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REPORT CONFIRMS NEED FOR
TAX AND LOAN ACCOUNTS

Tax and loan accounts of the Treasury Department continue
to be of major importance as a tool for monetary management
and as a highly efficient collection system, findings of a
report released today showed.

The report concluded, however, that with the higher level
of intérét"rates prevalent iIn recent years, the.implicit costs
to thé Treasury of tax and loan accounts has risen substan-
tially beyond the value to the Treasury of the services that
have been inherently or traditionally associated with such
accounts.

The Treasury report is based on a study that included
analysis of responses to a questionnaire sent to 600 banks,
300 with the largest Treasury tax and loan accounts and a
sampling of 300 of the remaining 12,700 banks.

Basically demand deposits, left with banks for short .
periods at no interest, the tax and loan accounts represent
tax payments by business concerns to their own banks, which
in a bookkeeping transaction, debit the business customers
and credit Treasury’s balances.

While tax and loan accounts should be retained, said the
Treasury report, means should be developed (1) for employing a
portion of the funds in ways that provide added returns to the
Treasury, and (2) for compensating banks for a limited number
of services performed by fees paid from appropriations.

Legislation 1is required iIn both instances, to make
possible the most efficient employment of Treasury cash in
interest-bearing assets, and to provide appropriations for
payments for certain services performed by financial iIn-
stitutions, according to the report.
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As an interim measure, pending Congressional action on
investment authority, it iIs Treasuryls intention, said the
report, 'to pursue vigorously the two avenues that are clearly
available without legal or regulatory changes :

"First, we will intensify our efforts to increase our
balances at the Federal Reserve Banks to the extent consistent
with money-market stability; conversely, this will decrease
our balances iIn tax and loan accounts. This necessarily means
that the Federal Reserve System will have to compensate for
greater swings iIn the Treasury balance at Federal Reserve Banks
through existing techniques such as open market operations.

"Second, we will experiment with placing funds in 30-day
time deposits.”

As for how banks should be compensated for services they
perform for the Government, the report said that nearly all
banks i1ncluded iIn the study had earnings value well iIn excess
of the cost of services provided, "but some far more than
others, even when the average tax and loan balances were com-
parable iIn size.” There was no consistency, said the report,
in the relationship between the earning value of tax and loan
accounts and the scope or volume of services provided by banks
for the Government, "whatever services might be considered in
the Government’s behalf.™

In order to adjust the differences, the report suggested
that certain services rendered by banks which Treasury be-
lieves should be compensable, but which are not directly
related to the existence of the tax and loan accounts, might
be compensated for from appropriated funds.

For those services that are within the Treasury’s area
of responsibility, the belief was expressed that only those
relating to savings bonds should be compensable through
appropriation -- specifically issuance of savings bonds, re-
demption of savings bonds, and exchanges of °E” for ’H” bonds.
Services directly related to the tax and loan account can
appropriately be compensated for through the residual earnings
value of the accounts, the report said.

In the nearly ten years since the last study of the sub-
ject, the amount of taxes flowing through tax and loan accounts
has quadrupled, the size of account balances has risen, and
interest rate levels have been higher (reaching two peaks when
rates were the highest In U.S. history), thus providing sig-
nificantly greater earnings potential on tax and loan balances.
At the same time, the services banks have provided the govern-

ment have declined.
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REPORT ON
A STUDY OF TAX AND LOAN ACCOUNTS
TREASURY DEPARTMENT

1. SUMMARY

After analyzing the responses to the current questionnaire

and reappraising the tax and loan system, these conclusions
have been reached:

e Although the system®s strictly monetary purposes
may be less crucial than in earlier years, tax
and loan accounts remain of major iImportance as
a monetary management tool and as a highly
efficient collection system.

e At the higher level of iInterest rates
prevailing iIn recent years, the implicit
costs to the Treasury of holding interest-
free tax and loan accounts has risen
substantially beyond the value to the
Treasury of those services provided by
the banks that have been inherently or
traditionally associated with such accounts.

e Tax and loan accounts should be retained,
but means should be developed (@) for employ-
ing a portion of these funds iIn ways that
provide added returns to the Treasury, and
(@ for compensating banks for a limited
number of services performed by fees paid
from appropriations.

e Legislative actions will be required to make
possible the most efficient employment of
Treasury cash iIn iInterest-bearing assets and
to provide appropriations for payments for
certain services performed by financial
institutions.



11. PURPOSE AND FUNCTION OF THE TREASURY TAX AND LOAN
ACCOUNT SYSTEM

The tax and loan account system was originated in 1917
by Secretary of the Treasury McAdoo in the administration
of President Wilson when the financing of World War 1
increased the size of the Federal Government®s financial
operations. Over the years it has been improved and
expanded, and i1t has been expressly or impliedly endorsed
by every Secretary of the Treasury, Democratic and Republican.

Facilitating monetary policy

The principal purpose of the system originally -- to
promote the smooth functioning of the economy by reducing
the impact of Government financial operations on the
distribution and level of bank reserves and on the money
market — is still of major importance.

The peaks and valleys in the timing of the flow of
money between the public and the Government would be, without
some device for smoothing them out or compensating for them,
of sufficient magnitude to cause sharp changes In bank reserves,
resulting In undesirable fluctuations in money market interest
rates and In the availability of loanable funds iIn the banking
system. Treasury tax and loan accounts were devised to prevent
these drastic swings. As taxes are paid and as banks sub-
scribe for new issues of designated Treasury securities
(for their own or customers® accounts), the funds are trans-
ferred on each bank®s books from the payer®s account to the
Treasury®s tax and loan account. The Treasury can then draw
down the tax and loan balances as it actually needs funds to
cover disbursements, thereby matching the flow of collections
with the flow of payments, minimizing their impact on bank
reserves and the money market.

At one time the Treasury attempted to keep its balance
at the Federal Reserve as near a constant level as possible,
striving thereby to neutralize the money market effect of
Treasury financial operations. In recent years, however,
the Treasury has sought to increase its Federal Reserve
balance when its total balances are relatively high iIn order



to minimize the size of its i1dle tax and loan balance. Thus
the Treasury balances are being managed in a way designed to
capture for the Treasury (via increased earnings of the
Federal Reserve) greater earnings without subverting the
system®s original purpose of smoothing out extreme fluctu-
ations In bank reserves and distortions iIn the money market.

As described later, the nature of this money market
and banking problem has changed in recent years from large
seasonal fluctuations iIn Treasury receipts to sharp day-to-
day shifts in net cash requirements.

Fostering distribution of Treasury securities

Another of the original purposes of the system was
to facilitate the distribution of huge issues of Treasury
securities by providing an incentive for banks to serve as
"underwriters,"” holding the securities for a period until
an investment demand developed. Since the Treasury must
meet i1ts needs for cash by borrowing in relatively large
blocks, a sale of Treasury securities would, without a device
such as the tax and loan account system, create abrupt fluctu-
ations 1In bank reserves and tend to result In congestion and
higher rates iIn the market for newly-offered securities. In
some situations, by letting each bank subscribing for securities
pay for them by crediting its own tax and loan account, the
system has provided a means, as described above, of avoiding
this disruption. At the same time, the system has provided
an incentive to the banks, in the form of a few days® delay
in relinquishing payment, for subscribing to a new issue.
This iIncentive h&s served i1ts purpose of building an "under-
writing” network for Treasury securities that has helped
enable the Treasury, alone among major 1issuers, to market
securities without commissions or spreads of any kind.

With the market for Treasury securities now more highly
developed the need for this method of distribution has tended
to diminish, but it nevertheless continues to be a significant
function of the tax and loan account system.

Providing a collection system

While the system was originally established for purposes
of monetary management and the sale of securities, it has



evolved over the years into a collection system that has
significant advantages for the Government in the efficient
inflow of most of its revenues, now handling nearly $200
billion of revenues annually. Each business concern makes
tax payments through i1ts own bank; the company®s check, when
drawn on its bank, does not have to flow beyond that bank.
The bank charges i1ts customer and simultaneously credits the
Treasury tax and loan account. This saves delay iIn check
clearings and avoids the expense to the Treasury of handling
large volumes of remittances, which entail not only detailed
internal processing and depositing iIn banks, but also burdens
incident to returned uncollectible checks. To the extent
that alternative collection systems would involve a delay

in the deposit of receipts into usable Treasury balances -
and virtually all alternative systems would i1nvolve such
delays — the costs associated with tax and loan accounts
would reappear in another, perhaps less identifiable, guise.

Along with the increase iIn dollar volume of taxes
flowing through the tax and loan accounts has come an increase
in the frequency of required payments. This has smoothed out
the flow of receipts, a factor iIn the shift of emphasis from
the monetary management uses of the tax and loan system to
the economical collection objectives of the system.

I11. PREVIOUS STUDIES

Studies by the Treasury iIn 1960 and 1964 explained in
detail the purposes and operations of the tax and loan account
system and the public benefits derived from it. These studies
compared the earnings value to the banks (and implicit cost
to the Treasury) of the interest-free deposits to the costs
of services provided by banks — all in aggregate terms.

The Treasury decided to make this study because almost
ten years had elapsed since the last study of the relation-
ship between the value of the tax and loan account balances
and the services provided by banks. In that time, there
had been a four-fold increase iIn the amount of taxes flowing
through tax and loan accounts. Essentially because of the
higher level of receipts and outlays of the Government, the
size of tax and loan account balances had also increased,
although this iIncrease has been modest relative to the flow



of payments through the accounts. The level of interest
rates had also been higher, reaching two peaks when interest

rates were the highest In U. S. history (as reflected iIn the
following chart).
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These rate levels have provided significantly greater
earnings potential on tax and loan balances. And finally,
it had become obvious through the Treasury®s daily operations
that banks were providing, without charge, fewer of the

services to which values were attached In the previous
studies.

Because of these changes, a thorough reappraisal of
the system was iIn order.



IV. GOALS OF THE CURRENT STUDY

The goals of the study were to determine whether the
tax and loan account system should be retained, and, i1f so,
iIn what respects, 1f any, it should be altered.

No questions had been raised as to the usefulness or
effectiveness of the system as a collection device or as
an instrument to facilitate the functioning of the money
markets and the management of bank reserves. Consequently
the question whether to retain the basic system was reserved
for appraisal after the overall cost to the Treasury could
be appraised, taking account of the relationship to the value
of the services provided for the Government.

The study initially concentrated, therefore on this
latter issue.

V. RELATIONSHIP OF VALUE OF ACCOUNTS TO VALUE OF SERVICES
A. METHODOLOGY
Principal questions

The principal questions underlying this phase of the
study were these:

e For which services, under present conditions,
should banks continue to be compensated, and
at what dollar values?

e Should services continue to be compensated
for through tax and loan account balances
or should any be compensated for through
some other techniques?

e Should the value of services offset by tax
and loan account balances be looked at in
relation to each bank individually, or should
the system-wide value of services and balances
continue to be the guiding consideration?



Selection of banks to participate

The Tfirst step In seeking answers to the foregoing
questions was to send a questionnaire, the text of which
IS set out in Exhibit 1, to 600 banks. The banks selected
included the 300 banks with the largest Treasury tax and
loan accounts and a sampling of 300 of the remaining 12,700
banks. The sampling was designed to be representative of
the total systerti, permitting extrapolation of the data for
a reasonably accurate picture of the banking system as a
whole. How the sample was selected is explained in Exhibit 2.

Capsule summary of the overall response to the questionnaire

Of the 600 banks solicited, 557 returned questionnaires,
several of which were received too late to be included in the
study. As might have been expected, the majority of the non-
participants were among the 300 smaller banks selected at
random? of the 300 banks with the largest tax and loan accounts,
nine saw fit not to participate.

While the percentage of respondents was high, the quality
of many of the individual responses was poor. Numerous
questions remained unanswered and a significant number of
banks failed to provide support for their cost estimates.

Some responses were inconsistent or erroneous, and some were
irrelevant. After casting aside irrelevant information and
obviously inconsistent or erroneous data that could not be
corrected, the remaining data were used for the current study.

There was an extreme variation iIn unit costs among the
reporting banks. For example, the costs reported for the
handling of Federal tax deposits ranged from a low of I1-1/2£
per transaction to a high of $3.10 per transaction. Similar
ranges occurred In each category of service for which unit
costs were reported. An extensive analysis of individual
reports indicated a lack of any logical relationship between
unit costs reported and factors which might have been expected
to have a bearing on them. For example, attempts to relate
unit costs to such factors as (1) geographical location of
the bank, @) size of the bank, (@) size of the city, and
(@ unit banks vis-a-vis branch bank systems indicated no



reasonable relationships. From reviewing the supporting
data which some of the banks submitted, it appeared that

the most significant single factor influencing the difference
in reported unit cost was simply a difference iIn cost account-
ing techniques. Another factor, but of less significance,

was the difference in the procedure followed in providing a
particular service. |In arriving at an average cost, we
eliminated extremes at both ends and developed weighted
averages for the remaining reporting banks. We then ex-
trapolated this data for the groups that the reporting banks
sampled, thereby arriving at an overall weighted average cost.

Analysis of services listed by Treasury

At the outset of the current study i1t was decided that
it would be appropriate to assume that banks should be com-
pensated by tax and loan account balances for services
directly related to the handling of tax and loan accounts.
These services are (1) the maintenance of the tax and loan
account itself, and (@ the handling of Federal tax deposits
through the tax and loan account. Because of this assumption,
questions about these services were separated in the question-
naire as Part 1.

It was also decided at the outset that it would be
appropriate to assume that only these services were, without
further question, compensable; the compensability of other
services would depend upon the results of the study. Part 11
of the questionnaire, therefore, listed certain other services
performed by banks on a voluntary basis and called for activity
and cost data relating thereto. The questionnaire also
solicited from banks their views as to any services they
believed should be compensable by the Government. The
questions In this Part, designed to assist In judging whether
banks® costs should be compensable, were drafted upon these
fundamental assumptions:

e IT the service 1is provided primarily as a
customer service or as a marketing device,
the Treasury should not compensate the bank.



* If the cost of the service is iIn one way
or another recovered by the bank from the
individual recipient (not the Government),
the Treasury should not disturb this
relationship.

In view of this, the questionnaire told banks the
Treasury would work on a hypothesis that if a bank does not
provide a particular service to non-customers, or charges a
fee to non-customers not charged to customers, the bank is
providing the services to iIts customers on the basis of its
overall relationship with them, and consequently any expense
involved iIn providing the service to customers should not be
compensable by the Government. Banks generally took no
exception to this stated assumption, and it has been retained
in the analyses set out below.

B. ANALYSIS OF SERVICES PERFORMED BY BANKS
Services listed by Treasury

The services listed by the Treasury in Part 1 of the
guestionnaire wefe the following:

1. Handling the tax and loan account itself,
including Federal tax deposits

These are the only services which are exclusively related
to the existence of a tax and loan account and assumed at the
outset to be compensable. Reported activity and cost related
to the handling of tax and loan accounts 1is reflected iIn
Exhibit 3.

2. Handling subscriptions to United States securities
(other than savings bonds) on original issue and
handling matured United States securities

The Treasury was generally aware, before the responses
were received, that significant changes had occurred iIn recent
years In the practices of banks iIn charging fees for or refusing
to provide these particular services. The data furnished,
however, provided concrete information on this subject. The
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data are summarized in Exhibit 4, which shows that most

banks do not handle subscriptions or matured securities
without a fee. OFf the 540 banks which were responsive to

the question, only 108 indicated that they handled sub-
scriptions for non-customers without a fee and only 13 of
those 108 reported any actual subscriptions handled. These

13 banks reported handling 131 subscriptions for a total
dollar value of $48,896,000. Even for customers, almost
two-thirds of the responsive banks indicated either that

they charge a fee or do not handle subscriptions at all.
Responses concerning matured securities were similar, although
more inclined to free service. With respect to non-customers,
219 of 538 responsive banks indicated they would handle
matured securities without a fee, but only 57 reported any
actual transactions. The 57 banks reported 2,438 transactions
for a total dollar value of $175,327,000.

It appears from the foregoing that banks, i1n handling
subscriptions for new issues and in handling matured Govern-
ment securities, whether for customers or non-customers,
generally operate on the basis that these services are
provided for the benefit of the recipients of the service
and at the recipients®™ expense. It would appear, therefore,
that from their own behavior the banks have not accepted a
responsibility to provide such services as an iInherent part
of their deposit relationship with the Treasury.

3. Redemption of savings bonds

For many years, banks and other financial institutions
(e.g-, savings and loan associations), acting as paying
agents for the redemption of United States savings bonds,
have been paid a fee from appropriations to the Treasury®s
Bureau of the Public Debt at the rate of 15C for each of
the first 1,000 bonds redeemed during the quarter and 10C
for each bond i1In excess of 1,000.

Of the banks responding, 33.5% indicated that the
present fee is adequate. The remaining 66.5% indicated
that the fee is not adequate. The details of activity and
expenses with respect to the payment of savings bonds are
contained in Exhibit 5.
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This analysis would indicate that banks should be
compensated by some method at a rate higher than the existing
fee schedule provides. At present, the value of tax and loan
accounts to the bank provides a form of compensation, but
that compensation does not bear a close relationship to
savings bond volume. Since banks are presently reimbursed
for the payment of savings bonds on a fee basis, based on
volume data readily available iIn the Bureau of the Public
Debt, and since the same service is provided by other
financial institutions (which do not have Treasury tax and
loan accounts), a practicable approach would be to provide
all or a greater portion of the needed compensation by raising
the present fee.

4. lIssuance of savings bonds

Data furnished by the banks on activity and costs in
issuing United States savings bonds are summarized in
Exhibit 6.

For payroll savings plans of employing firms, the
savings bonds could be issued by Government offices or by
the Federal Reserve Banks. It is obvious, however, that
there are unique advantages in having the facilities of the
commercial banks for over-the-counter sales. Also, 1If
Government offices or Federal Reserve Banks were to do the
job done by banks in payroll savings plans of business
concerns, there would be additional direct expense to the
Government. One question to be resolved is whether all
issuing agents (including financial institutions other than
banks) should be compensated for the issuance of savings
bonds. [If they ought to be compensated, the further question
is how the amount of compensation should be determined, and
the form that compensation should take. Any compensation
to banks should take into consideration the alternative
costs to the Government of obtaining the services. For
example, on payroll issues the fee paid to banks should be
set In light of the costs that would be incurred if the
Government itself issued the bonds.

There i1s a public service tradition in the sale of
savings bonds — with many promotional services donated by
employers, the Advertising Council, and others — and banks®
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contributions by way of sales promotions are comparable
to voluntary contributions by others. Costs associated
with getting and controlling blank bond stock and with
inscribing and delivering bonds to buyers are another
matter. These are comparable to redemption costs for
which a fee i1s well established. Further, the Government
itself provides this service when it is not otherwise
available for payroll issues. Consequently, it would
appear that banks should be compensated for allocated
costs incurred iIn the issuance of savings bonds, subject
to the limitations of alternative cost criteria mentioned
above. While such compensation for banks i1s now implicit
in tax and loan accounts, a change to a fee system, as
for redemptions, would be a straightforward possibility.

5. Handling of Treasury checks

Typically in the United States, the payee of a check
IS on his own iIn negotiating that check. A few exceptions
to this general principle, not involving Treasury checks,
include (@ requirements iIn a few states that employers
making payroll payments by check make arrangements under
which employees can cash their checks, and () arrangements
that some states have made for welfare recipients to cash
their welfare checks.

Data developed from the gquestionnaires, set out in
Exhibit 7, indicate that a very small percentage of payees
of Treasury checks cash such checks at banks where they do
not have an account. This, however, does not necessarily
indicate the extent to which payees do or do not have
problems iIn negotiating their checks. Reports from banks
indicate that in several large cities most banks do not
cash Treasury checks for non-customers. Hence, payees of
Treasury checks who do not have bank accounts presumably
are cashing their checks at retail stores, check cashing
agencies, etc. Although we do not receive many complaints
in the Treasury directly, those we do receive are invariably
from elderly, disabled or poverty-stricken people who do not
have bank accounts and who can least afford the discounts,
fees or transportation expenses that they must incur to get
their checks cashed.
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IT the Treasury were to provide for unlimited free
check-cashing facilities, by compensation to banks through
the tax and loan accounts or otherwise, several highly
undesirable results could ensue. One result would be to
cause major disruptions iIn present practices that payees
follow iIn cashing their checks, with no particular benefits
derived. For example, employees at a particular Government
installation in the center of a city who have bank accounts
In suburban areas would likely, iIn many instances, cash
payroll checks at a bank close to the installation if
Treasury arranged with such bank to cash payroll checks
for non-customers without charge. Since the employees are
now able to negotiate their checks at their own banks, any
action on our part would involve a substantial expense without
offsetting advantage. Another undesirable result would be a
negative Impact on the trend toward the use of bank accounts
by all members of our society, an objective which may become
not only desirable but imperative when the growing volume of
funds transfers becomes so great that new methods of handling
them are required.

There seems to be no doubt that cashing checks for
non-customers should not be made a compensable service
generally. While check cashing arrangements may iIn some
hardship cases become desirable as a matter of public policy,
there appears to be no need or justification at this time
for assumption by the Government of the responsibility for
providing check cashing facilities for recipients of Treasury
checks.

Services identified by banks

In addition to the services specifically covered in
the questionnaire, banks were requested to report any other
services they were performing on behalf of the Government
for which they felt they were entitled to compensation by
the Government. For purposes of analysis, a review of other
services reported by banks has classified such services into
two categories — those performed voluntarily and those which
are mandatory under specific statutory requirements. Services
In these categories are discussed separately below.



14

1. Voluntary services

In analyzing the voluntary services listed by the banks,
we applied the same criteria used to evaluate whether banks®
costs of providing the specific services listed in the
questionnaire by Treasury should be compensable.

The most frequently reported voluntary services, and
the number of banks that submitted data with respect to each
service, are set out in Exhibit 8. The reporting of these
services required the following comments.

a. Making income tax forms available

The Treasury benefits from the service
rendered by banks iIn stocking Internal Revenue
Service forms and making them available to the
public. Undoubtedly, banks do so not only as
a customer service and as a marketing device,
but also as a service to the public generally.
This seems, however, to be a service that falls
into a range of activities that banks undertake
to promote a public service image rather than a
service for which they should be directly compensated.

b. Handling United States commemorative coins

As with income tax forms, the Treasury
gets some benefit from the service rendered by
banks in making available to the public appli-
cation forms for special commemorative coins,
such as the Eisenhower silver dollar. For the
same reasons cited in "a" above, i1t does not
appear that specific compensation is required.

c. Food stamp program

The custody and sale of food stamps 1is, by
law, the responsibility of the States. The Federal
program agency, the Department of Agriculture,
gives the States the option of doing this work
(1) through their own county or local agents, or
(i1) by contractual arrangement with banks or
other financial institutions.
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When States elect to use their own
facilities, they beat all the costs of custody
and sale, even where banks are involved because
the State agencies wish to use them for the
custody of stamps. When States elect to contract
with banks to handle sales, the contracts cover
compensation for all their services.

Banks may also be involved iIn the program
in handling the proceeds of stamp sales. When
States use their own facilities for selling
stamps, the proceeds may be delivered to banks
either for deposit to the credit of the Treasury
or for conversion to bank drafts for transmission
to Federal Reserve Banks? 1In either capacity
banks perform as Depositaries and Financial
Agents of the Treasury and are compensated by
Treasury balances Other than tax and loan
balances. When States contract with banks to
sell stamps, disposing of the proceeds is not
a separate step and the contracts providing
compensation for selling stamps cover dis-
position of the proceeds.

Finally, banks may be involved in the
program when they receive deposits of stamps
taken in trade by their commercial customers.
When banks receivé these deposits, they are
doing i1t as a part of their normal customer
relationships, and as such compensation for
the activity comes from the customersl accounts.

In sum, a source of compensation Iis
provided for every service a bank may render
in the food stamp program, and there is no
need for providing additional compensation
through tax and loan account balances.

d. Sale of Federal transfer stamps

A number of banks erroneously reported
this as a service. These stamps were actually
discontinued years ago. (Public Law 89-44,
June 21, 1965.)
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e~ Exchange of "E1 bonds for *H1 bonds

Banks are presently reimbursed by fees
for the redemption of series “E* savings bonds.
However, they render a valuable service to those
individuals exchanging E* bonds for series "H"
savings bonds for which they are not compensated.
The actual issuance of the "H® bonds is handled
by Federal Reserve Banks, but banks often assist
the subscribers in Ffilling out their applications.
Since the total number of annual exchanges is
less than 300,000, the overall impact on the
banking system i1s, of course, not significant.
It would appear, however, that banks should be
compensated for the assistance provided iIn the
conversion of “E° bonds to-"H* bonds.

