSFIELD, SENATE MAJORITY LEADER

An unprecedented joint Executive Congressional 
leadership group has met during the past three weeks 
to discuss questions relating to supplies and shortages 
within the American economy and the probable approach 
that should be taken to address these questions on a 
long term basis. Members of the group included:

Executive Branch:

William E. Simon, Secretary of the Treasury 
Herbert Stein, Chairman of Council of 
Economic Advisers 

Roy L. Ash, Director, OMB
John T. Dunlop, Director, Cost of Living Council 
Peter M. Flanigan, Executive Director, CIEP
House:

Carl Albert, Speaker 
Thomas P. O'Neill 
John Rhodes 
Leslie Arends

Senate :

Mike Mansfield 
Hugh Scott 
Robert C. Byrd 
Robert P. Griffin

WS-9
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The group has unanimously approved the establishment 
of a temporary commission consisting of representatives 
from the Legislative and Executive Branches, as well as 
from private life. The commission will review these 
questions and report its recommendations to the President 
and the Congress by December 31, 1974. As part of this 
report, the commission will include recommendations with 
respect to institutional adjustments including the 
advisability of establishing an independent agency to 
provide for a continuing and comprehensive examination and 
analysis of supplies and shortages in the economy of the 
United States and in relation to the rest of the world.

This joint group represented an unusual effort to 
bring together leading officials from the Executive and 
Legislative Branches of the government to address a 
problem of great national importance on a fully bi-partisan 
basis. It was initiated by an exchange of letters between 
the President and the joint leaders of the Senate on 
March 25, 1974.
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i m m e d i a t e  r e l e a s e
M ay 20 , 1974

MINT A P P E A L S  FO R R ET U R N  O F  TH E PEN N Y

I'm  ca llin g  on e v e ry  A m e rica n  to get the penny back in c ircu la tio n  and 
keep it th e re , M rs . M ary  B ro o k s, D ire c to r  of the M int, said  today. I 'm  callin g  
on the banking in du stry  to w elcom e the re tu rn  of pennies during the m onth of 
June. I 'm  urging sch o o ls , ch u rch es and c h a ritie s  to exam ine w ays and m ean s to  
involve th e ir  m e m b e rs  in co llectin g  pennies fo r deposit.

We can  help our g re a t  cou n try  by this s o r t  of co n ce rte d  effo rt to get the 
penny out of hiding. H ere a re  the re a so n s :

T h ere  is no sh o rtag e  of a supply of pen nies. T h ere  is , how ever, a national 
inertia con cern in g  th e ir  need in the m a rk e t p la ce . T his has an a d v e rse  effect 
upon ev ery  public sp irite d  citiz e n , ta x p a y e r and co n se rv a to r  of the e a r th 's  
reso u rces. T h ere  a r e  plenty of p en nies, but they a r e  in the w rong p la c e s .

It is  estim a te d  that o v e r  30 billion pennies a r e  in c ircu la tio n  - -  doing the 
job for w hich they w e re  intended. Som ew here in th is v a st cou n try  of o u rs , 
however, in e x c e s s  of 30 billion pennies a re  in hiding. T h ese  a r e  the pennies  
I'm looking fo r. . They a r e  in d r e s s e r  d ra w e rs , shoe b o xes, p ick le  j a r s ;  m o st 
anyplace you can  think of that w ill get them  out of pock et and out of sigh t. They  
are unwanted, unused and un ap p reciated .

R >r the Mint to be fo rce d  to continue in cre a sin g  its  penny production to 
meet the cu rre n t e x tra o rd in a ry  demand is w astefu l. W asteful of a n atu ral 
resou rce — cop p er - -  that cannot be rep len ish ed  by m an. And w asteful of the 
taxpayers' h ard  earn ed  m oney.

S even ty-five p e rc e n t of the M int's production  is  devoted to m aking pen nies. 
That re p re s e n ts  44  p e rce n t of ou r C o n g re ssion ally  ap p rop riated  coinage budget 
allocated to the m an u factu re  of one cen t p ie c e s .

The c u rre n t p r ic e  and supply of cop p er allow s us to continue production  
and distribution of the co p p er b earin g  cen t. During the p ast 15 y e a r s , the Mint 
has pumped out o v e r  62 billion pennies using som e 202 , 000  tons of copp er in 
their m an u factu re .

This y e a r  alone the Mint e x p ects  to use 3 3 ,0 0 0  tons of cop p er in cen t  
production — m aking about 35 m illion  pennies each  w orking day.
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The steep  r i s e  in copp er p r ic e s , the hoarding of pennies lo r then* copper 
co n ten t, and the idea the alum inum  penny w as fact, undoubtedly h as sharply  
in c re a s e d  the dem and fo r cop p er pennies. The alum inum  penny is  probably dead, 
and the m elting of pennies is  illeg al. M elting is a lso  dangerous and uneconomical,
2 4 0 ,0 0 0  pennies w eigh 1, 646 pounds and re p re se n t an investm ent of $2 , 400 . 
B e fo re  deducting tra n sp o rta tio n  and refining c o s ts , m eltin g  would re tu rn  less than 
a  $100 p ro fit — o r  le s s  than a 4% re tu rn  on $ 2 , 400  - - i f  cop p er w as $1. 50 per 
pound.

On the o th er hand, $ 2 ,4 0 0  invested in a savings accoun t o r  in U. S. Savings 
Bonds re tu rn  5 - 1 / 2  to 6 p e rce n t in te re s t. Short te rm  c e r tif ic a te s  of deposit pay 
even a h igh er r a te  of re tu rn .

If ju st 15 billion pennies could be lured out of hiding, the Mint, a t current 
prod u ction  fig u re s , wouldn’t have to m ake pennies for a lm o st 2 y e a rs  and it 
would re p re s e n t a saving of $150 m illion.

F ifte e n  y e a r s  ago, the r e v e r s e  design of the Lincoln  cen t w as changed  
fro m  w heat to a view of the Lincoln  m e m o ria l. The Mint produced 2 5 . 7 billion 
L in coln  w heat pennies during a 50 y e a r  period .

The Lin coln  w heat pennies do enjoy c o lle c to r  in te re s t  - -  som e y e a rs  
com m anding m o re  n u m ism atic value than o th e rs . R a rity  is  one of the determinants! 
in estab lish in g  value of a lm o st any co llectib le  ite m . E s p e c ia lly  th is holds true  
fo r  co in s . A g en era l ru le  of thumb is  the low er the m intage of a  given coin, the 
h igh er the n u m ism atic  v alu e . Coin co llectin g  is  a  v e ry  w holesom e hobby. I’m 
happy to have young people looking a t th e ir  co in s.

S ixty-tw o billion pennies of id en tical design, how ever, can  n e v e r qualify 
a s  n u m ism atic  r a r i t ie s  and so cannot e v e r  re a ch  g re a t n u m ism atic  v alu e . The 
tru e  c o lle c to r  knows th is and co lle c ts  only th ose pennies needed to com plete his 
coin co llectio n  s e ts .  The tru e  co lle c to r  lik es b righ t, u n circu la te d  coin s also .
Not the dull and d isco lo red  o n es, u n less th ey  a r e  r a r e .

F o r  e v e ry  $25 w orth of pennies cash ed  in at a bank, the T re a s u ry  and the 
Mint is p re p a re d  to aw ard an E xcep tion al Public S e rv ice  c e r tif ic a te  to the 
individual o r  group resp o n sib le .

O bviously, th is cam paign  to get the penny back in c ircu la tio n  w ill require 
the co o p eration  o f the banks in forw arding the nam es to be cite d  fo r an award to 
the B u reau  of the Mint.

T ru ly  this is  a  challenging p ro je c t  for anyone who p a rtic ip a te s . It will give 
e v e ry  A m e rica n  fam ily  a  ch an ce to help co n tro l inflation. F o r  without pennies 
to m ak e chan ge, s a le s  would be rounded off to the n ext n ick el. It w ill also  
p ro te c t  the environm ent and cu t governm ent exp en ses.

-oO o-
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RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $2.6 'billion of 13-week Treasury bills and for $1.9 billion 
J26-week Treasury bills, both series to be issued on May 23, 1974, were 
lened at the Federal Reserve Banks toda$-. The details are as follows:

NGE OF ACCEPTED 
IffETITIVE BIDS:

High
Low
Average

13-week bills 
maturing August 22, 1974

26-week bills
maturing November 21, 1974

Price
Equivalent 
annual rate Price

Equivalent 
annual rate

97.962 a/
97.892
97.928

8.062%
8.339%
8.197% m

95.810 b/
95.681
95.733

8.288%
8.543%
8.440% u

la/ Excepting 3 tenders totaling $255,000; b/ Excepting 3 tenders totaling $440,000
ntsl

Tenders at the low price for the 13-week bills were 
Tenders at the low price for the 26-week bills were

allotted 58%. 
allotted 83%.

Lve

AL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: §
District Applied For Accepted Applied For Accepted
Boston $ 51,680,000 $ 41,680,000 $ 28,200,000 $ 18,200,000
New York 2,740,945,000 1,909,930,000 2,297,180,000 1,502,880,000
Philadelphia 33,185,000 33,185,000 12,095,000 12,095,000
Cleveland 49,660,000 49,660,000 45,205,000 45,205,000
Richmond 45,720,000 45,720,000 20,555,000 20,555,000
Atlanta 30,885,000 30,385,000 23,325,000 22,875,000
Chicago 143,385,000 136,285,000 132,020,000 121,520,000[St, Louis 46,140,000 41,140,000 47,985,000 35,985,000
Minneapolis 13,210,000 13,210,000 4,285,000 4,285,000
Kansas City 41,835,000 41,835,000 21,885,000 21,885,000[Dallas 43,355,000 43,355,000 18,875,000 18,875,000
[San Franciscc} 231,375,000 213,865,000 103,875,000 75,875,000

TOTALS $3,471,375,000 $2,600,250,000 c/ $2,755,485,000 $1,900,235,000 d/
/Includes $ 458,795,000 noncompetitive tenders accepted at the average price. 
/Includes $238,205,000 noncompetitive tenders accepted at the average price. 
These rates are on a bank discount basis. The equivalent coupon issue yields 
are 8.49 ̂  for the 13-week bills, and 8.94$ for the 26-week bills.



JOINT COMMUNIQUE ON THE

FOURTH SESSION OF THE U.S.-U .S.S.R.

COMMERCIAL COMMISSION

The ,f S .-U .S.S.R . Commercial Commission estab lished during the

summit meeting in May 1972 today concluded it s  Fourth Session. The

session, which took place in  Washington, D.C., on May 21-May 22 was,

in  accordance with the estab lished procedure, chaired by W illiam  E.

Simon, U.S. Secretary o f the Treasury and Chairman of the U.S.

Section o f the Commission. The Soviet delegation was led by the

Acting M in is te r o f Foreign Trade of the U .S .S .R ., M ikhail R. Kuzmin.

Other U.S. members of the Commission taking part in  the Fourth

Session were Secretary o f Commerce Frederick B. Dent, Deputy

Chairman; Under Secretary o f the Treasury Jack F. Bennett; A ss istan t

Secretary o f State fo r Economic and Business A ffa irs-Designate

Thomas 0. Enders; Deputy Legal Adviser o f the Department of State

George H. A ld r ich , Counsel; and Acting Deputy A ss istan t Secretary

of Commerce fo r East-West Trade Lewis W. Bowden, Executive

Secretary. Ambassador W illiam  D. Eberle, the P res iden t's Special 
[

Trade Representative', and Helmut Sonnenfeldt, Counselor o f the 

Department o f State, a lso pa rtic ipa ted  in  the ta lk s .

Members o f the Soviet Delegation p a rt ic ip a t in g  in  the 

d iscussions in  add ition to Mr. Kuzmin included A. N. Manzhulo,

Deputy M in is te r o f Foreign -Trade; V. S. Alkhimov, Deputy M in is te r 

o f Foreign Trade; V. B. Spandaryan, Member o f the GOSPLAN; S. A. 

I^krtumov, Commercial M in is te r, Soviet Trade Representation,

Washington, D. C.; V. N. Sushkov, D irecto r o f General Adm in istration, 

M in is try  of Foreign Trade; N. V. N ik itk in ,  Deputy Chairman of the Bank 

fo r Foreign Trade; N. V. Z inoviev, Ch ief o f the Department fo r Trade
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with the Countries of America, M in is try  of Foreign Trade; G. S. 

Burguchev, Chief o f the Legal and Treaties Department, M in is try  of 

Foreign Trade; and R. G. Gorbunov, Executive Secretary of the 

Soviet Section of the Commission.

The Jo in t Commission session included two plenary meetings 

and several working group meetings, which took place in  a fr ie n d ly  

and constructive atmosphere. There was a comprehensive exchange of 

views on the development o f American-Soviet trade and economic 

re la tio n s . The Parties noted with sa t is fa c t io n  fu rthe r progress 

in the development of these re la tion s  since the Third Session of 

the Commission held in Moscow in October 1973.

The Commission agreed on the d e s ira b il it y  o f expanding and 

fu rthe r developing long-term economic, in d u s tr ia l and technica l 

cooperation and discussed means of f a c i l i t a t in g  such cooperation, 

includ ing  the creation of favorable conditions fo r business 

a c t iv i t ie s ,  and the exchange of economic and f in an c ia l data.

With these ob jectives in  mind, the Commission recommended to the 

two Governments the conclusion of a long-term agreement to 

f a c i l i t a t e  economic, in d u s tr ia l and techn ica l cooperation.

I t  was noted that in  1973, US-USSR trade amounted to almost 

$1.5 b i l l io n .  The Commission an tic ipated  that b ila te ra l trade would 

again th is  year exceed the 1 b i l l io n  d o lla r  le v e l.  This trade 

volume, i f  favorable conditions obtained, would permit the countries 

to ¡surpass the to ta l o f 2-3 b i l l io n  d o lla rs  fo r  the three years 

1973-75 foreseen by President Nixon and General Secretary Brezhnev in

June of la s t  year.
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The Commission received reports and exchanged views on the 

current status of a number of long-term cooperation projects under 

negotiation between U.S. firms and Soviet foreign trade organ izations, 

inc lud ing  projects in  the f ie ld s  of f e r t i l i z e r  production, exp loration 

fo r natural gas and o i l ,  timber products, machine bu ild ing  f a c i l i t ie s  

and products of power-consuming industr ie s . In many cases these 

projects would be carried  out-on a s e lf - liq u id a t in g  basis.

The U.S. Section reported that in  accordance with i t s  commitment 

made at the la s t  session of the Jo in t Commission, the Department of 

Commerce had referred the Soviet in te re s t in  power-consuming production 

f a c i l i t i e s ,  includ ing  aluminum, ferro-manganese and ferro-chromium, 

and chem icals, to appropriate industry trade associations and d ire c t ly  

to p o te n t ia lly  in terested U.S. companies. The Soviet Section provided 

the U.S. Delegation add itional data on several of the projects fo r 

transm itta l to U.S. firm s.

To f a c i l i t a t e  trade and cooperation in  the f ie ld  of c iv i l  

a v ia tion , the two Parties agreed upon the d e s ir a b il it y  o f concluding

a B ila te ra l Airworthiness Agreement.

To aid in  the growth o f two-way trade, agreement was reached with 

regard to the appropriate expansion of commercial representation at the 

present time, and on the need to f a c i l i t a t e  su itab le  o f f ic e ,  housing, 

and working conditions.

The Commission noted that the recent commitment by the U.S.

Export-Import Bank to fu rn ish  c red it fo r the exporting of U.S. equipment, 

m ateria ls and serv ices fo r the construction in  Moscow of the International 

Center fo r Commerce w il l  add to the f a c i l i t i e s  ava ilab le  to meet the
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growing need o f U.S. and other foreign companies and banks to open U 

o ff ice s  in  Moscow. At present, seventeen (17) U.S. companies and 

banks have already been authorized to open o ff ice s  in  Moscow.

Both sides agreed to f a c i l i t a t e  trade missions and to support 

p a rt ic ip a t io n  o f th e ir  na tiona ls, companies and economic organizations 

in trade fa ir s  and exh ib itions organized in the other country.

The U.S. Section reaffirmed the U.S. Adm in istra tion 's determination 

to obtain le g is la t io n  that would provide au thority  fo r non-discrim inatory 

t a r i f f  treatment fo r the U .S.S .R ., as ca lled  fo r under the U .S.-U.S.S.R. 

Trade Agreement of 1972, and would continue the a v a i la b i l i t y  o f U.S. 

Export-Import Bank financing on a non-discrim inatory basis when needed 

to a s s is t  U.S. exporters on th e ir  sales to the U.S.S.R.

At the f in a l plenary session, the Commission heard a report on 

the progress o f the U.S.-U.S.S.R. Trade and Economic Council from the 

two Co-Chairmen: Donald M. Kendall and V. S. Alkhimov. The Council, 

whose p rin c ip a l task is  the promotion of trade and economic cooperation 

between the U.S. and the U .S.S .R ., was estab lished pursuant to the 

U .S.-U.S.S.R. protocol signed at the Washington summit meeting in  June 

of 1973.

The Commission expressed sa t is fa c t io n  with the re su lts  o f the 

Fourth Session, considering the d iscussions a fu rthe r major step 

in the constructive  development of s o lid ,  long-term, mutually 

advantageous trade re la t io n s . ' I t  agreed to convene the next (F ifth ) 

session in  Moscow in  1975.
j

The Soviet delegation members expressed th e ir  appreciation fo r 

the h o sp ita lity  extended to them by th e ir  American hosts during the 

de legation 's stay in the U.S.



FOR IMMEDIATE RELEASE May 22, 1974

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 to be dated 
June 4, 1974, and to mature June 3, 1975 (CUSIP No. 912793 VL7).

The bills will be issued for cash and in exchange for Treasury bills 
maturing June 4, 1974, outstanding in the amount of $1,800,840,000, of 
which Government accounts and Federal Reserve Banks, for themselves and 
as agents of foreign and international monetary authorities, presently 
hold $1,024,495,000. These accounts may exchange bills they hold for 
the bills now being offered at the average price of accepted tenders.

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

Tenders will be received at Federal Reserve Banks and Branches up 
to the closing hour, one-thirty p.m., Eastern Daylight Saving time,
Wednesday, May 29, 1974. Tenders will not be received at the Treasury 
Department, Washington. Each tender must be for a minimum of $10,000.
Tenders over $10,000 must be in multiples of $5,000. In the case of 
competitive tenders the price offered must be expressed on the 
basis of 100, with not more than three decimals, e.g., 99.925. Fractions 
may not be used. It is urged that tenders be made on the printed forms 
and forwarded in the special envelopes which will be supplied by Federal 
Reserve Banks or Branches on application therefor.

Banking institutions and dealers who make primary markets in Government 
securities and report daily to the Federal Reserve Bank of New York their positions

(OVER)
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with respect to Government securities and borrowings thereon may submit tenders 
for account of customers provided* the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks and 
trust companies and from responsible and recognized dealers in investment securitieŝ  
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 respec* 
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 June 4, 1974, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing June 4, 1974. 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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IMMEDIATE RELEASE FINAL C O P Y  May 21, 1974

MINT A P P E A L S  F O E  R E T U R N  O F  TH E  P E N N Y

I’m  calling on every American to get the penny back in circulation and 
keep it there, Mrs. Mary Brooks, Director of the Mint, said today. I'm 
calling on the banking industry to welcome the return of pennies during the 
month of June. I’m  urging schools, churches and charities to examine ways 
and means to involve their members in collecting pennies for deposit.

The price of copper has retreated, closing at $1.15 per pound on May 20. 
There will be no aluminum penny. The 62 billion pennies produced during 
the past 15 years have no numismatic value and because of the huge mintage 
they will never attain great value.

Nevertheless, speculators and hoarders of pennies have caused what 
seems to be a shortage of pennies in certain areas of the country.

But there is no shortage of a supply of pennies.
Creating a shortage where it does not exist can adversely affect every 

public spirited citizen, taxpayer and conservator of the earth's resources.
It is inflationary should merchants start to round off sales to the next nickel 
due to lack of pennies to make change.

Again, I’d like to emphasize. There are plenty of pennies. But they are 
in the wrong places.

It is estimated that over 30 billion pennies are in circulation -- doing the 
job for which they were intended. Somewhere in this vast country of ours, 
however, in excess of 30 billion pennies are in hiding. These are the pennies 
I’m  looking for. They are in dresser drawers, shoe boxes, pickle jars; most 
anyplace you can think of that will get*them out of pocket and out of sight. They 
are unwanted, unused and unappreciated.

For the Mint to be forced to continue increasing its penny production to 
meet the current extraordinary demand is wasteful. Wasteful of a natural 
resource -- copper -- that cannot be replenished by man. And wasteful of 
the taxpayers’ hard earned money. One billion pennies returned to circulation 
will save the taxpayers $10, 000, 000.
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The current price and supply of copper allows us to continue production 
and distribution of the copper bearing cent. During the past 15 years, the 
Mint has pumped out over 62 billion pennies using some 202, 000 tons of copper 
in their manufacture.

This year alone the Mint expects to use 33, 000 tons of copper in cent 
production —  making about 35 million pennies each working day.

If just 15 billion pennies could be lured out of hiding, the Mint, at c u rre n t 
production figures, wouldn’t have to make pennies for almost 2 years and it 
would represent a saving of $150 million.

Fifteen years ago, the reverse design of the Lincoln cent was changed 
from wheat to a view of the Lincoln memorial. The Mint produced 25.7 billion 
Lincoln wheat pennies during a 50 year period.

The Lincoln wheat pennies do enjoy collector interest -- some years 
commanding more numismatic value than others. Rarity is one of the 
determinants in establishing value of almost any collectible item. Especially 
this holds true for coins. A  general rule of thumb is the lower the mintage of 
a given coin, the higher the numismatic value. Coin collecting is a very 
Wholesome hobby. I'm happy to have young people looking at their coins.

Sixty-two billion pennies of identical design, however, can never qualify 
as numismatic rarities and so cannot ever reach great numismatic value. The 
true collector knows this and collects only those pennies needed to complete 
his coin collection sets. The true collector likes bright, uncirculated coins 
also. Not the dull and discolored ones, unless they are rare.

For every $25 worth of pennies cashed in at a bank, the Treasury and the 
Mint are prepared to issue a Treasury Department certificate to the individualor 
group responsible.

Obviously, this campaign to get the penny back in circulation will require 
the cooperation of the banks in forwarding the names to be cited for an award 
to Mary Brooks, Director of the Mint, 55 Mint St., San Francisco, Calif., 94175]

Truly this is a challenging project for anyone who participates. It will 
give every American family a chance to help control inflation, protect the 
environment and cut government expenses.

-oOo-



FOR IMMEDIATE RELEASE May 22, 1974

TREASURY ANNOUNCES AUCTION OF STRIP OF BILLS

The Treasury announced today that it will raise $800 million by auctioning 
a "strip" of Treasury bills consisting of additions to eight outstanding weekly 
series of bills. Additions of $100 million will be made to bills maturing 
each week from September 19 through November 7, 1974.

The auction will be on Thursday, May 30, with payment on Wednesday,
June 5. Payment for the bills may not be made by credit to Treasury tax 
and loan accounts.

The "strip" of bills now being offered is expected to meet the Treasury*s 
cash needs prior to the period of heavy June tax payments.



FOR IMMEDIATE RELEASE May 22, 1974

TREASURY OFFERS $800 MILLION STRIP OF BILLS

The Treasury Department, by this public notice, invites tenders for 
additional amounts of 8 series of Treasury bills to the aggregate amount 
of $800,000,000, or thereabouts, for cash. The additional bills will be 
issued June 5, 1974, will be in the amounts, and will be in addition to 
the bills originally issued and maturing, as follows:

The additional and original bills will be freely interchangeable.

Each tender submitted must be in the minimum amount of $80,000. Tenders 
over $80,000 must be in multiples of $40,000. One-eighth of the amount 
tendered will be applied to each of the above series of bills.

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

Tenders will be received at Federal Reserve Banks and Branches up to the 
closing hour, one-thirty p.m., Eastern Daylight Saving time, Thursday, May 30, 
1974. Tenders will not be received at the Treasury Department, Washington.
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. A single price must be submitted for each tender. It is 
urged that tenders be made on the printed forms and forwarded in the special 
envelopes which will be supplied by Federal Reserve Banks or Branches on 
application therefor.

Banking institutions and dealers who make primary markets in Government

Amount
Amount o f  

A d d itio n a l  
I s s u e

Original 
Issue Dates

1974
Maturity
Dates
1974

CUSIP
Nos.

'June 5, 1974 Outstanding 
to Maturity (in millions)
Days from Currently

$100,000,000 March 21 September 19 912793 UQ7
100.000. 000 March 28 September 26 912793 UR5
100.000. 000 April 4 October 3 912793 US3
100.000. 000 April 11 October 10 912793 UT1
100.000. 000 April 18 October 17 912793 UU8
100.000. 000 April 25 October 24 912793 UV6
100.000. 000 May 2 October 31 912793 UW4
100.000. 000 May 9 November 7 912793 UX2
$800,000,000

106
113
120
127
134
141
148
155

$1,801
1,801
1,810
1,802
1,804
1,801
1,802
1,801

Average 130.5

(OVER)
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ifAS
securities and report daily to the Federal Reserve Bank of New York their 
positions with respect to Government securities and borrowings thereon may 
submit tenders for account of customers provided the names of the customers 
are set forth in such tenders. Others will not be permitted to submit tenders 
except for their own account. Tenders will be received without deposit from 
incorporated banks and trust companies and from responsible and recognized 
dealers in investment securities. Tenders from others must be accompanied 
by payment of 2 percent of the face amount of Treasury bills applied for, 
unless the tenders are accompanied by an express guaranty of payment by an 
incorporated bank 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 $160,000 or less (in amounts as set forth in the second paragraph) 
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 June 5, 1974.

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Code of 1954 
the amount of discount at which bills issued hereunder are sold is considered to 
accrue when the bills are sold, redeemed or otherwise disposed of, and the bills 
are excluded from consideration as capital assets. Accordingly, the owner of 
Treasury bills (other than life insurance companies) issued hereunder must include 
in his income tax return, as ordinary gain or loss, the difference between the 
price paid for the bills, whether on original issue or on subsequent purchase, 
and the amount actually received either upon sale or redemption at maturity 
during the taxable year for which the return is made. Purchasers of a strip 
of the bills offered hereunder should, for tax purposes, take such bills on to 
their books on the basis of their purchase price prorated to each of the 8 
outstanding issues using as a basis for proration the closing market prices for 
each of the issues on June 5, 1974. (Federal Reserve Banks will have available 
a list of these market prices, based on the mean between the bid and asked 
quotations furnished by the Federal Reserve Bank of New York.)

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.



Department of theTREA$URY
ASHINGTON. D.C. 20220 T E L E P H O N E  W04-2041

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 FLORIDA ATLANTIC UNIVERSITY 

BOCA RATON, FLORIDA 
THURSDAY, MAY 23, 1974, 7:30 P.M.

DO WE NEED A TAX CUT?

Like beauty, the look of economic statistics often 
depends on the eyes of the beholder. Whether it be the 
change in GNP, unemployment, the rate of inflation, or other 
economic figures, the public can be assured of at least 
two interpretations: that the economic situation may be 
deteriorating; or, on the other hand, that matters are 
improving. Of course, there are also the "hedgers", the 
"who-can-tellers", and others who make economic pronouncements. 
Much of the difference in attitude results from different 
criteria of what is an "improvement" or a "deteriorationj. 
Sometimes the very same statistic will elicit both reactions 
-- depending upon age, sex, economic status, or political 
view.

But, I will not go so far as to say that economics 
is more a political game than a science. It may not yet 
be a science, but it is hard'enough discipline to rule out 
the claim that it is only a political game. That must be 
so because frequently both pessimistic and optimistic 
views sometimes are shared by people in the same part of the 
political spectrum. And, then, there are those, like myself, 
who are career civil servants or professionals in the private

WS-10
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sector who sell their services; and whose success depends 
upon being right at least some of the time. So, at least, 
we can rule out politics as the sole cause of differing 
views on the economic outlook. That is not to say that 
politics can be ruled out as having been irrelevant in 
arriving at many economic decisions in recent years.

The economy also is viewed differently by one group 
or another because it might depend on whether the inflation 
rate or the unemployment rate is getting lower. We tend to 
applaud a reduction in unemployment -- that is always 
cheerful news. But, when inflation accelerates as a result, 
that is another matter. Somehow, the connection between the 
two is not made, but that does happen to be one of the 
dilemmas of an advanced industrial society.

A third factor which might influence attitudes is also 
related to prices, but in a different way than concern over 
general inflation. As you know, the average farmer is not 
an outstandingly wealthy individual; and when his income 
rises, that is generally accepted as a favorable development. 
However, to the extent that the increased income of farmers 
means higher food prices, consumers might not look favorably 
upon that consequence. To generalize the relation of prices 
to incomes, higher prices, ordinarily, mean higher income to 
somebody -- and this is something we applaud. But, as 
consumers, we frown when we have to pay those higher prices 
-- though the higher income which we applauded results from 
the higher prices that we frowned upon. So, for the nation, 
it is all one ball of wax, so to speak, though we may not 
always see it that way.

But, these are not ordinary times due to the fuel 
situation, it is argued. Admittedly, a higher price usually 
means a higher income to somebody in the U.S., and therefore, 
purchasing power in the U.S. is not reduced. But, when the 
higher prices of oil and gas mean higher income to the oil 
companies who might spend only part of it; or higher incomes 
to somebody outside of the U.S., then purchasing power in 
the U.S. jLs reduced. The advocates of a tax cut have 
estimated the reduction in purchasing power in the 
U.S. due to oil at $12 to $15 billion for the people as a
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whole. In effect, the higher oil and gas prices are 
s i m i l a r  to a tax increase, which would reduce spending.
That reduction is said to be the root cause of the low 
real GNP growth g- indeed, the negative growth -- that the 
economy has been experiencing recently. That is why a tax 
cut has been recommended by some in order to restore the 
real purchasing power of the people.

That proposition assumes that we can predict what 
consumer spending behavior might be in reaction to the higher 
prices of oil and gas. Now, if there is one matter upon 
which economists should agree, it is to reject the mechanistic 
assumption that in the short run consumers always cut back 
spending in reaction to temporary changes in real income.
They should remember that in mid-1968, most forecasters 
said, incorrectly, as it turned out, that the income tax 
surcharge would depress consumer spending and result in 
recession. Another assumption that might not hold up is 
that consumers cut back on spending when prices rise.
Surely the European experience of high inflation and high 
spending over the last decade or so would not support that 
view.

Furthermore, what is involved in the higher oil prices, 
up to this point, is merely a transfer of financial assets 
from the oil consuming nations to the oil producing nations.
As a nation, oil consumers are paying for higher priced oil 
with debt -- in other words, dissaving.

The preceding might appear as a quite lighthearted 
approach to complex problems. So, we come to the point of 
deciding what is the real problem confronting the U.S.: 
is it inflation or the threat of recession? Or worse than 
that: do we have the worst of the two possible worlds --
the "stagflation" to which many have referred. Is that the 
shape of the present and the future?

Those issues might be better understood by an analysis 
of where the real economy has been recently; where it stands 
currently; and, where it might be going this year and next. 
And, I should like to do that against the perspective of 
the proposal for a tax cut, which is now a very active issue
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being debated in the Congress. If, indeed, the economy has 
been or will be characterized by insufficiency of demand, 
low growth and rising unemployment, then a tax cut might 
well be entertained -- even though that might risk more 
inflation. On the other hand, if insufficiency of total 
demand represents a misreading of the circumstances that the 
economy presently finds itself in, a tax cut could add only 
to the inflation.

I start off with the proposition that there has been 
insufficient recognition of how close to capacity this 
economy has been operating since late 1972, and, therefore, 
insufficient recognition by policy makers and the public 
generally, of the potential strength of the inflationary 
forces.

Now, our present inflation does have some special 
features which policy makers could not influence very well. 
These special features are: first, the worldwide economic
boom which has generated a very large demand for internationally 
traded industrial materials; second, the succession of crop 
failures and other natural disasters affecting farm and food 
supply; and, third, the devaluation of the dollar, which made 
the U.S. a very attractive source of supply in world markets.
On top of those troubles came the oil embargo of last October. 
All of these added much to inflation -- but policy makers 
could do little about them. These extra dimensions led to 
an acceleration of the inflation to an annual rate of 11% 
to 12% in the first quarter of this year.

But, the inflation rate would have been higher than 
what this nation would have liked to experience even without 
those special features. Using consumer prices as the 
measure, the annual rate of inflation over the past year 
ending April was 10.2%.

But, if food and the energy related items -- fuel oil, 
gasoline and electricity -- are eliminated from the computa
tion of the consumer price index, the underlying rate of 
inflation still would have run at an annual rate of 6.6%. 
Another way of stating it is that more than half of the 
inflation rate was attributable to the nonfood, nonenergy 
elements of goods and services.
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A 6.67> rate might look good, compared with about twice 
that now being registered, but it is higher than has been 
customary in the U.S. Accordingly, current inflation rates 
reflect more than the international commodity inflation 
indeed, it might be said that it reflects the strain on the 
capacity to produce on a worldwide basis.

In the U.S. policy makers did not recognize fully that 
by the end of 1972 and early 1973, the economy was very 
close to full capacity operations.

The reason for this was that too much reliance was 
placed on two aggregate measures that economists use:
(1) the actual as percent of potential GNP, and (2) the 
overall unemployment rate. Both of these measures in late 
1972 and early 1973 indicated that there was considerable 
room to grow. In fact, various other measures -- the backlog 
of orders, the increasing number of months needed for 
delivery of materials, the low unemployment rate for 
experienced workers, etc. -- suggested that the capacity 
to produce was under strain. As a result, stimulative fiscal 
and monetary policy was overstayed.

By mid-1973, however, most economists recognized that 
the economy was overheated, and hopes were high by the 
policy makers that a "soft landing" of the economy could be 
managed by 1974. Following the 6% real GNP growth of 1973 -“ 
which was about 2% above sustainable long-term growth 
a 370 to 47> real growth rate in 1974 was considered desirable 
to cool off the inflation without much change in unemployment 
rates.

The oil embargo changed all that. On top of the other 
shortages, the deficiency in oil imports could only mean a 
reduction in supplies of gas at refineries and gas stations 
and that production and spending on related items --• large 
cars, recreation, etc., would be affected. By the time of 
publication of the Economic Report of the President in 
February, the official forecast included the following 
forecasts for 1974.

• An 87> increase in so-called nominal GNP, compared 
with ll%7o in 1973.
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• A 1% increase in real GNP, compared with 6% in 1973.

• A 77o increase in the rate of inflation, compared 
with 5%% in 1973.

Just recently, these forecasts have been revised and 
they now show somewhat more inflation and less real growth 
in 1974 as a whole. But the pattern of developments within 
the year remains about the same -- a decline in real GNP 
in the early months of the year and a recovery in the 
second half.

Now, when economists talk of negative real growth, the 
spectre of "recession" stalks across the stage. In common 
usage, two quarters of negative real GNP growth has been a 
shorthand way of declaring a recession. But, I should like 
to paraphrase Gertrude Stein and to disagree that a number 
is a number is a number. Low growth, or even negative 
growth, which results from supply constraints in the economy 
represents a different condition -- and requires different 
economic policies -- than when it results from demand 
insufficiency. These supply constraints have developed 
on a scale unprecedented in the postwar period. Supplies 
generally are short across the board almost in all basic 
materials, and, in many types of finished goods. Manufac
turers 1 unfilled orders for durable goods continue to rise 
and in April of this year were 307, above a year ago.
Purchasing agents continue to report slower deliveries, etc. 
Experienced people are difficult to find; the unemployment 
rate of married men or full-time workers is virtually at the 
same low in April 1974 as a year earlier.

But how do these figures reconcile with the 6.37, 
decline in real GNP just reported for the first quarter of 
the year? The fact is that there have been slippages in 
some sectors of the economy. But, so far, because they are 
mainly oil or energy-related, these have been far outweighed 
by ongoing positive growth in the main body of the economy.
If the real GNP figures for the first quarter are disentangled, 
they show the following:
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• Taking account only of the most obvious supply or 
energy-related constraints in the economy -- the 
automobile sector and spending on gas and oil r* 
real GNP growth in the first quarter was a 
positive 1%, not a negative 6.3%, annual rate.

• Instead of "reeling under the blows of tight money" 
and runaway prices (as a nationally known economist 
recently has characterized the consumer in justifica
tion of a tax cut), spending has been growing, 
though modestly. Here again, if energy-related 
spending on cars and on gas and oil are netted out, 
real consumer spending in the first quarter of this 
year did not decline; it rose at an annual rate of 
3.5%.

• Sluggish real spending by business on fixed investment 
in the first quarter also has been noted in support
of a tax cut. But, here too, an annual rate of 
decline of 3% is converted into an increase of 7%, 
if the affected purchases on autos and trucks are 
netted out. (In terms of current dollars, the 
spending advances were 7% and 16%, respectively.)

• The same nationally known economist cited a decline 
in capacity utilization rates in the materials 
producing industry in the first quarter. But steel 
and petroleum refining are both part of this statistic 
and they have been troubled by inadequate raw 
materials supply. An adjustment for these two 
industries would show no change in the very high 
operating rate for basic materials in the first 
quarter of 1974.

Looking beyond the first quarter, the early returns 
already are indicating a bottoming out from negative to at 
least zero real growth. There is even a strong chance of a 
small increase in real GNP in the second quarter. After 
that, sizeable positive growth in the second half of the 
year is our best forecast.
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That scenario appears in progress. In April, industrial 
production rose 0.4%; employment scored a sizeable gain; 
retail sales advanced 1%%, etc. Housing starts also rose, 
but its longer run outlook has begun to be clouded by rising 
short-term interest rates.

To sum up, a strong economic recovery appears on the 
way. Its sources of power will be the same as those which 
have continued to sustain the underlying vigor of the economy 
throughout the energy situation. They are the following:

• The U.S. is in the midst of a capital goods boom, 
whose end is not in sight. It will take several 
years before the deficiencies in our capacity to 
produce can be met in the energy and basic materials 
and even finished goods sectors. On top of that, 
capital expenditures will be required to meet the 
new environmental standards.

• Inventories are low in many industries and added 
production will be needed to bring them into better 
balance.

• Export markets will continue to grow.

• Housing activity will expand, though not as much 
as had been forecast earlier.

Against this perspective of relatively full utilization 
of resources and abounding shortages, a tax cut cannot but 
contribute to accelerating an already high rate of inflation. 
There is some slack here and there in the economy, as in the 
automobile industry and in housing. But, it is not clear 
that any additional income to consumers from a tax cut would 
be spent in these areas; spending in most other areas would 
only add to price pressures.

This is a critical juncture in economic policy. If 
the economy's aggregate demand is so strong, the fiscal 
objective of the Federal Government should be to minimize 
budget deficits. The recently announced smaller deficit 
expected for fiscal 1974 at $3.5 billion conforms with
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this objective. The larger 1975 deficit at $11.4 billion 
would suggest the need for another revision of outlays.
Careful though that process already has been, perhaps more 
prudence in spending might be attained here and there.
Monetary policy, of course, should work in harness towards 
the goal of disinflation.

The country is confronted with a difficult problem: 
the high magnitude of the "basic" rate of inflation. This 
rate might be measured by taking out the special inflating 
influences of food and energy. Aside from these elements, 
the "basic" rate of consumer prices alone over the past 
year was 6^%. I am not projecting that rate for the rest 
of 1974 as inevitable. It might not even be my best 
estimate. Possibly it could go lower. Good harvests and the 
end of the oil embargo should mean leveling off in food prices, 
according to recent Department of Agriculture estimates, 
while oil and gas prices might stabilize. But, assuming a 
humble and prudent position, justified by the uncertainties 
of the course of food and energy prices, the simplest type 
of forecasting might consist of projecting the 6^% rate 
of the recent past, aside from food and energy. That would 
not take into account many recent increases in the cost of 
materials and semi-finished products, which have not yet 
worked their way into the consumer price system. If that 
occurred, obviously the inflation rate might be higher.

Against that background, it is clear that the risks 
of a tax cut are large. Its most probable effect would be 
in the direction of adding to inflationary pressures directly 
and indirectly by the encouragement that this might materially 
give to wage and price decisions in the private sector.
That could only mean that the irrationality of inflation where 
few gain and most lose would be given more basis to grow.

ooOoo
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May 24, 1974

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $ 2.6billion of 13-week Treasury bills and for $1.9 billion 
>f 26-week Treasury bills, both series to be issued on May 30, 1974, were 
Opened at the Federal Reserve Banks today. The details are as follows:

TGE OF ACCEPTED 
lOMFETITIVE BIDS:

High
Low
Average

13-week bills 
maturing August 29, 1974

26-week bills
maturing November 29, 1974

Price
Equivalent 
annual rate Price

Equivalent 
annual rate

98.041 a/
97.957
97.982

7.750%
8.082%
7.983% U

95.888
95.804
95.829

b/ 8.089%
8.254%8.205% y

a/ Excepting 1 tender of $5,000,000 
b/ Excepting 5 tenders totaling $2,450,000

Tenders at the low price for the 13-week bills were allotted 51%. 
Tenders at the low price for the 26-week bills were allotted 70%.

{TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:
District Applied For Accepted Applied For Accepted
Boston $ 42,195,000 $ 32,195,000 $ 25,155,000 $ 13,155,000
New York 3,108,015,000 2,137,765,000 2,966,800,000 1,621,790,000
Philadelphia 22,930,000 22,905,000 10,940,000 10,890,000
Cleveland 52,370,000 38,025,000 47,515,000 26,520,000
Richmond 32,300,000 22,350,000 19,370,000 14,445,000
Atlanta 28,855,000 28,555,000 23,455,000 23,055,000
Chicago 189,020,000 156,530,000 161,275,000 66,475,000
St. Louis 42,790,000 26,790,000 41,800,000 19,800,000
Minneapolis 15,555,000 15,555,000 12,200,000 12,200,000
Kansas City 30,400,000 30,400,000 33,870,000 33,870,000
Dallas 16,605,000 16,605,000 13,525,000 10,565,000
San Francisco 137,520,000 72,510,000 115,170,000 47,360,000

TOTALS $3,718,555,000 $2,600,185,000 c/ $3,471,075,000 $1,900,125,000
Sj Includes $364,095,000 noncompetitive tenders accepted at the average price, 
d/Includes $221,620,000 noncompetitive tenders accepted at the average price. 
]J These rates are on a bank discount basis. The equivalent coupon issue yields 

are 8.26$ for the 13-week bills, and 8.68$ for the 26-week bills.



Anthony E. Wallace, President and Chief Executive Officer, 
Connecticut Light and Power Co., Hartford, is appointed volunteer 
State Chairman for the Savings Bonds Program in Connecticut by 
Treasury Secretary William E. Simon, 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 Connecti
cut.

Wallace attended the University of California at Los Angeles 
and the Harvard Business School. Before his employment by CL§P, 
he served on the faculty of Hillyer College -- now the University 
of Hartford -- and was Assistant Director, Research and Planning 
Division, Connecticut Development Commission.

In 1952, he joined CL§P as a member of the Area Development 
Staff. He subsequently served in the positions of Public Infor
mation Manager, Assistant to the President, and Vice President/Ad- 
ministration, before being elected Executive Vice President and a 
company Director in 1966. He assumed his present post in 1968.

Wallace has long been active in a variety of business, civic, 
and professional organizations. He served three terms in the Con
necticut General Assembly, including time as Speaker of the House. 
His current affiliations include: Trustee, Samuel I. Ward Techni
cal College, University of Hartford; Director, University of Con
necticut Foundation; Director and Vice President, Chamber of Com
merce of the United States; member, National Emergency Committee, 
National Council on Crime and Delinquency; Director, Connecticut 
Mutual Life Insurance Co.; Trustee, National Council of Christians 
and Jews; and Vice Chairman, Connecticut Educational Television 
Corp. He has served the Bond Program since 1969 as Chairman of 
the Hartford County Volunteer Savings Bonds Committee.

He and his wife, Helen, have two sons, Anthony, and Richard.

oOo
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STATEMENT OF THE HONORABLE JOHN M. HENNESSY 
ASSISTANT SECRETARY OF THE TREASURY 

FOR INTERNATIONAL AFFAIRS 
BEFORE THE FOREIGN OPERATIONS SUBCOMMITTEE 

OF THE SENATE APPROPRIATIONS COMMITTEE 
MAY 28 , 1974, a t  1 0 :0 0  A.M. EDT

I am p leased  to  be here today to. p resen t the Admin- 

i s t r a t i o n ’ s FY 1975 ap p rop riation s req u est to ta l in g  $ 1 ,0 0 6  

m illio n  fo r  the in te rn a tio n a l development lending i n s t i t u 

tio n s . I  s tro n g ly  urge th a t th is  Committee and the Congress 

a c t  fav orab ly  and ap p rop riate  the amounts req u ested .

B efore turning to  the s p e c if ic s  of our ap p rop riation  

req u ests fo r  FY 1975, I  would lik e  to  respond to  the view  

th a t re c e n t rap id  changes in  the world economy - -  and the  

energy c r i s i s  in  p a r t ic u la r  - -  argue ag a in st our continued  

support of the in te rn a tio n a l lending in s t i tu t io n s , I  

b eliev e  the opposite is  tru e , and th a t the arguments fo r  

continued U .S. lead ersh ip  in  th is  area  a re  strengthened by 

recen t even ts.

Doubts have been rà is e d  about the le v e l  of U .S, 

p a r tic ip a tio n  in  the in te rn a tio n a l development lending  

in s ti tu tio n s  in  view o f : 1) the overwhelming problem the  

developing co u n tries  fa ce  in  paying fo r  o i l ;  2) the p o s s ib i l i ty



th a t money would go through b orrow ers' hands in to  o i l -  

producers' p ock ets; and, 3) the p o s s ib i l i ty  th a t the o i l  

exp orters w ill  not assume re s p o n s ib ili ty  fo r  a f a i r  share  

in the aid  burden. These concerns are  s e rio u s , but I hope 

to demonstrate th a t they are  not w ell-founded.

F i r s t ,  i t  is  tru e  th a t the problems con frontin g many 

developing co u n tries  are  of serio u s magnitude - -  the World 

Bank estim ates th a t the e x te rn a l c a p i ta l  requirem ents of 

the LDCs w ill  in cre a se  by $10-12  b i l l io n  per year from now 

u n til  1980, as a r e s u lt  of re ce n t p r ic e  in cre a se s  o f o i l ,  food, 

and f e r t i l i z e r .  This added need fo r  c a p i ta l  in  the  

developing co u n tries  in cre a se s  the urgency of a s s is ta n c e  

flows from in d u s tr ia liz e d  c o u n trie s . A red u ctio n  of our 

aid flows would only aggravate  the p recario u s p o s itio n  now 

facin g many poor n a tio n s . I t  would a lso  undermine our case  

th at newly r ic h  n atio n s now have to  jo in  in  the in te rn a tio n a l  

e f f o r t  by co n trib u tin g  th e ir  f a i r  share of in te rn a tio n a l  

a s s is ta n c e .

Second, the in te rn a tio n a l development lending i n s t i t u 

tion s cannot be used fo r  paying the in creased  o i l  b i l l  of 

the h a rd -h it developing c o u n tr ie s . The in s t i tu t io n s  fin an ce  

s p e c if ic  development p r o je c ts ,  and do not support imports of 

b asic  commodities such as o i l .

Third, th ere  is  a lread y  co n cre te  evidence th a t the o i l -  

producing co u n tries  w ill  recog n ize th a t th e ir  new afflu en ce  

c a r r ie s  w ith i t  im portant re s p o n s ib il i t ie s  to  poor c o u n tr ie s .
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Iran has alread y made reso u rces  a v a ila b le  fo r  lending to  

developing c o u n trie s . Venezuela is  in the e a rly  stag es  of 

n eg o tia tin g  a t r u s t  fund under the Inter-A m erican  Develop

ment Bank of rep o rted ly  up to  $500 m illio n  fo r  fin an cin g  

development in  poor L a tin  American c o u n tr ie s , and has a lso  

pledged $30 m illio n  of new reso u rces  to  the Caribbean Develop

ment Bank. Abu Dhabi, Oman, Kuwait, L ibya, Saudi A rabia, 

and Bahrain are  p a r tic ip a tin g  in  the World Bank bond purchase  

programs. S everal of the OPEC co u n tries  have pledged $ 3 .3  

b illio n  toward the s p e c ia l new IMF f a c i l i t y  aimed a t  providing  

a s s is ta n c e  to  co u n tries  w ith o il-in d u ced  balance of payments 

problems. An Arab Fund fo r  A frican  Development is  under 

d iscu ssio n , and ad d itio n al reso u rces  a re  to  be made a v a ila b le  

to Islam ic c o u n trie s .

There are  p o s itiv e  o v e ra ll  economic and fo re ig n  p o licy  

reasons as w ell fo r  us to  move promptly on those ap p rop ria

tion s which are  re la te d  to  the re c e n tly  changed world economic 

s itu a tio n . F i r s t  and forem ost, the United S ta te s  cannot 

le g itim a te ly  c a l l  fo r  an in te rn a tio n a l so lu tio n  to  such prob

lems as energy, food supply, p op u lation , trad e  and monetary 

reform , i f  we shun our own r e s p o n s ib il i t ie s  in  the areas of 

in te rn a tio n a l economic development. These problems are  a l l  

in tim ately  linked. To e lim in a te , or red u ce, our co n trib u 

tion s to  the in te rn a tio n a l development lending in s ti tu tio n s  

would re p resen t an inward turning on our p a rt  which could be 

used as a j u s t i f i c a t i o n  of s im ila r  measures by o th er c o u n tr ie s , 

undermining the very  co o p erativ e  system we are  try in g  to  

stren gth en . Of cou rse , the work and e ffe c tiv e n e s s  of th ese
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in s ti tu tio n s  in  helping poor n atio n s help them selves is  

important in  i t s  own r ig h t .

With th is  backdrop in  mind, I would now lik e  to  d iscu ss  

b rie f ly  the proposed ap p ro p ria tio n s. The t o t a l  req u est of 

$1,006  m illio n  c o n s is ts  of a $500 m illio n  co n trib u tio n  to  

the Fund fo r  S p ecia l O perations (FSO) of the Inter-A m erican  

Development Bank (ID B); $320 m illio n  fo r  the In te rn a tio n a l  

Development A sso cia tio n  (IDA)% $50 m illio n  fo r  the Con

so lid ated  S p ecial Funds of the Asian Development Bank (ADB); 

and a lso  two req u ests  fo r  which au th o rizin g  le g is la t io n  is  

pending. The f i r s t  of th ese is  $1 20 ,6 3 5 ,0 0 0  fo r  an in cre a se  

in our Ordinary C ap ita l co n trib u tio n  to  the ADB; and the  

second is  $15 m illio n  fo r  the A frican  Development Fund (AFDF).

While the amounts are  la rg e , the economic c o s t to  the  

United S ta te s  of supporting th ese in s titu tio n s  is  much sm aller  

than the aggregate  fig u re s  in d ic a te . E ighty p e rce n t, or 

$97 m illio n  of the $121 m illio n  req u ested  fo r  ADB Ordinary 

C a p ita l, i s  in  the form of a gu aran tee; thus only $24 m illio n  

would req u ire  a budget o u tlay . In ad d itio n , the budgetary  

impact th a t would r e s u lt  from a l l  of th ese  ap p rop riation s  

would be spread over se v e ra l years and much of our co n trib u tio n  

to th ese in s t i tu t io n s  re tu rn s  to  us in the form of payment 

fo r the s a le  of goods and s e rv ic e s .



According to  a re ce n t study prepared by the Congres

sio n al Research S ervice  of the L ib rary  of Congress fo r  the 

House Committee on Foreign  A f f a i r s , the aggregate  balance  

of payments e f f e c t  of U.S.  p a r t ic ip a tio n  in th ese  

in s ti tu tio n s  has been overwhelmingly fav orab le  to  the U.S.

I would lik e  to  submit fo r  the reco rd  in Annex I two very in s tr u c 

tiv e  ta b le s  developed fo r  th is  re p o rt by the C ongressional 

Research S ervice  and h ig h lig h t th e ir  con clu sio n : the cumula

tiv e  balance of payments r e s u lt  of U.S.  involvement in the  

World Bank Group (in clu d in g IDA), the Asian Development Bank 

and the Inter-A m erican Development Bank (in clu d in g  FSO) to  

date has been a n et surplus of $ 2 , 1  b i l l io n  fo r  the United  

S ta te s . Of co u rse , as disbursem ents on loans are  drawn down 

over time th ere  could be some d eclin e  in th is  fig u re  - -  but 

the p oin t i s  th a t in balance of payments terms we can w ell 

afford  the program.

In terms of our Gross N ational Product and our budget, 

these co n trib u tio n s rep resen t le s s  than on e-ten th  of one 

p ercent and only o n e-th ird  of one p ercen t re s p e c tiv e ly .

The c o s t of m aintaining an ap p rop riate  le v e l  of in te rn a tio n a l  

re s p o n s ib ility  in  th is  area  is  a most reason ab le one 

and the burden of development a s s is ta n c e  f a l l in g  on the U.S.  

has been s h iftin g  to  o th er co u n tries  in  keeping w ith th is  

Committee’ s concern. This s h if t  is  a lread y  apparent in  the  

p resen t ADB and AFDB ap p rop riation s req u ests  and w ill  be
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in corp orated  in fu tu re  IDA and IDB replenishm ent re q u e sts .

INTER-AMERICAN DEVELOPMENT BANK 

For the Inter-A m erican Bank the A dm inistration  is  

requesting $500 m illio n  fo r  the Fund fo r  S p ecial O perations 

(FSO). This amount would rep resen t the f in a l  in sta llm en t  

of the U.S. co n trib u tio n , to ta lin g  $1 b i l l io n , authorized  

by the Congress in March, 1972,  o r i g i n a l l y ’n eg o tia ted  

by the E xecu tiv e  Branch in A p ril 1970.

The Fund fo r  S p ecial O perations, as you know, 

c o n stitu te s  an im portant p a rt  of the Inter-A m erican Bank’ s 

s tru c tu re . I t s  re s o u rc e s , which come e n tir e ly  from 

member country co n trib u tio n s , a re  used to  support p ro je c ts  

in the p o o rest L a tin  American c o u n trie s ,

Only about $100 m illio n  in co n v e rtib le  cu rre n cie s  w ill  

remain uncommitted in  the FSO a t  the end of the p resen t 

calendar y e a r . The proposed $500 m illio n  U.S.  co n trib u tio n  

now requested  would allow  only fo r  m aintaining FSO lending 

in d o lla rs  fo r  1975 a t  th is  y e a r 's  p ro je c te d  le v e l  of 

$400 m illio n , w ith some p ro v isio n  fo r  1976.  This would be 

a bare minimum given the loan demand from the r e la t iv e ly  

poor L a tin  American co u n tries  which borrow the bulk of FSO funds.
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L et me a lso  address the question of the q u a lity  of 

the op eration s of the IDB, a m atter th a t has been of 

major concern to  th is  Committee. S p e c if ic  step s have been 

taken sin ce  l a s t  year to  improve i t s  work and to  stren gth en  

i t s  o rg an iza tio n . Committee members a lread y  know about the  

Group of C o n tro lle rs  and the good work being done on 

e x te rn a l ev alu ation  and review  of p r o je c ts .  The U.S.  

member of the group is  now Mr. Edward Tennant, who was 

form erly A uditor General fo r  Foreign  A ssistan ce  of the  

Agency fo r  In te rn a tio n a l Development. Thus f a r ,  the Group 

has completed 11 re p o rts  - -  the most re c e n t ones on Planning  

and Programming, Global Loans to  F in a n cia l I n s t i tu t io n s ,  

and on a re g io n a l in te g ra tio n  o rg a n iz a tio n . Recommendations 

contained in th ese re p o rts  are  in  the p rocess of being 

implemented.

In connection w ith the concern of the Committee and 

Congress about the follow -up on IDB loan p r o je c ts ,  we can 

re p o rt the i n i t i a t i o n  by the E xecu tiv e  Branch of an a c tiv e  

program of in sp ectio n  t r ip s  to  the f ie ld  covering a l l  the  

in s t i tu t io n s . These have yield ed  co n cre te  evidence th a t  

IDB loans are  co n trib u tin g  s u c ce s sfu lly  to  economic and 

s o c ia l  development in  L a tin  America. For example, follow ing  

the l a s t  IDB annual meeting in  S an tiago , C h ile , Members of 

Congress and o th er members of the U.S.  d eleg atio n  had the



opportunity to  see how IDB-financed p ro je c ts  co n trib u te  to  

economic and s o c ia l  development in  L a tin  America.

In concluding my statem ent on the IDB, I want to  

emphasize th a t our req u est fo r  ap p rop riation  of $500 m illio n  

takes on s p e c ia l  meaning in  the l ig h t  of the c lo s e r  t i e s  we 

are attem pting to  forge w ith the co u n tries  of L a tin  Am erica, 

based on a concept of a community of i n te r e s t .  One of the  

su b jects  of g r e a te s t  concern to  the L a tin  American Foreign  

M in isters a t  two re ce n t conferences - -  one in February in  

Mexico Ci ty ,  the o th er l a s t  month in  Washington - -  was the  

gen eral d eclin e  in U.S.  co n trib u tio n s to  Inter-A m erican  

in s ti tu tio n s  and to  the IDB in p a r t i c u la r .  S e cre ta ry  

K issinger pledged on those occasion s th a t the E xecu tiv e  

Branch would do i t s  utmost to  m aintain  our aid  flows to  L a tin  

America. In tu rn , the newly o i l  r ic h  n ation s of the region  

were asked to  jo in  in  helping to  fin an ce development.

INTERNATIONAL DEVELOPMENT ASSOCIATION 

The $320 m illio n  we are  seeking today fo r  the  

In te rn a tio n a l Development A sso cia tio n  (IDA) re p re se n ts  the  

th ird  and f in a l  in sta llm en t of our $960 m illio n  co n trib u tio n  

to  the IDA Third Replenishment.

As the members of the 'Committee are  aware, IDA is  an 

in te g ra l  p a rt  of the World Bank, employing the same exp ert  

s t a f f ,  and follow ing the same rig orou s standards of p ro je c t
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ap p raisa l and su p ervision . IDA funds go to  the p o o rest of 

the developing c o u n tr ie s , those w ith per c a p ita  incomes of 

le ss  than $375 per y e a r . These are  co u n tries  which, because  

of th e ir  p o v erty , have extrem ely lim ited  c a p a c itie s  fo r  

financing investm ent from th e ir  own savin g s. S im ila rly , 

th e ir  o p p o rtu n ities  fo r  obtaining e x te rn a l c a p i ta l  from 

sources o th er than IDA a re  lim ite d , i f  not n o n -e x is te n t.

IDA is  thus c r u c ia l  to  the hopes of th e ir  c i t iz e n s  fo r  

b e tte r  and more f r u i t f u l  l i v e s .

Major s e c to rs  in  IDA lending have been a g r ic u ltu re  

(28 p e r c e n t) , tra n sp o rta tio n  (25 p e r c e n t ) , and e l e c t r i c  

power (8 p e r c e n t ) . R ecen tly , new f ie ld s  such as education  

and fam ily planning have rece iv ed  in creased  emphasis, w ith the  

growing r e a l iz a t io n  th a t improvement in  human s k i l l s  and the  

curbing of e x ce ss iv e  population growth can be as im portant 

to economic development, i f  not more im portant, than the  

accum ulation of p h y sica l c a p i ta l .

I  would a lso  lik e  to  c a l l  your a tte n tio n  to  the f a c t  

th a t in  i t s  Report of May 11, 1972,  on supplemental 

ap p ro p ria tio n s, the Conference Committee agreed th a t th ere  

was no in te n tio n  of denying each of the th ree  annual 

in stallm en ts  of $320 m illion, in  the th ree  f i s c a l  years  

beginning Ju ly  1, 1972.

I  again urge the Committee to  a c t ,  as you did l a s t  

y ear, in the s p i r i t  of th a t jo in t  exp lan atory  statem en t, 

p a r t ic u la r ly  in  view of the f a c t  th a t our payments are  one
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I t
year behind those of oth er IDA donors.

ASIAN DEVELOPMENT BANK 

For the S p ecia l Funds of the Asian Development Bank 

(ADB) the A dm inistration  is  now req u estin g  $50 m illio n .

This $50 m illio n  is  p a rt of a $100 m illio n  au thorized  

co n trib u tio n  to  the S p ecia l Funds of the ADB, of which the  

f i r s t  $50 m illio n  was appropriated  l a s t  y e a r .

Since au th o riz a tio n  of the U.S. co n trib u tio n  of $100 

m illio n  in  1972,  a m u lt i la te r a l  e f f o r t  has been made to  

e s ta b lis h  an Asian Development Fund (ADF). The $100 m illio n  

alread y au thorized  would be counted towards the U.S.  

co n trib u tio n  to  the Fund and would, by agreement w ith o th er  

donors, be tie d  to  procurement of U.S.  goods and s e r v ic e s ,  

ensuring d i r e c t  b e n e fits  to  U.S. su p p liers and f a c i l i t a t i n g  

U.S. en try  in to  key m arkets in  A sia .

L a st year when the Congress decided to  reduce the  

A d m in istra tio n 's  req u est fo r  the f i r s t  $100 m illio n  to  $50 

m illio n , i t  recognized  the b e n e f ic ia l  burden-sharing asp ects  

of the new ADF p rop o sal; and the J o in t  House Senate 

Conferees Report s ta te d  th a t the conference managers had no 

in te n tio n  of denying a f i s c a l  year 1975 req u est fo r  the  

balance of $50 m illio n  w hen'presented by the A dm in istration . 

The conference managers supported the fav o rab le  burden

sharing arrangements embodied in  the proposal of which the  

$100 m illio n  was a p a r t .



11

Our co n trib u tio n  of $50 m illio n  ap prop riated  l a s t  

y ear, combined w ith the req u est now b efore  you w ill  

m obilize $250 m illio n  from oth er donors in  th e ir  f i r s t  

stage co n trib u tio n s to  the ADF. While th ere  w ill  be no 

commitment to  the ADB concerning fu tu re  U.S.  co n trib u tio n s , 

we plan n ext year to  req u est a th ird  $50 m illio n  co n trib u tio n . 

This would make a t o t a l  U.S.  co n trib u tio n  of $150 m illio n , 

and taken w ith the $375 m illio n  co n trib u tio n  by oth er  

donors, would complete the ADF1s i n i t i a l  reso u rce  m o b iliza

tio n  p lan , providing a t o t a l  of $525 m illio n  in  co n cessio n al  

resou rces to  the ADF. This is  in  ad d ition  to  the $330 

m illio n  in  ADB S p ecial Funds a lread y  co n trib u ted  by o th er  

donors - -  excluding the U.S.  To the e x te n t th a t such 

co n trib u tio n s were made sin ce  January 1 , 1973,  co n trib u to rs  

are e n tit le d  to  c r e d it  them a g a in st th e ir  ADF p ledges.

The FY 1975 budget a lso  in cludes an ap p rop riation  

req u est fo r  an in cre a se  in the U.S.  share of c a p i ta l  stock  

in the ADB. This was a lso  included in  our req u est l a s t  year  

to  th is  Committee, but the Congress did not take a c tio n  on 

the au th o rizin g  le g is la t io n . I t  i s  now a n tic ip a te d  th a t  

a c tio n  on the ADB Ordinary C ap ita l a u th o riz a tio n  w ill  take  

p lace  sh o rtly  in  the Senate^and subsequently in the House.

The t o t a l  new U.S.  Ordinary C ap ita l p a r t ic ip a tio n  would be
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$362 m ilio n , of which 80 p ercen t (about $290 m illio n )  

would be c a lla b le  guarantee c a p i ta l  and 20 p e rce n t, or 

about $72 m illio n , would be p a id -in . Budgetary expenditures  

re s u lt  only from the p a id -in  c a p i ta l  p o rtio n  as the guarantee  

c a p ita l  serves to  back ADB borrowings in p riv a te  c a p i ta l  

m arkets, and would only be c a lle d  in  the most u n lik ely  

event th a t  the Bank experienced s iz e a b le  loan d e fa u lts .

We stro n g ly  support th is  proposed U.S.  p a r t ic ip a tio n  

in the Ordinary C ap ita l in c re a s e , which became e f f e c t iv e  in  

November 1972 and has been subscribed to  uniform ly by o th er  

donor n a tio n s . As a r e s u lt  of our not su b scrib in g , our 

present votin g power has dropped from 18 p ercen t to  

8 p e rce n t, p u ttin g  us below th a t of Japan , In d ia , and 

A u s tra lia . P a r t ic ip a tio n  in th is  c a p ita l  in cre a se  w ill  

enable the U.S.  to  reg ain  a le v e l  of votin g  stren g th  which 

w ill r e f l e c t  U.S.  in te r e s ts  in the Bank and the Asian a re a .

F in a l ly , Mr, Chairman, I  would lik e  to  comment on the  

issu e of procurement and the U.S.  share in the Asian Bank. 

Both you and we have been g r e a tly  concerned about in creasin g  

the p ercen tage of c o n tra c ts  re s u ltin g  from ADB-financed 

p ro je c ts  awarded to  U.S.  business firm s. In th is  re s p e c t ,

Mr. Chairman, our exp ecta tio n s were la rg e ly  re a liz e d  in  

1973.  U.S.  procurement from the Bank's Ordinary C ap ita l  

lending op eration s more than doubled l a s t  year from 8 p ercen t 

to  17 p ercen t - - a  marked improvement, which is  la rg e ly



- 1 3  -  I ó L
a ttr ib u ta b le  to  the exchange r a te  realignm ents e ffe c te d  

since 1971.  N ev erth eless, in  order to  improve the U.S.  

p o sitio n  fu r th e r , we w ill  in te n s ify  our co n ta cts  with  

U.S. firm s, and improve the flow and d is tr ib u tio n  of 

inform ation to  p riv a te  U.S.  firm s on upcoming ADB procurement 

o p p o rtu n itie s .

AFRICAN DEVELOPMENT BANK

This y e a r ' s  ap p rop riation  proposal con tain s our f i r s t  

request fo r  a U.S.  co n trib u tio n  to  the s o f t  loan f a c i l i t y  - -  

known as the A frican  Development Fund (AFDF) - -  of the  

A frican  Development Bank (AFDB). Since th is  is  the f i r s t  

time th a t  the Committee has been form ally  asked to  con sid er  

U.S. p a r t ic ip a tio n  in th is  Fund, I  have a ttach ed  a b r ie f  

o u tlin e  of the h is to ry  of the AFDB and the AFDF. (See 

Annex I I . )

The A frican  co u n tries  worked hard to  c re a te  th e ir  own 

reg io n al bank and have con trib u ted  th e ir  own reso u rces  in  an 

admirable dem onstration of s e lf -h e lp .

The AFDF w ill  co n trib u te  s ig n if ic a n tly  to  A frican  

development by s p e c ia liz in g  in  sm all, high p r io r i ty  p ro je c ts  

d irected  a t  the very  poor of the re g io n , and by promoting 

the re g io n a l in te g ra tio n  so e s s e n tia l  to  A f r ic a 's  development. 

While the amount requested  is  sm all, and is  not contem plated  

to in cre a se  s ig n if ic a n tly  in  the n ext few years - -  fo r
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example we are  not planning any req u ests  in ad d ition  to  

th is  $15 m illio n  fo r  n ext year - -  i t  is  im portant th a t the  

U.S. show i t s  concern f o r ,  and in te r e s t  in , the development 

of the co u n tries  of A fric a  thorugh the co n cre te  step  of 

p a rtic ip a tio n  in  the AFDF. A ll o th er major in d u s tr ia l  

nations excep t France have jo in ed  the Fund, and both Canada 

and Japan have alread y pledged co n trib u tio n s of $16 .5  

m illio n  each - -  more than our req u est b efore you.

The c o s t to  the United S ta te s  of p a r t ic ip a tin g  in  the  

Fund is  sm all and e n tir e ly  reaso n ab le . We would be only 

one of 16 n atio n s to  co n trib u te . The t o t a l  co n trib u tio n  

from th ese 16 donors and from the AFDB i t s e l f  would be about 

$115 m illio n , over $85 m illio n  of which is  a lread y  sub

scrib ed . Our proposed co n trib u tio n  of $15 m illio n  is  only 

13 p ercen t of th is  t o t a l .  C ontributions by the donor 

cou n tries  are  being made over a th re e -y e a r  p erio d . The 

expected U.S.  budget ou tlay  would be only $1 m illio n  in  f i s c a l  

year 1975.

At the same tim e, I  wish to  confirm  to  th is  Committee 

th a t the U.S.  has undertaken no commitment to  p a r t ic ip a te  in  

the Fund, although the U.S. p a r tic ip a te d  a c t iv e ly  in d ra ftin g  

the A r t ic le s  of Agreement of the AFDF in  order to  be assured  

th a t i t  would be put on an e f f e c t iv e  and soundly managed 

basis .



L e g is la tio n  to  au th o rize  U.$,  p a r t ic ip a t io n  in  the  

AFDF w ith a co n trib u tio n  of $15 m illio n  has been introduced  

by Senator Humphrey in  the Senate. I t  is  our hope th a t  

once Congress has completed i t s  co n sid era tio n  of the pending 

au thorizing le g is la t io n  fo r  the In te rn a tio n a l Development 

A ssociation  i t  w ill  then turn  i t s  a tte n tio n  to  the req u est 

for the AFDF.

In sum, Mr. Chairman, we f e e l  th a t th ese ap p rop riation  

requests deserve your approval and support. They are  of 

great importance to  our o v e ra ll  in te rn a tio n a l economic 

o b je c tiv e s . The in s t i tu t io n s  involved are  run on a sound 

basis and provide development a s s is ta n c e  com petently. This 

a ssis ta n ce  is  of d ir e c t  and la s tin g  b e n e fit  to  the develop

ing c o u n trie s , and because of our worldwide in te r e s t s ,  to  

the United S ta te s  i t s e l f .  The cu rren t in te rn a tio n a l economic 

s itu a tio n  lends added importance to  th is  re q u e st. To w ith

draw our support from th ese in s t i tu t io n s  now would be 

shortsighed and p a r t ic u la r ly  damaging to  our broader i n te r e s t s .

I t  is  the re s p o n s ib ili ty  of the Congress to  weigh th is  

request ag a in st competing p r i o r i t i e s .  The th ru s t and weight 

of my testim ony has been d ire c te d  towards convincing you th a t  

th is  req u est deserves a very high p r i o r i t y .  I t s  b e n e fits  

are m an ifest, im portant, and a ffo rd a b le , I  firm ly  b e liev e  

i t  should re c e iv e  your support.

Thank you.
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Table 1— Balance of Payments Between U.S. and Banks, . . . • (Inception to 1D73)1

U.S. payments to banks: *
World Bank Group subscriptions------- ----------------------------------
Inter-Aincrlcan Bank subscriptions-------- ---------- ------------- ------
Asian Bank subscriptions--------------------—-------------------- ---------
World Bank bond sales in United States------------------------------
Inter-American Bank bond sales in United States------------------
Asian Bank bond sales In United S ta te s .,----------------— --------
WBG earnings on Investments in United States----------------------
I I )B  earnings on investments In United States----------------------
ADB earnings on investments in United States------- — —------
\ • • • . . . •
' Total U.S. payments to banks____________ — —----------- —

C u m u l a t i v e

Million*
____ $1,400.2
____  DG4.8
____  65.3
____  2 ,4 9 2 .0
____  423.2
____  52 .0
...___1 ,281 .0
____ 221.3___ 39.1
___ 0,991.9

Bank payments to the United States: • , • Million*
World Bank Group U.S. procurement-----------------------------------—— --$!» 391* 9
Inter-American Bank U.S. procurement----------------------- ---------------- 733.0
Asian Bank U.S. procurement-------------------------- -*----------------------------- 12.5
WBG Interest to U.S. bondholders________________ _________________1 .30S. 0

• l i l t ;  Interest to U.S. bondholders____________________ —------——-----  149. 7
A1)B. interest to U.S. bondholders------------------------------------------------- 7 .0
WBG administrative expenses in United States------------------------------  617.9
JD B administrative expenses In United States---------------------------------  184. 3
ADB administrative expenses in United States---------- -------- ----------- 16.5
WBG net long-term investments in United States---------------------------  2 ,094 .0
11)1* net long-term investments In United States------------- ------------—  08. 5

| ADB net long-term Investments in United States----------------------------  82.0

Bank payments to the United States. 9,664.4
Net U.S. payments surplus. 2, C73.5

• D a t a  f o r  W o r l d  P a c k  G r o u p  b y  f i s c a l  r e a r s  ( J u l y  1 - J u n c  3 0 )  ;  J D B  e n d  A D I t  d a t a  b y  
c a l e n d a r  y e a r s  : t a b l e s  e x c l u d e  d a t a  o n  l r C  a n d  S l ' T F ,  t o  w h i c h  t h e  l ' t i l t e d  S t a t e s  h a s  
c o n t r i b u t e d  $.“.5 .0 < X > .0 0 0  a n d  $ . ' > 2 5 . 0 0 0 , 0 0 0 ,  r e s p e c t i v e l y ,  b u t . f o r  w h i c h  o t h e r  d a t a  a r c  
u n a v a i l a b l e .  T h e  l u l l  d a t a  t o r  t h i s  t a b l e  c a n  b e  i o u n d  i n  a p p s .  1 - 1  t h r o u g h  J-  G.

Table 2— Annual Balance-of-Payments Effects of the Banks, Ago&eoaix 1905-721
[ D o l l a r s  i n  m i l l i o n s ]

342 453 228 471

1905 ______________ _•___  225 I960 .1966 ___________________ 593 1970 .1007 ___________________ 361 1971 .19GS..............  87 1972*
' E x c l u d e s  F S O  d a t a ,  f o r  w h i c h  d a t a  a r c  u n a v a i l a b l e  o n  a n  a n n u a l  b a s i s .  E x c e p t  a a  

d i s c u s s e d  l a t e r  in  t h e  t e x t ,  F S O  c o n t r i b u t o r s  a r e  u s u a l l y  t i e d  t o  p r o c u r e m e n t  In  t h e  
d o n o r  c o u n t r y .  Y e a r s  a r e  b y  f i s c a l  y e a r  f o r  W o r l d  b a n k  G r o u p  a u d  c a l e n d a r  y e a r  f o r  A D B  
and lOH.

• E x c l u d e s  A D B  d a t a ,  w h i c h  a r e  u n a v a i l a b l e  f o r  1 0 7 2 .  T h e  1 9 7 1  A D B  f i g u r e  w a s  — $ 3 4 .

Source: Foreign Affairs Division, Congressional Research
Service, Library of Congress; The United States and the 
Multilateral Development Hanks; prepared for the Committee 
on Foreign Affairs; March 1974, pp. 14S-9.
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PROSPECTIVE UNITED STATES 
PARTICIPATION IN THE AFRICAN DEVELOPMENT FUND

The A frican  Development Bank was e s ta b lish e d  in  1964,  

when many of i t s  member co u n tries  had ju s t  gained independence, 

and now has a membership of 39 A frican  c o u n tr ie s . The c a p ita l  

s tru c tu re  of the Bank is  composed of both p a id -in  and 

c a lla b le  c a p i ta l  ju s t  as in the o th er in te rn a tio n a l  

fin a n cia l in s t i tu t io n s . As of the end of 1973,  th is  c a p ita l  

amounted to  $385 m illio n , of which $130 m illio n  is  paid in  

and the remainder c a l la b le . As of the same date ,  the Bank 

had authorized  $130 m illio n  in  loans fo r  60 in d ivid u al  

p ro je c ts  in  31 member c o u n trie s . A ll p ro je c ts  have been 

financed a t  near market term s, i . e . ,  6 - 8 -1 /2  p ercen t in te r e s t  

and m a tu ritie s  of 10 to  20 y e a r s ,

I t  has been recognized  fo r  some time th a t many A frican  

n ation s are  in  acu te  need o f co n cessio n al lending reso u rces  

from the in d u s tr ia liz e d  n a tio n s . I t  was to  meet th is  need 

and to  encourage the commitment of reso u rces  from ou tsid e  the  

A frican  region  th a t  the A frican  Development Fund was e s ta b 

lish ed , In 1966 the Bank s ta r te d  d iscu ssio n s w ith the United  

S ta te s  and o th er developed co u n tries  on the p o s s ib i l i ty  of 

esta b lish in g  a con cessio n al loan fund in a s s o c ia tio n  w ith the  

Bank. The donor n a tio n s , including the United S t a t e s ,  agreed  

upon p rin c ip le s  fo r  the establishm ent of the Fund a t  a 

Development A ssistan ce  Committee meeting of the OECD in  March, 

1971.  A fte r approval by the Board of Governors o f the Bank, 

the A frican  Development Fund was es ta b lish e d  on June 30 , 1973.
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The United S ta te s  p a r tic ip a te d  a c t iv e ly  in  the d ra ftin g  

of the A r t ic le s  of the Fund. We wanted to  be assured th a t  

the Fund would be put on a sound b asis  and would be e f f e c t iv e ly  

managed. We b eliev e  we succeeded fu lly  in  th is  o b je c tiv e  and 

th a t major e f f o r ts  were made to  meet well-known C ongressional 

concerns. For example, the A r t ic le s  of the Fund, alone among 

the development in s t i tu t io n s , con tain  a p ro v isio n  req u irin g  

a comprehensive and continuing review  of completed p ro je c ts  

by an au d it committee rep o rtin g  to  the Board o f D ire c to rs .

The Fund is  le g a lly  sep arate  from the Bank and managed 

by i t s  own Board of D ire c to rs , co n sis tin g  of s ix  re p re s e n ta 

tiv e s  of the donor co u n trie s  and s ix  Bank D ir e c to r s , w ith each  

group holding 50 p ercen t of the t o t a l  vo tin g  power, and a 75% 

weighted vote  fo r  a l l  o p era tio n al d e cis io n s . As in the case  

of the con cessio n al funds of the o th er in te rn a tio n a l develop

ment lending in s t i tu t io n s , the Fund uses the Bank's s t a f f  and 

draws upon i t s  exp erien ce and e x p e r tis e ,

By the end of l a s t  y e a r , th ir te e n  o th er in d u s tr ia l  n ation s  

had r a t i f i e d  the Fund s ta tu te s  and pledged a t o t a l  of more than 

$90 m illio n . In ad d itio n , the Bank has committed to  the Fund 

approxim ately $6 m illio n  from i t s  own earn in gs. Although only 

in e x is te n ce  a l i t t l e  over e ig h t months, the Fund has alread y  

made th ree  loans to ta l l in g  about $5 m illio n  fo r  i r r ig a t io n  and 

a s s is ta n c e  programs in the co u n tries  of the Sahel, as a r e s u l t  

of an i n i t i a l  d ecisio n  to  give p r io r i ty  in i t s  lending to  th is  

drought s tr ick e n  d is a s te r  a re a .



ANNEX I I  
Page 3

19
( i

3 >A s o f t  loan window fo r A frica  has been u rg en tly  needeaT 

A frica  is  the le a s t  developed continent-. I t s  peoples a re  the  

p oorest in  the w orld. In per c a p ita  GNP term s, 43 o f i t s  

co u n tries  have incomes of le s s  than $360 and ten  o f th ese  

have incomes of le s s  than $100.  Yet ,  the loans from the Bank's 

ordinary c a p i ta l  reso u rces  have had to  be on near-com m ercial 

term s. This is  a serio u s l im ita tio n  s in ce  many of the p ressin g  

development p ro je c ts  in  A fric a  cannot be financed on conventional 

term s. Many of th ese p ro je c ts  are  not d i r e c t ly  p ro f i ta b le  in  

the sh o rt run but they are  indispensable fo r  economic and s o c ia l  

p ro g ress. T heir fin an cin g must be on more le n ie n t terms and 

con dition s than those o ffered  by the Bank's ord in ary  c a p ita l  

re s o u rc e s . The Fund can provide the reso u rces  on the terms 

req u ired . I t  can a lso  promote the s o r t  o f re g io n a l economic 

in te g ra tio n  and jo in t  development p ro je c ts  which the U.S.  has 

always supported as n ecessary  in co u n trie s  w ith sm all m arkets.

The Fund can a lso  serve as a magnet to  a t t r a c t  c a p i ta l  

from the o i l - r i c h  co u n tries  of the reg io n . We alread y  have 

in d ica tio n s  of the w illin g n ess of o il-e x p o r tin g  n atio n s of 

A frica  to  in cre a se  th e ir  co n trib u tio n s fo r  the economic develop

ment o f the co n tin en t. L ibya, N ig eria , and A lg eria  w ill  in cre a se  

th e ir  p a r t ic ip a tio n  in  the A frican  Development Bank's Ordinary 

C a p ita l. Libya has a lso  in d ica ted  i t s  w illin g n ess to  give the  

Bank acce ss  to  a s p e c ia l  pool of $ 100 m illio n  in development 

funds i t  has c re a te d .
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The U.S. stands to  b e n e fit s u b s ta n tia lly  from a modest 

ro le  in the Fund. Our r e la t io n s  w ith A frica  have assumed 

g re a te r  s ig n if ic a n c e  as the developed world' s  need fo r  

in d u str ia l m inerals and fu e ls  has drawn U.S. in v e sto rs  and 

trad ers  to  A fric a . A growing consciousness o f the lim its  

on world reso u rces has h igh lig h ted  the economic p o te n tia l  of  

the a re a . To i l l u s t r a t e ,  the con tin en t p ossesses 42% of the  

co b a lt, 34% of the b a u x ite , 17% of the copper,  and about 23% of the  

w orld's known re se rv e s  o f uranium o re . A frica  w ill  n e ce s

s a r i ly  be an in cre a s in g ly  im portant source of v i t a l  U.S.  

im ports. Thus, our enlightened s e l f - i n t e r e s t  d ic ta te s  th a t  

we b u ild  sound economic r e la t io n s  w ith the n atio n s of  

A frica . P a r t ic ip a tio n  in and support of the Fund is  one 

means of fu rth e rin g  th is  g o a l. P a r t ic ip a tio n  in the Fund 

would a lso  be p erceived  by the A frican  n atio n s as an in d ic a 

tion  of our in te r e s t  in th e ir  growth and p ro s p e rity .

Furthermore, under the Articles of the Fund, procurement 
of goods and services for projects financed by the Fund may 
only be from member nations. Thus, until the United States 
joins the Fund we will be precluded from this potentially 
substantial source of export earnings, particularly if the 
Fund should be expanded by the contributions of the other

c o u n tr ie s .



WEBBER SWORN IN AS ASSISTANT SECRETARY OF 
THE TREASURY FOR LEGISLATIVE AFFAIRS

Treasury Secretary William E. Simon today swore in 
Frederick L. Webber as Assistant Secretary of the Treasury 
Department for Legislative Affairs. He had been Special 
Assistant to the President for Legislative Affairs at the 
White House, specializing in relations with the United 
States Senate.

Previously, Mr. Webber was Vice President for Employee 
Relations with, the American Paper Institute of New York,
New York, and Washington, D.C. From 1970 until December 1972, 
he was Special Assistant to the Secretary of Labor for 
Legislative Affairs. During 1966-67, Mr. Webber was legis
lative liaison for the National Forest Products Association 
in Washington, D.C., and from 1968 to 1970 he served as 
Administrative Assistant to Congressman John Dellenback of 
Oregon.

Mr. Webber is married to the former Ann Bouker. They 
have three children and reside in Alexandria, Virginia.

oOo
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May 30, 1974

BIOGRAPHY

F R E D E R I C K  L. W E B B E R

President Nixon nominated Frederick L. Webber as Deputy 
Under Secretary of the Treasury Department for Legislative 
Affairs on May 9, 1974. At that time he was serving as 
Special Assistant to the President for Legislative Affairs 
(from June 1973) and was specializing in relations with the 
United States Senate. Mr. Webber was redesignated Assistant 
Secretary for Legislative Affairs and sworn in on May 28, 
1974.

F r o m  J a n u a r y  1973 t o  J u n e  1973, M r .  W e b b e r  w a s  V i c e  
P r e s i d e n t  f o r  E m p l o y e e  R e l a t i o n s  w i t h  t h e  A m e r i c a n  P a p e r  
I n s t i t u t e  o f  N ew  Y o r k  a n d  W a s h i n g t o n ,  D .  C .  F r o m  1970 u n t i l  
D e c e m b e r  1972, h e  w a s  S p e c i a l  A s s i s t a n t  t o  t h e  S e c r e t a r y  o f  
L a b o r  f o r  L e g i s l a t i v e  A f f a i r s .  D u r i n g  1966-67 h e  w a s  l e g i s 
l a t i v e  l i a i s o n  f o r  t h e  N a t i o n a l  F o r e s t  P r o d u c t s  A s s o c i a t i o n  
i n  W a s h i n g t o n ,  D .  C . ,  a n d  f r o m  1968 t o  1970 h e  s e r v e d  a s  
A d m i n i s t r a t i v e  A s s i s t a n t  t o  C o n g r e s s m a n  J o h n  D e l l e n b a c k  o f  
O r e g o n .

Mr. Webber was born on January 4, 1938, in Portland, 
Maine. He was graduated from Yale University in 1961 and 
attended graduate school at American University. From 1961 
to 1966 he served as an officer in the U.S. Marine Corps.
He i s  p r e s e n t l y  a  M a j o r  i n  t h e  M a r i n e  C o r p s  R e s e r v e .

M r .  W e b b e r  i s  m a r r i e d  t o  t h e  f o r m e r  A n n  B o u k e r .  T h e y  
h a v e  t h r e e  c h i l d r e n  a n d  r e s i d e  i n  A l e x a n d r i a ,  V i r g i n i a .
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May 28, 1974
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 $4,500,000,000, or thereabouts,
to be issued June 6, 1974, as follows:

91-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts, 
representing an additional amount of bills dated March 7, 1974, and to mature
September 5, 1974 (CUSIP No. 912793 UN4) , originally issued in the amount of 
$1,804,950,000, the additional and original bills to be freely interchangeable.

182-day bills for $1,900,000,000 or thereabouts, to be dated June 6, 1974, 
and to mature December 5, 1974 (CUSIP No. 912793 VB9),

The bills will be issued for cash and in exchange for Treasury bills maturing
June 6, 1974 , outstanding in the amount of $ 4,301,440,000, of which Government 

accounts and Federal Reserve Banks, for themselves and as agents of foreign and 
international monetary authorities, presently hold $2,423,245,000. These accounts j may exchange bills they hold for the bills now being offered at the average prices 
of accepted tenders.’"

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 

I 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, Monday, June 3, 1974.

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 
I $5,000. In the case of competitive tenders the price offered must be expressed on 
I the basis of 100, with not more than three decimals, e.g., 99.925. Fractions may 

not be used. It is urged that tenders be made on the printed forms and forwarded 
in the special envelopes which will be supplied by Federal Reserve Banks or Branches 
on application therefor.

Banking institutions and dealers who make primary markers in Govei.omcrnt 
I securities and report daily to the Federal Reserve Bank of New York their positions

(OVER)
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with respect to Government securities and borrowings thereon may submit tenders 
for account of customers provided the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks mdl 
trust companies and from responsible and recognized dealers in investment s e c u r i t y !  

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 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 resp̂ 
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 accept̂  
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 June 6, 1974, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing June 6, 1974. 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.



SECRETARY WILLIAM SIMON: PRESS CONFERENCE

Treasury Building, Washington, D. C. 

fey 25, 1974

SUBJECT: Announcement of the east of Economic Pol



SECRETARY WILLIAM SIMON: ..«.what we think should be done, 
if Indeed anything should be dona, and then periodically, we meet with the 
President to make specific reccmnendatlons in specific areas about what should 
[be done, presenting differences of opinion, when they exist, which surely they 
lexlst. Any time a group of Intelligent men get together and talk about something 
las complex as the American economy tftsy'ra going to have a different opinion 
las to what ought to be done. And the President has always made the final decision 
land always will make the final decision.

As far as tha role of a coordinator, we all have very Important 
(jobs 1n this government. Secretary of the Treasury and economic policy is 
Ene important aspect of being Secretary, but there’s also tax policy, and trade 
policy and other areas that the Treasury is involved v?ith daily, because one 
cannot do anything in the government domestically or internationally that doesn't 
put across economic policy one way or another.

And so one could argue rather compellingly that the President 
lould very well use a man whose function was concentrating on the area of coordination 
Enong all the departments who are active 1n the area of economics.

Q: But would that be the role that Mr. Shultz played?

SECRETARY SX^ON: Hell, one might say that It was, and one might 
(also say that ha didn't have time to spend the amount of time on that doing 
[everything else that tha Secretary of tha Treasury does, domestically and Internationa 

that his plate was —  was too full; I think George would even certainly 
Ifigrss with that statement.

pcsess to the President?
Q: If there is an economic coordinator will this 'reduce your

SECRETARY SIMON: Absolutely not. I've always had, as you gentlemen 
|ows ready access to the President. And when I feel that, away from the meetings 
nave on a regular basis, when I feel that there are areas that X should 

Psak with him about, indeed he encourages not only myself but Arthur Burns 
F  °ther individuals in tha team to come and sea him and sit and spend whatever 
■ rfia 1s necessary. And I've always had immediate access, and will continue
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This 1s not a diminution of any ability; It's more of a beefing 

up of an ability to focus on the Issues.

Q: ...the paper work proposals and everything that the Treasury
has, let's say your department, will flow through this coordinator?

SECRETARY SIMON: When you say flow through, that 1s the bureaucratic 
process. Finally after ws all sit down somebody says at the end of the meeting, 
you know, we've got to put all these Ideas together on one sheet of paper and 
then 1t gets dcwn on one sheet of paper and it's redistributed to everybody 
for editing and changes, or changes In emphasis, or the options are changes, 
or opinions are registered and separate options that Simon and Ash feel this 
way, Stein, Flanigan and somebody else feel the other way. And at that point 
the President makes a decision which way i t  should go.

Q: But certainly the Treasury view —  if it's presented —  
if the Treasury Secretary is the one who ultimately advises the President —  
then certainly Treasury views have a batter chance of prevailing, don't they?

SECRETARY S I M :  Well, you can look back on that and make your 
own conjecture as to whether Treasury views have prevailed all the time. I 
don't think anybody's opinion —  fine, we think that wa have a degree of professionalism 
in this area, that obviously 1t is our area, finance and economics in the Treasury 
Department, so m  have our strong views on subjects, but 1t would ba folly 
for me to say that they always prevail, nor did they ever always prevail.

Q: Has the decision been made on who this coordinator 1s to ba?

SECRETARY SIMON: Viel1 * we'll let the President make that announcement 
if there 1s to be one.

Q: You don't know whether

SECRETARY SIMON: As George —  as George used to say, I..—  I 
never pre-empt the President on announcements of any sort.

Q: There has been a criticism that the President has been very 
Insulated and that he Is only seen quite often by a few people. I would assume 
this would add one more name and —  I mean, as you perhaps have one other gentleman 
who &ould be the —  another layer to add to the Insulation. Is this...

SECRETARY I don't think — I don't consider that insulation.
There again, I can speak from my personal experience and I've had no problems 
seeing the President. And as you well know, during the energy thing, I used 
to see him a couple of times a week and I'd talk to him on the phone every 
day- Since moving back to the Treasury I sea him at least once a week, and



Ci

3

I talk to him on the telephone whenever I have to. Here again recognizing that 
I only go to the President with issues when it's important enough to bother 
him with or whether in r̂ y judgment it's important enough. Other times I have
our eight o*clock . eight-thirty meetings in the White House and I talk to
General Haig several times a day, and if it's just something he should routinely 
pass before the boss in a routine way for a decision. Otherwise 1*11 go direct.
But It's matter of judgment. We're all busy and our guys here in this department 
function the same way.

Q: Is that primarily a one-way street, where, with the coordinator, 
the President would be going much more to him than calling you up?

SECRETARY S I M :  Absolutely —  absolutely not* Absolutely not.
No.

Q: There has been some discussion, Hr. Secretary, of the possibility 
of creating a national planning agency to deal with shortages in the country and 
plan ahead for them. Do you have a position? Do you think there is a need for 
a new agency of soma sort to watch over these things?

SECRETARY SIMON: We, after an exchange of letters with —  
between Mike Mansfield and the President —  we met on the Hill with Mike Mansfield 
and Carl Albert, Hugh Scott and John Rhodes, Les Arends and Sob Griffin. I 
don't think P v e  left anyone out —  the leadership end the minority —  to 
discuss this very subject. And they are going to propose specific legislation 
for a temporary ccm^iission that we wilt staff with the leadership from the Hill 
and the leadership from the Executive branch and public members yet to be 
identified. And we'll gat together and discuss who they would bo, appointed 
by ths President.

And this —  this 1s a good idea from several points of view.
It's a good idea from the point of view of the Executive arid the Legislative 

down together In the work process to identify problems 1n the economic
area and cma cf ths basic causes. And I —  I even believe I t ' l l ,  you knew —  
It can go beyond as the chemistry develops in this working mechanism to bring 
Congress and the administration closer together. And it's very healthy, and 
1t‘ s healthy for our country.

Q: You foresee it resulting in the establishment of some sort 
of permanent commission?

SECRETARY SIMON 
on my part to prejudge what cu

I would say that that —  that would ba prematura 
what our conclusions might be in this area.

f have a —  what I consider an outstanding economic analytical group in Treasury 
in CEA, In the Department of Agriculture, in the food area, and in other departments 
that have done a great deal of this work already. Mow whether or not that 
mechanism has to be strengthened, made more cohesive, coordinated, cr whether 
a separate group should be established, that's what we'll take a look at, once 
ws identify what the problems are and what we Intend to do about them.



Q: Back on this coordinator idea, you —  you envision it as 
more or less a sort of staff operation, a matter of more or less mechanical 
coordinating, or —  or a major policy input from this person, as well?

SECRETARY SIMON: Again, and let’s talk about this embargo for 
a minute. If this isn't announced between now and Monday, I don't want to 
get quoted on any of this stuff, because that wouldn't be right. It conies 
under the heading of pre-emption, so I'm assuming the President has said something 
about this between now and the time you go to press.

Anyway, mechanical, no. I don't think a person can be, or should 
be mechanical. He will sit 1n on the economic policy discussions, give his 
inroput, make the same contribution, derive the benefit from other people's 
opinions, the same way all of us do.

Q: Mould ha —  would he chair tha troika and quadriad meetings?

SECRETARY SIMON: No, I'm the chairman of the troika.

Q: You're the chairman. How about the quadriad?

SECRETARY SIMON: I'm chairman of both.

Q: Who would be —  would he ba considered the spokesman for 
tha President on economic matters?

SECRETARY SIMON: No.

Q: Or would everyone continue to be a spokesman?

SECRETARY SIMON: Sure.

Q: What sort of...

SECRETARY SIMON: Which is, really, you know whan you look at 
it, always the way it’s keen in government, prior to George. He m s an extraordinary 
huiran being who had an extraordinary relationship with the President. And 
1t became recognised that as super-capable as that human being was that one 
human being cannot handle everything certainly. And it's much better if we 
do split the workload.

Q: Mould you outline how this system would work then? I'm 
still a little unclear how this would’work with this coordinator. I wonder 
if you would outline that, as you see It?

SECRETARY SIMON: Mell, I

of —  it's an addition of a
Thi

senior person

think I'll let the President go Into 
which 1 know he's going to as far
ire again I 
to the senio?

would say that 1t*s pare
economic d o H c v  makino

group 1n government.



Q: U111 he chair the Council on Economic Policy?

SECRETARY SIMON: No, the President will chair that. Yes indeed.

Q: kill there be —  what will be the deliberative body —  maybe 
that's not a good word. Will there be one body where all of you people will 
meet, including the new economics coordinator?

SECRETARY SIMON: The deliberative body has always been the 
troika and quaariad, plus —  and there again 1t‘s never been —  people always 
say there was a troika meeting on Saturday morning, but it was never really 
printed that Dunlop and Flanigan and the other newly created entities were 
represented; people who do have a —  an Impact, on decisions, impact in our 
economy do belong in that room, and it's not a very large group. It's the 
six people, so now it'll be seven.

Q: I'm still a little unclear* It's —  is — if the purpose 
Is just to have —  add an additional senior person to the group, why do you 
call him coordinator?

SECRETARY SIMON: Mall, it's —  no, there's —  there's a big 
difference between adding somebody to the group and somebody who's going to 
be spending his time in the Hhite House coordinating all the economics for 
the other people and their departments, whether it's Roy Ash in the 0MB who's 
doing a hundred other things, or it's the Secretary of the Treasury doing his 
hundred other things and running a Department to boot; this man will be concentrating 
on just that —  that one issue which 1s important.

Q: Is he going to have a substantial staff of his own, which 
would have —  which would effect how much input he could have 1n a policy way?

SECRETARY SIMON: No. It's —  it's not envisioned that he'll 
have any substantial staff, Lee, no.

Q: Do you have any reservations about...

SECRETARY SIMON: You know when you talk about —  when you talk 
about a substantial staff, it really Isn't needed because wa do have substantial 
staffs who give us our economic Input and do all the vast in-depth analysis 
on all of our problems.

Q: Well, each of you has h1s own staff.

SECRETARY SIMON: Oh, r,o. Me —  we —  m  exchange all these 
papers, the CEA and the Treasury and the 0MB, primarily, and the Fed, 
tangentially. And these papers are all exchanged, and you don't think that 
In the Treasury that it's just all one opinion, that everybody thinks that 
this should be done. No, we have differences of opinion here also.
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Q: What reservations do you have about this...

SECRETARY SIMON: I don't have any —  I don't have any reservations 
about this whatsoever. And I'll make a personal sidenote when you see who the 
gentleman Is. You'll see what I mean. As a matter of fact, I think it's a darn 
good idea.

Q: Is it the President's idea? Vlas 1t the President's Idea,
or..«

\

SECRETARY SIMON: Huh-uh. Certainly it was. Evolving out of lots 
of conversations that we've had.

Q: As I recall in our farevfell conversation with Secretary 
Shultz, he was saying that ha thought this overall coordination role was a 
good one. He said I hope Bill can fill some of. Do you feel arsy way that 
you've been preempted from this spot?

SECRETARY SIMON: No, none at all. And I do —  and I do fill 
it in my role as Secretary of the Treasury, there's no doubt about that*.

Q: ...Can we take a look at the budget? Where do we stand 
on that at the moment? How much of that eleven billion dollars do you think 
can bs pruned as of this date?

right row. 
the f ig u re s

SECRETARY SIMON: I don't know. 
And we'll make recommendations to ti;

We're —  ws're looking at that 
is President after we work on

Q: Do you say you do expect to ma 
President on possible budget cuts?

1 /Ä recommendations to the

SECRETARY SIMON: No, I said that we're looking at the possibility 
of same. What the recoimriendation will be depends on the results of the work.

Q: When you say we — %"we" is the Treasury or...?
SECRETARY SIMON: We is the economic and the economic mechanism, 

the group that met yesterday.

Q: There seams to be some dissent within that group whether 
a budget cut is acuta!ly needed, isn't there? So I'm wondering whether when 
yo say needed or practical...

SECRETARY SIMON: Mrsn?
I

J Q : Needed or practical? Well, you saw Roy Ash's speech.

SECRETARY SIMON: No, I don't really think —  no, ha was talking 
about whether it's possible, not practical. That's —  that's the Important 
thing to understand. When you've got 73 1/2 to 75 percent of our budget of an 
uncontrollable nature and one looks at where you can rapidly cut things, than 
there isn't that much hope to make a dramatic step as far as cutting the budget
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Is concerned* But there are other things that can be studied and looked at 
where you might accomplish some fiscal discipline# but it's unclear whether 
that's the route that‘11 be taken and we have to do this work first.

Q: Do I understand you mean other methods of fiscal discipline 
aren't 1n cutting expeditures?

SECRETARY SIMON: No. Other —  other parts of the budget that 
have to be looked at before one can determine whether 1t*s possible or not.
Hy bias —  my bias — my bias Is obviously to make every effort to do this,
yes.

Q: It's not just baying 1n the wind at the moon...

SECRETARY SIMON: No# I don't consider that baying at the moon 
or whatever it is.

Q: Well what —  how do you view the —  the difference on this 
particular Issue between you and Ash? I mean there doss seem to be one. He —  
he —  he says that —  I don't get your distinction between practical and possible# 
but, 1n any case, he says that you can't cut anything substantial at this stage.

SECRETARY SIMON: Yeah# is It possible or is it Impossible because 
everything's locked 1n, and what Isn't locked 1n obviously we would not wish 
to cut. Well# maybe there are some things we can do in the area of uncontroll- 
ables, uncontrolled# which obviously would require some legislation, but maybe 
that should be looked at.

Q: So you're looking primarily at the uncontrol1ables to see 
if there are changes...

SECRETARY SIMON: Looking at the whole thing# but the area of 
the uncontrol1ables is certainly an area that we want to be looked at.

Q: Would you favor doing away# for example# with such things 
as the cost of living escalator or social security benefits?

SECRETARY SIMON: No# I wouldn't comment on that now until I've 
taken a closer look at 1t —  on any of the specifics.

Q: Can I interpret that that that Is among the things-

SECRETARY SIMON: I would say that you can interpret as it just

that produces 
14 out of the

the type deficits we've had for the last ten years# actually 
last 15 years.

Q: With the understanding that you're still —  still not 
reached your conclusions, has your position been accurately represented# 
that tentatively# àt least, pending a full review, you do think that big cuts 
are possible?
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SECRETARY SIMON: I didn’t say big cuts, and that’s where I’ve 
been badly misquoted, especially in some of the articles that suggested that 
we bring the 1975 budget Into balance. I never suggested that. My suggestion 
was that we move t .... d balance.

Q: What sort of timetable do you have for getting the —  looking 
at the budget and getting that completed?

SECRETARY SIMON: I've learned In government something about 
being asked about timetables and slippages and...

Q: Aren't you going to have to have a pretty good idea before 
the new year starts so that by that time Congress...

SECRETARY SIMON: Well let’s just say that pur budget —  by 
the time Congress what?

Q: Is going to have to be very much considering next year’s...

SECRETARY SI?40N: Well, the new year, fiscal year begins a month 
from now. Practically speaking, we’re not going to have anything definitive 
between now and then. But you know 1t's never too late to make these suggestions, 
assuming they’re done early in the fiscal year, if suggestions are to be made.

Q: Looking ahead a year, do you think ft will be possible to 
have a balanced budget by 1976?

SECRETARY SIMON: Well, I think it’s premature. One must look 
at what our economic projections are going into *75. But, yes, I would certainly 
aim toward a balanced budget in *76.

Q: Do you think it would be correct to say that you’re more 
conscious of the need for a balanced budget than your predecessor was?

SECRETARY SIMON: Mo, I would have no idea. No, I don't think 
that I'm any more conscious of that.

Q: When the budget was announced, the 0MB emphasized that they 
would bend over backwards to make sure that 1t was —  reduce the effects of unemployment 
to a minimum , would break the budget balance, 1f necessary, to keep the 
unemployment rate from rising. Nov/ you come into office with a pledge to fight 
Inflation as our number one enemy. Can you give us a picture of where these 
two forces are considered at the present time?

1 SECRETARY SIMON: Well, I don't consider them two forces.
The President has made his recoiisnendatlons for unemployment, updated these 
recommendations for unemployment, and I subscribe to those completely because 
one cannot just accept unemployment at unacceptable rates and not deal with 
them, but deal with them specifically.

Q: What do you consider an unacceptable rate?
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SECRETARY SIMON: Well, h1s program, his new recommendation, 

increase the coverage for 'workers 1n uncovered Industries, Re increased the 
number of weeks of assistance. And I th in k that the trigger approach which 
trlqgsrs additional unemployment benefits as the unemployment rate increases 
from a certain level depending on the area —  and remember unemployment Is 
sort of concentrated in pockets in this country right now —  this energy related 
slowdown that we've had, primarily the automobile industry and energy related 
industries.

Q: There's no one figure — *» no one neighborhood of unemployment 
that sticks 1n your mind which —  which you would consider, either on a local 
or national level, as a, quote, “unacceptable rata?"

SECRETARY SIMON: There again it all depends on local levels; 
that number would vary from three percent to five percent really, so you couldn't 
just say the —  the rate that's unacceptable, because our unemployment Insurance 
has dealt with specific areas with a formula based on historic employment in 
those areas, which deals mors fairly with it across the board.

Q: Can we expect any sort of new —  new initiatives on the 
Inflation situation novi, or are you reasonably satisfied that the course is...

SECRETARY SIMON: Well, you say new initiatives, we're always 
discussing what has to be done about this terrible problem called Inflation.
Yeah? Would you give me a minute, fellas?

Q: Sure.

SECRETARY SIMON: Be right back.

* * *

SECRETARY SIMON: What's this?

Q: When Shultz took his children over to the department store 
over there at Christmas time and said, okay, turn them lose, the whole gang...

SECRETARY SIMON: Gee, I —  I've never done that. No way.

Q: Mr. Secretary we were talking about initiatives on the price 
picture and you said that there ....

* SECRETARY SIMON: Well, I'll tell‘you, my answers aren't going 
to surprise you fellas, and they're not going to be what one calls bold new 
programs, because, as I've stated several times, I guess one might say that 
on the financial side I've always bean a conservative, and I almost think that —  
I not almost think — I think that v/e're still paying for many of these bold 
new initiatives that have been proposed over the last twenty or thirty years.
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I look at two sides of the Inflation picture. One Is the fu 
damental side, which 1s federal spending. And I couple with federal spending 
¡federal financing. And on the federal spending side» I think that here again 
since In 14 of tir ' ~t 15 yars, having budget deficits is wrong, and I think 
we should start moving back In the other direction. I won't sit here and say 
it's the Congress* fault. It‘s the United States government, it*s Congress, 
and 1t*s the Executive branch that*s going to have to work together to bring 
federal spending under control.

The new budget reform process that 1s on the Hill now is a step 
in that direction, and it*s an Important step in that direction, a recognition 
that we have to get back to that old time religion and plan to spend what wa 
take in in this country. And that’s a fundamental. I'm not saying it*s a 
cure-all, because I happen to agree with Arthur Okum. I happen to agree with 
Arthur Okum who said that 1f wa had the ability for foresight, and exercising 
a little hindsight, a balanced budget might have knocked two points off the 
CPI but if we could have foreseen food and energy we could have knocked five 
points off. Hell, that's fine, i'll agree with that. I'll go a step further 
and say that 1f wa had the ability to foresee some of the problems of the future 
i and study and forecast as we constantly do 1n government, that we will still 
have an unacceptably high rate of inflation 1f we don't deal with the federal 
spending side at the same time.

And that's where we get Into the proposals that you've all read 
and that John Dunlop has made, which I think are ve y good ones. Deal first

now.

Q: Secretary, perhaps we could make one exception to our embargo 
and talk to you about one subject for Immediate attribution, 1f we could, 
and that's the subject of the 1RS and the Judiciary Cobalttee. Mould you convins 
that you have asked Attorney General Saxbe for a ruling on whether the IRS 
could handle the audits of the President's tax return to the Judiciary?

SECRETARY SIMON: Yes, wa received a request through the Internal 
Revenue Service for the President's tax returns, and the Commissioner of the 
Iternal Revenue came to me and, through our legal people hare, it was deemed 
to bs an extraordinary, difficult legal decision, and so I wrote a letter to 
the Attorney General requesting a legal opinion. I would expect to have an 
ansvfer to that very shortly.

SECRETARY .SIMON: No, I'm not sure.of .that, Lee. I'm under 
the impression it's the income tax returns, the physical documents that they.

Q: Not —  not ~  not.... 

Q: The second audit....
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SECRETARY SIMON: Ed Schmaltzf?), please.

Q: The returns are no problem.

SECRETARY SIMON: t o ?

Q: The returns are no problem, I would think.

SECRETARY SIMON: Hello? Ed thefe? Bill Simon. Thank you.

On the contrary, I think that the returns are a problem.

Hi, Ed.

Let me get one thing clear on what the Judiciary Committee asked 
the Internal Revenue Service. The Presidents tax returns, correct?- Anything 
else? Oh, yeah. Fine. But that’s all. And they don’t right now have access 
to any returns, obyicusly, do they; or not entitled to it, that is the question, 
isn't it? Thank you Bill.

No, they —  they don't have the returns, they do not have access 
to it, and the Information that —  relative to the investigation on each return —  
that's developed 1n their investigation.

You know, the Internal Revenue Service.

Q: Information on —  well, information on the Internal Revenue 
Service's investigation?

SECRETARY SIMON: That's all they asked for.

Q; Is 1t correct that the Treasury's general counsel's office's 
m  opinion was that the House Judiciary Committee should gat these; that you 
wanted to have this coma from the Justice Department?

SECRETARY SIMON: No, we felt that this —  the general counsel 
advised me, without b e n e f i t of his legal opinion, that this was of sufficient 
import that the decision and legal opinion should come from the Attorney General.

Q: Could not President Nixon —  he has —  would have the authority 
to give this Information to the Committee himself, wouldn't he?

SECRETARY SIMON: I believe that's an accurate statement, that 
taxpayer could voluntarily say.

. i Q: You say information on the IRS's investigation of his returns,
is that another to say —  of saying the audit papers or...

SECRETARY SIMON: Hell, as —  as they do the audit that surfaces 
the Information, sure, you can call it anything you want.
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Q: The thing that —  the thing that puzzles me is why there's 
problem about the return. I mean, at least copies of the returns have been 
published. I mean it's just...

SECRETARY SIMON: Copies of —  copies of 1t have been returned, 
but the physical documents» without a legal opinion, we cannot —  we cannot 
authorize the turning over of anyone's income tax returns.

Q: Do you know if the President has been approached by you, 
or by anybody in IRS that he would voluntarily want to turn this information 
over to the House Judiciary Committee?

SECRETARY SIMON: No, I have not approached the President on
this subject.

Q: Do you think the problems that Franklin National 1s having 
nm̂  are representative of more general problems in the banking industry, especially 
in times now of high interest rates and...

SECRETARY SIMON: Anytime that you have a period of high Interest 
rates, the consnsrcial banking business goes through a bit of a squeeze. Franklin's 
problems were brought about for those reasons and other reasons. And the other 
reasons, obviously, are due to foreign exchange transactions which were unreported, 
and one cannot consider those related to any widespread banking problem, or 
liquidity problem, and that's —  that's exactly what they're having, a liquidity 
problem, vis-a-vis a solvency problem. And that's why the Fed is giving them 
assistance in rolling over their CDs and so they can weather this storm for 
a period of time, and sell their loans and do other things to get themselves...

Q: Hava you made it a point to keep up on the Franklin situation? 
\ •

'i SECRETARY SIMON: I most certainly have. I have been working 
with Arthur Burns and the Controller of the Currency and Frank, Willie and 
the other board members since the day it happened.

Q: Do you have any indication that other banks are having
similar problems?

SECRETARY SIMON: No, we do not.

Q: There was —  it was rumored that First National —  First 
National of Chicago was having problems, is that.*.

/ SECRETARY SIMON: I just think that's totally unsubstantiated.

SECRETARY SIMON: Oh, I haven't read Arthur’s speech, so 
I'm not able to coirsment on what he said. But of course I...
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Q: But knowing...

SE^k l .a RY SIMON: I lunch —  I lunch with Arthur at least orice 
a week, and I raeet with him on a fairly regular basis. The Chairman and I 
have very difference of opinion on these —  on these subjects. I think you'll 
find him a financial conservative of the same sort that I am. It's very simple 
to be gloomy when a country is going through a period of double digit inflation 
that we're going through right now. And we look at the cause of this double 
digit inflation in the last year, primarily, fuel, food, and wa can see this 
particular area easing due to the fact that we will have record harvests this 
year and consnodity prices have declined sharply in the agricultural area.
He are certainly not going to see another explosion from this level in fuel 
prices, and one might even make the case that we're see an dimunition of world 
crude prices as the year progresses. And I most certainly believe that.

On the negative side of the coin, one can say that the increased 
price of this basic feed stock for American industry, petroleum, is going to 
have a racheting effect in the pricing mechanism and the costs of its 
attendant price increases in many products 1n our economy. And vie also have 
wage negotiations that will be settled before the end of the year which will 
certainly be higher than the norm.

And at the end of this year we will continue to have an un
acceptable —  totally unacceptable rate of Inflation, although, in my judgment, 
certainly not in double digits. I think that while forecasting is a precarious 
business, I can see inflation at the end of this year in the area of seven 
and a half percent.

that.
Q: In Mr. Dunlop's theory it might be even a point higher than

1 SECRETARY SIMON: Mall, when I say in the area of seven and a 
half percent, it’s more the direction that —  that I'm concerned with. I'm 
concerned that vie ccnsrance doing the right things novi that are going to mean 
that we'll continued to have pressure on the inflation rate to reduce it from 
where it is at year end, not to see it once again moving up as the year 1975 
commences. That's —  that's the important thing.

Q: Dr. Dunlop would believe' that it's going to move up in the 
fourth quarter again.

SECRETARY S I M :  Ha believes that it will then be —  move back 
upward, andiX —  I do not share this pessimism at this particular time. I 
think it's probably a little too early to tell, but I'm —  I believe that as 
we do our job properly that vie can reverse this trend.

Q: Do you expect any annoyncements soon on the —  on the 
permitting Americans to own gold?

%

SECRETARY SIMON: As far as gold ownership, as you know, the 
President has the authority to —  through the Par Value Modification Act, to 
allow Americans to own gold. Our position has bpen that gold, the subject
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of gold should be dealth with with the other subjects 1n the International 
monetary reform, not taken out of — out of context, and that 1s where we remain,

Q: *^ve you made any recommendations to the President?

SECRETARY SIMON: No,

Q: That 1s —  as I recall* Paul Volcher has said several times 
that ha agrees in principle with the idea of private ownership of gold* but 
that he would —  as I believe he said —  he would want to wait until it was 
part of a reform package, is that essentially what you1re saying?

SECRETARY SIMON: Yes, it is* Lee, And —  and I share Paul*s 
view. As you know, our position has been that gold should be treated as any 
other coMiodity.

Q: When he said —  when he said this, people were still talking 
about a comprehensive reform package. I assume you mean whenever interim steps 
are taken, like the«.«

SECRETARY SIMON: Well it all depends .on interim steps orie*s 
talking about. In the —  in the replacement of gold at the center of the monetary 
system with the SDR* 1t*s a major step in the direction,

Q: How do you feel about the Italian proposals fo selling gold 
from the central bank to the IMF...

SECRETARY SIMON: Well, there are a lot of proposals that—  
or suggestions. I really don*t know that any of these are definitive proposals 
that have been put forth for discussion, and that*s what everybody*s doing* 
discussing these various suggestions. The European Community —  I met with 
Minister Dossenberg(?) for several hours here some weeks ago to discuss the 
European community*s proposals and their suggestions, and there is a big difference* 
and they made that distinction, very —  very carefully that this was not a 
firm proposal. These were suggestions to fee put on the table to be talked 
about.

Q: Well* my reading of the release following that meeting was 
that you —  the Treasury was pretty much against that suggestion. I wonder 
if you see...

(Confusion of voices).*

_ J SECRETARY S I M :  Well, when one says against that suggestion,
I don*fc think that...

Q: See more cons than pros.
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SECRETARY SIMON: Well that —  that's the problem ar.d the real 

danger 1n a lot of the suggestions that have been made, is that one can look 
down the road, and this is a long term solution that tie*re seeking —  that 
one can look down the road and see where gold would once again creep back into 
the center of the monetary system. And the purpose of the exercise is to attempt 
to assure that thaw v-annot occur. So we must look at what the constraints 
are and attempt to deal with those.

Q: I think you said earlier you didn't expect there's going to 
be any bold, new —  what you called bold, new approaches...

SECRETARY SIMON: Well I was being...

Q: But realizing the political realities of being an election 
year and as we approach the fall elections, and if inflation is not moderating 
that much, would you expect that the President and yourself ar.d other economic 
advisers would be under great pressures from the vRepublleans on the Hill to 
do something bold to show people more...?

SECRETARY SIMON: Well, when you say bold, you have to tell 
me what do you mean, price and wage controls? I guess that's considered bold, 
and there are some that are suggesting that maybe those pressures will —  if 
those events take place — will again recur toward the end of the year. It's 
always possible that there will be those that say wa should have comprehensive 
wage and price controls. What I'm saying 1s that I think that the subject 
of inflation is the number one subject in our country today. I hear this from 
every congressman and senator that I talk to on the Hill, and you've got a 
public awareness of this terrible ill and a desire to cure it. And I believe 
that we*re seeing a new political will coma about that 1s going to start, once 
and for all, dealing with the fundamentals of the inflation problem and not 
continually dealing with the results of the problem. And until we start dealing 
with the causes Instead of the results, we're going to have recurring inflation. 
And just as one does when one sees high interest rates, each time interest 
rates recede, they recced to a level just above where they were the time before. 
And wa can go back to the credit crunch of 1966 where, I believe, that you'll 
find the long term corporate rate topped out at about six percent, maybe 6.05 
if I remember correctly —  it was the Southern Bell Telephone deal when that 
turned in August.

Q: ...once you can have magic fives, remember?

twice.
SECRETARY SIMON: Yes I do. I think you'll find we had them 

Q: How do you convince Americans, though...

/ SECRETARY SIMON: Kell, you sae this -- this is part of the 
problem. Part of the problem is inflationary expectations, and that is why 
interest rates don't recede to the levels they did the time before, because 
ths expectation demands a higher rate of interest to compensate for the Inflation 
that people believe is still going to be there after this temporary downturn 
in the rate. So you must convince them over a period of time.
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This 1s not a problem —  this ~  this 1s the one thing that 
we have to put across, that this is not a problem that’s going to be solved 
In a year or two years, or five years. We have to get on the road to financial 
and fiscal responsibility and stability over a longer period of time. And 
I’m not suggesting this is easy, Tim. P m  —  P m  not politically —  I’m not 
politically naive, and I recognize that it's going to be extraordinarily difficult 
but I think we have an opportunity now, for the first time, with double digit 
Inflation, to stop a lot of the foolishness such as the tax reduction that1:

gains just works to our longer run disadvantage.

;hat
tical

howaver you want to put it..

SECRETARY SIMON: Pll tell you, I —  I've dealt in some pretty 
i busy areas since I came to government. Treasury has always been busy, but 
energy was a hot corner, I guess, and now the economy and Inflation is a hot 
corner. I have no trouble getting the President's attention on these issues 
and the amount —  the amount...

(Confusion of voices).

SECRETARY SIMON: Visit a minute. When ~~ when one talks about "It 
has sapped,** I say his —  what did you say? It sapped his...?

Q: Authority.

SECRETARY SIOT: Auihoirty. It hasn't sapped his authority 
whatsoever. If you would have the ability as I have over the last six months,
In particular, to sit with him for anywhere from an hour to, two and a half 
hours at a time discussing in detail all these problems, both from a political 
side as well as a practical economic side and what is —  what is desirable, what 
is practical, or what Is possible, this Is a man who has a firm, absolutely 
firm command of this —  of this subject. And ha also knows what's possible 
and what isn't. And so, I don't —  I just don't see the problem that you describe

Q: Isn't it difficult, though.*.

SECRETARY SIMON: And you know, you talk about him —  of course.

came up —  P v e  read that from time to time in lots of papers. That's the 
biggest bunch of nonsense P v e  ever seen in my life. If government ceased —  ■ 
l‘d like you to describe to ms from my vantage point in the Treasury with all 
the agencies that I work closely with, all the initiatives that have been put 
forth, that are being ‘«worked on; tha legislation, not only the legislative 
front, but the administrative front as well. You people live in the Treasury 
Department, pretty close to it, maybe you don't live as close perhaps as vou 
should.

;e
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Q: You ought to Invite us to some of your early morning staff 

meetings so we could see*

SECRETARY SIMON: You know, let me tell you something. You*re 
not far away from some of my thinking on some of these things, as far as that's 
concerned, to see —  have you people got an inside look on the broad gauge 
of issues that we're constantly dealing with and a little bit of the decision 
making process that goes into some of our thinking, and the amount of work 
that's done, the substantive work that has been done,and continues to be done 
In every single one of these areas, whether.it's from law of the sea that you 
probably have never heard very much about, to tax reform, to trade, to negotiations 
with the Russians, with the Saudi Arabians, with economic policy, and just 
one thing after another, and then you'd say, well, my God, they've got more 
to do here than— than people can handle already, what are we talking about 
when 1t comes to, you know, who —  who is the chief economic spokesman? Who 
gives a damn? It's the President's job, it's the President's decisions to 
make, and he makes each one of them personally. And ftealways has. I bring 
all the Important decisions, and did in energy to him, and got very rapid decisions 
after I made my recommendations to him. He sits and he listens thoughfully 
tony recommendations and to other recommendations. If there's no slight difference 
of opinion, then obviously it doesn't require a very long meeting, but sometimes 
there is a difference of opinion, especially when you're dealing with issues 
that are as complex as these are.

Q: I guess I'm still a little concerned as the election approaches, 
and not to emphasize the election, but if you're going to tell the American 
people that the inflation problem is going to take a long time to cure, and 
1f you're going to have President Nixon say this, do you think the Watergate 
situation has hurt him, that a lot of it is not going to be believable to Americans?

SECRETARY SIMON: No, I don't. Here again, I must admit that 
the Watergate situation doesn't enter Into my mix of thinking when 1t comes 
to what has to be done as far as economic policy...

Q: But does 1t eater into the American public's thinking?

SECRETARY SIMON: Well, you're a better judge of that then I 
am. What I'm Interested 1n doing, what the President's interested 1n doing 
is getting the facts and the truth and what we intend to do about it, and to 
the best of our judgment how long it's going to take before the American people.

Q: It seems to me that the American public, when you were energy 
chief, liked the decisive —  decisive actions you took to see that we weren't 
going to have gas rationing. It would seem to me that they're also looking 
at wnat decisive things you're going to do to cut down double digit inflation.
Isn't thatigoing to be an awful difficult thing to describe...\

SECRETARY SIMON: Wei1 1et me...

Q: It doesn't seem to me that you're going to be able to.

SECRETARY SIMON: Talking about —  well; there again, that is...
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Q: And that kind of judgment I don’t want to make...

(Confusion of voices).

SECRETARY SIMON: No, let me tell, that —  that's a good question.
You * re talking about, (a), energy, and what can be dona physically by moving
this here and moving that there, and I'm dealing with a tangible; it's called
oil. I know how much I've got, I know what the Inventories are, I know, mechanically,
if you will, how to deal with the problem and minimize the economic effects
and do all the things that we attempted to do.

Now that's a —  really it's —  fine, it's a policy problem, but it 
relates to a physical entity. Mow let's talk about inflation and how fast 
one can get Inflation under control. And when I talk about getting inflation 
under control, I talk about getting it under control permanently. He can bring 
it under political control by having a politically acceptable rate, whatever 
that may be, In a reasonably short period of time, where people say, well, my 
goodness, thank the good Lord that we don't have double digit inflation any 
longer. It's still too high, but it's not the catastrophe that it was six 
or nine months ago. So that can be done, and can bs dona in a —  in a reasonable 
time frame. And I believe that the proper fiscal policies right at present 
and monetary policies are In place to get that done by the end of this year.

But then let's look ahead to next year. And this just goes 
right back to my subject of energy, as well, where we talk about, okay, now 
we've got plenty of energy again, the embargo's over. So we do? No we don't.
He're producing 11 million barrels a day and consuming 18. Hell, the same 
problem exists as far as the United States government is concerned. He earn 
295 and we spent 305, or 306, or whatever It 1s. Mow we have to take care 
of that gap, don't we? And that takes more time, dust like it takes more 
tlma to get us self-sufficient in energy, but we have to work toward it. And 
just because the heat's off, as the heat's off in the embargo, when the inflation 
rate moves down, as I believe it will, as the year ensues and takes the heat 
off this subject, we must not lose our resolve to solve this problem permanently 
and put the programs into place right now that will solve it permanently, because 
there again, when you talk about the people out there in this country, I suspect 
that you're seeing a great change in the American people right now, an awareness 
that federal spending is indeed contributing a great deal, that ws cannot continue 
to promise and give to the American people constantly, without getting paid 
for it.

Q: You were talking about the...

SECRETARY S I M :  It's just like raising taxes, you know, this 
rate of Inflation. 

i
l Q: You ware talking about tangibles, and I assume people —  you 

know, last months for the seventh straight month, real spendable earnings want_ 
down. I assume that people can see tangibly that their pocketbooks are a little 
lighter than the last month...

\



SECRETARY SIMON: Yes, they can. And that —  that’s a tax,
Isn't it?

Q: Isn’t that going to be difficult, though, at election time 
«hen perhaps the other party’s saying, wall, let’s have a tax cut, that’ll 
get you more money in your pocketbcoks. How are you going to be able to counter
act that and«»•

SECRETARY SIMON: X*m afraid you’re not giving the American 
people as —  the credit for the intelligence that I am. And I’ll suggest that 
the American people understand basic economics a little bit better than that.

Hello? Thank you.

That doesn’t mean that I think this is simple, because I agree 
with you, It’s going to be extraordinarily difficult, and politically it’s 
always more popular to just continue to give and spend and create all the programs 
that have brought us to where we are today, and I’m suggesting that we have 
to turn that comer and explain to the people that we cannot continue with 
this folly. ,

Q: Doesn’t Watergate, though, make it a little weaker for the 
President’s speaking out on this?

SECRETARY SIMON: Not in my judgment it doesn’t.

Q: Question on another subject. Among these...

SECRETARY SIMON: X got to get going in a second, fellas. I’m 
sorry. I’ve kept an ambassador waiting for half an hour. That isn’t In good 
forra.

Q: You mentioned these hundreds of jobs that the Treasury Secretary 
has to do, and one of them, I think, was sitting on the...

SECRETARY SIMON: That’s an exaggeration...

Q: ...Emergency Loan Guarantee Board, and I wonder if you think 
this, 1r principle, has worked well in the Lockheed case and whether it might 
ba a tool to be used 1n the future should another large »Amarlean corporation be 
faced with financial...

SECRETARY SIMON: I think that you have to exercise your judgment 
on things like that, basically on a case by case basis. And Lockheed was judged 
ion a case by case basis. Has it completely their fault? Was it poor management? 
[fes 1t government contributions, as far as its reliance on government —  that 
industry? $¿ I don't think as a general rule of thumb that you’d find me 1n 
the comer of government having a policy of saving X, Y and Z corporation just 
because they’ve gone down, for one reason or another, that’s extraneous to 
actions that we’ve either taken or not taken...

Q: §ut in a case where government may have contributed?
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(Confusion of voices).

SECRETARY SIMON: Then i ‘d have to know what the case was and 
what our contribution was, etc. You cannot just make a broad rule on that. 
But in Lockheed, . * - it was a useful thing for the United States governmentBut 
to do, yes.

Q: Thank you, Mr*. Secretary.

SECRETARY SIMON: Thank you. 

(Confusion of voices).

Q: ...making any announcements soon on your deputy or some of 
the other vacancies...

SECRETARY SIMON: Well —  what other vacancies?

deputy...
Q: Well, don9t you have a general counsel and sort of under-

SECRETARY SIMON: No. I*ve got a deputy —  I‘ve got a deputy.
Wsl 19 the Treasurer^ going through the hooper now; that*s been going through 
the hooper over there for about month, FBI and all that stuff, so that*s been 
done. The two under secretaries are in place, as you know. There*11 be no 
deputy under-secretary because Jerry P&rsky is going to be —  and that*s not 
to gat printed —  an assistant secretary, which 1$. an Interchaneable 
title here. So wa*re pretty well zeroed In on the general counsel and the deputy 
secretary —  we*re pretty well zeroed in on that too, and a decision will be 
issde on that. For announcement sake, I never know how long things will take 
to clear.

Q: Is Mr. Donaldson one of the candidates for deputy?i |
SECRETARY SIMON: I*d rather not comment who my candidates are. 

Bill*s an old pal of mine, you know.

End of press conference).
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K 5  mwRELEASE

REVENUE SHARING DISCRIMINATION,
CASE REFERRED TO JUSTICE

A c i t i z e n 's c o m p l a i n t of d i s c r i m i n a t i o n in t h e use

OF GENERAL REVENUE SHARING FUNDS BY THE CHICAGO POLICE

De p a r t m e n t has b e e n r e f e r r e d t o t h e De p a r t m e n t of Ju s t i c e 

for Ac t i o n b y Gr a h a m W. Wa t t , D ire ct or of t he Tr e a s u r y 

De p a r t m e n t 's Of fi ce o f Re v e n u e Sh a r i n g .

An i n v e s t i g a t i o n of t h e m a t t e r w as c o n d u c t e d by 

Office o f Re v e n u e Sh a r i n g a t t o r n e y s , a u d i t o r s a n d c i v i l

RIGHTS SPECIALISTS AFTER THE COMPLAINT WAS FILED, ON

Se p t e m b e r 1A, 1973.
On Ap r i l 9, 197A, Wa t t w r o t e t h e Ma y o r o f Ch i c a g o 

t h a t , in Wa t t 's j u d g m e n t , t he use o f r e v e n u e s h a r i n g f unds 

in t he C i t y's Po l i c e De p a r t m e n t c o n s t i t u t e d a v i o l a t i o n of

THE NONDISCRIMINATION SECTION OF THE REVENUE SHARING ACT.

The Ma y o r w a s a s k e d to e x p e d i t e t he n e g o t i a t i o n of a c o n s e n t

DECREE IN LITIGATION PREVIOUSLY INSTITUTED BY THE DEPARTMENT

of Ju s t i c e a g a i n s t Ch i c a g o so t h a t b o t h t h e Ju s t i c e a n d t he 

Tr e a s u r y c a s e s c o u l d be r e s o l v e d . Pu r s u a n t t o r e v e n u e s h a r i n g
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REGULATIONS, WATT ALSO SENT A LETTER TO ILLINOIS GOVERNOR
Dan Walker requesting The Governor to secure compliance 
of the City,

In making the announcement today, Watt said, "If is
THE POLICY OF THE OFFICE OF REVENUE SHARING TO SEEK 
EFFECTIVE AND RESPONSIVE VOLUNTARY COMPLIANCE WITH ALL OF 
THE PROVISIONS OF THE REVENUE SHARING ACT. ACCORDINGLY, THE
Office of Revenue Sharing attempts to negotiate and resolve
COMPLIANCE PROBLEMS WITH GOVERNMENTS WHENEVER THAT CAN BE 
ACCOMPLISHED, HOWEVER, WHEN A GOVERNMENT FAILS OR REFUSES 
TO ENGAGE IN FURTHER NEGOTIATING SESSIONS, WE CAN CONCLUDE 
ONLY THAT VOLUNTARY COMPLIANCE SETTLEMENTS ARE NO LONGER
possible. This being the case with the City of Chicago,
I notified Mayor Daley by letter on May 22 of my decision
TO REFER THE CITIZEN'S COMPLAINT TO THE DEPARTMENT OF JUSTICE 
FOR APPROPRIATE CIVIL ACTION. I HAVE ALSO NOTIFIED GOVERNOR
Walker of my decision, I regret exceedingly that the refusal
ON THE PART OF THE ClTY TO CONTINUE JOINT NEGOTIATIONS WITH THE
Office of Revenue Sharing and the Department of Justice made
NECESSARY MY DECISION FOR REFERRAL OF THE MATTER TO THE
Department of Justice." cjiioo &3
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The St a t e a n d Lo c a l F i sc al As s i s t a n c e Act of 1972
WHICH AUTHORIZES GENERAL REVENUE SHARING PROVIDES THAT
"no person in t he Un i t e d St a t e s s h a l l on t he g r o u n d o f r a c e ,

COLOR, NATIONAL ORIGIN, OR SEX BE EXCLUDED FROM PARTICIPATION 
IN,BE DENIED THE BENEFITS OF, OR BE SUBJECTED TO DISCRIMINATION 
UNDER ANY PROGRAM OR ACTIVITY FUNDED IN WHOLE OR IN PART WITH 
(REVENUE sharing) FUNDS,..",

Th r o u g h g e n e r a l r e v e n u e s h a r i n g , $30,2 b i l l i o n is b e i n g 

returned to m or e t h a n 38,000 g e n e r a l -p u r p o s e u ni ts o f s t a t e

AND LOCAL GOVERNMENT DURING A FIVE-YEAR PERIOD THAT ENDS
with De c e m b e r 1976.

1

j
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FEDERAL REGISTER

DEPARTMENT OF THE TREASURY
Office of the Secretary

LOAN TO GOVERNMENT OF BRAZIL 
.GUARANTEED BY UNITED STATES

Public Notice of Invitation To Bid by 
Financial Institutions

I. Invitation to bid—Classes of bidders. 
The Department of the Treasury, acting 
for the Department of Defense, by this 
notice and under the terms and condi
tions hereof invites bids on the interest 
rate on a $5,000,000 loan to the Govern
ment of Brazil, hereinafter referred to as 
the borrower. The loan is described in 
Section V hereof. Bidding hereunder 
shall be subject to the "Regulations Gov
erning the Sales of Treasury Bonds 
Through Competitive Bidding” (SI CFR 
P art 340) insofar as applicable.

The purpose of the loan is to provide 
private financing for the purchase by the 
borrower of defense articles and services 
from United States sources in further
ance of the Foreign Military Sales Act, 
as amended, Pub. L. 90-626, October 22, 
1968, 82 Stat. 1326; 22 U.S.C. 2571-2793 
and Executive Order 11501, December 22, 
1969,34 FR  20169. .

Bids will be received only from Incor
porated banks, trust companies, recog
nized dealers in investment securities, 
and other financial institutions doing 
business in the United States. Bids must 
be submitted to the Federal Reserve 
Bank of New York'in accordance with 
the provisions of the last section hereof.

n . United States Government guar
anty of loan. The loan agreement pro
vides that the obligation of the lender is 
to be conditioned upon the issuance by 
the United States of a guaranty of timely 
payment of 100 percent of the principal 
and 100 percent of the interest thereon 
by the borrower. Thé guaranty will fur
ther provide th at the , United States 
agrees that any claim which it may now 
o r hereafter have against any benefi
ciary for any reason whatsoever shall not 
affect in any way the right of any other 
beneficiary to receive full and prompt 
payment of any amount otherwise due 
under this guaranty. ^

In addition, the borrower covenants at 
section 5(b) of the loan agreement that 

Any claim which it may now or hereafter 
have against any person, corporation, firm or 

' association or other entity (including with
out limitation, the United States, DOD, any 
Bank, any assignee of any Bank, and any 
supplier of the Defense items) in connection 
with any transaction, for any reason what
soever, shall not affect the obligation of the 
Borrower to make the payments required to 
be made to the Undersigned under this Loan 
Agreement, or under the .Notes, and shall not 
be used or asserted as a defense to the pay
ment of such obligation or as a setoff, coun
terclaim, or deduction against such pay
ments.

The guaranty, which is authorized by 
the Foreign Military Sales Act, will be 
made by the Government of the United 
States acting through the Department of

May 2 8 ,

Defense. The Act provides th at *a n y 7 
guaranties issued hereunder shall be 
backed by the full faith and credit of 
the United States.”

m . Tax exemptions. There will be 
no— ; ' / •  T"  ̂ ^

(a) Federal income tax resulting from 1
section 7.1 of the loan agreement which 
will provide that the borrower shall pay 
to the lender the guaranty fee charged 
to the latter by the Department of De
fense; "(The lender will be acting merely 
as a conduit.) - v— r  i

(b) Federal stamp ta x ; or
(c) T ax imposed by the borrower.

IV. The loan, promissory notes, par- * 
ticipations—eligibility for purchase by 
nationqH banks as collateral for treasury 
tax and loan accounts, etc. (a) Because 
of the guaranty, the loan, the promissory 
notes and the participations are deemed 
to be fully and unconditionally guaran
teed obligations of the United States 
backed by its full faith and credit. Ac
cordingly, they will not be subject to the 
lending limits of national banks or to the 
limitations and restrictions concerning 
dealing in, underwriting and purchase of 
investment securities.

<b) Section 1.4 of the loan agreement 
authorizes the sale of participations to 
legal entitles doing business in the United 
States. Such participations will be ac
ceptable from special depositaries of pub
lic money a t their face amount to secure 
deposits under Department of the Treas
ury Circular No. 92, current revision (31 
CFR P art 203) ; Provided, That they ade
quately identify the loan and meet the 
following conditions ;

(1) The. participation certificate contains >. 
the following provision: “Participant may as
sign or endorse over this participation cer
tificate to the (Name of the Federal Reserve 
Bank or Branch of the territory in which'the 
participant is located) in connection with a 
pledge of collateral security to protect a 
Treasury tax and loan account under Treas
ury regulations published a t Title 31, Code of 
Federal Regulations, Part 203. In the event 
th at this participation certificate is assigned 
to (Same "bank'or branch as above), it shall 
not be further assigned or Sub-divided with
out prior written notice to that bank and the 
prior written consent of this bank."

(2) The participation certificate is sup
ported by the original or certified copies of- 
the guaranty agreement relating to the basic 
loan and the necessary power of attorney 
and resolution in favor of the Reserve Bank 
as prescribed in 31 CFR 203.8(d).

(3) The guaranty agreement provides that 
the guaranty referred to therein is transfer
able to any participant or beneficiary.

V. Description of loan agreement. The
principal features of the loan are as fol
lows: ' ■ •-* ft a..; /•.-

(a) There will be a commitment fee
payable semiannually of one-quarter of 
one percent (Y* of 1%) per annum on 
the daily average unused amount of the 
commitment. The commitment fee will 
be calculated on a 365-day basis and ac
tual days elapsed. -. *

(b) There will be a commitment period 
from the “date of execution” of the loan 
agreement to and including December 31,



1974 or such earlier date as the entire 
commitment of the lender shall have 
been utilized. For this purpose, the “date 
of execution” will be the date on which 
the loan agreem en ts signed on behalf 
of the borrower or the date on which the 
Department of Defense executes the 
guaranty agreement, whichever is later.

(c) The minimum drawdown under the 
loan agreement will be $500,000.

(d) The principal is to be repayable in 
four consecutive annual installments as 
follows: May 31,1975—$500,000; May 31, 
1976—$500,000; May 31, 1977—$2,000,000 
and May 31, 1978—$2,000,000.

<e) Interest is payable on a fixed semi
annual basis beginning November 30, 
1974 and thereafter on May 31 and No- 

v vember 30 of each year until the entire 
principal has been repaid.

VI. Submission of bids—acceptance 
and opening of bids. Each bid shall be 
submitted in triplicate on the letterhead 
of the bidder and shall specify a single 
annual rate of interest which shall apply 
on a 365-day basis only to the portion 
of the loan in Use. The rate shall 
be expressed as a percent per annum not 
to exceed three decimals, for example, 
5.125 percent. Each bidder may submit 
a bid for the entire amount of the loan 
or portions thereof in multiples of 
$2,500,000. ' ' 1 '**ÏŸ: M '  i

Bidders should fill in the blanks in the 
loan agreement (except for the date of 
the loan agreement itself) and should' 
furnish three signed copies when sub
mitting the bids. Most of the blanks are 
self-explanatory. At section 7.1., the 
guaranty fee will be l/400th  of the 
amount of the principal liability under 
the guaranty.. J  V  

The bids should be enclosed in sealed 
envelopes and must be received in the 
Securities Department of the Federal ̂  
Reserve Bank of New York, 33 Liberty 
Street, New York, New York 10045, not 
later than 11:00 am ., e.d.t., on May 31, 
1974. “ 'IL" ' Y; * ;  '

Bids will be opened at the Federal 
Reserve Bank at 11:00 a.m ., e.d.t., on 
May 31, 1974. In determining the suc
cessful bids, those specifying the lowest 
rate of interest will be accepted. Upon 

• award of the bids, the Government of 
the United States will promptly secure' 
the signature of the borrower to the loan 
agreement, as well as to necessary copie» 
thereof, and will return one copy.

Copies of the loan agreement, of the 
exhibits and of the guaranty agreement 
may be obtained upon request from the 
Department of the Treasury,’ Bureau of 
the Public Debt, Room 200, Washington 
Building, Washington, D.C. 20226, or by 
telephoning (202) 964-2992 or (202) 964- 
8241.

Dated: May 20, 1974. 4
- [seal] P aul A. Volcker,

. Under Secretary of the Treasury 
for Monetary Affairs.

[FR Doc.74-12070 FUed&-24-74;8:45 am]
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FOR IMMEDIATE RELEASE May 29, 1974

STATEMENT BY SECRETARY OF THE TREASURY 
WILLIAM E. SIMON

I am very pleased that the President today announced 
his intention to nominate Gerald L. Parsky to be Deputy 
Under Secretary of the Treasury. Upon his confirmation 
by the Senate and appointment to the position, he will be 
designated Assistant Secretary of the Treasury.
Mr. Parsky will be responsible for trade, energy and 
financial resources policy coordination. He will serve as 
Executive Secretary of the East-West Trade Policy 
Committee, of which the Secretary of the Treasury is 
Chairman.

Gerald Parsky has worked closely with me as 
Executive Assistant to the Deputy Secretary since 
January of 1973 and in December 1973, he played a major 
role in the organization of the Federal Energy Office.
As Executive Assistant to the Administrator, he assumed 
a great deal of responsibility for the management of the 
Office. His understanding of the energy issues as well as his 
assistance in the day-to-day operations of the Treasury 
Department have been invaluable to me. I am delighted 
that we will be able to use his talents in a wide 
variety of substantive areas.

(Biography attached)
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BIOGRAPHY

GERALD L. PARSKY

Gerald L . Parsky was nominated as Deputy Under 
S e cre ta ry  o f th e T reasury on May 29 , 1974 . Upon h is  
con firm ation  by th e Senate and appointment to  the  
p o s itio n , he w ill  be d esign ated  A ss is ta n t S e cre ta ry  
of the T reasu ry .

He had been E xecu tiv e  A s s is ta n t to  the Deputy 
S e cre ta ry  o f the T reasu ry , W illiam  E . Simon, s in ce  
January o f 1973 . He a ls o  served as Mr. Simon's 
E xecu tiv e  A s s is ta n t in  th e Fed eral Energy O ffice .

Mr. Parsky came to  the Treasury Department in  
1971 as S p ecia l A s s is ta n t to  Edwin S. Cohen, A ss is ta n t  
S e cre ta ry  fo r  Tax P o licy  and l a t e r  Under S e cre ta ry  
of the T reasu ry . P r io r  to  coming to  Washington, he 
was an A sso cia te  in  the New York law firm  of Mudge, 
Rose, G uthrie and A lexander, s p e c ia liz in g  in  co rp o ra te  
and s e c u r i t ie s  law. He a lso  served as an English  
M aster a t  S u ffie ld  Academy, S u ffie ld , C o n n ecticu t.

Mr. Parsky was born October 1 8 , 1942 in  West 
H artfo rd , C o n n ecticu t. He rece iv ed  h is  A .B. degree  
(cum laude) from P rin ceto n  U n iv ersity  in  1964 , and 
h is J .D . d eg ree , w ith honors, from th e U n iv ersity  of 
V irg in ia  Law School in  1968 .

He i s  m arried to  th e form er Susan Haas (Pembroke 
C o lleg e , B.A. 1967 ; Bank S tre e t  C o lleg e , M.A. 1 9 7 1 ) . 
They have two ch ild ren  and re s id e  in  Washington, D.C.

May 2 9 , 1974
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Deportment of the TREASURY 1  H

...n-rn*, n P onoon TELEPHONE W04-2041 “ LIHINGTON. D.C. 20220

FOR RELEASE 6:30 P.M. May 29, 1974

RESULTS OF TREASURY'S 52-WEEK BILL AUCTION

Tenders for $1*8 billion of 52-week Treasury bills to be dated 
June 4, 1974, and to mature June 3, 1975, were opened at the
Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS: (Excepting 2 tenders totaling $1,150,000)

High 91.729 Equivalent annual rate 8.180%
Low 91.577 Equivalent annual rate 8.330%
Average - 91.660 Equivalent annual rate 8,248% 1/

Tenders at the low price were allotted 95%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:
District Applied For Accepted
Boston $ 14,405,000 $ 9,405,000
New York 2,078,740,000 1,450,630,000
Philadelphia 28,860,000 13,860,000
Cleveland 42,620,000 41,570,000
Richmond 14,565,000 11,565,000
Atlanta 7,895,000 7,895,000
Chicago 218,630,000 207,130,000
St. Louis 27,015,000 8,015,000
Minneapolis 955,000 955,000
Kansas City 8,715,000 6,715,000
Dallas 7,065,000 2,065,000
San Francisco 79,595,000 40,335,000

TOTALS $2,529,060,000 $1,800,140,000 U

]J This is on a bank discount basis. The equivalent coupon issue yield is 8.93%. 
U Includes $ 65,210,000 noncompetitive tenders accepted at the average price,
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FOR RELEASE AT 10:00 A.M., EDT 
THURSDAY, MAY 30, 1974

STATEMENT BY THE HONORABLE WILLIAM E. SIMON 
SECRETARY OF THE TREASURY

BEFORE
THE SENATE SUBCOMMITTEE ON APPROPRIATIONS 

MAY 30, 1974 - 10:00 a.m.

Mr. Chairman and Members of the Committee, I am pleased 

to be here to present a summary of the fiscal 1975 budget 

requests for the operating appropriations of the Treasury 

Department and to discuss them with you. I would like to 

say at the outset that I appreciate the fact that you were 

willing to accommodate my schedule and allow me to testify 

at the end of the hearings. We in Treasury feel strongly 

that this subcommittee has been understanding and helpful 

to the Department in the past, and I look forward to a 

continuation of that relationship.

Before I begin on the budget material, I would like to 

present my associates in the Department: Mr. David R. Macdonald, 

Assistant Secretary for Enforcement, Tariff and Trade Affairs, 

and Operations; Mr^ Warren F. Brecht, Assistant Secretary for 

Administration; and Mr. Edward J. Widmayer, the Departmental 

Budget Officer.

WS-12
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The budget estimates that the Treasury bureaus have 

presented and discussed with this subcommittee reflect our 

efforts to achieve a proper balance between resources needed 

to fulfill our traditional operational responsibilities and 

resources needed to strengthen our role in handling the 

financial and economic duties of the Department.

Uncontrollable Increases

Our first priority consideration must always be costs 

associated with the increasing workload which is virtually 

uncontrollable. For example:

. Our revenue-producing bureaus IRS, Customs, and Alcohol, 

Tobacco and Firearms expect to collect gross receipts 

of $306 billion from income taxes, customs duties, and 

taxes on liquor and tobacco products;

. we will write and mail 647 million checks from our 

disbursing centers, 58 million more than this year;

. pay 767 million checks issued by all government agencies, 

65 million more than in FY 74;

. issue, service and redeem 288 million bonds and 

securities, 3 million more than this year; and
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. process and settle a greater number of public claims, 

the number of which increases proportionately with 

the increased numbers of bonds and checks issued*
’•V.v ■ , $•

The number of Customs formal and informal entries will 

rise to nearly 17 million; as travel increases* Customs will 

clear 269 million arriving persons; and IRS will process 

122 million tax returns including 83 million individual 

returns. Nor can we avoid the growing demands on, our bureaus 

for more coins and currency, and extension of our protective 

and enforcement responsibilities.

In addition to the high costs of coping with these 

increased workloads, we need additional resources for our 

high priority objectives--to improve our role in administering 

the tax laws and collecting taxes and duties, and to continue 

funding for two construction projects: the Federal Law 

Enforcement Training Center and the new Denver Mint.

Amounts Requested

Table 1 shows the appropriation request for fiscal year 1975. 

You will note from the table that our request for regular oper

ating appropriations amounts to $2.3 billion, an increase of

x



4

$374.7 million over the authorized level for fiscal year 

1974, after taking into consideration Congressional actions 

in the Second Supplemental Appropriations Act of 1974.

By looking at the table you can see a breakdown of 

this increase. Some 162.8 million dollars is needed to 

reimburse the General Services Administration for Treasury 

occupied space and related services. This payment is required 

by the Public Buildings Amendments Act of 1972 and represents 

the added cost in 1975 for space occupied as of June 30, 1974. 

The remaining increase of 211.9 million dollars relates to 

workload and expanded activities. Table 2 shows the man-year 

estimates that relate to the dollar requirements.

Since you have already examined bureau witnesses in 

detail, I will simply present a brief description of proposed 

major increases. First I will touch on the uncontrolled 

increases necessitated by the greater workload. Then I will 

touch on costs related to proposed expanded activities.

Workload Costs

IRS

To meet the workload demands that I mentioned earlier 

we will need program increases of $73.6 million. Some
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$46.9 million of this amount will be needed to keep up with 

the normal growth imposed on IRS. Mr. Chairman, last year 

we were required to process million more tax returns than
** % ft § jthe previous year; this yean we expect! another 1.7 million 

additional tax returns and a growing proportion of returns 

will have higher gross income and more schedules. As a 

result we expect more entries per return, as well as m o r e  

taxpayer inquiries. At the same time, the levels of audit-, 

collection, and fraud investigatiion must be maintained in 

proportion to this increased workload.

Government Financial Operations

Another $8.6 million will be needed just for issuing and 

paying checks; however, $4.6 million of this a m o u n t  i s  f o r  

postage. We expect to write 58 million additional c h e c k s  

this year. Our normal increment of 19 million per year h a s  

been substantially increased by the new supplementary 

security income payments to the aged, blind and d i s a b l e d  

which until recently were . issued by the s t a t e s .  F e d e r a l  

assumption of these responsibilities under the Social S e c u r i t y  

Amendments Act of 1972 was effective January 1, 1974.
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Customs

We are requesting $5.9 million for Customs workload 

particularly to process the steadily increasing volume of 

cargo importations estimated for 1975. Formal entries 

increased 13.1% in 1973. In 1974 the backlog of 

unliquidated entries as of March was 1.4 million and 

unappraised invoices over 30 days old was 1.1 million. 

Without sufficient manpower, backlog levels will continue 

to increase and importers will encounter unreasonable delays 

in knowing the final landed cost of their merchandise. A 

part of this workload increase is also the staffing needed 

at four of our preclearance locations--Nassau, Bermuda, 

Vancouver and Winnipeg--and to provide service at one new 

location--Calgary. New or improved inspectional facilities 

will be available at all of these locations.

Mint, Public Debt, Other

Other principal costs of workload include 5.2 million 

dollars for 1.7 billion additional coins, including 625 

million Bicentennial coins; and $2.4 million for issuing 

and redeeming bonds and public debt securities. We are
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asking for 4.6 million dollars to cover less dramatic work

load increases for the remaining bureaus and offices--Secret 

Service, Bureau of Alcohol, Tobacco and Firearms, and the 

Office of the Secretary.

Now let me go over the cost of expanded activities and 

explain why it is necessary.

Strengthening and Quality Improvement

To strengthen and improve our role in tax administration, 

collection of taxes and duties, we are requesting an increase 

of 56.6 million dollars.

IRS

The major item of increase is 19.9 million dollars to 

expand audit coverage of Internal Revenue tax returns. The 

audit of tax returns is the heart of our tax compliance 

effort, by which we recover billions of dollars in taxes 

each year from unreported income. Audits should be made in 

sufficient numbers to recover owed but unreported taxes and 

to influence the entire taxpayer population toward even
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higher levels of voluntary compliance. A widely felt but even 

handed audit presence is primarily, responsible for assuring 

the accuracy of the self-assessment of tax liability. An 

increase of 17> in voluntary compliance results in an increase 

of at least $1.5 billion in additional reported tax receipts. 

The additional costs of tax enforcement is a very sound invest

ment, since enhancing the revenue producing capacity of the 

Treasury contributes toward a balanced budget.

Besides auditing, the gathering of intelligence also 

plays an important part in promoting tax compliance by 

investigating taxpayers where tax fraud is suspected. When 

an investigation warrants, prosecution is recommended for 

criminal tax action. We are requesting an additional 

$1.6 million to better enable IRS to identify patterns and 

methods of tax evasion and develop cases to be turned over 

to the Department of Justice.

Another $9.7 million for IRS provides for the first phases 

of a major initiative to make complete use of documents 

supplied to IRS by partnerships, banks and other companies 

concerning profits, interest and dividends disbursed to 

taxpayers. We have developed plans for a full scale program 

to be operational in three years. For the first stage we
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will compare all W-2 forms from employers with employee 

returns for completeness and accuracy. The following two 

years we will implement the final two stages. In fiscal 

year 1977, through the use of this new program we expect to 

identify 2.7 million erroneous reporting cases and 2.1 million 

non-filer cases. Additional tax assessments should amount to 

$480 million, and $195 million in overpayments should be 

returned to taxpayers.

We are requesting $6.3 million to improve the collection 

of Internal Revenue accounts receivable, to secure delinquent 

returns, and to reduce accumulated backlogs. Another $4.6 

million will provide additional automatic data processing 

support for IRS programs such as the Employees' Plan Master 

File and the File on Tax Practitioners.

Customs

The U.S. Customs Service will need $5 million for 

improvement of enforcement programs and to enhance productivity. 

Of this amount, $2.5 million is to expand the Treasury Enforce

ment Communications System. These terminals are in operation 

at numerous points of entry. The system provides timely entry 

to the traveler and increases our enforcement capability.

Customs will use the remaining $2.5 million for more detector
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dogs, X-ray screening of mail, automated merchandise 

processing, telecommunications and training.

Improvements in Smaller Bureaus

Finally, $9.5 million of the total 56.6 million dollars 

for improvements is spread in less significant amounts in 

the smaller bureaus. As shown in the "Summary Highlights" 

of the justification material submitted to you, these 

increases cover equipment, space alterations, relocations 

and training in the Bureau of the Mint, Bureau of Alcohol, 

Tobacco and Firearms, the Bureau of the Public Debt, the 

Bureau of Accounts, and the Office of the Secretary.

Construction

Federal Law Enforcement Training Center

We have included $31.0 million for our current construc

tion projects. Of this amount, $18.9 million is requested 

for the Federal Law Enforcement Training Center which brings 

the total funds appropriated for the Center to $45.9 million, 

the total of the amount authorized for the construction of 

the facility other than furniture and equipment. We recently
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received a favorable decision from the Court of Appeals 

reaffirming a lower court decision stating that our 

environmental impact statement meets the requirements 

of the National Environmental Policy Act. We are now 

moving ahead with the actions necessary to begin the 

construction program and expect to have the Center in 

operation by fiscal 1978.

Denver Mint

Last year we indicated that an agreement had been 

concluded with the city of Denver for the acquisition of

an appropriate site for the new Mint. However, a redevelop

ment plan in the area called for a relocation of the North- 

South rail line along the east side of our proposed site.

This was not acceptable. Thus, together with GSA, we are 

in the process of selecting a new site in the Denver area and 

expect to do so this year. We are requesting 11.8 million dollars 

for design and site development work, and for the purchase of 

long-lead time equipment for the new Mint.

Customs

For the first time ina few years,, we are asking for 

an increase of $250 thousand for the Customs construction 

of small border stations and residences in isolated locations
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along our Canadian and Mexican borders. Because of budgetary 

constraints the program has been moving too slowly. This 

increase will provide a total of $500 thousand for five new 

projects in 1975.