2. Mandatory services

In general, the mandatory services which banks listed
in their completed questionnaires are services provided not
only by banks but by other financial iInstitutions and other
business concerns. Since the Congress, iIn imposing the
various reporting and record-keeping services which the
banks listed, made no provision for compensation, we believe
that 1f there is to be any compensation i1t should be provided
by Congressional authorization. A list of the mandatory
services most frequently reported by banks in their responses
iIs set out in Exhibit 9. That list also reflects the number
of banks reporting each of the services.

C. ANALYSIS OF EARNING VALUE OF TREASURY TAX AND LOAN
ACCOUNTS

Two significant elements affect the earning value of
Treasury tax and loan accounts: (@O the volatility of the
balances, and () the requirement that these balances be
collaterally secured. Because of these two elements, it
would appear that it would be appropriate to invest the
balances iIn short-term money market instruments which are
in the class of securities eligible as collateral, and, for
analyses purposes, to use the rate on one of these iInstruments
as a measure of the earning value of the balances. The
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responses to the questions contained in the questionnaire
concerning the earning value of the tax and loan account
balances, summarized in Exhibit 10, indicate that this view
was shared by many banks. In considering which specific
category of money market rates should be used, i1t would
appear that the Treasury bill rate is a reasonable measure.
While many banks agreed that the value of balances was at
least equivalent to the rate on Federal funds, this rate
would not be appropriate for those banks that found it
necessary to invest the tax and loan balances iIn securities
eligible for collateral as contrasted to those banks that
could pledge eligible securities from their existing port-
folios .

While the difference between the Treasury bill rate
and other money market rates varies considerably in the
short run, the averages of each of the several categories
of money market rates over time are not significantly
different. Therefore, the use of the bill rate would not
in the long run provide significantly different results
from the use of other money market rates. An added factor
in favor of utilizing the bill rate is that for those banks
applying an earning factor in analyzing accounts of large
customers, the 91-day Treasury bill rate is used more
frequently than any other rate.

In summarizing the overall results of the study, the
earning rate used was the average rate on new issues of
Treasury 91-day bills during the five-year period ended
December 31, 1972, which was 5.5%. While that is sub-
stantially less than the rate during the past few months
on new issues of Treasury 91-day bills, 1t seemed more
reasonable for purposes of the study to use a longer-term
average.

In computing the earning value in the study, the
average bill rate was adjusted to give effect to bank
reserve requirements and to the Federal Deposit Insurance
Corporation assessment, which is computed as a percentage
of balances. The rates used, therefore, range between 4.51%
and 5.06%, the difference being a function of the reserve
requirement for the particular bank involved.
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The problem of assessing the cost of tax and loan
account deposits to the Treasury (@as opposed to the value
to the banks) introduces some additional complications.

In concept, assuming appropriate legal powers and insti-
tutional arrangements were available, the Treasury could
convert these funds to earnings assets, and considerations
similar to those already discussed would be relevant. However,
in practice (and apart from the money market problems that
the tax and loan account system is designed to avoid) full
investment of these balances would not be possible unless
interest were to be paid on demand balances themselves.
Indeed, alternative collection systems would appear to
involve some lag between taxpayer payments and conversion
of those payments iInto investable funds because of the time
required for the recording and clearance of checks.

D. CONCLUSION

It 1s readily apparent that the aggregate earnings
value of tax and loan accounts to the banks far exceeds the
aggregate cost to banks of those services that are directly
attributable to handling the account, principally the
processing of tax deposits. For the 600 banks in the survey,
imputed annual earnings exceeded the expenses of handling the
accounts by $170 million. Projecting the survey data to the
total universe of tax and loan depositaries, the estimated
excess of imputed earnings was over $300 million. These
data are summarized in Exhibit 11.

IT the costs of issuing and redeeming savings bonds,
the other services judged to be compensable (see later
discussion), are added, banks iIn the aggregate still show
a large excess of earnings value over service costs, an
excess of $260 million based on the survey data.

It should be noted that this excess of earnings value
does not purport to increase bank profits derived from tax
and loan accounts nor the benefit that would accrue to the
Federal budget from abandoning the tax and loan account
system or from investing the deposits In earnings assets.

Many banks, in competing for tax and loan account
deposits, may indirectly pass on part or all of the earnings



value of a tax and loan account to the taxpaying customers.

To this extent the result is to reduce the effective cost

of banking services to the taxpaying public. In the case

of new Treasury security 1issues, payable through the tax

and loan account, part of the earnings value is reflected

in lower costs of borrowing by the Treasury itself. Finally,
to the extent bank profits are iIncreased, the Federal budget
woulld recover part of the earnings value through the corporate
income tax.

Apart from the latter factor, the extent to which the
Federal budget would benefit from a conversion of tax and
loan accounts iInto earnings assets would depend upon the
relative efficiency of alternative collection systems, their
costs relative to costs now incurred by banks, and the
efficiency that could be achieved in investing the balances.
The latter consideration raises the further question of
appropriate changes in regulatory or legislative provisions
now limiting the Treasury"s ability to invest cash balances.

In particular, i1t must be recognized that alternative
collection systems would involve a delay in the conversion
of checks iIn payment of taxes to usable Treasury balances
and a corresponding delay in the payment of those checks by
the drawee banks. Under the tax and loan system the payment
by the drawee banks is accelerated when they receive tax
deposits directly from their customers to the credit of tax
and loan accounts. This must be considered in any analysis
of the implicit cost of the system. If It were not com-
pensated for banks would be motivated to decline to accept
tax deposits from their customers because their investable
funds would be reduced simply by the bank being a part of
the tax and loan system.

Finally, assuming the tax and loan account system is
retained, some profit iIn the handling of the accounts would
presumably be necessary to provide those iIncentives to banks
necessary for the effective operation of the system. IFT,
for instance, capital equivalent to 5 of the average tax
and loan balance in 1972 of $6.8 billion was appropriate
(given that such balances are i1nvested i1n high quality,
liquid assets) a net return of some $44 million, before
taxes, would be required to provide an after tax rate of
10% on invested capital.



Taking all these factors i1Into account iIn appraising
the earnings value of the tax and loan accounts, the
conclusion 1iIs that;

# In recent years, in reflection of higher
market interest rates, the implicit cost
of the accounts to the Treasury (or to
put 1t another way, the earnings value to
the banks and their taxpaying customers)
has risen to a multiple of the value of
the related services provided the Treasury.

VI. RETENTION OF TAX AND LOAN ACCOUNTS
Money market purpose

Having concluded that in recent years the implicit cost
to the Treasury of tax and loan accounts has risen substantially
above the value of related services, It became necessary to
reappraise the question whether the accounts should be retained
in the form in which they have been known, i1.e., in a form
which leaves funds iIn the banking system to facilitate the
functioning of the money markets and the management of bank
reserves. The accounts could, of course, be retained solely
as a collection device, with credits to the accounts passed
through immediately to the Treasury’s checking account at the
Federal Reserve Banks, leaving only enough balance with each
commercial bank to compensate i1t for handling the account.
In the past, however, it has been felt that the national
interest was best served by drawing funds from the banking
system in a way that meshes as much as possible with the
return of funds to the banking system through disbursements,
thus facilitating Federal Reserve actions to regulate bank
reserves. The result has been the balances iIn tax and loan
accounts which we have concluded have earning values 1in
excess of account servicing costs. The critical question,
then, 1is whether the system should be revised to the extent
of providing for transfers of funds iInto Federal Reserve
Banks 1In excess of those which mesh with the Federal Reserve’s
efforts to regulate bank reserves, leaving it to the Treasury
or Federal Reserve to devise other methods of dealing with the
effect on bank reserves, the money markets, and the distribution
of bank deposits.
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Changes In money markets

Since the inception of tax and loan accounts, a number
of substantial changes have taken place which have changed
the relative magnitude and significance of the impact of
Treasury cash operations on the Nation®s money markets.

Over the years since the inception of the tax and
loan account system, changes iIn tax payment dates and
changes iIn the timing and amounts of new issues of govern-
ment securities (for cash) have substantially reduced the
seasonal swings of cash flows into the Treasury. The
following charts reflect net receipts in the years indicated
and demonstrate the reductions iIn month-to-month fluctuations:






Also, over the past ten years the size of Treasury
tax and loan accounts has been relatively stable whereas
other factors in the Nationls money markets have increased
substantially. The result, of course, is that the relative
significance of Treasury tax and loan accounts has decreased.
The fTollowing table reflects a comparison of certain signifi-
cant data as between 1963 (the base year for the last previous
tax and loan study) and 1973 (in billions):

%

Monetary Statistics 1963 1973 Increase
$ 20.7 $35.1 70%
153.5 270.4 76%
Federal Funds Sold 2.0/ 27.7 1,285%
Total Assets of Commercial Banks ... 361.6 806.4 123%
Average Tax and Loan Balance 5.3 5.6 6%
1/ separate line in June

1966 Federal Reserve Bulletin, which reflected $2,103,000,000

as of December 31, 1965.

In the earlier days of the tax and loan system, money
markets were highly regionalized and the significance of
leaving Treasury cash receipts iIn the bank of origin until
the Treasury was ready to disburse such receipts was very
significant. At the present time, the flow of funds among
banks in all parts of the country, as for example via the
Federal funds market, has substantially reduced the signifi-
cance of leaving the funds where they originated. Were it
not for the one problem described below, the retention of the
tax and loan system as a collection device with the elimination
of the balance iIn tax and loan accounts (with the banks simply
remitting deposits daily to the Federal Reserve Banks) might
be feasible without undue strain.
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The problem that cannot at this time be adequately
resolved without the continuation of the maintenance of tax
and loan account balances 1is the impact of the large swings
in the Treasury®s operating cash over the course of a few
days. These swings, which reach the magnitude of increases
and decreases of over $3 billion in one and two-day periods,
occur each month. The operating cash balance drops sharply
because of heavy disbursements early in each month, and the
balance rises as cash is replaced later in the month, with
particularly large increases after the fifteenth of each tax
payment month. The drops in balances result from those
government benefit programs where payments are concentrated
on single days, such as social security benefits, civil service
retirement, and veterans benefits. For example, Treasury
checks totaling approximately $5.5 billion for social security
benefits are delivered to payees on the third of each month
and the greater part are presented for payment against
Treasury®™s operating balance at the Federal Reserve Banks in
the following two days. The increases in balances occurring
later in each month are the result of substantial tax payments.
The following table reflects some of the larger day-to-day
swings In the past few months.

Changes iIn Treasury
Operating Balance

Date (In billions of dollars)
December 4, 1973 -1.4
December 5, 1973 -1.7
December 18, 1973 +2.4
December 19, 1973 +1.1
December 20, 1973 +1.1
January 7, 1974 -1.7
February 5, 1974 1.9

March 5, 1974 2.5
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For somewhat longer periods of time, the fluctuations
run to larger amounts as shown in the following table:

Changes iIn Treasury
Operating Balance

Date (In billions of dollars)

December 17, 1973

to
December 31, 1973 +7.5
January 3, 1974

to
January 9, 1974 -4.2
January 15, 1974

to
January 30, 1974 +5.0
March 15, 1974

to
March 22, 1974 +4.6
April 1, 1974

to
April 117 1974 -6.0

The Federal Reserve Board has formally advised the
Treasury that it believes that a procedure which called for
transfter of the bulk of Treasury"s deposits from commercial
banks to Federal Reserve Banks would unduly complicate
monetary policy.

Conclusion

After thorough reappraisal, we believe that, despite
the changes that have taken place, the sharp swings iIn
Treasury inflows and outflows still cannot be efficiently
compensated for by other operations of the Treasury, the
Federal Reserve and the commercial banks working together,
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and the principle of tax and loan accounts remains of major
importance for the smooth functioning of the money markets.
While the time may come when this iIs not true, we believe
that for the present the use of tax and loan accounts for
their basic purpose in smoothing out the effects of Treasury
operations should be preserved. We conclude, therefore,
that:

e The present system should be preserved iIn
a form which leaves funds iIn the banking
system until they are required for out
payments.

VI1. CAPTURING EARNINGS ON TAX AND LOAN ACCOUNTS

Since we concluded on the one hand that tax and loan
accounts should be retained for money management purposes,
and on the other hand that the implicit cost has become high
relative to the services provided, 1t became necessary to
consider ways of realizing a return on those balances. There
are a number of ways iIn which this can be done. It developed
in the course of our appraisal of the methods, however, that
there are also a number of constraints which surround the
conversion of tax and loan accounts to earning assets.

Of the wide range of potential methods for recouping
earnings, three merit particular discussion. Other methods
considered which might have achieved the result sought were
discarded either because of complexity or lack of directness
or because they would have required unacceptable changes in
basic regulatory philosophy.

The most direct solution to the earning problem would
be to require banks to pay interest directly on tax and loan
balances. This was authorized by the original tax and loan
legislation (31 U.S.C. 771), and at one time interest was
in fact earned on these demand deposits. [In 1933, however,
the Congress found i1t desirable to prohibit the payment of
interest on demand deposits (12 U.S.C. 37l1la and 12 U.S.C.
1828(g)) because of strong feelings that it enabled large
banks to compete unfairly with small banks, led to a com-
petitive ratcheting up of interest costs, and encouraged
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dangerously speculative loans* |If a proposal to remove the
prohibition for government deposits were to be placed before
the Congress, 1t seems inevitable that the guestion would be
reopened for all types of demand deposits. The Administra—
tion s position on this issue, as contained iIn the recommen-
dations to the Congress for change In the U. S. financial
system, was that the payment of interest on demand deposits
should remain prohibited for all institutions and we do not
propose the U, S. Government be placed in a privileged
position iIn this respect.

A second way of realizing earnings would be to put a
portion of tax and loan balances into time deposits. The
constraint here is the Federal Reserve regulation which
provides for earning interest on deposits only if the time
is 30 days or more. The average life of a tax and loan
deposit is only about 10 days. There are periods for which
N limited part of the balance could be placed on deposit for
30 days. At best, however, the earnings would fall far short
of the full earnings potential of the balances. If the
Federal Reserve were to reduce the allowable time period for
time deposits, the earnings potential of the tax and loan
balances would be improved; but it would take a period as
short as seven days if this approach were to be reasonably
satisfactory.

A third way of getting earnings on tax and loan money
would be to invest the unneeded balances on a day-to-day
basis In short-term money market iInstruments, preferably
with the banks holding the tax and loan balances. At the
present time corporations, states, cities, and other entities
can establish arrangements with banks for the day-to-day
investment of their operating cash balances iIn excess of
daily needs iIn various money market iInstruments such as
Treasury obligations acquired under repurchase agreements.
The Treasury does not have authority, however, to invest
in this way. Also, the magnitude of Treasury balances as
compared to any single corporation or political subdivision
iIs such that forms of investment would be required that
would not unduly disrupt money market rates. |If the Treasury
had authority to invest, actual iInvestments could take what-
ever form would be most advantageous to the Treasury and at
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the same time least disruptive to the money markets. For
instance, one way to accomplish both objectives would be
for the Treasury to loan on a secured basis to each bank
maintaining a tax and loan account. This could be done
when the funds would be available for a given period of

time — say three to seven or more days — 1in a fixed
percentage relationship to the tax and loan balance with
the bank. [In effect, the Treasury would invest through

a particular bank by withdrawing funds from the tax and
loan account with that bank. The investment would thus
be accomplished at rates which would parallel current
market rates for similar investments, but by not actually
entering the market the impact on market rates would be
nearly eliminated.

On balance, given the limitation on time deposits to
30-day minimum maturities, it is believed that the direct
investment technique outlined above should be chosen as a
method to realize earnings on the balances. It is simple
and straightforward, it iIs consistent with cash management
practices iIn iIndustry and in state and local governments,
and 1t involves the least disruption of existing Insti-
tutional arrangements. Our conclusion 1is, therefore, that:

* Congress should consider legislation
authorizing the Treasury to invest 1in
money market instruments for cash manage-
ment purposes.

Pending congressional action on iInvestment authority,
it Is the Treasury®s intention to pursue vigorously the two
avenues that are clearly available without legal or regu-
latory changes:

First, we will intensify our efforts to increase our
balances at the Federal Reserve Banks, to the extent con-
sistent with money-market stability? conversely, this will
decrease our balances iIn tax and loan accounts. This
necessarily means that the Federal Reserve System will
have to compensate for greater swings in the Treasury
balance at Federal Reserve Banks through existing techniques
such as open market operations.



Second, we will experiment with placing funds in 30-day
time deposits. Our preliminary conclusion is that converting
tax and loan balances at particular hanks into time deposits
at the same hanks would he administratively cumbersome and
that, without extensive restructuring of the tax and loan
system, relatively smaller portions of the balances of large
hanks than of small hanks could he converted. An alternative
that might he less cumbersome and more equitable would he
for the Treasury to call specific amounts from tax and loan
accounts and simultaneously offer to place the same aggregate
amount into time deposits at tax and loan depositaries,
accepting bids for such deposits iIn a competitive auction
similar to a Treasury hill auction. At best, this too would
he somewhat cumbersome and, i1t must he emphasized, only
marginally productive in terms of earnings potential.

VIII. REIMBURSEMENT FOR SERVICES

The final item for consideration is the question of
compensating hanks for services they perform for the Govern-
ment.

Looking at individual hanks in the study, nearly all
hanks had an earnings value Well in excess of the cost of
services provided, but some far more than others, even when
the average tax and loan balances were comparable iIn size.
There was no consistency in the relationship between the
earning value of tax and loan accounts and the scope or
volume of services provided by banks for the Government,
whatever services might he considered to be iIn the
Government"s behalf.

To ameliorate these differences, and to permit obtain-
ing a fuller return on tax and loan balances without dis-
couraging a large number of banks from participating in
the system, certailn services rendered by banks which we
believe should be compensable, but which are not directly
related to the existence of the tax and loan accounts, might
be compensated for from appropriated funds. Allowance of
offsets against the earnings value of tax and loan accounts
IS a possible alternative. However, the appropriation
process appears more straightforward and equitable because
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(@O institutions which do not maintain tax and loan accounts
usually also perform those services and as a matter of equity
should receive compensation if banks do, and (2) the activity
level of those services is not related to the activity level

or earnings value of tax and loan accounts.

For those services that are within the Treasury®s area
of responsibility, we believe that only those relating to
savings bonds should be compensable through appropriation —
specifically issuance of savings bonds, redemption of savings
bonds, and exchanges of “E* for "H® savings bonds. Services
directly related to the tax and loan account and incidental
services can appropriately be related to the residual value
of the tax and loan accounts.

For services iIn other areas of responsibility, we
cannot make final judgment, although applying the criteria
stated in section IV would eliminate many of their face. In
any event, we believe that these judgments should be made by
the responsible agencies, with the knowledge that they would
also have responsibility to seek the necessary financing.

The conclusion 1is, therefore, that:
e A system should be developed for compensating

banks for the issuance and redemption of savings
bonds by fees paid from appropriations.



EXHIBIT

QUESTIONNAIRE

ON TREASURY TAX AND LOAN ACCOUNTS

Name and location
of bank

For the general guidance of respondents:

Exclusions: Nothing in this questionnaire pertains
to special services performed by a bank
(1) in the capacity of a depositary and
financial tigent of the Government3 or
(2) in an office located at a Federal
Government installation. No data relat-
ing to these services are to be included
in any of the responses.

Additions : Every bank should feel free to attach to
this questionnaire any statement it wishes
to make to present its views beyond the
responses to the specific questions covered.

FOR SUBMISSION TO:

Fiscal Assistant Secretary
Department of the Treasury
Washington> D. C. 20220

1



rage i 6Fiz
(Nane and Location of Bank)
PARTII

TREASURY TAX AND LOAN ACCOUNT BALANCES AND DEPOSITS; AND EXPENSES
INCURRED IN SERVICING THE ACCOUNT, INCLUDING PROCESSING FEDERAL TAX DEPOSITS

A-Balances - calendan year 1972 /in thousands of dottors/

M h
ont Balance Per Books of Your Bank Balance Per Federal Reserve Bank Books

E

End of ) Daily End of Daily
Month High Low Average 1/ Month High Low Average 1/

January - - -
February .. .

August. . ..

September
October . - .

November. ...
December. ...

Totals. ... XXXXXX XXXXXX XXXXXX XXXXXX XXXXXX XXXXXX

Average
daily bal-
ance for
the year 2/ XXXXXX XXXXXX XXXXXX XXXXXX XXXXXX XXXXXX

If The average daily balance for each month should be computed by totaling the balances for all calendar days of
the month and dividing by the number of calendar days in the-month. For nonbusiness days, repeat the balance
as of the preceding business day.

2/ For these purposes it will be sufficiently precise to divide the preceding total by 12.
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(Home and Location of Bank)

B — Deposits to Treasury tax and loan account during
calendar year 1972M representing:

1. Sales of savings bonds - o e oo i i fd e caaa- $

2 . Subscriptions for new issues of Government
S = o U ol T o = $

3. Federal tax deposSitS oo ccc e eaaenenn=- $

Total $



Page 3 of 12

(None and Location of Bank)

C — Expenses 1in servicing Treasury tax and loan account and
processing Federal tax deposits in calendar year 1972

1. Servicing Treasury tax and loan account:

a. Credits:
(1) Number of entries * . oo oo s i cmcceccceee mmmmmaa=

(Number)
(2) Expense per entry 1/ ... .-.- $
(3) Total expense ¢(1) times (2)Jccccc cmmn- ' |
b . Debits:
(1) Number of entriesS. @ c c s cc cc e e ccmmem === -
(Number)
(2) Expense per entry 1/.... _--- $
(3) Total expense ¢/F1) times (2)J ........... <
c. Other expenses3 ifany 2f. . c oo i e cccaaa- $
d. Total expense¢servicing account,. e - - - e ca-mm- $
2, Handling Federal tax deposits:
a. Number of i1tems processed, - - ccuccn auua-- fem mmmmmaa
(Number)
b. Per-item expense factor 1/, c c o o o c oo cc aaaa $
c. Total expense ¢(for "a" times pof/ . ... .-...-. $
d. Other expenses, if any 2/ . ... $
e. Total expenseA Federal tax depositS ,-cccuaa--- $
3, Total expense ¢_Id plus 2 € ticcceiccecnnnan- $

y Please attach to this page a separate explanation of the basis for
computing these expenses. Please list each major processing step and
the direct and indirect cost allocated to each step. For handling
Federal tax deposits, if the per-item expense exceeded (l) your charges
for each collection item handled under lock-box arrangement, or (2) your
charges to customers for deposits consisting of a single check, please
explain the basis for the difference.

Please describe on a separate sheet attached to this page.



(Name and Location of Bank)

D, Earning value of tax and loan account balance

1.

Is the value to your bank of the loanable balance in

the tax and loan account (ledger balance on your bookss
less legal reserve) at least equal to the Federal funds
rate (as published in the Federal Reserve Bulletin)? ...

(Yes oy

If noy give your reasons

What published rate (e.g.y Treasury bill rate9 prime
bankers acceptance rate> etc.) do you feel more closely
approximates the value of the TT&L account balance to
your bank? 1f you do not feel that a published rate,
per se> is a reasonable measure3 please indicate what
formula tied to a published rate is realistic
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PARTIII

OTHER SERVICES

Except as otherwise indicatedl, any data reported in
Section A through F of this Part should he for the quarter
ending March 31, 1973. Wherever data at the levels requested
are not available directly from existing records, it will
suffice for these purposes if the information for the entire
quarter is estimated, using as a base the actual data for a
current period of 30 days. Where figures furnished are other
than actual data compiled for the entire quarter, please identify
them as estimates and explain the estimating method used.

For some of the services covered in this Part (e.g-,
cashing Treasury checks, handling subscriptions for Government
securities and handling matured Government securities) an
assumption appears fundamental: 1f a bank does not provide
such services to noncustomers, or charges a fee for noncustomers
not charged for customers, it may reasonably be assumed that the
bank is providing the service to customers on the basis of its
over-all relationship with them. Consequently, any expeyise
involved in providing the services to customers should not be
compensable.



(Nane and Location of Bank)

A - Handling Treasury Checks

1. Do you cash Treasury checks for nonaustomers? I
(Yea or No)

a. If yes, do you charge a fee?, c s s e e s c e cccmua-
(Yes or No)

b. If you charge a fee, insert the amount or describe
it here if it is variable

2. Data on Treasury checks for the quarter:

A. Cashed FOr CUStOMEIS @ c c c e e e ccccececccemeeeaans cammemea.

(Number)
b . Cashed for NONCUSTOMErS & & o - & o & c ccd f e m e m e mmmmmm== $
(Number)
c. Included in deposits by business firms, other
banks and individuals . .o o - o o o i it mccce e emaas memaaa $
(Number)
d. Totals £a through € _J @i i i s s s cm e ceeeeee mmmmm=a= $
(Number)

3. Describe method used to distinguish between 2a,
b and c.

4. What is your per-check expense for cashing Treasury checks

for:
a. customers 1/ o o o o e e e e e e e e - $.
b. Noncustomers 1/ c o - o ccc o i c e e e c e e mmee e e mem - $.

5, Data on Treasury reclamations from your bank in calendar
year 1972 relating to forged, altered and other fraudulently
negotiated checks:

a - Number of checks and dollar value. .. ... coaanaa $
(Number)
b. What part of "a" has been or is likely to be re-
covered from the depositors or others, except from
your own EINSUranCe COVEeraQge€ a - - = = = = = = === ====== $
(Number)

I/ Please describe on a separate sheet (attached to this page) the factors
considered and the method used in determining, separately, each of these

per—-check expenses.
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(Name and Location of Bank)

B. Handling*subscriptions to U.S. securities (other than savings
bonds) on original issue.

2, Do you handle subscriptions to U.S. securities for:
@- NONCUSTOMEIS c e c o e mmcmcaacccaaaaennn- N

(Yes or No)
b. Customers

(Yes or No)
2. If yes, do you charge a fee for:

A NONCUStOMEerS..cccccccaccann=-=

b. CUSEtOMErS - @ & c i i e f e e e cm e mmmmm=-

—ml 3 If yes3 how is the fee computed for:

a - Noncus tomers

b . Customers

14. Expense in handling subscriptions for the quarter Jj* $

| Please furnish the following data for the
quarter:

a. For noncuatomers:
(1) Cash offerings:

(a) Number of tenders or subscriptions for

the quarter - - - c.o...- X e e eaaaa - ,
(Number)
(b) Total dollar value*.. . ..o oo ccoo-- $.
(c) Total expense incurred 2/ ... . cco--- $
(2) Exchange offerings:
(@) Number of subscriptions for the quarter:
(Number)

(b) Total dollar value - o e e e e e e e mmmmm £,
(c) Total expense incurred 1/ -..... * . $



(Nome and Location of Bank)

b. For customer8:
(1) Cash offerings:

(@) Number of tenders or subscriptions for

the quarter.cce @ i i i i s ff e e e mmmm=a .,
(Number)
(b) Total dollar value. ..o oo oo caoa- $
(c) Total expense incurred 1/ ..o na - $
(2) Exchange offerings:
(@) Number of subscriptions for the
quarter c s s e ceccaaaaan s
(Number)
(b) Total dollar value . o o c i o i cdcd e e ma - $
(o) Total expense incurred 2/ . $
(3) What part of the expense on line (1)(c) and
(2)(@)3 in servicing customers3 has been
recovered from the customers in one way or
another?
}\] Describe in detail, on a separate sheet attached to this page,

how any expenses shown in this section were computed.
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(Name of Bank and Location
C. Handling matured Government securities,
1. Do you handle matured Government securities for:

a. NONCUSEOMErS s i c c c ccc e e s e ===

(Yes or No)

b. CUStOMErS .- - cc i i i i e cccc e~
(Yes or No)

2. If yes» do you charge a fee for:
A. NONCUSEOMEIrS u c c c s d e s mmmmmmmemmnmmmmm==
(Yes or No)
b. CustOomerS ..o cccce ciciccccneaceaneannnn-
(Yes or No)
3. If yes» how is the fee computed for:

a. Noncustomers

b. Customers

4 . Expense in handling matured securities for the
quarter If ... ... i e e eececeeaaeananann~ $.

5, Please furnish the following data for the
quarter:

a - For noncustomers:

(1) Number of transactions for the quarter ...

(Number)
(2) Total dollar value . - oo ccccmcaaaaaaann- e
(3) Total expense incurred If. .. ..o oo .- $
b. For customers:
(1) Number of transactions for the quarter
(Number)
(2) Total dollar value . - o o o o d o cc e e a o $

(3) Total expense incurred I1f. .. .......

c. What part of the expense on line b(3)» in servicing®
customers» has been recovered from the customers» in
one way or another?

1f DQRQ-ribfi in detail, on a separate sheet attached to this page, how any
expenses in this section were computed.
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D. Issuing U.S. savings bonds,
1. Payroll savings plans of customers:

a. Number of savings bonds issued in the quarter ...

_ (Number)

b. Dollar value purchase price/ -« o s c c e e e e e m e e $
Cc. Expense, per item 1/ .o oo e e e e cecaeemmnm== $
d. Total expense / a times o .. - e $
e. To what extent is the expense / item d/ recovered

from the customer?
/. Do you also provide payroll accounting service for

customer8 on whose behalf you issue savings bonds?

Explain if necessary. B 7553 or No)

£ Bond-a-month plan:

a - Number of savings bonds issued in the quarter by

periodic charges to accounts of individual

dEPOSTEOrS c o o e e e e e ccmaacc scccaaaaaeaaaaen- "

* 1 (Number) *
b. Dollar value /_burchase price/ . c - e e i e e mmmaa $
c. Expense, per item 1/ oo oo ciceccccacanaannna= $ ]
d. Total expense (@ tIMES C) cccecce cmccmmmmen= - $
3. Over-the-counter sales:
a. Number of savings bonds issued in the quarter.....
_ _ (Number)

b. Dollar value / purchase price/ ... cccccce o= $
c. Expense9 per item 1/ ... e e e e mmeaaa $
d. Total expense ¢_a times C/ .ccccccccueecanna= .- $

4. Please indicate, for each of the three categories above,
the number of business days (on the average) that elapse
from the time you receive payment for the savings bonds
to the time you credit the payment to the Treasury tax
and loan account:

a B o1
D. TTEM 2 o ccccce cmmeccccccccaaaaaans ; "
Cc I = —

V"“ Describe in detail, on a separate sheet attached to this page, how any
expenses shown in this section were computed.



(Name and Location of Bank)

E. Paying (redeeming) V» S . savings bonds,

1. Number of transactions for the quarter 1/
2. Number of bonds paid: 1/

a. FOr CUSTOMErS - - d i e e e e e e e e e e e e mm

b. FOr noncustomers. c c c ccc e ccccccmceamen==

C. Total a plus b J coc i e i e e e e e e e a

3. Total reimbursement for line 2c / paying agent fee/
4. Do you feel the present fee schedule is adequate?...
5. If your answer to item 4 is "No'', please indicate

what you feel the fee schedule should be and give
your reasons.

Page 11 of 12

(Number)

(Number)

(Number)

_-____
(Number)

£

(Yes or No)

1/ For mrarnplft, nnp indivirhml -redeeming 3 Honds would He counted as one

transaction on line 1 and three bonds on line 2.
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(Harne and Location of Bank)

F. Recordkeeping* reporting and other services that are mandatory under
Federal statutes

There is a basic issue of principle whether a bankrs expenses in
doing things specifically required by law should be compensated for by
the earning value of a Treasury tax and loan account. In connection
with this issue, two questions are relevant:

1. Does the statute requiring the recordkeeping or reporting
provide for reimbursement in any form? |If not* what is the justifica-
tion for providing it administratively through Treasury tax and loan
accounts? |If a statute does provide for compensation* what would be
the justification for supplementing it indirectly through the value of
Treasury tax and loan accounts?

2. Are other business firms (in particular other types of financial
institutions)* which do not have the benefit of Treasury tax and loan
accounts* similarly required to comply with the statute?

We welcome any views you may wish to express on this issue of
principle. Please make your statement on a separate sheet* attached to
this page.

I ¥ there are any particular services in this category that you feel
are properly compensdble through your tax and loan account* please list
them separately* and indicate for each the magnitude of the service and
your rationale. For any listed service* please indicate the expenses
incurred.



EXHIBIT 2

SELECTION OF BANKS FOR THE SURVEY

Of the more than 13,000 banks with tax and loan accounts, we decided
to send questionnaires to a group of 600, which we felt was small enough
to be manageable for our survey but large enough to provide a valid sample.

In determining which banks to use, we first selected the 300 banks
with the largest average balances. Each of these average balances was more
than $1.5 million, and in the aggregate they represented almost three-fourths
of the total average balances. At the other extreme we excluded all banks
with average balances that were too small to have any material bearing on the
study. An average balance of only $38?000 was a logical breaking point for
this purpose, and that criterion resulted in complete exclusion of 5,758
banks, which had less than one percent of the aggregate balances.

To select the other 300 banks from among the remaining 6,953 banks,
we First divided these banks into 16 average-balance categories. The number
of banks selected from each category gave effect to the total number of
banks and the total average balances in each category, with equal weight to
both factors.

To ensure the selection of banks from throughout the country, the
United States was divided into four virtually equal regions based on the
number of banks in each State. The number of banks selected from each
region for each category was based solely on the number of banks. This was
also the factor used to determine from which States within a region the
banks were selected.

Each of the average-balance categories was then subdivided into as
many subcategories as there were banks to be selected. At this point the
name of a State was randomly selected, and the bank in that State which
came nearest to the midpoint of that subcategory was selected for the study.

In the exhibits which follow, the results of our re-study are shown in
categories consistent with the three broad classifications of banks which
have been in use over the years. These classifications and the groupings
for this study are explained in the following paragraphs.

In order to facilitate the scheduling of withdrawals from tax and loan
accounts, banks maintaining such accounts have long been administratively
divided into three groups (A, B or C) based on the size of their accounts;
the dollar volume of credits in an account during one year determines the
bank’s classification in the following year. When we began selecting banks
to participate in the re-study, there were 13,011 banks maintaining tax and
loan accounts, classified as follows:

Group A 11,180 (the smallest)
Group B 1,557 (the intermediate)
Group C 27~ (the largest)



Questionnaires were sent to all of the 27K C hanks and the 26 B hanks
with the largest tax and loan accounts, thereby aiming at total coverage
for the 300 largest hanks in the system. Of the remaining hanks, 108 B
hanks and 192 A hanks received the questionnaire hy random selection as
described above.

This mix of 600 banks, representing a workable questionnaire volume of
less than 5 percent of the total number of banks in the system, met the
objective of coverage for the greatest portion of the dollar flows in the
system as well as a cross section of that portion of the coverage which
related to the smaller dollar flows.

The following table summarizes the total number of banks in each group,
the number which received the questionnaire, the number which did or did not
respond, and the number which were not furnished a questionnaire.

Total Received Questionnaires
# Of Did not Did Not Receive
Banks Total Responded Respond Questionnaires
Group C 27~ 27k 267 7 0
Group B:
Largest in Group B 26 26 2k 2 0-
All Others in Group B 1,531 108 103 5 1,123
Total, Group B 1,557 ié* 127 7 1,723
Group A:
Largest within Group A
(for sampling) 5,k22 192 163 29 5,230
Smallest (excluded) 5,758 0 0 0 5,758
Total, Group A 11,180 192 163 <29 10,988

Grand Total 13,011 600 557 n3 12 kil



EXHIBIT 3

SERVICING TAX AND LOAN ACCOUNTS
AND PROCESSING FEDERAL TAX DEPOSITS

The reports submitted by banks showed the costs incurred in servicing
tax and loan accounts and in processing Federal Tax Deposit forms (FTDs)
during the 1972 calendar year. In servicing the tax and loan account itself,
the costs related primarily to the handling of debit and credit entries;
banks also reported other miscellaneous costs such as periodic audit and
reconcilement of the account. OF the reporting banks, 153 banks furnished
information regarding the costs for servicing the account. These costs
totaled $819,2146. Ey extrapolating the cost data submitted by the 1453 re-
porting banks to cover the 12,558 remaining banks which did not participate
in the study, or which did not include the necessary data in their returned
guestionnaires, it was determined that the estimated costs of the 12,558
nonreporting banks would be $2,681*1+1+2. The total estimated cost of the
13,011 banks for servicing the account would therefore be $3?500,688.

During the 1972 calendar year, 31+,61+3,786 FTDs were processed by deposi-
taries. The 530 reporting banks which furnished the number of FTDs processed
handled 16,1+56,515 or 1+7*5D of the total number. OFf these 53° banks, H1H9
also furnished information regarding the costs for processing FIDs. The
following table is based upon an analysis of such costs:

Universal
Number Number of Weighted Average Total Cost for
Class of Banks FTDs Processed Cost Per FTD I/ Processing FTDs
A 109 171,838 $ .1+217 $ 72,1361+
B 81 570,373 14217 240,526
C 259 14,637,796 14217 6,172,632
Total B+ 15,379,707 $ 14217 $ 6,185,622

The 12,562 banks which did not participate in the study, or which did
not include the pertinent data in their returned questionnaires, handled the
remaining 19,261+,079 FTDs, which, at a weighted average cost of $.1+217 per
FTD, would establish their total estimated cost as $8,121+,763* The total
estimated cost to all 13,011 banks for processing FTDs would therefore be
$11+,610,385.

In their responses to the questionnaire, some reporting banks included
certain items such as audit, reconciliation, and postage under "Other Expenses"
in servicing the tax and loan accounts. Other banks, however, included these
items under 'Other Expenses' in processing FTDs. The simplest and most equi-
table means of measuring these expenses reported by banks is to express the
total expense for servicing the account and for handling FTDs in terms of cost
per FTD processed. As illustrated in the above table, the weighted average



cost for processing FTDs was $.*+217 per FTID. Following this same approach,
the estimated cost of servicing the tax and loan account itself would he
equivalent to $.1011 per FID. Therefore, the combined weighted average cost
for processing FTDs and servicing the account would be $.5228 per FID. The
combined cost for the *9 banks which furnished cost figures is expressed

in terms of *cost per FTD processed” in the following table:

Combined Universal Weighted Total Cost

Average Cost for Servicing for Servicing

Number Number of the Account and Processing the Account and

Class of Banks FTDs Processed FTDS (Per FTD) I/ Processing FTDs
A 109 171,838 $ .5228 $ 89,837
B 81 570,373 5228 298,191
C 259 1~,637,496 .5228 7,652,483
Total *#49 15,379,707 $ .5228 $ 8,0%+0,511

On this basis, the estimated costs for the 12,562 banks which did not
participate in the study, or which did not include the pertinent data in their
returned questionnaires, would be $10,070,562, and the total estimated cost
for all 13,011 banks for processing FTDs and servicing the account would be
$18,111,073.

1/ The weighted average cost was determined by first extrapolating the acti-
vity and cost data submitted by reporting banks to cover the nonreporting
banks, by categories, and then computing a universal weighted average cost
for all 13,011 banks which maintain tax and loan accounts and process FIDs.



U.S. SECURITIES (OTHER THAN SAVINGS BONDS)
HANDLING SUBSCRIPTIONS ON ORIGINAL ISSUE AND HANDLING MATURED SECURITIES

Number of Banks Surveyed ..........c.i. oot 600
Number of Banks which Submitted Responses to Questionnaire ...... 555
1. Responses to the Section on Handling Subscriptions on Original Issue. I1. Responses to the Section on Handling Matured Securities.
Noncustomers Number Noncustomers Number
(1) Banks that do not handle subscriptions () Banks that do not handle matured
FOor NONCUSEOMErS ..o ooo ieoieceaaaaann 22k ¥0.14 securities for noncustomers ........... .. 209 37.6%
(2) Banks that handle subscriptions for (2 Banks that handle matured securities
noncustomers for a fee ....... .. ...... . 208 37.5 for noncustomers for a fee ............ .. 110 19*8%
(3) Banks that handle subscriptions for R (@) Banks that handle matured securities
noncustomers withouta fee . .............. 108 —* 19.14 for noncustomers without a fee 219 -/ 39*5%
(@ Banks that did rot complete this (> Banks that did not complete thi
section ........... 15 _2.T% section. ... ..o aaaa .- 17 3*1%
TotalsS .oovoiiiiii i 555 100.0% Totals .......... . * 555 100.0%
Customers Customers
(1) Banks that do not handle subscriptions () Banks that do not handle matured
for customers ... ... ....-.... 3k 9. securities for customers .............. ** 33 6.0%
(2) Banks that handle subscriptions for (2 Banks that handle matured securities
customers for afee  __.... 276 1*9*7% for customers for a fee ............... .. il i 22.3%
(@3) Banks that handle subscriptions for” (3 Banks that handle matured securities
customers without afee - ._...._........ 188 33*9Y for customers without a fee ... 357 61*. 3
(@) Banks that did not complete this a Banks_ that did not complete tl
£ =T of o 37 6.7% SEeCEION . i i e icxl 7.1+%
Totals ...... 555 100.0% Totals ............... .. 555 100.0%
/ However, of these 108 banks, only 13 reported any actual subscriptions 2/ However, of these 219 banks, only 57 reported handling any matured
handled. securities.

1191HX3



EXHIBIT 9

REDEMPTION OF U.S. SAVINGS BONDS
DURING CALENDAR YEAR 1972

During the calendar year 1972, of the 107,9AA,00A Series E Savings Bonds
and Savings Notes redeemed and charged to the Bureau of Public Debt, 105,171,168
were redeemed by paying agents for a fee.

Each paying agent receives reimbursement quarterly for bonds redeemed at
the rate of $.15 each for the first 1,000 bonds paid and $.10 each for all over
the first 1,000. During the calendar year 1972 all paying agents received

reimbursement in the amount of $13,696,352 for paying 105,141,168 savings bonds,
or an average of $.13026 per bond.

The following table reflects the number of Series E Savings Bonds and
Savings Notes redeemed by banks as compared to all other paying agents 1/:

Number of Percent of Number

Class of Agent Bonds Paid Number Paid of Agents
Banks 96,729,875 1h,706
Others 8,A11,293 2,256
Total 105,111,168 100# 16,962

Of the reporting banks, 445 furnished information regarding the number of
savings bonds redeemed and indicated what they felt the appropriate fee should
be for the redemption of savings bonds. The following table is based upon an
analysis of these per-item fees.

Universal Weighted

Number Number of Savings Average Fee Per
Class of Banks Bonds Redeemed Savings Bond 2/ Total Cost
A 125 669,580 $ .2941 $ 196,923
B 70 1,311*,816 .2941 386,687
C 250 35,201,368 -2941 10,352,722
Total 445 37,185,76U $ ,201H $ 10,936,332

After deducting an estimated 2,272,995 savings bonds redeemed by banks which
did not maintain tax and loan accounts (principally mutual savings banks), the
12,566 tdx and loan depositaries which did not participate in the study, or which
did not include the pertinent data in their returned questionnaires, redeemed the
remaining 57,271,116 (96,729,875 - /37,185,76h + 2,272,9957) savings bonds re-
deemed by banks, which, at a weighted average cost of $.2941 per bond, would
establish their total estimated cost as $16*841,889« Thus, the total estimated
cost to the 13,011 tax and loan depositaries, based upon the suggested fee
schedule provided by the reporting banks, would be $27,778,221.

1/ While the total number of bonds paid is on an actual basis, the breakdown between
classes of paying agents is ah estimate based on data developed in aprevious year
2/ The weighted average fée used above was determined by first extrapolating the
activity and cost data submitted by reporting banks to cover the nonreporting
banks, by categories, and then computing a universal weighted average cost
for all 13,011 banks which maintain tax and loan accounts.



EXHIBIT 6

ISSUANCE OF U.S. SAVINGS BONDS
DURING CALENDAR YEAR 1972

Reports provided by the Federal Reserve Banks for calendar year 1972 show
that banks accounted for approximately 53% of the savings bonds issued during
that year. The following table reflects the number of savings bonds issued by
banks as compared to all other issuing agents:

Amount ITumber Percent of Number

Class of Agent of Bonds of Bonds Number Issued of Agents
Banks $ 3,089,373,865 69,100,100 53 i 11+,637
Others 2,7H ,870,60L+ 61,318,719 1P 3,958
Total $ 5,831,214+"69 130,1+18,819 1001 18,595

Of the banks which responded to the questionnaire in the current study,
U3k furnished information concerning the distribution of savings bonds issues
among payroll-savings, bond-a-month, and over-the-counter sales; that informa-
tion is summarized in the attached table. The table also reflects the results
of an analysis of the costs reported by banks for issuing the savings bonds by
the three methods *

From the table, it can be seen that the K3k reporting banks issued
25,127,889 of the 69,100,100 savings bonds issued by banks, at a cost of
$10,791,1+99. After deducting an estimated I1,711+,971+ savings bonds issued by
banks which did not maintain tax and loan accounts (principally mutual savings
banks), the 12,577 tax and loan depositaries which did not participate in the
study, or which did not include the pertinent data in their returned question-
naires, issued the remaining 1+2,260,237 (69*100,100 - 725*121+,889 + 1,71"+j97"+7)
savings bonds, at an estimated cost of $:/0,201,126. Thus, the total estimated
cost to the 13,011 banks for issuing 67,385*126 savings bonds would be
$30,692,625.



VARIOUS CATEGORIES OF ISSUANCES OF
SAVINGS BONDS AND RELATED COSTS

Universal
Category of Savings Bond Class of Number of Number of Weighted Average Total
Issue Bank Banks Bonds Cost Per Bond I/ Cost
1. Payroll Savings A 1b6 116,380 $ .32 $ 37,2172
B 97 556,988 .32 178,236
C 191 17,591,375 .32 5,629,20
Subtotal hsk 18,267,773 $ .32 g 5,81*1*,718
2. Bond-a-Month A 106 11,69~ $ .56 $ 6,51*9
B 97 6k, 308 .56 36,012
C 191 591,076 .56 331,003
Subtotal 667,078 $ .56 $ 373,561*
3. Over -the -Counter A 1b6 150,31*8 $ .69 $ 103, 71*0
B 97 1*15,925 .69 286,988
C 1# 5,626,795 .69 3,882,1*89
Subtotal P 6,193,068 $ .69 $ 15,273,217
b. Total AIl Issues 43P 25,12",889 $ 10,791,799

I/ The weighted average cost was determined by first extrapolating the activity and cost data submitted
by reporting banks to cover the nonreporting banks, by categories, and then computing a universal
weighted average cost for all 13,011 banks which maintain tax and loan accounts.



EXHIBIT 7

HANDLING TREASURY CHECKS

In requesting data on the services listed in Part Il of the question-
naire, Treasury realized that some of the data might not be available from
existing records at the levels requested. In these circumstances, banks were
requested to estimate, using as a base the actual data for a current period
of 30 days and explaining the estimating method used.

It was obvious from the responses that many of the estimated figures did
not meet the test of reasonableness. This was particularly true with respect
to the responses received in connection with the handling of Treasury checks.
We nevertheless used all reported figures on handling Treasury checks to com-
pile the following tables, since we had NO objective means available to verify
the accuracy of the data.

Of the banks responding to the questionnaire, only 30K provided the re-
quested breakdown between Treasury checks cashed for customers, cashed for
noncustomers, and deposited. For those banks, the table below shows the
composite result of this breakdown, indicating that a very small percentage
of payees of Treasury checks cash such checks at banks where they do not have
an account.

Number Percentage
Cashed for noncustomers 2,893,138 3.6i0
Cashed for customers 13,017,916 16 1i
Deposited 65,066,578 80.3%
Total 80,977,632 100/

In addition to the data requested as to the volume of checks handled,
banks were asked to provide data on their per-check expense for cashing
Treasury checks for customers and for noncustomers. The 277 banks responding
to this request reported the following data:

Number Per-Check Expense
Cashed for noncustomers 2,81*3,776 $ .278
Cashed for customers 12,829,601 .205

Banks were also requested to provide data on the amounts reclaimed from
them by the Treasury during 1972 for forged, altered, and other fraudulently
negotiated Treasury checks, and the amounts subsequently recovered by banks
from depositors or others (except from their own insurance coverage). The
226 banks responding to this request repented the following data:

Recovered by Bank from
Reclaimed by Treasury Depositors or Others Percentage

Number of Checks 32,938 27,730 Qb.2%
Dollar Amount $ 5,071+,600 $ k,289,700 Qk.5%

Ave. Amt. of Check $ 15U $ 155



In 1972 the Treasury reclaimed approximately $11,150,000 for paid Treas
ury checks and refused payment on an additional $5,000,000. Thus, of the
total $15,150,000 relating to forged, altered, and other fraudulently negoti
ated Treasury checks during 1972, it seems reasonable to conclude that banks

suffered estimated losses of approximately 15% of the dollar amount or an
estimated $2,272,500,



1

2.