Maintenance of Current Operating Levels

I have mentioned all of the major increases except a 

category over which we have little control--the cost of 

maintaining in fiscal year 1975 the programs now underway 

in fiscal year 1974. These estimates amount to $49.6 million 

and cover such items as:

.the full-year costs of jobs authorized for part 

of 1974;

. the extension to a full year of the costs of pay 

increases approved for classified employees in 

October 1973;

.compensation for an additional workday in 1975;

. within-grade promotions required by law;

. increases in costs of materials and services that 

have occurred to date; and

. leases of facilities and equipment incurred for part 

of this current year.



Reorganization

Mr. Chairman, we have had a recent reorganization in 

the Fiscal Service, as Secretary Shultz described in his 

letter to you dated January 14. Treasury Department Orders 

Numbered 229 and 229-1 established a Bureau of Government 

Financial Operations and made other realignments of functions. 

This new bureau includes all the functions of the Bureau of 

Accounts and all the functions of the Treasurer of the 

United States except the immediate office of the Treasurer 

which has been transferred to the Office of the Secretary 

and the Securities Division which has been moved to the 

Bureau of the Public Debt.

The Treasurer will hereafter report directly to the 

Under Secretary for Monetary Affairs. Funds for the 

Treasurer position and the immediate staff will be trans

ferred to the appropriation for the Office of the Secretary. 

With respect to the Securities Division of the former 

Treasurer's office, one of its functions was to issue, 

redeem, and service Treasury securities for the general 

public in the Washington, D.C. area. These and other
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securities-handling functions are closely tied to the work 

and expertise of the Bureau of the Public Debt, accordingly, 

and consistent with our aim of getting better integration of 

all of our activities, we transferred the division to that 

bureau.

This is the first phase of a consolidation that should 

lead ultimately to one single appropriation for the Fiscal 

Service. This reorganization was not resolved in time to 

be reflected in the budget presented by the President, nor 

in the estimates under review. We have prepared and 

delivered backup papers to reflect the changes and shifts 

in the estimates under your review.

Conelusion

This completes my comments on the 1975 estimates. The 

tables are here for the record. I shall be glad to respond

to any questions.
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DEPARTMENT OF THE TREASURY
Annual Appropriations for Treasury Department for 1974 

and Estimated Requirements for 1975 
(in Millions of Dollars)

1974
Proposed 1975 Increases or Decreases

Authorized Budget To GSA
Level Estimates P.L. 92-313 Other Total

Regular Operating Appropriations:
Office of the Secretary 19.6 24.5 .2 4.7 4.9

Federal Law Enforcement Training
Center:

Salaries and Expenses 2.3 3.2 .7 .2 .9
Construction - 18.9 «• 18.9 18.9

Bureau of Accounts:
Salaries and Expenses 82.1 87.2 4.2 .9 5.1
Government Losses in Shipment .8 .6 -.2 -.2

Bureau of Alcohol, Tobacco and
Firearms 79.9 94.4 6.6 7.9 14.5

U. S. Customs Service 241.7 285.6 25.3 18.6 43.9
Bureau of the Mint:
Salaries and Expenses 25.3 33.0 .3 7.4 7.7
Construction of Mint Facilities - 11.8 - 11.8 11.8

Bureau of the Public Debt 80.9 00 00 0 -p 1.8 5.7 7.5

Internal Revenue Service:
Salaries and Expenses 36.6 41.5 .6 4.3 4.9
Accounts, Collection and Taxpayer

Service 610.3 713.4 51.4 51.7 103.1
Compliance 664.4 803.3 67.1 71.8 138.9
Total, Internal Revenue Service 1,311.3 1,558.2 119.1 127.8 246.9

Federal Tax Lien Revolving Fund - .5 - .5 .5
Office of the Treasurer, U. S.:
Salaries and Expenses 13.2 15.5 1.0 1.3 2.3

U. S. Secret Service 69.6 79.5 3.6 6.3 9.9

TOTAL, Regular Operating
Appropr iat ions 1,926.6 2,301.3 16 2.8 211.9 d/H./

NOTE | Amounts are rounded and do not add to total.
74-0045.3 
%  7, 1974
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DEPARTMENT OF THE TREASURY
Comparative Statement of Average Positions 

Fiscal Years 197 *4 and 197 5 
(Direct Appropriations Only)

1974
Authorized 1975 Increase

Level Estimate over 1974
Regular Annual Operating Appropriations:

Office of the Secretary 797 903 106
Federal Law Enforcement Training Center 83 89 6

Bureau of Accounts 1,493 1,587 94

Bureau of Alcohol, Tobacco and Firearms 3,805 3,887 82
U. S. Customs Service 12,108 12,945 837

Bureau of the Mint 1,541 1,828 287

Bureau of the Public Debt 2,480 2,500 20

Internal Revenue Service: 
Salaries and Expenses 1,653 1,767 114
Accounts, Collection and Taxpayer

Service 39,527 42,907 3,380
Compliance 34,717 37,613 2,896

Total, Internal Revenue Service 75,897 82,287 6,390

Office of the Treasurer, U. S. 928 1,030 102

U. S. Secret Service 2,852 3,048 196

TOTAL, Regular Annual Operating
Appr opr iat ions 101,984 110,104 8,12U

740044
January 24, 1974
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FOR IMMEDIATE RELEASE May 3 0 , 1974

CORRESPONDENTS:

Attached is a request from Treasury Secretary 

William E. Simon to the President of the Senate 

asking Congressional action on legislation to withhold 

Federal income taxes on state lottery winnings. An 

identical request has been made to the Speaker of the 

House. The letter accompanying the draft bill explains 

the Treasury request.

Attachment



THE SECRETARY OF TH E TREASURY
WASHINGTON

MAY 291974

D ear M r. P re s id e n t:

T h e re  is  forw ard ed  herew ith  a d raft b ill "T o  am end the In tern al 
Revenue Code of 1954 with r e s p e c t  to the co lle ctio n  of in co m e ta x  
at s o u rc e  on am ounts aw arded in S ta te -co n d u cted  lo t te r ie s . M It would 
be ap p re cia te d  if you would la y  th e p rop osed  le g isla tio n  b e fo re  the  
Senate. T his p ro p o sal is  a  p a r t  of the T r e a s u r y  D ep artm en t's  le g is la tiv e  
p ro g ra m  fo r the 9 3 rd  C o n g re ss , and th e O ffice of M anagem ent and 
Budget h as ad vised  th at, fro m  the standpoint of the A d m in is tra tio n 's  
p ro g ra m , th e re  is  no ob jection  to  the p re se n ta tio n  of th is  p ro p o sal 
for the co n sid era tio n  of the C o n g re ss . T his p ro p o sal is  a lso  being  
sent to  the Sp eaker of the H ouse of R e p re s e n ta tiv e s .

P re s e n tly , the S ta tes of C on n ecticu t, M a ssa c h u se tts , M arylan d, 
M ichigan, P en n sy lvan ia , New H am p sh ire , New J e r s e y  and New Y o rk  
a re  o p eratin g  s ta te -w id e  lo t te r ie s . S e v e ra l o th er S tates a r e  co n sid erin g  
enactm ent of le g is la tio n  au th orizin g  lo tte ry  o p e ra tio n s . In view of the  
popularity  of th is fo rm  of gam bling, we b eliev e  th at s tep s ought to  
be taken to  fa c ilita te  the co lle ctio n  of ta x e s  fro m  the rap id ly  grow ing  
num ber of w in n ers.

Section  6041 of the In tern al R evenue Code re q u ire s  in fo rm atio n  
rep o rtin g  on lo tte ry  winnings of $ 6 0 0  o r  m o re . Although an In tern al  
Revenue S e rv ice  study b ased  upon a sam p lin g  of th e se  in fo rm atio n  
docum ents has in d icated  a re la tiv e ly  high r a te  of co m p lian ce  in the  
rep o rtin g  of lo tte ry  winnings (85 p e rce n t of the w in n ers re p o rte d  
th eir gains on tim e ly  filed  in co m e ta x  r e tu rn s ) , the re s id u a l n o n co m 
pliance is  su fficien t to, w a rra n t c o n c e rn . M o re o v e r , we have re a s o n  
to b eiiev e  th at com p lian ce  is  m uch low er fo r  w in n ers of le s s  than $ 6 0 0  
with r e s p e c t  to  whom in form ation  re tu rn s  a r e  not re q u ire d  under p re se n t  
law.

A p art fro m  the com p lian ce  p ro b lem  th e re  is  the paym ent p rob lem  
that a r is e s  b e ca u se  m any w in n ers a r e  u n so p h istica ted  in ta x  m a tte rs  
and thus fail to  p rovid e fo r tim e ly  paym ent of F e d e r a l  in co m e ta x  
on th e ir  w innings. In m any c a s e s  w in n ers spend th e ir  lo tte ry  p ro ce e d s  
b efore the ta x  re tu rn  filing date and conseq uently  find th at th ey a r e  unable  
to pay the ta x  on th e ir  winnings when th e ir  ta x e s  a r e  due. W ithholding  
at the s o u rc e  would a lle v ia te  paym ent p ro b lem s fo r su ch  ta x p a y e rs  and 
would a lso  re d u ce  the in cid en ce  of delinquent accou n t a c tiv ity  in the  
S e rv ic e 's  C ollectio n  D ivision.
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A cco rd in g ly , we have p re p a re d  a b ill am ending s e c tio n  340 2  of the  
Code w hich would re q u ire  S ta tes conducting lo t te r ie s  to withhold ta x  
fro m  am ounts paid to  individuals a s  p r iz e s  in con n ection  with su ch  
lo t te r ie s .

F o r  p u rp o ses of w ithholding and re la te d  a d m in is tra tiv e  p ro v is io n s , 
the b ill t r e a ts  p aym ents of S tate  lo tte ry  w innings a s  if  th ey  w e re  
paym ents of w ages by an em p lo y er to  an em p loyee . H ow ever, w ith 
holding is  applied at a  fla t r a te  of 20 p e rc e n t on g ro s s  p aym en ts and 
is  su b ject to  a de m in im is flo o r of $100 . Under the b ill the n o rm a l  
withholding exem p tion s a r e  in ap p licab le  to  w ithholding. In lieu  of a 
F o r m  W -4  a w inner is  re q u ire d  to  fu rn ish  to  the p a y e r  a s ta te m e n t  
showing the n am e, a d d re s s , and ta x p a y e r  id en tifica tio n  nu m b er of 
each  p e rso n  entitled  to  s h a re  in th e p aym en t. The b ill ap p lies to  
p aym ents m ade a f te r  D ecem b er 31, 1974.

C om p lian ce with th e se  p ro v is io n s w ill depend in  la r g e  m e a s u re  
upon the co o p era tio n  of the S ta tes  r a th e r  than upon sa n ctio n s  fo r  
fa ilu re  to  co m p ly . The S ta te s  w ill have to  file  F o r m s  W -2  with  
r e s p e c t  to  p aym ents and am ounts w ithheld. H ow ever, the S ta tes  
a r e  p re se n tly  providing the S e rv ic e  w ith in fo rm atio n  r e tu r n s , and 
we do not b e liev e  th at th is  additional re q u ire m e n t w ill p la ce  an  
undue burden upon th e ir  lo tte ry  o p e ra tio n s .

The H onorable  
G erald  R . F o rd  
P re s id e n t of th e Senate  
W ashington, D. C . 20510

E n c lo s u re
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To am end the In tern al R evenue Code of 1954 with r e s p e c t  to  the  
co llectio n  of in com e ta x  at s o u rc e  on am ounts aw arded  
in S ta te -co n d u cted  lo t te r ie s .

. - ' .. '■ ; * **• ’ v; •• ; • : f • f •••. [ft fig inn  f  f a r f »  K g

1 B e it en acted  by the Senate and H ouse of R e p re se n ta tiv e s  of the

2 United S tates of A m e ric a  in C o n g re ss  a sse m b le d , That the In tern al

3 R evenue Code of 1954 is am ended as follow s:

4 (1) Section  340 2  of the In tern al R evenue Code of 1954 (re la tin g

5 to in com e ta x  co lle c te d  at s o u rc e )  is  am ended by in se rtin g  im m ed iate ly

6 a fte r  su b sectio n  (p) th e re o f  the follow ing new su b sectio n :

7 M(q) E x ten sio n  of W ithholding to  A m ounts A w arded in State -

8 Conducted L o t te r ie s .  - - F o r  p u rp o ses of th is ch a p te r  (and so  m uch

9 of su b title  F  as  r e la te s  to th is  c h a p te r), the paym ent to  an individual

10 of any am ount (including the c a s h  value of a paym ent in any m edium

11 o th er than cash ) by a State (as  defined in se ctio n  7701 (a)(10)), o r  by

12 an agen cy  o r  in stru m en ta lity  of a State actin g  under au th ority  of

13 State law , as  a p r iz e  o r  aw ard  in a sw ee p sta k e s , w agerin g  pool, o r

14 lo tte ry  conducted by such  S ta te , ag en cy , o r  in stru m e n ta lity ,

15 sh all be tre a te d  as if it w e re  a paym ent of w ages by an em p lo y er

16 to an employee. However, in such a case the amount of the tax

17 req u ired  to  be deducted and withheld with r e s p e c t  to  su ch  paym ent

18 sh all be 20 p e rce n t of the am ount paid as a p riz e  o r  aw ard ; and, in

19 lieu of the exem ption c e r t if ic a te  re q u ire d  by su b sectio n  (f) (2 ), each

20 such individual sh all fu rn ish  the m a k e r of su ch  paym ent with a
i

21 sta te m e n t, m ade under the p en alties  of p e r ju ry , containing the n am e,



address, and taxpayer identification number of each person 
entitled to any portion of such payment. This subsection 
shall not apply in respect of prizes or awards of less than 
$100."

(2) The amendment made by this section shall apply 
to payments made after December 31, 1974.



Department of the TREASURY
ASHINGTÔ IiC. 20220 H  TELEPHONE W04-2041

FOR RELEASE 6:30 P.M. May 30, 1974

RESULTS OF OFFERING OF $800 MILLION STRIP OF WEEKLY BILLS

Tenders for additional amounts of eight series of Treasury bills to an 
aggregate amount of $800,000,000, -or thereabouts, to be issued June 5, 1974, 
were opened at the Federal Reserve Banks today. The amount of accepted tenders 
will be equally divided among the eight issues of outstanding Treasury bills 
maturing September 19, September 26, October 3, October 10, October 17,
October 24, October 31, and November 7, 1974. The details of the offering 
are as follows:
RANGE OF ACCEPTED 
COMPETITIVE BIDS : Price

Approximate equivalent annual rate based on 
130.5 days (average number of days to maturity)

High 97.018 
Low 96.981 
Average 96.997

8.226% 
8.328% 
8.284% 1/

Tenders at the low p rice  were a llo tte d  69%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied for Accepted
Boston $ 19,200,000 $
New York 1,964,080,000 541,600,000
Philadelphia 32,160,000 160,000
Cleveland 16,160,000 160,000
Richmond 200,000 200,000
Atlanta — —

Chicago 333,720,000 252,720,000
St. Louis 15,280,000 2,840,000
Minneapolis 10,000,000 —

Kansas City 8,000,000 2,400,000
Dallas 12,000,000. —

San Francisco 46,640,000 80,000

TOTALS $2,457,440,000 $800,160,000

1/ This is on a bank discount basis. The equivalent coupon issue yield 
is 8.66%.

2/ Includes $3,480,000 noncompetitive tenders accepted at the average price.



Department of thefREASURY
SHINGTON, D C, 20220 TELEPHONE W04-2041

STATEMENT OF THE HONORABLE JOHN M. HENNESSY 
ASSISTANT SECRETARY OF THE TREASURY 

FOR INTERNATIONAL AFFAIRS 
BEFORE THE FOREIGN OPERATIONS SUBCOMMITTEE 
OF THE SENATE APPROPRIATIONS COMMITTEE 

MAY 28, 1974, at 10:00 A.M. EDT

I am pleased to be here today to. present the Admin
istration's FY 1975 appropriations request totaling $1,006 
million for the international development lending institu
tions. I strongly urge that this Committee and the Congress 
act favorably and appropriate the amounts requested.

Before turning to the specifics of our appropriation 
requests for FY 1975, I would like to respond to the view 
that recent rapid changes in the world economy —  and the 
energy crisis in particular -- argue against our continued 
support of the international lending institutions, I 
believe the opposite is true, and that the arguments for 
continued U.S. leadership in this area are strengthened by 
recent events.

Doubts have been raised about the level of U.S, 
participation in the international development lending 
institutions in view of: 1) the overwhelming problem the 
developing countries face in paying for oil; 2) the possibility
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that money would go through borrowers' hands into oil- 
producers' pockets; and, 3) the possibility that the oil 
exporters will not assume responsibility for a fair share 
in the aid burden. These concerns are serious, but I hope 
to demonstrate that they are not well-founded.

First, it is true that the problems confronting many 
developing countries are of serious magnitude -- the World 
Bank estimates that the external capital requirements of 
the LDCs will increase by $10-12 billion per year from now 
until 1980, as a result of recent price increases of oil, food, 
and fertilizer. This added need for capital in the 
developing countries increases the urgency of assistance 
flows from industrialized countries. A reduction of our 
aid flows would only aggravate the precarious position now 
facing many poor nations. It would also undermine our case 
that newly rich nations now have to join in the international 
effort by contributing their fair share of international 
assistance.

Second, the international development lending institu
tions cannot be used for paying the increased oil bill of 
the hard-hit developing countries. The institutions finance 
specific development projects, and do not support imports of 
basic commodities such as oil.

Third, there is already concrete evidence that the oil- 
producing countries will recognize that their new affluence 
carries with it important responsibilities to poor countries.



Iran has already made resources available for' lairding to 
developing countries. Venezuela is in the early stages of 
negotiating a trust fund under the Inter-American Develop
ment Bank of reportedly up to $500 million for financing 
development in poor Latin American countries, and has also 
pledged $30 million of new resources to the Caribbean Develop
ment Bank. Abu Dhabi, Oman, Kuwait, Libya, Saudi Arabia, 
and Bahrain are participating in the World Bank bond purchase 
programs. Several of the OPEC countries have pledged $3.3 
billion toward the special new IMF facility aimed at providing 
assistance to countries with oil-induced balance of payments 
problems. An Arab Fund for African Development is under 
discussion, and additional resources are to be made available 
to Islamic countries.

There are positive overall economic and foreign policy 
reasons as well for us to move promptly on those appropria
tions which are related to the recently changed world economic 
situation. First and foremost, the United States cannot 
legitimately call for an international solution to such prob
lems as energy, food supply, population, trade and monetary 
reform, if we shun our own responsibilities in the areas of 
international economic development. These problems are all 
intimately linked. To eliminate, or reduce, our contribu
tions to the international development lending institutions 
would represent an inward turning on our part which could be 
used as a justification of similar measures by other countries 
undermining the very cooperative system we are trying to 
strengthen. Of course, the work and effectiveness of these
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institutions in helping poor nations help themselves is 
important in its own right.

With this backdrop in mind, I would now like to discuss 
briefly the proposed appropriations. The total request of 
$1,006 million consists of a $500 million contribution to 
the Fund for Special Operations (FSO) of the Inter-American 
Development Bank (IDB); $320 million for the International 
Development Association (IDA); $50 million for the Con
solidated Special Funds of the Asian Development Bank (ADB); 
and also two requests for which authorizing legislation is 
pending. The first of these is $120,635,000 for an increase 
in our Ordinary Capital contribution to the ADB; and the 
second is $15 million for the African Development Fund (AFDF).

While the amounts are large, the economic cost to the 
United States of supporting these institutions is much smaller 
than the aggregate figures indicate. Eighty percent, or 
$97 million of the $121 million requested for ADB Ordinary 
Capital, is in the form of a guarantee; thus only $24 million 
would require a budget outlay. In addition, the budgetary 
impact that would result from all of these appropriations 
would be spread over several years and much of our contribution 
to these institutions returns to us in the form of payment 
for the sale of goods and services.
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According to a recent study prepared by the Congres

sional Research Service of the Library of Congress for the 
House Committee on Foreign Affairs, the aggregate balance 
of payments effect of U.S. participation in these 
institutions has been overwhelmingly favorable to the U.S.
I would like to submit for the record in Annex I two very instruc
tive tables developed for this report by the Congressional 
Research Service and highlight their conclusion: the cumula
tive balance of payments result of U.S. involvement in the 
World Bank Group (including IDA), the Asian Development Bank 
and the Inter-American Development Bank (including FSO) to 
date has been a net surplus of $2,1 billion for the United 
States. Of course, as disbursements on loans are drawn down 
over time there could be some decline in this figure -- but 
the point is that in balance of payments terms we can well 
afford the program.

In terms of our Gross National Product and our budget, 
these contributions represent less than one-tenth of one 
percent and only one-third of one percent respectively.
The cost of maintaining an appropriate level of international 
responsibility in this area is a most reasonable one 
and the burden of development assistance falling on the U.S. 
has been shifting to other countries in keeping with this 
Committee's concern. This shift is already apparent in the 
present ADB and AFDB appropriations requests and will be



incorporated in future IDA and IDB replenishment requests.
INTER-AMERICAN DEVELOPMENT BANK 

For the Inter-American Bank the Administration is 
requesting $500 million for the Fund for Special Operations 
(FSO). This amount would represent the final installment 
of the U.S. contribution, totaling $1 billion, authorized 
by the Congress in March, 1972, originally-negotiated 
by the Executive Branch in April 1970.

The Fund for Special Operations, as you know, 
constitutes an important part of the Inter-American Bank's 
structure. Its resources, which come entirely from 
member country contributions, are used to support projects 
in the poorest Latin American countries.

Only about $100 million in convertible currencies will 
remain uncommitted in the FSO at the end of the present 
calendar year. The proposed $500 million U.S. contribution 
now requested would allow only for maintaining FSO lending 
in dollars for 1975 at this year's projected level of 
$400 million, with some provision for 1976. This would be 
a bare minimum given the loan demand from the relatively 
poor Latin American countries,which borrow the bulk of FSO funds.
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Let me also address the question of the quality of 
the operations of the IDB, a matter that has been of 
major concern to this Committee. Specific steps have been 
taken since last year to improve its work and to strengthen 
its organization. Committee members already know about the 
Group of Controllers and the good work being done on 
external evaluation and review of projects. The U.S. 
member of the group is now Mr. Edward Tennant, who was 
formerly Auditor General for Foreign Assistance of the 
Agency for International Development. Thus far, the Group 
has completed 11 reports —  the most recent ones on Planning 
and Programming, Global Loans to Financial Institutions, 
and on a regional integration organization. Recommendations 
contained in these reports are in the process of being 
implemented.

In connection with the concern of the Committee and 
Congress about the follow-up on IDB loan projects, we can 
report the initiation by the Executive Branch of an active 
program of inspection trips to the field covering all the 
institutions. These have yielded concrete evidence that 
IDB loans are contributing successfully to economic and 
social development in Latin America. For example, following 
the last IDB annual meeting in Santiago, Chile, Members of 
Congress and other members of the U.S. delegation had the
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opportunity to see how IDB-financed projects contribute to 
economic and social development in Latin America.

In concluding my statement on the IDB, I want to 
emphasize that our request for appropriation of $500 million 
takes on special meaning in the light of the closer ties we 
are attempting to forge with the countries of Latin America, 
based on a concept of a community of interest. One of the 
subjects of greatest concern to the Latin American Foreign
Ministers at two recent conferences -- one in February in 
Mexico City, the other last month in Washington -- was the 
general decline in U.S. contributions to Inter-American 
institutions and to the IDB in particular. Secretary 
Kissinger pledged on those occasions that the Executive 
Branch would do its utmost to maintain our aid flows to Latin 
America. In turn, the newly oil rich nations of the region 
were asked to join in helping to finance development.

INTERNATIONAL DEVELOPMENT ASSOCIATION
The $320 million we are seeking today for the 

International Development Association (IDA) represents the 
third and final installment of our $960 million contribution 
to the IDA Third Replenishment.

As the members of the Committee are aware, IDA is an 
integral part of the World Bank, employing the same expert 
staff, and following the same rigorous standards of project



9

appraisal and supervision. IDA funds go to the poorest of 
the developing countries, those with per capita incomes of 
less than $375 per year. These are countries which, because 
of their poverty, have extremely limited capacities for 
financing investment from their own savings. Similarly, 
their opportunities for obtaining external capital from 
sources other than IDA are limited, if not non-existent.
IDA is thus crucial to the hopes of their citizens for 
better and more fruitful lives.

Major sectors in IDA lending have been agriculture 
(28 percent), transportation (25 percent), and electric 
power (8 percent). Recently, new fields such as education 
and family planning have received increased emphasis, with the 
growing realization that improvement in human skills and the 
curbing of excessive population growth can be as important 
to economic development, if not more important, than the 
accumulation of physical capital.

I would also like to call your attention to the fact 
that in its Report of May 11, 1972, on supplemental 
appropriations, the Conference Committee agreed that there 
was no intention of denying each of the three annual 
installments of $320 million in the three fiscal years 
beginning July 1, 1972.

I again urge the Committee to act, as you did last 
year, in the spirit of that joint explanatory statement, 
particularly in view of the fact that our payments are one
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year behind those of other IDA donors.
ASIAN DEVELOPMENT BANK

For the Special Funds of the Asian Development Bank 
(ADB) the Administration is now requesting $50 million.
This $50 million is part of a $100 million authorized 
contribution to the Special Funds of the ADB, of which the 
first $50 million was appropriated last year.

Since authorization of the U.S. contribution of $100 
million in 1972, a multilateral effort has been made to 
establish an Asian Development Fund (ADF). The $100 million 
already authorized would be counted towards the U.S. 
contribution to the Fund and would, by agreement with other 
donors, be tied to procurement of U.S. goods and services, 
ensuring direct benefits to U.S, suppliers and facilitating 
U.S. entry into key markets in Asia.

Last year when the Congress decided to reduce the 
Administration's request for the first $100 million to $50 
million, it recognized the beneficial burden-sharing aspects 
of the new ADF proposal; and the Joint House Senate 
Conferees Report stated that the conference managers had no 
intention of denying a fiscal year 1975 request for the 
balance of $50 million when presented by the Administration. 
The conference managers supported the favorable burden
sharing arrangements embodied in the proposal of which the 
$100 million was a part.



Our contribution of $50 million appropriated iast 
year, combined with the request now before you will 
mobilize $250 million from other donors in their first 
stage contributions to the ADF. While there will be no 
commitment to the ADB concerning future U.S. contributions, 
we plan next year to request a third $50 million contribution. 
This would make a total U.S. contribution of $150 million, 
and taken with the $375 million contribution by other 
donors, would complete the ADFrs initial resource mobiliza
tion plan, providing a total of $525 million in concessional 
resources to the ADF. This is in addition to the $330 
million in ADB Special Funds already contributed by other 
donors -- excluding the U.S. To the extent that such 
contributions were made since January 1, 1973, contributors 
are entitled to credit them against their ADF pledges.

The FY 1975 budget also includes an appropriation 
request for an increase in the U.S. share of capital stock 
in the ADB. This was also included in our request last year 
to this Committee, but the Congress did not take action on 
the authorizing legislation. It is now anticipated that 
action on the ADB Ordinary Capital authorization will take 
place shortly in the Senate and subsequently in the House.
The total new U.S. Ordinary Capital participation would be
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$362 milion, of which 80 percent (about $290 million) 
would be callable guarantee capital and 20 percent, or 
about $72 million, would be paid-in. Budgetary expenditures 
result only from the paid-in capital portion as the guarantee 
capital serves to back ADB borrowings in private capital 
markets, and would only be called in the most unlikely 
event that the Bank experienced sizeable loan defaults.

We strongly support this proposed U.S. participation 
in the Ordinary Capital increase, which became effective in 
November 1972 and has been subscribed to uniformly by other 
donor nations. As a result of our not subscribing, our 
present voting power has dropped from 18 percent to 
8 percent, putting us below that of Japan, India, and 
Australia. Participation in this capital increase will 
enable the U.S. to regain a level of voting strength which 
will reflect U.S. interests in the Bank and the Asian area.

Finally, Mr. Chairman, I would like to comment on the 
issue of procurement and the U.S. share in the Asian Bank. 
Both you and we have been greatly concerned about increasing 
the percentage of contracts resulting from ADB-financed 
projects awarded to U.S. business firms. In this respect,
Mr. Chairman, our expectations were largely realized in 
1973. U.S. procurement from the Bank's Ordinary Capital 
lending operations more than doubled last year from 8 percent 
to 17 percent -- a marked improvement, which is largely
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attributable to the exchange rate realignments effected 
since 1971. Nevertheless, in order to improve the U.S. 
position further, we will intensify our contacts with 
U.S. firms, and improve the flow and distribution of 
information to private U.S. firms on upcoming ADB procurement 
opportunities.

AFRICAN DEVELOPMENT BANK
This year's appropriation proposal contains our first 

request for a U.S. contribution to the soft loan facility -- 
known as the African Development Fund (AFDF) -- of the 
African Development Bank (AFDB). Since this is the first 
time that the Committee has been formally asked to consider 
U.S. participation in this Fund, I have attached a brief 
outline of the history of the AFDB and the AFDF. (See 
Annex II.)

The African countries worked hard to create their own 
regional bank and have contributed their own resources in an 
admirable demonstration of self-help.

The AFDF will contribute significantly to African 
development by specializing in small, high priority projects 
directed at the very poor of«the region, and by promoting 
the regional integration so essential to Africans development 
While the amount requested is small, and is not contemplated 
to increase significantly in the next few years -- for
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example we are not planning any requests in addition to 
this $15 million for next year -- it is important that the 
U.S. show its concern for, and interest in, the development 
of the countries of Africa thorugh the concrete step of 
participation in the AFDF. All other major industrial 
nations except France have joined the Fund, and both Canada 
and Japan have already pledged contributions of $16.5 
million each -- more than our request before you.

The cost to the United States of participating in the 
Fund is small and entirely reasonable. We would be only 
one of 16 nations to contribute. The total contribution 
from these 16 donors and from the AFDB itself would be about 
$115 million, over $85 million of which is already sub
scribed. Our proposed contribution of $15 million is only 
13 percent of this total. Contributions by the donor 
countries are being made over a three-year period. The 
expected U.S. budget outlay would be only $1 million in fiscal 
year 1975.

At the same time, I wish to confirm to this Committee 
that the U.S. has undertaken no commitment to participate in 
the Fund, although the U.S. participated actively in drafting 
the Articles of Agreement of the AFDF in order to be assured 
that it would be put on an effective and soundly managed 
basis.
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Legislation to authorize U.S, participation in the 

AFDF with a contribution of $15 million fias been introduced 
by Senator Humphrey in the Senate. It is our hope that 
once Congress has completed its consideration of the pending 
authorizing legislation for the International Development 
Association it will then turn its attention to the request 
for the AFDF.

In sum, Mr. Chairman, we feel that these appropriation 
requests deserve your approval and support. They are of 
great importance to our overall international economic 
objectives. The institutions involved are run on a sound 
basis and provide development assistance competently. This 
assistance is of direct and lasting benefit to the develop
ing countries, and because of our worldwide interests, to 
the United States itself. The current international economic 
situation lends added importance to this request. To with
draw our support from these institutions now would be 
shortsighed and particularly damaging to our broader interests.

It is the responsibility of the Congress to weigh this 
request against competing priorities. The thrust and weight 
of my testimony has been directed towards convincing you that 
this request deserves a very high priority. Its benefits 
are manifest, important, and affordable. I firmly believe 
it should receive your support.

Thank you.
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T able 1— B alance or P a tm en ts B etween  U.S. and B a n k s,
. . • ( I nception to 1973)*

U.S. payments to banks: * '• • •’
World Hank Group subscriptions------- J.---------------------------------
Inter-American Bank subscriptions-------- ---------- --------------------
Aslan Bank subscriptions-------------------------------- '------- -— - —
World Bank bond sales in United States-------------------------------
luter-American Bank bond sales in United States-------------------
Aslan Bank bond sales In United States------------------------------ -
WBG earnings on Investments in United States----------------------
IDB earnings on Investments In United States----------------------
ADU earnings on investments in United States---------- - ---------* I

* Total U.S. payments to banks_________________ _____________

Cum ulative

traitons
____ $1,4 GO. 2
____  0G4.8
____  65.3
____ 2 ,4 0 2 .0
____  423.2
____  52 .0
____ 1 ,281 .0
___ 221.3
____  30 .1

______C, 091.9

Bank payments to the United States:
World Bank Group U.S. procurement-------------------------
Inter-American Bank U.S. procurement---------------------
Asian Bank U.S. procurement— ---------------------- ---------
\YBG Interest to U.S. bondholders--------------- -------- -—

• IB B  interest to U.S. bondholders--------------------------- —.
ADB Interest to U.S. bondholders-----------------------------
WBG administrative expenses in United States---------
ID B administrative expenses in United States------------
ADB administrative expenses in United States-----------
WBG net long-term investments in United States------
ID B net long-term investments In United States---------

- ADB net long-term Investments in United States-------

trillion*
:______ $4, 301. 0
___ . . . .  733. 0
_____ 12.5
______ 1,80S. 0
_______  149.7
______  7 .0
______  617.9
______  184.3
______  16.5
______  2, 004.0
______  68.5
______  82.0

Bank payments to the United State-3___________ ________________  9 ,664 .4

Net U.S. payments surplus_______!__ _________________________— 2,673 .5
• D a t a  f o r  W o r l d  T a n k  G r o u p  b y  f i s c a l  T e a r s  ( J u l y  1 - J u n c  3 0 )  ;  J D B  e n d  A D M  d a t a  b y  

c a l e n d a r  y e a r s :  tables e x c l u d e  d a t a  o n  I r C  a n d  S l * T ’F\ t o  w h i c h  t l t e  l . ' t i l  te d  S t a t e *  h a s  
c o n t r i b u t e d  {-. lu.OOO,0 0 0  a n d  $ . ' » 2 5 . 0 0 0 , 0 0 0 ,  r e s p e c t i v e l y ,  b e t  . f o r  w h i c h  o t h e r  d a t a  a r c  
u n a v a i l a b l e .  T h e  f u l l  d a t a  ( o r  t h i s  t a b l e  c a n  b e  f o u n d  i n  e p p s .  1 - 1  t h r o u g h  1 - 6 .

T able 2— Annual B ajlance-of-P a ym exts E ffects of thf. B a n ks, 
Aggregate 1905-721

[ D o l l a r s  I n  m i l l i o n s ]

1905 ................................... ......-•_____ 225 1 9 0 0 ....................................................... 342
1966 ___________________________ 593 1070 ................................   453
1007 ___________________________ 361 1971 .................................................   —228
19GS............................................   87 1 9 7 2 * .....................................................  471

' E x c l u d e s  F S O  d a t a ,  f o r  w h i c h  d a t a  a r c  u n a v a i l a b l e  o n  a n  a n n u a l  b a s i s .  E x c e p t  n s
d i s c u s s e d  l a t e r  i n  t h e  t e x t ,  E S O  c o n t r i b u t o r s  a r e  u s u a l l y  t i e d  t o  p r o c u r e m e n t  i n  t h e  
d o n o r  c o u n t r y .  Y e a r s  a r e  by  f i s c a l  y e a r  f o r  W o r l d  B a n k  G r o u p  n u d  c a l e n d a r  y e a r  f o r  A D B  
a n d  I D B .

• E x c l u d e s  A D B  d a t a ,  w h i c h  a r e  u n a v a i l a b l e  f o r  1 0 7 2 .  T h e  1 9 7 1  A D B  f i g u r e  w a s  — $ 3 4 .

Source: Foreign Affairs Division, Congressional Research 
Service, Library of Congress; The United States and the 
Multilateral Development Hanks; prepared for the Coramitie 
on Foreign Affairs; March 1974, pp. 14S-9.
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Thj African Development Bank was established in 1964, 
when many of its member countries had just gained independence, 
and now has a membership of 39 African countries. The capital 
structure of the Bank is composed of both paid-in and 
callable capital just as in the other international 
financial institutions. As of the end of 1973, this capital 
amounted to $385 million, of which $130 million is paid in 
and the remainder callable. As of the same date, the Bank 
had authorized $130 million in loans for 60 individual 
projects in 31 member countries. All projects have been 
financed at near market terms, i.e., 6 - 8-1/2 percent interest 
and maturities of 10 to 20 years,

It has been recognized for some time that many African 
nations are in acute need of concessional lending resources 
from the industrialized nations. It was to meet this need 
and to encourage the commitment of resources from outside the 
African region that the African Development Fund was estab
lished, In 1966 the Bank started discussions with the United 
States and other developed countries on the possibility of 
establishing a concessional loan fund in association with the 
Bank. The donor nations, including the United States, agreed 
upon principles for the establishment of the Fund at a 
Development Assistance Committee meeting of the OECD in March, 
1971. After approval by the Board of Governors of the Bank, 
the African Development Fund was established on June 30, 1973.
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The United S ta te s  p a r tic ip a te d  a c t iv e ly  m  th 4 d ra ftin g  

of the A r t ic le s  of the Fund. We wanted to  be assured  th a t

the Fund would be put on a sound basis and would be effectively 
managed. We believe we succeeded fully in this objective and 
that major efforts were made to meet well-known Congressional 
concerns. For example, the Articles of the Fund, alone among 
the development institutions, contain a provision requiring 
a comprehensive and continuing review of completed projects 
by an audit committee reporting to the Board of Directors.

The Fund is legally separate from the Bank and managed 
by its own Board of Directors, consisting of six representa
tives of the donor countries and six Bank Directors, with each 
group holding 50 percent of the total voting power, and a 75^ 
weighted vote for all operational decisions. As in the case 
of the concessional funds of the other international develop
ment lending institutions, the Fund uses the Bank s staff and 
draws upon its experience and expertise,

By the end of last year, thirteen other industrial nations 
had ratified the Fund statutes and pledged a total of more than 
$90 million. In addition, the Bank has committed to the Fund 
approximately $6 million from its own earnings. Although only 
in existence a little over eight months, the Fund has already 
made three loans totalling about $5 million for irrigation and 
assistance programs in the countries of the Sahel, as a result 
of an initial decision to give priority in its lending to this 

drought stricken disaster area.
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I VA soft loan window for Africa has been urgently needed. 
Africa is the least developed continent-. Its peoples are the 
poorest in the world. In per capita GNP terms, 43 of its 
countries have incomes of less than $360 and ten of these 
have incomes of less than $100. Yet, the loans from the Bank's 
ordinary capital resources have had to be on near-commercial 
terms. This is a serious limitation since many of the pressing 
development projects in Africa cannot be financed on conventional 
terms. Many of these projects are not directly profitable in 
the short run but they are indispensable for economic and social 
progress. Their financing must be on more lenient terms and 
conditions than those offered by the Bank's ordinary capital 
resources. The Fund can provide the resources on the terms 
required. It can also promote the sort of regional economic 
integration and joint development projects which the U.S. has 
always supported as necessary in countries with small markets.

The Fund can also serve as a magnet to attract capital 
from the oil-rich countries of the region. We already have 
indications of the willingness of oil-exporting nations of 
Africa to increase their contributions for the economic develop
ment of the continent. Libya, Nigeria, and Algeria will increase 
their participation in the African Development Bank's Ordinary 
Capital. Libya has also indicated its willingness to give the 
Bank access to a special pool of $ 100 million in development 
funds it has created.
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1 V
The U.S. stands to benefit substantially from a modest 

role in the Fund. Our relations with Africa have assumed 
greater significance as the developed world's need for 
industrial minerals and fuels has drawn U.S. investors and 
traders to Africa. A growing consciousness of the limits 
on world resources has highlighted the economic potential of 
the area. To illustrate, the continent possesses 42% of the 
cobaltv 34% of the bauxite, 17% of the copper, and about 23% of the 
world's known reserves of uranium ore. Africa will neces
sarily be an increasingly important source of vital U.S. 
imports. Thus, our enlightened self-interest dictates that 
we build sound economic relations with the nations of 
Africa. Participation in and support of the Fund is one 
means of furthering this goal. Participation in the Fund 
would also be perceived by the African nations as an indica
tion of our interest in their growth and prosperity.

Furtherm ore, under th e A r t ic le s  of the Fund, procurement 

of goods and s e rv ic e s  fo r  p ro je c ts  financed by the Fund may 

only be from member n a tio n s . Thus, u n ti l  the United S ta te s  

jo in s  the Fund we w ill  be precluded from th is  p o te n tia l ly  

su b sta n tia l source o f exp ort earn in g s, p a r t i c u la r ly  i f  the  

Fund should be expanded by the co n trib u tio n s of the o th er

countries.
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This audience might attribute to me an unshakeable and 
perennial optimism. Two years ago in May, I said to you, 
amidst some scepticism, that the GNP gain in 1972 would 
equal or exceed $100 billion and that it would provide a 
momentum into 1973 that would raise production, employment, 
and incomes. Last May, I forecasted a ’’soft landing”, 
which I quantified as a real GNP growth rate of or
more for the latter part of 1973 and going into 1974. That 
would have been a happy outcome f ih  but that prospect was 
dashed by the boycott of the oil-producing countries. Had 
you asked me for an interim report last October or November,
I would have delivered a piece I entitled, ’’Turbulence on 
the Soft Landing," in which I marked down the real growth 
rate and marked up the inflation rate for 1974. And that 
forecast, too, was more optimi'stic than those which predicted 
a 770 to 87>, or more, unemployment rate.

Now, I don’t think that I am congenitally bullish 
because on occasion, my forecasts have been lower than some 
others, official or otherwise. But, as a member of the 
Government forecasting team, which is known as the Troika 
and is comprised of the Treasury, CEA, and OMB -- I was
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more impressed by the vitality of the economy and its ability 
to grow, than by the stream of forecasts made during 1962-1969 
which seemed to proceed on the assumption that if the economy 
was not going to stagnate this quarter, it might the next.
During 1962-1969, I witnessed an underestimation in the GNP 
forecasts against actuals which averaged over 1%. At current 
levels, this would represent an underestimate of $15 billion 
in GNP; moreover, this represented a shortfall mostly in price but 
also real GNP growth. When I was bullish in those days, I was 
charged by many now located on Massachusetts Avenue as being 
incurably "inflationist". This was a label I grew to like 
in view of subsequent developments. In 1970 and 1971, the 
Government forecasts tended to be higher than the "actuals".
That is where I would make my claim as not always being 
bullish.

But why I would be optimistic about 1974 and 1975 is 
the relevant question of this evening. (Incidentally, that 
again places me in contrast with some on Massachusetts 
Avenue who are asking for a tax cut.) May I say at once 
that I am an optimistic only by the new standards regarding 
tolerable rates of real and inflation growth.

Before assessing 1974, and beyond, however, I would like 
to give some added dimensions to where the economy stands at 
this time. First of all, I would deny that to this point we 
have been in a recession, however that might be defined by 
the National Bureau of Economic Research, or by reasonable 
criteria of others. Chase Econometrics, Wharton EFA, and 
some others to the contrary, I would differ from a view that 
low or negative real GNP growth is a sound basis for conclu
ding that we are, or have been, in a standard "recession." 
Negative real growth, which results from supply constraints 
in the economy represents a different condition -“ and 
requires different economic policies -- than when it results 
from demand insufficiency. Now, these supply constraints 
have developed on a scale unprecedented in the postwar 
period. Supplies generally are short across the board almost 
in all basic materials, and in many types of finished goods.

I have attached a table to this talk, which illustrates 
the difference in the behavior of many types of pressure 
variables in the economy. Assuming that November 1973 was 
a cyclical peak of some sort, the performance of these 
variables is very different than in the two preceding recessions
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Certainly, the employment and unemployment trends 
since last November appear very different. In April, five 
months after the so-called November 1973 peak, private 
nonfarm employment was unchanged, as jobs in non-energy 
related industries increased more than the declines in 
energy-related sectors, such as gas, service stations, 
airlines, motor vehicles, etc. Industrial production since 
last November appears to have declined as in the two former 
recessions, but that is due to autos, at least partly 
energy-related, and energy itself. In addition, supply 
factors have generated output reductions in steel and other 
basic industries. For example, steel output is down since 
November, due to a metallurgical coal shortage. As a result, 
steel companies are turning down orders. That surely ought 
to be considered differently than the steel output declines 
in former recessions.

But, beyond the measures of current economic activity 
are the trends in new and unfilled orders, the strength in 
capital goods spending (as indicated by spending antici
pation surveys and capital appropriation), and the long 
delivery times in obtaining materials, etc. The differences 
from the past two recessions are expressing the fact that in 
many areas, the production growth possibilities of the 
economy have diminished. Aggregate demand has remained 
strong, as the demand for investment has offset by far the 
sluggishness in some of consumer purchasing.

How do these figures of pressure on the economy reconcile 
with the 6.37o annual rate decline in real GNP just reported 
for the first quarter of the year? The fact is that there 
have been slippages in some sectors of the economy. So far, 
they have been mainly oil or energy-related, although a case 
could be made that the automobile and the housing sectors 
were only partly energy-related and that demand had softened 
some in these two areas even before the energy problem. But 
even so, these have been far outweighed by ongoing positive 
growth in the main body of the economy.
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If the real GNP figures for the first quarter are 
disentangled, they show the following:

• Taking account only of the most obvious supply 
or energy-related constraints in the economy -- 
the automobile sector and spending on gas and 
oil -- real GNP growth in the first quarter was a 
positive 17o, not a negative 6„3%, annual rate,

• Total real consumer spending has been declining.
But, here again, if energy-related spending on 
cars and on gas and oil are netted out, real con
sumer spending in the first quarter of this year 
did not decline: it rose at an annual rate of 
3.5%.

• Sluggish real spending hy business on fixed 
investment in the first quarter also has been 
noted. But, here too, an annual rate of decline 
of 37o is converted into an increase of 7%, if the 
energy-affected purchases on autos and trucks are 
netted out. (In terms of current dollars, the 
spending advances were 77> and 16%, respectively.)

• The capacity utilization rate in the materials- 
producing industry, as measured by the Federal 
Reserve, appears to have declined in the first 
quarter. But steel and petroleum refining are 
both part of this statistic, and they have been 
troubled by inadequate raw materials supply. An 
adjustment for these two industries would show 
no change in the very high operating rate for 
basic materials in the first quarter of 1974.

Looking beyond the first quarter, the early returns 
already are indicating a bottoming out from negative to 
at least zero real growth. The most recent figures would 
support that scenario. In April, industrial production rose 
0.4% and not only because of increased automobile output as 
some have said. Employment scored a sizeable April gain. 
Retail sales increased 1.47» in April, while May also appears 
headed for an increase.
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There is  a stron g chance of a sm all in crease  in r e a l  GNP 
in the second q u a rte r . A fte r  th a t ,  s izeab le  p o s itiv e  growth 
in the second h a lf  of the y ear and going in to  1975 is  my 
fo re ca st, hr r\ . ■« t . ' , t •. i \ r,

To stim up, a strong economic recovery appears on the way. 
Its sources of power will be the same as those which have 
continued to sustain the underlying vigor of the economy 
throughout the energy situation. They are the following:

• The U.S0 is in the midst of a capital goods boom, 
whose end is not in sight. It will take several 
years before the deficiencies in our capacity to 
produce can be met in the energy and basic materials 
and even finished goods sectors. On top of that, 
capital expenditures will be required to meet the 
new environmental standards.

• Inventories are low in many industries and added 
production will be needed to bring them into better 
balance.

• Export markets will continue to grow.

• Housing activity will expand, though not as much 
as had been forecast earlier.

Perhaps most would agree with the general outline of 
some positive real growth in the months ahead, if not with 
very large increases. But I would argue that if growth 
rates are very low, the supply constrained economy again 
would represent the principal determinant of low growth "** 
barring an unlikely and unexpected turn to a very harsh 
monetary policy that is strong enough to weaken aggregate 
demand substantially.' The deficiencies in supply have been 
building for a long time and they will not quickly vanish.

That is  one reason  why the p rocess of d is in f la t io n  w ill  
be slow under the b est of circu m stances regard ing prudent 
f i s c a l  and monetary p o licy . The halving of in f la t io n  ra te  
during the course of 1974 , which many expected e a r l i e r ,  
appears too o p tim is tic  a p rosp ect a t  th is  ju n ctu re . Some 
reduction  from the 10.27, ra te  of in crease  in consumer p ric e s
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over the past twelve months might be expected because of the 
special factors affecting food and energy items. But, aside 
from food and energy prices, which will benefit from larger 
supplies, the "basic” rate of consumer price inflation over 
the past year was 6V%. That rate appears high by U.S. 
standards. But, it still might represent the low side of 
possible price forecasts, in my personal view. It might be 
attainable by optimal policy and restraint in wage and price 
decisions in the private sector,’ The difficulty is that 
many of the cost factors entering into consumer prices have 
not yet worked their way into the price structure from the 
manufacturers1 and wholesalers’ levels. Even moderate absorp
tion of the 20% or so annual rate advance over the past three 
months in wholesale industrial prices suggests continued 
strong pressure on prices of retail goods. The price "bubble" 
from the termination of price controls might extend this 
period of pressure both on goods and services.

Furthermore, expectancy of wage pressures as moderate 
as in 1973 might hot be realized.

I do not want to place my trust entirely on a complicated 
econometric analysis of the price structure. But* the results 
of that would indicate that a 7^% to 8% rise in consumer 
prices by the end of 1974 is a likely prospect. Policy 
measures and restraint, as indicated above, might change 
that result.

oOo
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l *ECONOMIC CHANGES IN RECESSIONS 

(Percent Changes)

November 1973 
to

April 1974

November 1969 
to

April 1970

May 1960 
to

October 1960

Private Nonagricultural Payroll 
Employment PI 0 -1.3 -1.0

Energy Related -1.3 -1.9 -1.9

All Others 0.8 -1.3 0.3

Unemployment Rate 0.3(2) 1.1(2Î 1.0<2>

Industrial Production -2.2 -2.4 -3.0

Industrial Production, less , v 
Auto and Energy -1.3 -2.9 -3.6

Personal Income 2.7 4.8 0.8

Sales of Retail Stores, Deflated -1.9 0.8 -0.2

Short-term Business Credit 9.3 2.8 2.1

Manufacturers' New Orders, 
Durable Goods Industries -1.4 -7.4 -5.6

Manufacturers' Unfilled Orders, 
Durable Goods Industries 7.8 -6.8 -2*8

Unfilled Orders,
Durable Goods Industries 5.4 -53.2 2.6

Manufacturers' New Orders, Capital 
Goods Industries, Nondefense -4.9 -9.2 -6.9

Manufacturers' Unfilled Orders, 
Capital Goods Industries, Nondefense 10.7 -7.3 -4.2<3)

Business Expenditures on New Plant 
and Equipment (4) 6.0 3.1 -4.8

Purchased Materials, Companies 
Reporting Slower Deliveries 
(Percent Reporting) -10.4 -21.1 -13.6
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Production Materials, Companies 
Reporting Commitments 60 Days 
or Longer (Percent Reporting)

Ratio, Prices to Unit Labor Cost 
Index Manufacturing

Vendors Performance, Companies 
Reporting Slower Deliveries 
(Percent Reporting)

November 1973 November 1969 May 1960 
to to to

April 1974 April 1970 October 1960

-1.2 -7.7 -9,1

6.6 -1.7 -0.3

-7.7 -16.1 21.9

(1) Calculated from dates of peak employment to five months later, rather than 
dates shown.

(2) Actual change instead of percent change.
(3) Series not available prior to 1968; the percent change for May 1960 to 

October 1960 is calculated using Manufacturers' Unfilled Orders for Machinery 
and Equipment.

(4) Quarterly data.
(5) Positive reflects changes at very low levels.



for immediate release May 31, 1974

FINANCIAL INSTITUTIONS TO BEGIN 
REPORTING $10,000 CASH TRANSACTIONS

The Treasury Department announced today that effective 
June 15, banks and other financial institutions should begin 
reporting to the Internal Revenue Service (1RS) all cash 
transactions involving more than $10,000. An April 1 Supreme 
Court decision upholding the so-called Bank Secrecry Act de
clared constitutional implementation of this requirement, 
contained in Treasury regulations based on the Act. Enforce
ment of this provision had been enjoined pending the Supreme 
Court decision. The U.S. District Court for the Northern 
District of California dissolved that injunction this week.

The currency transactions should be reported on 1RS 
Form 4789, available at any 1RS district office.

Other regulations implementing the Act -- designed to 
deter and frustrate white collar crime and tax evasion -- 
have been in effect since 1972 and include the following:

1. A bank must verify the identity of customers and 
keep certain basic records of customersf trans
actions, including the original or microfilm of 
most checks drawn on^the bank for more than $100.

2. Travellers entering or leaving the U.S. with more 
than $5,000 in currency or bearer securities must g 
file a report with the U.S. Customs Service.

3. A U.S. taxpayer who has a foreign bank account 
must disclose that interest on his Federal income 
tax return.

The Treasury also pointed out that neither the law nor 
the regulations give law enforcement officers any additional 
authority to gain access to the records of financial institu
tions. Access by the Government is subject to existing laws 
regarding subpoena, administrative summons, and other legal 
processes.

oOo
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TITLE 31 - MONEY AND
F I N A N C E :  T R E A S U R Y

Chapter 1 - Monetary Offices
. Department of the Treasury
Part 103 - FINANCIAL RECORDKEEPING AND REPORTING OF 

CURRENCY AND FOREIGN TRANSACTIONS 
NOTICE

The Treasury Department announced today that beginning 
June 15, 1974, the regulations requiring banks and certain other 
financial institutions to report unusual transactions involving 
more than $10,000 in currency will be enforced* The regulations 
are among those which implement Titles I and II of P.L. 91-508, 
which was upheld by the Supreme Court on April 1, 1974. Until the 
Court's decision, enforcement of the provisions requiring the 
reporting of large”domestic currency transactions had been enjoined 
by a Federal district court. Such transactions should be reported 
on 1RS Form 4789, S ioh may be obtained from any Internal Revenue 

Service district office.

E d w a r d  C .  S c h m u i t s  
G e n e r a l  C o u n s e l

Date :
D a v i d  R .  M a c d o n a l d  
A s s i s t a n t  S e c r e t a r y



HINGTON, D C. 20220 TELEPHONE W04-2041
DepartmentoftheTREASURY

FOR IMMEDIATE RELEASE June 3, 1974

EMERGENCY LOAN GUARANTEE BOARD 
FAVORS TEXTRON INVESTMENT IN LOCKHEED

Treasury Secretary William E. Simon, Chairman of the 
Emergency Loan Guarantee Board, today expressed the Board1s 
favorable reaction to the joint announcement by Lockheed 
Aircraft Corporation and Textron, Inc. of a tentative plan 
which would provide a substantial equity investment by 
Textron in Lockheed, the only borrower under the Emergency 
Loan Guarantee Program.

He added that the Board believes such an arrangement 
would considerably improve Lockheed*s capital position. This, 
in turn, will enhance and better assure the Company's long
term viability and the success of its existing commercial 
and military programs.

Secretary Simon noted that the plan contemplates a 
restructuring of Lockheed's debt and elimination of the need 
for Government guarantee commitments, thus fulfilling the 
basic objective of the enabling legislation, enacted in 1971, 
to provide major corporations with financial support during 
a period of illiquidity.

While the Board is mindful that many details remain to 
be resolved in implementing such an arrangement, it considers 
today's announcement a key milestone in Lockheed's efforts 
to attain a strong position for the future.

ooÔoo



INFORMAL REMARKS BY THE HONORABLE PAUL A. VOLCKER 
UNDER SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS

BEFORE THE
CONFERENCE ON WORLD MONETARY DISORDER 

AT PEPPERDINE UNIVERSITY AT MALIBU, CALIFORNIA 
(TRANSCRIBED FROM RECORDING)

FRIDAY, MAY 24, 1974 *
P
I
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I now am convinced that you arranged this conference 

with some malice aforethought. I agreed to come, and then 

I saw the title. You named it "World Monetary Disorder."

After five and a half years in Washington laboring in the
I

monetary vineyards, I don't like to make my valedictory to 

a conference on monetary disorder!

I must say I was intrigued, too, by the subtitle of the 

conference. It says, "Conflict Between National Policies 

and International Imperatives." I was wondering about the 

distinction you had in mind between a "policy" and an 

"imperative." I decided you must have some internationalists 

here who decided to put the international side of things

WS-16
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first. That is all right with me, but it does show what the 

problems are in international monetary reform. This is the 

guts of the matter. The preliminary program upon which I 

accepted the invitation put the issue more neutrally: It 

said, "Conflict and Cooperation," and I think that's a good 

description of what I have been going through in the past 

five and a half years«. When we talk about monetary reform, we 

are talking about achieving a reconciliation between national 

imperatives and policies and requirements and objectives, and 

the needs of other countries, and their own imperatives and 

requirements -- generally termed, the interests of the in

ternational community.

We do have conflicts in this process, and we do have a 

need for cooperation. I think the creative act, of course, 

is to make out of the potential for conflict a cooperative 

order which can enable an individual country to further sup

port its domestic objectives, such as growth and high
and

standards of living,/at the same time mutually interact with 

others in supporting their goals.

If that sounds a little Pollyannish, and sometimes it 

seems that way, I would just remind you the whole theory of 

free and liberal trade is based on the simple notion that one

I



can reconcile what is good for one country in the economic 

area with what is good for countries in general. And there 

is a road toward not simply making a gain at the expense of 

another, but all gaining together.

In a sense, that's what all of the discussion is 

about.

Now, that's highly philosophical, and I do want to 

come down a bit out of those clouds, because we are rapidly 

approaching a benchmark -- not the completion of monetary 

reform, but a benchmark on the road in that direction - -a n 

end of one phase of the monetary reform discussions in a 

meeting scheduled with the so-called "Committee of Twenty" 

in the early part of June. One thing we expect with great 

confidence is that that will be the last meeting of the 

"Committee of Twenty", as such. They are finishing a phase 

of work after an intensive two-year period of work on 

monetary reform - - a  two-year period of work that has seen 

meetings in Washington and on a number of occasions in Paris, 

or Rome, Nairobi and spots in between. One of my colleagues 

calculated how many thousands of meals the IMF has provided 

to all these conferees over the past two years and wonders

what the result is.
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The fact is, as you know, that these discussions on 

organized reform were caught somewhat in midstream or down

stream, before all the decisions had been made, by two 

sweeping economic phenomena: First, the oil situation, a 

situation without any close parallel, I think, in interna

tional financial or economic history, featured by vast 

amounts of money moving through world markets from countries 

and to countries that in a financial sense haven't loomed 

large before, with great new problems inherent in the situa

tion. It wasn't clear how this situation could or should be 

handled within the framework of a reformed monetary system.

Secondly, and I would put even more emphasis on this 

factor than on the oil situation, there is the prevalence of 

worldwide inflation. With domestic monetary systems disturbed 

to the extent that they have been by rising prices, with all 

the instability and uncertainties associated therewith, it 

is difficult to have a strongly organized international 

monetary system. An international monetary system links 

domestic monetary systems, and if the domestic monetary systems 

are themselves in an unstable condition, it is very difficult 

to conceive of a stable international monetary system.
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Because of these factors I think there is a consensus, 

very widely shared among governments, that for the time 

being the kind of flexible arrangements that are in place 

are going to have to persist for a while. There are certain 

advantages in these arrangements during this period of con

siderable uncertainty and fluctuations in domestic as well 

as international markets. If floating exchange rates are 

particularly suited to coping with anything, they certainly 

are suited to coping with this kind of uncertainty.

Against this background, it is time to pause and take 

stock of where we want to go and how we want to get there, 

and evolve a new system perhaps in a more evolutionary way 

than was contemplated when the reform process started some 

two years ago.

It's difficult to quarrel with that as a sensible ap

proach, but it obviously is not a fully satisfactory situa

tion. It*s a frustrating kind of situation to be in, and I 

think it's met with two different and opposite responses 

around the world by those who are to some degree frustrated 

by the reform effort. I will state these views in extreme 

form and caricature them a bit, but I do think there is some 

reality here.
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There is a group that says that, in fact, all these 

reform discussions haven't achieved anything. Bretton Woods 

has broken up. We have made no progress in putting anything 

concrete in its place. Monetary reform is a failure. We 

ought to politely bury this reform exercise, wait a while 

and start over again. I imagine that someone at Pepperdine 

may belong to that school judging from this title. I think 

it is a view that is quite widely held -- perhaps particularly 

in some European circles and I am tempted to label it the European 

banking view just to give you some flavor, recognizing that is 

a vast oversimplieation. It is a view widely held by people 

who equate monetary reform with a rather rigidly fixed ex

change rate system, convertibility and par values set and 

held firmly in place -- if you don't have that you don't have 

anything. That's one view.

There is an opposite view that is considerably more smug,

I would say. That school says all this monetary reform effort 

has been irrelevant, but that's essentially a good thing, 

because the problem has basically been solved. We should 

have floating rates. We like floating rates. That's what 

we have so regardless of what all you officials and others 

have been talking about interminably, events have turned

a
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out just fine. We have reform without knowing it, and a 

good reform, despite the best (or the worst!) efforts of 

the central bankers and finance ministers to arrange a 

different system. Let me call that view, just so you get 

a little flavor of it, the American academic view, because 

I think it is rather widely held in American academic 

circles. But, again, that is, of course, a caricature.

Now the one thing these two views have in common, as 

I noted, is they both think this organized reform method 

was rather beyond the point -- either futile or damaging.

What I have been doing for at least a good part of my time 

in recent years I shouldn't have been doing.

Now you won't be terribly surprised, I think, if I tell 

you I think both of these views are wrong, and rather 

fundamentally wrong. They both lead to a dead end and 

difficulties.

The first seems to me really a counsel of despair -- that 

if you don't have a particular kind of system, which fits one 

vision of the future, you have nothing. The danger is this 

attitude easily leads to incentives not to cooperate in the 

context of what you have, not to make the best of what you 

have, not to recognize the fundamental need, whatever the



8

the formal characteristics of the system, to cooperate closely 

to make the system work.

I think the second school would lead -- although it is 

a more hopeful and more optimistic school, in their view -- 

to the same kind of difficulty. It ignores the fact that 

there are fragmenting tendencies in the world economically, 

not only in the monetary system but also in other elements 

of the world economy, to say nothing of political issues.

They would ignore, in my view, that there are elements of 

disorder in the present situation, and in a general framework 

of floating and great flexibility that flexibility can be 

abused, that we need to be working towards rules of conduct 

that help assure a more cooperative, a more assuredly cohesive, 

system than what we have.

Those are the dangers I see implicit in the attitudes 

which I caricatured. I defend the proposition, the basic 

thesis, that we must move ahead, naturally in a sensible and 

evolutionary way, with this organized reform effort. I would 

just state a few fundamental propositions in that connection.

We do live in an interdependent world. We can't escape 

it. What others do affects us. What we do affects others. 

That's going to be true of any kind of an international



monetary system we can design.

Let me take just one example. Proponents of floating 

rates have sometimes argued that one of the advantages of 

floating rates is that they enable a particular country to 

insulate itself from external influences -- let us say, in 

the monetary policy area, as one area.

I question whether that's true. In fact I do not think 

it is true. What we see is that the basic interdependence 

only takes a different form. If one country has easy money 

and another high interest rates, in a floating rate system 

the first country doesn't lose reserves. You, therefore, 

don't have that kind of a crisis, or potential crisis, 

characterized by a reserve loss. But you do see your ex

change rate depreciate.

For a variety of reasons, good and bad, psychological 

or real, very often people don't want to see the exchange 

rate of their currency depreciating sharply. For one obvious 

reason, it has got an inflationary impact at home. I would 

suspect from my years of observation, either inside or out

side the United States Government, that there have been times 

in the past two years when the depreciation of the dollar in
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the exchange markets was at least as strong an influence on 

policy makers, in terms of shaping their general economic 

policies and monetary policies, in particular, as international 

developments and international movements of funds had been 

under the old system. And, if we can contemplate situations 

in which one country may be happy with a depreciative exchange 

rate, we have to consider whether its trading partners are 

also willing to live with the situation.

So it is an illusion to think that we can design an in

ternational monetary system that insulates us from a need 

to cooperate and to integrate our policies to some 

extent with what*s going on in the rest of the world.

Now, if that is true, my second thesis would be that we 

do need rules -- some sense of rules, guidelines, codes of 

conduct, whatever you call them -- as to what countries may 

do or not do in particular situations so that they don't get 

in each other's way. How do you, in a practical way, coooper- 

ate with each other when you are interdependent?

The rules obviously need to make economic sense; that's 

why we argue about how much flexibility in exchange rates, 

and we argue about objective indicators, and we argue about 

how much liquidity is right for the world and what to do 

about gold and what to do about SDR's and all the rest. These •
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are all technical questions that you have to resolve in a 

way that makes economic sense -- that respects the way 

markets in fact operate, that permits and promotes as free 

a flow of trade and capital as possible to promote competi

tion, and all the rest.

That's a common place for an economist. But the second 

point that I would emphasize is you have to make political 

sense, too. You're dealing with international institutions, 

with a variety of countries, with international life and 

behavior. The rules have to appear to governments to be fair 

and even handed and equitable, not to give one country or 

another undue advantage, to treat them all more or less 

symmetrically in some sense. I think sensitivity to this 

political dimension may become more important, rather than 

less, as we move ahead. The United States is not as dominant 

as it once was. The self consciousness, politically, of 

other countries is increasing as their economic strength in

creases. The European community, collectively, is now strong 

and viable as an economy, almost equal to the United States. 

Y6u see in many dimensions that that growing economic 

strength and effort at cohesion has a political expression. 

You can say the same thing about Japan. The voice of the
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developing countries is increasing. All of this needs to 

be respected in a reasonable monetary agreement, for that 

agreement is also political.

And, finally, as a corollary of these two points —  

monetary rules must be economically sensible and politically 

sensible -- you must have a system that is reasonably under

standable by the citizenry, because you need some sense of 

national commitment to the rules if they are going to be any 

good at all.

In a way, after going through this exercise for too 

many years, I feel perhaps the hardest objective of all to 

achieve is to keep it all reasonably simple and understandable. 

It is so easy to elaborate one complex scheme after another 

which fits someone's idea -- maybe mine, maybe somebody else's 

of what's the most sophisticated and ideal kind of interna

tional monetary system. If somebody raises a problem, you 

are tempted to invent another little gadget here, there or 

the other place, to take care of it. It's very easy to forget 

the goal, but I don't think it is unimportant, of simplicity 

and understandability.

Now, given those criteria, I do think that a fair amount 

of progress, intellectual and substantive, has been made

i
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since that day in August 1971 when we suspended gold convert

ibility and, in effect, said the Bretton Woods system was 

finished. We don't have the new system, with all the T's 

crossed and I's dotted to put in place. But I do think at 

this meeting in June we can represent in a fair way where 

the discussion stands, and if you stand back a little, that 

picture will show quite a lot of progress.

It will suggest, in that terribly difficult area that 

goes in the jargon under the label of the adjustment process, 

a sensible approach of experimenting with a blend of so- 

called assessment and objective indicators, to summarize the 

complex discussions that have taken place through these years 

in just a few code words.

I think there is also a consensus for a more flexible 

use of exchange rates in the international system, a con

sensus that certainly does not extend to going -- or to main

taining permanently - - a  fully floating system.

I think there is a recognition that, in the liquidity 

area, we want to move toward emphasis on a new international 

reserve unit -- the SDR as modified and adopted. We want to 

move away from dependence on gold and dependence on national

reserve currencies.
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These things almost sound like commonplaces now. I 

understand that any of them can be questioned. But I submit 

that they do represent a wide and, I think, rather deeply 

felt consensus among governments participating in this 

exercise -- governments in all parts of the world.

Now, this does not imply that many questions have not 

remained open, particularly in the detailed implementation 

of these concepts. What I do think is that we will put 

forward, in June, a reasonable vision of the manner in which^ 

the system should evolve -- including those characteristics 

that I just mentioned. The framework will not be filled out 

in all detail, although there will be a good deal of technical 

material accompanying the report to reflect the state of the 

technical discussion. There is, I believe, a willingness to 

experiment together with some of the technical devices that 

have been put forward, and also a willingness to recognize 

that they should be adapted,changed, evolved, in the light 

of experience. But I do think it is important that we do 

have some sense of an agreed vision, subject to evolution 

and adaptation, but some sort of agreed vision of the broad 

directions in which we want to move. And I think that
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Backing that up, there are a series of immediate steps Bris,:] 

that can be taken to help manage the present situation and aj 

help move it toward the vision that I reff^gdofp^.j S t g p s ^ c ^ ^  

will be taken at that time to redefine th^QSgg.j t rJJog ildjt(9 

to this floating situation that we are now in, and to put 

that instrument practically on its feet. It is important 

that, by the time of the meeting, the so-e^l^Led...oil facility, 

or the Witteveen facility -- a kind of backup faciU-fy 9W

recycling some of these vast flows of oil money, be put in 

place, that it begin operating and begin operating soon.

And I think the prospects for that are good.

In the present uncertain situation, ?iiSJfi1e§rm

and great uncertainties weighing very much the ipinds.; ^Q^

people in many countries responsible for their balance of 

payments and trade positions, it is important that countries ^  

of the Western world reaffirm their resolve not to take
■ r_ r" —. o . i  k r t i - i iX  ‘ i l l ' i  ».S iii J  c Y O

selective and restrictive trade measures for^b^lapce^of^pay-v..hocf 

ments purposes. I think we can strengthen the hand, of the .
t' F b  gniVOffl 981019X9 m i o l 9 i

IMF in this area, and I would expect concrete progress on 

that front in June.
i . L L  , 3 C p . l

Most importantly to many people, given the situation 

which we are living in, I expect that governments will agree
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upon some general guidelines for floating -- rules of good 

behavior in the management of a floating rate system -- to 

help asbure that one Country intervening in the exchange 

m a r k e t s t a k i n g  other action to affect its exchange 

rate) observes ,ruiesf of behavior that are compatible with 

the interests of other countries. I expect that such guide

lines will be forthcoming at this meeting.

I think there'will be more general indications of how 

we might experiment uo exercise better surveillance over 

the adjustment process and the development of international 

liquidity.

Finally, there should be an institutional step taken -- 

an^; k6ffietiAe^"ltese:'iii'§titutional steps turn out to be more 

importaht r than any of rthe detailed policies adopted at a 

particular time -- that I think over time will reinforce 

the central position of the IMF in managing the monetary 

system. The idea is to bring within the IMF, as a permanent

body aH Council Mifiisters charged both with keeping the
srizf “to bn&d orli n »**« -reform exercise moving and give it some attention and

direction, and with keeping the current situation, as it 

develops, under close review.

seigB Iliw 83n9niirr9T r/i vll B tM
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The object here, quite frankly, is to bring a littleXOCjCJIi YSrl3 Y J. S'iTO li’ j  W'Oi
more political clout -- international political clout -- to 

H ’ ,/ J« ;■ v c)fii' r r i-LJ cirrT r ■+ W,

the IMF, and in turn to have international concerns reflected
rs s ia r fd  v s s  our I s J

intimately and directly in the councils of national govern

ments -- concerns that these ministers will help develop and

generate by merely being in a meeting and sitting together. : ^emJjtmrnoo l a o i d i l o q  s  ric
discussing common problems. Let's force governments to sit

:j0n  S S f h  s r t f  3nsw  ysjfiii dBiid blqov,
together -- regularly at reasonably frequent intervals -- so

' " •-*4-*'*•-- t V iiV ?  S  j  ] : -p n  “t ' t m  r/*y*o v/ f  f * > *f* ... *

that they can discuss problems around a meeting table, arrive

at some consensus as to what reasonable action may be, and

do it at a sufficiently high level of responsibility so thats  boon ow J
there is negotiating power, and. when the official goes backoid aam o b  d o b  a o i u a a s i q
to his capital there is some chance that there will be full 

follow-through on the agreed action. This can be an important

institutional innovation in maintaining and strengthening the 

position of the IMF. d p s x t  Is r jo  id s / in s Jr r i bn£
Now, in stating all this I fully recognize that, what-

O S O - fo  0 8  8-C i i o X f i w  £ 9 I £  

ever my personal hopes and confidence, whether the objectives

I express here will actually be borne out is going to depend,

in the end, not upon what I say or what the communique says,

or what the resolutions say, or what amendments to the IMF1 ** iB (% ' " ] '■ 3 9 / f d  o t t o l e d  w o n  n o i d s j
Article say if we have those, but what people actually think,■ - ' -id 'a n o o  £ btt£wo3
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how strongly they support the objectives, and how they behave 
od ~~ duolo l&bidil • \>

over time. Will they take it seriously or won’t they? 
bsS.osIlstr antrsonoo Ib . . ^

Let me say there are certain Biblical criteria that may

well be relevant here.

I think we need a certain amount of faith, in the sense

of a political commitment by the governments in the western 
dxa od gdnerrrnxsvog . $ ’««-fiJ

world that they want to act together; that we’re not all
O S  S l S V I O d n l  d fX S  V; 'V f  * a '>■■■;' 'W , t ^ T v - ' O ■ ;■ ■

individually going to act in an isolationist way, but we 

recognize there is a broader community that must be served.

We need that faith.

I think we need a little hope that internal economic
>iD&d 8302 Is I ' rile ....

pressures and domestic political turmoil aren’t going to
Uni 9d I f lw 9tC9lid i ' . ..... •-1 f >-*•' i *

turn us inward; that, to take one important example, we can

resolve our political problems here and abroad to the extent

that such constructive initiatives as our trade legislation

and international trade negotiations can go forward -- an

area which is so closely related to the monetary area.

Not least, in the light of the development problems

around the world we need in a quite literal sense to retain

a sense of charity. Certainly, for instance, the IDA Legis-
. ■ dMi arid 03 adiisnibne vse sit'd “?*
lation now before the Congress is an essential part of the
pini/fd yllBi/doB jlqoa I.. /■ ; -H «... \.veffort toward a constructive world order.
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I have not discussed extensively the oil problem. But 

I would say briefly the most severe repercussions of that 

problem are for a group of developing countries that have 

no way of paying this increased oil bill without being faced, 

literally, with starvation and putting back their development 

programs for many years. Where progress in response to the 

crisis has, in a sense, been slowest, although the need is 

most urgent, is in meeting this particular need. I think the 

day is long since past when we could consider the problems 

of the developing countries as something out in left field 

or right field that we can deal with separately from the 

mainstream of the problems of the world economy.

So we need a little faith and hope and charity.

But I am not going to leave you with any thought I 

confuse myself with St. Paul, because there is another thought 

that I would like to put all the emphasis on in closing --we 

all need a better sense of price stability in all of our 

domestic markets, including the United States, if monetary 

reform -- and many other objectives -- is to be a reality.

This is perhaps, a very mundane note upon which to con

clude. But the only thing that would really discourage me
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about this picture is if I thought that the United States 

could not get a handle on this inflation. I naturally worry 

a little less about other countries, but I also think it is 

important that they get a handle on this inflation problem. 

Whatever the mechanics of the system -- whether we try to go 

in one extreme direction toward fixity or another direction 

toward floating rates -- we are going to justify this label 

of disorder this meeting was given forever if we have in

flation of the magnitude that characterizes the countries of 

the western world today.

It would be a whole other talk if I attempted to deal 

with this problem in detail and what to do about it. I don't 

think we have given it enough attention in the past. I think 

we have been inclined, whenever the hard choices arise, to 

take the risks on the side of a little more inflation, in 

the thought that hurts a little less than other things. I 

think that attitude is rather widespread in the American 

community and in foreign communities. But I think at this 

point, at least I hope, it is becoming clear that that kind 

of thinking will ultimately be based on a misapprehension.

I am convinced that the kind of inflation that we now 

have, if prolonged, would have effects on American economic 

institutions, and certainly on financial institutions, that
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will mean that we don't face a simple trade-off between a 

little more inflation and a little less growth, or a little 

unemployment. We will wind up with both -- more severely 

than if this problem is handled in a more timely fashion.

I do think it can be handled. I think the prospects 

for slowing inflation are improving rather than getting worse. 

But I don't pretend that it's an easy problem, that we can 

avoid all risk of disturbances in the process of bringing 

inflation under control. But I think that's the direction 

in which, after twisting and turning, national policies are 

directed«, I think that's the direction in which they must 

responsibly be directed. I think it is going to take some 

sustained effort to do the job.

I do want to emphasize again that I think our success 

internationally, or lack of success internationally, in the 

monetary area is going to be determined by the success of 

all these fights on the home front, here and abroad, more than 

by any other action that I can think of anyone taking.