3. Participating in the food stamp program

i

5.

Service

Supplying income tax forms to the public

Handling commemorative coins

Selling Federal Transfer stamps

Exchanging °E* Bonds for ’H*

VOLUNTARY SERVICES

Bonds

EXHIBIT 8

Total Number of Banks
Referring to the Service

8+
-— M
i+
I+

77



MANDATORY SERVICES

Service

Reporting interest and dividend payments to
1RS (Form 1099) ....... K e

Handling 1RS tax liens and subpoenas .......

. Keeping financial records and reporting

currency and foreign transactions ....... *,

Keeping records and making reports involving
Treasury’s foreign assets control operation

Complying with provisions of the Interest
Equalization Tax ACt ... ... .o aaaann.

. Microfilming checks under the Dank

Secrecy ACt oo @i
Maintaining list of "Designated Nationals™ .

Obtaining taxpayers” ID numbers or Social
Security numbers on new accounts ...........

EXHIBIT 9

Total Number of Banks
Referring to the Service

136
11k

67

27

17

15

11



EXHIBIT 10

EARNING VALUE OF THE TAX AND LOAN ACCOUNT BALANCE

In response to the question "'Is the value to your bank of the loanable
balance In the tax and loan account (ledger balance on your books, less legal
reserve) at least equal to the Federal funds rate (as published in the Federal
Reserve Bulletin)?'', 279 banks, or 50.3% of the respondents, iIndicated '‘yes."

The banks were then asked ttfiak published rate most closely approximates
the value of the tax and laati account balance to the bank. A number of banks
took this opportunity to qualify their "yes" response to the first question.
The following summation of the responses to this question shows that more than
60% of the banks felt that some rate other than the Federal funds rate was the
best measure of the value of the balance to their bank.

Number of Banks
Rate Cited Citing Rate

A. Federal funds rate

A-1 Federal funds rate._. ... ... .. .. ... .... . 212
A-2 Federal funds rate reduced by erther a specified

number of basis points or a certain percentage of

the Federal funds rate .. ... . ... ... ....... ; 16
A-3 An average of the Federal funds rate and one or

more other money market rates ........... ... .....

5

Total number of banks which cited the Federal
funds rates or some variation thereof _...... 233

B. Treasury bill rate

B-1 Treasury bill rate (unspecified) ....... 83

B-2 Treasury bill rate reduced by either a specified
number of basis points or a certain percentage of
the Treasury bill rate ... .. ... .. .. .. ... .. ...

B-3 90-day Treasury bill rate .. ... ... . ... ... . _.....
B-3a 90-day Treasury bill rate reduced by erther a

specitied number of basis points or a certain
percentage of the 90-day Treasury bill rate .... ..

B-4 30-day Treasury bill rete ... ... ... .. ...... ;

B-5 15-to 30-day Treasury bill rate ...._...._.... ;

B-6 Short term (unspecified) treasury bill rate..... .
B-6a 14-day Treasury bill rate ... ... .. .__..... ;
B-6b 7- to 10-day Treasury bill rate ee_eee_________.

B-7 An average of the Treasury bill rate and one or

more other money market rates (other than the
Federal funds rate) eee._eee

wo b s L

N

Total number of banks which cited the Treasury
bill rate or some Variation thereof......... 189



C.
C-1

T @ m m O

Prime rate .. ... i iieeeaaaaa.
Prime rate reduced by erther a specified number of

basis points or a certain percentage of the prime rate ....

Federal Reserve Bank rediscount rate ...... ... ... ..... ..
Bankers acceptance rate

Passbook savings rate.... .

No acceptable published rate ... ... ... . .. ... ... ...... ;
No comment (included in this category were banks which did
not answer any of the questions on this topic and those
which responded "o to the first question but did not
suggest an altemate rate) ... ... ... ... Cocoooaaa-

Others (o rate included In this category was cited by
more than four banks) -_. ... .. .. .. ... .....

TOTAL

a1

14

X



SUMMARY OF ESTIMATED

Largest Banks

All C Banks
Largest B Banks

Subtotal
All Other Banks
All Other B Banks
Selected
Selected A Banks

Total

INCOME AMD EXPENSE FOR THE 600 T&L DEPOSITARIES SURVEYED *

# of
Banks

Balance per
Bankrs Books

2?1 £ 3,588,318

26 75,601
300 3,663,919
108 120,626
192 1%2,780-

600 g 3,827,325

Less :
Reserves of

$ 51*9,013
9,677

558,690

H+,958
k, 7I*9

$ 578,397

Net
Balance

$ 3,039,305
65,921*

3,105,229

105,668
38,031

$ 3,218,928

SUMMARY OF ESTIMATED INCOME AM) EXPENSE FOR ALL T&L DEPOSITARIES *

Largest Banks

All C Banks
Largest B Banks

Subtotal
All Other Banks
All Other B Banks
Largest A Banks
Smallest A Banks

Total

* Dollar amounts in rounded

$ of Balance per

Banks Bank"s Books Reserves of

27% $ 3,588,318

26 75,601
300 3,663,919
1,531 1,709,968
5,122 1,208,087
5,758 263,180

13,011 $ 6,81*5,151+

thousands.

Less:

$ 51*9,013
9,677

558,690

212,036
131*,098
29,213

$ 93M37

Net
Balance

$ 3,039,305
65,921+

3,105,229

1,1*97,932
1,073,989
233,967

$ 5,911,117

Earnings on Net
Balance @5*5io

$ 167,162
3,626

170,788

5,812
2,092

$ 178,692

Earnings on Net

Balance @ 5.57?

$ 167,162
3,626

170,788

82,386
59,069
12,868

$ 325,111

Less TT&L
and
rTD Costs

$ 9,31*5
157

9,502

225
159

$ 9,886

Less TT&L
and
LTD Costs

$ 9,31*5
157

9,502

2,987
1,1*70
1,152

$ 18,111

Earnings after
TT&L and PTD Costs

$ 157,817
3,169

161,286

5,587
1,933

$ 168,806

v Earnings after
TT&L and FTB Costs

$ 157,817
3,169

161,286

79,399
51,599
11,716

$ 307,000

Less Costs for Handling Savings Bonds

Issuance

$ 13,1*95
353

13,81*8

6?1
185

$ 11,701

Redemption

$ 9,071
187

9,258

318
g

$ 9,630

Total

$ 22,566
5HO

23,106

089
239

$ 21*,331*

Less Costs for Handling Savings Bonds

Issuance

$ 13,195
353

13,818

8,117
5,378
3,050

$ 30,693

Redemption

$ 9,071
187

9,258

1,229
1,522
161

$ 15,170

Total

$ 22,566
510

23,106

12,616
6,900
3,511

$ 16,163

Net
Earnings

$ 135,251
27,929

138,180

1*,598
1,691*

$ 1P, P2

Net
Earnings

$ 135,251
2,929

138,180

66,753
17,699
8,205

$ 260,837



EXHIBIT 12
RATE OF RETURN ON TAX AND LOAN BALANCES, SELECTED BANKS

The following comparisons of pairs of C banks illustrate the disproportionate
relationships Which now exist between the value of services provided by banks having
virtually identical tax and lo&n account balances.

Bank Average Daily Estimated Estimated
Identification T&L Balance Total Expense I/ Net Rate of Return on Balance 2/
C-137 $ 98,533,000 $ 746,145 3.75%
C-116 105,344,000 43,029 4.47%
C-121 53,837,000 463,087 3.64%
C-117 51,021,000 74,259 4.36%
C-147 43,082,000 1,232,630 1.65%
C-95 47,335,000 98,431 4.30%
C-260 28,784,000 265,822 3.5%%
C-25 27,186,000 73,198 4.4%%
C-71 23,895,000 265,125 3.40%
C-197 23,215,000 33,120 4.35%
c-67 14,729,000 264,641 2.71%
C-187 14,520,000 33,986 4.52%
C-159 13,914,000 198,726 3.08%
C-104 13,714,000 32,467 4.27%
C-77 12,210,000 187,533 2.97%
C-49 12,318,000 31,241 4.50%
C-156 5,009,000 108,837 2.34%
C-113 5,019,000 16,112 4._.44%
c-11 4,683,000 354,463 G- ¥
C-138 4,779,000 23,069 4.27%

1/ This figure reflects expenses incurred in servicing the account, handling Federal
tax deposits, and issuing and redeeming U.S. Savings Bonds by using weighted
average item-costs for all batiks maintaining tax and loan &ccounts.

2/ Computed by dividing net eatniilgs by average balance. To determine the gross
eamings on balance, the average rate on new issues of 90-day Treasury bills
during the five-year period ended December 31, 1972, was used. That rate
was then adjusted to give consideration to the bank™s reserve requirement and
the FDIC assessment.

¥ In this iInstance, expense exceeded income primarily due to the large number of
U.S. Savings Bonds issued by the bank.



Secretary of the Treasury William E. Simon today
appointed Dr. John T. Dunlop as a special consultant
effective today.

Dr. Dunlop has been Director of the Cost of Living
Council, which goes out of existence July 1 as a
separate agency. At that time Treasury will direct the
organization’s winding-down operations for the next few
months.

Dr. Dunlop will consult with the Department on a
broad range of economic policies. His special expertise
in the wage-price area will be unusually important to

the Department, Secretary Simon said.”

In addition to his Treasury responsibilities,
Dr. Dunlop will also be an advisor to Kenneth Rush on
economic matters.

Because Dr. Dunlop is a consultant to the government
of Saudi Arabia, his Treasury contract will prohibit him
from becoming involved in Treasury’s relationships with
Saudi Arabia . .

Dr. Dunlop, formerly Dean of the Sciences and Arts
Faculty at Harvard, joined the Nixon administration in
1971 as chairman of the Construction Industry Stabilization
Agency. He is returning to Harvard as Lamont Professor.
He had directed the Cost of Living Council since January
1973.

o0o
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DyAmEto TREASURY

IMBTON, D C 20220 YELEPHONE WHARHAD
Cl
FOR A.M. RELEASE July 1, 1974
MEMO TO CORRESPONDENTS:
Beginning today, all Cost of Living Council inquiries

pertaining to regulations, compliance, and pending disposition of
cases w ill be handled by the Director of the new Office of
Economic Stabilization, who has been designated by Secretary
of the Treasury, William E. Simon, and will report to Assistant
Secretary for Administration Warren F. Brecht. The Director of
the Office of Economic Stabilization Andrew T.H. Munroe, and
his deputy, Henry H. Perritt Jr., will remain at the COLC former
offices, 2000 M Street, NW. Their telephone numbers are
254-3275 and 254-8610.

Other inquiries concerning the new Office of Economic
Stabilization at the Treasury Department should be directed
to Helene Melzer, Public Affairs Officer, at 964-5252 or

964-2108.

NOTE :

Tie Office of Economic Stablization, in a related action,
has filed regulations with the Federal Register which adopt
the Cost of Living Council®s regulations as the regulations of

the new Office.
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Departmentof

i/ISHINGTON, D.C 20220

AT

TELEPHONE WU4-2041

FOR RELEASE 6:30 P.M.

of 26-week Treasury bills,
were opened at the Federal Reserve Banks today.

RANGE OF ACCEPTED
COMPETITIVE BIDS:

July 1, 1974

RESULTS OF TREASURY’S WEEKLY BILL AUCTIONS

Tenders for $2.6 billion of 13-week Treasury bills and for $1.9 billion

both series to be issued on

13-week bills
maturing October 3, 1974

Equivalent

Price Annual Rate
High 98.064 a/ 7.744%
Low 98.038 7.848%
Average 98.048 7.808% I

a/ Excepting 1 tender of $10,000
Excepting 3 tenders totaling $575,000

br

July 5, 1974,
The details are as follows:

26-week bills
maturing January 2, 1975

Equivalent

Price Annual Rate
95.987 b/ 7.982%
95927 " 8.101%
95.950 8.055% 1/

Tenders at the low price for the 13-week bills were allotted 59%.
Tenders at the low price for the 26-week bills were allotted 73%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

sJ

District Applied For Accepted

Boston $ 42,220,000 .$ 30,955,000
New York 3,420,905,000 2,241,380,000
Philadelphia 36,110,000 35,445,000
Cleveland 69,120,000 42,490,000
Richmond 46,980,000 28,480,000
Atlanta 33,390,000 28,755,000
Chicago 207,920,000 59,705,000
St. Louis 41,300,000 28,480,000
Minneapolis 13,185,000 4,185,000
Kansas City 34,125,000 26,730,000
Dallas 29,195,000 18,570,000
San Fmnn'sm 140,900,000 55,560,000

TOTALS $4,115,350,000

Applied For

$ 27,200,000 $

2,615,905,000
12,965,000
41,340,000
32,385,000
27,085,000
192,455,000
33,740,000
9,925,000
38,295,000
32,515,000
102,205,000

Accepted

16,830,000
1,612,220,000
12,965,000
26,340,000
20,385,000
25,985,000
76,255,000
20,740,000
3,925,000
31,085,000
20,275,000
33,105,000

»

$2,600,735,000 (/$3,166,015,000 $1,900,110,000 d/

Includes $ 412,375,000 noneompetitive tenders accepted at average price.
Includes $ 279,160,000 noncompetitive tenders accepted at average price.
These rates are on a bank discount basis.

yields are 8.07% for the 13-week bills,

The equivalent coupon issue

and 851% for the 26-week bills



FOR P W'DIATE RELEASE July 2, 1974

DAILY TREASURY STATEMENT

The Daily Treasury Statement for June 30, 1974,

will be released on July 5, 1974, one business day

later than usual, to facilitate transition to a new

The Daily Treasury Statement
in both

format starting July 1.

for July 1 will also be released on July 5,
the present format and the new format, along with a

description of the changes that are being made.

o000



KHINGTON, D.C. 20220 TELEPHONE WO04-2041

FOR RELEASE AFTER 11 A.M July 3, 1974
WEDNESDAY, JULY 3, 1974

TREASURY SECRETARY SIMON AND U.S. TREASURER NEFF
SEE FIRST DOLLAR BILLS WITH THEIR SIGNATURES

Treasury Secretary William E. Simon and the Treasurer
of the United States Francine I, Neff witnessed the first
dollar bills with their signatures roll off the press
today at the Bureau of Engraving and Printing.

The new Simon-Neff notes, to be released by the 12
Federal Reserve Banks as current supplies are depleted, will
be designated Series 1974, replacing the present Series 1969D
notes which bear the Shultz-Banuelos signatures, first
printed July 28, 1972,

The new Series 1974 for the $1 denomination w ill be
released first, with serial numbers reverting back to number
one, and because of the major Series-year change, the serial
numbers for each of the 12 Federal Reserve Banks will revert
to 00 000 OO1A preceded by the prefix letter associated with
each of the banks.

The bills seen by Secretary Simon and Mrs. Neff today,
were to start with EOOOOOOO1A (eight digits, the letter E
identifying the Federal Reserve Bank of Richmond, the A

designating the initial issue of the Series) .

WS-50 (Over)



Series 1974 notes are expected to be released to the
Federal Reserve System later this summer with general
circulation thereafter. Because of greater usage and
more rapid attrition, the $1 denomination will be printed
first, with $ and $10 denominations appearing later as
total conversion to the new notes is completed in the
Bureau of Engraving and Printing and supplies are depleted
ot retired.

It was the first time since June 4, 1969, when the
Kennedy-Elston notes were issued, that Federal Reserve notes
had dual signature changes.

James A. Conlon, the Director of the Bureau of Engraving
and Printing, presided at today®s brief ceremony in

Washington.

00o
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FOR IMMEDIATE RELEASE
Friday, July 5, 1974

OFFICE OF REVENUE SHARING
ISSUES FINAL F.Y,,'74 PAYMENT

Checks totaling more than $1.53 billion are being sent
by the Treasury Department’s Office of Revenue Sharing today
to all states, the District of Columbia and 37,242 local
governments. Today's payment is the final quarterly payment
of funds authorized to be distributed for federal fiscal

year 1974.

Shared revenues are allocated to all general-purpose
units of government by computer according to,formulas
contained in the State and Local Fiscal Assistance Actsof 1972.
Payments are made on a quarterly basis, in October, January,

April and July.

Today's payment brings to $14.27 billion the amount of
federally-collected revenues that has been shared with states
and local governments since the first checks were mailed,

in December 1972.

Through general revenue sharing» $30.2 billion will be
distributed to some 38,000 states, counties, cities, towns,
townships, Indian tribes and Alaskan native villages over a
five-year period extending through December 1976.

(more)



More than $6 billion will be shared with states and

local governments in fiscal year 1975 alone.

Plans for uses of fiscal year 1975 money have already
been reported to the Office of Revenue Sharing by more
than 35,000 recipient units of government. The Planned
Use Report forms distributed to all states and local
governments in April were due to be returned to the
O ffice of Revenue Sharing by June 24, 1974. Governments
cannot receive fiscal year 1975 funds until the reports

have been filed.

Reports on plans for and actual uses of shared revenues
must be published locally in newspapers of general circula-
tion and all news media,including minority and bi-lingual

news media must be informed of the publication.

Actual Use Report forms covering the period
|
June 30, 1973 to June 30, 1974 have been distributed
by the Office of Revenue Sharing. They must be completed,

published and returned by September 1, 1974.

The Office of Revenue Sharing has installed a special
telephone to be used by recipient government officials
who need assistance completing the Trust Fund section of
the Actual Use Report forms. The new phone number is

(202) 634-5200.

(more)



Informal reports elaborating on required informa-
tion, indicate that* citizens are being encouraged by ?
governments on all levels to help make decisions on

uses of the funds.

In San Diego, California, for example, the city
and county governments have pooled some of their
shared revenues in a new trust fund to pay costs of
social services within the community. Called the
Human Care Services Project, the effort represents a
new form of intergovernmental cooperation. Funds are
allocated among projects proposed by community service

groups in San Diego.

Shared revenues are being used for a variety of

purposes, reflective of the wide variety of needs among

our citizens. New York City used approximately $200

|
m illion of its early money to maintain the local rapid
transit fare at a constant level. Stevens Village, Alaska

spent revenue sharing dollars to purchase lumber with

which to build its first health clinic.

"The uses to which shared revenues are being
put clearly are serving many different types of needs
in many different types of communities,” Graham Watt said

today. "Most importantly,” he added, "local officials are

(more)



demonstrating their ability and willingness to observe
congressional restrictions while fulfilling their

responsibility to use the funds effectively in meeting

priority community needs,”



KHINGTDN, D.C.20220 TELEPHONE W04-2041

IOR IMMEDIATE RELEASE July 2, 1974

TREASURY’S WEEKLY BILL OFFERING

| *

The Treasury Department, by this public notice, invites tenders for two
iseries of Treasury bills to the aggregate amount of $4,500,000,000, or thereabouts,
to be issued July 11, 1974, as follows:

9l1-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts,
irepresenting an additional amount of bills dated April 11, 1974, and to mature
1 October 10, 1974 (CUSIP No. 912793 UT1), originally issued in the amount of
1 $1,801,960,000 (an additional $100,065,000 was issued on June 5, 1974), the
jadditional and original bills to be freely interchangeable.

182-day bills for $1,900,000,000, or thereabouts, to be dated July 11, 1974
Ind to mature January 9, 1975 (CUSIP No. 912793 VQ6).

The bills will be issued for cash and in exchange for Treasury bills maturing
tJuly 11, 1974 outstanding in the amount of $4,310,745,000, of which Government
accounts and Federal Reserve Banks, for themselves and as agents of foreign and
international monetary authorities, presently hold $2,440,125,000. These accounts
pay 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
rmount will be payable without interest. They will be issued in bearer form only,
ad in denominations of $10,000, $15,000, $50,000, $100,000, $500,000 and $1,000,000
i(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 8, 1974.
menders will not be received at the Treasury Department, Washington, Each tender
fust be for a minimum of $10,000. Tenders over $10,000 must be in multiples of
85,000. 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
ot be used. It is urged that tenders be made on the printed forms and forwarded

jhi 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

pcurities. and, report dai.lv to the Federal Reserve Bank of New York their positions
(OVER)



.2

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 ad
trust companies and from responsible and recognized dealers in investment securities,
Tenders from others must be accompanied by payment of 2 percent of the face amount
of Treasury bills applied for, unless the tenders are accompanied by an express
guaranty of payment by an incorporated bank or trust company.

Immediately after the closing hour, tenders will be opened at the Federal
Reserve Banks and Branches, following which public announcement will be made by
the Treasury Department of the amount and price range of accepted bids. Only those
submitting competitive tenders will be advised of the acceptance or rejection
thereof. The Secretary of the Treasury expressly reserves the right to accept
or reject any or all tenders, in whole or in part, and his action in any such respect]
shall be final. Subject to these reservations, noncompetitive tenders for each
issue for $200,000 or less without stated price from any one bidder will be accepted
in full at the average price (in three decimals) of accepted competitive bids for
the respective issues. Settlement for accepted tenders in accordance with the
bids must be made or completed at the Federal Reserve Bank on July 11, 1974,
in cash or other immediately available funds or in a like face amount of Treasury
bills maturing july n, 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) and11221 (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.



$HINGTON, D C. 20220 TELEPHONE W04-2Q4I

FOR IMMEDIATE RELEASE July 3, 1974

STATEMENT BY SECRETARY OF THE TREASURY WILLIAM E. SIMON

"I am delighted that the House of Representatives
today passed the bill authorizing replenishment of the
funds of the International Development Association.

"I hope that a Conference will speedily resolve the
differences between the House and Senate Bills, and that
the President will be able to sign the resulting measure

soon.

"It has been of major concern to me that, in our
international negotiations, we do not place the
United States in the position of turning our backs on
the poorest nations of the world -- and this bill authorizes
funds for those nations."

o0o
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FOR RELEASE 2 P.M., EDT
FRIDAY, JULY 5, 1974

The report of the daily.cash and debt operations
of the United States Treasury, known as the Daily
Treasury Statement, came out in a new format today,
the fTirst change in the publication in 20 years.

Initially published in 1895, the last major
revision of the Daily Treasury Statement was in
1954. The publication is unique among reports of
national governments in providing a continuing ac-
counting of financial activity for analysts and the
general public.

The old format won’t be dropped immediately,
however, since it will be published concurrently with
the new one for a 30-day period to allow users a
transitional period.

o000



bally Statement of the United States Treasury

JULY t, 1974

TABLE I-ACCOUNT OF THE UNITED STATES TREASURY

FUN

~6-J6

$1,277,800.00
11,459,121,680.42
11,460,399,480.42

106,390,490.72
11,586,758,971.14

10.900.126.801..36
10.900.126.801.36

Cor i
period 197{3?

(Beginning July 1, 1972)

$13,741,306,873.33
72,9431
+460,098,455.22
+164,573,443.75

-527,478,50.52
-843,006,988.61

ASSETS LIABILITIES
$11,566,758,971.14 CGold certificates (Seriesof 1934) .. ... .. ... ......
Vo(oz. 273,999 6%'8) """"" Cold certificate ( - Federal Reserve System. . ...
OnJaul
¢ g!}(,:iwas . 273 953 343.0) bl -
Balance of gold
To@al. - e 11,5%6,758,971.14 Total . ..
hai fLms |n demand acoounts at
it K e iy Tax i L6 AGGiS. S e e o
special T |e~:. reasury Tax oan U 200,51,
O’ifegt? depositaries. i Z@%% 88
Treasury operatingbalance. . . . ... ... ...... . 9,757,563,8%6.07
n of ool lection through:
m Banks. o o0 258,401, 20.62
Otrer deposItaries. -« - oo vovoee o 107,763,525.36
Ilne rtsarﬁomerdemsnaryamams 17,642479.66
o aﬁane (esabove).......0.... %%gﬁ%ﬁ
e tals, L Il 481758
Miscellareas items ........ ™4,272,575.97 Balance, general account
= 10,900,126,801.36 Toal ... ... .....
TABLE 11-CHANGES IN BALANCE OF ACCOUNT OF THE UNITED STATES TREASURY
- Corresponding  Fiscal 1974
Classification Tht'(;scg?enﬂ" month D
Iastyearl (Beginning July 1, 1973)
$10,351,990,487 42 $13,741,306,873.33  $10,361,990,487 .42
E)(moqux)s (") or withdranals (3 Ilcdebt acxnnts(‘l’ablelll) -1,0%6,841,086.47 2,943 -1,006,841,066.47
ts or Wl1.hdraNals other accounts 5
_______________________ -200,28,173.63 +460,08,4%5.22 -200,280,173.68
EmaScf sits ® or wmﬂra/\als () sales and redemptions of _1,300,162,000.00 B4R -1,30,162,000.00
|ts Oor checks issued (D) classified in Table llor IV
Ry T o et oo reo ey e 5, M6,66.16  SXABSDER  4415,146,656.16
iEmm.mdmaf'résg“ T S S, 2150,8,38.8  SCMEIBEL  +2,10,21,88.8
Ballance of acoountt, this date (Teble I) 10,90,126,801.36  12,992,70,239.86  10,900,126,801.36

TABLE II-CHANGES IN THE PUBLIC DEBT

Cross plblicdebt atbeginningofperiod. . ... .. ... .. ... ....
imreaee () or decrease () in the gross public debt=2

1 Rblic Ies:

[ Varketzble:

1 Nonmarketable:
frosspblicdabtmisdatte g T R RLERRTEE
relT
gl |cdebt increase (+) ordecrease (<) --....
Su or redemptions @), i ofGovernment

nblicddt rederrptlons included as withdranals inTable IV ) (TableV).

mxoess of deposits () or withdranals (9, public debt (Tablen)

L e_ o

Ada Participation Certificates subject to limitation
Ftal shject © limitatio3
Jhe footrotes on page 2

-9,525,000.00
-252,000.00
-1,436,000.00
-67.00
-11,213,067.00
-12,284,22.79
-3,000.00
-35,761,58.82
-48,048,8%6.61
-59,261,8%8.61
-1,8%,9%6,672.86
-1,8%,257,5%6.47
473,164,558,165.08
-1,8%5,257,536.47
+848,416,000.00
+500.00

-1,046,841,066.47
473,164,558,165.08
428,106,225.00
473,52,663,390.08
617,240,157.55
1,135,000,000.00
474,110,423,232 .53

$475,000,815,731.55 $458,141,606,312.00

+110,115,000.00

-1,089,000.00
-1,87,230.00

+107,146,750.00

+1,0,674.79
-4,000.00
-115,068,362.32
-113,982,677.53
-6,8%5,927.53
-6%6,021,254.81
-2,857,182.34
457,438,748,129.75
-M2,857,182.34
+725,324,700.00
+97

LA77,164.23
-122,897,626.20

-2,732,94.31

457,438,748,129.75
431,709,800.00

$475,060,815,731.55

-9,525,000.00
-252,000.00
-1,436,000.00
67.00
-11,213,067.00

-12,284,232.79
—3.000.00
-%,761,58.8
-48,048,8%.61
-59,261,8%3.61
-1,835,9%,672.86
-1,8%5,257,536.47
473,164,58,165.08
-1,8%,257,556.47
+848,416,000.00
+500.00

-1,046,841,086.47
473,164,558,165.08
"428,106,225.00
473,592,653,390.08
617,240,157.55
1,135,000,000.00

474,110,423,232.53

12,92,720,230.86

$458,141,606,312.09

+110,115,000.00
-1,089,000.00
-1,879,20.00
+107,146,750.00

+1,07,674.79
-4.000.00
115,088,332
-113,982,677.53
-6,835,927.53
-6%6,021,24.81
-M02,857,182.34
457,438,748,129.75
-M2,867,182.34
+725,324,700.00

497 477.164.23
-122,697,626.20

2,132,%4.31

457,438,748,129.75
431,709,800.00

458,385,701,028.45



JULY 1,1974

TABLE IV-ANALYSIS OF CERTAIN DEPOSITS AND WITHDRAWALS

This table reflects deposits and withdranals made  in the acoount of the United States Treasury. These deposits and with-

dranals differ in timing and content from receipts and outl lished inthe Month
of the United States rg Govermment. The Norrﬂﬁly%tarem el

the Budget of the United States.
: Correﬁpondlng
Classification Tht'Dch%]m
Iest yearl
DEPOSITS
Intermal revenue:. B L
Withheld individal income and Federal Insurance Contributions Act
taxessd $361,720,236.74 $N,478,022.76
307,604,948.34 160,759,5657.89
408,419,870.78 231,528,630.25
66,555,635.35 45,751,002.46
8,730,724.35 10,229,322 57
47,476.86 4%6,852.25
11,010,8%5.01 13,927,686 22
-427,7791,174.36 103,497,093.98
15,461,184.25 12,027,990.45
2,433.03
35,196,982.52 158,707,4%.68
o1 = 1 1,282,35,70.86  1,231,3%6,146.49
Deduct: Refunds of receiptsS ... . . oo o oo e iieie cicee eeeaaaan 86,606,474.83 15,848,82.2
NetdepoSItS . . . oo i i it e e 1,1%6,639,236.02 1,266,547,284 47
WITHDRAWALS
510,746,725.08 31,911,852.80
ey Crelus r_g_ MY SIS0 oo P Tnicch N TR
Foreign assISAN0e —€CONOMIC. -« « c v o oo i e e e cee cmeemamaee e e 20,00 ,1U2,902..
Atom% Energy Commlssuon ................................ 67,382,274.80 16.767.841.72
National Aeronautics and Space Adninistration. . - . . .o oo v o eeon-. 27,371,765-%6 33,532,485.710
Veterans Administration . ._ 5,56,%57.11 7,421,90.73
Commodl]i% Credit Corporation -4,906,785.70 —7,343,561.34
Health, ion, and Welfare Department 121,685,25.33 50,461,377.10
Interest on the publ IC debt 10,853,267.%6 118,791,675.43
Federal enployees® retirerent fuds . 1,43,465.90
Federal old—age dlsamlny and health insurance trust funds.. ... . . - - 38,843,676.9 58,010,073.3L
ngi'lway ns tustfud... ... GG 6,126,989.48 112%1%%
road retirerent aCCoUNtS. - - - o oo v o e ot i o i e i 31,871
Unemp onment BUSEFUNG. .« - o oo e . 61,105,000.00 23,690,000.00
Veterans™ life insurance funds. . . . . oo oo i i e 5,935,663.79 55,620.00
AL OHIEY . . - - - o o o e e e e e e e e e e e e e e e e e e 502,909,00.78 130,806,794.9
Toalwithdravalls. - . . ..o oo i ieaaaaas . 1,3%,978,408.710 86,448,89.25
Excess of deposits () or withdravals liceble o b.x?et and other
accounts.  (For oégr deposit and wi )ra!w:\%l chta, see Tablen). .. .. -200,280,173.68  +460,008,4%.2

TABLE V-MEMORANDUM ON CERTAIN TRANSACTIONS IN PUBLIC

Non-cash items included in pbl ic debt issues in Table IH and anitted
from Withdrawals inTable IV

$122,697,626.20
Total . e e iaeeeaaaan 12,697,626.20
Cash nts_included inpublic debt redemptions in Table HI
pgweln Wlmdra/vals Hj%able IV:
Interest included rederrptlons of savings and retirement plan
SPPEIF™IHDS 5, svsssssnss 11611 » r> T U r**ene . *e 18,251,408.23
Discount included in Treasury bill redemptions. . ...... - 7,224,5%6.00
Other. - e e e e e e $500.00 1,25.00
Total  _......... L LoD Lot 500.00 97,477,164.23
TABLE VI-U.S. SAVINGS BONDS-SERIES E AND H
Sales— Cash ISSUB PrECE. -« oo i it i i $21,063,854.52 $20,983,7665.74
Accrued discoutton SeriesE ... ...l ...
TOAL- - o e e o oo e e 21,063,854.52 20,983,766.74
Redemptions— for cash, at current redemptionvalve .. . ... ........ 33,34,8/8.% 19,8%0,124.00
Exchanges— Series H for Series E and savingsnotes. . - ... .. ...... 2,539,500.00 1,712,500.00

1Covers period through July 2, 1973.
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Salient features of the new format are these:

- All information represents activity which took place on the date of

the statement.

- Activities at Federal Reserve Banks, tax and loan account depositaries,

and other demand account depositaries are shown separately.

- Significant one-time or intermittent transactions are identified and

reported as they occur.

- Transactions in nonmarketable securities issued to foreign governments

are reported separately.

- Tax and loan account activity by size category of banks is shown

separately.

- A separate table of memorandum information will be provided for

reporting data, such as tax refund checks issued (to be reported
during January through June) which are important for cash flow
analysis, but which are not susceptible to daily classification at
the point of impact on the Treasury's cash balance.

The Daily Statement. in both the current format and the new format, is a
statement showing cash and debt activities, and does not purport to show
Federal budget data. Classification of budget receipts and outlays will
continue to be reported in the Monthly Statement of Receipts and Outlays of the
United States Government. The classifications provided in the new format of the
Dailv Statement do not necessarily correspond to the similar classifications
shown in the Monthly Sfrfli"p-pient because of different reporting bases and sources.
The Treasury expects to expand and refine the classifications in the new format
of the Daily Statement as accounting and reporting techniques are improved.

Pertinent historical data will be available on request from the Office of
the Fiscal Assistant Secretary, Department of the Treasury, by the latter part

of July.



THE DAILY STATEMENT OF IKE UNITED STATES TREASURY

Beginning July 1, 1974, the Daily Statement of the United States Treasury
is being published in a new format concurrently with publication of the statement
in the present format. The new format incorporates features which are designed
to disclose the United States Treasury's daily cash and debt operations in the
manner most useful to analysts in the financial community and the general public
at large. The present format of the Daily Statement will be continued for
approximately thirty days to permit users to compare the different formats,
digest the import of information provided in the new format, and adjust their
analytical techniques accordingly.

With the discontinuance of the present format, it is planned to publish
the statement within two days of the date of activity rather than the three
days required for the present format. The extensive detail on the public
debt, heretofore published with the Daily Statement for the last day of the
month, will be published hereafter in a separate monthly statement.

The new format is derived from the system used internally in the Treasury
for many years in following actual cash flows and estimating future cash
movements and borrowing requirements. It is based on information reported
daily by wire and telephone from the Federal Reserve System and internal
Treasury sources. The present format has incorporated some of this timely
information -- notably the level of cash balances and the classification of
ftiajor tax receipts -- but has also depended on other types of reporting with
varying time lags of from five to fifteen days. Relating the latter information
to the cash balances has required the maintenance of involved clearing accounts
and the appearance, but not the substance, of precise classifications of

activity affecting the Treasury's cash.



Daily Statement of the United States Treasury

JULY 1, 1974

(Detail, rounded in millions, may not add to totals)

TABLE | Operating Cash Balance

Closing Opening balance
balance 1_'his
Type of account this This This Fiscal
day day month year
Federal Reserve Bank accounts........ R $2,417 $2,919 $2,919 $2,919
Tax and loan accounts (Table V)....... 7,249 6,151 6,151 6,151
Other demand accounts......... ....... 89 89 89
Total operating balance.... .......... 9,755 9,159 9,159 9,159
TABLE 1l Deposits and Withdrawals of Operating Cash
This Fiscal This Fiscal
Deposits Today month year Withdrawals Today month year
to date to date to date to date
In Federal Reserve Bank accounts: From Federal Reserve Bank accounts:
1 Public debt receipts (Table I111-B) $ 63 $ 63 $ 63 Public debt redemptions
1 Taxes received through Federal tax . . (Table 111-B) oo $ 1% $ lﬁ $ 1%
1 deposit system LiciDie iv;........ 87
1 Individual income and employment HEW grants (selected)............ 302 302 302
301 301 301 Unemployment insurance........... 2 2 22
13 13 13 Supplemental security income..... 17 17 ég
1 Deposits by States: Interest on public debt......_._.. 60 60
1 Social s)e/zcurity _______________ * * *  Commodity Credit Corporation (net). -29 -29 -29
1 1 1 Export-Import Bank (net)......... - -
Supplemental security income. ... 6 6 6 Agency investments in market (net). 115 115 115
1 Gas and oil lease sales proceeds.. 1.178 1.178 1.178 Other withdrawals:
! rd 1 Unclassified. - . oo oo 1,212 1,212 1,212
Total, other withdrawals....... 1,212 1,212 1,212
Total, other deposits......... Transfers to other depositaries 300 300 300
1 Change in balance of uncollected
I fuds (closing balance 255 ) +22 +22 +22
m Transfers from other depositaries 4 4 4 Total. Federal R Bank
otal, Federal Reserve Ban
-1Total, Federal Reserve Bank . 1,67 1675 2,177 2.177 2.177
BIn tax and loan accounts:
m Puwlic debt receipts (Table 111-B) 11 n ik
m  Taxes received through Federal
T tax deposit system (Table IV).... 789 789 789
m Transfers from Federal Reserve
== 300 300 300 From tax and loan accounts:
m Total, tax and loan accounts Transfers to Federal Reserve Banks
1 (ehle vi 1 102 1,102 1,102 [QE] C3Y) 1, 4 4 4
i Ln other demand accounts: From other demand accounts:
B Transfers from Federal Reserve Transfers to Federal Reserve Banks - e =
I BankS. - coo i i ieie i e - - -
Total, deposits..TTAAT..t...... .... 2,777 2,777 2,777 Total, withdrawals. .. ... ... ... .... 2,181 2,181 2,181
Net total, change in operating cash
e he 9 +596 +596 +596

»Less than $500 thousand.



6 JULY 1, 1974
TABLE IlI-A Public Debt Transactions

(Stated at face value except for savings and retirement plan
securities which are stated at current redemption value.)

This Fiscal This Fsal
Issues Today month year Redemptions Today month vear
to date to date to date 1o e
Marketable: Marketable:
Bills: Bills:
Treasury: Treasury:
Regullar series..... .. ....... $ - $ - $ - Regular series......._....... $ 8 $ 8 $ 8
Tax anticipation series..... Tax anticipation series...... 1 1
Bonds and notes: Bonds and notes:
TreasUNY . «cvveeeeeeeeieeeennn “ TreaSUNY . « v v veeeeeeeeeeea 2 2
Nonmarketable: Nonmarketable:
Savings and retirement plan series Savings and retirement plan series 36 36 B
Cash issue price................ 24 24 24 Special issues.........ooooeon.. 3,018 3,018 308
Interest increment.............. - - - Foreign Government series........ 48 48 8
Special ISSUES. ... .ceeeennan.- 1,182 1,182 1,182 Other... ..o e 38 38 B
Foreign Government series....... 48 48 48
Other. ... .. i 2 2 2
Total, issUes.. .-« ..o aoaan 1,256 1,256 1,256 Total, redemptions................ 3,151 3,151 3E
Net total, change in public debt
outstanding. - - .- oo . -1,895 -1,895 1,95

TABLE I1I-B Adjustment of Public

Debt Transactions to Cash Basis TABLE lI-C Debt Subject to Limit

_ Clesing  Opening batas
Transactions Today tngoggr;e toy(cei‘;;e Classification this This This fiscal
Public debt cash receipts: day day month - year
Publ!c debt issues (Table 111-A).. $1-226 $1,256 $1,256 Total public debt outstanding}. 72,339 474,235 474,235 474235
Premium oh new issues...... . - Less public debt not subject
Discount on new issues: w to limit:
Bills (-).-vomm L - Treasury (-)-c-ceoconna... 617 617 617 611
Bonds and notes (-)...........
Adjustment for special issues (9)- 1,182 1,182 1,182 bpus other obligations subject
Interest increment on savings and to limit:
retirement plan series (-)..... Guaranteed debt of Federal
Total, public debt cash receipts.. 74 74 74 Agenciies. ..........cea... 428 428 428 1 48
) } ) International Monetary Fund.. 825 825 825 825
These receipts were deposited in: Specified participation
Federal Reserve Bahk accounts... 63 63 62 certificates. .. ........... 1.135 1,135 1.135 1135
Tax and loan accounts......... 1 n 13 Total, subject to limit...... 474,110 476,006 476,006 476006
Public debt cash redemptions: Statutory limit.............. 495,000 495,000 495,000 495,006
Public debt redemptions
(Table 111-A)_ ... LI 3,151 3,151 3,153 The statutory debt limit, established at $400 billion, wes
Adjustment for special issues (). 3.018  3.018 3.0l temporarily increased to $495 billion through March 31, 195.
Total, public debt cash
redemptions. . .. ..o ooe ceaaoo. 133 133 13: TABLE V Tax and Loan Accounts
by Bank Category
TABLE IV Taxes Received Through ooenin g;fjjé:'gj;"” $1A705 2709 737 ks
Federal Tax Deposit System DEPOSIES. o Yoo S e lre
Month  Fiscal Withdrawals................. 4 ) ; 4
Classification Today 1o year  Closing balance today........ 1,783 924 4,542 728
date to date
Withheld income and employment taxes $861 $861 $861 .
Railroad retirement taxes...... 2 2 2 TABLE VI Memorandum Information
Excise taxes. .. .occon oo iaaaann 35 35 35
Corporation income taxes.......... 495 495 495 Gold accounts
Federal unemployment taxes........ Assets : Gold (273,949,698.8 0Z.)..... SMa
Change in balance of taxes collected Liabilities:
but not yet classified........_.. -427 -427 -427 Gold Certificates (series of 1934).... I
Total ... ..o 876 876 876 Gold Certificate Fund — Federal Reserve
) ; R System. . ... ...
These receipts were deposited in: Balance of gold. ... ... ... .. .. ........
Federal Reserve Bank accounts.... 87 87 87
Tax and loan accounts........... 789 789 789

~Public debt outstanding has been adjusted, showing IMF notes separately, to conform

with Office of Management and Budget*s presentation of the budget.



For Guidance in Answering Press Inquiries

Thé ireasury Department has been advised that the United States
Customs Court in New York has issued an opinion for the Plaintiff
and against the Government in the case' of Yoshida International,

Inc, v. United States« The Department has not yet had an opportunity

° *
to study the opinion and will, therefore, have no comment at this
time. ~
Background

On August 15, 1971, the President issued Proclamation 4074
imposing an additional duty of 10 percent ad valorem on imports
into the United States. The surcharge was terminated on December 20,
1971, by Presidential Proclamation 4098. In 1972 an action was
filed in the Customs Court by an importer (Yoshida) claiming that
Presidential Proclamation 4074 was illegal and void and requesting
a refund of the assessment imposed pursuant to the Proclamation.
The Government has contended that the Presidential action was lawful
and was authorized by the Tariff Act of 1930 and the Trade Expansion

Act of 1962 as well as by the Trading with the Enemy Act.



Departmentofthe TM fISURY

ISHINGTON. D C 20220 TELEPHONE WO04-2041

P

FOR IMMEDIATE RELEASE July 9, 1974

SECRETARY SIMON SWEARS IN BENNETT AND SCHMULTS

Treasury Secretary William E. Simon today conducted
swearing-in ceremonies for Jack F. Bennett of Connecticut,
who became Under Secretary for Monetary Affairs, and
Edward C. Schmults of Maryland, who became Under Secretary

of the Treasury, succeeding Mr. Bennett.

Mr. Bennett, 50, had been Under Secretary of the
Treasury since March 15, 1974. Mr. Schmults, 43, had been

General Counsel of the Treasury since June 4, 1973.

The ceremonies, attended by families only, were

conducted in Secretary Simon's office.

o000
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Departmentofthe TREASIIRY

lashingtoim; d.c. 20220 telephone W04-2041

FOR RELEASE 6:30 P.M. July 8, 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 July 11, 1974,
were opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 13-week bills 26-week bills
COMPETITIVE BIDS: maturing October 10, 1974 maturing January 9, 1975
Equivalent Equivalent
Price Annual Rate Price Annual Rate
High 98.032 a/ 7.785% 95.753 b/ 8.401%
Low 97.990 7.952% 95.689 8.527%
Average 98.005 7.892% 1/ 95.713 8.480% 1

a/ Excepting 1 tender of $20,000
b/ Excepting 2 tenders totaling $20,000

Tenders at the low price for the 13-week bills were allotted 45%
Tenders at the low price for the 26-week bills were allotted 4%

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted

Boston $ 54,305,000 $ 41,545,000 $ 27,645,000 $ 15,645,000
New York 3,278,815,000 2,149,925,000 2,745,820,000 1,578,640,000
Philadelphia 31,985,000 31,985,000 14,490,000 14,440,000
Cleveland 65,490,000 64,770,000 48,265,000 37,945,000
Richmond 50,695,000 30,695,000 46,610,000 28,010,000
Atlanta 50,045,000 43,025,000 41,030,000 34,175,000
Chicago 183,025,000 85,800,000 257,030,000 45,630,000
St. Louis 37,495,000 29,045,000 34,735,000 24,735,000
Minneapolis 19,295,000 6,110,000 9,370,000 5,370,000
Kansas City 31,930,000 30,975,000 39,075,000 37,825,000
Dallas 38,890,000 23,540,000 39,540,000 22,955,000
San 171,010,000 62,680,000 122,885,000 54,885,000

TOTALS $4,012,980,000 $2,600,095,000 ¢C_/$3,426,495,000 $1,900,255,000 d/

c¢/Includes $440,395,000 noncompetitive tenders accepted at average price,

d/Includes $360,830,000 noncompetitive tenders accepted at average price.

1/ These rates are on a bank discount basis. The equivalent coupon issue
yie.lds are 8.16% for the 13-week bills, and 898% for the 26-week bi]ls.



FOR RELEASE ON DELIVERY

STATEMENT BY THE HONORABLE JACK F. BENNETT
UNDER SECRETARY OF THE TREASURY
BEFORE
THE SUBCOMMITTEE ON INTERNATIONAL FINANCE
OF
THE HOUSE COMMITTEE ON BANKING AND CURRENCY
TUESDAY, JULY 9, 1974 AT 10:00 A.M. EDT

Mr. Chairman and Members of the Subcommittee:

The hearings you have scheduled for this morning are
particularly opportune for me. At noon today, | am
scheduled to have the honor of being sworn in as Paul
Volcker's successor as Under Secretary of the Treasury
for Monetary Affairs. At any time that would be a challeng-
ing assignment, but it hasn't escaped my attention, any more
than it has yours, that conditions today in foreign exchange
and financial markets and rates of growth in prices and
economic production are far from satisfactory around the
world. Under the circumstances, it seems fitting that | be
subjected to some public cross-examination of my thinking as
| enter into the new duties. | am painfully aware, however,
that the oath to be administered later today by Secretary
Simon w ill not make me an instant expert on all economic
subjects.

In trying to understand our present difficulties, |
think primary attention must be given to two major develop-
ments of the last several years:

First, the shortfalls and cutbacks in
previously anticipated levels of production of
important basic raw materials, most importantly
oil; and
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Second, a widespread tendency for govern-
ments to print more money and more government
IOU"s than were appropriate iIn such conditions
of supply stringency.

In my prepared statement this morning, 1 propose to
concentrate on the first of these developments, and parti-
cularly on the impact of the reduction in anticipated
levels of oil production. That Impact continues to be
large, and our difficulties are exacerbated by the uncer-
tainty as to just how large the cutback mLI be in the
future.

Last September, before the outbreak of fighting in the
Mideast, production of oil iIn the non-communist world was
just short of 48 million barrels a day. By November,
certain governments i1n Africa and the Mideast had cut pro-
duction back by about 5 million barrels a day. This large
cutback was followed quickly by a large increase iIn prices
on new short-term oil sales. Even now, some of the pro-
ducing countries are continuing to cut back production far
below the levels of last September; but elsewhere production
has grown so that total world production is probably now
about at last September®s level —- within two or three
hundred thousand barrels per day, one way or the other. But
it is important to note that that level of actual production
today still reflects restraints by certain governments which
are holding total production roughly 4 million barrels a day
below the level which could be produced efficiently with
existing capacity in place.