0O0
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for RELEASE 6:30 P.M. June 3, 1974
RESULTS OF TREASURY’S WEEKLY RILL AUCTIONS

Tenders for $2.6 billion of 13-week Treasury bills and for $1»9 billion 
of 26-v/eek Treasury bills, both series to be issued on June 6, 1974, 
were opened at the Federal Reserve Banks today. The details are as follows:

range of accepted
COMPETITIVE BIDS:

High
Low
Average

13-week bills 
maturing September 5. 1974

Price
Equivalent 
Annual Rate

97.940
97.888
97.902

8.149%
8.355%
8.300% 1/

26-week bills 
maturing December 5, 1974

Price
95.779 a/
95.725
95.740

Equivalent 
Annual Rate

8.349% 
8.456% 
8.426% 1/

a/ Excepting 1 tender of $200,000

Tenders at the low price for the 13—week bills were allotted 81%. 
Tenders at the low price for the 26-week bills were allotted 47%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted
Boston $ 51,295,000 $ 39,295,000 $ 30,020,000 $ 18,020,000
New York 2,967,575,000 2,128,075,000 2,859,960,000 1,618,045,000
Philadelphia 30,350,000 30,350,000 14,550,000 14,550,000
Cleveland 68,085,000 58,085,000 52,560,000 32,560,000
Richmond 39,320,000 37,680,000 23,315,000 20,860,000
Atlanta 35,715,000 33,070,000 30,030,000 23,650,000
Chicago 168,735,000 105,355,000 142,700,000 71,700,000
St. Louis 49,055,000 31,675,000 49,525,000 21,675,000
Minneapolis 13,815,000 13,815,000 10,770,000 5,710,000
Kansas City 39,310,000 39,310,000 31,745,000 26,965,000
Dallas 26,130,000 26,130,000 22,660,000 17,660,000
San Francien 86,205,000 57,205,000 111,730,000 28,730,000

TOTALS $3,575,590,000 $2,600,045,000 b/$3,379,565,000 $1,900,125,000
y  Includes $ 441,305,000 noncompetitive tenders accepted at average price, 
c/ Includes $281,520,000 noncompetitive tenders accepted at average price. 
1/ These rates are on a bank discount basis. The equivalent coupon issue 

yields are 8.6C^ for the 13-week bills, and 8.92% for the 26-week bills.
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FOR IMMEDIATE RELEASE June 4, 1974
WITHHOLDING OF APPRAISEMENT ON 

TAPERED ROLLER BEARINGS FROM JAPAN
The Treasury Department announced today a withholding 

of appraisement on tapered roller bearings from Japan pending 
a determination as to whether they are being sold at less 
than fair value within the meaning of the Antidumping Act, 
1921, as amended. The term "tapered roller bearings" encom
passes equally matched tapered rollers which roll easily 
in a tapered raceway formed by an outer cup and an inner 
cone. The bearings are primarily used in transport equip
ment such as trucks, automobiles, and trailers.

This decision will appear in the Federal Register of 
June 5, 1974.

Under the Antidumping Act, the Secretary of the Treasury 
is required to withhold appraisement whenever he has reason
able 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 con
sider 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 of January 1, 1973 through December 
31, 1973, imports of tapered roller bearings from Japan 
were valued at roughly $16,000,000.

# # #
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FOR RELEASE 10:00 A.M., EDT 
TUESDAY, JUNE 4, 1974______

STATEMENT OF THE HONORABLE WILLIAM E. SIMON 
SECRETARY OF THE TREASURY 
ON REVENUE SHARING BEFORE 

THE INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE
OF THE

SENATE COMMITTEE ON GOVERNMENT OPERATIONS 
TUESDAY, JUNE 4, 1974, 10:00 A.M., EDT

Mr. Chairman and Members of the Subcommittee:

I am pleased to appear before this subcommittee to testify 

about the Revenue Sharing Program. It is a central part of 

our effort to restore the Federal system by returning decision

making authority to State and local governments. Mr. Graham 

Watt, the Director of the Office of Revenue Sharing, and I believe 

that this program has been successful. It provides flexibility 

to State and local officials to spend according to priorities 

they consider most important.

This morning we would like to illustrate the kind of 

contributions Revenue Sharing has made. I think you will see 

that the progress has brought benefits directly to individuals 

in every community, some of which are so small as to be virtually 

unknown to many people. Let me illustrate with some examples.

Sheffield, Alabama. Revenue sharing funds have made it possible

for this small southern cityT to start a mobile health unit
W S -1 8
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which brings health care to people who have great difficulty 

walking to the health agency. The health unit is also 

helping teach low-income families how to clean up and take 

care of their homes. A recreation program which had been 

neglected for many years was revitalized. Basketball courts 

have been built. Tennis courts and swimming pools have been 

improved, and the baseball diamond at the municipal field has 

been relighted. The old library, which is housed in an old 

supermarket has been completely renovated, and a new fire 

station is being built.

Furthermore, the city is sponsoring an experiment to 

improve blighted areas. An all-black 5-man board will go into 

black areas, prescribe what has to be done to improve the 

homes, and it will contract black construction firms to 

make the needed improvements.

Mayor F. E. Draper maintains that revenue sharing will 

allow smaller cities to take care of the citizens’ needs 

without being unduly restrained by a maze of federal regulations.

In Burlington, Vermont, a local company gave an old building 

to the senior citizens. The city gave funds to the senior 

citizens to defray the cost of rewiring the old building 

which now serves as a center for the elderly. The city also 

built a new ice-rink using some revenue sharing money, pur- 

chased a beach house on Lake Champlain, and spent $50,000
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for new equipment for the city's parks.

Out west, the people had different ideas about how to 

spend their revenue sharing money. In Santa Clara County, 

California, three halfway houses have been funded to treat 

alcoholics. A new rat control program was started. A 

Community-action program is guiding high school dropouts 

back to school or to meaningful employment. The county says 

summer employment for the county's poor youth will be more 

readily available as a result of revenue sharing. The county 

told the Revenue Sharing office that it uses its share of the 

money to fund a panoply of programs to help meet the most 

pressing human needs.of its citizens.

Let me conclude this recitation by highlighting programs 

in four other places:

In Kershaw County, South Carolina, a child development 

program was established to help economically underprivileged 

children get the same start on life as other kids.

In Lee County, Iowa, the citizens of this corn county were 

spared an increase in property tax and were able to meet their 

number one need: the care of the elderly.

In South Bend, Indiana the city allocated $110,000 for a 

raethodone treatment center which is part of the city's new 

drug center. Architecture and design fees for a new civic 

center were paid for with revenue sharing money.
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Finally in Hutchinson, Kansas $10,000 went to a "meals 

on wheels” program which serves one hot lunch a day to the old 

sick poor who are unable to prepare their own meals. Also, 

they bought two used vehicles and installed insecticide spray

ers on them so they can criss-cross the city releasing a foggy 

mist which kills flies and mosquitos

One can not help but draw the conclusion that revenue 

sharing is helping the people most by letting them decide what 

needs take priority in their communities. There is no way that 

the Federal government can spend this money more wisely than 

the local governments that see and feel the needs of their 

citizens dai.lv.

It is precisely because of this that the program has been 

so well received.

Revenue sharing was enacted into law in the fall of 1972 

after years of effort by Democratic and Republican administrations 

and by members of congress from both sides of the aisle. It 

was a bold step to take, because passage of the State and Local 

Fiscal ¿Assistance A.ct of 1972 marked the beginning of n rad

ically new approach to Federal financial assistance to states 

and local governments. It represented an acknowledgement oi 

that all of the decisions about expenditures of 

federally-collecced revenues are not necessarily best made

B



by the Federal Government.

It recognized that the tens of thousands of local

governments in America serving communities with pop

ulations of 50,000 or less are as entitled to Federal 

support as are the more sophisticated governments that 

can afford to hire grantsmen to pursue categorical aid 

awards. And it recalled the efforts throughout our history 

to achieve .a proper balance among Federal, state and local 

levels of government - a balance in which each level exercises 

those functions that it can perform best.- fi jj ■ f| -j, f  ; J  O $ J  3 ■ ! *: ' ]

Now only a little more than a year and a half after 

revenue sharing emerged from concept into reality, more 

than $12 billion has been paid to states, counties, cities, 

towns, townships, Indian tribes and Alaskan native villages 

in every part of the country.

General revenue sharing is a key element in the 

philosophy of New Federalism, which stresses the need to 

recognize the different roles appropriate to each level of 

government - and to the private sector - thereby strengthen

ing individual choice and self-reliance in America.

Already general revenue sharing is helping to achieve 

a new intergovernmental balance of responsibilities and 

capabilities by more closely matching resources to needs
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at the state and local levels. It emphasizes the 
importance of State and local governments close to, and 
responsive to, the needs of individuals and local communities.

General revenue sharing is a new and significant 
component In our system of intergovernmental finance.
Each year it provides over $6 billion to States and local 
governments to use in meeting public needs as they see them. 
But the value of general revenue sharing becomes even greater 
to the extent that we improve the functioning of the other 
major components of our nearly $52 billion a year program 
of Federal aid to State and local governments.

President Nixon's New Federalism stresses the need 
for each level of government to focus its attention on 
the functions most appropriate to that level. Accordingly, 
he has put forward initiatives to consolidate and-simplify 
grant programs, and to decentralize Federal agencies to allow 
more productive working relationships with States and local 
governments.

The Administration seeks to substitute broad-based 
grants for narrow categorical grant programs in vital areas 
such as education, community and economic development, and 
transportation.
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Even after these proposed measures become law, 
however, most grant funds will continue to flow from 
existing categorical grant programs, which require our 
continuing best efforts toward simplification and efficiency.

I know that the members of this Committee have worked 
long and diligently to strengthen our Federal system, to 
help" make each level of government more capable of fulfill
ing its responsibilities, so that the needs of America may 
be met and our common goals achieved.

We in the Treasury Department are glad to participate 
in this endeavor, and are proud to have had the responsibility 
for putting revenue sharing into practice. We welcome your 
review of this new and promising program and look forward 
to working together with you and your colleagues toward 
future improvements in our Federal system.

00O00



FOR IMMEDIATE RELEA SE June 4, 1974
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 $4,500,000,000, or thereabouts,
[to be issued June 13, 1974, as follows:

91-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts, 
representing an additional amount of bills dated March 14, 1974, and to mature 
September 12, 1974 (CUSIP No. 912793 UP9) , originally issued in the amount of 
$1,801,885,000, the additional and original bills to be freely interchangeable.

182-day bills for $1,900,000,000, or thereabouts, to be dated June 13, 1974, 
land to mature December 12, 1974 (CUSIP No. 912793 VC7),

The bills will be issued for cash and in exchange for Treasury bills maturing 
June 13, 1974 , outstanding in the amount of $4,303,175,000, of which Government
accounts and Federal Reserve Banks, for themselves and as agents of foreign and 
international monetary authorities, presently hold $2,529,650,000. These accounts 
may exchange bills they hold for the bills now being offered at the average prices 
of accepted tenders.

The bills of both series will be issued on a discount basis under competitive 
and noncompetitive bidding as hereinafter provided, and at matxirity 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, Monday, June 10, 1974.
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 th<* printed forms and forwarded 
in the special envelopes which will be supplied by Federal Reserve Banks or Branches 
°n application therefor.

Banking institutions and dealers who make primary markets in Government 
s e c u r i t i e s  and report daily to  the Federal Reserve Bank o f  New .York their positions
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for immediate release June 4, 1974

ASSISTANT SECRETARY JOHN HENNESSY LEAVING TREASURY 
TO JOIN FIRST BOSTON CORPORATION

The President announced with regret today the 
resignation of John M. Hennessy as Assistant Secretary 
of the Treasury for International Affairs. Mr. Hennessy 
will leave Treasury on July 1 to join the investment 
banking firm, First Boston Corporation, where he will be 
a Director of the Corporation and Vice President handling 
international operations, based in New York.

In commenting on the announcement, Treasury Secretary 
William E. Simon said:

"Jack Hennessy has made a great contribution to 
the Treasury and to the Nation, serving four 
Secretaries of the Treasury during a critical 
period of United States foreign economic history.
His diligent work and advice have made an important 
contribution to international economic policy. We 
will greatly miss his talents."

Mr. Hennessy was appointed a Deputy Assistant Secretary 
of the Treasury in September 1970 and Assistant Secretary 
on June 12, 1972. During his tenure at Treasury in addition 
to his work in the areas of trade and monetary reform, he 
made particularly important contributions in several speci
fic areas -- working with Congress to obtain appropriations 
for the World Bank, Inter-American Development Bank and 
Asian Development Bank -- serving as Acting U.S. Governor 
and Alternate Governor to several annual meetings of these 
international financial institutions -- and during the 1971- 
1972 period as the Chief U,S.'negotiator in the important 
discussions with the Chilean Government on resolving out
standing differences in the investment and debt field.

Prior to joining the Treasury, Mr. Hennessy worked 
as an Economic Consultant with Arthur D. Little, Inc. of 
Cambridge, Massachusetts, and was a part time instructor at 
Sloan School of Management of Massachusetts Institute of 
Technology. From 1958 through 1968, he worked for the First 
National City Bank in New York and in several foreign countries
WS-2G
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In 1964, he was the youngest man in the Bank's history 
chosen to set up and be in charge of overall operations - 
in a foreign country, when he established a branch of the 
Bank in Bolivia. Subsequently, he also served as General 
Manager of the Bank's operations in Peru.

A native of Brookline, Massachusetts, Mr. Hennessy 
received a B.A. degree, magna cum laude from Harvard 
University in 1958. He was also a National Science 
Foundation Research Fellow at the Sloan School of Manage
ment of the Massachusetts Institute of Technology, where 
he completed all requirements for Ph. D. in international 
business and economics, except the dissertation.

He is married to the former Margarita Casaccia of 
Asuncion, Paraguay. They have two children. Mr. Hennessy 
is a director of the Inter-American Foundation and a 
member of the American Economic Association, and the American 
Council on Foreign Policy. He has contributed chapters to 
two recently published books on U.S. international economic 
policy.

ooOoo
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FOR RELEASE AT 8:15 P.M. JUNE 4, 1974

WELCOMING ADDRESS 
BY

THE HONORABLE WILLIAM E. SIMON 
SECRETARY OF TREASURY 

TO THE
INTERNATIONAL MONETARY CONFERENCE 

WILLIAMSBURG, VIRGINIA

Ladies and gentlemen, I am honored to be the first 
speaker at the 1974 International Monetary Conference«»
It is also my pleasure to welcome many of you to the 
United States and, in particular, to be able to welcome 
you in Williamsburg. This graceful town has been the 
site of many historic meetings which were important in 
the evolution of our nation*s political concepts and 
institutions. In fact in this community, which has 
exhibited limited tolerance for despots, I am glad to be 
appearing as a mere minister and not as a "czar."

As a mere minister I am grateful for the reception 
you have given me. I know that you have traditionally 
invited U.S. Secretaries of the Treasury to participate 
in your discussior^s of current economic and financial 
issues. I appreciate the opportunity to take part --

WS-19
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along with my colleagues, Arthur Burns and Paul Volcker
-- in discussions with such an experienced and 

knowledgeable group,
George Shultz told me that last year when he tried to 

talk on energy developments you insisted that he give more 
attention to international monetary affairs. Now, after the 
events of the past year, perhaps you would expect me to talk 
a lot about oil -- and, admittedly, it is a subject which 
can't be ignored -- but I really want to say more tonight 
about inflation and international monetary reform.

Of course, all these subjects are inter-related. The 
world is wrestling simultaneously with a uniquely strong 
and pervasive inflation; the need for rational and equitable 
arrangements for international access to raw materials and 
other commodities; and dramatic changes in international 
payments relationships.

These are problems on which we must work together, for 
we all know that they are problems which must be resolved not 
only domestically but internationally if our prosperity is 
to be assured. I suggest that' we approach them with both 
confidence and a healthy respect; with a confidence derived 
from the durability, in both good times and bad, of the 
cooperative approach which the world has employed since 
World War II; and with a respect derived from a recognition
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that today's economic problems differ both in character and 
magnitude from those of the past.

Inflation
Certainly today's inflation is more pervasive than any 

experienced before in peacetime. In the United States we 
are in the unfamiliar position of seeing our price rises 
recorded in two digits, and few countries are doing better.

Some of the factors contributing to this widespread 
inflation are well known -- the unique convergence of boom 
conditions in all industrial countries; sudden shortages of 
food resulting from natural disasters and burgeoning demand; 
and drastic changes in the energy balance. At the same time, 
we must recognize that these factors would not have led to 
the inflation we see today had our governments shown the 
wisdom to match financial policies to current reality.

Each government must bear responsibility before its 
own people for the inflation it permits. Governments 
which fail to deal effectively with inflation will be held 
answerable by their own constituencies. In this connection, 
however, international comparisons are important, I am 
sure each of our nations would be less tolerant of the 
inflation it has if other nations were presenting less 
disreputable records. More directly, we have all learned that 
increased prices of goods we import or extraordinary demands 

from abroad when foreign markets are over-heated can complicate 
our inflationary problems at home.



Here in the United States, we have now recognized that 
inflation is our number one economic problem« It is not the 
only economic issue we presently face -- there are many —  
but it is by far the most important, the most complex and 
the most intractable,

I have confidence that the United States will come 
through this long bout with inflation without crippling 
effects. Our political and economic system has proved itself 
to be adaptable and durable. We have been in some tough 
economic situations in the past and yet succeeded in over
coming the difficulties and advancing to new higher levels 
of economic well-being for all our people. We shall do so 
again.

Yet I do not suggest that we will end the present 
inflation easily or quickly. A very high rate of inflation 
is now built into our system. To reduce that inflation to 
tolerable levels will take time, and it will not be achieved 
without pain.

There is no easy solution. We tried controls and found 
them wanting. For a while, back in 1972, it seemed that 
controls were making a small but useful contribution. Today, 
however, almost everybody agrees that, whether or not control 
can help for a limited period under certain special circum
stances, they are not the basic answer to inflation.
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T h e  o n l y  a n s w e r  l i e s  i n  t h e  t e a c h i n g s  o f  t h a t  o l d - t i m e  

r e l i g i o n :  m o r e  p r o d u c t i o n  a n d  l e s s  f i n a n c i a l  l a x i t y .  We m u s t

r e t u r n  t o  a  p r o p e r  b a l a n c e  o f  f i s c a l  a n d  m o n e t a r y  p o l i c y .  A n d  

t h e s e  p r e c e p t s  w i l l  h a v e  t o  b e  p r a c t i c e d  i n  a  c o n s i s t e n t  a n d  

d i s c i p l i n e d  w a y  o v e r  a  c o n s i d e r a b l e  p e r i o d  o f  t i m e .

L e t  m e  g i v e  a  s p e c i f i c  e x a m p l e  w h e r e  t h a t  d i s c i p l i n e  m u s t  

b e  e x e r c i s e d .  R i g h t  n o w  t h e  U . S .  C o n g r e s s  i s  c o n s i d e r i n g  

p r o p o s a l s  t o  r e d u c e  i n c o m e  t a x e s  a s  a  w a y  o f  s t i m u l a t i n g  t h e  

e c o n o m y  b y  i n c r e a s i n g  c o n s u m e r  s p e n d i n g .  T h e s e  p r o p o s a l s  c o m e  

a t  a  t i m e  w h e n  t h e r e  i s  n o  q u e s t i o n  t h a t  t h e  r e a l  i n c o m e s  o f  

m an y  A m e r i c a n  f a m i l i e s  h a v e  f a l l e n  a s  a  r e s u l t  o f  t h e  r e d u c e d  

s u p p l i e s  a n d  i n c r e a s e d  p r i c e s  o f  f o o d  a n d  e n e r g y .  N o b o d y  i s  h a p p y  

a b o u t  t h a t  a n d  w e  m u s t  t u r n  t h a t  s i t u a t i o n  a r o u n d  s o  t h a t  i n d i v i d u a l s *  

r e a l  i n c o m e  i s  c l e a r l y  g r o w i n g .  F u r t h e r m o r e ,  w h e n e v e r  w e  c a n ,  w e  

m u s t  i m p r o v e  t h e  e q u i t y  o f  o u r  t a x  s y s t e m .

B u t  c u t t i n g  o v e r - a l l  t a x e s  w i l l  n o t  s o l v e  t h e s e  p r o b l e m s .

P u t t i n g  m o r e  m o n e y  i n t o  t h e  h a n d s  o f  o u r  c i t i z e n s  w i l l  n o t  p u t  

m o r e  f o o d  o n  t h e i r  t a b l e s  o r  m o r e  g a s o l i n e  i n  t h e i r  t a n k s .  A t  

p r e s e n t ,  w i t h  m o s t  s e c t o r s  o f  t h e  e c o n o m y  s t i l l  o p e r a t i n g  a t  f u l l  

c a p a c i t y  a n d  w i t h  m a t e r i a l s  s h o r t a g e s  s t i l l  w i d e s p r e a d ,  t h e  e x t r a  

s p e n d i n g  g e n e r a t e d  b y  a  t a x  c u t  w o u l d  d o  v e r y  l i t t l e  t o  p r o d u c t i o n  

a n d  e m p l o y m e n t  a n d  r e a l  e a r n i n g s .  I n s t e a d ,  i t  w o u l d  o n l y  m e a n  m o r e  

d o l l a r s  c h a s i n g  a n  a l r e a d y  l i m i t e d  s u p p l y  o f  g o o d s  —  a n d  t h a t  

w o u l d  o n l y  m e a n  m o r e  i n f l a t i o n  —  a n d  o v e r  t i m e  i n f l a t i o n  r e d u c e s  

t h e  e f f e c t i v e n e s s  o f  a n  e c o n o m y .  T h i s  i n  t u r n  r e d u c e s  p r o d u c t i o n

a n d  r e a l  i n c o m e .
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Frankly, I am mystified to hear some economists talk 

about recession and the need for tax cuts at a time when 

businessmen are facing shortages of materials and delays in 

deliveries, not lack of sales and orders.-
A tax cut would, moreover, inevitably put more strain 

on our financial markets. The Treasury would have to borrow the 

revenues lost via the tax cut. That would put more upward pressure 

on interest rates and on the already pinched supply of funds for 

housing. It would mean a further squeeze on the availability of 

investment funds for the capital projects needed for new 

productive capacity, for antipollution equipment, and for Project 

Independence. In short, a tax cut would be wrong. It would worsen 

our inflation when what we need is an attack on the basic causes of 

inflation.
For this purpose we need two kinds of economic policies. First, 

to deal with specific price problems we need policies to maximize 

output, for example in the fields of agriculture, energy, and raw 

materials. Second, to deal with inflation in the balance of the 

economy, we need fiscal and monetary policies which will prevent 

total demand from exceeding our capacity to produce.

Indeed, in present circumstances we may have to go a little 

farther than that. If overall demand and productive capacity 

were just in balance today, inflation might continue at near 

present rates for a while given the state of public expectations. 

After years of disappointment we have ingrained inflationary 

expectations which must be wrung out through credible policies.
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To u n w i n d  i n f l a t i o n ,  t h e  e c o n o m y  m a y  h a v e  t o  o p e r a t e  f o r  a  t i m e  

a t  a  b i t  l e s s  t h a n  f u l l  c a p a c i t y .  D e m a n d  w i l l  h a v e  t o  b e  b e l o w  

t o t a l  p o t e n t i a l  o u t p u t  —  v e r y  c l o s e  t o  i t ,  b u t  b e l o w .  S a l e s  w i l l  

sh o w  a  h e a l t h y  g r o w t h ,  b u t  t h a t  g r o w t h  w i - 1 1  h a v e  t o  b e  c o n s t r a i n e d  

s o  t h a t  i f  b u s i n e s s m e n  t r y  t o  r a i s e  p r i c e s  t o o  f a s t ,  c o m p e t i t i v e  

p r e s s u r e s  w i l l  p r e v e n t  t h e m  f r o m  d o i n g  s o .  E m p l o y m e n t  w i l l  g r o w ,  t o o .  

B u t  o u r  l a b o r  m a r k e t s  m u s t  n o t  b e  t o o  t i g h t ,  s o  t h a t  t h e  j o i n t  

w o r k e r - m a n a g e m e n t  p r o c e s s  o f  w a g e  d e t e r m i n a t i o n  w i l l  r e s u l t  i n  a  

g r a d u a l  d e c e l e r a t i o n  o f  t h e  u p w a r d  t r e n d  o f  p a y  s c a l e s .

A t  t h e  s a m e  t i m e  w e  m u s t  h a v e  a d e q u a t e  p r o g r a m s  i n  e f f e c t  t o  

i n s u r e  t h a t  a d j u s t m e n t  d o e s  n o t  p l a c e  t o o  h e a v y  a  b u r d e n  o n  a n y  

s e g m e n t  o f  o u r  s o d i e t y .  I t  w a s  i n  r e c o g n i t i o n  o f  t h i s  n e c e s s i t y  

t h a t  t h e  P r e s i d e n t  r e c e n t l y  e x p a n d e d  t h e  a s s i s t a n c e  p r o g r a m s  

a v a i l a b l e  t o  h o u s i n g  a n d  p r o p o s e d  a  f u r t h e r  i m p r o v e m e n t  o f  o u r  

u n e m p l o y m e n t  i n s u r a n c e  p r o g r a m s .  B u t  o v e r - a l l  t h e  h a l l m a r k  o f  

o u r  G o v e r n m e n t ' s  f i n a n c i a l  p r o g r a m s  t o d a y  m u s t  b e  m o d e r a t i o n .

T h i s  p r e s c r i p t i o n  w i l l  n o t  g a i n  u n i v e r s a l  a c c l a i m .  A l l  o f  

u s  w o u l d  l i k e  t o  s e e  s p e n d i n g  i n c r e a s e  f o r  w o r t h w h i l e  g o v e r n m e n t  

p r o g r a m s ,  c r e d i t  e a s i l y  a n d  g e n e r a l l y  a v a i l a b l e  a t  l o w  i n t e r e s t  

r a t e s ,  c o r p o r a t e  p r o f i t s  g r o w i n g  v i g o r o u s l y ,  a n d  u n e m p l o y m e n t  h e l d  

t o  a n  a b s o l u t e  m i n i m u m .  T h e  e c o n o m i c  p o l i c i e s  I  h a v e  o u t l i n e d  w i l l  

g i v e  u s  m o s t  o f  t h i s ,  b u t  n o t  a l l .  We w i l l  h a v e  g r o w t h  a n d  p r o s p e r i t y  

b u t  —  i f  w e  a r e  t o  m a k e  s o m e  h e a d w a y  a g a i n s t  i n f l a t i o n  —  t h e  

e c o n o m y  c a n n o t  o p e r a t e  a t  f l a t - o u t ,  f u l l  c a p a c i t y .

T h e r e  i s  n o  o t h e r  w a y .  T o  s q u e e z e  i n f l a t i o n  o u t  o f  t h e  

s y s t e m ,  w e  w i l l  h a v e  t o  r u n  o u r  e c o n o m y  f o r  a  w h i l e  a t  l e s s  t h a n

f u l l  s t e a m .
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I b e liev e  th is  i s  a r e a l i s t i c ,  ach ievab le p o lic y . The 

p o lit ic a l  c lim ate  has changed on economic m a tte rs . Good economics 

i s  b e c o m i n g  g o o d  p o l i t i c s .  I  b e l i e v e  t h e  A m e r i c a n  p e o p l e  a r e  n o w  

r e a d y  t o  s u p p o r t  t o u g h  a n t i - i n f l a t i o n  p o l i c i e s .  T h e  p a s t  y e a r  a n d  

a  h a l f  h a s  r e i n f o r c e d  t h e i r  n a t u r a l  a v e r s i o n  t o  i n f l a t i o n .  T h e y  

d o n ' t  b e l i e v e  G o v e r n m e n t  c a n  p r o v i d e  s o m e t h i n g  f o r  n o t h i n g .  T h e y  

w i l l  s u p p o r t  r e s t r a i n t  o n  F e d e r a l  s p e n d i n g ,  a n d  t h e y  w i l l  b e  w i l l i n g  

t o  l i v e  w i t h  a n  e c o n o m y  t h a t  i s  g r o w i n g  v i g o r o u s l y ,  b u t  n o t  

e x c e s s i v e l y  s o ,  t o  b r e a k  t h e  b a c k  o f  i n f l a t i o n .

A t  t h e  s a m e  t i m e  I  b e l i e v e  t h a t  t h e  A m e r i c a n  p e o p l e  a l s o  

r e c o g n i z e  t h a t  w e  m u s t  c o o p e r a t e  i n t e r n a t i o n a l l y  t o  i n s u r e  t h a t  

o u r  m o n e t a r y  a n d  t r a d i n g  a r r a n g e m e n t s  c o n t r i b u t e  t o  t h e  f i g h t  

a g a i n s t  i n f l a t i o n  b y  a l l o w i n g  e a c h  n a t i o n  t o  d e r i v e  t h e  m a x i m u m  

b e n e f i t  f r o m  i t s  e c o n o m i c  r e s o u r c e s .  N e x t  w e e k  I  s h a l l  h a v e  t h e  

o p p o r t u n i t y  t o  d i s c u s s  t h i s  s u b j e c t  w i t h  my c o l l e a g u e s  i n  t h e  

C o m m i t t e e  o f  T w e n t y  w h e n  i t  m e e t s  i n  W a s h i n g t o n .

E n e r g y  a n d  R a w  M a t e r i a l s

E v e n  e a r l i e r ,  h o w e v e r ,  o n  T h u r s d a y  a n d  F r i d a y  o f  t h i s  w e e k ,  I  

s h a l l  p a r t i c i p a t e  i n  d i s c u s s i o n s  i n  W a s h i n g t o n  w i t h  t h e  s e n i o r  

m i n i s t e r s  o f  t h e  w o r l d ' s  l a r g e s t  o i l  e x p o r t i n g  n a t i o n ,  S a u d i  A r a b i a .  

T h o s e  d i s c u s s i o n s  w i l l  c o n s i d e r  w a y s  i n  w h i c h  w e  m i g h t  c o o p e r a t e  

w i t h  t h e  S a u d i  a u t h o r i t i e s  i n  t h e  d e v e l o p m e n t  o f  t h e i r  c o u n t r y ,  i n  

t h e  m o s t  p r o d u c t i v e  i n v e s t m e n t  o f  t h e i r  g r o w i n g  f i n a n c i a l  r e s o u r c e s ,  

a n d  i n  t h e  c r e a t i o n  o f  r a t i o n a l  r u l e s  f o r  t h e  f u t u r e  c o n d u c t  o f  

i n t e r n a t i o n a l  t r a d e  i n  e n e r g y  a n d  r a w  m a t e r i a l s .  O f  c o u r s e ,  I  s h a l l  

e x p l a i n  w h y  i t  i s  c l e a r l y  i n  t h e  c o m m o n  i n t e r e s t  o f  b o t h  o i l - p r o d u c e r s

a n d  c o n s u m e r s  n o t  t o  t a k e  a c t i o n s  w h i c h  w i l l  p r e v e n t  m a r k e t  f o r c e s



from bringing about somewhat lower levels of oil prices. More 
reasonable prices of oil would contribute greatly to the

strength of the world economy: and that strength is of vital 
interest to all of us, not least to those nations which are 

large suppliers of energy and investors on a large-scale 

basis. Here is an area in which international cooperation 

can play a role of vital importance in combatting worldwide 

inflation.

International Monetary Developments

But even at somewhat lower levels of oil prices over the 

next year, it is clear that the increased costs of oil imports 

will be so great that many consuming nations will wish to 

borrow to ease their transition to the new era of ’higher-cost 

energy. In other words, they will choose to run current account 

deficits in their international payment balances. At the same 

time, a number of the major oil producers will wish to invest 

abroad substantial proportions of their enlarged revenues 

in the recognition that these sums can be invested in the most 

productive, orderly manner in their own economies only over a 

period of years. These nations can derive the maximum benefits 

from producing and selling their natural resources only if 

they sell when the demand is most intense —  and that is 

probably right now —  but that maximum benefit will not be 

realized if productive investments are not found for their

funds.
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In p r a c tic e  th ese investm ent funds are  probably now being 

accumulated a t  the maximum r a t e .  Over the coming months the

gearing-up of the development programs of the oil producers 
and the lower levels of export prices (which I expect) will reduce

the rate of accumulation. But the sums available for investment 

will in any event be large.

The investment strategy of the oil-producing countries will 

probably evolve over time as they gain experience in managing 

their growing financial resources. For the immediate future, 

it seems likely that substantial portions of their resources will 

initially be placed through markets in Europe, especially the 

Eurocurrency market. However, whether invested directly or 

through intermediaries, it seems a fair expectation that a 

large proportion of the obligations will be denominated in 

U.S. dollars and that ultimately considerable amounts of the 

funds will find their way into the highly developed capital 

markets of the industrial world, particularly that of the 

United States. To conservative investors —  and the oil- 

producing countries are proving themselves conservative as 

well as prudent —  diversification offers security, so that 

they will wish their investments not to be overly concentrated 

geographically; but neither will they want over-concentration 

in particular fields of investment, and diversification for large 

amounts in this respect can best be found in the most highly 

developed markets.
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Although the potential amount of funds flowing into the 
hands of the oil-producing countries is absolutely large, it 
is not overwhelming in the context of the total size of the 
world's capital markets. In the United'States alone equity 
and debt securities outstanding at the end of last year, including 
commercial paper and large denomination certificates of deposit, 
amounted to about $1.8 trillion. During 1973, a total of $187 
billion was raised in U. S. credit markets. Clearly these 
numbers are large in relation to any likely flow of "oil money" 
in any one year. On the other hand we must take care that 
individual parts of our financial structure do not become 
over-loaded in the process of handling the new flows of funds.

In this connection attention has been focussed on the Euro
market. The total of outstanding obligations in that market, 
net of Inter-Bank obligations, is
estimated to have grown to about $150 billion by the end of 
last year, with an increase of some $50 billion during that 
one year. During the early months of this year the growth 
of that market appears to have further accelerated. In this 
situation of rapid change there must be an unusually strong 
responsibility on a depositor or a lender to insure that the 
firm he is dealing with has not become over-extended and has 
capital commensurate with its new higher levels of fixed 
obligations. There is an unusually strong responsibility 
on the financial intermediary to insure that it is maintaining
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a reasonable balance in its maturities, that it is not, for 
example, borrowing only at short term and lending only for very 
long term. I am enough of a believer in the acumen of the men 
who built up the flourishing Euro-market to believe that they 
will fulfill their responsibilities in this area. I have 
heard that in recent weeks, for example, strong new resistance 
has developed to the acceptance in the Euro-market of new 
investments on a very short term call basis. I find this 
response of the private institutions encouraging.

There is nonetheless a proper role for governments in 
these matters, a role which varies according to circumstances. 
At present, when there are vast sums which must find their 
way into productive use, moves which give greater scope to 
freedom of capital flows are generally opportune. For this 
reason I was very pleased that the U. S. was able in January 
to terminate its "temporary" capital control programs, some 
of which dated back to 1963. There are opportunities also 
for other countries to reduce their controls. In a related 
area I commend the recent tentative decision of the House 
Ways and Means Committee to eliminate withholding and estate 
taxes on foreign portfolio investments in the United States.

But I believe, too, that governments have regulatory 
responsibilities in relation to financial institutions to 
assure protection for depositors and customers and we mean to 

continue to discharge those responsibilities for institutions 
under U.S. jurisdiction.
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We need to recognize that foreign exchange operations 

have in recent years become of much greater interest to many 

banks. This is a healthy development, consonant with the 

rapid growth of international transactions and important to 

the proper functioning of foreign exchange markets. However, 

recent developments both here and abroad make clear the need 

to conduct foreign exchange transactions with prudence.

Banking institutions deal with others' money and have a special 

responsibility not to risk, it in overly speculative ventures.

I am sure that in the light of some recent experiences 

that banks will in future monitor the activities of their 

foreign departments with increased care. Bank regulators, 

also, have a responsibility to exercise greater surveillance 

in this area.

(MORE)



The developments I have been discussing have led some 

observers to ask whether the challenges ahead raise 

questions regarding the soundness of the international 

banking system and its component institutions. In each 

separate country, it's recognized that the authorities 

stand ready to support the stability of that country's 

financial system. But it is suggested that the Euro-banking 

system has no comparable focus of authority charged with 

particular responsibility for that market.

I believe that this concern is, at the least, greatly 

exaggerated. Certainly, in the case of the United States, it 

is clear that the authorities do have a responsibility to 

supervise U. S. banks in both their domestic and inter

national operations, and a major part of that responsibility 

is to insure that they are in a sound position to meet their 

total liabilities. I feel sure'that the authorities of other 

countries have a similar view.

Governmental regulation and emergency facilities can never 

substitute for prudent financial management. Governments 

cannot, and should not attempt, to assume the risks of the 

stockholders of individual banks» That is as it should be, for 

the main focus must always be on the responsibility of the

banker himself.
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Fundamentally, my confidence that our markets and our 

institutions will adapt safely and flexibly to changes we 

are now experiencing is also based on the fact that the 

governments of the world are now dedicated to international 

cooperation. A prime example is provided by the current 

efforts in international financial cooperation. At this 

point I can't tell you exactly what will come out of the 

meetings of the C-20 Ministers in Washington next week. Even 

though preparatory work of unusual thoroughness has already 

been done, important negotiations remain yet to be completed.

Nonetheless, I can list for you some of the areas in 

which there are reasonable grounds for hope that useful 

agreements can be reached. In fact, we have an opportunity, 

if we succeed, to announce a sizable package of significant 

measures, many of which could be implemented promptly.

One important agreement could cover a proposed amendment 

to the IMF Articles, and an interim pledge to be in force 

while that amendment was undergoing ratification, to provide 

that governments would not introduce new restrictions or sub

sidies on current account transactions for balance of payments 

purposes without the concurrence of the IMF. This agreement 

would build upon the temporary pledge entered into by major 

developed nations in Paris last week at the Ministerial Council 

of the OECD. The proposed agreement in the IMF would involve 

a much larger number of countries and would imbed the new
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undertaking into the formal structure of international 
agreements. Such an agreement? should strengthen the hands «•**.■<! 
of governments in resisting the pressures of particular 
interest groups which may be urging their governments to 
respond to the new payments developments with discriminatory, 
disruptive measures which would be detrimental both to other 
nations and to the general welfare of the nations intro
ducing the new measures.

Such a stand-still agreement would be a supplement, not 
a substitute, for the negotiations now underway under the 
auspices of the GATT for a broad reduction in existing trade 
restrictions. In order that the U. S. may participate 
effectively in those negotiations we are pleased that our 
Senate Finance Committee has now begun what it is hoped will 
be the final stages of its consideration of the Trade Reform 
Act. Now that a settlement has finally been reached with 
the European Community countries on the so-called XXIV-6 
problem, we can hope for final passage of this legislation 
this summer.

We need this legislation, and the reduction in the 
trade barriers it should permit, more than ever in the light 
of the events of the past year. I cannot forecast with any 
certainty whether the U. S. will have a trade surplus or a 
trade deficit over-all this year, but I can predict with con
fidence that the increase in oil costs will leave the U. S. 
with a trade position not nearly as strong as that we had 
in the final months of last year. And that development leaves
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us more determined than ever that our traders not be 

damaged by discriminatory foreign restrictions.

A second area in which we hope the finance ministers 

can bring about agreement concerns new arrangements for more 

flexible use of the IMF's capacity for financial assistance 

to member nations struggling to avoid extreme reduction in 

their imports in view of the oil price increases. In this 

area, where Dr. Witteveen has exhibited great initiative, we 

hope that arrangements can be found which will prove satis

factory to those who will be lending to the IMF, to those 

who will effectively be guaranteeing repayment of that lending, 

and to those many nations who hope to borrow the funds from 

the IMF. Since the loans to the IMF are likely to be at 

interest rates close to market rates, it is our belief that 

the corresponding loans from the IMF should also be at close 

to market rates. And we believe that most borrowers will be 

able appropriately to pay such rates.

There will be a small number of countries, however, which 

cannot be expected to pay such rates or to repay at all 

within the next few years. The problems of these countries of

3

i
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extremely weak financial positions now most seriously 
affected by the increase in the costs of oil and other 
imports represent a third area which the finance ministers 
must address. To assist in considering this and other 
developmental issues, the ministers will have before them 
next week a proposal to establish a new Development Council 
composed largely of finance ministers and organized along 
the lines of the C-20 itself, which will probably go out of 
existence next week. The new Council would not be within 
either the IMF or the World Bank but would be supported by 
both.

(More )

1
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Before leaving the question of development assistance,

I want to mention a matter of pending U.S. legislation that 
will affect the entire spirit and tone of our 020 discussions.
Last week the Senate passed - - by a two-to-one margin -- the 
bill providing for a $1.5 billion U.S. contribution to the 
International Development Association, or IDA, which is the soft 
loan window of the World Bank. This is the same contribution 
the House of Representatives voted down last January. We are 
now going to try for House reconsideration of the bill before 
June 30, when the Association’s present funds will be exhausted.
IDA is the cornerstone of international cooperation in the 
development finance field. Needless to say, our negotiating 
partners in the international trade and mqnetary fields are 
following closely to see whether or not we are prepared to do 
our fair share in the development area as well.

At the meeting next week the finance ministers, quite 
apart from their consideration of developmental matters will 
also have the opportunity to reach agreement on a continuing 
group at the ministerial level to keep the operation and evolution 
of the international monetary system under review. This group 
would serve within the IMF, initially as an appointed advisory 
committee and later, after amendment of the articles, as a formal 
Council of Governors acting as a sort of executive committee between 
the 126 man board of governors and the full time committee of 
executive directors resident in Washington.

|
SI
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The ministers next week will have the opportunity to see whether

they can work toward new rules for gold which would both 
assist nations in responding constructively to current alterations 
in their payments positions and facilitate practical steps toward 
the agreed objective of a diminishing monetary role for that metal.
I sincerely hope we can at long last make some tangible progress 
in this complex area. That progress will be all the more feasible 
if, as seems entirely possible, we can reach agreement on a basket 
of currencies in terms of which for the time being it will be 
possible to express all obligations to and from the IMF both on 
regular drawings and on use of special drawing rights, the SDR.

At the same time the ministers will be able to build 
confidence in present monetary arrangement if they can reach 
agreement on a set of guidelines for the actions of governments 
in intervening in private foreign exchange markets and in 
conducting other balance of payments policies.

And, finally, the ministers will have the opportunity to 
agree on a comprehensive outline of the general directions in 
which they feel it would be useful for the international monetary 
system to evolve over the coming years. Such an outline would 
not be a commitment to any specific actions, but it would be an 
integrated conception to be taken into account -- along with 
other factors and experiences -- in making the many future individual 
decisions which will determine the actual evolution of the system.
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The basic thrust of the outline to be placed before the ministers 
is that efforts should be made to avoid international monetary 
instability but that this objective can best be achieved, not 
by foredoomed efforts at complete exchange rate rigidity, but 
by a system which will encourage prompt, orderly, and flexible 
adjustment to changes in economic circumstances.

From this long listing I have presented you can see that 
the finance ministers have their work cut out for them. But 
that is what we were hired for. With the support of the private 
banking community -- with your support --with a continuing 
spirit of cooperation among the nations of the world, we can be 
the masters of our own economic future.

Thank you, and best wishes for a successful conference.

0O0



ST A T E M E N T  O F  TH E H O N O RA BLE W ILLIA M  E . SIMON 
S E C R E T A R Y  O F  TH E T R E A S U R Y  

B E F O R E
TH E SE N A T E  FIN A N CE C O M M IT T E E  

W ED N ESD A Y, JU N E  5, 1974

I am  p le a se d , as a lw ay s, to ap p ear b e fo re  th is  ab le  and d is t in 
guished C o m m itte e . At th e sa m e  tim e , h ow ever, I m u st e x p re s s  
concern  th at I a m h e r e  b e c a u se  m a jo r  ta x  m e a s u re s  have b een  prop osed  
for^ f lo o r  actio n , b e fo re  the c a re fu l C o m m ittee  co n sid e ra tio n  and s ta ff  
work w hich su ch  m e a s u re s  need .

Many of the m e a s u re s  proposed  would a lte r  p ro v is io n s  th at a re  
fundam ental in the p re se n t s tru c tu re  fo r  tax in g  b u s in e ss  in co m e . F u n 
dam ental ch an ges a re  not n e c e s s a r i ly  bad. But when th ey  a re  m ad e, 
it is  im p ortan t that th ey  be m ade c a re fu lly  and th at th ey  not be m ade 
in a m an n er so  abrupt th at ta x p a y e rs  a re  unable to  d ig est th em . A brupt 
d islocatio n s ca u se  econ om ic slow dow ns fro m  w hich no one b e n e fits . 
U n certa in ty  alone can  ca u se  th o se  m a jo r  d is lo c a tio n s . When th e ground 
ru les b e co m e  u n ce rta in  and the fu tu re b e co m e s  clouded, b u s in e s s 
men postpone d e c is io n s  and w ait fo r  the outlook to b e co m e  c le a r e r  
and m o re  fa v o ra b le . A chain  re a c tio n  fo llo w s. M od ern ization  and 
expansion a r e  held  in ab ey an ce . P u r c h a s e s  a r e  not m ad e. S e l le r s ,  
faced w ith l e s s e r  s a le s ,  cut b ack  in th e ir  o p e ra tio n s . W o rk e rs  a re  
laid off, and so  on. T a x e s  a r e  a v ery  m a jo r  c o s t  and ch an ges in ta x e s  
c re a te  v ery  m a jo r  u n c e r ta in tie s . T h ey  m u st be ap p roached  with c a r e .

The A d m in istra tio n  s tro n g ly  su p p orts ta x  r e fo r m s . O ver a y e a r  
ago, we p rop osed  a c a re fu lly  d esigned  p ackage of ch an g es. T h o se  
p rop osals w ere  p re se n te d  o r ig in a lly  to the W ays and M eans C o m 
m ittee of the H ouse. In D e ce m b e r , we m ade add itional p ro p o sa ls  to 
tax the w ind fall p ro fits  earn ed  by d o m e stic  o il p ro d u ce rs  on the sa le  
of oil to  th e ir  fe llow  A m e ric a n s .

The W ays and M eans C o m m ittee  h as now w orked c a re fu lly  through 
the w indfall p ro fits  p ro p o sa ls  and has o rd ere d  a b ill  re p o rte d . It is  
now in th e m id st of co n sid e rin g  a wide ran g e  of add itional ta x  re fo rm  
m e a su re s  and e x p e cts  to re p o r t  a m a jo r  b ill by the end of th is  m onth.

WS-21
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W eeks of C o m m ittee  tim e  and thou sand s of m a n -h o u rs  of s ta ff  tim e 
have gone into th o se  e ffo r ts  in o rd e r  to prod u ce b a lan ced  and t e c h 
n ic a lly  sound le g is la t io n . In n o rm a l c o u rs e  th e se  m e a s u re s  should 
be out of the H ouse and b e fo re  your C o m m ittee  and the Sen ate  in a 
m a tte r  of w eek s, so  th at you m ay co n sid e r  and adopt le g is la tio n  for 
fin a l p a ssa g e  in th is  C o n g re s s . T hat is  the way m a jo r  ta x  m e a su re s  
have p ro ceed ed  in the p a st, b e c a u se  it is  the b e s t way to  a s s u re  
thoughtful and re s p o n s ib le  ta x  le g is la tio n .

In 1969, the r e v is io n s  in our tax  law s took n e a r ly  a y e a r , w hile 
the ta x  w ritin g  C o m m itte e s  exp lo red  the ch an ges p rop osed  w ith th e ir  
p ro fe s s io n a l s ta f fs ,  with the T r e a s u r y  s ta ff  and w ith a ffec te d  m e m b e rs  
of the p u b lic . T a x  r e v is io n  is  a co m p lica ted  and c r i t i c a l  ta s k  and we 
need to  w ork to g e th e r  and do it in a thoughtful way.

The am end m en ts to H. R . 8217 p rop osed  in the Sen ate  inclu d e a wide 
a r r a y  of p ro p o sa ls  fo r  fundam ental ch an ges in  the e x is tin g  s y s te m .
I could not p o ss ib ly  co v e r  with you today a ll of the p ro s  and cons of 
the p ro p o s a ls . Many involve te c h n ic a l p ro b le m s w hich you ought to 
e x p lo re  with m e m b e rs  of you r own s ta ffs  and the T r e a s u r y 's  s ta ff  
who a r e  m o re  v e rse d  in the in t r ic a c ie s  of the ta x  law  than I. I should 
l ik e , h ow ever, to m ake a few g e n e ra l co m m en ts about the p ro p o sa ls .

P ro p o se d  am end m en ts o f the m inim u m  ta x .

The p ro p o sa ls  with r e s p e c t  to  the m in im u m  ta x  a r e  poor am en d 
m en ts to a poor p ro v is io n  o f e x is tin g  law . T hey  would do m o re  to 
th w art ta x  r e fo r m  than to fu rth e r  it .

The p re s e n t m inim u m  ta x  w as en acted  in 1969. It w as supposed 
to p rev en t p e rso n s  with la rg e  econ om ic in co m es fro m  u sing  ta x  p r e f 
e r e n c e s  to  e lim in a te  o r unduly red u ce  th e ir  tax  l ia b i l i t ie s .  T he in tent 
w as th at th ey  should pay so m e "m in im u m  ta x . "

The p ro b le m  with th e p re se n t m inim um  ta x  is  th at it does not w ork. 
A la r g e  nu m ber of p e rso n s  with high in co m e s  s t i l l  pay l i t t le  o r  no ta x . 
It is  p ertin en t to  note that th is  in e ffe c tu a l p ro v is io n  w as th e product 
of S en ate  f lo o r  a c tio n .

T he p ro b le m  with the p rop osed  am endm ents to th e m inim u m  tax  
is  th at th ey  w ill not w ork e ith e r . T he am end m en ts p rop osed  a re  (a) 
to re d u ce  the $ 3 0 , 000 exem p tion  to $10, 000 , and (b) to  e lim in a te  the 
o ffse t o f ta x e s  paid a g a in st ta x  p r e fe r e n c e s .  T h e se  am end m en ts would 
c o lle c t  m o re  ta x , but th ey  would not get at the p ro b lem  of the high 
in co m e ta x p a y e r  who pays no ta x . The p r in c ip a l e f fe c t  of the p ro p o sa ls  
would be to  in c r e a s e ,  in a som ew hat hap h azard  w ay, th e ta x  on ca p ita l 
g a in s . Y ou r C o m m ittee  m ay w ell conclu d e that so m e change in the 
tax a tio n  of ca p ita l gains is  d e s ir a b le , but that is  a d iffe ren t p ro b lem  
fro m  a ssu r in g  that people with high in co m e s  pay so m e m inim u m  
am ount of ta x .

Hi
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Not only do th e s e  am end m en ts not do the jo b , th ey  c r e a te  new 
problem s and would b e  o b je c tio n a b le  fo r  th at re a s o n  a lo n e :

- -  R ed u cing  the $ 3 0 , 000 exem p tion  to  $ 1 0 , 000 c a u s e s  the 
m inim um  ta x  to  apply to  m iddle in co m e p e rso n s  who a r e  
a lread y  paying su b sta n tia l in co m e ta x  and pl,ay no p a rt in  
the high in co m e -  low ta x  p ro b le m .

— E lim in a tin g  th e  o ffse t fo r  in co m e ta x e s  paid c o n 
v e rts  the s o -c a l le d  m inim u m  ta x  into  an add itional ta x .
Under the p re se n t m in im u m  ta x , ta x e s  paid a r e  deducted 
fro m  to ta l p r e fe r e n c e s ,  w hich tend s in  a rough way not 
to im p ose  fu r th e r  ta x  on p e rso n s  who a r e  a lre a d y  paying 
m o re  than a "m in im u m " am ount. The p rop osed  change 
would re n d e r  ir r e le v a n t  th e am ount of ta x  a lre a d y  paid 
and would thus im p o se  a "m in im u m " ta x  even on p e rso n s  
a lre a d y  paying la r g e  am ounts of ta x . P a ra d o x ic a lly , 
the p rop osed  change would have l i t t le  o r  no e ffe c t  on 
p e rso n s who now pay l i t t le  o r  no ta x , but would p en a lize  
m o st th o se  who a lre a d y  pay th e  m o st.

I u rg e  you r C o m m itte e , as  s tro n g ly  as I can , to  ap p ro v e--w h en  you 
re ce iv e  th e ta x  r e fo r m  b il l  fro m  th e H o u se --th e  two p ro p o sa ls  w hich 
the T r e a s u r y  h as developed to  r e p la c e  th e p re s e n t in e ffe c tu a l m in i
mum ta x . T h e  f i r s t  o f th e s e  p ro p o sa ls  is  a "M in im u m  T a x a b le  In co m e " 
(MTI) p ro v is io n . It would re q u ire  high in co m e ind ivid u als to  pay a 
re aso n ab le  and fa ir  s h a re  of in co m e ta x . The secon d  is  a p ro p o sa l fo r  
a L im ita tio n  on A r t i f ic ia l  A ccou nting  L o s s e s  (L A L ). It would l im it  s o -  
called  " ta x  s h e l te r s ,  "  w hich p e rm it e co n o m ica lly  p ro fita b le  v en tu res  
to re p o r t ta x  lo s s e s  w hich can  o ffse t o th e r  ta x a b le  in co m e .

I sh a ll not a ttem p t h e re  to exp lain  how th o se  p ro p o sa ls  w ork, 
except to  sa y  th at th ey  fo cu s m o re  c a re fu lly  on a w id er ra n g e  of ite m s  
than the p re s e n t m in im u m  ta x . T h e 1974 R e p o rt of the Jo in t  E co n o m ic 
C om m ittee  co m p ared  the p re se n t m in im u m  ta x  w ith th e T r e a s u r y  
approach and concluded as fo llo w s:

"T h e  A d m in is tra tio n 's  m inim u m  in co m e ta x  p ro p o sa l 
(M T I). . . should be given p r io r ity  in th e  in te r e s t  of 
im p rov in g  ta x  equ ity , o f r e s to r in g  ta x p a y e r  co n fid en ce  
in th e ta x  s y s te m  and of r a is in g  ad d itional re v e n u e . "

The fo llow ing co m p a riso n s  i l lu s tr a te  th e g r e a te r  e ffe c t iv e n e s s  of the 
T r e a s u r y 's  p ro p o sa ls  o v e r  the p re s e n t m in im u m  ta x  and the p rop osed  
Senate am en d m en ts:
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T r e a s u r y ’s
M T I/L A L

P r e s e n t  
M in. T a x

Proposed 
Amended 
Min. Tax

1/

R even u e gain  fro m  
ind iv id u als ($ b ill io n s )

A v erag e  ta x  in c r e a s e  fo r  
high in co m e  -  low ta x  in 
d iv id u als above 
$100, 000 AGI

E ffe c t  on 92 ta x p a y e rs  
in  1972 who had AGI of 
$ 2 0 0 , 000 o r  m o re  but 
paid no ta x

$ 1 . 5

$ 3 3 ,0 0 0

69 out of 92 
re q u ire d  to 
pay ta x  
(a v e ra g e  ta x  
of $61, 600)

$0.2

$ 9 ,4 0 0

No
e ffe c t

$ 0 . 7

$11, 000

Only 12 out 
of 92 required 
to  pay tax  
(a v era g e  tax 
of $ 9 ,7 0 0 )

E f fe c t  on " ta x  s h e l te r s "  
in o il , r e a l  e s ta te , e t c . , 
w hich a r e  a m a jo r  s o u rc e  
of th e high in co m e  -  low 
ta x  p ro b le m

R a te s  of ta x

E lim in a te s  
ta x  s h e l 
te r s

R e g u la r  
gradu ated  
r a te s  fro m  
14 to  70%

No s ig n i'
f ica n t
e ffe c t

F la t  r a te  
of 10%

No s ig n if i
can t e ffe ct

F la t  ra te  
of 10%

T7 W ould a ls o  r a i s e  about $800  to $900  m illio n  fro m  co rp o ra tio n s  (an 
ad d ition al $ 3 0 0 -$ 4 0 0  m illio n  o v er p re se n t law ) if  p e rce n ta g e  depletion is 
not re p e a le d  but would r a is e  m uch s m a l le r  am ounts i f  p ercen tage 
d ep letion  is  re p e a le d . T h e  T r e a s u r y  would r e ta in  th e p re se n t minimum 
ta x  on c o rp o ra tio n s .
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Proposals to  r e v is e  tax a tio n  of in co m e fro m  b u s in e ss  c a p ita l.

Two of the p rop osed  am end m en ts would d r a s t ic a lly  chan ge the 
term s on w hich b u s in e ss  in v e stm e n t d e c is io n s  a r e  m ad e. One would 
lengthen th e c o s t  r e c o v e r y  p e rio d s p e rm itte d  under the ADR d e p re 
ciation sy s te m , the o th er would g re a tly  d im in ish  the sco p e  of the 
investm ent c r e d it . B e fo r e  rev iew in g  e ach  of th e se  p ro p o sa ls  w hich 
would am end p o rtio n s of the R evenu e A ct of 1971, I would lik e  to  d is 
cuss the a im s of th e le g is la tio n  of that t im e .

The y e a r  1971 w as not a good y e a r : unem ploym ent ra n  at a r a te  
of n e a rly  6 p e rc e n t fo r  the y e a r ; in d u str ia l p rod u ction  w as stagn an t, 
running at a ra te  n e a r ly  4 p e rc e n t below  the peak of two y e a r s  b e fo re ; 
and ca p acity  u tiliz a tio n  w as fu lly  12 p e rce n t lo w e r . In co n s id e ra b le  
part, th is condition  of th e econom y could be a ttr ib u ted  to th e o v e ra ll 
effects o f th e  T a x  R e fo rm  A ct of 1969 w hich had re p e a le d  the 7 p e rc e n t 
investm ent c re d it  and o th e rw ise  in c r e a s e d  th e ta x  bu rden on b u s in e ss  
capital w hile  red u cin g  ta x e s  on p e rso n a l in co m e . J u s t  as  S e c r e ta r y  
Kennedy w arned  th is  C o m m itte e , th e H o u se -p a ssed  b il l  w as im 
balanced in its  e ffe c t  on consu m ption  and sav in g , and we a r e  s t i l l  
su ffering  the co n se q u e n ce s .

In re sp o n se  to  th e need to  s tim u la te  b u s in e ss  in v e stm e n t, th e 
A d m inistration  p rop osed  two bold s te p s  in 1971: a ra d ic a lly  new 
d ep reciation  p ro ce d u re  d esigned  to  red u ce  u n ce rta in ty  faced  by in 
v esto rs , and re in s titu tio n  of th e in v e stm e n t c re d it . T he r e c o r d  show s 
these w ere  s u c c e s s fu l:

. U nem ploym ent d eclin ed  s te a d ily  to  a r a te  w ell b e lo ^
5 p e rc e n t b e fo re  the d e clin e  w as in terru p ted  by the 
en erg y  c r i s i s  la s t  w in te r.

. In v estm en t in c r e a s e d  by 9 p e rce n t in 1972 and 13 
p e rce n t in  1973.

. In d u str ia l p rod u ction  in c r e a s e d  by n e a r ly  19 p e r 
cen t in two y e a r s ,  and ca p a c ity  u tiliz a tio n  r o s e  
su b sta n tia lly , by 10 p e rc e n t.

But the need fo r  a high r a te  of ca p ita l fo rm a tio n  h as not te rm in a te d . 
Now, even m o re  c le a r ly  than in 1971, we s e e  th e need fo r  add itional 
investm ent:

. S in ce  1971, ad d itional dem ands fo r  ca p ita l in v estm en t 
by U. S . in d u stry  have b een  im p osed  by th e  d riv e  to 

. ach iev e  im p ro v e m e n ts  in th e en v iron m en t. J u s t  to 
* stand  s t i l l  and em ploy no m o re  w o rk e rs  o r produ ce
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no m o re  goods and s e r v ic e s  than p re s e n tly , U. S. 
in d u stry  w ill have to in v e st m o re  in  o rd e r  to ach iev e  
the re q u ire d  red u ctio n  in a ir  and w ater pollu ting  
e m is s io n s .

. Although c u rre n c y  re v a lu a tio n  has a p p re c ia b ly  
im p roved  the co m p e titiv e  p o sitio n  of U. S. in d u stry , 
the fa c t re m a in s  th a t, as  co m p ared  with its  m a jo r  
fo re ig n  c o m p e tito rs , U. S. in d u stry  is  le s s  m od ern .
If we a r e  not to f r i t t e r  aw ay th e opportunity to  m a in 
ta in  and in c r e a s e  our s h a re  of w orld  m a r k e ts , we 
m u st continue to  fo s te r  a high r a te  of in v estm en t 
in m an u factu rin g , one of the s e c to r s  in w hich we 
p o s s e s s  a co m p a ra tiv e  advantage.

. Having b een  ru d ely  rem in d ed  of the im p o rta n ce  of 
m ain ta in in g  a h ig h er d e g re e  of en erg y  s e lf - s u f f ic ie n c y , 
p a r t ic u la r ly  in o il, we have launched P r o je c t  Ind ep en
d en ce . T h is  w ill c a l l  fo r  v a st ad d itional in v estm en t 
in co a l m in ing , co a l and o il sh a le  p ro c e s s in g  p lan ts 
and a new lo g is t ic a l  netw ork to b rin g  th e s e  r e s o u r c e s  
to m a rk e t.

. Many of our b a s ic  m a te r ia ls  produ cing in d u str ie s  
have found th e ir  e x is tin g  p lan ts inad equate to  supply 
the grow th in d e m a n d --fo r  d o m e stic  u se  as w ell as 
e x p o rts . O rd e r  b a ck lo g s  fo r  d u rable  goods a r e  up 
by m o re  than 40 p e rc e n t o v er 1973. T e x t i le ,  p ap er 
and pulp, c h e m ic a ls  and m e ta ls  p ro d u ce rs  have been  
o p era tin g  at n e a r  ca p a c ity , with b a ck lo g s  and b o t t le 
n e c k s , notw ithstanding in c r e a s e s  in ca p a c ity  of n e a r ly  
13 p e rce n t s in c e  1971.

P ro p o s a ls  to  cut b ack  A D R.

One of the p rop osed  am end m en ts would lengthen the c o s t  re c o v e ry  
p e rio d s p e rm itte d  under the ADR d e p re c ia tio n  s y s te m , thus d e c re a s in g  
d e p re c ia tio n  d ed u ction s. The r e s u lt  would be to d isco u ra g e  in v estm en t 
in new p ro d u ctiv e  ca p a c ity , to  d e c r e a s e  p rod u ctiv ity  and to  in c r e a s e  
in fla tio n a ry  p r e s s u r e s .  T hat would be ab so lu te ly  the w rong d ire ctio n  
in w hich to m o v e, and today would be a b so lu te ly  the w o rst tim e  to m ove 
in that w rong d ire c tio n .

The ADR sy s te m  s p e c if ie s  an a v e ra g e  l i fe  fo r  each  a s s e t  c la s s  and 
p e rm its  ta x p a y e rs  to s e le c t  an a p p ro p ria te  l i fe  w ithin a ra n g e  above and 
below  th at a v e ra g e . The sy s te m  re c o g n iz e s  the p lain  fa c t  that th e re  
is  no way to know today ju s t  how m any y e a r s  in to  the fu tu re  an a s s e t - -  
p a r t ic u la r ly  a lo n g -liv e d  a s s e t - - w i l l  be u sed . At b e s t , we can  ach iev e
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rough a p p ro x im a tio n s . In a w orld  of rap id ly  changing tech n olog y  and 
o b so le sc e n c e , th e p a st is  apt to  be a poor guide to  th e  fu tu re . L atitu d e  
for hum an e r r o r  and d iffe re n c e  of opinion m u st be a llow ed . T he 
in escap ab le  fa c t is  th at in v e s to rs  m u st be  convinced  th at th ey  w ill 
be ab le  to  r e c o v e r  th e ir  c o s ts  o v er re a so n a b le  p e rio d s o r th ey  w ill 
not in v e st. T h e h ig h e r th e r a te  of in fla tio n  and th e lo n g er th e life  
is  exp ected  to  b e , th e m o re  c r i t i c a l  is  th is  p ro b le m .

The ADR s y s te m  w as en acted  in  1971 and is  a s tru c tu r a l  r e fo r m  
of g re a t im p o rta n ce  in  d ealin g  w ith the ta x  a sp e c ts  o f in v estm en t in 
m ach in ery  and equipm ent. It p e rm its  b u s in e ss  to m ake in v estm en t 
d ecis io n s w ith c e r ta in ty  about th e d e p re c ia tio n  deductions w hich w ill 
be allow ed. In addition it p ro v id es fo r  a re a so n a b le  d eg ree  of u n ifo rm 
ity in c o s t r e c o v e r y  p r a c t ic e s  w ithin g iven in d u s tr ie s . N eith er c e r ta in ty  
nor u n ifo rm ity  w as a v a ila b le  under the p rev io u s s y s te m . B oth  
fa c ilita te  in v e stm e n t in  p rod u ctive ca p a c ity .

The ADR sy s te m  provided  f le x ib il ity  and updated guid eline liv e s  
which w e re  10 y e a r s  old at th e tim e  the sy s te m  w as adopted. T h e l iv e s  
and the sy s te m  a r e  under continuing study by th e O ffice  of In d u str ia l 
E co n o m ic s , s e t  up in  the T r e a s u r y  in  1971. W e b e lie v e  th at the 
sy ste m  h as fu nctioned  w e ll, th at it  p ro v id es re a s o n a b le  c o s t  r e c o v e ry  
p erio d s, and th at it h as en co u rag ed  needed m o d e rn iz a tio n  and exp an sion .

P o s t-e n a c tm e n t e x p e r ie n c e  w ith ADR d ata in d ica te s  th at th e am ount 
by w hich c o s t  r e c o v e r y  p e rio d s w e re  sh o rten ed  w as l e s s  than h a lf the 
amount o r ig in a lly  e x p ected . N earlv  40  p e rc e n t of the d e p re c ia tio n  
base  is  even now accou n ted  fo r  on a ' 'fa c ts  and c ir c u m s ta n c e s "  b a s is ,  
thus in d ica tin g  th at ADR c o s t  r e c o v e r y  p e rio d s  a r e  in  fa c t  in  a 
re a so n a b le  m iddle ra n g e . T o  now len gth en  th e p e rio d s would s im p ly  
re tu rn  th e bulk of ta x p a y e rs  to a fa c ts  and c ir c u m s ta n c e s  sy s te m , in  
which th ey  would be  re q u ire d  to  haggle  w ith individual rev en u e  a g en ts . 
Many, i f  not m o s t, would r e a c h  n e a r ly  th e sa m e  r e s u lt  provided  by 
ADR, but would lo s e  th e u n ifo rm ity  and c e r ta in ty  w hich th e  ADR s y s 
tem  now p ro v id e s . It should be  noted in th is  co n n ection  th at th e f i r s t  
y ea r  rev en u e  gain  w hich would follow  fro m  th e  p rop osed  am endm ent 
is  about $400  m illio n , r a th e r  than th e $800  m illio n  fig u re  c ite d  by 
proponents o f th e am end m en t.

No doubt th e ADR sy s te m  can  'be im p roved  and no doubt a d ju s t
m ents in p a r t ic u la r  l iv e s  can  and w ill be  m ad e. But th ey  should be  
m ade a f te r  a n a ly s is  o f the e x p e r ie n c e  s in c e  1971 and a fte r  co n sid e ra tio n  
of the fa c ts  o f p a r t ic u la r  in d u s tr ie s . E n a ctm en t o f a r b it r a r y ,  b lan ket 
chan ges in  th e s y s te m  would be e x tre m e ly  u nfortu nate  and would fu r th e r  
cloud th e c lim a te  fo r  the in v e stm e n t and in c r e a s e d  p ro d u ctiv ity  re q u ire d  
to dam pen in fla tio n .
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P h a s e -o u t o f th e  in v estm en t ta x  c r e d it .

T h e o th e r  pending p ro p o sa l is  to p h ase  out th e in v estm en t ta x  cre d it 
as  th e c o s t  o f the qu alify in g  p ro p e rty  in c r e a s e s .  W e b e lie v e  th at p r o 
p o sa l to  be unsound fro m  both a ta x  p o licy  -and ta x  a d m in istra tio n  
stand p oint. W e s tro n g ly  oppose i t .

I have a lre a d y  recou n ted  the in c r e a s e  in in v estm en t w hich follow ed 
re in s titu tio n  of the c r e d it  in 1971. Now, even m o re  c le a r ly  than in 
1971, we s e e  th e grow ing need fo r  add itional in v estm en t to  in c r e a s e  
our b a s ic  ca p a c ity  and to  e ffe c t  ch an ges we a ll  w ish  to  b r in g  about 
in  our en v iron m en t. To suspend o r re p e a l th e in v e stm e n t c re d it  even 
in p a rt would sim p ly  com pound th e d iff ic u lt ie s  we m u st o v e rco m e .

The p ro p o sa l to  g ra ft on to  th e in v e stm e n t c re d it  an excep tion  for 
p ro p e rty  co stin g  in e x c e s s  of $ 5 0 , 000 o r  $100, 000 is  unw ise b e ca u se :

. The excep tio n  is  not a s m a ll b u s in e ss  e x cep tio n .
A la r g e  b u s in e ss  could obtain  a fu ll c re d it  on 
m illio n s  of d o lla rs  o f p ro p e rty  so  long as each  
p ie ce  of p ro p e rty  had a c o s t  b a s is  of $ 5 0 ,0 0 0  o r 
l e s s .

#
. U nder th e excep tio n  th e r e  w ill be an econ om ic 

in cen tiv e  fo r  p u rch a se  of p ro p e rty  w hich is  so ld  
fo r  l e s s  than $ 5 0 , 000 and none fo r  p u rch a se  
of p ro p e rty  w hich is  so ld  fo r  m o re  than 
$100, 0 0 0 . W hy?

. T he excep tion  w ill r e p e a l th e in v e stm e n t c re d it  
o r  re ta in  it in  a co m p le te ly  h ap h azard -fash io n .
Som e b u s in e s s e s  w ill be u n affected  by th e re p e a l 
o f the in v estm en t c re d it  b e c a u se  th ey  buy m any 
p ie c e s  of equipm ent e ach  co stin g  le s s  than 
$ 5 0 , 0 0 0 . O th e rs  w ill get v ery  l i t t le  in v estm en t 
c r e d it  b e c a u se  m o st of the equipm ent th ey  buy 
c o s ts  m o re  than $100, 0 0 0 .

. T he excep tion  would b e  a v ery  d ifficu lt ru le  to 
a d m in is te r . W hat stan d ard s a re  to  be u sed  by 
ta x p a y e rs  and the IR S in d eterm in in g  w heth er 
two p ie c e s  of m a c h in e ry , e ach  co stin g  $ 5 0 , 000 
and s ittin g  s id e -b y -s id e  on th e fa c to ry  f lo o r , 
should be co n sid e re d  as one p ie c e  o f in v e stm e n t 
c re d it  p ro p e rty , in w hich c a s e  th e r e  i s  no c re d it , 
o r as  two p ie c e s  of in v e stm e n t c r e d it  p ro p e rty , 
in  w hich c a s e  th e r e  is  a $ 7 , 000 in v e stm e n t 
c r e d it?
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6

As th e T r e a s u r y  h as c o n s is te n tly  s ta te d , the in v e stm e n t c re d it  is  
a f is c a l  d ev ice  fo r  red u cin g  the c o s t  o f ca p ita l in v e stm e n t in  o rd e r  to 
stim u late  th at in v e stm e n t. It w ill only s e r v e  th is  fu nction  i f  in v e s 
to rs  can  count on i t .  If in v e s to rs  b e lie v e  th at C o n g re ss  w ill fo r e v e r  
be taking it  on and o ff, on so m e a s s e ts  o r  a ll  a s s e t s ,  th e in v estm en t 
cred it w ill b e co m e  too u n c e r ta in , in v e s to rs  Will not r e ly  on it  and th e 
stim ulus e ffe c t  w ill be g re a tly  diluted o r lo s t  e n tire ly .

The in v e stm e n t c re d it  should b e  le f t  a lo n e .

P ro p o sals  to  re p e a l p erce n ta g e  depletion.

We e s t im a te  th at at c u rre n t p r ic e  le v e ls  th e e lim in a tio n  of p e r c e n t
age depletion  fo r  o il and g as would r a is e  re v e n u es  $2 b illio n  p e r y e a r . 
Revenue e f fe c ts  o f v ario u s p h a se -o u t p lan s v ary  w ith th e nu m ber of 
y ea rs  inclu d ed  in  th e p h a se -o u t and the nu m ber and type of e x e m p 
tions fro m  p h a se -o u t. F o r  e x am p le , th e W ays and M eans C o m m ittee  
p h ase-ou t plan would prod u ce re v e n u es  of $130 m illio n  in  1974, $860  
m illion  in 1975 and so  on, until it r e a c h e s  $3 b illio n  in  1979, by  th e ir  
s ta ff e s t im a te .

The ad d ition al ta x  re v e n u es  w ill co m e  fro m  ta x  p aym ents by o il 
p ro d u cers and, in the s h o r t ru n , w ill le s s e n  th e ir  p r o f its .  In the 
longer ru n , h ow ever, i f  we m a in ta in  so m e  given d e g ree  o f s e l f - s u f f i 
c ien cy , re m o v a l o f p e rc e n ta g e  d ep letion  w ill r e s u lt  in  h ig h er p r ic e s  
to c o n su m e rs . T he p r in c ip a l b e n e f ic ia r ie s  o f th e  p e rce n ta g e  dep letion  
deduction have not b een  th e s h a re h o ld e rs  o f the o il co m p a n ies , but 
ra th e r  th e co n su m e rs  of o il and g as who have en joyed  la r g e r  su p p lies 
and lo w er p r ic e s  than  would o th e rw ise  have b een  th e c a s e .

T h e T r e a s u r y  is  opposed to change in th e p e rce n ta g e  d ep letion  
allow ance at th is  t im e . O ur o il and g as sh o rta g e  is  c r i t i c a l  and th is  
is  the w rong tim e  to  m ake a fundam ental change in th e e co n o m ics  o f 
the o il and g as in d u stry  by e lim in a tin g  p e rce n ta g e  d ep letion . The o il 
and gas in d u stry  h as r e l ie d  on p e rc e n ta g e  d ep letion  fo r  48  y e a r s  in 
m aking b ill io n s  of d o lla rs  o f in v e stm e n ts  and in fo rm u la tin g  b illio n s  
of d o lla rs  o f in v e stm e n t p lan s to  m ove the United S ta te s  tow ard  en erg y  
s e lf - s u f f ic ie n c y . C a p ita l in v estm en t th at is  a v a ila b le  to  go into  o il 
and g as e x p lo ra tio n  and developm ent w ill b e  d isco u rag ed  by fundam ental 
tax law  ch an g es at th is  t im e . T h e ex ten t o f th is  h a rm  to  th e  in d u stry  
cannot now be s a fe ly  p re d ic ted  and we s im p ly  cannot a ffo rd  to  be  w rong.

A n other c o n s id e ra tio n  is  th at th e a d v e rse  e f fe c ts  on ca p ita l in v e s t 
m ent fro m  e lim in a tio n  of p e rce n ta g e  d ep letion  m ay  fa ll  m o re  h eav ily  on 
the independent o il p ro d u ce rs  than on th e  m a jo r  o il co m p an ies b e ca u se  
the p re s e n t d ep letion  a llo w an ce is  w orth  m o re  to individual ta x p a y e rs  
in b r a c k e ts  above 50 p e rc e n t than it i s  to  c o rp o ra tio n s  in  48  p e r 
cent b r a c k e ts .  Many independents r e ly  on th at fa c t  in  r a is in g  c a p ita l. 
(Even i f  th e  a g g re g a te  p re s e n t b e n e fits  o f d ep letion  w e re  tra n s la te d
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d o lla r  fo r  d o lla r  into  h ig h er p r ic e s ,  th e  in d u stry  as  a w hole would be 
u n affec ted . H ow ever, high b r a c k e t  p ro d u ce rs  to whom th e deduction 
w as w orth  m o re  than th e p r ic e  in c r e a s e  would be som ew hat d is 
advantaged, and lo w er b ra c k e t  p ro d u ce rs  to  whom th e p r ic e  in c re a se  
w as w orth  m o re  than th e deduction would be som ew hat ad v an taged .)

E lim in a tio n  of p e rc e n ta g e  d ep letion  im p o se s  a fu r th e r  p enalty  on 
ow ners o f c o n tro lle d  o il .  C o n tro lled  o il a lre a d y  b e a r s  a p r ic e  penalty 
of o v e r  $4 p e r  b a r r e l  co m p ared  w ith th e $9 and $10 p e r  b a r r e l  p r ic e s  
we pay to  C anadian , In d on esian , M iddle E a s te r n  and South A m erican  
s u p p lie rs . The re m o v a l o f p e rce n ta g e  d ep letion  would b e  equ ivalen t to 
a r o llb a c k  of 55 ce n ts  a b a r r e l  to  $ 4 .7 0  fro m  th e  p re s e n t a v e ra g e  of 
$ 5 .2 5 .  T h at r o llb a c k  would apply to  rou ghly  tw o -th ird s  of th e o il p ro 
duced in  th e U nited S ta te s  and could e lim in a te  so m e p rod u ction  we are 
now g ettin g .

E lim in a tio n  of p e rce n ta g e  d ep letion  fo r  n a tu ra l gas is  even m ore 
d ifficu lt to  ju s t ify . M ost, i f  not a l l ,  of the p ro p o sa ls  to  e lim in ate  
p e rc e n ta g e  d ep letion  fo r  n a tu ra l gas re c o g n iz e  th at m o st gas p r ic e s  
a r e  co n tro lle d  at low le v e ls  a lre a d y  by th e F e d e r a l  P o w er C o m m ission  
and by lo n g -te r m  gas s a le  c o n tr a c ts .  T h e r e fo r e , th e s e  p ro p o sa ls  exem pt 
c o n tro lle d  g as fro m  th e dep letion  p h a se -o u t. O ur p re s e n t sy s te m  of 
p r ic in g  n a tu ra l g as is  i l lo g ic a l  and w rong, and w id esp read  g as sh o rta g e s  
have b een  ca u sed  as a r e s u lt .  W e a re  c e r ta in ly  not going to  encourage 
th e finding of any ad d itional n a tu ra l g as su p p lies  by e lim in a tin g  p e rc e n t
age d ep letion  on a m a jo r  fr a c t io n  of the g as produced tod ay . T h e p ro sp ect 
is  th at su ch  actio n  w ill fu r th e r  d isco u ra g e  th e  d r illin g  of gas w ells 
when we a lre a d y  have a m a jo r  sh o rta g e  of g a s .