New contract oil sale prices have fallen from the
temporary peaks of early this year, but some oil producers
are still attempting to charge extraordinarily high prices.
In view of these high prices, consumers both iIn the U.S.
and elsewhere have continued to hold their consumption well

below levels predicted earlier. In fact, on a worldwide
basis consumption has been less than production for some
time now. Inventories have been building up and are now

approaching the spill-over point.



Under these circumstances, crude oil prices today
clearly are under strong pressure to decline further on
international markets -- though not on the bulk of U.S.
production, which is under severe price control. Yet, there
are those iIn the producing countries who are urging their
governments to make new sharp cutbacks in production in
order to try to maintain today®s high oil prices, or even to
try to increase them again. The producing governments are
being urged to raise prices on that portion of the oil pro-
duction being sold directly by the governments and to renege
on long-term contracts to make some oil available on the
basis of agreed specified payments of royalties and taxes to
the governments.

In my view, any new cutbacks in oil production by any
government at this time should clearly be regarded by the
United States and by all other consuming countries, both
more-developed and less-developed, as a counter-productive measure
Moreover, even apart from the political and security impli-

cations for the producers, 1 am convinced that any such cut-
backs would turn out to be economically harmful to the
producers for two reasons. In the first place, the price

effects of such cutbacks would inevitably lead to such
further intensification of research and investment relating
to alternative sources of energy and to alternatives to
energy use that the effect would be to reduce the total value
which the exporters would receive for their oil over the life
of their producing fields. Cutbacks might bring a higher
price for a short period, but they would bring a more than
offsetting reduction in revenues for a long time thereafter
— 1n view of the iImporters®™ iIncreased commitment to alter-
natives .

In the second place, maintenance of present costs of
export oil -- even with no increases — would threaten
severe economic -- and, in some cases, political -- damage
to a large number of consuming countries to an extent which
could not help but cause damaging backlash on the producers
as well.



The damage to the consuming countries in the first
instance would be simple but real -- the result of an in-
crease iIn the costs of their oil 1mports far greater than
the iIncrease iIn the prices of their exports. In this
regard, 1 realize that some officials of oil-producing
countries have attempted to justify further oil price
increases by reference to increases iIn the prices of goods
imported into those countries. Providing the producers with
this argument has undoubtedly been one additional damage we
in the developed nations have inflicted on ourselves by our
miserable performance in relation to inflation. But we
should not lose our sense of proportion. Since 1970, for
example, the new contract FOB export dollar price of Saudi
Arabian light crude has increased approximately 730%,
whereas the average cost of imported goods and services into
the producing countries has increased only about 70% over
the same period. Clearly, the increase in oil prices has
been about 10 times as large. On a similar calculation, the
oil price increase has been about 7 times as large from 1960
to the present.

This large and sudden adverse change in their terms of
trade finds different nations with widely varying capabil-
ities to adapt. For most importing nations, including the
United States, the iImpact is reducing our standard of living
and is reducing our rate of economic growth, but our lives
and our iInstitutions are not seriously threatened. 1In a
number of other nations, however, nations whose standards of
living were already at the literal margin, and whose hopes
for economic advancement were fragile in any case, the
sudden increase iIn the costs of oil —- and, consequently, of
fertilizer as well — could be catastrophic unless there 1is
emergency assistance. And even In some countries whose
standards of living are far above the subsistence level the
new prices could -- iIn the absence of far-sighted iInternation-
al cooperation -- threaten the collapse of existing
institutions.

Such severe damage to the consuming countries would
create a oacklash on the producers -- apart from political



dangers — through undermining the economies to which the
oil-producers must export if they are to derive the maxi-
mum value from their limited resources; and through under-
mining the economies in which the oil producers must
temporarily invest if they are to sell their oil at the most
rewarding time and spend the proceeds on equipment and
services for their own diversified development at the
optimal, non-wasteful pace.

You w ill have observed that, in discussing these impli-
cations of actual and potential oil production cutbacks, |
have stressed the underlying and real economic effects. I
do this because | believe they are serious -- and because |
think the world should be aware of the contrast between the
deliberate cutbacks by some oil producers, on the one hand,
and the determined efforts being made, on the other hand, by
the United States and other nations to increase to the
maximum their production of agricultural and other commodities
to supply world markets.

While | stress these basic effects, | do not wish to
ignhore the impacts of the oil cutbacks on the financial
institutions and arrangements of the Free World. The indirect

effects have been serious and well publicized for a small
number of banks, for example. Yet, in my judgment, our
financial institutions and international monetary arrangements
are not likely to be basically threatened by these develop-
ments in the commodity field. Current problems are real for
some individuals, for particular companies, and for entire
countries, but they are the problems of reduced supply of
goods; they are not likely to be intensified by failure of our
instruments of financial cooperation.

Neither do | feel that current developments pose a
serious threat of world depression. Those who concentrate
their worrying today on the possibility of world depression
have brought to my mind the picture of a man immobilized in
the face of a charging bull by the fear that if he tried
to escape the animal by jumping sideways he might possibly
brush up against an unseen rattlesnake. Certainly,



rattlesnakes -- and also inadequate demand for our economic
production -- are always conceivable dangers; but, right
now, the clear and present danger before us is not
inadequate demand but far too much monetary demand facing

existing capacity to produce. Efforts to draw a parallel
between today*s circumstances and the early thirties seem
to me far fetched. The problem then was too little demand

facing large amounts of unused capacity.

The developments in the commodity markets have, of
course, been resulting in large changes in previous patterns
of financial flows. Consumers and consuming nations are
choosing to borrow a lot more than before in order to ease
their transition to a world of higher cost energy. And some
of the oil producers are choosing to export a large part of
their oil in exchange for IOU*s from the consuming countries.

There have been various estimates that the oil-producing
countries in combination will increase their investments
abroad by $50 to $60 billion during this year. | don't
place confidence in any precise estimate, for it is now
unclear, not only what the price of oil will be during the
rest of this year, but even what it was for the first half of
the year, since various negotiations on that subject are

still under way. Furthermore, at any particular price, it is
unclear how much oil any individual consuming country will
choose to buy, to what extent it will choose to run current

account deficits by lightening its current economic burdens
through borrowing and burdening its future with repayment

obligations. Italy and France, for example, have recently
taken forceful domestic measures to reduce their oil
consumption and their reliance on oil imports, and many other
nations w ill probably take steps in that same direction.

Forecasts of the rate of further accumulation of foreign
investments by the oil-producing countries in future years are
even more tenuous. My own expectation, however, is that the
rate will decline each year, not only because of the lower oil
prices | anticipate, but also because over time the develop-
ment plans of the producers w ill have progressed so that thhy
are using up increasing proportions of current revenues. It
has been estimated that this year oil exporters will be spend-
ing around 40% of their receipts for current imports; | would



expect this percentage to be much larger in future years —
and, ultimately, it will exceed 100%.

Meanwhile, however, the oil producers have been accumulat-
ing what, by any standards, are large investments. By now,
they quite probably exceed $30 billion; and in the early months
of this year the accretions were being largely placed in short-
term bank deposits concentrated in the foreign branches and
foreign currency accounts which comprise the so-called Euro-
market. This concentration had begun to raise questions
about capital adequacy in the banks and about their vulner-
ability to sudden large withdrawals. More recently, strong
counter-pressures have begun to exert themselves. The banks
have begun to reject additional short-term deposits and to
insist on terms more in line with the relending opportunities
available to them. The oil-producing countries, themselves, and
other depositors, have become more careful to insure they were
not risking their funds in institutions with an inadequate
capital base. And there has accordingly been increased interest
in investing in U.S. Treasury securities and in other longer
term securities, including U.S. corporate equities. Secretary
Simon and | hope to discuss these possibilities during our trip
to the Mideast starting Thursday. | suspect the time may also
be coming when there w ill be increased interest both by foreign
and by domestic investors in offering new equity for selected
private banks. With the expanded banking business to be had,
there w ill be those who wish to take advantage of the profitable
investment opportunities which should exist. Obviously, new
equity is the answer if banks have more business than they can
handle with their existing equity base.

Secretary Simon, in his recent speech to the International
Monetary Conference in Williamsburg, also recognized a govern-
mental responsibility in this area. While noting that "Govern-
mental regulation and emergency fTacilities can never substitute
for prudent financial management™, he nonetheless emphasized
that "in the United States, i1t iIs clear that the authorities do
have a responsibility to supervise U.S. banks in both their
domestic and international operations, and a major part of that
responsibility is to insure that they are iIn a sound position
to meet their total liabilities."



All the recent attention to possible massive withdrawal
of funds should not lead anyone to conclude that the oil-"
producing countries have been shifting their funds about in
a volatile manner» In fact, their officials have shown them-
selves to be very conservative investment managers, well aware
of the loss in the value of their i1nvestments which would
result from any sudden effort to unload a large amount of
their securities on the capital market or to transfer a large
amount of their funds from one currency to another»

In relation to the foreign exchange markets, the situation
must be monitored carefully, but it should be recognized that
any instability which may have been causedby the large holdings
of the oil producers are likely to have arisen not from sudden
shifts of these funds from one iInvestment to another but
rather from swings iIn market expectations as to where their
new accretions of funds would be iInvested»

it is for-

In view of the uncertainty
tunate that before the question
so much progress toward greater
monetary arrangements» In this
investment patterns, and in the
rates of inflation in different

on this subject,
arose there had already been
Tlexibility In our international
period of change iIn trade and
presence of widely differing
countries, an attempt to main-

tain a framework of rigid exchange rates ,would probably have

led, in practice,

substantial changes i1n exchange

of oil prices began last October»

without serious
transactions»

interruption to

to explosive instability»

A small number of banks did get into trouble
their foreign exchange dealing during this period,

There have been
rates since the upward spurt
Yet, these have been handled
the world*s trade and investment
in
but their

difficulties seem to have been focused in faulty internal
procedures and in involvement iIn foreign exchange speculation

out of proportion to the size of the institutions»

as theilr experience was,

Regrettable

it probably has had the salutary effect

of bringing other institutions to examine their foreign exchange
practices more carefully» And the recent Herstatt case in
Germany, 1in particular, 1is leading banks to consider whether
changes are desirable In interbank clearing procedures to reduce
unintended risk exposure iIn what were intended to be essentially
riskless simultaneous exchange transactions»



In recent weeks, the U. S. and other governments have
also given consideration to the possibility of setting up a
new inter-governmental agency which would be designed to
borrow large amounts of money from the oil producers on
commercial terms and then to re-lend those funds in other
countries again on commercial terms0 That type of agency
remains a possibility, if it should be needed, but at the
moment the consensus = which | think is wise -- is that it
would be better to rely basically on the many different channels
provided by existing institutions for handling the large, new
investment flows among nations.

Governments, nonetheless, have an important supportive

role. In the UO S., we recognized that earlier this year by
removing the controls on the outflow of capital from the
United States. We recognized it by expanding the network of

bilateral swap agreements by which governments stand ready to
help each other in case of short-run exchange market distur-
bances. And we and other governments recognized it by a wide
range of cooperative international initiatives. At the recent
final meeting of the "C-20" Ministerial Comn*ittee, there was a
renewed dedication to international monetary cooperation and
agreement on a new pledge to avoid restrictive trade measures
for balance of payments purposes. A new facility was created
in the IMF to provide 4- to 7-year credit assistance to aid
nations in adjusting to higher oil prices, and there was
agreement that in some cases — through a so-called extended
Fund facility -- the IMF should be able in special cases to
provide credit of longer maturity to less-developed countries
undergoing major structural changes. There is also an under-
standing that governments in need may sell some portion of
their gold holdings into private markets or use their gold as
collateral for borrowing.

All these actions were constructive responses which have
strengthened our international monetary system. But we must
recognize that for a small number of particularly hard hit
countries these measures are not likely to be enough. I'm
sure that Jim Grant; will later this morning be more eloquent
than ! can be on thie prospective plight of those countries
whose standards of life were already abysmally low and now
have the distinction of being the "most seriously affected" by

the new oil prices. These are among the countries which have
reason to be grateful to you on this Subcommittee for securing
passage of the IDA authorization a few days ago. Yet, those

funds were intentionally clearly earmarked to be used on
specific long-range development projects to raise their people
from the sink of poverty. Those IDA funds w ill not be, and
should not be, available to help pay any of the tremendous
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increase in the costs of oil and fertilizer for the immediate
use of their struggling economiesO For this purpose, these
countries will be pleading, before this year is over, for some
non-project funds on a concessional basis» There i1s no likeli-
hood, however, that such funds could be repaid within a few
years; they will have to be on a long-term, low-interest basis»
In most cases, the lack of these funds is probably not a

matter of life~and death this week, but that time is probably
not many months away» And the total sums in question for this
year are not immense» | doubt that i1t will ultimately be
decided that a large amount is appropriate in this calendar
year from all sources in new forms of aid above those traditional
forms of aid already scheduled»

Still, there is an organizational urgency in reaching a
consensus on some analysis of the factual situation in these
countries and i1n insuring that there is an adequate response
from those countries of the world who are in a more-favored
position»

Some of the oil-producing countries have begun to respond
with 1solated bilateral arrangements» There have also been
appeals for funds by the UN and discussions of various possible
joint initiatives by some of the oil exporters, but little has
actually been committed at this time specifically to alleviate
the near-term distress of the "most seriously affected"*

The oil producers have agreed to purchase additional
amounts of World Bank bonds and to lend about $3 billion to
the IMF, but these iInvestments are at approximately market terms
and are effectively guaranteed as to repayment by the major
developed nations, including the U»S» They do not represent
provision of the concessional funds appropriate for the ""most
seriously affected»

For them, the rescue operation, in large part, remains to
be organized» For this purpose, it may well be that no new
financial institution is needed; but there must be a group
which i1s charged with being sure the job gets done» For this
purpose, 1 am placing great hope on the new ministerial
development council to be set up along C-20 lines, iIn accordance
with a decision taken by the Ministers when they were in
Washington last month for the final C-20 Meeting» 1 certainly
hope that this new group representing oil producers and oil
consumers, both developed and less developed, will be small
enough to function effectively and will have the competence
and the conscience for the job»
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The problems which that new council will face and the
problems which all of us face with the new oil prices are
real» The appropriate remedy is to lower those prices. Mean
while, we must cooperate internationally to mitigate the real
problems as much as we can. If we continue that cooperation,
if we stay alert, those real problems will not be made worse
by any freezing-up of the world"s financial mechanisms.

Thank you.
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No one will be surprised when | express strong
support for the goal of this Conference — to elect an
inflation-proof Congress in 1974. Since my first day as
Secretary of the Treasury | have been hammering away at
the point that inflation is our number one economic
problem.

The i1nflation we have experienced has gone on so
long and become so iIntense that it has done damage to
every sector of our society. It has hurt everybody -

|
people at all income levels, corporations, financial
institutions, local governments — everybody. But most
of all, it has hurt the poor.

But while the damage done by inflation is clear

enough, 1t is not going to be easy to bring it under

control. And that brings me to the aspect of this

WS-53



conference 1 particularly like, and that is your focus

on the political dimension of inflation. | don"t mean
politics in the partisan, how-do-we-get-elected sense,
but In terms of Government leaders of whatever political
persuasion representing and responding to the will of
their constituents. Inflation iIs not just an economic
problem, it is a political problem as well. In fact, the
biggest worry 1 have about our economic future is whether
or not the American people and their Government will have
the sustained political will to carry this long, tough
anti-inflation battle through to a successful conclusion.
The Origins of Inflation

The i1ndustrialized democracies of the world have all
suffered an horrendous bout of inflation over the past
decade — the United States less than most (although
I take little comfort from that fact). |1 think it is
fair to conclude th,at in almost every case a major cause
of the inflation was political.

In saying that, | do not mean to imply that inflation
is a simple matter, with only the single dimension of
government economic policy. [Inflation is a complex process
with many causes. For example, we are all aware of the
series of outside shocks that hit our-price level during

the past two years.
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World production of wheat and coarse

grains declined a disastrous 3 1/2 percent
in 1972, which*resulted in a 36 percent
increase in farm prices and a 20 percent
increase iIn consumer food prices during 1973.
Every industralized nation in the world
experienced strong growth in 1973, and this
unusual simultaneity put strong pressure on
all internationally-traded raw materials.

In the United States, wholesale prices of
crude materials, excluding food, increased
31 percent during 1973.

The devaluations of the dollar m"de the
food and industrial raw material price
explosion even worse, because the United
States suddenly became the most favorable
place for(other nations to obtain those
hard-to-get raw materials. This was good
news for our international trade position,
but it put substantial additional pressure
on domestic prices.

At the end of 1973, the Arab nations
quadrupled the price of crude oil, which put

great pressure on the prices of almost



all goods and services produced iIn the
United States.

e The end of wage and price controls just
two months ago has added the predictable
burst of price"pressures to the current
situation.

All of those forces, however, are one-time events.
While they are with us, they have an enormous influence on
the general price level. For the most part, however, it
is a .temporary influence. And when these special forces
have passed — : and most are in the phase-out stage now —
we Tind that the problem of inflation is still with us,
almost as strong as ever. At the end of this year, after
the food and fuel and other special factors have receded,
our price level will probably still be rising by something
in the neighborhood of 7 1/2 percent per year.

And the reason we still find such an horrendous rate
of inflation in thelsystem after the special factors have
run their course iIs that the American people and their
government have been making the political decisions that
have brought it about. We have increased Government spending
faster than we have been willing to pay for it through
taxation. We have created too much new money and credit,

so that more borrowing and investment have taken place



than could be financed put of savings. By those actions
we permitted, encouraged, and even forced the demand for
goods and services to outrun the productive capacity of
our economy. The inevitable result was inflation.

What this boils down to is that our economic reach
has been greater than our grasp of how the economy works.
Our eyes have been bigger than our stomach. We have not
learned that the standard of living In an economy cannot
grow more rapidly than productivity. We do not want to
accept the i1dea that resources are scarce and that It we
make a decision to give more to some people in the society
we are at the same time deciding to take those resources
away from somebody else. Moreover,, If we do not make the
take-away decision explicitly — by cutting Federal spending
elsewhere, for example — we do not escape that decision.
It is accomplished instead by the tax of inflation.

My basic point, is that iIn making many of the decisions
that are so crucially important for inflation we act through
our political system. It is a political decision whether
or not a government spending program is accelerated or
throttled back. It is a political decision whether or not
taxes are raised or lowered. It is a political decision
whether or not we use a Federal program to funnel cheap

credit to special sectors of the economy. And for too



many years now, too many of these political decisions

have been going the wrong way. From a political point of
view, It is always easier to spend than to tax. From an
economic point of view, that excessive spending levies

the cruelest and most indiscriminate tax of all — inflation.
The Cure

The correction of the inflation problem is every bit
as difficult and complex as the inflation itself. There
are no simple, quick solutions. Back in 1971, some of us
thought there might be, but now that controls have had
their try we know better.

No, if we are to lick this inflation, we will have
to go back to fundamentals. One such fundamental 1is more
savings and investment. As 1 mentioned earlier, the demands
of the American people go far beyond the capacity of the
economy. It is of vital importance, therefore, that we
continue, and accelerate if we can, the upward trend of
productivity. And that will take a very large volume
of savings and investment.

It 1Is no accident that economies, such as Japan or
Germany, that devote a large proportion of their output
to capital formation have also experienced rapid gains in
output per man-hour. By contrast, the United States has

put a rather small share of its output into new plant



and equipment — about 15 percent versus an average of
about 19 percent in the other i1ndustrialized nations —-

and we have also had a much slower rate of productivity
advance. The need for emphasizing capital formation should
be clear.

In addition, however, there are important new
investment requirements that go beyond the normal needs
to replace and expand the existing stock of productive
capital. There are many of these new iInvestment requirements,
including pollution control, new systems of urban trans-
portation, and energy. The latter is the most Important
by far. Project Independence iIs estimated to take from
three-quarters to one trillion dollars of new investment
over the next decade pr so. In recent years energy has
accounted for about one-fifth of total iInvestment; iIn the
foreseeable future, however, that proportion will have to
rise to about one-third.

It 1s clear, therefore, that our future needs for
saving and investment represent an enormous challenge
above and beyond what i1s normal for the American economy.
Indeed, investment, will have to take a rising share of
economic output at the expense of consumption and

government spending. -



To do this,, we will have to make several important
changes i1n our policies. First, Government spending will
have to be curbed to make economic room for the added
investment. Second, profits will have to grow to provide
both the i1ncentive and the wherewithal for iInvestment.

We cannot look upon profits as an unnecessary evil, as

I fear so many Americans now do. We must avoid legislation
and regulation that is punitive of profits honestly earned.
IT we do not, capital formation will be inhibited and the
real purchasing power of workers® earnings will grow more
slowly.

Third, we must reverse our long-held policies that
penalize saving and encourage consumption. Our fax
system should be re-examined to this end. Federal Reserve
Regulation Q, which limits iInterest paid on savings accounts,
should be revised at the earliest opportunity. And we should
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, 1In regulating the price of natural gas.

It 1s 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 1In 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 planting
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 time, can
achieve 1In overcoming serious economic problems.
That Old-Time Religion

Another fundamental part of the fight against
inflation i1s what has come to be called 'that old-time

religion,” the essence of which is sufficient monetary
and fiscal restraint to keep the demands for economic
output within our capacity to meet them. Indeed, iIf we
are to squeeze out the high rate of inflation that is now
thoroughly embedded in our system, we will have to opera.te
with a margin of slack in the economy.

This,does not mean that economic policy should be
harsh and brutal. Not at all. A recession would not help
the cause of price stability —~ quite the contrary, because

a recession would force us back iInto .strongly stimulative

policies that in the end would create still more inflation.
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Frequent and abrupt changes in economic policy are almost
as disastrous as no restraint at all.

Still, that old-time religion has its costs. We
will have to take some unpleasant-tasting medicine, and we
will have to continue to take i1t for several years or
longer. We will have to give up some government spending
programs, and unless growth in Federal spending can be
cut back appreciably we will have to forego the pleasures
of a tax cut. Credit will have to be less easily available.
Business profits cannot grow quite so buoyantly. Unemploy-
ment will have to average slightly higher than it otherwise
would.

These are not negligible costs. But if we are to
regain control over inflation, there iIs no other way;
The costs of continued rapid inflation, which is the only
alternative, are far greater.

And that bringg us back to politics again. | said
at the outset of this talk that my biggest worry was
whether the American people and their Government would
have the sustained political will for this fight. I think
there is more hope now than ever before. The double-digit
inflation of this past year has frightened many people,
and made them more willing to support>tough anti-inflation

policies. Good economics is getting to be good politics.
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But my question has not been answered»yet. We do
not know iIf the people and their elected representatives
want to attack the root causes of inflation, rather than
just the results of inflation. We do not know if they
will face up to the cost"s of anti-inflation policies.

We do not know iIf they will assess these costs — as | do
as being much smaller than the costs of continued rapid
inflation. If we can persuade them of this, then we will
have gone a long way toward achieving the important goal

of electing an inflation-proof Congress in 1974.
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SIMON TO LEAD HIGH-LEVEL DELEGATION
TO MID EAST AND EUROPE

Secretary of the Treasury William E. Simon announced today
that he will lead a high-level economic delegation to Egypt,
Israel, Saudi Arabia and Kuwait, followed by meetings with the
finance ministers in Germany, France and England.

It will be his first mission abroad as Treasury Secretary.

Simon will be accompanied by Under Secretary Jack F. Bennett,
Assistant Secretary Gerald L. Parsky, and key officials from the
State, Treasury, Commerce and Agriculture Departments and AID.

Simon’s visit to Egypt is being made at the President’s
request, pursuant to the Declaration of Principles signed by
Presidents Nixon and Sadat on June 14, and will add to the
growing dialogue with that country. I have every confidence,"
Simon said, "that we can make a viable and lasting contribution
in assisting the Egyptians in their quest for rapid economic
development and iIn further developing mutually advantageous
economic relations between Egypt and the U.S.™

Simon’s trip to Israel is a result of the June 17
U.S.-Israeli joint statement issued during President Nixon’s
visit to Israel. It will include meetings with
Prime Minister Rabin and other high government officials,
and explore ways of strengthening and developing further the
framework of bilateral economic relations.

"Our visit to Saudi Arabia i1s a follow-up to Prince Fahd®s
June visit to the U.S. when we established the Joint U.S.-Saudi
Commission on Economic Cooperation, and will continue our
effort to cooperate iIn the areas of: iIndustrialization, man-
power and education, science and technology, and agriculture,™
Simon stated. Simon is the U.S. Chairman of this commission,
and Mr. Parsky 1is 1ts Executive Secretary.

"Through the Joint Commission we will be working in concert

with key Saudi economic policy officials to assist them in
diversifying their economy,'™ Simon stated.

(MORE)
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The Middle East portion of Secretary Simon’s trip will con-
clude with a visit to Kuwait, where he will exchange views with
Kuwaiti officials on global economic, financial and energy matters
in consider.ion of the significant role Kuwait plays, not only

in oil affairs, but also as a contributor to
tary stability,

international mone-
and as one of the most rapidly growing business
and industrial centers

in this extremely important area.

The Treasury Secretaryedeparts from Washington on Thursday,
July 11, and will return on Saturday, July 27.

o0o
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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,
[o be issued July 18, 1974, as follows:

9l1-day bills (to maturity date) in the amount of $2,600,000,000, or thereabouts,
representing an additional amount of bills dated April 18, 1974, an<® to mature
iOctober 17, 1974 (CUSIP No. 912793 UU8), originally issued in the amount of
»1,804,175,000 (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 July 18, 1974,
jad to mature January 16, 1975 (CUSIP No. 912793 VR4)v

The bills will be issued for cash and in exchange for Treasury bills maturing
July 18, 1974, outstanding in the amount of $4,314,475,000, of which Government
accounts and Federal Reserve Banks, for themselves and as agents of foreign and
jinternational monetary authorities, presently hold $2,373,975,000. These accounts
rney 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,
jtod 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
ihour, one-thirty p.m., Eastern Daylight Saving time, Monday, July 15, 1974,
Tenders will not be received at the Treasury Department, Washington. Each tender
[mwst 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
|he 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

p the special envelopes which will be supplied by Federal Reserve Banks or Branches
fn application therefor.

Banking institutions and dealers who make primary markets in Government
iSecurities, and report.dailv 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 ad
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 repi
shall be final. Subject to these reservations, noncompetitive tenders for each
issue for $200,000 or less without stated price from any one bidder will be accepted]
in full at the average price (in three decimals) of accepted competitive bids for
the respective issues. Settlement for accepted tenders in accordance with the
bids must be made or completed at the Federal Reserve Bank on July 18, 1974,
in cash or other immediately available funds or in a like face amount of Treasury
bills maturing July 18, 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 thé 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.



STATEMENT BY EDWARD C. SCHMULTS
UNDER SECRETARY OF THE TREASURY
BEFORE THE LEGISLATION AND MILITARY OPERATIONS SUBCOMMITTEE
OF THE HOUSE COMMITTEE ON GOVERNMENT OPERATIONS
JULY 10, 1974

Mr. Chairman and Distinguished Members of the Subcommittee:

| am appearing before you today in response to your
invitation that 1 present a statement on behalf of the
Department of the Treasury concerning Reorganization Plan
No. 2, 1973, and the recent study by the Office of Management
and Budget which was iInitiated to improve the iInterdiction
of contraband and aliéns along our common border with Mexico.
With me today is Commissioner of Customs Acree. Commissioner
Acree has a prepared statement which he will offer after
the Committee has finished hearing my testimony.

One of the purposes of Reorganization Plan No. 2 was

to provide a more effective and unified effort iIn the control
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of i1llicit drugs in the United States. One of the major
geographical areas where illicit drugs enter the United
States 1is our common border with Mexico. The Office of
Management and Budget initiated a study in December of 1973
with the objective of obtaining more effective law enforce-
ment control along our southern land border. The Treasury
Department was happy to participate iIn a comprehensive
study of the problem since we wish also to promote the most
efficient use of the existing resources and special skills
of the Federal agencies situated along the border. The
U.S. Customs Service and the Treasury Department were fully
involved in the study and provided our suggestions and
comments on the alternative proposals and made specific
recommendations of our own.

Given the existing statutory and regulatory authorities,
our basic proposal to the OMB study team was to retain all
Federal agencies presently operating on the border and for
them to operate in what appeared to us to be the most
effective manner. | understand your Committee has been
given copies of the materials prepared by the Treasury

Department, including our specific proposals. It is fairly



common in the United States to have different law enforce-
ment agencies operating in the same geographical area and
we felt our proposal would maximize enforcement efficiency
and effectiveness and minimize the disruption of personnel,
property and statutory authority.

We are obviously disappointed in the outcome of the
OMB study. However, the Treasury Department has accepted
the results and feels that the proposal is a workable one.
It will help eliminate any unproductive competition among
Federal agencies and should improve the overall border
enforcement effort. The Treasury Department and the U.S.
Customs Service will continue to cooperate with the Immigration
and Naturalization Service and the Drug Enforcement Admin-
istration since we feel that, although the specific missions
of these various law enforcement agencies differ, their
overall purpose is to prpvide effective law enforcement.

It Is our intention to begin preparation of various
operating agreements that will provide the basis for the
Border Patrol®s authority to conduct contraband interdiction
between the ports of entry along the Mexican border. We

will also continue to improve our relationship with DEA



through operating agreements to include the exchange of
information and also to promote cooperation between the
agencies in conducting specific cases.

Through our combined efforts | believe we will attain
a border that is more secure. This concludes my prepared
statement and | would be happy to answer any questions you

may have.



FOR RELEASE ON DELIVERY

STATEMENT BY THE HONORABLE VERNON D. ACREE
COMMISSIONER OF CUSTOMS
BEFORE THE LEGISLATION AND MILITARY OPERATIONS SUBCOMMITTEE
OF THE HOUSE COMMITTEE ON GOVERNMENT OPERATIONS
JULY 10, 1974

Mr. Chairman and Members of the Subcommittee

| am appearing before your subcommittee today iIn response
to your invitation that | present a statement in connection
with your review of Reorganization Plan No. 2 of 1973 and
the results of the related study recently released by the
Office of Management and Budget.

The Secretary of the Treasury and the Customs Service
have been responsible since 1789 for the enforcement of all
provisions of the Customs laws, many of the navigation laws
and, within the last 50 years, the air commerce laws, 1In
addition to the enforcement of more than 200 laws for
approximately 40 other Federal agencies.

Late 1n 1973, following the announcement of Reorganization
Plan No. 2, the Office of Management and Budget conducted a

study regarding enforcement of drug and other contraband



interdiction along the Mexican border. Customs presented
to OMB i1ts recommended strategy for covering these problems,
which was based on its on-going operations. At the Committee*
request, we have furnished the Committee copies of our concept

The Office of Management and Budget examined our
operation in the light of alternative proposals. They did
not select ours. The concept they did choose was announced
publicly and has been communicated to you in detail.

In general, the study concluded that the Immigration
and Naturalization Service should be responsible for iInter-
diction of drugs and other contraband between ports of entry
on the Mexican border, while Customs acts as single-agency
manager at the ports of entry. Customs also has been
designated as the lead agency to continue the air iInter-
diction program that it has developed.

Naturally, we were disappointed that our strategy was
not adopted by OMB, and that the performance of our Customs
Patrol Officers did not, in OMB"s view, justify their con-
tinuation at their locations along the border. We thought
our border operation was better than altérnative plans offered

by others. The Customs Service, however, 1is a professional



law enforcement agency. We will try to the best of our

ability to make the organizational realignment and new

procedures work.

This concludes my formal statement. |1 will be happy
to answer any questions you may have or to supply any

additional iInformation you desire.
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Secretary of the Treasury, William E. Simon,
today announced designation of John A. Bushnell
as Deputy Assistant Secretary for Developing Nations
Finance iIn the Office of the Assistant Secretary for
International Affairs. He succeeds Richard F. Larsen.

The responsibility of Mr. Bushnell will be
primarily within the area of development assistance,
focusing on U. S. relations with the multilateral
lending institutions.

Mr. Bushnell has served with distinction as a
Foreign Service Officer in the Department of State
since 1959. He has been detailed to the National
Security Council since 1971 and will now be on
detail at Treasury.

Mr. Bushnell was the recipient of The Merit
Honor Award in 1967, and the William R. Rivkin Award
in 1968.

He was born iIn 1933 in New York City, New York,
and holds degrees from Yale University and the Uni~
versity of Melbourne.

He i1s married to the former Ann Morel. They
have three children: John, Mark, and Timothy.
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FOR IMMEDIATE RELEASE July 11, 1974

Secretary of the Treasury, William E. Simon,
today announced his intention to appoint Richard
F. Larsen as Special Assistant to the Secretary.
This 1s a new position.

Dr. Larsen, who has been serving as Deputy
Assistant Secretary for Developing Nations Finance
since February 1973, will work on coordination of
Treasury operations in the areas of domestic and
international capital and natural resource manage-
ment. Previously Dr. Larsen served as Lieutenant
Governor of North Dakota and in his new position
Is expected to develop closer working relations
between the U. S. Treasury and those multi-state
and state government units concerned with resource
utilization and planning.

Larsen, 37, 1is married to the former Christine
Ellen Frawley of New York City, has two children

and lives iIn Bethesda, Maryland.
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FOR IMMEDIATE RELEASE July 11, 1974

ANTIDUMPING INVESTIGATION INITIATED
ON CHICKEN EGGS IN THE SHELL
FROM CANADA

Assistant Secretary of the Treasury David R. Macdonald
announced today the initiation of an antidumping investiga-
tion on imports of chicken eggs in the shell from Canada.

Notice of this action will be published in the Federal
Register of July 12, 1974.

Mr . Macdonaldls announcement followed a summary
investigation conducted by the U.S. Customs Service after
receipt of a complaint alleging that dumping was occurring in the
United States. The i1nformation 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 chicken eggs
in the shell from Canada were valued at approximately

$4,700,000.



FOR IMMEDIATE RELEASE July 11, 1974

PROGRESS NOTED IN EXPORT CREDIT DISCUSSION

Progress was reported today at the conclusion of a two-
day meeting here in discussion of a gentlemen’s agreement on
export credits among representatives of the nine member
countries and the Commission of the European Communities,
Japan and the United States. Representatives of Canada
attended as observers.

The purpose of the meeting, which followed other meet-
ings in Europe, was to pursue the possibility of establishing
minimum interest rates and maximum lengths on officially
supported export credits. Certain other terms and conditions
of export credit were also mentioned for further discussion.

All delegations expressed the desire to conclude a
gentlemen’s agreement as soon as possible. They observed
that the discussions in Washington had made it possible to
establish a consensus on the framework of such an”agreement
and to clarify a limited number of problems iIn which delega-
tions need to consult their governments in order to reach a
final conclusion. It was agreed the discussions would be
resumed in September.



FEDERAL FINANCING BANK, WASHINGTON,D,C

FOR IMMEDIATE RELEASE July 11, 1974

FEDERAL FINANCING BANK BILL OFFERING

The Federal Financing Bank today announced its first
borrowing from the public.

The Federal Financing Bank is an instrumentality of
the United States Government and its obligations are general
obligations of the United States, identical iIn this respect
to Treasury obligations.

With the approval of the Secretary of the Treasury, the
Bank 1is inviting bids for $1.5 billion of discount bills to
mature March 31, 1975. The bills, which will have the
characteristics of Treasury bills and will be sold iIn the
same way, will be auctioned on July 23 for delivery on
July 30. Commercial banks may make payments for their own
and their customers”® accepted tenders by crediting Treasury
tax and loan accounts.

Jack F. Bennett, President of the Bank and Under Secretary
of the Treasury for Monetary Affairs, noted that the maturity
date of the Bank’s bills corresponds with a maturity date in
Treasury®"s 2-year cycle. Consequently, at maturity, these
securities could be refunded by an issue of 2-year notes at
that time either through Treasury or the Federal Financing
Bank.

The Bank was created by the Act of December 29, 1973,
to consolidate the market financing of other Federal agencies.
It made i1ts first loan on May 24, 1974, and by July 30 it will
have $1.4 billion of loans outstanding, all of which will have
been financed by borrowing from the Treasury. The proceeds of
the public borrowing announced today will be used to pay off
the borrowing from the Treasury.

There are attached brief descriptions of the Federal
Financing Bank and the characteristics of its bills, and a
formal opinion of the Attorney General of the United States
concluding that "the obligations of the Baik will be general
obligations of the United States backed by its full faith
and credit.”



CHARACTERISTICS OF FEDERAL

Public Law 93-224 established the
the general direction and supervision
Treasury. The purpose of the Bank 1is
financing of other Federal agencies.

The Bank may purchase obligations

for timely payment by the Bank of principal

obligations issued iIn the markets

FINANCING BANK BILLS

Federal

Financing

Bank under

of the Secretary of the
to consolidate the market

issued,

and

sold, or guaranteed
by any Federal agency. To finance such purchases the Bank may
issue obligations in the market or to the Secretary of the Treasury.
The authority of the Bank to borrow from the Secretary of the
Treasury assures the immediate availability of any funds required

interest on

Obligations issued in the market by the Bank are obligations
of the United States 1issued with the approval
the Treasury. Federal Financing Bank bills are

— Available in bearer or book-entry form.

of the Secretary of

-- Exempt from State and local taxation to the same extent as

Treasury securities.

— Lawful investments and may be accepted as security for all
fiduciary, trust and public funds (including Treasury tax and
loan accounts), the investment or deposit of which is under
the authority of any officer of the United States or of the
District of Columbia, the Commonwealth of Puerto Rico, or

any territory or possession of the United States.

— Eligible as collateral for Federal

Reserve Bank advances.

-- Eligible for Federal Reserve Bank open market purchases.

— Payable at Federal Reserve Banks or at the Treasury.

— Eligible for denominational exchanges at Federal
the Bureau of the Public Debt of the Treasury.

Eligible for conversion to book-entry at Federal

-- Eligible for Federal Reserve Bank wire transfer.

-- Eligible for relief in the event of

loss, theft,

Reserve Banks o

Reserve Banks.

or

destruction in the same manner as Treasury securities.

-- Eligible for purchase by national

— Eligible for investment by Federal

tions, Federal credit unions,
companies.

and small

savings and

business

banks without restriction.

loan associa-

investment



ORGANIZATION OF THE FEDERAL FINANCING BANK

The Federal Financing Bank was created by the Federal
Financing Bank Act of 1973, approved December 29, 1973,
(P.L. 93-224, 87 Stat. 93) as an instrumentality of the
United States subject to the general direction and super-
vision of the Secretary of the Treasury. The purpose of
the Bank is to consolidate the market financing of other
Federal agencies. The Bank is authorized under the Act to
purchase any obligations issued, sold, or guaranteed by
any Federal agency, and to finance such purchases by issu-
ing its own obligations in the market or to the Secretary
of the Treasury.

The Secretary of the Treasury is Chairman of the
Board, and the Under Secretary of the Treasury for
Monetary Affairs is its President,

BOARD OF DIRECTORS

Secretary of the Treasury, Chairman

Deputy Secretary of the Treasury

Under Secretary of the Treasury for Monetary
Affairs

General Counsel of the Treasury

Fiscal Assistant Secretary of the Treasury

OFFICERS
President Under Secretary of the Treasury
for Monetary Affairs
General Counsel General Counsel of the Treasury
Vice President
& Treasurer Fiscal Assistant Secretary of
the Treasury
Vice President Special Assistant to the Secretary
of the Treasury (Debt Management)
Secretary Assistant to the Special

Assistant to the Secretary of
the Treasury (Debt Management)
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Honorable William E. Simon
The Secretary of the Treasury
Washington, D. C. 20220

My dear Mr. Secretary:

You have requested my opinion as to whether
obligations to be issued by the Federal Financing Bank
will be backed by the full faith and credit of the
United States.

The Bank was created by the Federal Financing Bank
Act of 1973, P.L. 93-224, 87 Stat. 937 to assure
coordination of Federal and federally assisted borrowing
programs. It is a government instrumentality subject to
the general supervision and direction of the Secretary
of the Treasury.

Congress has specifically authorized the Bank to
issue obligations to the public In amounts not in excess
of $15,000,000,000 or such additional amounts as may be

authorized in appropriations acts. 87 Stat. 939. In

addition, the Bank may issue obligations to the Secretar
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of the Treasury and the latter may in his discretion
purchase any such obligations. Aside from the
Secretary's discretionary purchases, moreover, the Bank
may require him to purchase its obligations in amounts
that will not at any time cause his holdings from
required purchases to exceed $5,000,000,000.

Nowhere in the legislation is it expressly stated
that the full faith and credit of the United States s
pledged to the obligations issued by the Bank. However,
an extensive series of opinions of Attorneys General of
the United States has established that such language is
not necessary to a pledge of full faith and credit. It
is enough to create an obligation of the United States
if an agency or officer is validly authorized to incur
such an obligation on its behalf and validly exercises
that power. jE.jg., 42 Op.A.G. No. 30; 42 Op.A.G. No. 1;
41 Op.A.G. 403; 41 Op.A.G. 363.

In sum, | am of the opinion that if issued within
the monetary limits of the Act and in accordance with

its other provisions, the obligations of the Bank will



be general

obligations

of the United States backed

its full faith and credit.

Sincerely,

William B, Saxbe
Attorney General

by



FEDERAL FINANCING BANK, WASHINGTON, D. C.

FOR IMMEDIATE RELEASE July 11, 1974
FEDERAL FINANCING BANK BILL OFFERING

The Federal Financing Bank, with the approval of the Secretary of the
[Treasury, by this public notice invites tenders for $1,500,000,000, or thereabouts,
[of 244-day Federal Financing Bank bills to be dated July 30, 1974, and to mature
[March 31, 1975 (CUSIP No. 313322 AAT7).

The bills will be issued on a discount basis under competitive and non-
Icompetitive bidding as hereinafter provided, and at maturity their face amount
1 will be payable without interest. They will be issued in bearer and book-entry
[forms only, and in denominations of $10,000, $15,000, $50,000, $100,000, $500,000
[and $1,000,000 (maturity value).

Tenders will be received at Federal Reserve Banks and Branches up to the
[closing hour, one-thirty p.m., Eastern Daylight Saving time, Tuesday, July 23,

[1974. Tenders will not be received at the Federal Financing Bank in Washington,
[D C. 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.,
199.925. Fractions may not be used.

Banking institutions and dealers who make primary markets in Government
Securities and report daily to the Federal Reserve Bank of New York their positions
1 with respect to Government securities and borrowings thereon may submit tenders
ffor account of customers, provided the names of the customers are set forth in
jsuch tenders. Others will not be permitted to submit tenders except for their
oan account. Tenders will be received without deposit from incorporated banks and
trust companies and from responsible and recognized dealers in investment securities.
Benders from others must be accompanied by payment of 2 percent of the face amount
of bills applied for, unless the tenders are accompanied by an express guaranty of
payment by an incorporated bank or trust company.

All bidders are required to agree not to purchase or to sell, or to make any
agreements with respect to the purchase or sale or other disposition of any bills
bid for under this offering at a specific rate or price, until after one-thirty p.m.,
»astern Daylight Saving time, Tuesday, July 23, 1974.

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
federal Financing Bank of the amount and price range of accepted bids. Only those
submitting competitive tenders will be advised of the acceptance or rejection there-

ff* The Federal Financing Bank expressly reserves the right to accept or reject

finy or all tenders, in whole or in part, and its action in any such respect shall be
final. Subject to these reservations, noncompetitive tenders for $300,000 or less
»ithout stated price from any one bidder will be accepted in full at the average price
fin 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
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on July 30, 1974, in cash or other immediately available funds. Any qualified
depositary will be permitted to make settlement by credit in its Treasury Tax
and Loan Account for bills allotted to it for itself and its customers.

Under Sections 454(b) and 1221(5) of the Internal Revenue Code of 1954,

the amount of discount at which bills issued hereunder are sold is considered

to accrue when the bills are sold, redeemed or otherwise disposed of, and the
bills are excluded from consideration as capital assets. Accordingly, the ower
of 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.

This offering is made pursuant to Federal Financing Bank Circular No. 1-74
Copies of the circular may be obtained from any Federal Reserve Bank or Branch.



The following amendments to the Cuban Assets
Control Regulatioms are published to comply with the
Freedom of Information Act. This is a compilation of

previously published documents and does not contain

new policies.



Title 31— Money and Finance: Treasuiy

V— OFFICE OF FOREIGN
ASSETS CONTROL, DEPARTMENT OF
THE TREASURY

PART 515— CUBAN ASSETS CONTROL
REGULATIONS

Interpretations and Licensing Policy
Statements.

Subpart D is being amended to add
current administrative interpretations of
the regulations which have not previ-
ously been published in the Federal Reg-
ister. Subpart E 1is being amended to
include current statements of licensing
policy. These licensing policy statements
have not previously been published in
the Federal R egister except for the pol-
icy statement in §515.555 which was
published October 7, 1965, 30 FR 12812.
The statements in 8§§8515.544, 515.552,
515.557 and 515.558 have previously been
available to the public in the form of
Public Documents. They and 8§515.555
are being amended for the purpose of
clarification.

Subpart D is hereby amended by the
addition of 8§8§515.410, 515.411, 515.412,
515,413 and*515.414 to read as follons:

§ 515410 Dealing abroad in Cuban ori-
gin commodities.

Section 515.204 prohibits, unless -
censed, the importation of commodities
of Cuban origin. It also prohibits, unless
licensed, persons subject to the juris-
diction of the United States from pur-
chasing, transporting or otherwise deal-
ing in commodities of Cuban origin
which are outside the United States.

§ 515411 Exclusion from authorization
in § 515.518.

Heirs, legatees, etc. who acquire an in-
terest in blocked property after July 8,
1963 pursuant to §515.525 are excluded
from the provisions of § 515.518 authoriz-
ing debits to blocked accounts for certain
personal expenditures.

§ 515412 American-owned foreign
firms: duties of U;S. Citizen officers
and directors.

A general license in §515.541 author-
izes American-controlled firmms located
in the authorized trade territory (See
§515.322) and doing a non-banking
business to engage in certain transac-
tions with Cuba or its nationals with-
out a specific license. However, this sec-
tion does not authorize United States
Citizens who are officers, directors, or
principal managerial personnel of such
firms to engage, participate or be in-
volved in transactions with Cuba; nor
does it authorize such persons to allow

firms which they control to engage in

1

prohibited transactions with Cuba or its
nationals. Such persons are regarded as
being involved in prohibited transactions
when they set policy to permit the for-
eign firm to engage in such transactions
even if they do not themselves actively
engage insuch transactions.

§ 515413 Furnishin? technical advice to
American-owned foreign firms.

Section 515.201 of the regulations does
not pinhibit an engineering firm in the
United States from providing technical
assistance to a person in a third country
with respect ter specifications, quality
control, etc., although such advice may
result in purchases by that third country
person of goods of Cuban origin. The fact
that the engineering fimm is not within
the scope of the license in Section 515.541
does not preclude such advice. However,
the engineering firm may not itself pro-
cure any such goods for its own account
or for that of the foreign person.

§ 515414 Foreignbranches of U.S. firm
within the scope of §-515.541.

The provisions of §515.541 are appli-
cable to foreign branches of a U.S. firm.

Subpart E is hereby amended by
changing the caption to read “Licenses,
Authorizations, and Statements of Li-
censing Policy”’,and by adding 88 515.543
through 515.558. The amended caption
and the-statements of licensing policy
read as fol lows:

Subpart E— Licenses, Authorizations, and
Statements of Licensing Policy

§ 515543 Proof of origin.

Specific licenses for importation of
goods of Cuban origin are generally not
issued unless the applicant submits satis-
factory documentary proof of the loca-
tion of the goods outside Cuba prior to
July 8, 1963 and of the absence of any
Cuban interest in the goods at all times
on or since that date. Since the type of
document which would constitute satis-
factory proof varies depending upon the
facts of the particular case, it isnot pos-
sible to state in advance the type of docu-
ments required. However, it has been
<found that affidavits, statements, in-
wices, and other documents prepared by
manufacturers, processors, sellers or*
shippers cannot be relied on and are
therefore not by themselves accepted by
the Office of Foreign Assets Control as
satisfactory proof of origin. Independent
corroborating documentary evidence,
such as insurance documents, billsof lad-
ing, etc., may be accepted as satisfactory
proof.

(@ Except as stated in paragraph ()
of this section, specific licenses are not
issued for the importation of Cuban-
origin goods sent as gifts to persons in
the United States or acquired abroad as
gifts by persons entering the United
States. However, licenses are issued upon
request for the return of such goods to
the donors in countries other than Cuba.