You have ask ed  th at we a d d re ss  s p e c if ic a l ly  th e  3 ,0 0 0  b a r r e l  per 
day exem p tion  fro m  th e p h a se -o u t of p e rce n ta g e  d ep letion . I have 
a lre a d y  in d ica ted  th at we do not fa v o r e lim in a tio n  of p e rc e n ta g e  depletion. 
If  it  is  to  be  e lim in a te d , h ow ever, it is  d ifficu lt to  ju s t ify  nonuniform ity  
in  tre a tm e n t o f p ro d u c e rs , excep t p erh ap s on a tra n s it io n a l b a s is . 
F u r th e r ,  to  m ake th e 3 , 000 b a r r e l  p e r  day exem p tion  m ean in gfu l, th ere  
have to  b e  co m p lex  ru le s  w hich p rev en t th e sa m e  eco n o m ic unit from  
having th e b e n e fit o f m o re  than one 3 , 000 b a r r e l  p e r  day exem ption . 
T h e s e  r u le s  can  n e v e r  w ork p e r fe c t ly  and so m e people a r e  not penalized  
who should be  and, what is  even w o rs e , o th e rs  who should not be 
a ffe c te d  at a ll  a r e  p en alized  by th e r u le s .

In ad d ition , i f  a b a r r e l  of o il is  w orth  $ 5 . 20 a f te r  ta x  in  th e hands 
of p ro d u ce r  A, who h as no d ep letion , but is  w orth  $ 5 .9 2  a f te r  ta x  to 
p ro d u ce r  B , who s t i l l  h as 15 p e rc e n t d ep letion , p ro d u ce r A w ill tend 
to  s e l l  h is  o il p ro p e rty  to  p ro d u ce r B , s in c e  th e o il is  w orth  m o re  to 
p ro d u ce r  B  than A . T h e p r ic e  A r e c e iv e s  fro m  B  ten d s to  r e f le c t
th e h ig h e r value o f th e o il in  th e hands of B - - i .  e . , it  ten d s to r e f le c t  
the 15 p e rc e n t d ep letion  a llo w a n ce . T h e r e s u lt  is  th at A g e ts  a h igher

\
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price and B  g e ts  p e rce n ta g e  d ep letion  and thus both tend to  have the 
benefit o f th e 15 p e rc e n t d ep letion  a llow an ce but a lo t o f t r a n s fe r s  of 
property fo r  no sound, u nd erly ing  econ om ic re a s o n  w ill have o c c u rre d . 
We should avoid c re a tin g  p ro b le m s lik e  th is  w ith the ta x  law s w h e rev e r  
p o ssib le .

In su m m a ry , we b e lie v e  it would be a m is ta k e  to  e lim in a te  p e r 
centage d ep letion , but i f  it  is  to  be  done, we b e lie v e  th at g en ero u s 
tran sitio n  p e rio d s  a re  an ab so lu te  e s s e n t ia l .

Foreign mineral income and the foreign tax credit.
A m endm ents have b een  p rop osed  w hich would re p e a l fo re ig n  p e r 

centage d ep letion  and th e c u rre n t deduction fo r  fo re ig n  in tan g ib le  d r illin g  
co sts , r e q u ire  a s e p a ra te  fo re ig n  ta x  c r e d it  lim ita tio n  fo r  fo re ig n  
m in eral in co m e and d ir e c t  th e S e c r e ta r y  of the T r e a s u r y  to e s ta b lis h  
c r ite r ia  to  p rev en t o il ro y a lt ie s  fro m  bein g  tre a te d  as c re d ita b le  
incom e ta x e s .

Although th e A d m in istra tio n  op p oses re p e a l o f p e rce n ta g e  depletion  
for d o m estic  o il and g a s , we have p rop osed  th at fo re ig n  p e rce n ta g e  
depletion be  e lim in a te d , and th e W ays and M eans C o m m ittee  h as in 
corp orated  th is  p ro p o sa l in th e "O il and Gas E n erg y  T a x  A ct o f 1974. " 
We have no o b je c tio n  to  th e Sen ate  a ctin g  on th is  p ro v is io n  in d ep en 
dently, although it  would se e m  m o re  a p p ro p ria te  to  d eal w ith it  in  
connection w ith th e E n e rg y  T a x  A ct.

We oppose the e lim in a tio n  of the deduction fo r  fo re ig n  in tan g ib le  
d rilling  e x p e n se s . U nlike d ep letion , in tan g ib le  d r illin g  e x p e n se s  r e p 
resen t a c tu a l c u rre n t c a sh  o u tla y s . P r e s e n t  law  p e rm its  c u rre n t d e 
duction of su ch  e x p e n d itu re s , w heth er at hom e o r ab ro ad . T he p r o 
posed am endm ent would r e q u ire  su ch  e x p e n se s  to b e  ca p ita liz e d  and 
re co v e re d  throu gh o rd in a ry  d e p re c ia tio n  d ed u ction s. T h e p re se n t t r e a t 
ment is  fa r  s im p le r  and does not m ake fo re ig n  o p era tio n s  m o re  
a ttra c tiv e  than  d o m e stic  o p e ra tio n s .

On the o th e r  hand, we do not b e lie v e  our ta x  law s should en cou rag e 
foreign  e x p lo ra tio n  m o re  than d o m e stic  e x p lo ra tio n . Net fo re ig n  lo s s e s  
can be and have b een  u sed  to  re d u ce  ' U. S. ta x  on U. S. s o u rc e  in co m e. 
A lo s s  re c a p tu re  p ro v is io n , recom m en d ed  by th e A d m in istra tio n  in 
A pril of 1973 and includ ed  in the E n e rg y  T ax  A ct, is  an e ffe c tiv e  m ean s 
of eq u aliz in g  the ta x  tre a tm e n t of d o m e stic  and fo re ig n  o il p rod u ction . 
Under our p ro p o sa l, fo re ig n  lo s s e s  w hich a r e  deducted a g a in st U nited 
S tates in co m e would be re c a p tu re d  in  la t e r  y e a r s  when fo re ig n  in co m e 
is  r e a liz e d . T h e m e ch a n ism  fo r  th e re c a p tu re  would be to  re d u ce  th e 
allow able fo re ig n  ta x  c re d it  in th o se  la t e r  y e a r s .  T he e ffe c t o f our 
p rop osal would be to  p rev en t the in te ra c tio n  of the U nited S ta te s  fo re ig n  
tax c re d it  and the o ften  som ew hat a r b it r a r y  ta x  law s of fo re ig n  o il 
producing co u n tr ie s  fro m  u n ju stifia b ly  red u cin g  U nited S ta te s  ta x  rev en u e 
on fo re ig n  s o u rc e  o il in co m e.
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A n other p rop osed  am endm ent would e s ta b lis h  a s e p a ra te  foreign 
ta x  c r e d it  lim ita tio n  fo r  fo re ig n  ta x e s  im p osed  on m in e ra l incom e, 
includ ing  o il p rod u ction . T h e  o b je c tiv e  of th is  am endm ent is  to  prevent 
a fo re ig n  ta x  c re d it  a ttr ib u ta b le  to  m in e ra l in co m e fro m  red u cin g  U. S. 
ta x e s  on o th e r fo re ig n  in co m e .

In F e b r u a r y  1974, the A d m in istra tio n  p rop osed  th e e lim in a tio n  of e x 
c e s s  c r e d its  a r is in g  fro m  fo re ig n  ta x e s  on o il p rod u ction  in co m e . We 
b e lie v e  th at our ap p ro ach  is  p r e fe r a b le .

The E n e rg y  T a x  A ct a s  re p o rte d  by th e W ays and M eans C om m ittee 
co n ta in s s t i l l  an o th er ap p roach  to  th is  p ro b le m . It would lim it  the 
a v a ila b le  am ount o f e x c e s s  c r e d its  a ttr ib u ta b le  to  fo re ig n  o il production 
in com e to 10 p e rc e n t of th e U. S. ta x  on th at in c o m e . It would also 
r e s t r i c t  the u se  of th o se  e x c e s s  c r e d its  to " fo re ig n  o il r e la te d  in c o m e ."  
W e b e lie v e  th at our ap p roach  is  p r e fe r a b le , but we re c o g n iz e  th at the 
is s u e  is  co m p lex , and in te llig e n t d e c is io n s  can  be m ade only a fter 
c o n s id e r in g  a ll of th e  r a m if ic a t io n s  of th e p ro b le m  and th e se v e ra l 
a lte r n a t iv e s .

T he la s t  p rop osed  am endm ent in  the m in e ra l a r e a  would d ir e c t  the 
S e c r e ta r y  of the T r e a s u r y  to e s ta b lis h  c r i t e r ia  to  d e te rm in e  what p o r 
tio n , i f  any, o f p aym en ts m ade to  fo re ig n  co u n tr ie s  in  con n ection  with 
o il o r  gas in co m e is  in fa c t  a ro y a lty  paym ent. T he e ffe c t  o f c h a r a c 
te r iz in g  a paym ent as  a ro y a lty  r a th e r  than a ta x  is  th at a ro y a lty  is  only 
d ed u ctib le  fro m  g r o s s  in co m e w hile a ta x  m ay  be c re d ita b le .

T h e re  is  a p ro b le m  in  th is  a r e a . B u t th e am endm ent p ro v id es no 
stan d ard s fo r  re a ch in g  a so lu tio n . M any fo re ig n  co u n tr ie s  w hich have 
p e tro le u m  r e s e r v e s  have su b sta n tia l la titu d e  in  s tru c tu r in g  th e ir  tax 
law s so  th at p aym ents w ill q u alify  as c re d ita b le  ta x e s  r a th e r  than 
d ed u ctib le  r o y a lt ie s .  T h is  la titu d e  a lso  m ak es it  v ir tu a lly  im p o ssib le  
and c e r ta in ly  s e lf -d e fe a tin g  to  e s ta b lis h  th e ty p es of c r i t e r ia  th e proposed 
am endm ent d em and s. A s soon as c r i t e r ia  w e re  e s ta b lish e d , those 
fo re ig n  co u n tr ie s  would change th e ir  ta x  s y s te m s  to  q u alify .

T he A d m in is tra tio n 's  F e b ru a ry  p ro p o sa l lim ite d  th e a v a ila b le  foreign  
ta x  c re d it  on o il prod u ction  in co m e to  th e p re s e n t U nited S ta te s  s ta tu 
to ry  r a te .  T h is  en su red  that th e o il co m p an ies  would not be su b jected  
to double ta x a tio n , but a lso  en su red  that th e s e  fo re ig n  le v ie s  would not be 
u sed  to  re d u ce  U nited S ta te s  ta x  on o th er fo re ig n  in co m e.

F o re ig n  lo s s e s .

The p ro p o sed  am endm ent on re c a p tu re  of fo re ig n  lo s s e s  would r e 
duce th e a llo w ab le  fo re ig n  ta x  c r e d it  w h ere  a p re v io u sly  in c u rre d  lo ss  
h as red u ced  U nited S ta te s  in co m e . A s I m ention ed  e a r l i e r ,  th e  T re a s u ry  
D ep artm en t m ade a s im ila r  p ro p o sa l in A p ril of 1973. T h is  sp rin g
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the W ays and M eans C o m m ittee  applied th is  p ro p o sa l to  o il co m p an ies 
in the E n erg y  T a x  A ct and h as te n ta tiv e ly  decided in the pending ta x  
re fo rm  le g is la tio n  to  extend  it to  a ll co m p a n ies .

H ere again  we have no o b je c tio n  in p r in c ip le  to  th e p rop osed  am en d 
m ent. B u t we do have v ario u s te c h n ic a l p ro b le m s w ith the s p e c if ic  
language p ro p o sed . W e a re  now w orking on th e s e  p ro b le m s w ith the 
Ways and M eans C o m m itte e , and ex p ect to be w orking w ith you r C o m 
m ittee  in  due c o u rs e .

Income of foreign subsidiaries.
In g e n e ra l, the fo re ig n  in com e of fo re ig n  co rp o ra tio n s  co n tro lle d  

by United S ta te s  ow ners is  not taxed  by the United S ta te s  until r e p a 
tr ia tio n  in th e fo rm  o f d iv idend s. T h is  is  an e x te n sio n  of the b a s ic  
tax p rin c ip le  th at sh a re h o ld e rs  a r e  not taxed  on dividends until th ey  
re c e iv e  th em . A n other p rop osed  am endm ent would end th is  sy s te m  
by tax in g  the sh a re h o ld e rs  of a ll  U. S. co n tro lle d  fo re ig n  co rp o ra tio n s  
as i f  th ey  had r e c e iv e d  the in co m e of the fo re ig n  co rp o ra tio n s  even 
though it w as not d istrib u te d  to  th em .

The T r e a s u r y  D ep artm en t op p oses th is  ap p ro ach . W e b e lie v e  it 
would m ake our in d u s tr ie s  l e s s  co m p e titiv e  w ith th o se  of o th er c o u n tr ie s . 
No o th er co u n try  im p o se s  its  ta x  in su ch  a m a n n e r.

A p r im a ry  e ffe c t  o f the p rop osed  am endm ent m ay  be to  in c r e a s e  th e 
amount of ta x  paid to  fo re ig n  c o u n tr ie s . S in ce  the p aren t co rp o ra tio n  
would be su b je c te d  to  U nited S ta te s  ta x  on s u b s id ia ry 's  p r o fits , it  is  
lik e ly  to  ca u se  th e 'su b s id ia ry  to  r e m it  th o se  p r o f its . A s actu a l d iv i
dends, th e s e  p ro fits  would in m o st co u n tr ie s  be su b je c te d  to  fo re ig n  
w ithholding ta x , th e re b y  in c r e a s in g  th e fo re ig n  ta x  rev en u e and in c r e a s in g  
the fo re ig n  ta x  c r e d it  applied to re d u ce  U nited S ta te s  ta x e s . The 
a f te r - ta x  p ro fits  could th en  be  re tu rn e d  to  th e fo re ig n  s u b s id ia r ie s  as 
w orking c a p ita l.

Although we oppose th e co m p lete  e lim in a tio n  of d e fe r r a l ,  we b e lie v e  
th e re  a r e  c e r ta in  s itu a tio n s  w h ere  d e fe r r a l  is  not ju s t if ie d . In A p ril 
1973, th e T r e a s u r y  D ep artm en t p rop osed  le g is la tio n  w hich would e l im i
nate d e fe r r a l  w h ere  th e fo re ig n  su b s id ia ry  r e c e iv e s  a " ta x  h o lid ay" 
fro m  the fo re ig n  cou n try  as an ind u cem ent to  lo c a te  th e se  o r  w h ere  
the d o m e stic  p a re n t d e c id e s  to  m a n u factu re  abroad  p rod u cts it  in tends 
to s e l l  in th e  United S ta te s . W e b e lie v e  th e se  p ro p o sa ls  a r e  su ffic ie n t 
to l im it  u n ju stifie d  d e fe r r a l  o f U nited S ta te s  ta x a tio n . T h e W ays and 
M eans C o m m itte e  is  p re s e n tly  co n sid e r in g  a ctio n  in  th is  a r e a  and we 
hope w ill even tu ally  adopt an ap p roach  s im ila r  to our A p ril 1973 
su g g estio n .



D ISC .

The D o m estic  In te rn a tio n a l S a le s  C o rp o ra tio n  (D ISC) le g is la tio n  was 
adopted in  la te  1971 as an in cen tiv e  to  exp o rtin g  U nited S ta te s  p ro d u cts. 
It w as a ls o  d esigned  to  en co u rag e  th e re te n tio n  and m o d ern iza tio n  of 
d o m e stic  p rod u ction  f a c i l i t ie s  and to  allow  s m a l le r  d o m e stic  c o r p o r a 
tio n s  to  r e c e iv e  ta x  b e n e fits  equ ivalen t to th o se  a v a ila b le  to  la r g e r  
co rp o ra tio n s  w hich could lo c a te  prod u ction  f a c i l i t ie s  ab ro ad . One of 
th e p rop osed  am end m en ts would re p e a l th is  le g is la tio n .

T he T r e a s u r y  D ep artm en t op p oses e lim in a tio n  of the DISC p ro v i
s io n s .

W hile  it  i s  d ifficu lt to  m e a su re  th e m agnitude of D ISC ’S e ffe c t  on 
e x p o rts , it  w as an tic ip a ted  th at it s  in cen tiv e  value would be fe lt  only 
o v er tim e  a s  U nited S ta te s  m a n u fa c tu re rs  b e c a m e  m o re  ex p o rt co n 
s c io u s  and the ta x  b e n e fits  o f DISC w e re  a ctu a lly  u nd erstood  and 
r e a liz e d . T h u s, w hile th e re  w e re  only ap p ro x im ate ly  2 , 000 D ISCs by 
the end o f 1972, th e r e  a re  now o v er 5 ,0 0 0  DISC co rp o ra tio n s  in  e x is t 
e n c e , m any of w hich a r e  owned by m edium  o r  s m a ll p aren t c o r p o r a 
tio n s . At the p re se n t t im e , only the r e la t iv e ly  in co m p le te  s ta t is t ic s  
fo r  1972 a r e  a v a ila b le  on th e e ffe c ts  o f th e DISC le g is la t io n . H ow ever, 
as  th e A p ril r e p o r t  is su e d  by th e T r e a s u r y  D ep artm en t d e m o n stra te s , 
th e  a v a ila b le  in fo rm a tio n  does in d ica te  th at DISC did in c r e a s e  th e lev e l 
o f U nited S ta te s  e x p o rts . W hile  th e rev en u e  c o s t  w as la r g e r  than e s t i 
m ated , we b e lie v e  th is  w as p r im a r ily  a ttr ib u ta b le  to  th e u nexpectedly  
la r g e  p ro fits  re a liz e d  on e x p o rts  in 1972.

U nited S ta te s  e x p o rts  have in c r e a s e d  d r a s t ic a l ly  in  th e  p a st two 
y e a r s .  H ow ever, so  have im p o rts , and th e r e  is  no a s s u ra n c e  that the 
su rp lu s  e x p e rie n ce d  in  1973 w ill con tin u e. T h e r e fo r e , we b e lie v e  it 
u nw ise to  e lim in a te  th is  ex p o rt in cen tiv e  a f te r  so  b r ie f  a t r i a l  p eriod , 
e s p e c ia lly  when o th e r in d u str ia liz e d  n ation s a r e  m akin g  su b sta n tia l 
e f fo r ts  to  in c r e a s e  th e ir  s h a re  of w orld  ex p o rt m a r k e ts . It should 
be noted th at th e W ays and M eans C o m m ittee  did not adopt the su g 
g e stio n  of so m e  of i t s  m e m b e rs  to re p e a l DISC in its  r e c e n t  rev iew  
of th e le g is la t io n . It did, h o w ever, te n ta tiv e ly  d ecid e to  l im it  its  
b e n e fits  by exclu d in g  a g r ic u ltu ra l and n a tu ra l r e s o u r c e  e x p o rts .

A lto g e th e r  the pending am en d m en ts, i f  en acted , would e ffe c t  a 
fu nd am ental tra n s fo rm a tio n  of m any a s p e c ts  o f ou r e x is tin g  sy s te m  of 
ta x a tio n . W e m u st r e a l iz e  th at th e s e  p ro p o sa ls  w ill have v ery  p r o 
found e f fe c ts  on our a lre a d y  h ighly  s tra in e d  econ om y. Jo b s  a r e  at 
s ta k e . O ur a b ility  to  c o n tro l in fla tio n  i s  at s ta k e . It i s  a t im e  fo r  
ex ce ed in g ly  c a re fu l d e lib e ra tio n  and c a re fu l ch an ge.

The v e ry  b a s ic  d e c is io n s  involved  in  th e pending am endm ents 
a ffe c t  b ill io n s  of d o lla rs  o f in v estm en t and p r o f its .  I have recou n ted  
fo r  you above th e  m a jo r  su rg e  of in v e stm e n t and new p rod u ctive
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capacity which followed the Revenue Act of 1971 which enacted 
ADR and reinstated the investment credit. I could also recount 
for you the decline in investment following the Revenue Act of 
1969, which repealed the investment credit.

Conclusion
In closing I would emphasize that changes in our tax laws such 

as those discussed with you today should only be made after careful 
Committee consideration of the full impact they would have on our^ 
economy. Satisfactory economic growth depends to a significant 
extent on public confidence that our system for making major changes 
in our economic policy will be allowed to work. Let us all work 
together to restructure our tax system carefully. We must con
sider all proposals for tax reform fully and fairly and to shape 
our tax policy in coordination with the long range objectives or 
our total economic policy. We stand ready and willing to cooperate 
with you in that effprt.

o 0 o
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Mr. Chairman, I am pleased to appear again before your Committee 

to discuss delinquent in te rna tiona l debts and unpaid claims owed to the 

United States. This hearing is ,  o f course, the la te s t  in se ries of 

occasions in  which representatives from the Treasury Department have 

appeared before th is  Committee to d iscuss fore ign debt problems. As 

a consequence, you are fa m ilia r  with the steps we have taken in the 

la s t several years, many at the urging of th is  Committee, to c u r ta il 

debt arrearage problems. These include:

1 . ) the implementation o f a formal action by the National Advisory 

Council on Internationa l Monetary and F inancia l P o lic ie s  provid ing fo r 

the de fe rra l or disapproval of loans to delinquent countries,

2 .  ) the holding o f p e riod ic  debt review sessions w ith in  the 

framework of the MAC to d iscuss and coordinate the c o lle c t io n  

e ffo r ts  and problems of the various Government agencies; and

3 .  ) the development of a complete reporting system on foreign debts 

of a l l  m atu rities and debt arrearages owed to the U.S. Government.

We view our re la tio n sh ip  with your Committee on th is  problem of 

delinquent debts as one of partnersh ip. We are both dedicated to the

same goals - m inim ization of arrearages on fore ign c red its  extended 
WS-22
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by the U.S. Government. And we are in  agreement on the means to that 

goal - a carefu l monitoring o f the repayment record of debtors, and 

vigorous pu rsu it of payment when delinquencies occur.

Vie welcome th is  hearing as an opportunity to bring you up to date 

on the status of the delinquency problem, to address ourselves to those 

areas where you have s p e c if ic a lly  requested our views, to o ffe r  some 

thoughts on where we hope to make progress in the months ahead, and 

to answer your questions.

One area that is  o f obvious concern to both your Committee and 

the Treasury Department is  the potentia l adverse impact of the 

world energy c r is is  on the debt se rv ic ing  capacity of countries indebted 

to the United States. The increased p rices of petroleum products, 

f e r t i l i z e r ,  and foodstuffs in  in te rna tiona l markets w i l l  have a 

s ig n if ic a n t  impact on the debt se rv ic ing  capac itie s of many 

developing countries. This impact, however, varies a great deal among 

countries. Some developing countries - lik e  Mexico, B o liv ia ,  and 

Colombia - are v ir t u a l ly  s e lf - s u f f ic ie n t  in o i l and thus to a large 

extent insu lated from the e ffe cts  o f the energy c r is is .  Others are 

important sources of other v it a l raw m ateria ls whose prices are 

increasing rap id ly . A th ird  grouo of more advanced developing 

countries - l ik e  Singapore, Taiwan, and B ra z il - have the economic 

strength to withstand th e ir  increased import costs without serious 

d isrup tion . Cut there remain a number of countries, p a r t ic u la r ly  

those on the Indian subcontinent, in sub-Sahara A fr ic a , and in Latin 

America which face serious debt-serv ic inq  problems.
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I t  is  too ea r ly  to t e l l  exactly  how serious the s itu a t io n  of 

these countries w i l l  become. A number of facto rs are involved - the 

future p rice  of o i l ,  the amount of concessional assistance to be 

provided by the OPEC countries, and the future a v a i la b i l i t y  of 

substitu te forms of energy - to name only a few. However, i t  is  our 

opinion that in 1974, at le a s t ,  few i f  any developing countries which 

otherwise would have been able to serv ice  th e ir  debts w i l l  be unable 

to do so so le ly  because of the increased cost o f petroleum, 

f e r t i l i z e r ,  and food. The e ffect, w i l l  rather be to speed up the 

approaching debt problems of those countries already in f in an c ia l 

d if f ic u l t ie s .

We are responding in numerous ways to the energy c r is is .  One 

of our primary e ffo r ts  has been towards the creation of tra n s it io n a l 

assistance which w i l l  help countries to adjust to increased import 

costs. The in te rna tiona l community has sought to estab lish  

mechanisms fo r both short and longer-term assistance to the 

developing countries most in jured by the energy c r is is .  An 

example is  the IMF o i l  f a c i l i t y .  There is  a lso a c lea r need fo r 

concessional aid to the poorest countries e sp ec ia lly  from the o i l 

exporting nations, and some progress in th is  area has been made.

The U.S. has proposed the creation of a $4 b i l l io n  United Nations 

Fund. Most im portantly, what is  needed is  a lowering of o i l  prices 

and the recognition that vastly  in f la te d  raw material p rices are to 

no one's advantage.
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Despite the new mechanisms being developed to help poorer 

countries deal with the energy c r is i s ,  debt-serv ic ing  problems 

w i l l  probably increase. An NAC working group is  seeking to create 

an ea rly  warning system fo r  countries ' debt serv ic ing  capacity. This 

system, by a carefu l review of pertinen t economic data, w i l l  hopefully 

permit the ea rly  id e n t if ic a t io n  of countries with p o ten t ia lly  serious 

problems. The implementation w i l l  be more d i f f i c u l t  than the idea, 

since the pieces of data to be analyzed are numerous, and th e ir  

co rre la tion s  with fu ture debt se rv ic ing  capacity are less than perfect. 

But we are confident that useful p red ictions can be generated and we 

intend to implement the system as soon as possib le . With an e ffe c t ive  

ea rly  warning system we could more re ad ily  help debtors see th e ir  

problems and take am eliorative action.

E ffo rts  to prevent debt delinquencies must be matched by equal 

e ffo r ts  to e ffe c t c o lle c t io n  of arrearages where these occur.

As you know, the ind iv idua l Government agencies are responsible fo r 

the co lle c t io n  of debts owed to them. I f  th e ir  e ffo r ts  f a i l ,  the State 

Department is  brought in  to pursue co lle c t io n  through diplom atic 

channels. We view our ro le  in th is  process as one o f compiling data, 

focusing agencies' atten tion  on delinquencies, and urging prompt 

c o lle c t io n . Let me give you an example. You are aware that 

Treasury, at the urging of th is  Committee, has begun compiling 

and publish ing data on short-term and accounts receivable 

arrearages. These arrearages are now being reported to the



-5-
> 3

NAC and taken into account in passing on loan applications. The 

Department of Defense is owed significant amounts in arrears on 

these items. Treasury representatives have on several occasions 

met with Defense personnel to talk about these delinquency 

problems, they were fully discussed at the last NAC debt review 

session in March, and we are actively engaged in a written exchange 

of ideas with Defense on appropriate steps to be taken.

We feel that the Department of Defense is paying increased 

attention to its short-term and accounts receivable delinquencies, 

and the statistics indicate that DoD arrearages on these credits 

as a percentage of principal outstanding declined significantly 

during calendar year 1973.

Due to the diligence of the agencies and the NAC important 

results have also been achieved on other delinquencies since I 

last appeared before this Committee. In late 1973, Egypt began 

making payments on its dollar credit arrearages, which in June 1973 

had totalled 51.1 million. They have now all but been eliminated. 

Likewise, Ecuador paid in full a long-standing arrearage totalling 

$650,000 owed to the Department of Defense in February. Nigeria 

and Uruguay have also recently settled outstanding delinquencies.

And the Government of Chile has entered into one debt rescheduling 

agreement with the U.S. and is negotiating another which will provide 

for the eventual full payment of its delinquencies to the U.S.

During fiscal year 1974 the Government of Chile has made 

payments of over $35 million on its debts to the U.S.
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You have requested specific information on the French FRELOC

claim. The Committee is familiar with the background of this matter.

It should be emphasized that the FRELOC claim differs from the debt

delinquencies we have been discussing in that it does not represent a

contractual obligation of the debtor government. Rather it represents

the assertion by the U.S. Government of amounts claimed as indemnification 
%
for the loss of the use of military facilities in France caused by 

the French decision in 1966 to require relocation of our NATO forces 

and equipment. Treasury has indicated to the State Department our 

interest in a settlement of this matter and we have in the past 

discussed possible negotiating position and terms of agreement.

The French have agreed to negotiate a financial settlement.

These negotiations are being handled by the Department 

of State, and they will provide further information on this matter.

The discussion of FRELOC leads naturally to the subject of 

this Committee's request that we expand our reporting system to 

include reports on U.S. claims against foreign countries.

You will recall that in a letter of February 1, Secretary Shultz 

indicated that we would make every effort to see if a useful re

porting system for claims can be devised. We are now in the process of 

preparing draft reporting instructions which we will circulate among 

the various government agencies and discuss with this Committee before 

finalizing. Since this process is not completed, we are unable at 

this point to provide information on the total amount of unpaid



daims owed to the United States. However, we are hopeful that 

reporting instructions on claims can be made operational by the end 

of this year.

We can, of course, supply data on the foreign credits outstanding 

of the U.S. Government, and delinquencies on these credits. As of 

December 31, 1973, the outstanding principal on post World War II 

foreign credits of the United States Government totalled $33.9 

billion, as compared to $31.9 billion on December 31, 1972.

Principal and interest due and unpaid 90 days or more on 

December 31, 1973, was $753,1 million. This figure has been broken 

down by country, credit program, and debt maturity in a table which 

we would like to supply for the record. The total arrearages figure 

of $753.1 million represents an increase of almost $119 million over 

the total delinquencies as of the end of 1972. This increase was 

due mostly to Chile, whose arrearages rose over $86 million during the 

period.

We have just finished compiling preliminary arrearage data on 

long-term credits as of March 31 of this year. Delinquencies on 

long-term credits as of that date stood at $455.7 million. This 

figure includes over $23 million in delinquencies listed as due 

from India and Pakistan on rescheduled AID debts. The debts are listed 

on Treasury's books as delinquencies only because final signings 

of the bilateral rescheduling agreements have not yet taken place. 

Subtracting these two arrearages, the figure for March 31, 1974 is 

$432.6 million. This is $8.7 million below the equivalent for 

December 31, 1973, of $441.3 million.



- 8-

In summary, Mr. Chairman, we are pressing ahead in  our e ffo r ts  

to prevent de linquencies, to e ffe c t c o lle c t io n s , and to provide 

Complete, accurate, and rapid reports on the whole broad spectrum 

of amounts owed the United States Government by fore igners. We 

are, always, open to your suggestions, and we w i l l  be happy to 

answer your questions.

00O00
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FOR IMMEDIATE RELEASE June 6, 1974

FEDERAL FINANCING BANK APPROVES 
$127 MILLION IN LOANS

Over the past two weeks, the Federal Financing Bank has 
approved loans totaling $127 million, guaranteed by the 
Department of Health, Education and Welfare.

They are the first loans to be made by the Bank, which 
was created last December by Congress to coordinate under a 
single agency the many federal and federally-assisted borrowing 
programs.

The Bank purchased from the Student Loan Marketing 
Association, ("Sallie Mae”), a $100 million 91 day obligation 
at a rate of 3/8$ above the latest Treasury 91 day bill 
auction rate. That rate was set on Monday, June 3, 1974, at 
an equivalent bond rate of 8.6$. "Sallie Mae” is a government 
sponsored private corporation that provides liquidity to lenders 
participating in the Federal government's Guaranteed Student 
Loan Program.

Loans amounting to $27 million with maturities as long as 
25 years, were also approved for borrowers under the Hill-Burton 
program for support to community hospitals. The rate was 8 5/8$.

These loans were made much earlier than anticipated to 
accommodate the program responsibilities of the affected agencies.

oOo
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FOR IMMEDIATE RELEASE June 7, 1974
TREASURY ISSUES DUMPING FINDING WITH RESPECT TO 

PICKER STICKS FROM MEXICO
Assistant Secretary of the Treasury David R.

Macdonald announced today that he has issued a dumping 
finding with respect to picker sticks from Mexico. The 
finding will be published in the Federal Register of 
June 10, 1974f

On February 7, 1974, the Treasury Department deter
mined that picker sticks from Mexico were being sold, 
or likely to be sold, at less than fair value within the 
meaning of the Antidumping Act, 1921, as amended.

On May 6, 1974, 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 
picker sticks from Mexico 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 follows as the final administrative require
ment in antidumping investigations.

During the period of January 1, 1973 through 
December 31, 1973, imports of picker sticks from Mexico 
were valued at approximately $60,000.

# # #
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FOR IMMEDIATE RELEASE June 7, 1974

TREASURY ISSUES COUNTERVAILING DUTY ORDER 
AGAINST DIE PRESSES FROM ITALY

Assistant Secretary of the Treasury David R. Macdonald 
announced today the issuance of a countervailing duty order 
upon imports of die presses from Italy.

This action was taken pursuant to Section 303 of 
the Tariff Act of 1930 (19 U.S.C. 1303). Under this 
section the Secretary of the Treasury is required to 
assess on additional duty equal to the amount of a 
"bounty or grant" paid or bestowed on merchandise 
imported into the United States.

The order will be published in the Federal Register 
of June 10, 1974. Countervailing duties will become 
effective 30 days after publication in the Customs 
Bulletin.

Based upon information presently available die presses 
receive payments of 15.74 lira (2.5C) per kilogram under 
Italian Law 639. The date of entry of the merchandise 
into the United States will be the effective date for 
conversion purposes.

During the period October 1972 through April 1973, 
imports of Italian die presses totaled approximately 
$300,000.

# # # # #
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FOR RELEASE 6:30 P.M. June 10, 1974

RESULTS OF TREASURY’S UEEKLY BILL AUCTIONS

Tenders for $2.6 billion of 13-week Treasury bills and for $1.9 billion 
of 26-week Treasury bills, both series to be issued on June 13, 1974, 
were opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 
COMPETITIVE BIDS:

High
Low
Average

13-week bills 
maturing September 12,1974

Price
Equivalent 
Annual Rate

97.927 a/ 
97.905 " 
97.912

8.201%
8.288%
8.260% 1/

a/ Excepting 3 tenders totaling $1,195, 000

26-week bills
maturing December 12, 1974

Price
Equivalent 
Annual Rate

95.805
95.785
95.792

8.298%
8.337%
8.324% 1/

Tenders at the low price for the 13-week bills were allotted 40%. 
Tenders at the low price for the 26-week bills were allotted 83%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted
Boston $ 49,130,000 $ 31,025,000 $ 49,250,000 $ 18,845,000
New York 2,945,230,000 2,118,710,000 2,886,590,000 1,580,120,000
Philadelphia 35,715,000 35,480,000 75,425,000 30,805,000
Cleveland 76,325,000 73,905,000 82,800,000 43,050,000
Richmond 53,780,000 31,380,000 39,790,000 20,670,000
Atlanta 40,925,000 38,045,000 48,060,000 24,990,000
Chicago 180,405,000 111,065,000 197,630,000 43,335,000
St. Louis 58,110,000 28,450,000 59,090,000 23,180,000
Minneapolis 24,635,000 11,435,000 24,170,000 5,950,000
Kansas City 40,885,000 31,490,000 38,610,000 30,780,000
Dallas 42,125,000 20,115,000 28,525,000 13,195,000
San Francisco 142,850,000 69,015,000 260,000,000 65,485,000

TOTALS $3,690,115,000 $2,600,115,000 h/$3,789,940,000 $1,900,405,000 £/

b/ Includes $ 453,190,000 noncompetitive tenders accepted at average price. 
Sj Includes $ 294,055,000 noncompetitive tenders accepted at average price. 
1/ These fates are on a bank discount basis. The equivalent coupon issue 

yields are 8.55% for the 13-week bills, and 8.81% for the 26-week bills
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FOR RELEASE ON DELIVERY JUNE 11, 1974

STATEMENT BY THE HONORABLE WILLIAM E. SIMON 
SECRETARY OF THE TREASURY 

BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL FINANCE

OF THE
HOUSE BANKING AND CURRENCY COMMITTEE 

TUESDAY, JUNE 11, 1974

I am glad to have this opportunity to answer directly 
the questions and concerns about the proposed Fourth 
Replenishment of the International Development Association 
that were raised on the House Floor last January. These 
issues have now been examined in detail in the Senate and, 
as you know, the Senate passed its version of the IDA bill 
two weeks ago by a two-to-one majority.

Before turning to the specific questions, let me say 
at the outset why I think that the United States cannot 
afford to reject making this contribution to IDA. In our 
own interest and in the interest of a stable world economy, 
we are trying to bring about, through negotiation, extensive 
reform of the international monetary and trade systems, and 
to promote a cooperative approach to energy problems. If 
we are not willing to cooperate in providing a fair share of 
development finance, our industrialized country negotiating 
partners will react accordingly in these other aread. Since 
all of these fields are interrelated, we would pay a high 
price in our other negotiations if we shirk our fair share 
in IDA.

All other industrialized"nations are in agreement with 
this new contribution, and U.S. failure to participate would 
be interpreted correctly as unwillingness, on our part, to 
bear a fair part of a critical international effort.

Since I have been deeply involved in the energy crisis 
and.our nation's response, I was, and continue to be, 
keenly aware of the serious threat to our economic well 
being posed by higher oil prices and our dependency 
on foreign sources of supply. Nevertheless, when the 
Administration's proposal on IDA replenishment was presented

WS-26
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to the House of Representatives early this year, I believe —  
as I do now —  that the United States, in its own interest, 
could not afford to withdraw from its role in international 
cooperation through IDA. Secretary of State Kissinger and 
Secretary of the Treasury Shultz also had this in mind when 
they issued a joint statement after the IDA replenishment 
proposal was voted down by the House last January. At that 
time they said that "... In this most critical of times for 
international amity and harmony this action represents a major 
setback to our efforts of cooperation and to the ability of 
the U. S. to provide leadership in a world where there is an 
increasingly serious tendency for nations to believe their 
best interest lies in going it alone."

I would like to turn now to several specific concerns 
that arose in the House debate last January.

First and foremost, the timing and appropriateness 
of a large new contribution for assistance was questioned 
when our nation was faced with one of the most serious 
economic crises in its history. We were faced with an oil 
embargo by Arab countries which plunged us into an energy crisis. 
The shortage of petroleum was compounded by its soaring costs. 
The tragic war in the Middle East had grave implications for oil 
supply and gave rise to great uncertainty in both the developing 
countries and developed countries alike.

Today, issues which gave the House of Representatives 
such grave doubts have been largely clarified and resolved.
The Arab oil embargo no longer exists. By the efforts of 
the United States Government —  of which we can be proud —  
we have the makings of peace in the Middle East. Domestic 
shortages of petroleum products are coming close to being 
eliminated. Higher oil prices do continue to pose serious 
problems for us and even more for our other industrial trading 
partners, such as Japan, Germany and England. But this should 
not be the rationale for not moving ahead now on the IDA.
We are attacking the price problem directly —  at home by 
reducing demand and increasing supply through several actions 
such as encouraging the leasing of off-shore oil areas.
Abroad, we are working with other consumer nations on joint 
approaches and with OPEC nations to demonstrate to them that 
their own economic self-interest is founded on a strong world
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economy and on being responsible petroleum suppliers at 
reasonable prices. Just last week, we began our own dis
cussions with Saudi Arabia on improving cooperation on oil 
both bilaterally and multilaterally.

But for most of the poorest countries, in which the 
majority of the world's population reside, the problem 
threatens destitution and starvation, as they not only face 
the rising costs of energy but of fertilizer and food as well.
With few exceptions these poorest nations are struggling to 
maintain already low per capita incomes. It is therefore more 
important than ever that the IDA —  which will be out of money 
this month —  be able to continue its lending operations. We 
will not, through this vehicle, be meeting the oil bills of 
these poor countries, but rather maintaining the momentum of 
a key existing aid program.

A second major area of concern in the House last January 
was that a contribution to the IDA would be useless or, worse, 
would only be passed through the less-developed countries to 
the oil-rich countries to buy petroleum at higher prices.
Let the oil-rich pay our share, some contended. It is understandable 
that the doubts raised by the implications of higher oil prices 
led the House of Representatives to react negatively to the IDA 
bill last January.

In answering this question I would like to lay to rest one *
wrong impression about the use of IDA funds. Neither the IDA 
funds nor the funds from any of the international development 
banks go to finance oil imports. These funds are lent for specific 
development projects. The money goes for such projects as hydro
electric dams, thus broadening the base of the world's energy 
resoures; for fertilizer plants, to maximize the economic use of 
natural gas deposits; for roads, railroads, and ports, to facilitate 
the transport of raw materials? and for semi-manufactured products 
upon which we in the United States, as well as other industrialized 
nations, are increasingly dependent for our continued prosperity.

more
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IDA credits are also made for agriculture to increase 
the world's food production; and for education and public 
health, to increase the abilities of people to produce and 
earn a sustainable living in basic human dignity. That is 
how these funds are used. And if IDA did not furnish the 
funds, the majority of projects would simply not go forward 
because the nations do not have the domestic savings or a 
strong enough international credit standing to finance them 
alone.

I should, however, point out that IDA does not finance 
the whole project. The borrowing nations themselves are 
requested to make a self-help effort by putting up more than 
60s of the total costs from their own budget funds or by 
locally borrowed funds. The IDA —  like the other development 
banks is an economic catalyst, and a supplier of seed 
capital upon which a less-developed country grows.

A third question raised in the House last January also 
showed concern about responsibility of the oil-producing 
countries with their enormous new revenues. Don't they have 
a special responsibility toward the less-developed countries 
to assume an increased share of the cost of economic develop
ment assistance, or at least attempt to moderate the dis
astrous impact higher oil prices have on less-developed 
countries? The answer, of course, is that they do.

While the concrete commitments have been few thus far, 
there has been progress and solid evidence that the oil-rich 
countries will recognize that their new affluence carries 
with it important responsibilities toward the hardest-hit, 
less-developed countries.

Oil-producing countries have pledged $3 billion to a 
special facility in the International Monetary Fund to help 
countries cope with international price increases; they have 
also purchased over $600 million of World Bank bonds to permit 
further development lending, and expect to make a larger 
amount of such purchases next year. Venezuela is actively 
negotiating a half-billion-dollar trust fund in the Inter- 
American Bank. Iran is extending substantial bilateral assis
tance within the Middle East and Asian regions. Kuwait is 
expanding its Economic Development Fund from $600 million to 
$3 billion for worldwide concessional lending, although ex
pansion may be temporarily slowed somewhat because of the 
Fund's shortage of qualified technical personnel. The frame
work of a $1 billion plus Islamic Development Bank is now
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being finalized. While virtually all of these resources 
are being made available on relatively favorable terms, it 
is clear that continuing emphasis must be placed on the need 
for resources on truly concessional terms.

But increased economic assistance from oil-producing 
countries in helping to meet the problems faced by the poorest 
countries cannot substitute for our own efforts or those of 
other industrialized nations. No other industrialized nation 
is cutting back on its IDA contribution, no matter how hard 
the energy crisis has hit it. A reduction of our support for 
the IDA and the other multilateral economic assistance efforts 
would not only aggravate the extremely difficult situation 
in which many poor nations now find themselves; it would 
undermine our position that the newly rich oil-producing 
countries should join in contributing their fair share of 
international economic assistance.

A fourth point posed in the House concerned the question 
of whether the United States could afford this new contribution 
to IDA, particularly in a period o:f dangerous inflation. Are 
we not doing too much already? Shouldn't other industrialized 
nations do more?

As to our affording it, let me put the matter in its 
proper perspective. Our annual IDA contributions represent 
only three one-hundredths of one percent of our total product, 
and only about one-tenth of one percent of our budget. The 
cost of this assistance to each American is about $1.80 a 
year, while IDA can make the difference between life and death 
to large numbers of people in developing countries.

And while inflation is the single greatest economic problem 
facing the United States and indeed the world, this must be 
solved by attacking the problem directly. I have pledged to 
combat inflation with a responsible government spending program, 
and I mean to carry out that pledge. This does not mean that 
we should cut programs vital to'-our own interests. IDA is 
just such a program and, since the funds would be spent over 
a period of years beginning in FY 1976, the impact would not 
affect our current battle with inflation.

Now what are others doing? Other nations have agreed to 
a reduction in our share in the IDA replenishment to one-third 
in this replenishment. This was, of course, before the energy
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crisis, which as I said, hit most other IDA contributors 
harder than it did the U. S. Therefore, a share of one-third 
is fair to the United States. Moreover, the balance of pay
ments effects of our participation in the multilateral in
stitutions as a group has been positive.

While our one-third share of IDA is $1.5 billion out of 
a total of $4.5 billion, the Fourth IDA Replenishment, unlike 
earlier IDA replenishments, allows the United States a four- 
year appropriation period instead of three, and accordingly, 
the Senate amended the original bill to indicate precisely 
that our contribution would be $375 million per year for four 
years beginning in Fiscal Year 1976. In our previous pre
sentation to the Congress, this was not clear. By comparison, 
our current annual contribution to the IDA is $386 million 
per year. This is composed of $320 million per year from 
the Third IDA Replenishment, plus $66 million per year to 
take into account the changes in the official value of the 
dollar. The $375 million per year requested here will not be 
subject to additional payments, even if there were further 
devaluations of the dollar at a future date. In other words, 
the maintenance of value provision in past IDA replenishments 
was eliminated in our international negotiations, in recogni
tion of the strong sentiment in the Congress to avoid additional 
payments should the value of the dollar change.

These, then are the answers to the criticisms and concerns 
raised on the House Floor when it considered the original 
authorizing legislation for the Fourth Replenishment of IDA.
And, as I said at the outset, there are good solid positive 
reasons to go forward with this legislation. This Committee 
recognized these reasons when it reported out the IDA replenish
ment legislation last December. Let me simply reiterate here 
that IDA lends to the poorest of developing countries, that it 
has proven its effectiveness, and that it is important, not 
only in its own right, but also as a vital part of the world 
economic order we are striving to create in the interest of 
ensuring stability and prosperity for the United States.

oOo



FOR IMMEDIATE RELEASE

SECRETARY OF THE TREASURY WILLIAM 
BANKING AND CURRENCY SUBCOMMITTEE 

U. S. POLICY WITH RESPECT TO

Today U. S. producers of gold are free to sell it at world 
market prices. U. S. Citizens are free to buy gold for industrial, 
artistic, and numismatic collection purposes. For this last pur
pose, coin collecting, it is now possible to buy gold in the 
United States in coin form at less than 10% above its bullion value 
in the world market.

At the appropriate time I believe that the existing res
trictions on U. S. citizens' investing in gold in bullion form 
should be removed. Restrictions on the freedom of U. S. citizens 
are repugnant to me and should be retained only with clear justi
fication. The principal original justification for the restrictions 
in the thirties obviously is not our current problem. And per
mission for U. S. citizens to invest in gold could actually have 
an appreciable anti-inflationary impact in the U. S. if the change 
were introduced at a time when it did not contribute to market 
uncertainty and if the U. S. sold gold from government-held stocks 
to meet some or all of the new investment demand.

I do not believe, on the other hand, that it would be wise 
for the Congress to legislate removal of the existing gold re
strictions on a certain date. Such legislated inflexibility could 
hamper the U. S. representatives in negotiations which are underway 
right now. Such legislation could force removal of the restrictions 
at a time when the action might happen to exacerbate a disturbed 
situation either in U. S. markets or in international markets in 
which we have a vital interest.

The President already has the authority to remove the gold 
restrictions when the step can be taken without serious distur
bance. My own desire is that I will be able to recommend that he 
do so —  and that he will —  before the end of this year unless 
there are new damaging developments in economic affairs that 
indicate that the step should not be taken. I urge you to have 
sufficient faith to leave to us the choice of a date when the 
change can be made without potential damage to our economy.

June 11, 1974

E. SIMONS' RESPONSE AT HOUSE 
HEARING TODAY WHEN ASKED ABOUT 
DOMESTIC GOLD OWNERSHIP

WS-27
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FOR RELEASE AT 12:15 P.M. 
TUESDAY, JUNE 11, 1974

REMARKS OF THE HONORABLE EDGAR R. FIEDLER 
ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY 

BEFORE THE 11TH ANNUAL FORECASTING CONFERENCE 
CO-SPONSORED BY THE CHICAGO CHAPTER OF THE 

AMERICAN STATISTICAL ASSOCIATION,
THE COLLEGE OF BUSINESS ADMINISTRATION, UNIVERSITY OF ILLINOIS, 

AND THE CHICAGO ASSOCIATION OF COMMERCE AND INDUSTRY
CHICAGO, ILLINOIS 
JUNE 11, 1974

ON PRACTICING THAT OLD-TIME RELIGION
Economic policy has a theme song’. The song is ’’That 

Old-Time Religion." It’s not new and it’s not especially 
melodious but, considering what an arcane subject economic 
policy is, the lyrics are surprisingly descriptive.

In the fight against inflation, the Administration 
has emphasized farm and energy policies that maximize 
food and fuel production. It has called for greater fiscal 
discipline in the form of a move toward a balanced budget. 
It has applauded the monetary restraint of the Federal 
Reserve. And it has cited the need for more saving and 
investment. Certainly all of these reflect the image of 
"that old-time religion." The Administration has also 
forsworn gimmicks such as wage and price controls that 
attack the symptoms of inflation but not its fundamental 
causes, and this too is consistent with "that old-time 
religion." Thus, the theme song seems quite appropriate to 
current economic policy.

WS - 25
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However, as with any simple theme or slogan -- no 
matter how useful they may be'in terms of instant public 
recognition -« there is the danger of oversimplification.
For example, "that old-time religion" might be misinterpreted 
to mean that the Administration will pursue the orthodoxy 
of a balanced budget with an unswerving theological devotion 
that ignores the level and direction of unemployment.

That is, of course, not the case. Our purpose is, 
rather, to bring to economic policy a better balance 
between the often conflicting goals of full employment and 
price stability. Through the postwar period, policy has 
almost always been tilted toward maximizing employment, 
while paying much less attention to the inflationary con
sequences. "That old-time religion" will not abandon the 
employment goal, but will raise the anti-inflation priority 
to the same level as full employment.
What is Full Employment?

But to state that both goals should have high priority 
does not solve the central economic issue of how the trade
off between them should be reached. Some years ago, many 
students of economic policy thought that 4 percent unemploy
ment would provide a fair compromise, i.e., reasonably full 
employment and reasonable price stability.

More recently, serious questions have been raised about 
the 4 percent unemployment goal. A variety of changes have 
taken place in the economy, most of which appear to have 
raised the unemployment rate that would be associated with 
an acceptable unemployment-inflation trade-off.

Perhaps the most important of these changes is the 
shift in the composition of the labor force, which now 
includes many more persons -- teenagers and working wives, 
especially -- whose attachment to the workforce is less 
permanent and who move in and out of jobs more frequently 
than other workers. This compositional shift has raised 
the average level of unemployment associated with a given 
balance of economic demand and capacity.

i
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Other changes in the economy, such as the improved 
protection that workers now have against the hardships 
of unemployment, have moved in the same direction. However, 
there are also changes that work the opposite way; for 
example, the occupational and industrial composition of 
the economy have both moved in the direction of lower unemploy
ment .

Where all this comes out is not easy to say. Some 
analysts have used calculations based on the shift in the 
age-sex distribution of the labor force to suggest that the 
"acceptable” unemployment rate is now about three-quarters 
of a percentage point higher than in the middle 1950's; 
if 4 percent was appropriate then, 4 3/4 percent is appropriate 
now. My own view is that such calculations are dubious,, 
essentially because they account for changes in only two of 
the many dimensions of our economy. The most we can say?
I believe, is that stimulative fiscal and monetary policies 
should not endeavor to reduce the unemployment rate as far 
as was once thought appropriate.
The Different Facets of Full Employment

There is, however, a still more fundamental issue that 
should be raised about the trade-off between unemployment 
and inflation. That issue is whether we are even asking 
the right question. In part, it seems to me the answer is 
that we are not.

Basically, we think about economic policy as follows:
When the economy is weak and inflation is subdued, fiscal 
and monetary stimulus should be used to increase demand until 
the economy reaches the limits of its capacity to produce at 
reasonably stable prices. Our basic error in this is that 
we almost always think of the limits of economic capacity in 
terms of the unemployment rate.

But surely this is too narrow a view of the cyclical 
limits of economic expansion. One only has to review our 
postwar history to see that our economic booms did not come 
to an end solely because we reached the limits of expansion
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m  the labor markets, but for a variety of different reasons.
The 1973 expansion, for example, was choked off by a severe 
shortage of processing capacity for basic materials. In 
1966, on the other hand, it was a severe congestion in the 
financial markets that brought the expansion to a temporary 
halt; we reached what might be called ’’financial full 
employment.”

In 1968-69, when the unemployment rate declined to 
below 3 1/2 percent, it seems clear that the economy reached 
its cyclical limits primarily in terms of full employment 
in the labor markets. For the 1955-57 boom, the evidence is 
mixed: the labor market was obviously under pressure during 
that period, but so was our capital stock, probably more 
in the advanced-processing industries than in basic materials.

I do not mean to suggest that there is no correlation 
between these several facets of capacity utilization; quite 
clearly there is. When we move toward full employment in 
terms of the labor market we also move toward full utilization 
of our capital stock, and of our financial markets. But 
the evidence is strong, I think, that there is much less than 
perfect harmony among these measures. At one time, one will 
be the critical variable in defining the limits of cyclical 
expansion toward which economic policy should be focussed.
At another time, it is a different facet of capacity that 
will set the limits.

This whole matter is further complicated by two additional 
factors. First, how far the economy can expand toward its 
productive limits depends in part on the nature of the expansion, 
especially on how fast and how well balanced it is. The 1973 
expansion, for example, probably took place at a greater speed 
than would have been ideal. Second, the cyclical limits on 
expansion are determined in part by what is happening to the 
economies of other nations. In 1973, all of the industrialized 
countries experienced boom conditions simultaneously -- in 
particular, the shortage of processing capacity for basic 
materials was critical throughout the world - - and this fact 
placed additional limits on the ability of the American 
economy to expand.
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I do not know any simple or accurate or satisfactory 
way to measure where the limits of capacity are under, 
each of these diffèrent facets, of capacity utilization.
I can only suggest that we should take an eclectic and 
cautious approach to setting economic policy. Furthermore,
I feel strongly that it is a serious mistake to focus so 
narrowly on the unemployment factor alone, as we so often 
do when thinking about this trade-off.

Certainly it is misleading to measure, as we do now, 
the potential output of our economy (’’Potential GNP” -- 
gee pages 61 and 95 of Business Conditions Digest) only in 
terms of employment and labor productivity. That sort of 
measurement suggests that we are satisfied with a ’’production 
function” for our economy based solely on labor input. The 
postwar experience, however, tells us how important it is 
to take explicit account of a variety of other inputs, 
including our capital stock, materials, and perhaps even 
financial resources.
What Course for Economic Policy?

The present economic situation provides a particularly 
telling illustration of how an exclusive focus on unemployment 
can be highly misleading in formulating policy. The recent 
weakness in economic activity has raised the unemployment 
rate from around 4 3/4 percent last summer to about 5 1/4 
percent now. This has suggested to some that fiscal and 
monetary policy should be eased to stimulate the economy.
Indeed, the Senate is now debating a bill to cut taxes by 
some $5-7 billion for just that purpose.

The rise in unemployment, however, is not a valid signal 
that economic demand is now falling short of our capacity to 
produce. What happened is that the energy crisis, which was 
the prime source of the economic weakness, brought about a 
simultaneous decline in both demand and capacity. The 
concern about energy availability and the rise in prices 
sharply reduced consumer demand for large cars, recreational 
vehicles, tourism, utility services and the like. Simultaneously, 
the same forces neutralized some of the available capacity to 
produce these goods and services -- at least temporarily.
For example, some of our capacity to produce large cars is 
of no value, as long as consumers are not in the mood to buy 
them.
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Meanwhile, in the rest of the economy & r outside of 
those areas directly impacted by the energy crisis, and 
except also foi housing -- activity has continued at 
virtually flat-out, full capacity. Most basic materials 
have remained in sliort supply and unfilled order backlogs 
have continued to grow. Both are clear indications that 
excess demand is still the predominant problem of businessmen -- 
not a lack of sales or new orders. Similarly, inflationary 
pressures have continued to be very heavy.

Accordingly, a tax cut is not the right medicine for 
the present situation. Putting more money into the hands 
of consumers would do little to increase production or 
employment. All it would do is add to the already strong 
pressures on prices.

For the moment, then, there is not much that can be* 
done through general fiscal and monetary policies to reduce 
unemployment. The half-point rise in the unemployment rate -- 
with perhaps a bit more to come -- is an unwelcome but 
unavoidable result of the energy crisis.

As we look ahead to the later months of 1974 and to 
1975, the most reasonable expectations are that the economy 
and employment will experience renewed growth. We are 
hopeful that this growth will be vigorous enough to cut 
gradually into the unemployment rate. We are hopeful also 
that this growth will be sufficiently well balanced so 
that the oncoming increases in productive capacity will 
accommodate the expansion, while also permitting a gradual 
subsidence of inflationary pressures.

But this is a complex, unwieldy and amorphous process, 
fraught with risk. Difficulties abound. As mentioned earlier, 
there are no fully satisfactory measures for the different 
facets of capacity utilization to indicate where the limits 
of cyclical expansion are likely to be met. Neither is there 
any useful way to know just how, in line with the precepts of 
that old-time religion, the proper balance is to be struck 
between the employment and inflation goals. Policy makers 
deserve our sympathy.

On the other hand, nobody ever promised them a rose 
garden!
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for i m m ed i at e r e l e a s e June 11, 1974

AMOUNT OF TREASURY BILLS OFFERED IN WEEKLY AUCTIONS

In today's announcement of the weekly auction of 
Treasury bills to be held on June 17, the amount of bills 
offered is continued at $200 million more than the amount 
that is maturing.

The total of bills offered is being continued at 
$4.5 billion because a foreign central bank will be bidding 
for $200 million of bills in that auction and in each of 
the following nine weekly auctions.

The purpose of the bank's entry into the bill auctions 
is to achieve a better balance between its holdings of 
special Treasury issues and marketable Treasury issues.
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Washington, d.c. 20220 TELEPHONE W04-2041

¿FOR IMMEDIATE RELEASE June 11, 1974

TREASURY’S WEEKLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders for two 
leries of Treasury bills to the aggregate amount of $4,500,000,000, or thereabouts,
¡to be issued June 20, 1974, as follows:

91-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts, 
Representing an additional amount of bills dated March 21, 1974, and to mature 
September 19, 1974 (CUSIP No. 912793 UQ7), originally issued in the amount of 
¡$1,801,875,000 (an additional $100,065,000 was issued on June 5, 1974), the 
Mditional and original bills to be freely interchangeable.

182-day bills for $1,900,000,000, or thereabouts, to be dated June 20, 1974,
!nd to mature December 19, 1974 (CUSIP No. 912793 VD5).

The bills will be issued for cash and in exchange for Treasury bills maturing 
ame 20, 1974, outstanding in the amount of $4,300,010,000, of which Government 
ccounts and Federal Reserve Banks, for themselves and as agents of foreign andI[international monetary authorities, presently hold $2,611,940,000. These accounts 
ay exchange bills they hold for the bills now being offered at the average prices 
(of accepted tenders.

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

Tenders will be received at Federal Reserve Banks and Branches up to the closing 
jhour, one-thirty p.m. , Eastern Daylight Saving time, Monday, June 17, 1974.
Renders will not be received at the Treasury Department, Washington. Each tender 
Rust 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 
jin the special envelopes which will be supplied by Federal Reserve Banks or Branches 
(on application therefor.

Banking institutions and dealers who make primary markets in Government 
[securitieŝ  find report_daily to the Federal Reserve Bank of New York their positions

(OVER)
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vith respect to Government securities and borrowings thereon may submit tenders 
for account of customers provided the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks and 
trust companies and from responsible and recognized dealers in investment securities. 
Tenders from others must be accompanied by payment of 2 percent of the face amount 
of Treasury bills applied for, unless the tenders are accompanied by an express 
guaranty of payment by an incorporated bank 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
•hall 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 f ,the respective issues. Settlement for accepted tenders in accordance with the
bids must be made or completed at the Federal Reserve Bank on June 20, 1974,
in cash or other immediately available funds or in a like face amount of Treasury
bills maturing June 20, 1974. 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.



ASHINGTON. D C. 20220
Department of the TREASURY
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FOR RELEASE ON DELIVERY *

STATEMENT OF THE HONORABLE PAUL A. VOLCKER 
THE UNDER SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS 

BEFORE THE SENATE COMMITTEE ON FINANCE 
ON EXTENSION OF THE DEBT LIMIT 

WEDNESDAY, JUNE 12, 1974, AT 10:00 AM

Mr. Chairman and Members of the Committee:

It is a pleasure for me to appear before this Committee 

today to discuss the current economic climate and our latest 

revisions of the Federal budget. Secretary Simon has asked me 

to emphasize that only a firm commitment to a meeting of the 

International Monetary Fund's Committee of 20 today and 

tomorrow -- a meeting that will consolidate negotiations on 

international financial agreements that we have been working on 

for the past two years -- kept him from being present in person.

The need once again for legislation on the debt limit is 

the occasion for this meeting with you, and I must note that we 

are coming very close once again to the expiration of the current 

temporary ceiling.

As you know, the House has enacted H.R. 14832, which pro

vides a temporary limit of $495 billion through March 31, 1975.
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This is a tight ceiling, $10 billion below the temporary ceiling 

we requested to cover the Federal Government’s financing re

quirements through fiscal year 1975. Even so, this necessary 

legislation to increase the temporary debt limit encountered 

resistance in the House, and it was necessary for the Speaker 

to cast a tie-breaking vote on this legislation. We interpret 

the vote in the House as an expression of concern regarding in

flation, the size of the Federal budget, and the Government's 

deficit spending, concerns that we share.

Inflation is the number one domestic problem facing this 

Nation. Part of the explanation for our double digit rate of 

inflation now,lies in the Federal deficits which have occurred 

in 14 of the past 15 years. As Secretary Simon has said on a 

number of occasions, we believe that we must find ways to trim 

the budget deficit in the coming fiscal year and aim at a 

balanced budget in fiscal year 1976. The Administration and 

the Congress are on notice that this inflation problem must 

be solved.

The time has come when the Congress and the Administration 

must find better procedures for examining the budget and 

keeping it in line with our economic situation. In this regard,
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the Administration firmly supports legislation, which has 

just been reported by the Conference Committee, that would 

set up a mechanism for the Congress to look at the Federal 

budget as a whole -- receipts and outlays -- and set Federal 

fiscal priorities within overall budget aggregates that will 

bring us nearer to achieving our economic policy goals.

For years, people have thought of the debt limit as a 

substitute for positive budget control. But the debt limit 

is clearly not up to that. Positive budget control is needed 

at the beginning of the budget process when receipts are 

estimated and funds are appropriated, rather than at the end 

as in the case of the debt limit.

Several Secretaries of the Treasury have discussed the 

fatal flaw in the debt limit -- that it is the tail rather than 

the head of budget control efforts. In fact, the necessity for 

legislation periodically on the debt limit has sometimes had a 

perverse impact. Since the debt limit is "must” legislation, 

it has been used as a vehicle to pass other, often unrelated 

legislation, much of which has added to outlays. Currently, 

of course, there are pressures to append tax reduction to this 

debt limit bill, a move that we believe could only aggravate
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the Nation's inflation problem.

The Administration is firmly opposed to any tax reduction 

at this time, even if it were enacted along with so-called 

reform measures intended to offset the revenue loss. The 

issues are complex, as you know, but one of the things we need 

at this time is to encourage investment in new capacity to 

meet our energy requirements, to increase food output, and 

generally to strengthen the economy. Even if personal income 

tax reduction were offset in terms of revenue by increases in 

other taxation, the package would tend to increase consumption 

and reduce investment. This would exacerbate current pressures 

on the Nation's productive capacity and contribute to continued 

inflation.

In the absence of final passage of debt limit legislation, 

the $475.7 billion debt limit will revert to its permanent 

ceiling of $400 billion on July 1. Since the debt subject to 

limit on that date will exceed the permanent limit by about 

$75 billion -- more or less depending on the exact level of 

the cash balance -- congressional action is necessary to main

tain the borrowing authority and the credit of the U . S .  Govern

ment.
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Attached to my statement are the usual tables. The first 

of these shows actual operating balances and debt subject to 

limit through May 31 and estimated debt subject to limit at 

the end of June this year. Table 2 extends these estimates 

through fiscal year 1975, based on the conventional assumptions 

of a $6 billion cash balance and a $3 billion margin for con

tingencies. In addition, we have shown a $3 billion contingency 

item beginning in August to cover Treasury loans to the Federal 

Home Loan Bank System, reflecting housing measures recently 

announced by the President.

The revised budget figures for fiscal years 1974 and 1975, 

which underly these estimates, are presented in Table 3. The 

expenditure figures will be discussed in detail by the Director 

of the Office of Management and Budget. Changes in revenue 

estimates are shown in Tables 4 and 5. Apart from the effects 

of the action taken by the House Ways and Means Committee with 

respect to taxation of the petroleum industry, the principal 

changes reflect some shortfall 'of corporate income tax receipts 

from earlier estimates, despite the fact that profits themselves 

appear to be running up to the assumptions that underly the 

budget projections.
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As this Committee is well aware, changes in the public 

debt are related more directly to the surplus or deficit in 

the Federal funds than in the unified budget surplus or 

deficit. The current relationships between these budgetary 

concepts is shown in Table 3.

In summary, the unified budget is now projected to be 

in deficit by $3.5 billion in fiscal 1974, a somewhat smaller 

figure than projected in February. In fiscal 1975, the unified 

budget deficit is projected at $11.4 billion. In contrast 

the Federal funds budget, which includes receipts and expendi

tures handled by the Government as "owner," is now projected 

to be in deficit by $17-1/2 billion in fiscal 1974 and this 

deficit will increase to nearly $20 billion in fiscal 1975.

This Federal funds deficit results from the fact that 

large expenditures are made from the Federal funds into the 

trust funds, and not to the public. As a result of these 

intra-governmental payments, the trust funds will have a 

surplus of $8.5 billion in fiscal year 1975. Since we are 

required to invest this trust fund surplus in Government 

securities, the increase in the public debt during fiscal 

year 1975 will far exceed the unified budget deficit.
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I should note that the $495 billion debt ceiling enacted 

by the House extends only through March, and does not provide 

leeway through that date for the usual $3 billion contingency 

margin or the $3 billion allowance requested to provide for 

Federal Home Loan Bank borrowing from the Treasury under the 

new housing program.

I am not requesting restoration of the $10 billion of 

borrowing authority that the House cut from our request or a 

longer period, even though the tight limit could well create 

some difficulties in financing all programs, including the 

housing program, and further action will be needed before 

the end of the fiscal year. I would note that an error of 

only 1 percent in either outlays or receipts amounts to approx

imately $3 billion, the whole amount of the usual contingency 

allowance.

The fact that there was no contingency allowance in the 

$475.7 billion temporary debt ceiling that was enacted in 

December and expires at the end of this month has created 

problems in managing the Treasury*s cash position economically 

and effectively. We felt obliged to operate with an unduly 

low cash balance in the first part of April and again in mid- 

June -- dropping to about $2 billion, enough to cover
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expenditures for only one and a half working days -- in part 

because of a debt limit problem we anticipated would develop.

Our projections show that we will remain under the debt limit 

at the end of June only by holding our cash balance to a lower 

figure than would otherwise be desirable in light of the fact 

that both July and August are deficit months.

In another area of financial management, the Treasury has 

for some months been studying whether changes should be made 

in its tax and loan account system. Under this system, which 

has been in effect since World War I, certain taxes are paid 

into Treasury tax and loan accounts in commercial banks. The 

Treasury then calls the money out of these accounts as it is 

needed for disbursements, thus avoiding disruptive effects on 

the money market that Treasury operations would otherwise cause.

In view of the recent high levels of interest rates, the 

Treasury had become concerned that the imputed earnings value 

of these deposits had become considerably greater than the 

value of the services banks perform for the Government. Our 

study had revealed that this is so, and we are now in the process 

of deciding how the value can best be recouped, bearing in mind 

that it must be done without upsetting the money market or

n
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delaying tax collections. It is possible that we will need 

to propose that we be given a limited authority to invest 

a portion of our operating balances to improve the efficiency 

of our cash management, an authority which we now lack. We 

will be publishing our report shortly, making our conclusions 

known to the Congress and the public.

In conclusion, I would urge upon the Congress one further 

point. Great uncertainty and agonizing problems for the 

Administration and the Congress have been created on more 

than one occasion in recent years because of difficulties in 

achieving timely enactment of a new debt limit, in part 

because of the addition of unrelated and highly controversial 

provisions to this necessary legislation. I am most strongly 

convinced that review of the debt limit and these hearings can 

be an occasion for orderly review by this Committee of the 

financing of the Federal Government, and its relationship to 

economic developments. However, this necessary and desirable 

process should not be permitted to threaten, as it sometimes 

has, a financial crisis for our Government as a byproduct of 

controversy over other measures.

Tables I ,  I I ,  I I I ,  IV & V

0O0



TABLE I

PUBLIC DEBT SUBJECT TO LIMITATION 
FISCAL YEAR 1974

Based on Estimated Budget Outlays of 
$269,5 Billion and Receipts of $266.0 Billion

($ Billions)
■ !Public Debt

Operating Subject to
Cash Balance Limitation

1973 ACTUAL "

June 30 $12.6 $459.1

July 31 7.2 460.0

Aug. 31 3.1 462.8

Sept. 30 8.3 462.4

Oct. 31 5.7 463.4

Nov. 30 4.7 465.0

Dec. 31 10.4 470.8

1974

Jan. 31 10.5 469.1

Feb. 28 7.7 471.6

Mar. 31 8.4 475.4

Apr. 30 11.5 472.9

May 31 6.4 475.6

ESTIMATED

June 30 6 474

Office of the Fiscal Assistant Secretary June 12, 1974

1
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PUBLIC DEBT SUBJECT TO LIMITATION 

FISCAL YEAR 1975 • l
Based on Estimated Budget Outlays of i 

$305.4 Billion and Receipts of $294.0 Billion
($ Billions) |

Operating 
Cash Balance

Public Debt 
Subject to 
Limitation

With $3 billion 
Margin for 
Contingencies

With Special 
Federal Home 
Loan Bank 
Proqram 1 /

1974

■June 30 $6 $474 $477 $477

[July 31 6 478 481 481

Aug. 31 6 484 487 .490

[Sept. 30 6 480 483 486

loct. 31 Ô 482 485 488

Nov. 30 6 486 489 492

Dec. 31 6 488 491 494

1975

Jan. 31 6 486 489 492

Feb. 28 6 492 495 498

Mar. 31 6 495 498 501

Apr. 30 6 492 495 498

May 31 6 499 502 505

June 30 6 494; 497 500

1/ Not included in outlay assumption of $305.4 billion.

Office of the Fiscal Assistant Secretary June 12, 1974



TABLE III

BUDGET SUMMARY 
($ Billions) !

I■ I
1974 1975

Receipts :

Federal Funds ............
Trust Funds ..............
Inter-Fund transactions ...

$181.8
105.3
21.1

$201.4
116.8
24.2

Total budget receipts ... 266.0 294.0

Outlays :

Federal Funds ............
Trust Funds ..............
Inter-Fund transactions ...

199.5
91.2
21.1

221.3
108.3 
24.2

Total budget outlays .... 269.5 305.4

Surplus or Deficit (-):

Federal Funds .......... .-.
Trust Funds ..............

-17.7
14.1

-19.9
8.5

Total budget ........... - 3.5 -11.4

Detail may not add to totals due to rounding.

Jtme 12, 1974

1



TABLE IV |

Comparison of Fiscal Year 1974 Receipts j 
as Estimated in January and May 1974 ■

($ billions)
¡January : 
; 1974 ; 
¡budget :

Change to May 
Economic & 
reestimate

1974
[Legislation^ Total

May 
1974 

es tir.at

Jividual income t a x ........... .... 1Ï8.0 — • — — 118.0

43.0 -2.3 -i‘o -3.3 39.7

Iloynent taxes and contributions . 67.7 -1.2 — -1.2 66.4

Lployment insurance . 6.2 +0.7 — +0.7 6.9

htributions for other insurance 
tad retirement ................. 4.0 i 4.0

Use taxes.... .............. 17.i +0.1 I 1 j +Qi 1 17.2

cate and gift taxes .......... .. 5.4 -0.3 — -0.3 5.1

is toms duties •. ............ 3.5 -0.1 — -0.1 3.4

gcellaneous receipts ............. 5.0 +0.3 -0.2 +0.1 5.2

ïota 1 budget receipts ............ 270.0 -2.8 -1.2 -4.0 266.0

Underlying Income Assumptions 
Calendar Year 1973

oss national product .........  1288

[rsonal income ....................  1035

rporate profits before t a x ...... 126

face of the Secretary of the Treasury '
Office of Tax Analysis

ote: Figures are rounded and may not necessarily add to totals.

1289 

1035  ̂

126

May 2, 1974
>0



TABLÉ V

Comparison of Fiscal Year 1975 Receipts 
as Estimated in January and May 1974

($ billions)

! . .

:January : 
: 1974 : 
îbudget :

Change to May 
Economic & 
reestimate

1974 estimate 
'Legislation]Total]

Ha
19

esHI
Individual Income tax .................................................................. 129.0 +1.5 +0.5 +2.0 131

/

Corporation Income tax ............................................................. 48.0 : - r *  s  ’ -.1.7 -3.5 J
Employment taxes and contributions • 75.3 ; -0.2 *— *

CM.
O.1

Unemployment insurance . . . • * • • .... 6.0 | +0.6 ' — * 40.6 6

Contributions for other insurance 
and retirement........................................................ .................................. 4.3

!
+0.1 «»*•

*  -
+0.1 4

Excise taxes ....................................................................... 17.4 -O.i « H » -0.1 17

Estate and gift taxes .................................................................. 6.0 ! -0.4
V

-0.4 5
/

Customs duties...................... .... ................................................. 3.8 -0.1 mm m -0.1 3

Miscellaneous receipts........................................................ .... 5.2 +0.4 +0.2 +0.6 J

Total budget receipts ......................................................... 295.0 — -1.0 -1.0 294

Underlyinp Income Assumptions 
Calendar Year 1974

Cross national product ••.•••••••••• 1390
Personal income ••••....... ...... 1135
Corporate profits before tax ••.•••• 124
Office of the Secretary of the Treasury 
Office of Tax Analysis

May 9, 1974

>te: Figures are rounded and may not necessarily add to totals.
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Wa s h in g t o n , d.c. 20220 telephone W04-2041

FOR RELEASE 10:00 A.M. THURSDAY,

STATEMENT OF THE HONORABLE DAVID R. MACDONALD 
ASSISTANT SECRETARY FOR ENFORCEMENT, OPERATIONS 

AND TARIFF AFFAIRS 
DEPARTMENT OF THE TREASURY 

BEFORE
THE SUBCOMMITTEE ON FOREIGN OPERATIONS AND 

GOVERNMENT INFORMATION 
OF THE

COMMITTEE ON GOVERNMENT OPERATIONS
ON

POLICIES AND PRACTICES OF THE TREASURY DEPARTMENT 
RELATING TO TELEPHONE MONITORING AND 

OTHER SURVEILLANCE PROCEDURES

JUNE 13, 1974 
10:00 A.M., EDT

Mr. Chairman and Members of the Subcommittee:

My name is David R. Macdonald, Assistant Secretary of 

the Treasury for Enforcement, Operations and Tariff Affairs. 

Accompanying me today are Mr. J. Robert McBrien of my staff 

and several representatives of other components of the 

Treasury Department: Mr. William A. Magee, Jr., Assistant 

Commissioner of Customs for Security and Audit; Mr. Douglas 

A. McCombs, Senior Special Agent, Special Investigations 

Branch, Office of Investigations, U. S. Customs Service;

Mr. William J. Hulihan, Director, Internal Security Division,

JUNE 13, 1974
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Office of the Assistant Commissioner (Inspection), Internal 

Revenue Service; and Mr. Robert R. Snow, Special Agent-in- 

Charge, Special Investigations and Security Division,

Office of Investigations, U. S. Secret Service.

I am pleased to report to you today on the policies and 

practices of the Treasury Department relating to polygraphs, 

psychological stress evaluators, telephone monitoring and 

other surveillance procedures.

In November of 1973, the Treasury Department submitted 

to the General Accounting Office a report requested on 

behalf of this Subcommittee concerning Treasury*s use 

of polygraphs, psychological stress evaluators, and telephone 

monitoring and surveillance procedures. We have submitted 

for the record today information which updates several of 

the questions previously answered. I believe these materials 

clearly indicate that the Treasury Department is not engaged 

in "snooping" on its employees or in "peering over the 

shoulder" of the American people. While the Treasury 

Department believes that its present procedures and practices 

are reasonable, we are, nonetheless, taking the precaution of 

a careful scrutiny of our rules and operations; and we will 

institute whatever new procedures are needed and authorized
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As the report to GAO and our current information 

indicate, we have eliminated from Treasury those transmitter 

cut-off devices which are not needed to screen excessive 

background noise. That leaves only ten operative cut-off 

devices remaining of the 108 we reported in September, 1970.

All of the ten operative transmitter cut-off devices are 

needed and used for purposes other than monitoring. Some 

cut-off devices have been rendered inoperative, but 

have not yet been physically removed from the premises.

Personnel & Administrative Procedures of the Treasury Department

In reviewing your Subcommittee's 1970 report, Mr.

Chairman, and the questionnaire submitted to us by the 

General Accounting Office, I noted that emphasis appeared 

to be placed upon the utilization of polygraph examinations 

or other mechanical evaluations in connection with the 

testing of Treasury employees concerning their character, 

fitness and stability. As our response to GAO points out, 

the Treasury Department is not using polygraph devices or 

psychological stress evaluators to measure the character 

and fitness of its employees, and we have no intention of 

doing so.
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Nor does the Treasury Department use surveillance or 

monitoring practices in connection with its administrative 

functions, unless the Taxpayer Service Program of the 

Internal Revenue Service could be deemed to be such a 

practice.

The Taxpayer Service Program of the IRS involves 

telephonic tax advice given by IRS service representatives 

to thousands of taxpayers. These service representatives 

are told in advance that their advice will, from time to 

time, be monitored by supervisors, in order to assure 

accuracy, completeness and courtesy. This is an instance 

where with the use of monitoring equipment the employee*s 

advice to taxpayers can be judged by a supervisor. It 

balances the great importance of assuring accurate, complete 

and courteous tax advice to our citizens with fundamental 

fairness and respect for employees. We believe that the 

foreknowledge of and consent to the fact that their calls 

will be periodically audited gives to the taxpayer service 

personnel of the Internal Revenue Service an adequate 

opportunity to consider whether they desire to work at 

a task which demands such high quality and uniform advice 

as tax counselling for millions of Americans.
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Criminal Enforcement Operations 

As you are aware, the Treasury Department, through 

the Secret Service, has the responsibility for protecting 

the President, the Vice President, and other important 

functionaries against physical violence. The Secret 

Service also is the vehicle through which Treasury is 

charged with protecting the integrity and confidence of 

the Nation*s currency by suppressing counterfeiting and 

forgery of Government checks. Through the IRS, Treasury 

is required to enforce the Nation's revenue raising laws, 

in order to assure that non-filers and fraudulent filers 

of income tax returns are discovered and prosecuted. 

Through the Customs Service and the Alcohol, Tobacco 

and Firearms Bureau, smugglers, illicit still operators, 

and illegal dealers and handlers of firearms are brought 

to justice by Treasury enforcement personnel.

In connection with these enforcement activities, 

monitoring and surveillance practices conforming to 

legal requirements are employed and polygraph tests are 

administered. I should add that psychological stress 

evaluators are not used by any branch of the Treasury 

Department in enforcement functions just as they are not

used in our administrative operations.
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Fifty-seven polygraph tests were administered by 

Treasury enforcement agencies in FY 1973 and approximately 

46 through May in FY 1974. Most of these tests have been 

administered by the Secret Service in connection with 

investigations of counterfeiting cases. In all cases, 

the polygraph is used by Treasury enforcement agencies 

with the consent of a suspect or informant as an aid in 

evaluating information developed as part of a criminal 

investigation. It is used in those cases where other 

circumstances indicate it may have some value to the 

investigation. No individual is ever compelled to subject 

himself to polygraph examination.

There were in calendar year 1973 approximately 1059 cases 

in which monitoring of conversations occurred in connection 

with criminal investigations by various enforcement operations 

of the Treasury Department. Through May, 1974, there have 

been an estimated 240 such cases. Monitoring is used when 

believed to be necessary and only under standards and 

procedures which conform to the current state of the law.

Of the 1059 monitorings in 1973, four cases of court-ordered 

surveillance of communications were conducted pursuant to 

Title III of the Omnibus Crime Control and Safe Streets 

Act of 1968, and the remainder were consensual monitorings.
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We at Treasury have committed ourselves to instituting 

periodic reporting procedures for those monitoring practices 

engaged in by enforcement components of the Treasury Department. 

We will continue to use these periodic check mechanisms to 

help evaluate the need for•monitoring and the success of 

each type. Where a procedure does not measure up to the 

standards of providing a genuine operating need for Treasury, 

it will be improved or eliminated. Our goal is to provide 

the American people with a professional quality of both 

service and law enforcement which is simultaneously effective 

and considerate of human rights. In order to do this, we 

must not treat cavalierly or otherwise abuse the rights 

of either our citizens or our employees. That is the 

combined and balanced standard of integrity and effectiveness 

that we have set for ourselves and which we believe we are 

achieving.

The few changes since our rather extensive report of 

last November are described in the materials submitted for 

the record. I will be pleased to answer any questions you

may have.



OFFICE OF THE SECRETARY OF THE TREASURY
WASHINGTON. D.C. 20220

MEMORANDUM FOR THE PRESS JUNE 12, 1974

A TREASURY SPOKESMAN TODAY MADE THE FOLLOWING 
COMMENTS:

(1) IN THE TREASURY’S VIEW, THE FINANCE MINISTERS 
ARE MAKING USEFUL PROGRESS TOWARD THE TWIN OBJECTIVES OF 
AGREEING ON PROCEDURAL STEPS TO PHASE GOLD OUT OF A CENTRAL 
ROLE IN THE MONETARY SYSTEM AND AT THE SAME TIME PERMIT IT 
TO BE MOBILIZED WHEN NEEDED BY COUNTRIES IN BALANCE OF 
PAYMENT DIFFICULTIES. DISCUSSIONS ALONG THESE LINES ARE 
CONTINUING.

(2) AMONG THE POSSIBILITIES, THE MINISTERS AGREED 
IN PRINCIPAL THAT GOLD COULD BE USED A S •COLLATERAL FOR 
INTERNATIONAL BORROWING. (N.B.:AS IN THE CASE OF ALL LOANS* 
THIS PRESUMES THAT THE LENDER WOULD SET THE VALUE ON 
COLLATERAL PLEDGED, AND THEREFORE SUCH A PLAN WOULD NOT 
NECESSARILY ENVISAGE VALUING GOLD AT A MARKET-RELATED PRICE.)

TREASURY HAS NO FURTHER COMMENTS REGARDING ANY 
DISCUSSIONS THAT MAY HAVE TAKEN PLACE AT THE INFORMAL 
GROUP OF 10 DINNER THAT WAS HELD ON JUNE 11, 1974.



DepartmentofthefREASURY
aSHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE June 13, 1974

TREASURY ANNOUNCES ACTIONS ON THREE 
INVESTIGATIONS UNDER THE ANTIDUMPING ACT

Assistant Secretary of the Treasury, David R. Macdonald, 
announced today actions on three investigations under the 
Antidumping Act of 1921, as amended.

In the first case, a modification of a dumping find
ing is being issued; in the second case, there is a final 
discontinuance of the antidumping investigation; and 
in the third case, there is an antidumping proceeding notice 
being issued. Notice of these decisions will appear in the 
Federal Register of Friday, June 14, 1974.

In the first case, Assistant Secretary Macdonald 
announced a modification of the dumping finding on ceramic 
wall tile from the United Kingdom. For the reasons stated 
in the "Notice of Tentative Determination to Modify or 
Revoke Dumping Finding" published on March 26, 1974, ceramic 
wall tile from the United Kingdom is no longer being, nor is 
it likely to be, sold in the United States at less than fair 
value by Pilkington's Tiles Sales, Ltd. During calendar 
year 1973, imports of ceramic wall tile from the United 
Kingdom were valued at approximately $3.7 million.

In the second case, the Department announced a final 
discontinuance of the antidumping investigation on photo 
albums from Canada. On April 15, 1974, the Treasury pub
lished a tentative discontinuance notice after the 
investigation showed minimal margins in terms of the volume 
of export involved, and the foreign manufacturer offered 
assurances that there would be no further sales at less 
than fair value to the United States. This notice also 
invited interested persons to submit written views or 
request an opportunity to submit their views orally. No 
submissions or requests were received. During calendar 
year 1973, imports of photo albums from Canada were valued 
at roughly $440,000.

In the third case, the Department announced the 
initiation of an antidumping investigation on imports of 
electric golf cars from Poland. Electric golf cars are 
designed to transport golfers on golf courses, and to a 
lesser extent to provide transportation within large

(over)
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manufacturing complexes. The announcement followed a 
summary investigation by the U.S. Customs Service after 
receipt of a complaint alleging that dumping was occurring 
in the United States. The information received tends 
to indicate that the prices of the merchandise sold 
for exportation to the United States are less than the 
prices of such or similar merchandise sold for home market 
consumption in a country not having a controlled economy. 
During calendar year 1973, imports of electric golf cars 
from Poland were valued at approximately $2.4 million.

# # #
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STATEMENT OF 
GRAHAM W. WATT 

DIRECTOR, OFFICE OF REVENUE SHARING
Before the

Intergovernmental Relations Subcommittee
of the

SENATE COMMITTEE ON GOVERNMENT OPERATIONS 
June 4, 1974

Mr. Chairman and Members of the Committee:

The Office of Revenue Sharing welcomes this 
opportunity to review with your Committee the implementa
tion and operation of General Revenue Sharing since it 
was enacted nineteen months ago.

It is particularly significant that this Committee - 
long known for its strong interest in helping to make 
government at all levels work effectively and well - 
exercise the first Congressional oversight of Revenue 
Sharing. We share a common objective and a like 
commitment to the sustenance and improvement of our 
American system of governance.

My statement reports on the implementation of 
Title I of the State and Local Fiscal.Assistance Act 
of 1972. It affords an accounting of our administration



2
of the new General Revenue Sharing Program, and it 
discusses some of the significant impacts upon 
government and governance which already are emerging 
into view.

Before getting into specifics, I would like to 
provide a general overview of the implementation and 
operation of the revenue sharing program, and bring 
to your attention some of the activities that will 
be yielding results of interest to you in the not 
too distant future.

The Treasury Department began vigorous implementa
tion of the Act when it was signed in October, 1972.
By December, the first payments had been made to over
38,000 State and local governments. Because of the 
urgency attached to making those first payments, we 
ran initial program operation in parallel with 
program development and implementation.

Today, I am glad to tell you that action has been 
taken to implement every provision of Title I of the 
State and Local Fiscal Assistance Act of 1972, and the 
program is now operating on the normal cycle envisioned 
in the Act with payments made each quarter to virtually 
every one of the State, county and municipal governments 
in the United States as well as to Indian tribes and 
Alaskan villages.
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The normal revenue sharing cycle is related to the 

Federal fiscal year. About February of each year, the 
Office of Revenue Sharing obtains, principally from the 
Bureau of the Census, the updated data that is to be 
used to calculate each government's share of the revenue 
sharing appropriation for the forthcoming year. We 
then review with each State and local government the 
data elements that have been received and, in cooperation 
with the Census Bureau, make any corrections that are 
needed to be sure that the data is accurate. In April, 
we calculate the amounts to be paid during the coming 
year and we notify each government of its expected 
amount: at the same time, we provide them with their 
Planned Use Report form to complete, publish in a local 
newspaper and return to the Office of Revenue Sharing.
At the end of June, each government is sent the form on 
which to report the way they actually used their revenue 
sharing funds in the fiscal year ending June 30th.
After these two reports have been received the Office 
of Revenue Sharing makes the first quarterly payment 
for the new fiscal year in the first week of October.

During the year, we ordinarily find that some 
data items were not accurate even after the extensive 
verification and editing process that we use. This



4
may be because of delayed information as to municipal 
mergers or consolidations, or it may simply be because 
an error slipped through the system. Corrections in 
the data are accumulated during the year and, just 
before beginning the cycle for the following fiscal 
year we use the completely corrected data to make a 
final allocation for the current fiscal year. If a 
government, based on the final corrected data, should 
receive more money than it actually has been paid, we 
add the difference to the amount it will receive in 
the upcoming fiscal year. Similarly, if payments 
actually have been too high, we make a compensating 
deduction from the amount to be paid in the next year.

There were, of course, some rough spots along the 
way as we sought to achieve the normal cycle called for 
in the Act. We were very fortunate to have excellent 
cooperation and assistance from the Congress, from 
within the Administration and especially from the 
Governors and the local officials and their associations 
who helped to work out the initial difficulties that 
did arise. Most of the difficulties had to do with 
the natural kinds of questions that officials of 
recipient governments had in the early days when 
relatively little information about the new program 
was available. This included uncertainty about how



- 5 -
&to account for the funds, how to comply with the 

reporting requirements in the Act, questions about 
the proper uses of funds and so on. We now have a 
series of publications and a technical assistance 
program to help keep the more than 100,000 involved 
government officials across the country up to date 
as to their revenue sharing responsibilities and 
how to carry them out.

Perhaps the one aspect of the revenue sharing 
program that has been most perplexing to local govern
ments is the fact that it is impractical for them to 
actually calculate the amount of their own entitlement. 
This is so because the revenue sharing formulas divide 
a fixed national amount among the States and then 
among the local governments within each State area. 
These allocations are determined by certain data for 
each government relative to similar data for other 
governments.

We have, I believe, found a practical method of 
overcoming this difficulty by publishing all data, 
all allocations and all payments for all governments, 
so that even though an individual government cannot 
reasonably accomplish all the computations to calculate 
its share, it can review its own share and the amount 
of the share of any other government in which it may 
be interested.
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Even more important, we are now able to make the 
calculations and provide the information to govern
ment recipients in April of each year, five months 
in advance of the first quarterly payment of the 
annual amount in October.

This practice of complete public availability 
of data and payments information for all governments 
is part of our rigorous practice of public account
ability which, we believe, is of real value in 
establishing the long-term credibility of the program 
and of its administration.

The Revenue Sharing Act includes relatively few, 
but nevertheless important restrictions and require
ments as to the uses of funds by recipient governments. 
Our regulations have been kept short. They are designed 
to implement the Act and not to create requirements that 
go beyond those that the Congress provided.

Evidence available to us thus far convinces me that 
the vast majority of State and local governments are 
very conscientiously complying with the requirements 
in the Act. I base this conclusion on the assurances 
and certifications provided to the Office of Revenue 
Sharing by the chief executive officer of each govern
ment, on information contained in their reports of 
uses and plans, on studies by the General Accounting
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Office, on the field reviews and investigations carried 
out by our own Compliance staff, and on information 
gained from the many studies being carried out by 
public and private organizations. A further indication 
of compliance is the relatively few complaints we have 
received from the general public and from organizations 
which have a special interest in the appropriate uses 
of revenue sharing funds.

Next month we will send out to all governments a 
form for reporting their actual use of revenue sharing 
funds during this fiscal year. We expect to have these 
reports in, summarized, and published about October.
For the present, the most recent complete data we have 
on actual expenditures is for the period ending June 30, 
1973. That information is contained in the publication 
"General Revenue Sharing - The First Actual Use Reports." 
While I'd like to comment a little later in more detail,
I think it is significant to notice that funds were 
expended in each of the priority categories defined in 
the Act. Also important is the considerable variation in 
patterns of expenditure from one part of the country to 
another, according to the size and type of government, 
and from one governmental unit teethe next. I think 
this reflects the great diversity of pressing needs 
that are found in our local jurisdictions around the 
country.
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At the Federal level, the administration of the 
revenue sharing program is carried out by a small staff - 
currently sixty-eight people - organizationally located 
in the Office of the Secretary of the Treasury. This 
staff acquires and verifies the necessary data; computes 
allocations and makes payments; maintains accounts; 
obtains and analyzes required reports from the 38,000 
recipient governments ; carries on an active technical 
information and assistance program; arranges or 
accomplishes evaluation of compliance with the Act; 
ensures corrective action where non-compliance is 
found; provides public information about revenue sharing; 
and carries on planning and coordination for revenue 
sharing within the Administration.

We have, I believe, been quite successful in keeping 
Federal costs of administering revenue sharing unusually 
low. I am glad to say that this economical administration 
at the Federal level has not been accomplished by shifting 
the administrative burden to States or localities, for we 
have kept the State and local costs of program participation 
minimal.

Ï would now like to provide more specific information 
on the uses and impact of shared revenues, the allocations 
of funds and other important aspects of the program.

Also, at this point, I request that the Annual Report
of the Office of Revenue Sharing, March, 1974 be entered 

into the record of this Hearing.
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Uses and Impact of Shared Revenues

General Revenue Sharing is a "new and fundamentally 
different kind" of fiscal assistance intended to "help 
our sorely pressed State and local governments to meet 
their heavy financial problems and to keep them 
financially sound" and "to give the State and local 
governments the flexibility that they need to use the 
funds for the most vital purposes in their particular 
circumstances." (Staff of Joint Committee on Internal 
Revenue Taxation: "General Explanation of the State 
and Local Fiscal Assistance Act of 1972", February 12, 
1973.)

General Revenue Sharing is now distributing more 
than $6 billion annually to all States and more than
38,000 local governments. The present law appropriates 
funds through December 1976 in the total amount 
appropriated for the five-year program authorization 
of $30.2 billion.

The money is allocated according to the formulas 
set forth in the State and Local Fiscal Assistance 
Act of 1972, our authority to operate.

One-third of the annual appropriation is distrib
uted to the 50 States and the District of Columbia, 
two-thirds is distributed among the units of local
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(general) government numbering nearly 39,000. Table 1 
which follows shows the number of governments by 
State and type.

To June 1, 1974, $12,742,674,212 has been 
distributed to all recipients. By regulation, local 
and State officials may take up to two years to 
spend or appropriate these funds. Most governments 
are appropriating and spending their revenue sharing 
funds in considerably less time.

All jurisdictions are required to report to the 
Office of Revenue Sharing annually the purposes for 
which General Revenue Sharing funds have been spent. 
These Actual Use Reports are due about 60 days 
following the end of each fiscal year. Consequently, 
the latest data available at this time is from the 
reports submitted nearly one year ago.

Our publication, "General Revenue Sharing - 
the First Actual Use Reports," dated March 1974, 
reports in detail the utilization of the initial 
funds.
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TABLE 1

T y p es  of Governments by State

Munici- T  own-
State Name Counties polities ships Indians Total

Alabama______________ 67
Alaska________________  8
Arizona_______________  14
Arkansas______________ 75
California_______    57
Colorado______________ 62
Connecticut __________ ______
Delaware _____________ 3
Dist. of Columbia_____ ______
Florid a_______________  66
Georgia_______________  158
H aw aii______|________  3
Idaho ________________  44
Illinois _______________  102
Indiana ______________ 91
Io w a___ -_____________ 99
Kansas _______________  105
Kentucky___ _________  120
Louisiana_____________ 62
M aine________________  16
M aryland_____________ 23
Massachusetts_________  12
Michigan _____________  83
Minnesota_____________ 87
Mississippi ____________ 82
Missouri ______________ 114
Montana______________ 56
Nebraska _____________ 93
Nevada_______________  16
New Hampshire______  10
New Jersey ____________ 21
New M exico_________  32
New York f __________  57
North Carolina_______  100
North Dakota ________  53
O h io _________________  88
Oklahoma_____________ 77
O regon______________  36
Pennsylvania , ________  66
Rhode Island______ ,_________
South Carolina________ -  46
South D akota________ 67
Tennessee ____    94
Texas ______     254
U ta h _________________ 29
Vermont______________ 14
Virginia --------- --------1— 95
Washington _______  —  39
West Virginia------------- 55
Wisconsin___ -------------  72
Wyoming ____ ,—*ij-----  23

406
119
65

460
409
258

34 149
54

1
384
526

1
198

1,270 1,436
562 1,008
953
627 1,498
397
295

22 474
151
39 312

531 1,247
854 1,800
277
906 343
126
534 479

17
13 222

335 232
91

619 930
456
359 1,368
935 1,320
561
235

1,013 1,550
'8 31

262
309 1,031
320

1,022
215

60 237
232 ___
266 39
227
572 1,270

87

473
18 145
8 87

535
21 487

2 322
183
57

1
2 452

684
4

5 247
2,808
1,661

1 1,053
2 2,232

517
1 358
2 514

174
363

5 1,866
7 2,748
1 360

1,363
6 188
3 1,109

11 44
245
588

8 131
7 1,613
1 557
5 1,785

2,343
15 653
4 275
1 2,630

39
308

9 1,416
414

2 1,278
4 248

311
1 328

16 360
282

9 1.923
1 111

Total 3,046 18.673 16,976 178 38,873
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As of June 30, 1973, governments had spent 42.5% of the funds they 
had received, for the purposes shewn in Table 2, which follows.

TABLE 2

Reported Use of General Revenue Sharing 
Through June 30, 1973

Purpose State Local All
Govts Govts Govts

Education 
Public Safety 
Public Transportation 
Environmental Protection/ 

Conservation 
Multi-Purpose/General 

Government 
Other 
Health
Recreation/Culture 
Social Services for the 

Poor or Aged 
Financial Administration 
Housing/Community 

Development 
Libraries 
Social Development 
Economic Development

$664.3
20.0
55.6
7.4
5.9

151.9
30.7 
3.7
61.2
18.5
1.1
- 0 -

- 0 -

2.2

$ 22.9
635.2
361.3
180.4
177.3
25.7
135.1
113.0
26.9
51.4
24.9
18.5
12.9 
9.4

$687.2
655.2
416.9
187.8
183.
177.
165.
116.
83.
69.
26.0
18.5 
12.9
11.6

Totals $1022.5 $1795.4 $2817.9

r̂-vo oo in 
i—i cr>
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Overall, more revenue sharing dollars had been spent in the 

field of education than in any other area of activity. Some 24% 
of the first $2.8 billion of expended money had been used for this 
purpose, with the greatest part spent by State governments which 
alone spent $664.3, million, or 657o of their shared revenues for 
education.

The next largest early uses of funds were public safety (23% 
of all funds expended) and public transportation (15%).

Cities tended to favor public safety as the area of activity 
in which funds most needed to be used. Nationwide, they spent $434 
million, or 44% of their money in support of such activities as police 
and fire protection and building code enforcement. All types of local 
governments together expended $635.2 million, or 35% for public safety.

County governments established public transportation as their 
top-priority use of the money. Some $161.5 million, representing 25% 
of funds expended by counties by June 30 of last year, was spent to 
construct, improve, and maintain public transportation facilities 
including streets, roads and bridges.

Our figures show that more money is being used for current expenses 
to operate and maintain programs than is being devoted to capital expen
ditures . This is especially noted in more densely populated areas; 
particularly in the Northeastern United States.
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A more recent, independent survey of revenue sharing decisions 
in 106 cities over 50,000 (Caputo and Cole paper delivered at ASPA, 
Syracuse, New York, May 7, 1974) shews the following spending pattern 
for Fiscal Year 1974 revenue sharing funds:

Table 3
DISTRIBUTION OF FY 1974 GENERAL REVENUE SHARING FUNDS 
________BY CITIES OVER 50,000 POPULATION_________

Proportion of Total Revenue 
Expenditure For: _____Sharing Funds______

Operating Capital Total

Law Enforcement................ .12.3% 3.2% 15.5%
Fire Protection................ .11.6 3.6 15.2
Building & Zoning Code Enforcement. .6 .3 .9
Environmental Protection (sewage, 
pollution, sanitation etc.).... . 4.6 8.7 13.3Transit Systems................ . 1.9 1.3 3.2

Street and Road Repair.......... . 5.4 9.2 14.6
Social Services for the poor, aged, 
and minority groups......... .. . 1.8 1.0 2.8

Health Services................ . 1.8 .5 2.3Recreation and Parks........... . 2.0 9.1 n.iPublic Building Renovation...... . .6 3.6 4.2
Supplementing Municipal Salaries.... 4.1 5.6 9.7Tax Relief.................... . 2.9 -0- 2.9Investments................... . .3 -0- .3Previous Debt Retirement ......... . -0- .2 .2Libraries..................... . .7 .9 1.6Financial Administration........ . .8 .6 1.4Other and Undetermined.......... . .6 .2 .8

Total 52.0% 48.0% 100.0%
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The early expenditures appear to reflect the priorities of 
the general public. A survey last year by the University of 
California at Los Angeles, and another survey sponsored at about 
the same time by the Advisory Commission on Intergovernmental 
Relations, both found respondents agreeing that public safety 
and transportation were among their highest priorities for uses 
of public funds. These surveys provide some reason to conclude 
that the money is being spent where people generally want it to 
be spent.

Although the Office of Revenue Sharing does not require annual 
reports on actual uses of the money down to the project level, it 
would appear to us that expenditures in activities such as education, 
health, social services for the poor or aged, social development, 
housing and cccomunity development and recreation and culture, repre
sent more than one-third of all monies expended through June 30 of 
last year.

Surveys and inquiries made to date strongly suggest that the 
limited - 5 year - authorization for this program constitutes an 
inhibition on the local decisions for use of the funds. Many 
officials have chosen to limit their expenditures to capital 
purposes, avoiding a future reliance upon funds which conceivably 
could be terminated after 1976.
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This may skew expenditure patterns in a way probably not 
anticipated by the Congress when it decided to authorize the 
program for a limited period of time before Congressional review.

Other influences, some external and some relating to the 
differing functions of different levels of government, have had 
their effects on expenditures of shared revenues.

In his report to the Congress entitled Revenue Sharing:
Its Use by and Impact On Local Governments, dated April 25,
1974 the Comptroller General of the United States stated that 
"different patterns and responsibilities developed because of 
varied geographic, economic, and social conditions and because 
of local interest... In some States local governments have primary 
responsibility, subject to regulation and/or financial assistance 
from the State government, for providing services that in other 
areas are State responsibilities, especially for public welfare, 
highways, and health and hospitals... special districts versus 
general government provision of specific services, also influence 
the type of functions of general-purpose governments."
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The General Accounting Office also found that 
Congressionally-mandated "...restrictions on the direct 
uses of the funds and...the reduction or possibility of 
reductions in funding received under other Federal aid 
programs appeared to incluence some governments' direct 
use of funds."

We also know that General Revenue Sharing is 
helping to relieve pressures on State and local taxes 
for nearly half of the general-purpose units of 
government in the United States.

Caputo and Cole in their report referenced earlier 
found that General Revenue Sharing has had a marked 
effect on local tax rates as shown in Table 4:

TABLE 4
EFFECT OF GENERAL REVENUE SHARING 

ON TAX RATE
CITIES OVER 50,000 POPULATION

Prevented Reduced 
Allowed for Increase Amount of
Reduction in Rate Rate Increase No Effect

1974
(N=175)

22 (13%) 60 (34%) 28 (16%) 65 (37%)

Long range 
(N=172)

4 ( 2%) 50 (29%) 79 (46%) 39 (23%)
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Note that 37% of the respondents felt that General 
Revenue Sharing funds had no immediate effect on tax 
rates, while the largest number of respondents (63%) 
indicated that the funds had either prevented or reduced 
the amount of rate increase. These findings suggest 
that the fiscal crisis facing many American cities has 
been mollified by General Revenue Sharing funds.

Furthermore, one-third of all recipient governments 
reported to the Office of Revenue Sharing in July and 
August 1973 that General Revenue Sharing money has 
helped them to avoid or lessen a debt increase. Since 
most State and local debt is tax supported, we can con
clude that this use, too, will have a salutary effect 
on local tax rates.

As States and local governments have considered how 
and where to use their shared revenues, their review often 
has expanded to encompass uses of all available funds. 
Accordingly, General Revenue Sharing is not only stimu
lating public participation in the decision-making 
process relating to the money we are distributing, but 
also it is encouraging more and better awareness of 
budget processes generally.

This increase in public involvement encourages 
officials to sharpen their pencils and it gives 
the citizenry a new appreciation of the nature 
and extent of resources required for the 
management of the public business.



Rather than creating an adversary relationship 
to replace the apathy that has existed between 
officials and citizens in so many communities, 
revenue sharing - stimulated public participation 
is instilling in both a new sense of mutual respect.

In its April 25, 1974 Report to the Congress,
GAO noted that although "Most governments we reviewed 
held public hearings as part of their budgetary 
processes....About one-third of the 240 cities and 
counties indicated that their citizens had partici
pated more in planning the uses of revenue sharing 
than is normal in their budgetary processes." In 
larger cities, those over 500,000 population, 
citizen participation was increased in 50%; in cities 
with populations of 50,000 to 499,999, some 40.5% 
reported increased participation.

Interestingly, the GAO report also comments on 
the relationship of General Revenue Sharing and 
local government reform:

"Local government reform and moderniza
tion efforts face many obstacles, not the 
least of which are public apathy and vested 
interests. Some fear that revenue sharing 
may have added one more obstacle. In some 
cases distributing revenue sharing funds to 
essentially all general-purpose governments 
regardless of size or fiscal condition tends
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inefficiency by reducing pressure on 
to perpetuate/inefficient units to economize. 
Although many factors are involved in changing 
the jurisdiction and organization of local 
government, officials in some jurisdictions 
said revenue sharing promoted modest reform 
and cooperation."
Finally, GAO reports that a significant number 

of jurisdictions, over 25% of those surveyed, report 
that General Revenue Sharing has promoted or 
encouraged intergovernmental projects, programs 
or cooperation.

These results have been due to voluntary decisions 
by States and local governments. For the recipients, 
General Revenue Sharing is a refreshingly simple 
Federal assistance program, easy for them to under
stand and lacking the red tape which often has 
characterized categorical grant administration. No 
applications are required to participate in the program, 
and the only reports required of local governments are 
the brief Report of Planned Use and the one-page Actual 
Use Report which the Act requires each jurisdiction to 
submit annually.

Our work to educate public executives on State 
and local levels of government about General Revenue 
Sharing and to assure their compliance with the 
revenue sharing law has given us a new appreciation 
of the sincerity, dedication and spirit of cooperation 
that characterize the service they perform.



A major reason for the ability of States and 
local governments to comply with the law is the 
simplicity of the law itself. As the Senate Finance 
Committee stated in its report on the Revenue 
Sharing Act of 1972, dated August 16, 1972, "...the 
basic purpose of this bill should be to provide the 
States and localities with a specified portion of 
Federal individual income tax collections to be 
used by them in accordance with local needs and 
priorities and without the attachment of strings 
by the Federal Government."

The Caputo and Cole report cited earlier found 
that public official satisfaction with the program 
is high and it is increasing. Ninety percent of the 
1974 respondents (cities over 50,000) indicated 
that they were either very satisfied (61%) or some
what satisfied (29%) with the program, while only 
67o indicated dissatisfaction. In 1973, those 
indicating satisfaction represented 78% while 13% 
were undecided. "Obviously," say Caputo and Cole, 
"general revenue sharing is quite popular with local 
officials."

In concept, the program seems to be popular with 
the general public as well. A national public opinion 
survey commissioned by the Advisory Commission on
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Intergovernmental Relations in March 1972 found that 
56% of the respondents favored the "new form of 
Federal aid called revenue sharing." Only 18% were 
recorded as opposed while 26% had no opinion. The 
still unpublished result of a similar survey made in 
the Spring of 1974 shows a significant increase in 
the percentage of respondents favoring General Revenue 
Sharing.

Perhaps there is a more than incidental correla
tion between this finding and that of the 1973 Harris 
survey conducted for this Subcommittee which found 
"Public support (61%) for reinforcing the structure 
and authority of local government", and 59% advocating 
"strengthening State government."



Allocations of Funds
Payments of shared revenues are made each quarter, in 

the first week of October, January, April and July. Each 
payment represents one-fourth of the estimated entitlement 
amounts that are calculated and announced to recipient 
governments in April.

Data supplied by the U.S. Bureau of the Census and 
verified according to procedures described below are applied 
for each unit of government in distribution formulas con
tained in the revenue sharing law.

Detailed information about the allocation procedure is 
contained on pages 12 and 13 of the Annual Report of the Office 
of Revenue Sharing, March 1974 that has been entered into the 
record of this Hearing.

The latest data on payments and allocations of shared 
revenues are shown in Tables 5, 6, & 7 which follow.



Table 5 RtvtNUE Sharing summary
FUNDS PAID TO DATE
June 1i 1974

STATE COUNTIES Cities TOWNSHIPS INDIANS TOTALS

ALABAMA 72*225*551 53*225.834 91,369,255 216*840*640
ALASKA 5*452*114 4*139,528 6*158*200 326*211 16*076*053
ARIZONA 41*632*936 33*729*431 46*072*869 3*773*573 125*408*809
ARKANSAS 47*603*611 47*549*815 36*001*843 131*155*269
CALIFORNIA 453*641»BbO 549*689*231 357*600*195 296*893 1*361*428*169
COLORADO 44»19b*627 31*242,603 57.060*904 86*937 132*586*071
CONNECTICUT 53*362*463 57,199*243 49,736,733 160*298*439
DELAWARE 14.93».627 13*470*075 9*657,315 38*066*017
OIST OF COLUMBIA 51*422*377 57*422*377
FLORIDA 120*303*844 105.770*078 134,813*931 43.872 360*931*725
GEORGIA R7.842.601 102*080*554 73.553*472 263 »476» 627
HAWAII 18*836*386 9,200*812 28*471*964 56*509,164
IDAHO 17*365.251 20*015*313 14*515.633 189*539 52*085*936
ILLINOIS 217*565.091 101*620*496 276*586*945 56*639*166 652*411,718
inoiana 90 » 646 » 852 62*537*477 98*661*665 19,935,912 271*801,906
IOWA 60*215*546 70*058*458 50,354,277 26,916 180*655*197
KANSAS 41*429,947 41,839,126 36*157,208 4*659*959 16*849 124*103*089
KENlUCKY 83*796,142 57*281*400 67 » 680 * 428 208*757,970
LOUISIANA 99,769,373 78*567,116 114,941*866 13*983 293*292*340
MAINE 25,616*067 3*331*690 20*863*658 26*885*389 104*106 76*801*130
marylano 84,476*051 97*955*105 71*665*623 254.096..779
MASSACHUSETTS 133*563*856 15*360*640 150*247.507 102*118*358 401*290*561
MICHIGAN 179*883*281 104,361,912 220,761*363 34,043*827 61*898 539,112,281
MINNESOTA 83*752.223 89*140*043 67*834.124 10*549*423 506*245 251*782*058
MISSISSIPPI 73.453.759 86.510*384 49,570,281 102*141 211,636*565
MISSOURI 78*876,606 52*980*816 101*095*158 3,624*478 236*577,058
MONTANA 16*487',309 21*821,570 9 »946 * 836 1,181*818 49,437,533
NEBRASKA 31*113*119 30,825*678 29,297,303 1*992*514 129,463 93*358*277
NEVADA 9,315,331 11*617*675 6*862*189 144*846 27*940,041
NEW HAMPSHIRE 13*419*740 3*410*566 12*640*958 10*900,932 40,372,196
NEW JERSEY 132*921,661 98*321*843 118,154,109 49,445*429 398*843*042
NEW MEXICO 27,759*784 21,699,642 27,230*986 3,463*139 80*153*551
NEW YORK 471,605*665 204,035*359 639,308,282 100*000*096 260*020 1.415*209*422
NORTH CAROLINA 108*814,979 116*646*475 100*726*985 245*945 326,436*384
NORTH DAKOTA 17*713*360 17,999*753 11*956*275 4*698*521 727*474 53*095*403
OHIO 169*021*690 107*999.545 196*892*438 33.103*040 507,016*713
OKLAHOMA 47,235,318 36* 024 *635 57*655*770 830*405 141,746*128
OREGON 41.897*152 31*447.137 52*201*851 138,651 125*684*791
PENNSYLVANIA 221*726*107 125*464,933 248*448,357 69,480*666 248 665*120*311
RHOOE ISLAND 19*216,274 27*432*952 11*028*265 57,677*491
SOUTH CAROLINA 59*802*888 59,819*723 53*793*411 173*416,022
SOUTH DAKOTA 19.224,768 22*571,822 11*716*758 2*034,973 1,323*254 57,671,575
TENNESSEE 79,126*544 67*137,526 91»538*242 237,802,312
TEXAS 200*489,997 145,399,282 254,057,016 41*568 599*98 T«863
UTAH 25*003*690 24*924,794 24.655*935 380*057 74*964*476
VERMONT 11*874,779 297*091 8.177*664 15,356,292 35*705*826
VIRGINIA 84,021*856 62,117,159 106*401,725 3*624 252 * 544 * 364
WASHINGTON 61*790*450 55*449*346 67,643*285 3 * 336 506*333 185,392,750
WEST VIR6INIA 55*459,229 32*120,581 37,030*226 124.610*036
WISCONSIN 106* 441*615 103*834,389 91*622*988 17,582,125 317*687 319,799.004
WYOMING 8,030*378 11,731,400 4.091*833 231.142 24.084.753

NATIONAL totals A,327*781.757 3 • 241> . 378,2t> 1 4.S2A»419.703 624.619.454 15.475.037 12.7A2.674.212



NATIONAL TOTALS 4,327.781*757 3.248,378,281 4.528.A 19.703

T a b le  6

ALABAMA
ALASKA
AW I ZONA
AHKANSAS
CALIFOHNIa
COLORADO
CONNECTICUT
DELAWARE
01ST OF COLUMBIA
FLORIDA
GEORGIA
HAWA11
IDAHO
ILLINOIS
INDIANA
IOWA
KANSAS
KENTUCKY
LOUISIANA
MAINE
MARYLAND
MASSACHUSETTS
MICHIGAN
MINNESOTA
MISSISSIPPI
MISSOURI
MONlANA
NEBRASKA
NEVADA
NEW HAMPSHIRE 
Nhw JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTH DAKOTA 
OHIO
OKLAHOMA
OREGON
PENNSYLVANIA
RHODE ISLAND
SOUTH CAROLINA
SOUTH DAKOTA
TENNESSEE
TEXAS
U1 AH
VERMONT
VIRGINIA
WASHINGTON
WEST VIRGINIA
WISCONSIN
WYOMING

NATIONAL TOTALS

STATE COUNTIES

REVENUE SHADING SUMMARY
FISCAL YEAR 1974 AMOUNTS 

June 1| 1974

Cities

34 707 531 23 848 922 45 532 364
2 674 143 2 426 732 ? 834 129

20 678 377 16 793 069 23 113 052
22 614 730 23 000 099 17 603 267

220 435 876 270 170 *04 170 727 17?
21 471 666 15 095 640 27 869 993
25 571 903 27 284 001
6 695 042 6 895 600 4 605 153

27 679 202
58 845 496 52 948 266 6* 857 2 65
42 335 764 48 836 471 35 9 7b 998
9 02b 950 4 518 502 13 535 396
B 470 69? 9 901 764 6 973 750

104 285 307 49 80? 672 130 579 797
43 531 261 31 230 279 44 767 268
28 939 634 33 671 900 24 200 764
19 783 378 19 695 690 17 683 146
38 303 761 29 651 736 32 333 283
47 69b 674 38 547 641 54 834 197
12 92o 541 1 836 785 10 44 C 201
40 312 166 49 205 675 31 568 160
64 819 876 7 049 733 72 532 6 75
86 764 997 50 670 992 107 530 706
39 895 294 42 134 843 32 900 800
36 345 894 41 898 954 23 676 492
38 020 222 24 732 571 49 798 604
7 96b 824 10 517 029 4 922 «48

14 939 070 14 874 957 14 160 621
4 520 275 5 709 669 3 262 144
6 510 007 1 678 781 6 561 350

63 904 841 47 988 2 36 5b 353 859
13 294 000 10 232 551 14 o n 043

227 367 424 87 944 624 318 962 319
52 417 100 56 925 722 47 776 010

8 521 549 d 526 «74 5 96b 653
HO 741 005 54 185 697 91 947 565
22 776 983 lb 864 273 26 Coi 318
20 020 049 15 405 052 24 585 227

106 612 929 60 158 851 119 062 315
9 221 136 12 663 165

28 715 397 2H 369 049 26 552 255
9 22b 953 10 592 185 5 815 731

38 120 529 34 261 019 42 231 648
97 041 388 69 806 986 123 651 71 8
12 200 667 12 343 665 11 909 0b8
5 749 019 136 604 4 074 346

40 142 888 30 302 132 so 372 d?4
29 575 578 2b 763 161 32 324 307
25 39b H75 15 62? 779 16 619 925
51 207 651 4b 254 473 46 725 997

3 885 015 5 613 655 2 056 063

2*082*965 ♦ 529 1 *Sb 7 863 » 356 2.186*732.412

624.619.4S4 1 5,4 7 5 .0 3 7 1 2  r 7 4 2 . 6 7 4 ' .  2 1 2

TOWNSHIPS INDIANS

188,207
1.775,964

158,313
42,366

24*086*01.2

? 1.725

91,865
28.785.722
11.203.416

11.790
2.526.776 8,231

6,411
13 * 659 * 369 50.626

50.095,672
16,001,749 29,068
4,713,673 244,524

37,802
1.613.506

591,467
952,323 64 ,285 

74,228
5.177,703

23,600,665
1,750,906

47,919,393 120,854
115,938

2.272.967 339,921
15.537,321

431,006
66,611

34,252,352 122
5,779,070

1,360,722 613,268

19.853
184,788

7,313,297
1,893

3,954 278,712

8,088,061 153,927
110,434

304,943,723 7,585,105

TOTALS

6*150*090*125



7 REVENUE SHAMING SUMMARY
FISCAL YEAR 1975 ESTIMATES 

June 1 , 1974

STATE COUNTIES Cities TOWNSHIPS INDIANS TOTALS

alarama 34*257 »629 27,482,519 41.230.982 102,971,130
ALASKA 2*727.453 1,914,173 3,417,386 173,741 8,232,753
ARIZONA 20.991*955 16,578.953 23,756,491 1,682.934 63,010,333
ARKANSAS 21*670*417 23,390,641 19.803,164 64,864,222
CALIFORNIA 215.870.965 256,777,729 174,800,465 157*740 647,612.899
COLORADO 21.817,918 15.322,543 28.349,901 37,913 65,528,275
CONNECTICUT 26*564,230 28,138,876 25,008,563 79,711.669
DELAWARE 6,534,275 7,400,968 4,698,888 18,634,131
OIST OF COLUMBIA 26.672,828 26,672,828
FLORIDA 63.900,985 57,947,549 69,629,45? 24,291 191,702.277
GEORGIA 43.744,703 50,374,411 37,019,576 131,138,690
HAWAII 8,901.665 4 » b0.6» 384 13,196,927 26,704,966
IDAHO 7,901.680 9,060.356 6,653,830 ee,563 23,704,429
ILLINOIS 103,805,407 41,775,292 139,003,025 27,437,283 312,021.007
INDIANA 42,526,112 27,455,8R3 45,045,020 12,079,083 127,906,108
IOWA 28,625,371 33,367,824 24.04b,946 12,215 86,052,356
KANSAS 18,890.601 19,576,602 16,245,018 2.128,547 7,885 56 » 848♦653
KEN IUCKY 34 * 668,660 29,811,859 34,019,299 98,469,818
LOUISIANA 46,650,677 38,696,211 53,804,725 5,853 139.157,466
MAINE 12,617,400 1.723,938 10,808,346 12,814,615 46,428 38.010,727
MARYLAND 40,102,851 47,281,069 32.747.046 120,130,966
MASSACHUSETTS 64,y52»6B5 7,639,791 73,612,983 48,893,983 195,099,442
MICHIGAN 87.151,11? 51,181,344 108,911,128 15,373,183 25,826 262,642,593
MINNESOTA 40,965,547 43,922.814 32,575,648 4,799,822 267,885 122.531,716
MISSISSIPPI 33,586.605 40,969,886 22,874,460 37,824 97.468,775
MISSOURI 39,208,693 25,?2?,590 51.501,501 1,660,187 117,592,971
MONTANA 0,421,418 11.298,753 4,928,327 626.264 25,274,762
NEBRASKA 13,842,386 13,935,572 12,842,033 897,200 57,751 '41,574,942
NEVADA 4,483,575 5,620,794 3,273,840 72,518 13,450.727
NEW HAMPSHIRE 6,690,951 1,881,549 6,392,005 5,255,396 20,219,901
NEW JERSEY 64., 542*287 38,969,561 57,895.789 32,377,341 193,784,968
NEW MEXICO 13,137,363 10,788,575 12,955,616 1,801,051 38,682,605
NEW YORK 230.093,948 99,295,486 311,996,785 48,747,165 156,277 690,289,661
NORTH CAROLINA 52,301.398 55.800,863 48,682,584 101,747 156,686,592
NORTH DAKOTA 6,990,224 7,534.576 4,555,522 1,755,633 290,678 21,126,633
OHIO 82,154,740 50.097,301 96.206,827 16,051,378 246,590,246
OKLAHOMA 23.248,484 15,680,994 30,455,721 429,119 69,814,318
OREGON 20.621,679 16.150,180 25,075,617 65,485 61,912,961
PENNSYLVANIA 108,908,296 60.807,155 121.613,262 35,567,570 120 326,696,403
RHOOE ISLAND 9,071.146 12,927,969 5,249,238 27,248,353
SOUTH CAROLINA 28,432,507 30,865,103 26,1«2,326 85.479,936
SOUTH DAKOTA 8,545,111 9,830,615 5,544,304 1,156,547 592,332 25,668,909
TENNESSEE 39,970,769 34,181,126 45,927,668 120,079,563
TEXAS 97,972,777 76,970,254 119,081.942 20,071 294,045,044
UTAH 12,077,991 11,880,747 12,073,186 195,306 36,227,230
VERMONT 5,799,942 137,594 3,997,520 7,465,270 17,400,326
VIRGINIA 40,667,5.8 ] 30,023,971 51,276,034 2.070 121,969,656
WASHINGTON ?8,918,450 25,783,42b 31,783.370 294 256,241 86,741,781
WEST VIRGINIA 25,751,263 16,484,886 19.325,793 61,561.942
WISCONSIN 51.727,072 53,667,249 41,898.421 7,482,175 169,087 154,944,004
WYOMING 3,557,350 5,133.903 1,677.458 108.504 10.677.215

national TOTALS 2,083,22/,122 1,562.301,562 2,207.747,002 312.200,473 7.513.719 6.172.989.678



I X 7}Data Collection and Improvement ^
Data relating to population, per capita income 

and general tax effort for all general-purpose units 
of State and local government are provided by the 
U. S. Bureau of the Census.

Each year, tax effort data is updated for all 
governments, and population and per capita income 
data is updated to reflect boundary and organizational 
changes for affected governments. Because of the 
importance of the data in determining allocations, the 
Bureau of the Census and the Office of Revenue Sharing 
carefully analyze and verify the data. In addition, 
a data improvement program is conducted with the 
assistance of the recipient governments themselves.

The Office of Revenue Sharing mails to each unit 
of government the data that have been provided for 
that unit, together with a reply form on which to 
indicate any improvements that are believed to be 
needed to correct errors and assure accuracy.
Replies from State and local governments showing 
cause for data revision are reviewed with the Bureau 
of the Census. Where warranted, the data are revised 
for allocation purposes.



Three such reviews have been conducted by the 
Office of Revenue Sharing thus far.

In the first, data used to calculate allocations 
of funds through June 30, 1973, were provided to 
recipient governments in December 1972. Of the 4,000 
governments that questioned one or more of the data 
elements, approximately half were found to have had 
adequate reason and changes were made as a result.

The second data improvement effort was initiated 
in October 1973, when figures to be used to make 
Fiscal Year 1974 allocations were sent to all units 
of government for review. About 2,000 governments 
challenged data; and only 850 such requests for 
change were found to warrant data revision.

Data to be used in calculating Fiscal Year 1975 
amounts were provided to recipient governments in 
February 1974, and about 1,600 governments responded 
with proposed changes. Data were revised for 
approximately 750 governments as a result of this 
effort. Almost all of the proposed improvements had 
been considered and acted upon before initial alloca
tions of Fiscal Year 1975 amounts were made. Accord
ingly, data used in the current calculations are of 
very high quality. Completion of the data improvement
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program before the initial allocation for a given period 
is an important accomplishment which will minimize the 
need for retroactive adjustments to amounts of shared 
revenues that have been paid.
Intergovernmental Relations

The Office of Revenue Sharing conducts an intensive 
program to provide information and assistance to States 
and local governments.

Our Intergovernmental Relations Division, with 
nine professional and three clerical employees, responds 
to written inquiries from all recipient governments, 
interest groups and citizens at the rate of more than 
200 per month, while handling approximately 1,000 
telephone requests for assistance during a comparable 
period of time. From this staff speakers are provided 
to participate in approximately 20 meetings and work
shops for local officials and interested citizens each 
month, in Washington and throughout the country.

Other technical assistance activities include:
• The publication of ReveNews, a technical 
assistance newsletter for public interest 
groups, regional associations, State 
contacts and Congressional offices. The 
newsletter, with a circulation of
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approximately 2,500, addresses questions of 
revenue sharing administrative procedure 
and clarifies current issues of interpretation 
of the revenue sharing statute and its 
regulations.

• The design, production and distribution to 
State and local liaison persons of information 
release packages, providing detailed notes, 
checklists of important points to remember 
and facsimiles of all revenue sharing forms. 
The information releases are intended to 
provide advance materials about major
Office of Revenue Sharing activities and 
to highlight possible areas of confusion 
for early attention.

• Development of two pilot technical assistance 
workshops throughout the States of Arizona 
and Tennessee. In these workshops, techniques 
have been developed for reaching the small, 
local governments which account for about
80% of all recipients, to answer their 
questions and gather information about their 
often unique revenue sharing program. A

I
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special video tape on citizen participation 
and the Planned Use Report was produced for 
use in these workshops.

• Preparation of a citizens’ guide entitled 
Getting Involved: Your Guide to General 
Revenue Sharing. In this guide, we have 
highlighted those portions of the general 
revenue sharing legislation and regulations 
which encourage public participation in 
local decision-making. We also illustrate 
the opportunities for citizen involvement 
in local priority-setting, since revenue 
sharing funds must be incorporated into 
the local budget process. We have under
taken a nationwide distribution of the book 
and have received the active assistance of 
several hundred organizations and citizens * 
groups to distribute and publicize this book.

• The establishment of a nationwide information 
services network. Official representatives 
of the Governors, and informal contacts in 
State government and in interest groups in 
all States, provide invaluable information
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disæmination assistance and identify trends 
and.problem areas among their constituents 
for the Office of Revenue Sharing. Input 
from these contacts is instrumental in 
planning the overall revenue sharing informa
tion system.

• Sending to each government with each quarterly 
check an information letter that answers 
questions frequently asked, provides information 
about action that recipients should be taking, 
and advises them of information available to
them.
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Audit and Compliance
To assure that the funds are expended according to the 

requirements of the revenue sharing law, an Audit and 
Compliance program has been developed to utilize existing 
audit resources wherever possible. This program includes 
the following basic elements:

1. Cooperative State Audit System: State audit agencies 
willing to do so will perform regular audits of the 
local governments within their States for revenue 
sharing purposes, using standards published by the 
Office of Revenue Sharing.

2. Cooperative Private Audit Program: accounting 
firms who agree to do so will include revenue 
sharing review in their regular contractual audits 
of States and local governments.

3. Random audits will be performed by Office of 
Revenue Sharing staff.

4. Cooperative efforts with other Federal agencies 
will include exchange of information and jointly 
conducted investigations and negotiations.

5. Investigation of complaints will proceed as they 
are received by the Office of Revenue Sharing.

The first formal agreement with a State to perform 
audits and compliance reviews to assist us in monitoring 
the expenditure of shared revenues was concluded with the
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State of New York on May 20th. Through this agreement,
New York’s State Comptroller will perform annual revenue 
sharing audits of more than 1,600 units of local government, 
using standards published by the Office of Revenue Sharing.

Similar agreements with other States will be concluded
soon.

In addition, Office of Revenue Sharing staff will perform 
audits of a sample of governments to assure coverage and 
quality.

Through these efforts, we expect within a year (subject 
to approval of the FY 75 budget request) to achieve regular 
audit coverage of at least 90% of the monies we distribute.

Since the Audit and Compliance Division of the Office of 
Revenue Sharing was established, using resources granted in 
our FY 1974 appropriation, our small staff of auditors, 
attorneys, and investigators have processed 92 complaints 
of which 45 have been resolved to the satisfaction of all 
parties. Another 46 cases are in various staged of investiga
tion or processing and one has been referred to the Department 
of Justice for civil action.

The types and numbers of complaints we have received 
and the status of these is as follows:



Table 8
COMPLAINTS HANDLED BY 

THE OFFICE OF REVENUE SHARING
to June 1, 1974

Nature of Complaint Resolved In Process In Court Total
Civil Rights/Discrimi- 
[ nation 18 22 1 41
Financial/Accounting 5 4 0 9
Legal /Compliance with 
[ Applicable Provisions 11 11 0 22
Miscellaneous (publica
tion, matching funds, 
Davis-Bacon Act 
problems 11 9 0 20

An additional 40 communications alleging possible misuse 
of revenue sharing funds were found to be unsupported or to 
not involve revenue sharing funds.

Legal Procedures
When a compliance problem cannot be resolved through 

negotiation and when questions arise that require adjudication, 
the Office of Revenue Sharing becomes involved in litigation. 
Following is a summary of the seven court cases in which the 
Office of Revenue Sharing is involved, including a short 
description of the nature and status of each.
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1• The Board of Supervisors of Amherst County, Va.

(and 16 other Virginia Counties) v. Shultz, et als. These 
consolidated cases are pending in the United States District 
Court for the Western District of Virginia at Roanoke. These 
counties claim additional entitlements for the first three 
periods based on the contention that the element of "adjusted 
taxes," as used by ORS for purposes of determining the 
general tax effort in the formula in accordance with Section 
51*21(b) of the regulations, is erroneous and inequitable to 
these counties.

Plaintiffs are amending their complaints to include 
later entitlement periods. These cases have been answered.

2. Board of Supervisors of Caroline County, Va. (and 
three other counties) v. Secretary of the Treasury. These 
four cases are also pending in the same court and involve 
the same principal issue as the first group. However, these 
counties are represented by different counsel, and these 
cases have not yet been consolidated with the other group.
They have been answered.

3• Westside Citizen Association, et al, v. Shultz, et al. 
This case is pending in the United States District Court for 
the Western District of North Carolina at Charlotte. A 
private citizen and a Citizen Association sued the City of 
Charlotte and the Secretary claiming that the City had
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expended revenue sharing funds in annexed areas contrary to 
the Revenue Sharing Act and the National Environmental 
Protection Act. As to the Secretary, the plaintiff sought 
an injunction to prevent further approval and disbursement 
of revenue sharing funds to the City until these laws were 
complied with. The case is at issue and motions against the 
City have been disposed of.

4. Renault Robinson, et al v. Shultz, et al. The 
plaintiffs in this case which is pending in the United 
States District Court for the District of Columbia, are the 
plaintiffs in the "Citizens complaint" lodged with the 
ORS. Basically, they sought an injunction asking the Court 
to order the Secretary to defer any more payments to the City 
of Chicago and further ordering him to initiate administra
tive proceeding. It also asked the Court to declare that the 
Secretary has the power to defer revenue sharing payments 
pending administrative proceedings.

The Court denied the injunction to have the revenue 
sharing funds stopped, and in its April 4, 1974 Order it 
declared that the Director has the power to defer pursuant 
to administrative proceedings.

The plaintiff filed a motion asking the Court to order 
the Director to promulgate deferral regulations to be effec
tive before the July 5, 1974 payment. This motion is still
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pending upon the determination of a legal point involving 
mandamus. Plaintiff also filed another motion for an 
order compelling discpvery, but this one has not been 
acted upon.

5. City of Newark v. Shultz. This case is pending 
in the United States Court for the District of Columbia. 
The City of Newark, claiming that a population under
count in the 1970 Census which was announced by the 
Bureau of the Census in 1973, entitled the City of 
Newark to more money in future payments. They contend 
that the national black undercount of 7.7%, if applied 
to Newark, would increase its population and, since 
according to plaintiff the 145% constraint applies, 
more money would flow to Newark by reason of the 
population increase. This case has not been answered
as we have presented Newark's counsel our computation 
showing that the 145% constraint does not apply and 
hence population is no longer a factor.

6. The Town of Wheeling, et al v. Shultz. This 
is a declaratory judgment suit pending in the United 
States District Court for the Northern District of 
Illinois.

Two Cook County townships claim that they have 
acted in reliance on a law passed by the Illinois 
legislature last year. This law gave the townships
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power to expend revenue sharing finds for purposes 
defined as priority expenditures under the Act.

However, acting on our opinion, the Attorney 
General of Illinois determined that this law under
took to give the townships the right to expend revenue 
sharing money when they did not have the authority to 
expend their own revenue in such a broad fashion. 
Therefore, the Illinois statute is at variance with 
Section 123(a)(4) which requires that revenue sharing 
funds be expended only in accordance with the laws and 
procedures applicable to the townships own funds.

The plaintiffs are asking the Court to declare, 
that acting on the Illinois statute, they have fulfilled 
the requirements of Section 123(a)(4).

7. Harjo, et al v. Morton et al. This suit is 
pending in the United States District Court for the 
District of Columbia. It is a suit brought by members 
of the Creek Indian nation against the Secretary of 
the Interior and others, including the Secretary of 
the Treasury and the Director of ORS. Basically, 
the plaintiffs claim that the defendants have acted 
in violation of treaties with the Creek nation, and 
the Creek constitution and certain statutes. The 
violations are claimed to infringe the plaintiffs' 
constitutional rights. As far as the Secretary and
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the Director of ORS are concerned, the plaintiffs are 
essentially claiming that we recognized the wrong 
person as the principal chief of the tribe and have 
been paying revenue sharing funds to a person not 
designated by the tribe. The answer has been filed 
as well as motions for a 3 judge court and for a 
preliminary injunction. As far as we are advised, 
these motions are still pending.

The Office of Revenue Sharing's legal staff 
provides opinions on the legal aspects of proposed 
expenditures upon request. Letter rulings issued 
during the first year of operation of the general 
revenue sharing program have been compiled and 
published, to be available to all recipients and 
to other interested parties. A copy of that publication, 
"One Year of Letter Rulings on General Revenue Sharing", 
is submitted for the Committee's use and for the 
record.
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Organization of the Office of Revenue Sharing
When the President signed the State and Local 

Fiscal Assistance Act of 1972 on October 20, 1972, 
general revenue sharing already was almost eleven 
months old, for the program was enacted retroactively
to January 1, 1972.

To perform the functions the new Act vested 
in him, Secretary Shultz on February 6, 1973, 
formally established the Office of Revenue Sharing 
within the Office of the Secretary. He named 
Graham W. Watt, Assistant to the Secretary, to 
direct the new program.

The Office of Revenue Sharing is organized into 
eight functional units :

1. Administration : manages personnel, budget, 
central services and other internal 
administration of the office.

2. Program Planning and Coordination: coordi
nates special research projects at the 
request of the Director; manages program 
planning system.

3. Data and Demography Division: responsible 
for acquisition of current and accurate 
data used to compute allocations of funds; 
conducts data improvement program.
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4. Systems and Operations Division: computes 
allocations of funds; writes payment vouchers; 
does all associated accounting; issues and 
processes required reports; produces computer
generated communications and publications.

5. Compliance Division; responsible for assuring 
compliance with the law by all recipient 
governments; coordinates audits and investiga
tions of recipients; undertakes cooperative 
compliance programs with other Federal agencies, 
State governments, and national associations of 
civil rights, women’s rights and governmental 
organizations.

6. Chief Counsel: interprets the law; issues 
opinion letters; writes regulations; represents 
the Office of Revenue Sharing in all legal 
matters concerning the general revenue sharing 
program.

7. Intergovernmental Relations Division; provides 
technical advice and assistance to State and 
local governments; maintains liaison with 
public interest groups.
Public Affairs: provides information about 
general revenue sharing to the public, the 
media, citizens groups, other Federal 
agencies, research groups and the Congress.



Figure 1 attached shows the organizational structure 
of the Office of Revenue Sharing.

The personnel complement now totals 68 of whom 
43 are professional employees and 25 are clerical and 
support. The fiscal year 1975 budget request proposes 
a total complement of 121 which is believed to 
represent optimum staffing to perform present functions.

The present and proposed employees are allocated 
among the several divisions of the Office of Revenue 
Sharing in the following manner:

Table 9
Office of Revenue Sharing Employment

Actual Proposed
Division 6/1/74 6/30/75

Office of Director 5 5
Adminis tration 4 5
Program Planning & Coordination 2 3
Public Affairs 2 3
Data & Demography 7 9
Intergovernmental Relations 12 17
Systems & Operations 17 28
Compliance 19 51

Total 68 121
In addition to the employees shown above, legal

services are provided by the Treasury Department1s
Office of the General Counsel. Presently, six attorneys
and three support employees are so assigned to the
Office of Revenue Sharing.
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Figure \

ORGANIZATION OF THE 
OFFICE OF REVENUE SHARING 

DEPARTMENT OF THE TREASURY



The cost of operating the Office of Revenue Sharing 
in Fiscal Year 1974 is approximately $1.6 million. 
Additional costs of General Revenue Sharing related 
activities are reflected in the appropriations for 
the Internal Revenue Service, $2.5 million, and the 
Bureau of the Census, $3.33 million. These latter 
amounts represent the costs of data services. The 
total projected cost of implementing general revenue 
sharing in Fiscal Year 1975, $8.07 million, is 
equivalent to 13/100*s of one percent of the total 
funds to be distributed in Fiscal Year 1975.

We are determined not to absorb large amounts of 
the taxpayers' money just to return money to their 
communities.

Ours is a particularly dynamic Federal program.
It may prove to be the forerunner of a new administrative 
age at the Federal level of government, a time during 
which the cost of administering programs will decline, 
while the value of goods and services delivered 
increases proportionately.

The Office of Revenue Sharing resolves to administer 
our program with dependability yet flexibility, in such 
a way as to recognize and encourage the national unity 
and local diversity that have made ours the strongest 
of nations for almost two hundred years.

GPO 87 5- 833



UNITED STATES SAVINGS BONDS ISSUED AND REDEEMED THROUGH May 31 , 1974
(Dollar amounts in millions -  rounded and will not necessarily add to totals)

D ESC R IPT IO N

Matured
[Series A-1935 thru D-1941 _
[Series P and G-1941 thru 1952 
Series J and K-1952 thru 1957 

IWMATURED 
[Series E—' :

1941 _________ l
1942 _________
1943 _________
1944 _________
1945 _________
1946 _________
1947 _________
1948 _________
1949 _________
1950 _________
1951 _________
1952 _________
1953 _________
1954 _________
1955 _________
1956 _________
1957 _________
1958 _________
1959 _________
1960 _________
1961 _________
1962 _________

| 1963_____________
1964 _________
1965 _________
1966.____________
1967 _________
1968 _________
1969 _____ __
1970 _________
1971 _________
1972 _________
1973 _________
1974,____________

Unclassified

Total Series E

Series H (1952 thru May, 1959) 4 L  
H (June, 1959 thru 1974) _

Total Series H

Total Series E and H

All Series
Total matured_
Total unmatured 
Grand Total ___

A M O U N T  ISSUED y

5, 003
29, 521

3. 754

1, 932
8 , 5 2 8

13 , 715
16 , 004
12 608

5, 757
5 , 493
5, 698
5, 659
4, 971
"4,300
4, 509
5, 171
5, 282
5, 501
5, 318
5, 020
4, 913
4 , 613
4 , 646
4 , 7 4 4
4 , 622
5, 205
5, 073
4 , 961
5. 376
5, 297
5 . 009
4 . 720

6, 292
6','2II
1, 673

423

199, 901

5 , 485
9 , 662

15, 147

215 , 048

3 8 , 278
215 , 048
253 , 326

A M O U N T
R E D E E M E D J J

4 , 999
29, 501

3, 748

1, 753
T/77Ö"

12 , 434
14, 442
11,237

4 , 983
4, 629
4 , 727
4, 619
4 , 0 0 4
3 , 464
3, 609
4 , 061
4 , 089
4 , 224
4 . 0 5 3
3, 780
3, 612
3, 357
3, 292
3, 248
3, 086
3 . 295
3 ,,m
3 . 126
3 ,248
3 , 1 6 0
2, 959
2 , 6 8 5
. 2 5.56l.
2 ; 543
2 , 372
1, 816
122
400

145, 922

4 , 086

A M O U N T
O U T S T A N D IN G 1/

19

179
W

1, 281
1, 562
1, 372

773
865
iLLL

1 T 041
966
836

1,110
1, 193
1.277
1, 265
1, 240
1 , 301
1, 256
1. 354
1, 496
1. 536
-Mio.
1, 857
1, 835
2, 127
2 , 137
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REMARKS OF DR. H. I. LIEBLING 
DEPUTY DIRECTOR, OFFICE OF FINANCIAL ANALYSIS 

OFFICE OF THE SECRETARY, U.S. TREASURY DEPARTMENT 
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BUSINESS FORECASTING SEMINAR 
LOS ANGELES, CALIFORNIA 

ON THURSDAY, JUNE 13, 1974 AT 4:00 P.M. EST

ECONOMIC EXPANSION AND DISINFLATION

My task today is to project aspects of the general 
economy, which may not conform to what my best hopes and 
desires for general economic welfare as I see it, might 
dictate, but which are assessments of what one might 
expect on the basis of economic analysis.

The latter, of course, is not always a dependable 
instrument in forecasting economic developments. Typically, 
it is rather more compelling and ingenious, after the facts 
become known, when variables emerge which had been neglected 
or improperly weighted. But, even then, there is considerable 
room for dispute. Accordingly, there is even more room for 
disputation when economic forecasts are made, because even 
the basic facts are still not yet known.

To vary the usual procedure, I present my conclusions 
first, and later attempt to support them. The general 
conclusions are two in number:

WS -29
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• The prospects for the economy, during the balance 
of 1974 and going into 1975, are sufficiently 
encouraging to expect positive real growth large 
enough to extend the period which has been dominated 
more by supply constraints than by any insufficiency 
in aggregate demand.

• Price growth will be difficult to restrain, partly 
because the economy will continue to be supply 
constrained and because demand will continue to be 
strong. This is so even after allowances for the 
special factors of modest or no further growth in 
food and energy prices.

In summary, the United States will be experiencing the 
pleasures and pain of high employment. But, as a result, 
insufficient progress towards disinflation will be made to 
rates previously viewed as acceptable by United States 
standards.

To provide some perspective to the analysis underlying 
these conclusions, I start with the proposition that policy 
makers, and the public generally, did not sufficiently 
recognize how close to capacity this economy has been 
operating since late 1972. To a very large extent, this 
reflected over-reliance on two broad aggregative measures, 
which I would claim are too gross and misleading for use 
as guides to economic policy. They may remain in continued 
use because of their broad general appeal. As a career civil 
servant, I might note that the irony of this consists in the 
fact that these measures were first made part of economic 
policy guides by the "old" administration, and they did not 
get "orphaned" by the "new" administration, which more or 
less legally adopted them with some modification.

These two broad but unreliable guides to policy makers
are:

• The degree of utilization of the economy's resources 
as indicated by the actual as a percent of the so~ 
called potential GNP. The latter represents merely
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a calculated long-term growth trend -- itself a 
rather difficult conceptual and statistical construct, 
but, in any case, surely not appropriate for a 
measurement of what actually can be produced in 
any one year. Incidentally, it is this potential 
GNP measure which is priced out to provide the 
full-employment, current dollar GNP upon which full- 
employment budget receipts are calculated. This 
issue surely ought to be re-explored.

• The aggregate unemployment rate, a measure which is 
typically influenced by broad fluctuations in teenage 
or part-time unemployment. The swing in unemployment, 
down to 5.0% in April and back up to 5.2% in May, 
is just one recent example of the unreliability of 
the aggregate unemployment rate as a guide to policy.
In addition, over the longer term, unemployment rates 
are affected by the composition of the labor force.
The recent composition shows higher percentages of 
young people who typically have higher unemployment 
rates than other members of the labor force. Based 
on the current rates of unemployment for each of the 
components but adjusting the composition of the labor 
force to that of the middle 1950*s, the present 
unemployment rate of about 5% would be reduced to 
4%%.

Against this background of insufficient recognition of 
how close to capacity the United States has been since late 
1972, policies were pursued which failed to recognize how 
strong the private forces were in the United States* economy.
In comparison to the Cyclical experience of the post-World 
War II period, the present economic expansion has been one 
of the longest in time and was characterized by larger increases 
in employment and production than any other. Though there were 
special factors, as noted later, this has been the basic under
lying circumstance generating inflation in the United States.
It continues to present a problem of achieving satisfactory 
rates of disinflation.
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What has contributed and will contribute further to this 
strong and durable economic expansion? First, I might suggest 
that designation of the recent period as a recession, however 
that might be defined by the National Bureau of Economic 
Research, Chase Econometrics, Wharton EFA, etc., in fact, 
would be unjustified from my point of view. Low or negative 
real GNP growth need not mean the under-utilization of 
capacity in the economy resulting from insufficiency of 
demand -- which is the standard attribute of recession.
When negative real growth results from supply constraints, 
the economy is registering an entirely different condition — ; 
one for which such an economic policy as a tax reduction 
surely would be inappropriate. These supply constraints 
have developed on a scale unprecedented in the post-war 
period. There are, of course, a few areas where production 
could be expanded further -- notably in the automobile 
industry -■ but by and large, the economy is undergoing 
strain in delivering the total volume of goods and services 
being demanded in the United States.

I have attached a table to this talk, which illustrates 
the difference in the behavior of many types of pressure 
variables in the economy. Assuming that November 1973 was 
a cyclical peak of some sort, the performance of these 
variables is very different than in the two preceding 
recessions. Certainly, the employment trends since last 
November appear very different. In May, six months after 
the so-called November 1973 peak, private nonfarm employment 
was slightly higher, as jobs in non-energy related industries 
increased more than the declines in energy-related sectors, 
such as gas, service stations, airlines, motor vehicles, 
etc. This is in contrast with declines in employment 
registered in the two previously officially designated 
recessions. Industrial production since last November 
appears to have declined as in the two former recessions, 
but that is due to autos, at least partly energy-related, 
and to energy itself. In addition, supply factors have 
generated output reductions in steel and other basic industries. 
For example, steel output is down since November, due to a 
metallurgical coal shortage. As a result, steel companies 
are turning down orders. That surely ought to be considered 
differently than the steel output declines in former recessions.
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But, beyond the measures of current economic activity 
are the trends in new and unfilled orders, the strength in 
capital goods spending (as indicated by spending anticipation 
surveys and capital appropriations), the long delivery times 
in obtaining materials, etc. The differences from the past 
two recessions are expressing the fact that in many areas, 
the production growth possibilities of the economy have 
diminished. Aggregate demand has remained strong, as the 
demand for investment has offset by far the sluggishness in 
some of consumer purchasing.

How do these figures of pressure on the economy reconcile 
with the 6.37. annual rate decline in real GNP just reported 
for the first quarter of the year? The fact is that there * 
have been slippages in some sectors of the economy. So far, 
they have been mainly oil or energy-related, although a case 
could be made that the automobile and the housing sectors 
were only partly energy-related and that demand had softened 
some in these two areas even before the energy problem.
But even so, these have been far outweighed by ongoing 
positive growth in the main body of the economy.

If the real GNP figures for the first quarter are 
disentangled, they show the following (see attached chart):

• Taking account only of the most obvious supply or 
energy-related constraints in the economy -- the 
automobile sector and spending on gas and oil -- 
real GNP growth in the first quarter was a positive 
1%, not a negative 6.37», annual rate.

• Total real consumer spending has been declining.
But, here again, if energy-related spending on 
cars, gas, oil, and utilities are netted out, real 
consumer spending in the first quarter of this 
year did not decline: it rose at an annual rate
of 3.57,.

• Sluggish real spending by business on fixed invest
ment in the first quarter also has been noted. But, 
here too, an annual rate of decline of 37. is converted
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into an increase of 7%, if the energy-affected 
purchases on autos and trucks are netted out.
(In terms of current dollars, the spending advances 
were'77, and 167OJ respectively.)

• The capacity utilization rate in the materials- 
producing industry, as measured by the Federal Reserve, 
appears to have declined in the first quarter. But 
steel and petroleum refining are both part of this 
statistic, and they have been troubled by inadequate 
raw materials supply. An adjustment for these two 
industries would show no change in the very high 
operating rate for basic materials in the first 
quarter of 1974.

Looking now at the second quarter, the early returns 
already are indicating a bottoming out from negative real 
«growth to about no change. The most recent figures would 
support that scenario. In April, industrial production 
rose 0.47., and not only because of increased automobile 
output as some have said. Employment scored a sizeable, May 
gain. Retail sales increased 1.07» in May, on top of a slight 
advance in April and a very large March increase. There is 
a chance of a small increase in real GNP in the second 
quarter. After that, sizeable positive growth in the second 
half of the year and going into 1975 is my forecast.

To sum up, a strong economic recovery appears on the 
way. Its sources of power will be the same as those which 
have continued to sustain the underlying vigor of the 
economy throughout the energy situation. They are the 
following:

• The United States is in the midst of a capital 
goods boom, whose end is not in sight. It will take 
several years before the deficiencies in our capacity 
to produce can be met in the energy and basic materials 
and even finished goods sectors. On top of that, 
capital expenditures will be required to meet the
new environmental standards.

• Inventories are low in many industries and added 
production will be needed to bring them into better 
balance.



• Export markets will continue to grow.

• Housing activity will expand, though not as much 
as had been forecast earlier.

Perhaps most would agree with the general outline of 
some positive real growth in the months ahead, if not with 
very large increases. But I would argue that if growth 
rates are very low, the supply constrained economy again 
would represent the principal determinant of low growth 
barring an unlikely and unexpected turn to a very harsh 
monetary policy that would serve to weaken aggregate demand 
substantially. The deficiencies in supply have been building 
for a long time and they will not quickly vanish.

Turning to the magnitude of the price advances which may 
be expected in 1974, the prospect is not bright, although a 
combination of fortunate circumstances might ameliorate this 
outlook. The implication for disinflation of an economy 
which is headed towards strong real growth in the rest of 
1974 would point to greater pressure on resources, as well 
as a less favorable atmosphere from the demand side with 
respect to reduced pressure on prices. True, the economy 
will benefit from any realization of hopes that food prices 
might decline, or rise less. Energy prices might also stop 
rising. That will be a second favorable factor. The third 
might be the decline in prices of raw materials that are 
internationally traded, which has become apparent over the 
past several weeks, though 1 would warn that some part of 
that was seasonal. If all three of these developments in 
fact do occur, that will be all to the good.

However, there is a darker side to the path of disinfla
tion, which consists of the following:

• The easing of raw material prices has not proceded 
very far. Even if it did, the higher costs at the 
peak or even below peak level have not had much 
opportunity to work their way through the cost 
price channels to final product prices. The 
transmission of these higher costs throughout the 
price structure might accelerate in the immediate
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months ahead because discontinuance of the price 
control program means that companies, which played 
the game under the rules though chafing under the 
restraints, are now free to make the price adjust
ments to market forces. That appears to be one of 
the explanations for recently accelerated increases 
in wholesale prices of industrial products.

• The disposition of workers will increase to regain 
or at least maintain real income by relatively large 
wage advances. Should compensation per manhour rise 
by more than the 8% to 9% annual rate underlying the 
"standard" forecast, larger pressures on prices 
than have been expected will be developing. Recent 
wage settlements have not supported a pattern of 
moderation. Should future settlements be made on the 
basis of these higher rates, it is clear that a basic 
assumption which is necessary for a projection of 
moderating the consumer price index to the neighbor
hood of 7% to 8%, annual rate, by the fourth quarter 
of 1974, will need to be revised upward.

Econometric analysis would indicate that for 
every one percent change in compensation per manhour 
more than the 8% to 9% advance that has been projected, 
an additional two-thirds of one percent would be 
added to the GNP inflation rate, profits and other 
non-labor costs remaining unchanged. That means that 
instead of a 6% or so annual rate rise in the private 
GNP deflator that had been expected by the end of 
the year, a compensation per manhour rise of 10% 
to 11% would generate another lk %  or so increase on 
top of that. This also would indicate some upward 
revision in the rate of increase that has been 
forecast for consumer prices toward the end of this 
year. (The impact of smaller or no gains in retail 
food prices, should that develop by the end of the 
year, would be greater on the consumer price index 
than on the GNP deflator, because the weight of food 
in the former is larger than in the latter.) All of 
this, of course, depends on whether the rise in 
compensation per manhour at these higher rates will
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in fact develop -- some partial evidence does 
point in this direction already. It is a prospect 
that should not be ruled out of any price forecast.

Rising real growth in the second haif of 1974 will bring 
some productivity advance, which might soften the impact of 
large wage increases on prices. In addition, profits might 
bear some of the brunt of cost increases. On the other hand, 
rising growth would appear to be a somewhat more favorable 
environment for passing on cost increases. Both cost-push 
and demand-pull might be operating simultaneously.

A period of rising and strong economic growth is not 
optimal for a disinflation process. It provides a favorable 
environment for cost-pressures on the wage side and demand- 
pull pressures on the price side. Accordingly, the economic 
policies aimed at restraining the Federal budget and monetary 
expansion would appear to be the classical and appropriate 
remedy. Restraint in the private sector would also appear 
to be required.

Studies indicate that fiscal and monetary policies take 
a while -- indeed, a long while -- to exert significant 
influence on the course of prices. They nevertheless need 
to be pursued vigorously. They would provide the minimum 
and necessary conditions for restraint in private sector 
demands, and in the consequent wage and price decisions that 
might develop in this environment. In addition, measures to 
make price and labor markets work more effectively need to 
be reviewed. There are many other rigidities in the system 
vjhich need to be re-examined.

Inflation is a game with few, if any, winners. A national 
consensus on the best means of playing this game should have 
as a prerequisite general acceptance of the basic economic 
principles that real standards of living can advance only by 
the productivity gains of an economy. That might be a good 
starting point for a national debate.

00O00
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ECONOMIC CHANGES IN RECESSIONS 
(Percent Changes)

November 1973 November 1969 May I960
to to to

April 1974 April 1970 October lqsn
Private Nonagricultural Payroll 
Employment ^ 0.2 -1.2 -1.3

Energy Related Industries -1.4 -1.5 -2.1
All Other Industries 1.0 -1.2 0

Unemployment Rate (2) 0.5 (3) 1.2 (3) 1.0 (3)

Industrial Production -2.2 -2.4 -3.0

Industrial Production, less 
Auto and Energy Industries -1.3 -2.9 -3.6

Personal Income 2.7 4.8 0.8

Sales of Retail Stores, Deflated -1.9 0.8 -0.2

Short-term Business Credit 9.3 2.8 2.1

Manufactufers' New Orders, 
Durable Goods Industries 5.5 -7.4 -5.6

Manufacturers' Unfilled Orders, 
Durable Goods Industries 9.2 (4) -6.8 -2.8

Manufacturers' New Orders, Capital 
Goods Industries, Nondefense IT) -9.2 -6.9

Manufacturers' Unfilled Orders, 
Capital Goods Industries, Nondefense 12.7 (4) -7.3 -4.2<5)

Business Expenditures on New Plant 
and Equipment ^ 6.6 3.1 -4.8

Purchased Materials, Companies 
Reporting Slower Deliveries 
(Percent Reporting) (2) -13.4 -29.8 -6.8
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November 1973 November 19G9 May 1960 
to to to

April 1974 April 1970 October 1960

Production M a t e r i a l s ,  Companies 
Reporting C o m m i t m e n t s  60 Days
or Longer (Percent Reporting) (2) 0 -12.3 -9.1

Ratio, Prices to Unit Labor Cost
Index Manufacturing 6.6 -1.7 -0.3

Vendors Performance, Companies 
Reporting Slower Deliveries
(Percent Reporting) -7.7 -16.1 21.9

(1) Calculated from dates of peak employment to six months later, rather 
than dates shown.

(2) Six month comparisons from November 1973 to May 1974, November 1969 
to May 1970, and May 1960 to November 1960.

(3) Actual change instead of percent change.
(4) Calculated taking into account data revisions.
(5) Series not available prior to 1968; the percent change for May 1960 to 

October 1960 is calculated using Manufacturers' Unfilled Orders for 
Machinery and Equipment.

(6) Quarterly data.
(7) Positive reflects changes at very low levels.
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REAL GNP GROWTH PATHS
Percent change,-------------------------------------
Annual Rate Total Real GNP

*6*3

1st half 
avg.

1973 1974
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MEMORANDUM TO CORRESPONDENTS:

WILLIAM R. WEBER RESIGNS 
TO ACCEPT SENATE POST

William R. Weber ha ŝ -rje signed from the Treasury Office 
of Public Affairs, effective June 30, to become Assistant 
Counsel to the U.S. Senate Committee on Banking, Housing 
and Urban Affairs. Mr. Weberfs principal responsibility 
in his new position, beginning July 1, will be to serve as 
Counsel to the Subcommittee on Financial Institutions, 
chaired by Sen. Thomas J. McIntyre, D-N.H.

Since joining the Treasury in 1970, Mr. Weber, 31, has 
been primarily responsible for public affairs operations m  
all area?'relating to Treasuryfs international and fiscal 
operations. In this capacity, Mr. Weber has been closely 
associated with Under Secretary for Monetary Affairs Paul A. 
Volcker and his staff.

A native of Michigan, Mr. Weber holds the degrees of 
A.B. in Economics and J.D. from the University of Michigan,
Ann Arbor.

From 1968 to 1970, Mr. Weber was a judicial clerk with 
the Michigan Court of Appeals, Detroit.

Mr. Weber is married to the former Jean Antonides of^ 
Chicago, Illinois» The Webers reside in Alexandria, Virginia.

oOo
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FOR IMMEDIATE RELEASE June 17, 1974

MATTHEW J. MARKS TO RETIRE 
FROM GOVERNMENT SERVICE

Secretary of the Treasury William E. Simon announced 
today with "great reluctance and deep personal regret" the 
resignation of Matthew J. Marks, of Falls Church, Virginia, 
as Deputy Assistant Secretary of the Treasury for Tariff 
and Trade Affairs. Mr. Marks’ primary responsibility was 
administering the antidumping and countervailing duty laws.
He will retire from Government service on June 30 and enter 
private law practice.

In commenting on the resignation, Secretary Simon said,
"I have never met a person in government service with more 
unrelenting dedication to the task at hand or more fervent 
loyalty combined with unshakable integrity than Matt Marks. 
Through his perceptive handling of many sensitive cases, he 
has demonstrated that the antidumping and countervailing duty 
laws can be administered both firmly and fairly. When a 
career man of Matt’s stature leaves the Government, the 
country as well as the Treasury feels the loss. We shall 
miss his wise counsel."

Mr. Marks joined the Treasury in December 1941 and served 
continuously with the Department except for a two-year tour 
with the Department of State and AID from 1962-1964.

He was named Deputy Assistant Secretary on October 10, 
1973. Prior to that he had served in the capacity of Deputy 
to the Assistant Secretary under three successive Assistant 
Secretaries.

During 1956-1960, Mr. Marks handled the responsibilities 
of the Under Secretary of the Treasury for all matters per
taining to the Operations Coordinating Board (OCB). The OCB 
provided interdepartmental coordination of national security 
policy as laid down by the National Security Council.

WS-31 (OVER)
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Among the Treasury posts Mr. Marks held prior to 1956 
were those of Chief of Enforcement, Foreign Assets Control;
U.S. Treasury Representative in Brussels, Belgium; and Senior 
Attorney m^the Office of the General Counsel, specializing 
m  international financial problems.

Mr. Marks was born in New York City in 1914. He was 
graduated with a B.A. degree, summa cum laude from Dartmouth 
College in 1936 and was named to Phi Beta Kappa. He holds 
a Juris Doctor degree from Columbia Law School, 1941, and 
attended the National War College in 1955—56. He is a member 

"ths Bar of the State of New York and of the American Bar 
Association.

He has written articles in the Columbia Law Review and• 
the Department of State Bulletin.

.In January 1969 Mr. Marks was presented the Exceptional 
Service Award by the Secretary of the Treasury.

Mr. Marks is^married to the former Simone Van de Meulebroeke 
of Brussels, Belgium. They have one son, Ramon, who is presently 
a student at the University of Virginia Law School. Mr. and 
Mrs. Marks reside at 5938 Sixth Street, Falls Church, Virginia 
22041. ■
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F O R  IM M ED IA TE R E L E A S E JU N E  14, 1974

Office of the White House P r e s s

T H E  W H ITE HOUSE

T he P re s id e n t  today is e stab lish in g  the Comnjtetbe on E n e r g y .
T h e  C o m m itte e  will be re sp o n sib le  for  coordinating
the developm ent of en e rg y  policy  within the E x e c u t iv e  B r a n c h  and
will be a C a b in e t - le v e l  e n e rg y  policy  a d v is o ry  body to the P re s id e n t .

T he following a r e  being n am e . a s  m e m b e r s :

The S e c r e t a r y  of S tate  (H enry  A. K iss in g e r )
The S e c r e t a r y  of the T r e a s u r y  (W illiam  E .  Simon)
The S e c r e t a r y  of th e 'I n te r io r  (R og er s C. B .  M orton)

. The S e c r e t a r y  of C o m m e r c e  ( F r e d e r i c k  Dent)
The S e c r e t a r y  of T r a n s p o r ta t i o n  (Claude S. B r i n c g a r )
The C o u n sello r  to the P r e s id e n t  for E c o n o m ic  P o l ic y  (Kenneth Rush)  
The D ir e c to r  of the Office of M anagem ent and Budget (Roy L .  Ash)  
The C h a irm a n  of the C ouncil of; E c o n o m ic  A d v i s e r s  (H e rb e rt  Stein) 
The A d m i n i s t r a t o r -d e s ig n a te  of the F e d e r a l  E n e r g y  A d m in io tra t io n -  
(John C. Sawhill)
The A d m in is tra to r  of the E n v iro n m e n ta l  P r o te c t i o n  A g e n cy  (R u sse ll  
E .  T rain )
The C h a irm a n  of the A to m ic  E n e rg y  C o m m iss io n  (Dixy L e e  R.ay)

(The A d m in is t ra to r  of the E n e r g y  R e s e a r c h  and Development  
A d m in is tra t io n  will a s s u m e  this  position if and when c r e a t e d  
by C o n g r e s s ,  )

Other a g e n cie s  and d e p a r tm e n ts  will p a r t ic ip a te  on i s s u e s  d ir e c t ly  
affecting th e ir  a r e a s  of re sp o n sib ili ty .

The P r e s id e n t  is designating S e c r e t a r y  of the T r e a s u r y ,  W illiam  E .  
Simon as  C h a irm a n  of the Coir.rr ittee  on E n e rg y .

The c re a t io n  of this  C o m m itte e  p ro v id e s  a f o r m a l  m e c h a n is m  to:

develop a l te rn a tiv e  solutions and m ake re c o m m e n d a t io n s  on m a jo r  
en ergy  p ro b le m s  by b ringing  to b e a r  the c o l le c t iv e  e x p e r t i s e  and 
r e s o u r c e s  of the E x e c u t iv e  B ra n c h ;

develop e n e rg y  pol-icy re c o m m e n d a t io n s  on m a t t e r s  that cut a c r o s s  
individual a g e n cy  re sp o n s ib i l i t ie s ;

provide a re a d y  m e a n s  fo r  coord in ation  with r e s p e c t  to  e n e rg y  
m a t te r s  am ong key A d m in is tra t io n  o ff ic ia ls ;

co n sid er p o lic ie s  dealing with e n e rg y  c o n s e rv a tio n  a s  well a s  
p o licies  designed to i n c r e a s e  e n e rg y  supplies.

The Cnrr.n.ittee on E n e rg y  a s s u m e s  all  the functions
and p urposes  of the E n e r g y  E m e r g e n c y  A ction  Group which w as c r e a t e d  
la s t  fall and is  h e re b y  ab olish ed .
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RELEASE UPON DELIVERY June 17 , 1974

REMARKS BY DAVID II. STOUGHTON 
ATTORNEY/ADVISER, OFFICE OF THE GENERAL COUNSEL 

DEPARTMENT OF THE TREASURY 
3EF0RE THE

SIXTH NATIONAL INSTITUTIONAL TRADER CONFERENCE 
MONDAY, JUNE 17, 1974, 10:15 A.M., EDT

THE ROLE OF THE DEPARTMENT OF THE TREASURY 
IN THE CONSIDERATION OF SECURITIES REFORM LEGISLATION

I am honored to have this opportunity to participate 

in the Sixth National Institutional Trader Conference 

sponsored by Institutional Investor.

The question this panel is to address is "What will 

the ultimate securities legislation say?" Some of you 

may wonder why the Department of the Treasury is repre

sented on this panel. Treasury’s interest in the pending 

securities legislation may not be as readily apparent as 

that of Congressional Committees and the Securities and 

Exchange Commission. In addition, the nature of the 

Department’s involvement in the consideration of the 

securities legislation -- which has been comparatively 

recent -- may not be known to some of you.

Therefore, in my introductory remarks I would like 

to explain briefly Treasury's interest and role in the

WS-30
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ongoing process of reform of our securities markets. A 

little more than a year ago Treasury became concerned by 

several disturbing developments in the operations of 

our capital markets, in particular, our markets for 

equity capital. These included widespread failure of 

brokerage firms, loss of public confidence, and the 

effect of the steady growth in institutional trading on 

the present regulatory framework for and the operation 

of our securities markets. We were also aware that both 

Houses of Congress had been extensively studying these 

problems, and had Droposed legislation that would effect 

the most significant reform of our securities markets 

since the 1930’s.

In view of these developments, Secretary Shultz 

felt it was important that Treasury develop views on a 

number of issues affecting our capital markets. Treasury 

has a principal responsibility in such areas as inter

national trade and investment, taxation, and the program 

of controls on the international flow of capital. Further, 

our capital markets are of prime concern to us because of 

the financial needs of the Federal Government.
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For these reasons, Treasury undertook an effort 

last fall to gain a better understanding of the issues 

and formulate sound judgments. In this effort, we 

were fortunate to have the benefit of the excellent work 

that had been accomplished by the Subcommittees of 

Senator Williams and Congressman Moss; and by the Securi

ties and Exchange Commission. In addition, Treasury also 

benefited from informal discussions with representatives 

of all segments of the securities industry and of the 

banking industry. James Lorie, Professor in the Graduate 

School of Business at the University of Chicago coordi

nated our efforts and contributed his own vast knowledge 

of the industry.

Our effort culminated in the publication of a state

ment on Public Policy for American Capital Markets, 

which was prepared for Treasury by Professor Lorie. This 

statement sets forth basic objectives of public policy 

for our capital markets. It addresses, in light of 

those objectives, a broad range of issues including the 

structure and rules of the central market, the role 

and impact of institutional investors, taxation, and 

international capital flows.
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The statement endorses the Securities and Exchange 

Commission’s present policy of establishing a central 

market for listed securities in which the various elements 

of the market place will be linked together by a communica

tions system and subject to a common regulatory framework. 

The statement further supports the Commission’s oolicy 

of requiring fully competitive commission rates after 

April 30, 1975.

While the Lorie report does not represent an official 

Treasury position, former Secretary Shultz and Secretary 

Simon have stated that they support its basic conclusions.

The publication of the Lorie report marks the 

beginning of Treasury’s work in this area. The Depart

ment has been, and intends to continue, working with the 

Congress and other interested parties in obtaining passage 

of securities legislation. We feel that the Senate, 

in S. 2519 and S. 2058, has passed sound legislation that 

would generally implement the policy recommendations of 

the Lorie report concerning the development of the central 

market system. Congressman Moss’ Subcommittee has likewise 

developed, as a result of lengthy and intensive study, a 

comprehensive securities bill, H.R. 5050, which we are now 

reviewing.
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Consideration of the Moss bill, however, has been 

delayed. A few of its provisions, such as those dealing 

with competitive rates and institutional membership, have 

generated controversy. A more recent source of controversy 

has been the question whether the SEC should have the 

authority to prohibit third market trading if it should 

find such action necessary to restore or maintain the 

orderliness or fairness of the market for listed securities 

during the period after fixed rates are eliminated and 

before the central market is established. We hope that 

these and other problems can be overcome and the Sub

committee is able to report a bill soon.

We feel that it is important that legislation effect

ing the necessary reform be enacted as soon as possible 

in order that the uncertainty that plagues the securities 

industry may be removed. Only when the rules of the new 

market system are firmly established can the industry 

begin to make the adjustments necessary to restore its 

financial strength and competitiveness, a process which 

is essential if we are to have strong financial markets 

capable of satisfying the capital needs of our economy

at the lowest cost.
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Of course, I recognize that the most serious 

problem facing the securities industry is inflation. 

Treasury is committed to policies that we feel will 

reduce inflation and put the nation on the road to 

stable economic growth. These policies include the 

encouragement of more production, in such fields as 

energy, agricultural products and natural resources, 

and the utilization of a proper balance of fiscal and 

monetary policy.

%
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June 17, 1974
FOR RELEASE 6:30 P.M.

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS
Tenders for $2.6 billion of 13-week Treasury bills and for $ 1.9 billion 

of 26-week Treasury bills, both series to be issued on June 20, 197 | 
were opened at the Federal Reserve Banks today. The details are as follows:

FANGE OF ACCEPTED 13-week bills
COMPETITIVE BIDS: maturing September 19, 1974

Price
Equivalent 
Annual Rate

High
Low
Average

97.940
97.931
97.933

8.149%
8.185%
8.177% 1/

26-week bills
maturing December 19, 1974

Price
Equivalent 
Annual Rate

95. 887 
95.862 
95.867

8.136% 
8.185% 
8.175% 1/

Tenders at the low price for the 13-week bills were allotted 100%. 
Tenders at the low price for the 26-week bills were allotted 2%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted
Boston $
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco

4,
,770,000
,835,000
,045,000
,595,000
,100,000
,590,000
,320,000
,395,000
,845,000
,240,000
,700,000
,765,000

$ 30,140,000
2,203,350,000

29.045.000
41.020.000
38.570.000
27.830.000
85.455.000
24.595.000
13.740.000
39.495.000
18.730.000
48.235.000

$ 15,555,000
3,535,770,000

60.795.000
78.100.000
44.510.000
32.740.000

229.250.000
55.625.000
21.765.000
35.015.000
29.595.000
121.700.000

$ 13,555,000
1,685,760,000

11.895.000
26.580.000
18.210.000
20.790.000
33.025.000
18.375.000
5,765,000
25.940.000
14.595.000 
26,000,000

TOTALS $5,033,200,000 $2,600,205,000a/ $4,260,420,000 $1,900,490,000b/

a/ Includes $ 437,775,000 noncompetitive tenders accepted at average price. 
m  Includes $ 257,020,000 noncompetitive tenders accepted at average price. 
T/ These rates are on a bank discount basis. The equivalent coupon issue 

yields are 8.47% for the 13-week bills, and 8.65% for the 26-week bills,



pOR IMMEDIATE RELEASE

TREASURY’S WEEKLY BILL OFFERING
/June 18, 197 A

The Treasury Department, by this public notice, invites tenders for two 
series of Treasury bills to the aggregate amount of $4,500,000,000, or thereabouts, 
to be issued June 27, 1974, as follows:

91-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts, 
representing an additional amount of bills dated March 28, 1974, and to mature 
[September 26, 1974 (CUSIP No. 912793 UR5), originally issued in the amount of 
$1,801,155,000 (an additional $100,065,000 was issued on June 5, 1974), the 
(additional and original bills to be freely interchangeable.

182-day bills for $1,900,000,000, or thereabouts, to be dated June 27, 1974, 
nd to mature December 26, 1974 (CUSIP No. 912793 VE3 ).

The bills will be issued for cash and in exchange for Treasury bills maturing

accounts and Federal Reserve Banks, for themselves and as agents of foreign and 
international monetary authorities, presently hold $2,392,375,000. These accounts 
ay exchange bills they hold for the bills now being offered at the average prices 
pf accepted tenders.

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

Tenders will be received at Federal Reserve Banks and Branches up to the closing 
pour, one-thirty p.m., Eastern Daylight Saving time, Monday, June 24, 1974.
(Tenders w ill not be received at the Treasury Department, Washington. Each tender 
bust be for a minimum of $10,000. Tenders over $10,000 must be in multiples of 
p5,000. In the case of competitive tenders the price offered must be expressed on 
fche basis of 100, with not more than three decimals, e.g., 99.925. Fractions may 
pot be used. It is urged that tenders be made on the printed forms and forwarded 
pi the special envelopes which will be supplied by Federal Reserve Banks or Branches 
bn application therefor.

Banking institutions and dealers who make primary markets in Government 
pecurities. and report.daily to the Federal Reserve Bank of New’ York their positions

[June 27, 1974, outstanding in the amount of $4,302,920,000, of which Government

(OVER)
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with respect to Government securities and borrowings thereon may submit tenders 
for account of customers provided the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks and 
trust companies and from responsible and recognized dealers in investment securities, 
Tenders from others must be accompanied by payment of 2 percent of the face amount 
of Treasury bills applied for, unless the tenders are accompanied by an express 
guaranty of payment by an incorporated bank 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 June 27, 1974, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing June 27, 1974. 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 IMMEDIATE RELEASE 
Thursday, June 20, 1974

ACTUAL USE REPORTS REQUESTED 
BY OFFICE OF REVENUE SHARING

More than 38,000 states and general-purpose units 
of local government are being asked to report their 
actual uses of general revenue sharing funds on forms 
distributed today by the Treasury Department’s Office 

of Revenue Sharing.

By September 1, 1974, all recipients of the money 
must report in what areas of activity they have used 
the shared revenues they spent or obligated since June 30, 
including any interest earned on the money. In addition, 
the chief executive of each recipient government must 
certify that his jurisdiction’s shared revenues have been 
spent in accordance with anti-discrimination and other 

provisions of revenue sharing law.

The Actual Use Reports must be published locally 
in newspapers of general circulation and the news media, 
including bi-lingual news media, must be informed of the 

publication.

1973

(OVER)



-2-

MGovernments that have failed to file Actual 

Pse Reports will not receive the first quarterly 

payment of fiscal year 1975 funds in October 1974,, 

as s c h e d u l e d G r a h a m  W.. Watt, Director of the Office 
of Revenue Sharing announced today.

A summary and analysis of information contained 

in the reports will be prepared and released in the late 
fall of 2 9 7 4 m

Actual Use Reports are required annually of all 

recipient governments, according to Section 121 of the 

State and Local Fiscal Assistance Act of 1972 that established 

general revenue sharing.. The reports are intended to provide 

the Office of Revenue Sharing and citizens of recipient 

Jurisdictions with information about the amounts of shared 

revenues that have been expended in various categories of 
activity.

#
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[  DtparlmentoftheTREASURY
feHINGTON, D.C. 20220 TELEPHONE W04 2041

FOR RELEASE 1:15 P.M., EDT 
THURSDAY, JUNE 20, 1974

REMARKS BY THE HONORABLE WILLIAM E. SIMON 
SECRETARY OF THE TREASURY 

AT THE
NATIONAL CONFERENCE FOR STATE, COUNTY, AND 

CITY CONSUMER OFFICE ADMINISTRATORS 
RAMADA INN, WASHINGTON, D.C. 

THURSDAY, JUNE 20, 1974

I am extremely pleased to be here today at this first 
Federally-sponsored meeting of state and local consumer 
affairs officers. Virginia Knauer is to be congratulated 
for this fine idea and for her continuing efforts on behalf 
of consumer welfare.

At Treasury we take pride in having developed the Truth 
in Lending legislation and are proud now to stand with 
Virginia Knauer in support of Truth in Savings. A little 
later I will comment on the general revenue sharing program 
which is our closest point of contact with state and local 
government. Other important Treasury programs for consumers 
are operated by our friendly fellows in Customs and the 
Internal Revenue Service. I am here today, however, not on 
Treasury business, but to welcome you and wish you every 
success in your good work.

Periodically each of us is reminded that we are 
all consumers and face some common frustrations. It may 
be the appliance that fails, or the runaway computer that 
doesn't register a consumer payment, or any one of a long 
list of other possibilities. Some are minor irritations, 
others can be much more than that. And, at the present 
time, all the irritations are aggravated by an unacceptably 
rapid rate of inflation that is chewing up the family budget.

At the worst, all these things tend to open a gulf 
between the public and its government. There is a feeling 
from the public side that no one really cares. In the



2

area of consumer affairs, all of you are living proof that 
someone does care and is prepared to work hard to improve 
things. I hope that this session and many more like it 
can help to make government at all levels much more responsive 
to consumer needs. My own experience while working on the 
energy problem was that there is a deep spirit of public 
patriotism and a widespread desire to cooperate in worth
while voluntary efforts. The public wants its Government to be 
responsive.

In particular, consumers want their government to be 
much more responsive to the problem of inflation. At Treasury, 
as elsewhere in government, we are deeply concerned over 
inflation and determined to deal with it effectively. Con
sumers also want their government to be much more responsive 
to a wide range of other problems. You are out there on the 
firing line and know this to be the case. Too often in the 
past, the Federal reaction to a problem has been to crank 
up a new program and see how much money could be spent before 
the end of the fiscal year. That free spending era is now 
drawing to a close.

It is drawing to a close because the control of infla
tion demands a closer degree of restraint over Federal 
expenditures. It is drawing to a close also because we 
have learned through hard experience that many Federal spend- 
ina programs fail to achieve tangible, practical benefits. 
However the problems remain and they must be dealt with.

The keynote of President Nixon's New Federalism is 
that each level of government should focus its attention 
on functions most appropriate to its level. In the past, 
the Federal Government has frequently tried to do too much, 
and has ended up by accomplishing too little. It is a 
long way from Washington to Main Street, much farther than 
the average bureaucrat can see. Problems are different in 
different places and need special solutions.

One important element in the New Federalism program 
is general revenue sharing. This is a Treasury Department 
program and one of which we are proud. Revenue sharing 
became law in the fall of 1972 with bipartisan support.
Each year the program provides $6 billion of Federal tax 
dollars to states and localities to use as they see fit.
There are almost no strings on the money and no need to 
wear a path to Washington to get a grant. In only a little
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more than a year and a half, some $12 billion has been 
paid to states, counties, cities, towns, townships, Indian 
tribes, and Alaskan native villages in every part of this 
great country.

Already I begin to sound like the Czar of a new and 
rapidly expanding Federal spending program. But, in fact, 
that $12 billion has been distributed bv a highly competent 
administrative and clerical staff of less than 100 
people. The success of this or any other program is, of 
course, never properly measured in terms of billions of 
dollars or numbers of Federal employees, but in the impact 
it has on people's daily lives.

In testifying earlier this month before Senator Muskie's 
Intergovernmental Relations Subcommittee of the Senate 
Committee on Government Operations, I drew attention to 
some specific examples of what general revenue sharing is 
doing. Let me briefly note a few of those examples on this 
occasion:

Sheffield, Alabama: revenue sharing has made it pos
sible for this small Southern city to establish a mobile 
health unit which brings care to those who cannot walk to 
the health agency. Low-income families are taught new ways 
to take care of their homes. Recreation programs have 
been revitalized. There are basketball and tennis courts, 
swimming pools and new lights for the municipal ball park.
The old library has been completely renovated and a new 
fire station is being built. Furthermore, the city is 
sponsoring an experiment to improve blighted areas. An 
all-black 5-man board will go into black areas, prescribe 
what has to be done to improve the homes, and it will contract 
with black construction firms to make the needed improvements.

Burlington, Vermont: a local company donated an old 
building and the city rewired it. Result— a center for 
the elderly. The city also built a new ice rink, bought 
a beach house and new equipment for the city's parks.

Out West, people had different ideas on how to spend 
their revenue sharing money. In Santa Clara County, 
California, three halfway houses were funded to treat alco
holics. A new rat control program was started. A community 
action program is guiding high school dropouts back to school 
or meaningful employment. And, summer employment will be 
more readily available as a result of revenue sharing.
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In Kershaw County, South Carolina, a child development 
program was established to help economically underprivileged 
children get the same start on life as other kids.

In Lee County, Iowa, the citizens of this corn county 
found that revenue sharing meant that they were spared an 
increase in property taxes and were able to meet their number 
one need: the care of the elderly.

In South Bend, Indiana the city allocated $110,000 
for a methodone treatment center. Architecture and design 
fees for a new civic center were paid for with revenue 
sharing money.

Finally in Hutchison, Kansas $10,000 went to a "meals 
on wheels" program which serves one hot lunch a day to the 
old, sick poor who are unable to prepare their own meals. 
Also, Hutchison bought two used vehicles and installed insecti
cide sprayers on them so they can crisscross the city 
releasing a foggy mist which kills flies and mosquitoes.

These are but a few of the examples that might be 
cited. I am most familiar with our programs under general 
revenue sharing, but your own activities would surely pro
vide ample additional evidence that government does care 
and is responsive to public needs.

I was struck by the diversity of our revenue sharing 
programs and their down-to-earth nature. Revenue sharing 
helps people most by letting them decide what needs take 
priority in their own communities. There is no way that 
the Federal Government can spend this money more wisely 
than the local governments that see and feel the needs of 
their citizens daily.

It seems to me that there are fairly close parallels 
between our revenue sharing experience and the important 
work in the field of consumer affairs in which all of you 
are engaged. We are both trying to insure that big govern
ment can deal successfully with a wide range of problems 
in many different locations and situations. The work is 
extremely important because of the corrosive effects that 
can result from a lack of responsiveness on the part of 
government.



- 5 - (

Our revenue sharing program depends ultimately for 
its success» upon the ability of local officials to be 
alertly responsive to the needs of their own communities. 
Similarly, I am sure that much of the success of present 
and future programs in the consumer affairs area will 
depend more upon your dedication and good judgment than 
it will upon initiatives from Washington although we in 
government can assist you in these efforts.

There is a final parallel that occurs to me between 
revenue sharing and your work in the field of consumer 
affairs. In both areas there is need for a generally 
accepted code of good conduct and certain rules of the 
game. Within this framework, however, a great deal of 
latitude needs to be left for individual initiative. In 
the revenue sharing program there are certain minimum 
requirements in terms of civil rights, financial management, 
public information and related matters. Aside from that, 
the President and the Congress have given state and local 
officials the responsibility for setting priorities and 
deciding on the needs to be met. In the area of consumer 
affairs, there also need to be generally accepted standards 
of good behavior— enforced by law in some cases— and given 
additional meaning by activities such as your own. But 
we must and do depend heavily upon the force of competition 
in free markets to help insure good performance for the 
consumer.

By and large, I think we can count on our existing 
mechanisms— and new channels of communication such as we 
are opening here— to do a reasonably good job of protecting 
the consumer interest. Consumers themselves are alert to 
the problem areas and quick to direct attention to them.
But consumers are relatively powerless to do much to check 
the current inflationary trend. For that, they must depend 
upon their Federal Government.

We are now in the unfamiliar and unenjoyable position 
of seeing our rate of inflation running to two digits. It 
is small comfort that inflation is worldwide. We must deal 
with the problem as we find it here. The factors contribut
ing to the present inflation include the unique convergence 
of boom conditions in all the industrial countries, short
ages of food from natural causes, and a sudden shift in 
the energy balance. In our own case, the roots of inflation
can be traced back to a decade ago.
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This Administration recognizes inflation as our number 
one economic problem. The harmful effects of inflation are 
spread out for all to see. Real wages and real income 
decline in the face of rapidly rising prices. Corporate 
profits rise in dollar terms but much of this reflects an 
illusory element of inventory profits. The real value of 
corporate depreciation allowances shrinks with rising prices 
which imperils the capital formation process upon which 
future growth depends. Interest rates are driven up by 
rising prices and the housing industry faces new difficulties. 
And, all of our people who find themselves on fixed arid semi
fixed incomes bear a heavy burden.

There is no quick and easy solution to the inflation 
problem. We have tried price and wage controls and are 
left with a much more rapid rate of inflation than before. 
The only answer is the continued application of fiscal and 
monetary restraint for a sustained period of time. This 
means, in my opinion, aiming at a balanced Federal budget 
and relying upon the Federal Reserve System to hold the 
flow of money and credit to appropriate proportions.

It means, I must also say, resisting the recent calls 
for a reduction in taxes. Tax reduction might seem in 
superficial terms to benefit the consumer. But putting 
more money in peoples' hands will not put more food on 
their tables or more gasoline in their tanks. Most sectors 
of the economy are operating at full capacity and shortages 
of materials are widespread. The extra spending generated 
by a tax cut would only mean more money chasing an already 
limited supply of goods. That is a race we can never win.

A tax cut would also put more strain on our financial 
markets. The Treasury would have to borrow the money it 
did not collect in taxes. This would place further upward 
pressure on interest rates and worsen the sitution of the 
housing industry. There would be a further squeeze on 
capital funds for new productive capacity. In short, a tax 
cut would worsen our inflationary situation which is already 
far beyond what we should accept.

We should not ignore the favorable aspects of the 
economic situation. In the past year, employment has 
increased by 2 million persons. The unemployment rate has 
edged up slightly but some such increase was unavoidable.
We weathered the oil embargo surprisingly well, certainly
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without the calamitous consequences that were so widely 
predicted. Industrial production has risen for the past 
two months. Business spending on capital equipment con
tinues its strong advance. Indeed, there are many elements 
of strength in the current economic situation. The one 
overriding, serious source of difficulty is our high rate 
of inflation.

I am confident, however, that with 
careful application of fiscal and monetary restraint, the 
current inflation will, over time, run its course. Return 
to a reasonable degree of price stability is essential if 
we are to achieve our national goals.

The best interests of consumers can be successfully 
pursued only by putting an end to rapid rates of inflation. 
Meanwhile, I know that we can count on all of you to be 
vigorous advocates of the consumer interest. Best wishes 
for a successful confererence.

o 0 o



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

Tenders will be received at Federal Reserve Banks and Branches up 
to the closing hour, one-thirty p.m., Eastern Daylight Saving time, 
Wednesday, June 26, 1974. Tenders will not be received at the Treasury 
Department, Washington. Each tender must be for a minimum of $10,000. 
Tenders over $10,000 must be in multiples of $5,000. In the case of 
competitive tenders the price offered must be expressed on the 
basis of 100, with not more than three decimals, e.g., 99.925. Fractions 
may not be used. It is urged that tenders be made on the printed forms 
and forwarded in the special envelopes which will be supplied by Federal 
Reserve Banks or Branches on application therefor.

Banking institutions and dealers who make primary markets in Government 
securities and report daily to the Federal Reserve Bank of New York their positions
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wit?i respect to Goyernment securities and borrowings thereon may submit tenders 
for account of customers provided the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks W  
trust companies and from responsible and recognized dealers in investment securitt 

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 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 resps 
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 acceptf 
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 2, 1974, 
in cash or other immediately available funds or in a like face amount of Treasury 
bills maturing July 2, 1974. 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 i m m e d i a t e  r e l e a s e Ju n e  2 0 , 1974

PEN N Y  D R IV E  E X T E N D E D  F O R  C H ILD REN

M rs. M ary  B ro o k s , D ir e c to r  o f the M int, announced today th at she 
is extending P en ny R edem ption  M onth in re sp o n se  to n u m erou s re q u e s ts  
from ch ild ren .

C h ild ren , and a l l  o th e r s , tu rn in g  in $ 5 . 00 o r  m o re  in p en n ies 
through the su m m e r w ill be e lig ib le  to r e c e iv e  the T r e a s u r y  D ep a rtm e n t’ s 
Special C ita tio n .

N am es to be c ite d  fo r  th e aw ard should be sen t to M r s . M ary  B ro o k s , 
D irector of the M int, 55 M int S tr e e t ,  San F r a n c is c o ,  C a lifo rn ia  9 4 1 7 5 .

R esp on se  to the M in t’ s d riv e  to re tu rn  the penny to c irc u la t io n  h as 
been overw helm in g. B an ks and r e ta i l  e s ta b lish m e n ts  throughout the nation  
are a ctiv e ly  su p p ortin g  the cam paign and en cou rag in g  th e ir  c u s to m e rs  to 
bring in th e ir  p en n ies fo r  dep osit o r  exchan ge fo r  o th e r  c u rre n c y  o r  
m erchandise.

T h e re  is  no sh o rta g e  o f a supply o f p ennies and the p r ic e  o f cop p er 
has re tre a te d , c lo s in g  a t 99 ce n ts  a pound on Ju n e  18, 1974 . D uring th e 
past 15 y e a r s , th e M int h as poured out 70 b illio n  p en n ies and 30 b illio n  of 
these a re  e s tim a te d  to be  in th e "h id d en " c a te g o ry . T h e s e  a r e  the p en n ies 
the Mint is  ask in g  c itiz e n s ! to put b ack  to w ork in th e m a rk e t p la c e .

One b illio n  p en n ies re tu rn e d  to c irc u la tio n  w ill sav e  th e ta x p a y e rs
$10, 000, 000.



FOR IMMEDIATE RELEASE June 20, 1974

TREASURY ANNOUNCES NON-POWERED HAND TOOLS
FROM JAPAN

ARE BEING SOLD AT LESS THAN FAIR VALUE

Assistant Secretary David R. Macdonald announced today 
that non-powered hand tools from Japan are being, or are 
likely to be, sold at less than fair value within the mean
ing of the Antidumping Act of 1921, as amended. These 
non-powered hand tools are wrenches, pliers, chisels, 
punches, screwdrivers, hammers, metal-cutting snips and 
shears, wheel and gear pullers, valve tools, and body and 
fender tools. They are the type used by mechanics, 
plumbers, etc. Notice of the determination will be pub
lished in the Federal Register of June 21, 1974.

The case now will 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 non-powered hand tools from Japan which 
have not been appraised and on which dumping margins 
exist.

A notice of "Withholding of Appraisement" was issued 
on March 25, 1974 which stated that there was reasonable 
because 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 period of February 1, 1973 through 
January 31, 1974, imports of non-powered hand tools were 
valued at approximately $37,200,000.

# # #



JUNE 21, 1974

MEMORANDUM FOR THE PRESS:

In response to questions about this morning's story
in the Washington Post indicating that Italy has
asked the United States for loans, a Treasury spokesman said

"While we have seen the article in the Washington Post this 

morning, we have not been approached by the Italian 

government with respect to any such plan."



kHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE June 21, 1974

EXCEPTIONAL SERVICE AWARD PRESENTED 
TO ASSISTANT SECRETARY 

JOHN M. HENNESSY

Secretary of the Treasury William E. Simon today presented 
an Exceptional Service Award to Assistant Secretary John M. 
Hennessy, who is resigning from the Department.

The gold medal award, one of the Department's highest, is 
presented to Treasury employees "who distinguish themselves by 
exceptional service within or beyond their required duties."

The citation to Mr. Hennessy read:

"As Assistant Secretary for International Affairs, and 
previously as Deputy Assistant Secretary for Development Finance, 
John M. Hennessy has made an exceptional contribution to the 
formulation and execution of Treasury policy on a wide variety 
of complex international financial issues, including bilateral 
aid, debt rescheduling, trade, monetary reform, and the provision 
of U. S. financial contributions to the resources of international 
development lending institutions.

"Mr. Hennessy participated with great effectiveness in numerous 
international negotiations and Congressional appearances in 
futherance of these objectives. On these occasions, and in his 
work within the Treasury, he consistently impressed those with 
whom he dealt with his energy, dedication and creativity. It 
may be truly said in his service to the Department and the 
Government, he gave of himself without stint; and he brought 
an intellectual honesty, a fresh insight and a goodwill that made 
'insoluble' problems soluble."

oOo
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Department of theTREASURY

FOR IMMEDIATE RELEASE June 21, 1974

MRS. FRANCINE IRVING NEFF 
SWORN IN AS 35TH TREASURER OF THE UNITED STATES

Mrs. Francine Irving Neff of Albuquerque, New Mexico, 
was sworn in today as the 35th Treasurer of the United States 
by Treasury Secretary William E. Simon.

As Treasurer of the United States, Mrs. Neff is 
responsible for the custody, issuance and redemption of 
United States currency. New issues of paper currency will 
bear her signature in the lower left corner opposite that 
of Secretary Simon. She succeeds Mrs. Romana Acosta 
Banuelos who resigned February 14.

Mrs. Neff is the seventh woman to occupy one of the 
oldest posts in thè Federal Government, which dates back to 
1789.

Born in Albuquerque, New Mexico, on December 6, 1925, the 
daughter of Edward Hackett and Georga Wanita Henderson Irving, 
Mrs. Neff was reared in Torrance County, New Mexico. She 
was graduated from Cottey College in Nevada, Missouri, and 
received a B.A. degree with distinction from the University 
of New Mexico. She was married in 1948 to Edward John Neff, 
surviving founding partner of Neff and Company, Certified 
Public Accountants. They have two children, Mrs. Albert 
Michael Tomforde, III, of Houston, Texas, and a son,
Edward Vann Neff, a student at the University of Albuquerque.

Mrs. Neff became active in the Republican party as a 
poll worker in 1964. She was named to the Bernalillo County 
Republican Central Committee and Executive Committee and 
became State Adviser to the New Mexico Teen-Age Republicans.
She then became a member of the New Mexico Republican State 
Central Committee, was elected National Committeewoman for 
New Mexico, and was appointed to the Executive Committee of the 
Republican National Committee.

WS-33 (OVER)



Mrs. Neff is resigning her active posts in the 
Republican Party with her swearing-in, but will continue to 
work for and speak for a strong two-party system*
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MODERATOR: Our guest today is Secretary of the 

Treasury, William E. Simon. As a principal advisor to the 

President, the Secretary plays a major role in formulating, 

recommending, and coordintating international monetary and 

trade policies, as well as domestic and international eco

nomic and fiscal policies. In his role as Secretary, Mr. 

Simon heads a department which has 125,000 employees, who 

collect the nation*s taxes, pay the nation's bills, keep 

track of the government's accounts, print its money, and 

manage the public debt.

He's chairman of the national advisory council, 

chairman of the east-west trade committee, performs many 

other official duties# perhaps too numerous to mention at 

this sitting. A former New York investment banker, Mr. 

Simon had been serving both as Deputy Secretary of the 

Treasury, and as administrator of the Federal Energy Office 

when named by President Nix;on to succeejpl George P. Shultz/

Guiding the nation through the energy crisis, he 

became one of the better known public figures, as he met 

regularly with members of the press, radio, and television, 

to keep the American public informed of the day to day de

cisions being made to cope with energy problems. He con

tinues to serve as an advisor to the President on energy 

policy.

Mr. Secretary, welcome to Press Conference, U.S.A.



SECRETARY SIMON: Thank you, very much.

MODERATOR: The panel members are Edwin Dale of 

the New York Times, Fred Emory, the Times of London, and 

Harry Ellis, the Christian Science Monitor. Mr. Dale, if 

you please, 1*11 ask you to start the questions.

MR. DALE: Mr. Secretary, we‘re all familiar with 

the world wide problem of inflation, rapidly rising prices. 

You suggested that something that some people called the 

old time religion, holding down government spending, and a 

monetary policy to curb expansion of money and credit, is 

about the only reliable way to solve the problem.

Some Americans think the old religion has already 

been tried, and hasn't worked. What is your answer to that?

SECRETARY SIMON: I wish that were true, and if 

one looks at what's occurred in the last fifteen years, 

where in fourteen of those years the governments unified 

budget has been in deficit, that that certainly belies any 

belief that this has been tried and it fails.

Unfortunately, there is no instant cure to the pro

blem of inflation. Don't we wish that by pumping extra 

gasoline and reducing the gasoline lines litt̂  gasoline sta

tions that we could solve inflation in the same fashion. 

Unfortunately, the policies of the government, and in parti

cular, over t h e  last twenty-five years in general, and since 
1964, the beginning of the Vietnam war, have built in an
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inflation in this economy that’s going to take a long time 

to cure, and it's not going to be cured in one, two, or 

five years. And prudent fiscal and monetary policy is at 

the foundation of the cure.

It's not the only thing that we can do.

MR. DALE: Well if we accept your premise that 

the truth of the matter is that the old time religion has 

not really been tried sufficiently, or hasn’t been prac

ticed sufficiently in the last ten years, do you think that 

now the government can and will have the determination to 

stick with it for the three, or four, or five years it 

takes to solve this inflation?

SECRETARY?SIMON: Well I think that there would be 

many sceptics on that subject, and one might say that I 

would be perhaps sceptical on that also, because if re

quires a political will to solve this problem, a coopera

tion between the executive and the legislative branch of 

government for a sustained period, of time, recognizing that 

this is going to be a continued priority, because we can 

not continue to recommend expenditures, nor can the Con

gress continue to appropriate and authorize these monies 

for all the various projects, unless we intend to pay for 

them out of current revenues. •

MODERATOR: Mr. Emory.

MR. SIMON : To answer your question, if I may just
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go a little bit further, I think that double-digit infla

tion has frightened the American people, and what is occur

ring in the world today. And I think if we've every had a 

chance of success in this area, I think now is the time, 

and that's why I think we should press forward on this 

fight for fiscal and financial sanity.

MODERATOR: We come to you, Mr. Emory.

MR. EMORY: Well Mr. Secretary, following up on 

that, it's clear that people in other countries, especially 

in Europe, and in other industrial countries, are already 

beset with double-digit inflation, and many of them are 

worrying that before the medicine works, before they get 

converted by this old time religion, that the patient might 

somehow die and not be resurrected, and there is much talk 

at the moment, as you well know, of not only the word re

cession, but depression, Serious, if perhaps progressive 

economists and historians are readily digging up the paral

lels with the twenties and the thirties and the crash and 

so oh.

How realistic are these prophecies of doom, and 

what can be done, in fact, to make sure they don't fulfill 

themselves?

SECRETARY SIMON: I think your chances of having 

the depression, as some of these people call it, are far 

greater if we continue to experience the world-wide infla-
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tion rates that we're experiencing today. And indeed, it's 

going to require some fiscal bite, some slowdown in the eco

nomies of the country, a reduction of the demand throughout 

the world, and in particular in the United States, to cool 

things off for a period.

But this by no means imples depression or recession 

There are always those that are willing to say that it's go

ing to be carried too far, and that it will be overdone, 

and that's a disaster. I'm sorry, I don't subscribe to 

that. The real danger lies —  and history will show all 

these people when they do their research, that indeed the 

restraint and prudenfcefiscal policies have never been al- 

lowed to continue long enough.

MR. EMORY: Well you well know, though, that in —  

in establishing restraint, in maintaining it, one does risk 

the opposite, and one does risk a deepening recession with 

widening unemployment.

How much unemployment does —  do the industrial 

societies have to accept in order to get back to a sort of 

even keel, non-inflationary —  or should we say stable 

inflationary system, rather than an expanding one?

SECRETARY SIMON: One cannot just pick an unemploy

ment number that would be satisfactory, or acceptable in
■i • ' ' \

world wide. Each economy differs.iso greatly; in the United 

States we have always deemed full employment to be at four
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percent. There are many who are beginning to recognize 

that four percent is an outmoded number, due to the change 

in the component of the labor force, that perhaps it should 

be four and three-quarter, or even slightly higher, the de

finition of full employment being all those who wish to 

work, can work.

Now there are ways through the budget process, 

through our welfare and unemployment systems, that we can 

deal with unemployment during period of escalation, what

ever it's for, particular reasons such as the energy cri

sis, or otherwise. And that's how it should be dealt with, 

recognizing that we must help the disadvantaged.

MODERATOR: Harry Ellis.

MR. ELLIS: Mr. Secretary, you have described in

flation as a world wide problem, That being so, even if 

for example the United States government were to proceed 

prudent fiscal and monetary policies over a period of time, 

can any one national government control its inflation if 

the problem is raging throughout the world?

SECRETARY SIMON:* Well there's some countries —  

and the United States is a very dramatic illustration of 

this —  that can do a great deal. Really, in this area 

there are many who are beginning to believe that the United 

States is a significant contributor in exporting inflation

to the rest of the world.
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Let's take a look at our agricultural policies 

for years where we kept the prices slightly higher, and re

duced the production, well all this is changed. We are 

supplying agricultural products to the rest of the world, 

recently including Russia and China, which is a much ex

panded market, which is going to present some problems in 

the agricultural area, down the road.

But we need to have significant production in 

this area, to make sure that there is ample food, not only 

for the citizens of the United States —  at reasonable 

prices —  but for the rest of the world.

The recent world wide inflationary experience .has 

been in the area of food and petroleum. Now, of course, 

due to the petroleum problem, and its basic feed stock role 

in our economy, it's beginning to work its way through and 

in a more permanent form, and that's the danger we face 

here, to be followed by a potential problem in the wage 

area.
I believe sincerly that if the United States makes 

significant problem —  progress, rather, bringing our infla

tion under control, that this is going to have a very 

very good effect on the rest of the world.

MR. ELLIS: Let's look at it from a slightly dif

ferent point of view. You have discounted the possibility

of a world wide depression, if inflation is curbed. But
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what about financial problems? In other words, this mas

sive transfer of perhaps 70 of 80 billions of dollars from 

the industrialized nations to the oil-rich nations. Now 

so far, the Arabs are reinvesting their surplus funds in 

very short term securities, which gives the lending insti

tutions in the Euro-dollar market, and I assume here in 

teh United States, a problem, since they must lend on longer 

term.

Is there a problem arising here of really serious 

proportions?

SECRETARY SIMON: There could be a problem, but 

let’s start with a premise that the Arab nations need a 

good, liquid, viable market to invest their funds. It's 

clearly in their best interest. Now in recent days we have 

many reports of bankers not accepting monies on deposit any 

longer for short periods of time, recognizing that they 

can't invest it with certainly to have asset and liabili

ties match approximately.

Our capital markets world wide are large enough 

to handle these funds, with adjustments, with adjustments 

of special issues in our Treasury Department, which we 

h a v e  issued to many governments in this world. Germany has 

upwards of twenty billion of the 26 billion that we have 

outstanding. Therec.are going to be means devised to handle 

satisfactory this flow of funds, but don't misunderstand me,



it's not an easy solution, and we are working terribly hard 

to avoid disruptions that could occur on a temporary basis.

MODERATOR: We'll continue the questions in a

moment.

MR. : You are listening to Press Confer^

ence, U.S.A., broadcast each week at this time by the Voice 

of America. Our guest is William E. Simon, Secretary of 

the Treasury. Correspondents asking the questions are 

Edwin Dale, of the New York Times; Fred Emory, the Times of 

London; and Harry Ellis, the Christian Science Monitor., v
Mr. Dale, I believe we pick up with you.

MR. DALE: Mr. Secretary, there's international 

consensus among the experts that a rather small group of 

less developed countries, though some of them with very 

large populations, are being hardest hit by the huge jump 

in oil prices, food prices, and fertilizer prices. I be

lieve the new term is "most seriously affected countries" 

or MSA's.

Yet with that agreement there is still no specific 

international program to deal with the problem. Do you 

think the United States should, or will, take the lead in 

rounding up special help for these countries?

SECRETARY SIMON: Well, we're doing several things 

in this area. Number one, we're working to get our idle 

legislation through Congress, the soft loan window of the



World Bank, which is obviously helpful. The V_________

Proposal, which was adopted at the recent finance ministers 

meeting in Washington to create the special facility that 

will assist the lesser developed countries in the world, 

and those also, such as Italy, that are experiencing parti

cular problems due to the explosive increase in oil.

Now recognizing that there are lesser developed 

nations, and that they cannot pay this near market interest 

rate with a short duration for repayment, it has been sug

gested —  and adopted —  that an interim committee would 

immediately be set up, by the finance ministers, which has 

occurred, which will address itself with urgency to the 

problem of the most seriously affected of the lesser devel

oped countries.

So yes, we are concentrating on that, and we recog

nize this is a very, very difficult problem.

(End of first tape.)

MR. DALE: Would you anticipate that the United 

States, which as we all know has its troubles with getting 

Congress to approve additional funds for aid, would you 

anticipate that the United States would be the leader?

Would put up a package? Would make the proposal? Or would 

somebody else have to do it?

SECRETARY SIMON: Well this would be done in this 

interim committee that's studying what can be done and how
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it can be done, as far as the lesser developed nations, and

it's an all-encompassing subject involving the SDR link and 

the broad issue, and even some of the specifics of the issue 

of gold» what we could promise we would only be able to go 

up and consult with Congress on what might be reasonable as 

far as the United States and its responsibility to this

area. __

MODERATOR: Fred Emory, of the Times of London.

MR. EMORY: Mr. Secretary, turning to gold, since 

you raise the term, this week the respective committees, I 

beiieve, of both the House of Representatives, and of the 

Senate, have voted to —  voted bills that will enable U. S. 

citizens to by gold. I think the liouse version is by the 

end of this year, December 31st.

Doesn't that —  the first question is, doesn't 

that put tremendous pressure on the international —  on 

the —  on those who would negotiate a new role for gold in 

the international monetary system, to come to terms with 

that situation by the end of this year, without provoking 

an explosion in the gold price?

SECRETARY SIMON: Well I would hope that it would 

create a sense of urgency for the leading nations with gold 

stocks to come to some reasonable determination on the role 

of gold in the future, but I must admist I take some excep

tion to your last comment on an explosion in the price of



gold, because you are stating rather explicitly that if 

American citizens are able to buy gold that immediately 

they will run out and buy X billion dollars worth of gold, 

thereby forcing the price up.

MR. EMORY: Yes, Mr. Secretary, I did link that 

to the fact that maybe there would not be an international 

agreement.

SECRETARY SIMON: One might design a scenario where 

if the United States government, recognizing that the Ameri~ 

can citizens would have this demand for this commodity, we 

would feel free to sell our stocks, or sell from our stocks 

of gold to meet all or part of this demand, depending on 

what the demand may turn out to be, and this would certain

ly perhaps have a neutral effect, also.

If we succeed in our efforts, world wide, to put 

the dragon of inflation back into its cave again, will there 

indeed continue to be a demand for gold and other commodi

ties, as we have seen these last two years, in the flight 
y. ■ •

from currently? Well, I don't think so.

MODERATOR: Mr. Ellis, of the Christian Science

Monitor.

MR. ELLIS: Mr. Secretary, when you were Federal 

Energy Administrator you spoke a good deal about the need 

for a conservation ethic in this country, and your succes

sor in that office, Dr. Sawhill, continues this view, that



Americans must reduce their energy consumption growth rate 
from perhaps five percent a year to two percent.

Now if this is true in the field of energy, is it 

also true, generally, that Americans should adopt a conser

vation ethic? For example, the government at this moment 

is urging American consumers to buy more beef and consume 

more beef, but in the long run, would it not be better if 

Americans consumed less beef so that there would be more 

grain for the truly hungry peoples?

SECRETARY SIMON: Well I think there again that we 

have^demonstrated out agri-power —  if you will —  and our 

ability to supply grain at reasonable prices. It was due 

to the extraneous facts of the weather of 1972, which crea

ted the scarcity that occured, compounded by our agricul

tural policies here, which have been changed, and changed 

for the first time in many, many years.

Now obviously the United States of Americaids a 

very fortunate country, and its citizens are very fortunate 

with the abundence, the super-abundence of natural resour

ces and food and really, our standar d of living vis-a-vis 

the rest of the world. So one could say that we are, per

haps, spoiled, and maybe we should begin to take a second/
look at all of our consumption habits. Yes, I would sub

scribe to that.

MR. ELLIS: On a related topic, at the recent meet-
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ing of OPEC nations in Quito-, Ecuador, the Saudi Arabians

prevented a further increase in the price of world oil.

Do you foresee that the price of world oil will stabilize 

at the end of the next three months, at this level? Or 

when can we foresee and actual decline?

SECRETARY SIMON: Assuming production levels re

main where they are today, we have seen already a'world re

sponse to the new prices, today*s existing prices, in ra

ther significant reduction in demand, or a reduction —  

certainly —  in the anticipated growth rate.

Just take the United States, our imports have been 

running approximately six and a half million barrels a day, 

where it had been forecast at this time of year we would 

be running seven and three-quarter million barrels a day. 

Well this is occurring world wide, and as a result we have 

a slight surplus.

Now storage capacity is not that great in the 

world today, and right now it*s pretty full, so with this, 

coupled with the reduced demand, one can see pressure on 

prices, and I look for prices to be declining in the months 

ahead.

MODERATOR: Mr. Dale.

MR. DALE: The long-term goal of world monetary 

reform, as stated in the recent report of the Committee of 

Twenty, the nations that are negotiating the issue —  or



have been negotiating it —  is a return to fairly fixed 

currency exchange rates, called —  quote —  stable but ad

justable, unquote. This would mean that a trader or a 

tourist would know, at least in the short run, a few months 

or a year, what his currency was .worth, in terms of other 

currencies.

Do you think that day will ever really come, and 

do you think it should come?

SECRETARY SIMON: Well I've been of the school 

that really felt that the floating rates have worked rather 

well, since their inception. Looking back at what fixed 

rates might have been during the period of certainly the 

oil crisis one can envision far greater disaster than the 

fluctuations that occurred in a free market place. V

Where we have fixed rates that give speculators 

the ability to shoot at a target and bring a given currency 

down, I must admit that my bias is always been let the 

speculator beware in a marketplace with the uncertainties 

of central bank intervention, as to when they might occur.

Yes, I can envision a world when we get our major 

problems world wide, and inflation, and the raw materials 

problems, and the shortages that loom on the horizon, and 

many areas, I can see the day when we could have stable but 

adjustable rates. Exactly how they will work, I think we'll 

have to wait and see the imagination of the designers.



M R . D A L E : I  a s s u m e  f r o m  t h a t  t h a t  y o u  w o u l d  r e a l l y  

n o t  l i k e  t o  s e e  u s  r e t u r n  t o  t h e  o l d  s y s t e m  i n  w h i c h  t h e  

c e n t r a l  b a n k s  h a d  t o  i n t e r v e n e  t o  t h e  t u n e  o f  t w o  a n d  t h r e e  

b i l l i o n  d o l l a r s  i n  a  s i n g l e  d a y  t o  h o l d  t h e  p e g g e d  r a t e s .

S E C R E T A R Y  S IM O N : W e l l  I  w o u l d  n o t  s a y ,  M r .  D a l e ,  

t h a t  t h e r e  w o u l d  n o t  b e  t i m e s  w h e n  I  w o u l d  a d v o c a t e  i n t e r 

v e n t i o n  o f  w h a t e v e r  a m o u n t s  i t  t o o k  t o  a c h i e v e  a  p a r t i c u l a r
i  ¡|Jj

g o a l .  B u t  I  w o u l d  n o t  l i k e  t o  s e e  i t  d o t i e  u n d e r  t h e  s t r i c t  

r u l e s  o f  a  t a r g e  w h e r e  w e  m u s t  d e f e n d  t h i s  r a t e ,  a n d  i n d e e d  

e v e r y o n e  k n e w  w h a t  r a t e  w e  w e r e  d e f e n d i n g .

I  c o n s i d e r  t h a t  a  s i t t i n g  d u c k  p o s i t i o n ,  a n d  n o t  

t e r r i b l y  w i s e .

M ODERATOR: F r e d  E m o r y .

M R . EM O R Y : M r .  S e c r e t a r y ,  s o m e  r a t h e r  e x t r e m e  

l a n g u a g e  h a s  b e e n  u s e d  a b o u t  t h e  e c o n o m i c  s i t u a t i o n  i n  I t a 

l y ,  a n d  t o  a  l e s s e r  e x t e n t  —  p e r h a p s ,  b u t  o n l y  r e l a t i v e l y  

s o  ■—  a b o u t  t h e  e c o n o m i c  s i t u a t i o n  i n  B r i t a i n .  W h a t  d o  

y o u  f e e l ,  f r o m  t h e  U n i t e d  S t a t e s  p o i n t  o f  v i e w ,  c a n  b e  d o n e  

i n  t e r m s  o f  i n t e r n a t i o n a l  h e l p  f o r  b o t h  t h e s e  —  b o t h  t h e s e  

e c o n o m i e s ?

S E C R E T A R Y  ."S IM O N : W e l l  —

M R . E M O R Y : A n d  a n y b o d y  e l s e  w h o  g e t s  i n t o  t h a t  

k i n d  o f  t r o u b l e .

S E C R E T A R Y  S IM O N : A s  I  m e n t i o n e d  b e f o r e ,  t h e  

V _______________ s p e c i a l  f a c i l i t y  i s  g o i n g  t o  —  i s  g o i n g  t o  b e



a great help. But before one can design any particular

Band-aids to take care of the situation that exists today,
and if the 6il prices remain at these levels., will.' exist a

\
year from now, if these countries don’t begin to change 

their fundamental fiscal and monetary policies, and bring 

the necessary discipline to bear, that Misters Columbo and 

Carley wish to bring to bear, because that is the solution, 

and that’s what I’ve been advocating here in this country 

to stop attacking the results of the problem, and start 

working on the causes of the problem.

MR. EMORY: Does that apply to the British scene

as well?

SECRETARY SIMON: I must admit I’ve been very 

heartened by recent developments in the British picture, 

and in particular I’m referring to the discoveries in the 

North Slope in the —  what one might call liquid gold, 

where recent proven reserves are over 900 million barrels, 

to be produced by —  before 1980.

Now this is an addition of three million barrels

a day.

MR. EMORY: You said the North Slope, did you mean 

the North Sea?

SECRETARY SIMON: The North Sea, I beg your par

don, Mr. Emory, yes. I did. And that is quite significant, 

and drilling is continuing, and I'm looking forward to fur-
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ther discoveries there. This is a —  this is a very impor

tant thing for the world economies.

, MODERATOR: Harry Ellis,

MR. ELLIS: The U. S. consumer inflation rate, now 

is about twelve percent, and some experts say that food and 

fuel have contributed no more than four or five percent to 

that. Is this an accurate figure, and if so, where does 

the rest of the inflation come from?

SECRETARY SIMON: Actually, our figures, which I 

have never heard this comparison, Mr. Ellis, that food and 

fuel contributed four or five percent. It is clearly 60 

percent of our problem here in the United States, in the 

past. Now obviously we*re not going to see another ex

plosion, in our judgement, in the world price of crude oil, 

and with the production of agriculture products which this 

harvest is bringing to this country, we're going to see a 

significant easing in' the price of —  of price pressures on 

food.

But this, as I said, is not going to allay the 

major problems that we face ahead, and the scarcity of other 

commodities, in th$ basic feed stock role that petroleum 

plays in our industries, where we're having permanent in

creases ratcheted in in every commodity that we use, and 

this compounded by the wage settlements of recent days, is 

going to keep inflation at a very unacceptable rate in this



country for some time.

MR. ELLIS: Well that would imply that there should 

be some sort of world wide agreement on commodity allocation 

SECRETARY SIMON: Well I don't know. When we talk 

about commodity allocation there will be a world food conv 

ference in the fall, which will —  I am sure —  discuss this 

We're in the process, in the energy coordinating 

group, of discussing a world wide allocation of oil, when 

it's in short supply, whether it's temporary or more per

manent nature, so we are addressing these particular pro

blems. Yes.

But I'm not sure that allocation —  allocation 

doesn't produce anything, and it doesn't create anything. 

Really, what we need is more supply and more capacity, 

world wide. And in particular here in the United States 

in some of our basic industries such as steel and paper.

MODERATOR: ,Mr. Dale, we're in the final thirty 

seconds. So you have a quick final question here?

MR. DALE: All right, I'll make it quick. Return

ing to the financial problem of these massive flows of 

funds, arising from the higher oil prices, you mentioned 

that some banks were refusing to accept these short term 

deposits. Do you think that's wise? Would you want the 

banks to keep on being prudent here? Or to accomodate 

the situation?
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SECRETARY SIMON: I most certainly do want them to 

be prudent, I don*t think any banker should accept deposits 

for a one, two, three, or five day period, when he cannot 

reinvest it at a —  at a profit. That is the banking func

tion. And they should reach an accomodation with a pru

dent balance between their asset and liability mix, and that 

is prudent banking, and that's what indeed is occurring and 

will occur.

MODERATOR: Thank you very much, Mr. Secretary. 

And thank you, panel members. Our guest has been William 

E. Simon, Secretary of the Treasury. The panelists were 

Edwin Dale, the New York Times; Fred Emory, the Times of 

London; and Harry Ellis, the Christian Science Monitor. 

This is Norman Garand at the U. S. Treasury in Washington.
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FOR IMMEDIATE RELEASE

STATEMENT BY SECRETARY OF THE TREASURY 
WILLIAM E. SIMON 

ON THE APPOINTMENT OF CHARLES A. 
COOPER AS ASSISTANT SECRETARY

"I am highly pleased that the President has announced 
his intention to nominate Charles A. Cooper to be Assistant 
Secretary of the Treasury for International Affairs, succeeding 
John M. Hennessy. Mr. Cooper will be responsible for 
development finance, and international monetary credit and 
investment policy formulation, reporting to Under Secretary 
Jack F. Bennett.

"Mr. Cooper comes to the Treasury with a broad and 
practical background in international economic af.fairs. He 
is currently at the National Security Council, 
specializing in international economics affairs.

"He has also spent four years in South Vietnam. His last 
assignment was as Minister-Counselor for Economic Affairs 
at the U.S. Embassy in Saigon. In addition he has worked 
as an economist at the Rand Corporation, and served on the 
staff of the Council of Economic Advisors.

"I have had the.pleasure of working with Mr. Cooper on 
energy matters over the course of the past year, and I am 
delighted that this association will continue at the Treasury."

0 O0
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BIOGRAPHY 

CHARLES A. COOPER

Charles A. Cooper, 40, of McLean Virginia was nominated 
to be Assistant Secretary of the Treasury on June 21, 1974,

He has been a Deputy Assistant to the President for 
International Economic Affairs, National Security Council (NSC) 
since May 1973. He came to the NSC from Saigon where he was 
the Minister-Counselor for Economic Affaris at the the U.S.
Embassy from July 1970-May 1973. He had also served in Saigon 
from 1967-1968 as Associate Director and Economic Counselor for 
AID. From 1966-1967 he was at the White House as Economic 
Advisor to the Special Assistant to the President for Civilian 
Programs in Vietnam. From 1963 to 1966 and again from 1968 to 1970 
he worked as an economist for the Rand Corporation, in Santa Monica, 
California. From 1961 to 1963 he was Assistant to the Chairman 
and Economist with the Council of Economic Advisors.

Mr. Cooper graduated from Swarthmore College, Pennsylvania, 
in 1955 with a BA in Economics, where he was elected to Phi Beta 
Kappa. He received his Ph.D in Economics from MIT in 1960. From 
1957 to 1959 he was a Ford Foundation Fellow at the Russian 
Research Center at Harvard University. He speaks French and 
Russian. He was awarded the AID Superior Honor Award in 1968 
and the State Department's Distinguished Honor Award in 1973.

Mr. Cooper was born in Chicago, Illinois on December 23, 1933, 
and grew up there. He is married to the former Janis Starr Stone of 
Sioux Falls, South Dakota. They have three children and reside 
in McLean. \
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Department of theJREASURY

FOR IMMEDIATE RELEASE /
June 21, 1974

TREASURY ASSUMES REPORTING RESPONSIBILITY 
FOR OFFICE OF ECONOMIC STABILIZATION

The Cost of Living Council (Department of the Treasury) 
today announced procedures for completing the work of the
Economic Stabilization Program after the Council’s termination 
on June 30. Effective July 1, 1974, an Office of Economic 
Stabilization will be established in the Department of the 
Treasury to provide for the orderly termination of the 
Economic Stabilization Program.

Andrew T.H. Munroe, presently CLC General Counsel, has 
been designated as Director of the new office.

Mr. Munroe characterized the office’s functions as 
follows:

’’The primary responsibilities will include 
review of final quarterly and year-end reports, 
adjudication of exceptions and reconsiderations, 
pursuit of compliance cases, coordination of 
litigation involving the Economic Stabilization 
Program, preparation of working papers related 
to the history of the program, and compilation 
of Economic Stabilization Program documents in 
conjunction with establishment of a CLC Records 
and Archives Center.”

Deputy Director !of the new office will be Henry H. 
Perritt, Jr., presently Executive Secretary of the Cost of 
Living Council.

To remove some confusion regarding final reporting 
requirements, Mr. Perritt reemphasized the post*April 30 
prices and wage reporting requirements. With respect to 
prices, he noted the following:

o The last fiscal year report required is the
report for the most recent fiscal year ended on 
or before April 30, 1974, unless the reporting 
requirement was terminated because of an earlier 
decontrol action. The report for such a fiscal
year is required to be filed no later than 90 days
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after the end of the fiscal year or no later than 
July 29 « 1974, in the case of a fiscal year which 
ended on April 30, 1974» All year-end reports 
should be sent to the Department of the Treasury,
Office of Economic Stabilization, 2000 M Street, NW., 
Washington, D.C. 20508.

o In therhealth industry the last fiscal year
report required is the report for the: most recent 
fiscal year ended on or before April 30, 1974.
All year-end reports should be sent to the Depart
ment of the Treasury, Office of Economic. Stabilization, 
2000 M Street ,¿NW,, Washington, D.Cl , 20508 ¿

With respect:to wages,, Mr... Perritt noted :

o Executive. Compensation: Firms? with annua1
sales or revenues in excess of 250 million dollars 
must submit reports of:executive compensation paid 
with respect:, to the last fiscal year ending on or 
before Aprili 30, 1974.

These: reports and requests, for approval should 
be sent to. the: Department of: the-. Treasury,, Office 
of Economicr Stabilization^ PuO) . Box. 98:34, Washington, 
D.C., 2.0044-..

o Food,, Health, and, Cons true t ioni: ; Any ret r oac t.ive
pay adjustmentt for : workk performed: on or: before April 30, 
1974, in excess of ther applicable: standards must be 
approved before:: implementation.

Food reports and requests* for approval should be 
sent to the Department of the Treasury., Office of 
Economic Stabilization,, P.O ,. Box 6185 Washington ailI 20044h .

Health: reports and requests, for approval should 
be sent to.'the D'èpartment of the Treasury,. Office of 
Ec on orni c Stabilization ¿ ¿ P. 0. Box 472:,, Washington,
D.Cc 200444,

Construction reports? and requests- for. approval 
should be sent to. the Department of the: Treasury,
Office of Bconomirc Stabilization,, Pi.Ql Box 992, 
Wàshington^ DU&. 21X044-..
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7  '
Requests for interpretations, exceptions and other 

matters pending before the Council on June 30 will continue 
to be processed by the Office of Economic Stabilization of 
the Department of the Treasury without the need for 
reapplication by the party requesting action.

Questions regarding the applicability of the Economic 
Stabilization Regulations should be directed to the Chief 
Counsel, Office of Economic Stabilization, 2000 M Street, NW., 
Wa shington, D . C . 205 08

The OES unit will become one of the Departmental offices 
administered by the Assistant Secretary for Administration, 
Warren F. Brecht.

ooOoo
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FOR RELEASE 6:30 P.M. June 24, 1974

RESULTS OF TREASURY’S WEEKLY BILL AUCTIONS

Tenders for $2.6 billion of 13-week Treasury bills and for $1.9 billion 
of 26-week Treasury bills, both series to be issued on June 27, 1974, 
were opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 
COMPETITIVE BIDS:

13-
maturing

week bills 
September.26,1974

26-week bills 
maturing December 26, 1974

Price
Equivalent 
Annual Rate Price

Equivalent 
Annual Rate

High 98.064 7.659% 96.018 a/ 7.876%
Low 97.993 7.940% 95.904 8.102%

IfAverage 98.018 7.841% 1/ 95.954 8.003%

a/ Excepting 1 tender of $675,000

Tenders at the low price for the 13-week bills were allotted 17%. 
Tenders at the low price for the 26-week bills were allotted 92%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted

Boston $ 41,075,000 $ 31,075,000 $ 25,675,000 $ 15,675,000
New York 3,244,695,000 2,116,695,000 2,505,065,000 1,487,065,000
Philadelphia 27,010,000 26,950,000 9,830,000 9,830,000
Cleveland 49,780,000 44,770,000 26,010,000 21,010,000
Richmond 52,970,000 41,970,000 33,415,000 30,115,000
Atlanta 33,785,000 33,685,000 23,715,000 23,665,000
Chicago 209,380,000 135,750,000 186,420,000 166,920,000
St. Louis 46,165,000 28,165,000 40,365,000 26,205,000
Minneapolis 18,545,000 18,545,000 13,180,000 13,180,000
Kansas City 30,405,000 30,255,000 24,575,000 24,335,000
Dal 1 30,615,000 22,615,000 22,540,000 13,540,000
San i'ranriQf'n 140,440,000 69,610,000 105,735,000 68,735,000

TOTALS $3,924,865,000 $2,600,085,000b/$3,016,525,000 $1,900,27 5,000c/

h/includes $424,730,000 noncompetitive tenders accepted at average price, 
c/lncludes $218,915,000 noncompetitive tenders accepted at average price. 

1/ These rates are on a bank discount basis. The equivalent coupon issue 
yields are 8.11% for the 13—week bills, and 8.46/® for the 26—week bills.
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DepartmentoftheTREASURY J
SHINGTON, D.C. 20220

tOR IÍIMEDIATE RELEASE

«

Jiine 25, 1974

TREASURY’S WEEKLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders for two 
jseries of Treasury bills to the aggregate amount of $4,500,000,000, or thereabouts,
[0 be delivered July 5, 1974, as follows:

90-day b i l l s  (to maturity date) in the amount of $2,600,000,000, or thereabouts, 
Representing an additional amount of bills dated April 4, 1974, and to mature 
October 3, 1974 (CUSIP No. 912793 US3), originally issued In the amount of 
$1,809,585,000 (an additional $100,065,000 was issued on June 5, 1974), the 
additional and original bills to be freely interchangeable.

181-aay bills for $1,900,000,000, or thereabouts, to be delivered July 5, 1974, 
land to mature January 2, 1975 (CUSIP No. 912793 VP8 ) .

The bills will be issued for cash and in exchange for Treasury bills maturing 
uly 5, 1974, outstanding in the amount of $4,303,815,000, of which Government 
accounts "and Federal Reserve Banks, for themselves and as agents of foreign and 
international monetary authorities, presently hold $2,424,425,000. These accounts 
[nay exchange bills they hold for the bills now being offered at the average prices 
[of accepted tenders.

The bills of both series will be issued on a discount basis under competitive 
ana noncompetitive bidding as hereinafter provided, and at maturity their face 
amount will be payable without interest. They will be issued in bearer form only, 
jand 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, Monday, July 1, 1974.
[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 tsnders be made on the printed forms and forwarded 
in the special envelopes which will be supplied by Federal Preserve Banks or Branches 
on application therefor.

Banking institutions and dealers who make primary markets in Government
securities... ¿ind report_daily to the Federal Reserve Bank of New \orK their positxons

f D V F R )
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with respect to Goyernraent securities and borrowings thereon may submit tenders 
for account of customers provided the names of the customers are set forth in 
such tenders. Others will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks and 
trust companies and from responsible and recognized dealers in investment s e c u r i t y  
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 thosej 
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 respsj 
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 accepts 
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 5, 1974, 
in cash or other immediately available funds or in a like face amount or Treasury 
bills maturing July 5, 1974 . 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(h) and 1221 (5) of the Internal Revenue Code of 1954 the 
amount of discount at which bills issued hereunder are sold is considered to accrueI
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 insuraru 
income tax return, as ordi

t a c e C O n ? anies) issued iieraunder musb;I • c 1, irl 1 ; "1 1,  - ,

•y g a XT1 or loss, the different:o. T•jetwt;en the,, price n m 'i ff r

O 1 issue or on subsequent puirehas> e , an.d the amount
1 - sale or redemp tion at maturi. t y durirug the taxao le

made ♦
:ular N o. 418 (current revislen) and t n i s notice,
■easury bills and ,goverà the conelitions of their issue-

Copies of the circular may be obtained from any federal Reserve, Bank or Branch.



Department of the TREASURY
ISHINGTON. D.C. 20220 T itEPHO NE W04-2041

n
FOR RELEASE AT 10 A.M. EDT 
WEDNESDAY, JUNE 26, 1974

1

STATEMENT OF THE HONORABLE WILLIAM E. SIMON 
SECRETARY OF THE TREASURY 

BEFORE THE SUBCOMMITTEE ON ECONOMIC GROWTH 
OF THE JOINT ECONOMIC COMMITTEE 

JUNE 26, 1974

Mr. Chairman and Members of the Subcommittee:

I am pleased to be here today to discuss long-term 

economic growth in the United States. Issues and policies 

that focus on the long term are rarely given sufficient 

attention in the Government —  preoccupied as we so 

often are with the 2- or 4- or 6-year election cycle 

so I am especially glad to have this opportunity to share 

with you some of my views on the development of our 

economy over the next decade or so.
■ I do not believe it would be useful to present to 

you a detailed set of numbers on our expectations for 

the distant future. We do not believe that projections 

of long-term growth can be made with pin-point precision. 

And to attempt to do so in detail by industry would only 

be an exercise in futility because growth occurs through 

innovations that give us the new products and new methods 

that make for better use of economic resources. The

WS-37
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is clearly illustrated in the table below.

International Comparisons of Investment 
and Productivity, 1960 through 1973

Average
Private Investment as 
Percent of GNP (Excl. 
Defense Expenditures)

Average Annual 
Growth in 

Productivity 
(Output Per 
Man-"H our )

United States 18*0% 3.3%

Canada 22.4 4*3
Japan 33,4 10.7
France r 0 ia 24.9 5.-9
Germany 26.2 5.8
Italy 21.4 6.2
U. K. 18.9 4,2

OECD less U. S. 24.2 6.3

All OECD* 20.5 4.8

* Figures in thé first column for the OECD country 
groups represent private investment as a percent of 
GNP including defense expenditures and cover the 
1960-1971 period only* Broader and more current 
data are not ayailable for some OECD countries other 
than those listed above.
Similarlyt productivity data for some OECD countries 
other than those listed above are available only 
through 1972.

Sources : OECD and national sources; Bureau of Labor 
Statistics
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Not all investment is in machines and mortar. We 

also invest in a more productive work force through the 

accumulation of more "human capital" —  more education 

and better health. Indeed, the economic value of this 

"intangible" capital formation’may approach the value 

of our stock of capital more conventionally defined.

At present, both these forms of investment are on 

the rise. Plant and equipment spending has been increas

ing since 1971, though not with as much vigor in real 

terms as the economy needs. Similarly, each year's new 

entrants into the labor force have more education and 

are generally better equipped than their predecessors for 

the technological challenges of the future. On the 

assumption that these trends can be extended and 

strengthened, I believe it is reasonable to anticipate 

that productivity will continue to grow at a rate compara-
t

ble to the historical pattern —  which may not be enough, 

however, given the pervasive demands of our society for 

additional economic output.

The Massive Challenge of the Future

In recent years, however, there have been several 

developments in our economy that call for an increase in
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capital formation at a considerably higher rate than 

previously. What I have in mind are the enormous capital 

requirements to improve our housing stock, to provide 

new systems of urban transportation, to rebuild some of 

our basic industries, to clean up the environment and 

especially to achieve the goals of Project Independence. 

These programs will require an immense volume of new 

investment capital, far above and beyond the normal re

quirements to replace aging schools, industrial plants, 

and all of the other conventional needs.

The President has directed the Council of Economic 

Advisers to undertake a study of future requirements for 

capital. Without trying to anticipate the outcome of 

that study, I would like to discuss briefly my own view, 

which is that the economy will need to allocate a larger 

proportion of its< output to capital formation than the 

historical average.

If this capital formation is to occur, it must be 

financed. And on the saving side of this issue, there 

are two crucial problems. One is inflation, to which I 

shall return in a moment. The other is profits, which 

perform a crucial function in this economic system of ours
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and which are a major source of invested capital. Thus 

profits provide both the incentive and the wherewithal 

for new investment.

Unfortunately, however, profits are frequently not 

seen for what they are, either in size or in function.

Many Americans look upon profits as an unnecessary evil, 

and most Americans see profits as being of much greater 

size than they are. Surveys show that the typical 

American thinks profits account for about 28 percent of 

the sales dollar. If that were so, our capital needs 

could be taken care of quite easily. The fact is, however, 

that profits take less than 5 cents out of each dollar of 

sales. In some key industries, like food retailing, 

profit margins are as low as 1 percent of sales. Thus 

profits alone do not begin to cover all of the capital 

requirements of industry, although they are the source of 

a substantial part of it. And profits will have to grow 

substantially to make their contribution to the investment 

needs of future years.

The important link between profits and capital 

formation is clearly illustrated by the critical problems 

of electric utilities. Because the rate-making authorities



have been slow to react to skyrocketing fuel, capital 

and construction costs, the after-tax earnings and cash 

flow of the industry have been squeezed at a time when 

its capital requirements are growing rapidly. From 

1964 to 1973, the industry's cash flow increased from 

$3.3 billion to $5.9 billion, while capital outlays 

climbed from $5.5 billion to $18.7 billion. As these 

figures strongly suggest, the low rates of profitability 

allowed by the rate-making authorities are threatening 

to destroy the industry's ability to raise the enormous 

volume of capital it needs to do its job. The electric 

utilities require higher earnings to assure that adequate 

electric power is available for all of us in the future.

In 1973, after-tax profits of all corporations 

increased some $15 billion, or 27 percent. On the surface, 

that would appear! to be a sparkling performance. However, 

a significant part of that increase in profits represented 

gains in inventory valuation attributable only to inflation. 

That important element of profits did not represent an 

increased flow of cash available for new investment. In 

fact, undistributed corporate profits —  after taking 

account of the inventory valuation factor —  increased



only $3 billion last year. Furthermore, at $25.4 billion 

for 1973, they were still below the 1966 level of $27.4 

billion. Moreover, if the inflation of the intervening 

period is taken into account, the 1973 total is only 

two-thirds of the 1966 level.

My concern about profits, then, has two aspects.

One is the critical importance, in terms of the ability 

of this country to meet its future investment needs, that 

profits grow at a much more healthy pace over the coming 

years than they have in the past seven years. My other 

worry here is that the negative attitudes about profits 

held by many Americans might become a part of public 

policy. We must avoid legislation and regulation that is 

punitive of profits honestly earned. The result could 

only be that capital formation would be inhibited, and the 

real purchasing power of wage earners would rise more 
slowly.

The second part of my concern about the ability of 

the economy to meet the savings and investment demands 

of the future is the enormity of the capital requirements 

we face. Estimates of the needs of the energy industry 

alone for new capital over the next decade range from



three-quarters to one trillion dollars. Pollution control 

might require another $100 billion. The cost of rebuild

ing basic industries such as steel, paper, cement, 

fertilizer, zinc and others, where investment has lan

guished over the past decade, could add up to another 

$50 billion or more. Urban transportation, housing, and 

other major programs could take scores of billions of 

additional capital. And all of these needs come on top 

of conventional requirements. There can be no doubt that 

in total our future capital needs represent an enormous 

challenge.

Meeting the Challenge

To meet this challenge, we have two major alternatives. 

The first is that our increased investment requirements 

for energy and other new programs could take place at the 

expense of conventional capital formation. We could, 

in other words, divert some of our present investment to 

these new requirements. This would have serious conse

quences. Some of our cherished present goals, such as 

rebuilding the housing stock, would then suffer. And 

generally this would also result in a slower rate of overall 

economic growth, at least as conventionally measured.
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The second alternative is to increase the share of 

total economic output going into investment. That is, we 

could displace some of our present consumption or Govern

ment expenditure in favor of the added investment.

Although it is always uncomfortable to suggest that 

growth in consumer spending and worthwhile government 

programs must be held in check, we feel very strongly 

that this is the preferred alternative.

Our major task, then, is how we can achieve this 

shift from consumer and Government expenditures into 

investment. How can we assure that our predominantly 

private-decision economy will have the necessary incen

tives to increase the volume of saving and investment?

By far the most important thing that Government can 

do to encourage saving and investment is to bring inflation 

under control. Tfyis is one of the major reasons why I 

have stated so many times that inflation is our number one 

economic problem.

Inflation is the bitter enemy of the saving-investment 

process. What reason is there for any worker to put aside 

part of his paycheck every week if his return on that 

saving is no h i g h e r —  or even less -- than the rate of
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inflation? And inflation distorts investment incentives 

with funds going into speculative ventures rather than 

basic capital formation.

If, however, we can demonstrate convincingly to 

the private sector that the Government means business about 

inflation, that we are pursuing the policies that will 

permit a gradual subsidence of the pace at which prices 

and wages are rising, then the incentives will be re

stored for orderly and vigorous saving and investment.

Under those circumstances, we will be able to effect the 

substantial shift from consumption and Government spend

ing to investment that will be needed to provide for the 

massive capital requirements of the coming decade.

There is another important' Government policy that we 

should consider, one that would make more savings available 

for private investment, and at the same time reduce in-
j

flation, and that is to alter our budget policy. Our 

general goal is to achieve a balanced budget when thé 

economy is prosperous. If, however, we shift that goal to 

a significant surplus —  and assuming also that we don t 

offset that move by expanding the volume of loan guarantees 

or other off—budget gimmicks —— it would do two important 

things. It would enlarge the flow Of savings available to

£
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the private sector, because the Government would reduce 

its claims on the capital markets. It would no longer 

pre-empt a large share of the funds needed by hornet- 

builders and other users of financial capital who are 

now elbowed out of the market by the Government's superior 

credit rating. At the same time, a budget surplus would 

provide the necessary fiscal restraint that is so critical 

to control of inflation.

Another idea that deserves study is the proposal to 

provide new investment incentives for industry through 

the tax system. As you know, this approach always raises 

difficult questions, especially if the proposal is 

limited to specific industries. I do not have any recom

mendations for you at this time, but I did want to inform 

you that we are currently taking a careful look at the 
idea.

Summing Up

I am convinced that the American economic system is 

capable of making this major shift in output from con

sumption and government to investment. I think it can be 

done and that it is important that we do so. We should 

reverse our long-held policies that penalize saving and
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encourage consumption. Our tax system should be re

examined to this end. Federal Reserve Regulation Q, 

which limits interest paid on savings accounts, should 

be revised at the earliest opportunity. Control of 

inflation is of crucial importance. Another basic 

requirement is that we permit the normal incentives of 

the price system to operate freely. We must not impose 

artificial government constraints, as for example we 

have done for so many years, and are still doing, in 

regulating the price of natural gas.

It is instructive to recall what took place after 

August 1971, when we removed the artificial constraint of 

fixed exchange rates that had produced an overvalued 

dollar for so many years. In the free market, the dollar 

moved to new, more competitive levels and our trade balance, 

which had been in a nose dive for many years, returned to 

surplus. Similarly, when we changed agricultural policy 

180 degrees to permit maximum production, American farmers 

responded to the* incentives of the market place by plant

ing large amounts of additional acreage, which are now 

producing record harvests, the prospect of which has 

brought grain prices down. These are just two examples 

of what the market place, given reasonable freedom and
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t i m e ,  c a n  a c h i e v e  i n  o v e r c o m i n g  s e r i o u s  e c o n o m i c  p r o b l e m s .  

L e t  u s  m a k e  s u r e  t h a t  w e  r e m e m b e r  t h i s  l e s s o n  i n  m e e t i n g  

t h e  c h a l l e n g e s  o f  t h e  f u t u r e .

000
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I  v e r y  m u c h  w e l c o m e  t h e  i n v i t a t i o n  t o  b e  y o u r  

l u n c h e o n  s p e a k e r  t o d a y .  I  s p e n t  m u c h  o f  t h e  m o r n i n g  

t e s t i f y i n g  b e f o r e  a  S u b c o m m i t t e e  o f  t h e  J o i n t  E c o n o m i c  

C o m m i t t e e ,  w h i c h  h a s  b e e n  e x a m i n i n g  l o n g - t e r m  e c o n o m i c  

g r o w t h  p r o s p e c t s  f o r  t h e  U n i t e d  S t a t e s .  My t a s k  i s  

s o m e w h a t  d i f f e r e n t  h e r e ,  b e c a u s e  t o  y o u  t h e  " l o n g - t e r m "  

c o n s i s t s  m a i n l y  o f  t h e  t i m e  p e r i o d  b e t w e e n  n o w  a n d  t h e  

N o v e m b e r  e l e c t i o n s .
j

I  h a v e  n e v e r  r u n  f o r  e l e c t i v e  o f f i c e ,  b u t  I  d o  

t a l k  w i t h  a  l a r g e  n u m b e r  o f  p e o p l e ,  h e r e  i n  W a s h i n g t o n  

a n d  a r o u n d  t h e  c o u n t r y ,  t o  f i n d  o u t  w h a t  a r e  t h e  m a i n  

i s s u e s ,  p r o b l e m s ,  a n d  c o n c e r n s  o n  t h £ i r  m i n d s .  A l s o ,  i n  

my r o l e  a s  t h e  A m e r i c a n  " f i n a n c e  m i n i s t e r " ,  I  h a v e  s o m e  

o p p o r t u n i t y  t o  h e a r  a n d  s e e  w h a t  i s  t r o u b l i n g  p e o p l e  

a r o u n d  t h e  w o r l d .
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The message that keeps coming back, loud and clear, 

is that people everywhere are in an outrage about in

flation. Inflation is the number one economic problem 

on everybody's list, not only here in the United States 

but throughout the industrialized world. The inflation 

problem has reached the crisis stage, and people are 

insisting that their governments take firm measures to 

stop it.
Thus I believe that inflation is going to be the

overriding domestic issue of the coming election.

Accordingly, I want to discuss what I think are the six

most important points about inflation and how we must

deal with it. Together, these six points make up a tough,

c o m p r e h e n s i v e  a n t i - i n f l a t i o n  p o s i t i o n  t h a t  R e p u b l i c a n

candidates can take to the American people in the coming

election. It is a position to which I think the American 
, \

people will be highly receptive.
First, inflation is a creeping, debilitating disease. 

'Ultimately, it could be fatal. It has spread throughout 

our economy over the past decade in particular, seriously 

damaging the standard of living of a significant segment 

of the population, undermining our financial markets and



generally playing havoc with the housing industry. It 

has even affected our personal economic freedom. It is 

not an overstatement to say that inflation constitutes 

a serious threat to the American concept of a pre

dominately private-decision, market-oriented democracy.

We must either move to stop inflation now or face up to 

the severe long-run costs that inflation will extract 

from our society.

Point number two. There are a lot of witch doctors 

around ready to promise instant cures to this fatal 

disease. A couple of years ago, the easy answer to 

inflation was direct wage and price controls. Today that 

suggestion is heard much less frequently. Now some 

people tell us that the rate of inflation is going to 

decline over the balance of the year, so there's no need 

to worry about it. In effect they are saying just
j

ignore it. Well, I agree that the upward thrust of 

prices is abating somewhat as several special factors —  

♦the runup in food and fuel prices, especially —  get 

behind us. But even under optimistic assumptions, the 

inflation rate will still be somewhere around percent 

at year end. And that's a horrendous situation. Seven, 

and one-half percent inflation is.surely worth worrying
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about. For example, I worry that if we don't put our 

fiscal and monetary house in order, we will see that lh 

percent inflation rate accelerate again to still higher 

levels in 1975.
Another group of false prophets are promoting a tax 

cut as an instant solution to the consumers' loss of 

real income. Prices have gone up faster than wages, so 

the purchasing power of the average worker's paycheck 

has declined; the answer, we are told, is to cut taxes, 

which will restore that lost purchasing power.

Unfortunately, that's one of those answers that 

fits the old saying, "For every problem there is a 

simple solution; neat, quick —  and wrong." Cutting 

taxes will not restore the loss of real income. When you 

get down to fundamentals, that loss took place because 

there less food and less petroleum available for con- 

sumption by the American people. A reduction in taxes 

will not change that. Putting more money into the hands 

'of consumers will not put more food on their table or 

more gasoline in their tank..

So a tax cut may appear to be good politics —  tax 

cuts are always in great demand — but it is crummy



economics. Because what will happen if we cut taxes 

under present conditions —  where most of the economy 

is operating at full capacity and shortages are still 

the dominant problem of production —  is that we would 

have too much money chasing a limited supply of goods.

And that is a sure formula for more inflation.

Point number three is that, although inflation is 

a terribly complex and difficult problem, as much social 

and political as it is economic, we know how to cure it. 

We must manage our budget and monetary policy to keep 

the economy within the limits of its own capacity. The 

economy must be prosperous and it must continue to grow, 

but we must not let it run away with itself.

This is not an easy task. The Government, which 

really means the American people, must be willing to live 

with more discipline than it has in the past. We must 

face up to the fact that the economy doesn't have the 

capacity to accomplish all the things we would like it 

to do. Thus we will have to give up on some of the 

expansion of Federal spending programs we would otherwise 

like to have. And unless we are willing to cut spending, 

we will have to forego the pleasures of a tax cut.
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Similarly, credit cannot always be easily available 

at low rates. The Federal Reserve System will have to 

hold the growth of money and credit to reasonable rates.

If it does not, economic demands would again be pushed 

beyond our capacity to produce, which in turn would mean 

a new acceleration of inflation. Monetary discipline 

is thus a vital partner to budget discipline in keeping 

economic activity in balance with capacity.

However, to unwind the inflation that we have already 

built into the system, we will have to go a bit farther 

than that. For a time, the economy will have to operate 

at a bit less than full capacity. Demand will have to be 

below total potential output —  very close to it-, but 

below. Sales can show a healthy growth, but that growth 

will have to be constrained so that if businessmen try 

to raise prices too fast, competitive pressures will 

prevent them from doing so. Employment can grow, too, 

but our labor markets must not be too tight so that the 

joint worker-management process of wage determination 

can result in a gradual deceleration of the upward trend 

of pay scales.

Point number four. The fight against inflation will
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take time, years of it. There are no shortcuts, no 

acceptable quick solution. Frequent and abrupt changes 

in policy are the worst policy of all. To cure the 

price disease, we must be prepared to stay the long course 

and take an even strain on economic policy year after 

year. This is the only way to get the job done.

Point number five. Inflation is a cruel, indiscrimi

nate, insidious tax. It affects everybody —  people 

on every rung of the income ladder, corporations, 

financial institutions, state and local governments 

everybody. But it hurts the poor worst of all. And 

if we don't have the self-discipline to keep Federal 

spending in line with tax revenues, what happens is that 

the deficit is closed by the harsh and uneven tax of 

inflation, rather than by more conventional taxes.

My sixth and final point is that the American people 

are ready for a tough anti—inflation program to a greater 

degree than ever before. They are fed up with inflation. 

*They want action, meaningful action. They will no longer 

put up with gimmicks, such as direct 'controls, which 

attack the results rather than causes of inflation.

They know there is no such thing as a free lunch, that
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the Government cannot give them something for nothing. 

Thus, they will support restraint on Federal spending, 

and on monetary policy, too, in order to break the 

back of inflation. Americans want a return to the 

old-time religion of fiscal and financial responsibility. 

And we had better do it. Now.

In sum, then, my six points are:

1. Inflation is a disease that does terrible 

damage to our society.

2. There are always quack doctors around promising 

instant and painless cures, but we must firmly 

reject their dangerous prescriptions.

3. The only sure cure is that old-time religion 

of fiscal and monetary discipline.

4. We must use evenhanded policies and be willing

to stay the long course, because the cure is 
t {
going to take a lot of time and patience.

5. If we do not apply the necessary self-discipline, 

we will pay for it through the cruel and indis

criminate tax of inflation,'with the poor paying 

most of all, and

6. The American people are now insisting upon



firm action by their Government against the 

inflation disease.

For the first time in a long time, therefore, a 

large part of the population is ready to support a 

meaningful anti-inflation program. For these voters, 

good economics is now good politics. For the others, it 

is up to us to sell our point of view. It is our job 

to explain the importance of beating inflation and the 

need for disciplined fiscal and monetary policy applied 

steadfastly for enough time to do the job.

Thus, I urge you to take this six-point program 

to the American electorate in the months ahead. I am sure 

you can make it a winning program!
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FOR IMMEDIATE RELEASE b JUNE 26, 1974

UNITED STATES AND BOTSWANA TO DISCUSS 
INCOME TAX TREATY

The Treasury Department announced today that representa
tives of the United States and Botswana will meet in Gaborone 
in late July to begin discussions of a proposed bilateral 
income tax treaty.

At present there is no income tax treaty between the 
two countries.

The proposed treaty is intended to prevent double taxa
tion and to facilitate trade and investment between the two 
countries. It will be concerned with the tax treatment of 
income of individuals and companies from business, investment, 
and personal services, and with procedures for administering 
the provisions of the treaty.

The ’’model” income tax treaty developed by the Organiza
tion for Economic Cooperation and Development will be taken 
into account along with recent U.S. treaties with other 
countries, such as the treaty with Norway, which entered into 
force in 1972 and the treaties with Trinidad and Tobago and 
Japan, which entered into force in 1971 and 1972, respectively

Comment concerning the proposed treaty should be sent in 
writing by July 19, 1974, to Frederic W. Hickman, Assistant 
Secretary of the Treasury, U.S. Treasury Department, 
Washington, D.C. 20220.
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FOR IMMEDIATE RELEASE

UNITED STATES AND MALTA TO DISCUSS 
INCOME TAX TREATY

The Treasury Department announced today that representa
tives of the United States and Malta will meet in Valletta 
in late July to begin discussions of a proposed bilateral 
income tax treaty.

At present there is no income tax treaty between the 
two countries.

The proposed treaty is intended to prevent double taxa
tion and to facilitate trade and investment between the two 
countries. It will be concerned with the tax treatment of 
income of individuals and companies from business, investment, 
and personal services, and with procedures for administering 
the provisions of the treaty.

The ’'model” income tax treaty developed by the Organiza
tion for Economic Cooperation and Development will be taken 
into account along with recent U.S. treaties with other 
countries, such as the treaty with Norway, which entered into 
force in 1972 and the treaties with Trinidad and Tobago and 
Japan, which entered into force in 1971 and 1972, respectively.

Comment concerning the proposed treaty should be sent 
in writing by July 19«, 1974, to Frederic W. Hickman, Assistant 
Secretary of the Treasury, U.S. Treasury Department,
Washington, D.C. 20220.
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FOR IMMEDIATE'RELEASE JUNE 26, 1974

PROPOSED FOREIGN CURRENCY REPORT FORMS

Treasury today announced notices of proposed rule-making 
and proposed reporting forms requiring reports of the foreign 
currency positions of banks and other firms, have been filed 
for publication in the Federal Register, Thursday, June 27.

The new reports are required by Title II of Public Law 
93-110, which amended the Par Value Modification Act. Title II 
requires the Secretary of the Treasury to institute new statis
tical reports pertaining to the foreign currency transactions 
of banks and other business firms in the United States and of 
foreign branches and majority-owned foreign subsidiaries of 
U.S. firms.

The new reports will provide information on the activities 
of large banks and other firms which affect the position of 
the dollar in the foreign exchange market.

The reports will provide data on the spot and forward 
positions and assets and liabilities of banks and other firms 
in the United States and of foreign branches and majority-- 
owned foreign subsidiaries of U.S. banks and other firms. 
Initially it is contemplated that reports will be required in 
eight major currencies: Belgian francs, Canadian dollars,
Dutch guilders, French francs, German marks, Japanese yen,
Swiss francs and United Kingdom pounds.

A reporting exemption is provided, so that reports will 
be required only from major banks which are active in the foreign 
exchange markets and from major nonbanking firms.

The proposed regulations and report forms are being pub
lished in the Federal Register as notices of propose^ pule-- 
making and proposed reporting forms with provision fór, a 30-day 
period for written comment by interested parties. Comments 
should be submitted in triplicate to the General Counsel, 
Department of the Treasury, Washington, D. C. 20220, and should 
be received within 30 days. Comments submitted in response 
to the proposed rule-making and proposed reporting forms will 
be available to the public on request unless confidential 
status for the submission is requested and approved.

(OVER)
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The proposed forms and regulations will be reviewed and 
revised as appropriate in light of the comments received. The 
forms will also be submitted to the Office of Management and 
Budget for clearance pursuant to the Federal Reports Act.

w
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Secretary of the Treasury, William E. Simon, today 
issued a statement about his views on tax cuts:

^ 7  "Reporters have asked me a dozen times in recent days 
about my views on taxes. They want to know how I feel about 
tax cuts for individuals and tax cuts for industry.

Maybe what they really ought to be asking me is how I 
feel about inflation--because the problems are tied together.

But in any case let me try to make my views clear.
First, to give a general tax cut to every American 

would merely feed the fires of inflation-. I oppose it. 
Reducing taxes would put more spendable income into the 
hands of consumers, but it really wouldn’t help them because 
industry is operating at full capacity and cannot at this 
time produce more of what they want to buy. Thus, a tax 
cut would mean too much money chasing too few goods, which 
would only mean that prices would go up still faster. None 
of us wants that.



2

Second, we have major problems of capital formation - 
of providing the enormous investment in new plar^and 
equipment which will be required to increase output and 
help' keep inflation under control in the long run.

The President announced recently a new committee 
to study this problem, under Mr. Stein,'̂ thei Chairman of 
the Council of Economic Advisers. As part of this effort, 
Treasury is also engaged in a series of studies to see 
whether our tax system and policies contribute to these 
problems, and if so, whether our tax laws might appro
priately be modified. But the studies won't be completed 
overnight. We will be working with Congress, and Congress 
won't be able to act on suggestions within minutes either 
despite the implications in some recent news stories.

As part of these studies we are looking at ways to 
reduce the burden of the very poor. It seems to me the 
best way to help the poor —  and everybody else —  is to 
bring inflation under control. Fighting inflation is our 
#1 priority."



FOR RELEASE 6:30 P.M. June 26, 1974

RESULTS OF TREASURY'S 52-WEEK BILL AUCTION

Tenders for $1.8 billion of 52-week Treasury bills to be delivered 
July 2, 1974, and to mature July 1, 1975 were opened at the
Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS: (Excepting 2 tenders totaling $660,000)

High - 91.781 Equivalent annual rate 8.129%
Low - 91.587 Equivalent annual rate 8.321%
Average - 91.652 Equivalent annual rate 8.256% 1/

Tenders at the low price were allotted 100%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted
Boston $ 11,275,000 $ 6,275,000
New York 2,165,920,000 1,469,920,000
Philadelphia 18,295,000 8,295,000
Cleveland 13,845,000 8,845,000
Ri chmond 25,515,000 11,495,000
Atlanta 18,840,000 17,840,000
Chicago 204,680,000 153,680,000
St. Louis 28,720,000 16,720,000
Minneapolis 8,195,000 8,195,000
Kansas City 23,760,000 21,760,000
Dallas 3,675,000 3,675,000
San Francisco 129,300,000 73,300,000

TOTALS $2,652,020,000 $1,800,000,000

1/ This is on a bank discount basis. The equivalent coupon issue yield is 8.93% 

y Ineludes $91,530,000 noncompetitive tenders accepted at the average price



Department of (^TREASURY
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FOR RELEASE AT 10:30 A.M. . EDT
STATEMENT OF THE HONORABLE JACK F. BENNETT 

UNDER SECRETARY OF THE TREASURY 
BEFORE THE SENATE FOREIGN RELATIONS COMMITTEE 

ON PROPOSED U.S. CONTRIBUTION TO THE AFRICAN DEVELOPMENT FUND 
JUNE 27, 1974, 10:30 A.M. EDT

Mr. Chairman: I appreciate the opportunity to be here 

today to testify in support of S. 2354, which would authorize 

a U.S. participation of $15 million in the African Develop

ment Fund - the AFDF, a soft loan facility associated with 

the African Development Bank. The authorization legisla

tion was introduced in the Senate by Senator Humphrey last 

summer, and the Administration has included a $15 million 

request in the FY 1975 budget.

The Fund was established in June 1973 after several 

years of discussion and negotiation with pledges of about 

$80 mill ion from other industrialized nations. The purpose 

of the AFDF is to complement the activities of the African 

Development Bank (AFDB), by providing concessional financing 

for high priority development projects, both in individual 

member countries of the Bank and for regional projects.

Africa is the least developed continent. Its peoples 

are the poorest in the world. About 75 percent of the
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African people are engaged in subsistence agriculture with 
a per capita yearly income of less than $100 in half the 
countries. By comparison, U.S. GNP per capita stands at 
$5,160. When people live at the margin of existence this 
way, they are especially hard hit by economic crises and 
natural disasters.

For example, the sustained drought in the Sahel countries 
on the southern edge of the Sahara has caused staggering 
losses of livestock and crops, leaving the populations desti
tute and facing the possibility of widespread starvation.
Since the countries of Africa are presently extremely poor, 
they have little ability to absorb such shocks. Although 
the Fund is not large in terms of Africa's needs, it can 
make a unique contribution to solving problems in the areas 
of integration and smaller projects, which the larger lending 
institutions can not efficiently handle.

As this is the first time this Committee is formally 
considering U.S. participation in this Fund, I would like 
to summarize briefly for you the history of the African 
Development Bank and the African Development Fund.
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The African Development Bank was established in 1964 

as a result of African initiative to assist in the economic 

and social development of the newly independent African 

nations and to promote economic cooperation among thèm. As 

with the other regional development lending institutions, 

the Inter-American Development Bank and the Asian Development 

Bank, where regional efforts are effectively directed at 

regional problems the AFDB serves as a focus for Africans 

to tind solutions to their own development problems. Its 

membership now stands at 39 African countries. Unlike the 

other international financial institutions, the AFDB has 

no industrialized countries among its membership. It, 

therefore, represents a significant self-help effort by 

African nations to build a strong viable African institution.

As of December 3i, 1973, the Bank's paid-in capital 

amounted to, $127 million -- all from African countries and 

all in convertible currencies. Additional capital subscriptions 

are scheduled to be paid in over the next three years. The 

Bank also had about $5 million of borrowed resources.

Initially relying on a base of capital-poor countries 

and few trained personnel, the AFDB has successfully built 

a viable lending operation, and a very capable professional 

staff. As of the first of this year, the Bank had authorized 

$127 million in loans for fifty-three individual projects 

in twenty-nine countries and four regional projects. The
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Bank’s lending activities have emphasized roads and public 
utilities - the basic infrastructure which is severely lack
ing in Africa. All the Bank's loans have been at near market 
terms, i.e., 6-8% percent and maturities of ten to twenty 
years. Clearly African in ownership and outlook, the Bank 
is playing a growing role as an articulator of economic 
issues in Africa.

In 1966, the Bank undertook discussions with the United 
States and other developed countries about the possible 
establishment of a concessional loan facility which would 
be associated with the Bank. The resources for this Fund 
were to come from non-African donor nations. In March 1971, 
donor nations, including the United States, agreed to a set 
of principles which would govern the establishment of the 
Fund. After approval by the Board of Governors of the Bank, 
the African Development Fund was established on June 30, 1973.

The Fund is legally separate from the Bank and managed
i '

by its own Board of Directors, consisting of six repre

sentatives of the donor countries and six Bank Directors.

Each group holds 50 percent of the total voting power. A 
75 percent weighted vote is required for all operational 
decisions. If the U.S. participates before December 31, 1974, 
we will be entitled to a seat on the Board of Directors.



As in the case of the concessional funds of the other 
international development lending institutions, the Fund 
uses the Bank’s staff and draws upon its experience and 
expertise.

The United States participated actively in the drafting 
of the Articles of the Fund, in order to be assured that 
the Fund would be established as an effective and soundly 
managed institution. We believe we have succeeded in this 
objective. The end product meets well-known Congressional 
concerns resulting from our experience with the other IFI's.
For example, the Articles of Agreement of the Fund contain 
a requirement for review of completed projects by an audit 
committee reporting to the Board of Directors.

I would like to make clear that, while U.S. representa
tives took part in preparatory work for the Fund, no 
commitment to join the Fund has been undertaken on behalf 
of the United States,. The U.S. representatives clearly 
indicated throughout these preparatory discussions that 
U.S. participation in the Fund was subject to Congressional 
review and approval. The discretion of the Congress to 
decide on U.S. participation has been fully preserved.

Since the Fund's creation in 1973, fifteen donor nations 
have pledged contributions of about $100 million, approximately 
$80 million of which has been subscribed. Our proposed
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contribution of $15 million would bring the level of total 
contributions to about $115 million. We would be the third 
highest contributor, after Canada and Japan, who have pledged 
$16.5 million each.

I believe the U.S. stands to benefit from a modest 
role in the Fund. Our relations with Africa have assumed 
greater significance as U.S. investors and traders have been 
drawn increasingly to Africa. Our national interest dictates 
that we build cooperative economic relations with the nations 
of the continent. Participation in and support of the Fund 
is one means of furthering this goal. Participation in the 
Fund would be perceived by the African nations as an indica
tion of our interest in their growth and prosperity; conversely, 
the absence of the United States from the Fund would be a 
highly conspicuous one that could only be costly in terms of 
the political relations we are trying to build with the 
African continent.

The developed world's need for industrial minerals and 
fuels and the growing consciousness of the limits on world 
resources has highlighted the economic potential of Africa.
To illustrate, the continent possesses 42 percent of the 
world's cobalt resources, 34 percent of the bauxite, 17 per
cent of the copper, and about 23 percent of the world's known 
reserves of uranium ore. Africa will?thus,necessarily be an 
increasingly important source of vital U.S. imports.
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Financing on the lenient terms proposed for the AFDF 
will be particularly appreciated and welcomed by African 
countries because it will permit a greater proportion of 
the benefits of these loans to be retained by the borrowing 
country for the financing of further development projects.

The Fund can also serve to encourage development 
assistance by the oil-rich countries of the region. We 
already have indications of the willingness of oil-exporting 
nations of Africa to increase their Contributions for the 
economic development of the continent. Libya, Nigeria, and 
Algeria have already agreed to increase their participation 
in the African Development Bank's Ordinary Capital. The Arab 
oil producers are also involved in active discussions on 
the provision of short term assistance to African nations 
for oil purchases as well as long term concessional development 
assistance. A figure of $200 million has been mentioned in 
this connection, but the relationships of these proposed funds 
to the AFDB has not yet been defined.

Although in operation for less than one year, by May 31, 
1973, the Fund's Board of Directors had approved nine projects 
and studies involving total commitment of about $23 million.
Of these projects, five were for irrigation and water develop
ment in the severely drought-affected countries of the Sahel.
I wish to emphasize that resources of the AFDF have not been 
and will not be used to finance oil imports. These resources 
can only be used for specific development projects.
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We estimate the impact on the U.S. budget of the pro
posed $15 million contribution to the Fund will be quite 
small and spread over a number of years. We would seek 
appropriations that would permit us to complete our con
tribution within the same period applicable to other donors, 
i.e., by FY 1976. Initially, we would contribute in the 
form of non-interest bearing letters of credit, which would 
become budget outlays only when cashed as needed. Outlays 
in FYs 1975 and 1976 would total about $1 million each, with 
an increase to $2 million in the following two fiscal years, 
and $3 million in the following year. The cost to the 
United States of participation in the Fund is therefore 
small and entirely reasonable.

Under the Articles of the Fund, procurement of goods 

and services for projects financed by the Fund may only 

be from member nations. Thus, until the United States joins 

the Fund we will be precluded from this potentially sub

stantial source of export earnings, particularly if the Fund 

should be expanded by the contributions of the other countries.

Action by the Congress before the end of this year on 
the proposed U.S. contribution of $15 million would enable 
the U.S. to participate in the Fund as an original member.
It is our firm conviction that such participation is in
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the interest of the United States-. The President has, on 
several occasions, expressed his strong support for United 
States membership. The cost of this participation is small, 
and our percentage share uniquely low. Yet potential bene
fits to the United States are significant - increased 
economic presence in an area of growing importance to the 
United States, demonstration of our concern for the develop
ment and prosperity of the region, and the opportunity to 
benefit from the export market generated by the Fund's ac
tivities. For these reasons, I urge this Committee to act 
favorably on this authorization request for the African 
Developmerit Fund.



DepartmentoftheTREASURY
kwNGTON, D C. 20220 T E L E P H O N E  W04-2041

FOR IMMEDIATE RELEASE June 27, 1974

Attached is a notice to be published in the 
Federal Register June 28, 1974, regarding Treasury*s 
re-evaluation of a dumping finding regarding Northern 
Bleached Hardwood Kraft Pulp from Canada.

Also attached is a letter that has been sent 
to congressional and public inquirers regarding 
this action.
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Office of the Secretary
NORTHERN BLE/\CHED HARDWOOD .KRAFT PULP FROM CANADA

Notice of Affirmation of Determination of Sales at Less 
than Fair Value and Referral to Tariff Commission 

of Petition to Revoke Dumping Finding

A "Finding of Dumping" with respect to prime grade and 
off-grade northern bleached hardwood kraft pulp from Canada 
was published as Treasury Decision 73-28 in the Federal 
Register of January 23, 1973 (38 F.R. 2210).

On April 5, 1974, a petition was received by the Treasury 
Department requesting revocation of the finding.

The Department has reviewed its previous determination 
of sales at less than fair value with respect to the mer
chandise in question. Using information available subsequent 
to the initial investigation concerning sales of the merchandise 
to the United States, it was determined that the purchase 
price of the merchandise remains lower than its home market 
price in a significant number of instances. Further, no 
assurances have been offered by any Canadian producer or 
exporter of the merchandise that future sales of northern 
bleached hardwood kraft pulp to the United States will be at 
not less than fair value.

Accordingly, the Department hereby affirms its deter
mination that prime grade and off-grade northern bleached 
hardwood kraft pulp from Canada is being, and is likely to be,
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sold at less than fair value within the meaning' of section 
201(a) of the Antidumping Act, 1921 (19 U.S.C; 160(a)).

is based relate primarily to considerations involving the 
injury determination of the Tariff Commission, the petition is 
being referred to the Tariff Commission for such review of its 
injury determination as the Commission may deem appropriate.

If the Tariff Commission, upon review of its injury deter
mination, rescinds such determination, the Treasury Department 
will issue a notice revoking the finding of dumping, effective 
with respect to all merchandise entered, or withdrawn from 
warehouse, for consumption on or after the date of publication 
of notice of the Commission's decision in the Federal Register. 
If the Tariff Commission leaves unchanged its prior affirmative 
injury determination, the finding shall continue in effect.

This notice is published pursuant to the general provisions 
of section 153.41 of the Customs Regulations (19 CFR 153.41).

Since the grounds upon which the petition for revocation

[Seal] ¡11 2  6 1374
Assistant Secretary of the Treasury.

certified copy

CERTIFIED  TO BE A 7
t r u e  c o p y  o f  t h e  original



ASSISTANT SECRETARY

Re: Canadian Northern Bleached 
Hardwood Pulp 
Antidumping Action_______

Thank you for your recent communication regarding the antidumping 
action on Canadian Northern Bleached Hardwood Kraft Pulp. Secretary 
Simon expressed to me the need for urgent action on this matter, and 
I can now report the following progress.

Because a finding of dumping requires a determination (I) by the 
Treasury Department of probable or actual sales at less than fair value 
and (2) by the Tariff Commission of probable or actual injury, the 
Treasury has followed a policy, which we believe is legally required, 
that one of these two determinations be withdrawn before the dumping 
finding can be revoked. It is in the area of the Tariff CcJtamission to 
determine whether the injury determination can be withdrawn based upon 
changed circumstances.

The information which Treasury has received concerning industry 
conditions deals mainly with the conditions of the pulp market and 
the impact of the dumping finding on U.S. companies. These factors 
relate to the injury aspect of antidumping proceedings, the province 
of the U.S. Tariff Commission.

After informally consulting with the Commission, the Treasury 
Department has ascertained that the Commission does believe that it 
can, upon a referral from the Treasury Department with a new determi
nation of sales at less than fair value or likelihood thereof, assume 
jurisdiction to redetermine the question of injury in the light of 
changed circumstances. We have therefore prepared a referral to the 
Tariff Commission and are forwarding it to them today. The new de
termination of sales at less than fair va Iue wiI I be published in 
the Federal Register of June 28.

Shortages of essential commodities at non-inf I ationary prices are 
a serious problem confronting the United States today. The Administration 
has proposed a revision to the pending Trade Bill designed to deal with

THE DEPARTMENT OF THE TREASURY
WASHINGTON. D.C. 20220
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this problem, and further possible revisions of this Bill are under 
active consideration In the Treasury. I sincerely hope that these 
amendments will In the future help to ensure adequate resource
supplies at reasonable prices.

Sincerely yours,

David R. Macdonald 
Assistant Secretary 

(Enforcement, Operations, 
and Tariff Affairs)

/
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WASHINGTON. D C. 20220 TELEPHONE W04-2041

Department of theJREASURY

FOR IMMEDIATE RELEASE June 26,  1974

SECRETARY PRESENTED HONORARY MEMBERSHIP 
IN ACCOUNTANTS* ASSOCIATION

Secretary of the Treasury William E. Simon was 
presented an honorary membership by the Federal Government 
Accountants Association for his outstanding leadership 
in financial management.

Mr. Harry Levine, the national president of the 
association, congratulated the Secretary on his success 
in having the Comptroller of the State of New York agree 
to furnish reports on revenue sharing and establish ac
countability in the manner in which this money was spent.

Mr. Levine pledged the full support of the resources 
of the Federal Government Accountants Association to 
assist the Secretary in accomplishing his objectives of 
holding down inflation and mitigating energy shortages.

V
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Department of the T R E A S U R Y
(\SHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE June 27,1974

STA TEM EN T B Y  THE S E C R E T A R Y

S e c r e t a r y  o f  t h e  T r e a s u r y  W i l l i a m  E .  S i m o n  t o d a y  
i s s u e d  t h e  f o l l o w i n g  s t a t e m e n t :

" T h e  P r e s i d e n t ' s  a n n o u n c e m e n t  t o d a y  o f  h i s  
i n t e n t i o n  t o  n o m i n a t e  t w o  d i s t i n g u i s h e d  A m e r i c a n s  
t o  h i g h  T r e a s u r y  p o s t s  c o m p l e t e s  t h e  t e a m  o f  h i g h l y  
q u a l i f i e d  m e n  a n d  w o m e n  w hom  I  h a v e  a s k e d  t o  w o r k  
w i t h  m e .

" T h e  P r e s i d e n t ' s  i n t e n t i o n  t o  n o m i n a t e  S t e p h e n  S .
G a r d n e r  t o  b e  D e p u t y  S e c r e t a r y  o f  t h e  T r e a s u r y  —  t h e  

D e p a r t m e n t ' s  n u m b e r  t w o  p o s i t i o n  —  w i l l  b r i n g  t o  u s  
a n  e n e r g e t i c  l e a d e r  w h o  h a s  b u i l t  a  n a t i o n w i d e  b a n k i n g  
r e p u t a t i o n  t h r o u g h  h i s  l e a d e r s h i p  a t  t h e  G i r a r d  T r u s t ,  
a n d  w h o  h a s  w o n  p u b l i c  h o n o r  a n d  r e s p e c t  a s  C h a i r m a n  o f  
t h e  G r e a t e r  P h i l a d e l p h i a  M o v e m e n t ,  m e m b e r  o f  t h e  
P h i l a d e l p h i a  S c h o o l  B o a r d ,  a n d  m e m b e r  o f  a  s p e c i a l  
M a y o r ' s  C o m m i t t e e .  He i s  a  p e r c e p t i v e ,  s o l u t i o n - o r i e n t e d  
a n d  c r e a t i v e  A m e r i c a n  w h o  w i l l  h e l p  m e ,  h e l p  t h i s  
D e p a r t m e n t  a n d  h e l p  t h e  c o u n t r y .

" A t  t h e  s a m e  t i m e ,  t h e  P r e s i d e n t  h a s  a n n o u n c e d  t h a t  
h e  i n t e n d s  t o  n o m i n a t e  R i c h a r d  R .  A l b r e c h t  a s  G e n e r a l  
C o u n s e l  o f  t h e  T r e a s u r y .  T h i s  m e a n s  t h a t  w e  w i l l  s h o r t l y  
h a v e  a s  t h e  D e p a r t m e n t ' s  t o p  l e g a l  a d v i s o r  a  h i g h l y  
s k i l l e d  a n d  e x p e r i e n c e d  a t t o r n e y  w h o  a l s o  b r i n g s  a n  
i m p r e s s i v e  r e c o r d  o f  p a r t i c i p a t i o n  i n  c i v i c  a f f a i r s .  H i s  
e x p e r t i s e  w i l l  b e  p a r t i c u l a r l y  b e n e f i c i a l  a s  t h e  T r e a s u r y  
w o r k s  o n  s u c h  w i d e  r a n g i n g  a r e a s  a s  t a x  r e f o r m ,  t a r i f f  
a d m i n i s t r a t i o n ,  a n d  i n t e r n a t i o n a l  m o n e t a r y  r e f o r m ) ,  *

" I  h o p e  t h e  S e n a t e  w i l l  s p e e d i l y  a p p r o v e  b o t h  
n o m i n a t i o n s .  I  k n o w  t h e i r  c o n t r i b u t i o n s  w i l l  b e  o f  g r e a t  
b e n e f i t  t o  t h e  c o u n t r y . "

0 O0

( B i o g r a p h i e s  a t t a c h e d )
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Mr. A lb re ch t  has been with the law f i rm  of P e r k in s ,  C oie , Stone, O lsen,  
and W illiam s in S e a ttle ,  W ashington, s in ce  1961 , and w as nam ed as  p a r tn e r  
in 1968 . He is p re se n tly  C h airm an  of the W ashington State  Council on 
Higher Ed ucation , and r e c e iv e d  the Oustanding C itizen of the Y e a r  A w ard  
in 1969 f ro m  the S eattle -K in g  County M unicipal L e a g u e .

He was born  on August 29 , 1932 in S to rm  L a k e ,  Iowa. He was graduated  
from  the U n iv e rs ity  of Iowa with a B .  A . in 1958 and a J .  D. with highest  
honoros in 1 9 6 1 . He is m a r r ie d  to the f o rm e r  C on stan ce  B e r g  and has  
four son s.
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M r. G a rd n e r  is p r e s e n tly  the C h airm an  of the B o a rd  of the G ira rd  T r u s t  
Bank in Philad elphia . He se rv e d  a s  P r e s id e n t  of the G ira rd  T r u s t  Bank  
from  1966 to  1 9 71 . He is the C h airm an  of the G r e a te r  Philadelphia  
M ovem ent, D ir e c to r  of the Philadelphia O r c h e s t r a  A s so c ia tio n ,  the YMCA  
Foundation, and the Philadelphia C ollege of A r t .  In addition, he is a m e m b e r  
of the W orld A ffa irs  Council and the Philadelphia Club.

He was b orn  on D e c e m b e r  2 6 ,  1921 , in W akefield, M a s s a c h u s e t ts .  He was  
educated at B oston  U n iv e rs i ty ,  H a rv a rd  C olleg e , .and re ce iv e d  his MBA fro m  
H arvard  G rad u ate  School of B u sin e s s  A d m in istration  in 1949. He is m a r r ie d  
and has five ch ild ren .
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LONG TERM AGREEMENT BETWEEN THE US AND THE USSR 
__TO FACILITATE ECONOMIC, INDUSTRIAL,

AND TECHNICAL COOPERATION

FACT SHEET

The conclusion of a Long-Term Agreement Be
tween the US and the USSR to facilitate economic, 
industrial, and technical cooperation is con— •
sistent with the US objective of encouraging the 
longer-term expansion and more balanced growth of 
US-Soviet trade. The agreement, which is to remain 
in force for ten years, establishes a broad framework 
for exchanging information and views on important 
economic undertakings between the two countries, 
and for encouraging discussions on potential 
cooperation projects between private US firms and 
Soviet foreign trade and other organizations.
Although similar in substance and intent to other 
long-term economic cooperation agreements concluded 
by many Western industrial nations with the Soviet 
Union, provision in the US agreement with the USSR 
for an annual exchange of economic information and 
for a series of business facilitation-measures are 
believed to be ̂ unique in agreements of this kind.
The Joint US-USSR Commercial Commission, established 
pursuant to the communique of May 26, 1972, will 
monitor the implementation of the agreement.

The long-term agreement is intended to compier, 
the Agreement on Trade concluded by the United Stat 
and the Soviet Union on October 18, 1972. The Admi 
tration remains fully committed to bringing the 197 
trade agreement into force by obtaining’the author! 
to grant non-discriminatory tariff treatment to the 
The long-term agreement does not represent any chan 
the existing system of carefully screening hll tra^ 
tions to ensure that American goods and technology 
be exported solely for peaceful purposes.
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Trade and Long-Term Cooperation

US-Soviet trade has developed rapidly since the 
trade agreement and the lend lease accord were con
cluded in October 1972. Bilateral trade in 1973 totaled 
$1.4 billion, and trade exchanges in 1974 are likely to 
approximate last year’s high level. The two countries 
are well on their way to surpassing the goal announced 
in the June 1973 summit communique of achieving a total 
trade turnover of $2-3 billion during the three-year 
period 1973-1975.

Over the longer term, US machinery and equipment 
exports to the Soviet Union are expected to grow sub
stantially. The USSR is seeking US equipment to help 
implement large development projects currently being 
considered for inclusion in its new Five Year Plan.
It has particularly singled out cooperative long-term 
ventures with US firms, i.e., transactions in which 
exports of US equipment- would*be repaid in products 
of the new facilities, as offering the best chance 
for large, continuing growth in US-Soviet trade.

Over the past two years, industrial contracts 
between US firms and Soviet organizations have totaled 
about $800 million, and will continue to generate sub
stantial US ̂ exports in the years ahead. Exports of US 
machinery, in large part accounted *for by deliveries 
to the Kama Truck plant, will increase from $200 million 
in 1973 to perhaps $300-400 million this year. The 
recently approved Eximbank loan for the Occidental 
fertilizer project will support $400 million in US exports 
over the next few years. And five other large contracts 
will result in an additional $200 million in US exports 
to the USSR. US firms and Soviet organizations are 
currently exploring or negotiating long-term contracts 
in such diverse areas as automotive production, extracticr 
and processing of high energy consuming minerals, oil 
and gas development, electronics, chemicals, timber 
products, consumer goods production, and the improvement 
of tourist facilities. The long term economic cooperatior 
agreement should help further to define and broaden areas 
for mutually beneficial long-term cooperation in the futui 
between US companies and Soviet organizations.
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Main Provisions

Long Term Cooperation

The agreement provides that both governments will 
use .their good offices to facilitate the purchase and 
sale of machinery and equipment for the construction, 
modernization and expansion of production facilities 
in the two countries; trade in raw materials, agri
cultural products, finished products and consumer goods 
and services; and the purchase, sale, and licensing of 
patent fights and proprietary industrial know-how, 
designs and processes. It also provides for cooperation 
in ’the training and exchange of specialists, and for 
joint efforts, through the export of machinery and 
equipment, in the construction- of industrial and other 
facilities in third countries. The economic undertaking 
foreseen by this agreement are not limited to long-term, 
large-scale projects; shorter-term transactions by small 
and medium.sized. US firms are also encouraged. It is 
also anticipated that the USSR will enter into new 
cooperation projects in the United States.

Information Exchange •
A most important provision of the agreement provide 

for a working group of national experts to meet annually 
to exchange data and forecasts on basic economic, indus
trial and commercial trends in the two countries. These 
regular information exchanges should assist US firms and 
'Soviet foreign trade and other economic organizations in 
determining the fields of cooperation most likely to 
provide a basis for mutually beneficial contracts, and 
in facilitating their long-term business and economic 
planning. The first meeting of these experts is 
expected to take place before the end of this year.

Business'Facilitation
To help promote long-term economic cooperation 

between the two countries, the agreement also provides 
that each party undertake to facilitate the‘working and 
operating conditions of business representatives of the 
other on its territory. Article 4 of the- agreement, 
therefore, notes that both parties will facilitate, as
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appropriate, the acquisition of suitable business and 
residential premises for commercial firms and organi
zations- and their employees, the import of essential 
office equipment and supplies, the hiring of staffs, 
the«issuance of visas, and the travel by commercial 
representatives for business purposes.

Seventeen US firms have now received Soviet 
accreditation to open offices in Moscow, and more 
than half of them have already done so. With the 
long-term expansion of trade and economic relations 
foreseen by this agreement, additional US firms are 
likely to seek such accreditation in. the future.
The construction of an international trade center 
complex in Moscow, in which US firms are participating, 
will add significantly to the commercial facilities 
available to American and other foreign companies in 
the USSR.

\
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TO FA C

LONG TERM  A G R EEM EN T  
B E T W E E N

T H E  U N I T E D  S T A T E S  OF A M E R IC A  AND 
T H E  UN IO N  O F S O V I E T  S O C I A L I S T  R E P U B L I C S

ECON O M IC ,  I N D U S T R I A L ,  AND T E C H N I C A L  C O O P E R A T IO N

T h e  U n i t e d  S t a t e s  o f  A m e r i c a  a n d  t h e  U n i o n  o f  S o v i e t  S o c i a l i s t

R e p u b l i c s ,  *

D e s i r i n g  t o  p r o m o t e  c o n t i n u i n g  o r d e r l y  e x p a n s i o n  o f  e c o n o m i c ,

i n d u s t r i a l ,  a n d  t e c h n i c a l  c o o p e r a t i o n  a n d  t h e  e x c h a n g e  o f  r e l e v a n t

i n f o r m a t i o n  t o  f a c i l i t a t e  s u c h  c o o p e r a t i o n  b e t w e e n  t h e  t w o  c o u n t r i e s

a n d  t h e i r  c o m p e t e n t  o r g a n i z a t i o n s ,  e n t e r p r i s e s ,  a n d  f i r m s  o n  a  l o n g

t e r m  a n d  m u t u a l l y  b e n e f i c i a l  b a s i s ,  

v .
G u i d e d  b y  t h e  B a s i c  P r i n c i p l e s  o f  R e l a t i o n s  b e t w e e n  t h e  U n i t e d  

S t a t e s  o f  A m e r i c a  a n d  t h e  U n i o n  o f  S o v i e t  S o c i a l i s t  R e p u b l i c s  o f  

M ay  2 9 ,  1 9 7 2 ,  t h e  J o i n t  A m e r i c a n - S o v i e t  C o m m u n i q u é  o f  J u n e  2 4 ,  1 9 7 3 ,  

a n d  t h e  p r i n c i p l e s  s e t  f o r t h  i n  t h e  A g r e e m e n t  b e t w e e n  t h e  G o v e r n m e n t  

o f  t h e  U n i t e d  S t a t e s  o f  A m e r i c a  a n d  t h e  G o v e r n m e n t  o f  t h e  U n i o n  o f  

S o v i e t  S o c i a l i s t  R e p u b l i c s  R e g a r d i n g  T r a d e  d a t e d  O c t o b e r  1 8 ,  1 9 7 2 ,  

H a v e  a g r e e d  a s  f o l l o w s ;



A R T I C L E  I
J 6

ìk> ^
T h e  P a r t i e s  s h a l l  u s e  t h e i r  g o o d  o f f i c e s  t o  f a c i l i t a t e  

e c o n o m i c ,  i n d u s t r i a l ,  a n d  t e c h n i c a l  c o o p e r a t i o n  i n  k e e p i n g  w i t h  

e s t a b l i s h e d  p r a c t i c e s  a n d  a p p l i c a b l e  l a w s  a n d  r e g u l a t i o n s  i n  t h e  

r e s p e c t i v e  c o u n t r i e s .

A R T I C L E  I I

C o o p e r a t i p n  w h i c h  s h a l l  b e  f a c i l i t a t e d  a s '  c o n t e m p l a t e d  i n  

A r t i c l e  1 , s h a l l  i n c l u d e :

a® p u r c h a s e s  a n d  s a l e s  o f  m a c h i n e r y  a n d  e q u i p m e n t  f o r  t h e  

c o n s t r u c t i o n  o f  n e w  e n t e r p r i s e s  a n d  f o r  t h e  e x p a n s i o n  a n d  

m o d e r n i z a t i o n  o f  e x i s t i n g  e n t e r p r i s e s  i n  t h e  f i e l d s  o f  r a w  m a t e r i a l  

a g r i c u l t u r e ,  m a c h i n e r y  a n d  e q u i p m e n t ,  f i n i s h e d  p r o d u c t s ,  c o n s u m e r  

¡ g o o d s ,  a n d  s e r v i c e s ;

I *
b .  p u r c h a s e s  a n d  s a l e s  o f  r a w  m a t e r i a l s ,  a g r i c u l t u r a l  

¡ p r o d u c t s ,  f i n i s h e d  p r o d u c t s ,  c o n s u m e r  g o o d s ,  a n d  s e r v i c e s ?

I *
c® p u r c h a s e s ,  s a l e s  a n d  l i c e n s i n g  o f  p a t e n t  r i g h t s  a n d

«
p r o p r i e t a r y  i n d u s t r i a l  k n o w - h o w ,  d e s i g n s ,  a n d  p r o c e s s e s ;  ^

d® t r a i n i n g  o f  t e c h n i c i a n s  a n d  e x c h a n g e  o f  s p e c i a l i s t s ;  a n d

e .  j o i n t  e f f o r t s ,  w h e r e  a p p r o p r i a t e ,  i n  t h e  c o n s t r u c t i o n  o f

i n d u s t r i a l  a n d  o t h e r  f a c i l i t i e s  i n  t h i r d  c o u n t r i e s ,  p a r t i c u l a r l y

t h r o u g h  s u p p l y  o f  m a c h i n e r y  a n d  e q u i p m e n t .

\

A R T I C L E  I I I

' 8
I n  o r d e r  t o  a s s i s t  r e l e v a n t  o r g a n i z a t i o n s ,  e n t e r p r i s e s ,  a n d  

f i r m s  o f  b o t h  c o u n t r i e s  i n  d e t e r m i n i n g  t h e  f i e l d s  o f  c o o p e r a t i o n  

* Q s t  l i k e l y  t o  p r o v i d e  a  b a s i s  f o r  m u t u a l l y  b e n e f i c i a l  c o n t r a c t s ,  

a w o r k i n g  g r o u p  o f  e x p e r t s  c o n v e n e d  b y  t h e  C o m m i s s i o n  m e n t i o n e d  . 

in  A r t i c l e  5  s h a l l  m e e t  n o t  l e s s  f r e q u e n t l y  t h a n  o n c e  a  y e a r  t o



, - 

e x c h a n g e  i n f o r m a t i o n  a n d  f o r e c a s t s  o f  b a s i c

a n d  c o m m e r c i a l  t r e n d s .  ' •

A R T I C L E  I V

T o  p r o m o t e  t h e  c o o p e r a t i o n  f o r e s e e n  i n

e c o n o m i c ,  i n d u s t r i a l .

t h i s  A g r e e m e n t  t h e

Parties undertake to facilitate, as appropriate, the acquisition 
or lease of suitable business and résidential premises by organiza
t i o n s ,  e n t e r p r i s e s ,  a n d  f i r m s  o f  t h e  o t h e r  p a r t y  a n d  t h e i r  e m p l o y e e  

t h e  i m p o r t a t i o n  o f  e s s e n t i a l  o f f i c e  e q u i p m e n t  a n d  s u p p l i e s ;  t h e  

h i r i n g  o f  s t a f f s ;  t h e  i s s u a n c e  o f  v i s a s ,  i n c l u d i n g  m u l t i p l e  e n t r y  

v i s a s ,  t o  q u a l i f i e d  o f f i c i a l s  a n d  r e p r e s e n t a t i v e s  o f  s u c h  o r g a n i z a 

t i o n s ,  e n t e r p r i s e s ,  a n d  f i r m s  a n d  t o  m e m b e r s  - o f  t h e i r  i m m e d i a t e  

f a m i l i e s ;  a n d  t r a v e l  b y  s u c h  p e r s o n s  f o r  b u s i n e s s  p u r p o s e s  i n  t h e  

t e r r i t o r y  o f  t h e  r e c e i v i n g  c o u n t r y .

. A R T I C L E  V

T h e  U S - U S S R  C o m m e r c i a l  C o m m i s s i o n  e s t a b l i s h e d  p u r s u a n t  t o  t h e
♦

Communique o f  M a y  2 6 ,  1 9 7 2 ,  i s  a u t h o r i z e d  a n d  d i r e c t e d  t o  m o n i t o r

the p r a c t i c a l  i m p l e m e n t a t i o n  o f  t h i s  A g r e e m e n t ,  w h e n  n e c e s s a r y

j o i n t l y  w i t h  o t h e r  A m e r i c a n - S o v i e t  b o d i e s  c r e a t e d  b y  a g r e e m e n t

between t h e  G o v e r n m e n t s  o f  t h e  t w o  c o u n t r i e s ,  w i t h  a v i e w  t o

f a c i l i t a t i n g  t h e  c o o p e r a t i o n  c o n t e m p l a t e d  i n  t h i s  A g r e e m e n t .

\



DONE a t  M o s c o w  o n

E n g l i s h  a n d  R u s s i a n  l a n g u a g e s ,

FOR THE U N I T E D  S T A T E S  
OF A M E R I C A :

1 9 7 4 ,  i n  d u p l i c a t e ,  i n  t h e

b o t h  t e x t s  b e i n g  e q u a l l y  a u t h e n t i c

F O R  T H E UN IO N  O F  S O V I E T  
S O C I A L I S T  R E P U B L I C S :
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M E , P L U M ; G e n t 1 e r n e n *

U n d e r  S e c r e t a r y  B e n n e t t  w i l l  m a k e  a  f e w  r e m a r k s , 

a n d  t h e n  foe o p e n  t o  q u e s t i o n i n g  o n  t h e  l o n g  t e r m  a g r e e m e n t  

b e t w e e n  t h e  U n i t e d  S t a t e s  a n d  t h e  S o v i e t  U n i o n  t o  f a c i l i t a t e  

e c o n o m i c ,  i n d u s t r i a l  a n d  t e c h n i c a l  c o o p e r a t i o n c

M r ,  B e n n e t t  w i l l  i n t r o d u c e  s o m e  o f  t h e  r e p r e s e n t a 

t i v e s  h e r e ,  f r o m  t h e  C o m m e r c e  a n d  S t a t e  D e p a r t m e n t s ,

S E C R E T A R Y  B E N N E T T : I  a p p r e c i a t e  y o u r  c o m i n g  o n

S a t u r d a y .  I  am  r e a l l y  s u r p r i s e d , ,  I  t h o u g h t  t h e r e  w e r e  

g o i n g  t o  foe m o r e  o f  u s  t h a n  o f  y o u .

Y o u  s e e m  t o  h a v e  m o r e  p r e s e n t .

A s  y o u  k n o w ,  t h e  a g r e e m e n t  w a s  s i g n e d  foy t h e  

P r e s i d e n t  a n d  G e n e r a l  S e c r e t a r y  B r e z h n e v  t h i s  m o r n i n g .  I t  

o c c u r r e d  t o  u s  t h a t  y o u  m i g h t  w a n t  a  l i t t l e  b a c k g r o u n d  a n d  

y o u  m i g h t  w a n t  s o m e b o d y  g o o d  t o  q u e s t i o n ' a n d  I  h a v e  s o m e  g o o d  

o n e s  h e r e  t o  a n s w e r  q u e s t i o n s ;

L e w  B o w d e n ,  w h o  i s  t h e  A c t i n g  D e p u t y  A s s i s t a n t  

S e c r e t a r y  o f  C o m m e r c e  f o r  E a s t - W e s t  T r a d e ;

J o h n  A r m i t a g e ,  D e p u t y  A s s i s t a n t  S e c r e t a r y  o f  S t a t e  

f o r  E a s t e r n  E u r o p e ;

P h i l l i p  T r i m b l e ,  f r o m  t h e  S t a t e  D e p a r t m e n t  L e g a l

Office,

I  m i g h t  e x p l a i n  w h y  I  am  h o l d i n g  t h e  b r i e f i n g .  A s  

y o u  k n o w ,  t h e r e  w a s  a  C o m m e r c i a l  C o m m i s s i o n  e s t a b l i s h e d  i n  

J u l y ,  t w o  y e a r s  a g o »  c h a i r e d  f i r s t  b y  S e c r e t a r y  o f  C o m m e r c e



Peters«,a : then by Secretar .¿huit! and no tv toy

Simon,, X have been on this Commercial Commission since then, 

and Lew has been the Executive Secretarye

At our meeting of the Commission last October

in Moscow, the question came up of the possible desirability 

of a long-term economic agreement0 It was decided at that 

meeting to set up a working group chaired on the Soviet side by 

Deputy Foreign Trade Minister Manzhulo; and on our side, 

we have been serving0 We had subsequent working-group 

meetings in Vienna and Washington^ and finally reached an 

agreement on a draft which we recommended to the meeting of 

the Commercial Commission that took place here in Washington 

last montho

That agreement was accepted, and the two sides 

recommended,. to General Secretarjr ;3rezhnev and the President,, 

that it be signed at the Summit* and it has been signed,

There were two features in this agreement0 I 

trust you all have copies of the agreement and the background 

statement, which were of particular interest to us0

Firstly? the Foreign Trade officials in the Soviet^ 

and our traders that deal with them tell us that the rigidities 

of the Soviet planning process are such that it is helpful 

to have, in writing, approved at the highest level, a state

ment that certain things are possible that assist in getting 

particular pieces of business done, and particular things



f i t t e d  i n t o  t h e  p l a n s <
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S e c o n d l y ,  w e s o m e t i m e s  f e e l  t h a t  t h e  S o v i e t s  d o n ' t

h a v e  a s  f u l l  a p p r e c i a t i o n  a s  w e  d o  o f  t h e  v a l u e  o f  i n f o r m a t i o n

e x c h a n g e  i n  t e r m s  o f  m a k i n g  i t  p o s s i b l e  t o  k n o w  w h e r e  t o

c o n c e n t r a t e  c o m m e r c i a l  e f f o r t «

B o t h  o f  t h e s e  f e a t u r e s , w e t h i n k ,  a r e  t a k e n  c a r e  o f

i n  t h i s  a g r e e m e n t «  I t  c o n t a i n s  a  v e r y  b r o a d  l i s t i n g  o f  t h e

t y p e s  o f  a c t i v i t y  t h a t  a r e  p o s s i b l e «

S e c o n d l y ,  i t  h a s  s e t  u p  a  u n i q u e  n e w  p r o c e d u r e

c o  t r y  t o  e n h a n c e  t h e  e x c h a n g e  o f  i n f o r m a t i o n «

T h i s  a g r e e m e n t  h a s  s i m i l a r i t i e s ,  o f  c o u r s e ,  w i t h

t h e  l o n g - t e r m  a g r e e m e n t s  t h a t  t h e  S o v i e t s  h a v e  b e e n  s i g n i n g

f o r  t h e  l a s t  f e w  y e a r s  w i t h  G e r m a n y ,  F r a n c e ,  F i n l a n d ,  e t c «  —

a  n u m b e r  o f  o t h e r  C o u n t r i e s «

I t  d o e s  h a v e  o n e  n e w  f e a t u r e «  I n s t e a d  o f  l i s t i n g
w h e r e

o n c e  a n d  f o r  a l l  a  l i s t  o f  t h e  i n d u s t r i e s / i t  i s  f e l t  t h a t  

t r a d i n g  a n d  i n v e s t m e n t  c a n  t a k e  p l a c e ,  t h i s  o n e  s e t s  u p  a  

m o r e  f l e x i b l e  p r o c e d u r e  f o r  a t  l e a s t  a n  a n n u a l  m e e t i n g  t o  t r y  

t o  e x c h a n g e  i n f o r m a t i o n  i n  t h e s e  f i e l d s ;  a n d  t h e  b a s i c  

e c o n o m i c  f a c t o r s  t o  f a c i l i t a t e  o n  o u r  s i d e ,  t h e  p r i v a t e  

c o m p a n i e s  k n o w i n g  w h e r e  t o  c o n c e n t r a t e  t h e i r  e f f o r t .

We t h i n k  t h a t  h o w  s u c c e s s f u l  t h i s  w i l l  b e ,  o f  c o u r s e ,  

w i l l  d e p e n d  o n  h o w  w e l l  w e  m a k e  i t  w o r k  o u t  i n  p r a c t i c e «

T h i s  t h i n g  i s  n o t  i n  a n y  s e n s e  a  s u b s t i t u t e  f o r  t h e  T r a d e  

B i l l ;  b u t  i t  i s  a  s u p p l e m e n t ,  We t h i n k  i t  i s  a  u s e f u l
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supplement* We still, of course* anticipate and hope that 

the Trade Bill will be finally passed before the summer is 

over, and we know that Senator Long's Committee has it in 

mock-up o

On this agreement itself, the next step is for us 

to write a letter, I think, to Minister Pafcolichev and propose 

a time, and a place, and who the members of our delegation will 

be, in the first meeting*

Lew, do you have anything you want to add to that?

MR0 BOWDEN % No] It seems to me that you have 

about covered it, Jacko I would be happy to answer any ques

tions later on*

MR, ARMITAGEs No,/

MRa TRIMBLE % No/

SECRETARY BENNETT 2 There are, of course, some 

items that have already appeared in the papers, this morning/ 

from Moscow, but does anything occur to you that you would 

like to ask?

MEMBER OF THE PRESS % The agreement mentions/ just 

in general, things like finished products, and consumer goods 

and services*

Will the Commission that meets annually draw up a 

list of acceptable imports?

SECRETARY BENNETT; A list of what?



MiiiviBEii Or TlliJ PRESS

to the Soviet Union»

SECRETARY1 BENNETT; I doubt that it will

to draw up a list, and say, "This lists acceptable 

and others are not acceptable fV

ever try 

imports;

On the other hand, we may care to further the 

process which has already begun« For example, last year 

when we were there, the Russians said that it occurred to 

them that there could be a fair chance for business in.

some of the activities that are particularly heavy consumers 

of energy. They have a fair amount of that in some areas, 

and they listed some« For example, in the Aluminum process» 

The Department of Commerce then passes that information to 

the Industry associations —  <, You have

seen the announcements of Kaiser, for example, active in the 

discussions« We may carry that process further, but I don5 

think \ it , is anticipated that we will say. ,TThis list is 

possible; nothing else is«tr I don5! think we will ever 

try to make an exclusive list»

MR» BOWDEN; During the meetings of this group, 

which exchanger; information, which is foreseen by the 

agreement, I would hope we could discuss things that are 

more probable for moving in trade than things that are not

more probable; but I would think that would be one of the 

functions of the group«



MEMBER OF THE PRESS: Mr. Bennett, this isn’t

exactly in the agreement, but where do v/e stand now on the 
natural gas?

SECRETARY BENNETT: Well, the request for

Export/Import Bank normal credit assistance on purchasing 

some U 0S* equipment to be used in exploration for gas is 

before the Bank: That is entirely separate from the 

negotiations of the American consortium for possibly 

entering into a long term contract to buy some Soviet gas 

on the Pacific side —  the El Paso consortium* That is 

entirely separate from the separate negotiations under way 

with the Tenneco Texas eastern group for possible signing 

of a long-term contract to buy some gas in the so-called 

‘North Star? project up in the Murmansk area* So there are 

three different projects*

The only one that is befolge the U, S* Government 

is the request for export credit assistance on some export 

equipment* I believe it is in the order of $49 million«? 

worth of loan* The loan would be to the Soviet authorities, 

and would be a full/pay obligation of the Soviet authorities 

and not dependent in any way on finding gas. or there being 

any purchase of gas*

Companies are still talking about the long-term 

purchase* but in this unsettled world, when nobody knows 

what the price of oil or gas will be a couple of months from



'SU
now, it may be a very difficult negotiation.

In any event, we have no request —  the U 0 S 0

Government for any improvements <

We do have, under cons¿deration, the small loan,

because we do believe that additional hydrocarbons, tributary

to the Pacific, cannot help but be in our economic and

National (Security interest,,

MEMBER OF THE PRESS? Would failure of Congress

to increase the lending authority of the Ex- In. Bank

in any way put a damper on this?

SECRETARY BENNETT? As you know, the one-month

extension of the Ex~Im is up in the House on Monday and

if approved by the Senate, wte would like to not only get
very

that one month extension, but /quickly in that month, the 

full completion of Ex-Im authorityc

We hope the outcome of that will be a procedure 

in which we can continue to do non-discriminatory business 

with the Soviets with whatever safeguards are necessary; 

but continue to do non-discriminatory business,

MEMBER OF THE PRESS? If that authority is not 

extended, if they hold it at the present level, will that 

in any way -~

SECRETARY BENNETT (Interposing) Hold the

authoritv at the present level?



MEMBER OF THE PRESS: Yes'

SECRETARY BENNETT: If they hold the authority at 

the present level, the Bank will very soon be out of the 

opportunity to make more loans0

Of course, if they don^t extend the authority, 

the Bank cannot make any loans,, Sure, that would have 

some influence on < competitiveness of our American exporter 

in trying to shift to the Soviet Union,

MEMBER OF THE PRESS; Have the Russians agreed, yet, 

to supply the needed information to the Ex-Im Bank* in which 

case they can receive the larger credits that would be 

necessary?

SECRETARY BENNETT: The Soviets have provided a

fair amount of information on their Foreign Trade, They have 

never supplied any information on their Foreign Exchange 

Reserves, or on their external indebtedness0 They recognize 

that before we v/ould feel it was reasonable to make any large 

increase above the present level, that would be necessary„

On the other hand, we also have to take into account 

that their external financial position has greatly strengthened 

in about six months: Their two principal export commodities 

have gone up 1unusually high in the World Price —  oil and 

gold i .

MEMBER OF THE PRESS: Sir, I came late. You may 

have answered this already:



What is new in this agreement that had not been 

agreed to before in 72 and '*.73« What break-through are we 
seeing?;

SECRETARY BENNETT; Well, the two things I started 

with? There is a somewhat more explicit listing of the 

scope ox the types of activity that can be engaged in* On our 

side, it would never occur to us# in most cases, that it wasn't 

there, but the Soviets feel it is easier for them to do 

business if it is listed and approved at the higher level.

Secondly, we set up this new procedure that, in 

practice, provides a mechanism for increased information,, 

and more specific procedures that create pressures and 

opportunities fco provide the basic information and workings.

We have not, in this agreement, taken to pressure 

*4ny particular American firm, but y/e have undertaken a

procedure to sit down and try to provide information that will 
help*

MEMBER OF THE PRESS? Was this agreement necessary-- 
in your opinion?

SECRETARY BENNETT? The agreement is not necessary 

in this sense? that business could have gone on* But we 

think/for the two reasons that I starred with, that business 
will go on better,

(1 ) because it will be more easily fitted into 

the cumbersome Soviet planning process; and
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(2 ) because it should provide more information 

to the businessmen as to what not to waste their time on, and 

what to give consideration to0

MEMBER OF THE PRESS; Is there anything in this 

agreement that would prevent a deal such as the Wheat deal 

which had an effect on the consumer?

SECRETARY BENNETT: The agreement here, of course, 

places no limitations on the export control administered 

by Mr, Bowden’s office.

As far as Wheat itself, there are procedures in 

effect now that were not originally on prompt reporting of 

export contracts, so that there would be lesfs opportunity 

for sales to be conducted in the degree of lack of knowledge 

that some of the private contractors negotiated that the first 

time aroundo

There is nothing, in here, specifically designed to 

prevent any Wheat deal. This is to provide, however, more 

information on the economy vfc© the extent you can get some 

more information about the economy, predicting basic demand, 

and ought to be at a higher level of quality.

You can’t predict the weather, but you can at least, 

maybeir get so m e information that will still lead you to know the 

basic trendso

MEMBER OF THE PRESS % Are Soviet crop conditions 

at all covered 4 specifically, by information exchange?
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SECRETARY BENNETT ? There is already an agreement 

on that subject, between the UCS 0 and the U S „>S,RAgricultural 

Commission, that would be even more specific than this one, 

here,

MEMBER OF THE PRESS t Have the Russians 

satisfactorily lived up to that agreement?

SECRETARY BENNETT; Our people think that more 

information is appropriate than we have had so far, and 

we are continuing to work on it«

MEMBER OF THE PRESS; Sir, was this more a

political than a practical agreement?

SECRETARY BENNETT; Do you mean: Does it try

to make a conference look like it accomplished something?

MEMBER OF*THE PRESS: That is the impression

I am getting«

SECRETARY BENNETT: Well, I guess you were late, 

but this thing started a long time ago, in the sense that 

the Soviets let us know almost a year ago ¡.that this is a 

subject they had been negotiating with other Countries, 

and put a lot of importance on.

What do we think?

It took a long time to negotiate an agreement that 

we thought did not put any constraints on us, but which was 

desiredo

It started in October, and there were a series of
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meetings .in between* So it was not just something that 

was dreamed up this summer0 It is a thing we worked up over 

a long period of timec It happened to be available now* and 

it is important that it be signed at the top level, I don't 

think you could say it's window dressing, noi

MEMBER OF THE PRESS: Yesterday in the State

Department, Sawhill released an agreement that was signed 

with Russia on the Energy; the Exchange of Information and 

Scientists, etc.

How does this have a bearing? This seems to 

be just a general agreement on everything,

SECRETARY BENNETT: Well, as I understand that 

agreement. —  and I have not been involved in recent weeks 

in that —  it has more to do with Technology, and this 

has to do with economic conditions that permit specific 

trades; specific needs; That has to do more with sharing of 

technology. I suppose you could fit in some technological 

exchange here. But this is to generate information to put 

before the business people; to say, ’’Well, this is a good place 

to, maybe, send a fellow to Moscow, or invite a Russian over 

here» Maybe this isn’t,"

Now, that goes more to exchange of information that 

might have a role on what the Government policy is on 

project independence, and so forth: how we can develop this 

energy source, or that energy sourcec
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In one degree of generality, it’s all'information" 

but it seems to be of somewhat different character»

MEMBER OF THE PRESS; If this was an agreement 

of some substance, Mr» Bennett, why didn9t you, Mr. Bowden, 

Secretary Dent, or Ambassador Eberle, or some high ranking 

U sS 0 Commercial Official, go to Moscow on this trip to 

represent this agreement?

SECRETARY BENNETT; Well, as I said, I think it is 

important that it be signed by the top people» There was 

no point in our going to sign : 1 to achieve a purpose within 

the Soviet Union» It v/as important that it be signed at the 

top level.

If there had been serious, unsettled, points which 

we expected, or which came up, we should have been there and 

we could have been there» But, as X say, we reached agreement 

first in the working group, and then in the joint commission 

last month and,earlier this month, recommenced the signature 

and there seemed to be no hitch. So X see no need for us to 

be there»

I have been over there four times in the last 

couple of years» That is enough.

MR» PLUM: Any more questions?

MEMBER OF THE PRESS; Yes» I did have one more ques

tion.



On page 6 you say that patents will he available 
to the Russians«

Is that my correct understanding of it0 That is 
under ARTICLE IX, c*

/ * * purchases, sales and licensing of patent

rights and proprietary industrial know-how, designs, and 

processes; * * *

Will the Russians, then, be able to patent 

their products in this Country?

SECRETARY BENNETT: They always have been«

MEMBER OF THE PRESS“ If they always have been, 

what is the reason for it being stated here in this 

agreement?

«Just to " officiate it/more?

SECRETARY BENNETT? As I said before, they have 

bureaucrats at different levels,, If 3?ou want to deal 

with a bureaucrat at this level, and you want to propose 

something, you want to be able to say, "Look® It says right 

here that this is feasible and proper." He can say, "Yes,

I agreeo Let°s talk about it,"

They get very legalistic. I f  you are dealing,
by

you want to be able to show/Holv Writ somewhere that this 

is possible,.

MEMBER OF THE PRESS; You are saying that the 

Russians sort of insisted on this because of their feureai^rat



ways^ whatever? < i* ?
SECRETARY BENNETT: I am not saying they insistedf,’on 

it0 I am saying that they — - the foreign Trades people and the 

trading people in the other Ministry said,"This is a good 
thing to facilitate trade«“ Our traders that deal with them 

agree with that« So we think it is in OiiR interest«

MEMBER OF THE PRESS; A lot of these things 
have been going on?

SECRETARY BENNETT; Sure«

There is no rule, now, that says you canH purchase 

or sell raw materials, or you can t license patent rights«

This is the other way around* It states it positively«

Anybody can refer to it.

You know, whenever a Russi an makes a speech to an 

American, he goes all the way back to the first document and 

refers to the Basic Agreement of May 972.

MEMBER OF THE PRESS; I think there is a vulgar 

bureaucratic term called CaY*A!S that takes care of that. 

Without it, you have to buck it all the way to the top before 

it comes back again«

SECRETARY BENNETT; I think there is something to
that „

MBMBER OF THE PRESS t Have there been many TĴ S« 

manufacturers applying for trade with Russia?

SECRETARY BENNETT; Seventeen of them already
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MEMBER OF THE PRESS: Will this open up the field

to them; open up the gate to them?

SECRETARY BENNETT: It is a matter of degree. We 

think that this will. The hotels are full of Americans; over 

there* already. This ought to make some contribution to

easing their life. There are references in here that we 

can use in talking to the Russians about improving the

facilities that are made available to them; suitable busi

ness and residential premises; multiple issuance of visas.

In the continuing process of getting decent facilities for 

the Americans to work in, it is always nice to have something 

like this to point to,

MEMBER OF THE PRESS: They could get along without

it

SECRETARY BENNETT: Sure, This is not life or death

but it is useful. And* in practice* it9s agreed utility will 

depend on how smart we are* and how effectively we work in

this realm; and it also is a long-term teacher to them.

It gets people to recognize that this is something that is

going to be around for a while, It is something that* I think* 

contributes to good relations, But it doesnH give anybody 

M,FtN, We still need that,

MEMBER OF THE PRESS: Will you have a decrease of

all of this export control, export controlled items, as a result
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of this Agreement?

SECRETARY BENNETT t This has no effect whatsoever 

on the export control»

MEMBER OF THE PRESSs Thank you, Mr0 Bennett«

SECRETARY BENNETT % I appreciate your coming 

in on Saturday«

MR* PLUM: Ladies and gentlemen, there is an 

embargo, as you will note, until noon, on this information«

(Whereupon, at 10:30 o'clock, a um 0, the Press 

Conference was concluded«)

~o©o-