() Specific licenses are issued for the

importation directly from Cuba (@) of

goods which are claimed by the importer



to have been sent as a bona fide gift and
@ of goods which are imported by a
person entering the U.S., which are
claimed to have been acquired in Cuba
as a bona fide gift, subject to the. condi-
tios that:

@ The goods are of small value, and

@) There isno reason to believe that
there i, or has been sipce July 8, 1963,
any direct or indirect financial or com-
mencai benefit to Cuba or nationals
thereof from the importation.

§515.545 Books and other publications,
films, phonograph records, tapes,
photographs, microfilm, microfiche
and posters of Cuban origin.

@ Imports for educational and re-
search purposes. (1) Specific licenses are
issued for the purchase and importation
of Cuban-origin books and other publi-
cations, films, phonograph records, tapes,
photographs, microfilm, microfiche and
posters by universities, libraries, research
and scientific institutions without re-
striction as to method of payment, or on
an exchange besis, provided such mate-
rials are for specific -educational or re-
search programs of such institutions
which are approved by the Librarian of
Congress or the National Science
Foundation.

(%) Specific licenses are
scholars holding U.S. passports validated
for travel to Cuba authorizing: Payment-
of expenses for travel to and from, and
maintenance within, Cuba for the pur-
pose of study and research; and, the
acquisition in Cuba by such scholars and
importation into the U.S., without re-
striction as to manner of payment, of
Cuban-origin books and other publica-
tas, filvs, phonograph records, tapes,
photographs, microfilm, microfiche and
posters necessary to their research, pro-
vided that a validated U.S. passport is
presented to Customs at the time of
importation.

® Imports for commercial purposes.
Seecific licenses are issued for the im-
portation for commercial purposes of any
Cuban-origin books or other publica-
tias, films, phonograph records, tapes,
photographs, microfilm, microfiche and
posters provided that such payment for
such materials is made by the licensee
by deposit into a blocked account in a
domestic bank in the name of the Cuban
<ller; that the bank confirms to the
Office of Foreign Assets Control that the
account has been designated as a blocked,
account on its books ; and that reports of
any such imports and deposits are made
by the licensee. Reports are required to
contain the fol lowing information:

J) Port of importation and of expor-
Ao, -

(@ Name and address of importer of

) Name and address of buyer,

@ Type of materials, le. books,
magazines, newspapers, films, etc.,

®) Quantity and value of materials
imported,

(©®) Statement of all sales of materials
imported, showing the number sold, the

2
RULES AND REGULATIONS

amounts deposited in blocked accounts
and the name and address of the domestic
banks where the accounts.

©
as bona-fide gifts. See §515.544(b).
§515.546 News material from Cuba.

(@ Imports by newsgathering agen-
cies. Specific licenses are issued for the
purchase and importation of Cuban-
origin newspapers, magazines, photo-
graphs, films, tapes, and other news ma -
terial or copies thereof by newsgathering
agencies in the United "States without
restriction as to method of payment,
provided such materials are imported for
domestic news publication or news broad-
cast dissemination.

() News material acquired in Cuba by
journalists and news correspondents. (@)
Specific licenses are issued to joumalists
and news correspondents holding U.S.
passports validated for travel to Cuba
authorizing (@) payment of expenses for
traveL to and from, and maintenance
within, Cuba for the purpose of gather-
ing and transmitting news to the United
States; and @) the acquisition in Cuba
for transmission to and importation into
the United States of newspapers, maga-
zines, photographs, films, tapes and other
news material, or copies thereof, neces-

issued tosary for their jourmalistic assignments.
A condition of the license is tha

(6)
a United States passport validated for
travel to Cuba must be presented to Cus-
toms at the time of importation. *

§ 515.547. Research samples.

Specific licenses are issued for impor-
tation of Cuban-origin commodities for
bona-fide research purposes in sample
quantities only.

§ 515.548. Services rendered by Cuba to
United States aircraft.

Specific licenses are issued for payment
to Cuba of charges for services rendered
by Cuba in connection with owverflights
of Cuba or emergency landings in Cuba,
of private, commercial or government-
owned United States aircraft, provided,
That payment is made to Cuba through
the Qepartment of State and not through
a commercial bank,

§ 515.549. Bank accounts and other
property of non-Cuban citizens who
were in Cuba on or after July 8,
1963.

(@) citizens of foreign countries. Spe-
cific licenses are issued unblocking the
accounts and other property of non-
Cuban citizens who have left Cuba, pro-
vided that they submit evidence satis-
factorily demonstrating that they have
established residence in a foreign coun-
try in the authorized trade territory.

() Decedents who died in Cuba on or
after July 8, 1963. Specific licenses are
issued authorizing the administration of
the estates of non-Cuban decedents who
died in Cuba, provided that any distri-
bution to a blocked national of Cuba is
made by deposit in a blocked account in
a domestic bank in the name of tire
blocked national.

§ 515.550 - Bank accounts In the naRee of
n blocked Cuban decedent; payment
to a mon-blocked surviving spouse.

Imports of Cuban publications, etc. gpecific licenses are issued unblocking

up to 50 percent of an account of a
blocked Cuban decedent where a non-
blocked surviving spouse of such dece-
dent claims beneficial ownership inter-
est in a portion or all of a bank account
held in the name of the decedent. This
policy, which isan exception to the nor-
mal requirement of independent docu-
mentary proof of beneficial ownership, is
based on the presumption of the exist-
ence of such interest in the non-blocked
spouse on or since July 8, 1963, arising
under the Cuban community property
law.

§ 515551 Joint bank accounts.

(@ Specific licenses are issued i1 F
blocking a portion of or all of a joint
bank account blocked by reason of the
fact that one or more of the persons in
whose names the account is held is a
blocked national, where a non-blocked
applicant claims beneficial ownership, as
follons: .

(@ Joint bank account, without sur-
vivorship provisions. Specific licenses are
issued unblocking only that amount with
respect to which the applicant is able to

rove beneficial ownership by documen-
ry evidence independent of his asser-
tions of interest.

(@ Joint bank account, with survivor-
ship provision. Specific licenses are is-
sued unblocking an amount equivalent to
that portion of the total amount 1o
which the applicant would be entitled iIf
the total were divided evenly among the
persons in whose names the account iIs
held (eg- 50 percent where there are two
names; 33% percent where there are
three names). Such licenses generally
are issued on the basis of applicant’ as-
sertions of beneficial ownership interest
without the requirement of independent
evidence.

() Joint bank account in the names
of a husband and wife, with survivorship
provision. Specific licenses are issued un-
blocking portions 6F such accounts
blocked by reason of the residence of one
spouse iIn Cuba in favor of the non-
blocked spouse under the policy stated
inparagraph (© (2) of thissection. How -
ever, If 50 percent of the account has
been unblocked under that policy, and
the spouse who .isthe blocked Cuban na-
tional subsequently dies, a license un-
blocking one-half of the blocked balance
is not issued to the surviving spouse un-
der the policy relating to community
property stated in 8515.550. A license
would be issued for the unblocking of an
additional amount only to the extent
that the surviving spouse is able to es-
tablish by independent documentary
evidence that it is his or her separate
property, ie. owned independently prior
to the marriage and thus not part of the

community property.



§515552 Proceeds of insurance poli-
cies.

@ Specific licenses are Issued author-
izing payment of a portion of the pro-
ceeds of a blocked life insurance policy
issued on the life of a blocked Cuban na-
tical who died in Cuba after July 8,
1983, to non-blocked benefﬁciaries as
folloss: \

@ Payment may be licensed ofa por-
o equal to the proportionate shares
due the beneficiaries alter deduction of
an amount equal to the cash surrender
value of the policy on the date of the
insureds death, i.e. the value of the
blocked insured’ interest, subject to the
condition that the amount deducted is
deposited in a blocked account in a do-
mestic bank in the name of the estate of
the insured.

(2) As an altemative procedure at the
option of the applicant, payment may be
Reused of the total amount of the pro-
oeeds into a blocked amount in a domes-
Vic bank in the names of the benefici-
aries, subject to tire condition that the
account is designated as blocked by rea-
son of the interest of the deceased in-
sured in the policy since July 8, 1963.
Licenses may subsequently be issued au-
thorizing payments from such blocked
account to non-blocked beneficiaries pro-
vided that the balance remains equal to
the cash surrender value of the policy
on the date of the insured’s death, and
accrued interest.

® Where a non-blocked surviving
spouse of the insured is a beneficiary,
payments, to such spouse are licensed
pursuant to the procedures in paragraph
@ @O and (@ of this section. In addi-
am, licenses are issued authorizing pay-
ment of up to 50 percent of the cash
surrender value under the policy stated
in 8515.550.

@ Where® a blocked life insurance
policy on the life of a blocked Cuban
national who died in Cuba after July 8,

1953, provides for payment to the estate.

of the Insured, licenses are not Issued
for payment except to a blocked account
in a domestic bank in the name of the
estate of the deceased insured.

§515553 Bank accounts of official rep-
resentatives in Cuba of foreign gov-
ernments.

Specific licenses are issued authorizing
payments from accounts of official rep-
resentatives in Cuba of foreign govern-
ments for transactions which are not in-
consistent with the purposes of any of
the regulations in this chapter.

§515554 Transfers of abandoned prop-
erty under Stale laws.

(@ Except as stated in paragraph
of this section, specific licenses are
issted authorizing the transfer
blocked property to State agen
under State laws governing abando
property.

® Specific licenses are issued autl
izmg the transfer of blocked prop*
Pursuant to the laws of the State £
eming abandoned property to the
Propriate State agency provided that
State"s laws are custodial in nature,
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there isno permanent transfer of bene-
ficial interest to the State. Licenses re-
quire the property to be held by the State
in accounts which are identified its
blocked under the regulations. A separate
index of these blocked assets is required
to be maintained by the State agency.-

§515.555 Assets of Cuban firms wholly
or substantially owned by U.S. citi-
zens.

(@ Specific licenses arp issued to ap-
plicants requesting the unblocking of
their stock in Cuban corporations if:

(@ The corporation was wholly or
substantially owned by United States
citizenson July 8,1963;

(@ The assetsare inthe Unlted States
and either: *

@ The applicant is a stockholder
who was a United States citizen on
July 8, .1963 and owned the stock inter-
estson that date; or,

(@ The applicant is a non-blocked
person who acquired such stock interest
after July 8, 1963 from a person specified
in paragraph (@ (3) of this section.

() The issuance of licenses is condi-
tioned on the applicant’s furnishing the
following information:

(@ Detailed information as to the sta-
tus of all debts and other obligations of
the Cuban corporation, specifying the
citizenship and residence of each creditor
as of July 8, 1963, and as of the date of
filingof the application;

(@ Current status of the Cuban cor-
poration, eg., liquidated, nationalized,
inoperative, etc.;

(3@ A detailed description of all the
corporation’ assets, wherever located;

@ A list of all officers, directors, and
stockholders giving the citizenship and
the residence of each such person as of
July 8,1963; and,

() Satisfactory proof that such stock
was owned by U.S. citizens as of July 8,
1963. Such proof may consist of sworn
statements by the persons in question
attesting to their citizenship. The Office
of Foreign Assets Control reserves the
right to require additional proof of
citizenship.

§ 515556 Accounts of Cuban citizens
outside Cuba who resided in Cuba on
or after July 8, 1963.

Section 515.521 authorizes the release
of $100 per month for living expenses
from blocked accounts of Cuban citizens
outside Cuba who resided in Cuba on or
after July 8, 1963. This amount may be
increased if the applicant is able to es-
tablish that such increase is reasonable
and necessary -

§ 515557 Accounts of Cuban partner-
ships.

Specific licenses are Issued unblock-
ing partnerships established under the
laws of Cuba as follows;

(@ Where all of the general partners
and limited partners, if any, have emi-
grated from Cuba and have established
residence in the United States or in a
country in the authorized trade terri-
tory, specific licenses are issued unblock-
ing the assets of the partnership after

deducting the total debt due creditors
wherever located.

() Where one or more partners,
whether general or limited, is stll In
Cuba (or elsewhere but stall blocked),
specific licenses are issued unblocking
only the net pro-rata shares of those
partners who are resident in the United
States or in a country in the authorized
trade territory after deducting the total
debt due creditors wherever located.

(© The issuance of licenses is condi-
tioned on the applicant’s furnishing the
following information:

(@ Detailed information as to the
status of all debts and other obligations
of the blocked partnership, specifying
the citizenship and residence of each
creditor as of July 8, 1963, and as of the

date of the application;

@ Current status of the Cuban
partnership, eg., liquidated, nation-
alized, inoperative, etc.;

(@ A detailed description of all the
pagtnerships assets, wherever located;
and,

@ A list of all partners. Indicating
whether they are general, limited, etc.
and giving their citizenship and resi-
dence as of July 8, 1963, and as of the
date of filing of the application.

§ 515,558 Accounts of Cuban sole pro-
prietorships. .

Specific licenses are issued unblocking
sole proprietorships established under
the. laws of Cuba if the proprietor has
emigrated from Cuba and established
residence in the United States or a coun-
try in the authorized trade territory.

(Sec. 5, 40 Stat. 415, as amended, 50 U.S.C.
App. 5; sec, 620(a), 75 Stat. 445, 22 UJS.C.
2370(a); Proc. 3447, 27 FR 1085 3 CFR,
1959-1963 Comp.; E.O. 9193, July 6, 1942, 7
FR 5205 3 CFR, Cum. Supp. p. 1174, E.O.
9989, Aug. 20, 1948, 13 FR 4891, 3 CFR 1943-
1948 Comp., p. 748)

This amendment of
become effective on

Effective date.
Part 515 shall
July 10,1974.

[seal! Stanley L. Sommerfield,

- Acting Director,
Office of Foreign Assets Control.

{FR Doc.74-15673 Filed 7-9-74,8:45 am]
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Assistant Secretary of the Treasury David R.
Macdonald today made the following comment on the
European Community"s decision to halt payments on
cheese exports to the U.S. for 90 days.

"We are pleased with the Community®s action. In
the light of it, we intend to ask the U.S. District Court,
District of Columbia, for a 90-day stay in the case
pending there regarding payments on dairy product imports
from the EC. This action by the Community iIs a very
positive first step iIn resolving very complex issues
that have arisen as a result of these payments and the
countervailing duty investigation regarding dairy products
now being conducted by the Treasury.

"OF course any reimposition of payments on dairy
products by the EC would cause us to immediately reopen

our iInquiry.”

000
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MS. SALLY S. RONK NAMED AS FINANCIAL ECONOMIST
IN THE OFFICE OF DEBT ANALYSIS

The Treasury Department announced that Sally S. Ronk
joined the Office of Debt Analysis as Financial Economist
on July 1. Her responsibilities will include projections
of the flow of funds — a field In which she is nationally
known — as well as other areas of financial analysis.
Among the latter will be responsibility for finan-
cial analysis of legislation regarding the structure of
financial markets and regulation of financial iInstitutions.

Ms. Ronk comes to the Treasury after three years as
Vice President and Chief Economist of Drexel Firestone,
Inc., later Drexel Burnham, Inc., a brokerage and invest-
ment banking firm. She was previously Vice President at
Bankers Trust Company, New York, where she was iIn charge
of analysis of developments in the financial markets.

She is a graduate of Smith College and holds M.B.A.
and Ph.D.degrees from the graduate school of Business
Administration of New York University. She is a fellow
of the National Association of Business Economists and a
member of the Council of the American Statistical
Association, of the Board of Directors of the American
Finance Association, of the Committee on Economic Stability
of the Social Science Research Council, and of the
Advisory Committee on Statistical Policy to the Office
of Management and Budget. She has served on the Committee
on Municipal Securities of the Securities Industry
Association and is now serving as Finance Chairman of
the Alumnae Association of Smith College.
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SECRETARY SIMON®"S ARRIVAL
STATEMENT IN CAIRO

"My wife and 1 are extremely pleased to be in Egypt.
For both of us this is the Ffirst opportunity we have had to
visit this country of such historic significance. Some look
forward to seeing as much of your great nation and as many of
your people as time will permit us. Though we are here to work,
we both i1ntend also to see some of your great historic monuments
and treasures.

I should also say that my trip to Egypt is my first official
visit to any country since becoming Secretary of the Treasury,
gjid I am glad that my first appearance in that role on the inter-
national scene will take place in Egypt.

My visit to Egypt follows the announcement in the statement
of principles of relations and cooperation between Egypt and the
United States issued by President Sadat and President Nixon during
our President®s visit to Egypt last month. That announcement
said 1 would come to Egypt for high level discussions to initiate
the process of helping to strengthen the financial structure of
Egypt, and that is the purpose of my visit.

| come here with a number of different topics for discussion
and suggestions about ways in which we can work together. |
have brought with me some of our own experts in fields that we
anticipate may be of interest to Egypt, and they will be available
to assist in our talks with your own officials.

In addition, however, 1| am also here to listen and to learn.
I an anxious to hear from you how you think we can best be of
help — what you think needs to be done to strengthen your economy.

I therefore am greatly looking forward to constructive discussions
with President Sadat, Dr. Hegazi and other senior Egyptian officials
to exchange views on ways and means of doing so.

Finally, let me express my pride at being able to take part
in the continuing evolution of the relationship between Egypt and
the United States. Our people have had a long history of friend-
ship and understanding, and the ties between us have now been given

(OVER)



a new strength and impetus by the mutual efforts of your distin-
guished President and President Nixon, to bring peace to this
whole area and to provide a better life to its people. Anything

I can do by my efforts to further this immensely important develop-
ment can only give me great satisfaction and hapiness."
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FOR IMMEDIATE RELEASE July 15, 1974

TREASURY ANNOUNCES
3 COUNTERVAILING DUTY ACTIONS *

Assistant Secretary of the Treasury®™David R. Macdonald
announced today the issuance of Countervailing Duty Proceed-
ing Notices opening tformal investigations iritolimports of
non-rubber footwear from Argentlna and ¢pa-in, and bottled
olives from Spain. eLH 6f? 1v

The Notices state that the Treasury Department has
received information which appears to indicate that the
Argentine and Spanish Governments make certain payments,
bestowals, rebates or refunds upon the manufacture, produc-
tion or exportation of these products, which constitute the
payment or bestowal of a "bounty or grant” within the mean-
ing of the U. S. Countervailing Duty Law. |If Treasury finds
that a bounty or grant has been paid or bestowed, the iImports
in question would be subject to an additional "countervailing"
duty equivalent to the net amount of the bounty or grant.

The countervailing duty would become effective thirty days
after publication of the order iIn the Customs Bulletin.

The Notice, which is being published in the July 16,
1974, Federal Register, invites submission of comments to
be received within thirty days of publication.

During calendar year 1973 the approximate amount of
imports of non-rubber footwear from Argentina were $16 million,
and from Spain, $189 million. Bottled olive imports from
Spain were approximately $38 million.

In making the announcement, Assistant Secretary
Macdonald noted, 'The administration of the Countervailing
Duty Law is a mandatory procedure. The Secretary of the
Treasury has no discretion to refrain from publishing a
Proceeding Notice once he has found that a formal iInvesti-
gation is warranted. During the formal investigation of
these cases the Treasury Department will continue to con-
sider any matters brought to i1ts attention, including matters
which other governments may wish to make the subject of
consultations, which have a bearing on the existence or
non-existence or the extent of any bounty or grant.

(OVER)



"The ultimate purpose of the law Is not to obtain
tax revenue but to remove any unfair competition in the
U. S. market between imports and domestic products. The
most desirable result, i1n my opinion, would be the with-
drawal by foreign countries of any bounties that may be
paid upon their exports. [If this occurred, we would
never have to assess additional duties under the counter-
vailing duty statute. In addition, the Trade Reform Act
now under consideration by the Congress should enable us
to negotiate multilaterally the elimination of subsidies
and other non-tariff trade barriers and trade distorting
measures, and thus improve the iInternational trade frame-
work and reduce the necessity for countervailing duty
procedures.’

000
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TREASURY ISSUES HANDBOOK
FOR SPANISH-SPEAKING PROGRAM

The Treasury Department has issued a handbook for the
Department-wide program for the employment of the Spanish-
speaking, and has named a Departmental co-ordinator for the
program, Warren F. Brecht, Assistant Secretary for
Administration announced.

Directed to bureau heads and personnel officers through-
out the country, the handbook’s primary objective is to
assure that persons of Spanish heritage have a fair opportunity
for employment and advancement in the Department of the

Treasury, Mr. Brecht said. "The handbook has been designed
to bring together the primary materials, relating to this
program, in a single publication which can be used for

reference by managers, supervisors, and personnel and equal
opportunity staffs in assuring equal opportunity for the
Spanish-speaking,” he added.

The handbook, additionally, will serve as a guideline
and includes implementing techniques and examples for
effective attainment of the Department’s Affirmative
Action Program for the Spanish-speaking.

The Departmental co-ordinator, who serves as an advisor
to Treasury Secretary William E. Simon, and to the Director of
the Department’s Equal Employment Opportunity Program,
Mr. Brecht, is John J. DelLeon of San Antonio, Texas. Mr; DeLeon
previously was an equal opportunity and manpower specialist
with AID and the Labor and State Departments, and with the
Cabinet Committee on Opportunities for the Spanish-Speaking
People.

000
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STATEMENT BY THE HONORABLE EDWARD C. SCHMULTS
UNDER SECRETARY OF THE TREASURY
BEFORE THE COMMITTEE ON BANKING AND CURRENCY
OF THE HOUSE OF REPRESENTATIVES
MONDAY, JULY 15, 1974

Mr. Chairman and Members of the Committee: | appreciate the
opportunity to testify as to the Administration's position on the proposed
amendments to the Bank Holding Company Act of 1956 now before you. The
amendments would regulate the issue of debt obligations by bank holding
companies and their subsidiaries and affiliates and are a response to the
proposed Citicorp offering of $850,000,000 of variable interest rate notes.
With me today is Edward M. Roob, Special Assistant to the Secretary for
Debt Management.

The underlying circumstances in our economy which led to the Citicorp
offering, and hence to this hearing, are a reflection of the fact that the
single most important domestic economic priority is the containment of
inflation.

This will be, as | am sure members of this Committee are aware, a
protracted and difficult task, but the alternative is so serious that we
have no choice except to exercise the greatest restraint in our budgetary

and monetary policies until inflation is controlled and we have again

achieved price stability.
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| believe it should be clearly recognized in this hearing that the
Citicorp floating rate issue, and the similar Chase Manhattan Corp
issue, could have been anticipated as another inevitable consequence of
the terrible dilemma posed to all of our institutions by inflation, on
the one hand, and restrictive regulation, on the other.

As Secretary Simon warned eight months ago in his statement on the
Financial Institutions Act before the Subcommittee on Financial Institu-
tions of the Senate Committee on Banking, Housing and Urban Affairs:

”... .Educated by the last three ?credit crunchesl and

by constant advertisements about interest rates, even the

less sophisticated savers have shifted their funds to the

higher yielding instruments when market rates greatly exceed

passbook ceilings. Such shifts began in the summer of 1973.

"Thus, it is obvious the interest ceilings or differen-

tials cannot protect thrift institutions. Additionally,

large corporations, which are not subject to ceilings, have

already successfully experimented with small-denomination

capital debentures — e.g., savings bonds. Any corporation

or governmental unit is a potential competitor for the savings

dollar. Savings institutions, therefore, must be allowed to

compete for these funds if they are to continue to provide

their intermediation function.”

You will recall, when last August 3, President Nixon sent his message
to the Congress recommending major changes in our financial system, that

his objective then was to make that system stronger, more efficient, and



more flexible so that it would continue to promote sound economic growth,
including the provision of adequate funds for housing.

That should continue to be our objective.

President Nixon also had as an objective assuring that our financial
system will be adaptable to the changing needs of borrowers and lenders,
both large and small, and that it will be free to make full use of
technological innovation.

That, too, should continue to be our objective.

As this Committee knows, the Financial Institutions Act is now the
subject of extensive hearings before the Subcommittee on Financial Institu
tions of the Senate Committee on Banking, Housing and Urban affairs; that
is Senator Mclntyre’'s subcommittee.

X would hope that similar hearings will soon be held in the House,
although | respect the technical jurisdictional problem created in the
House by inclusion of a proposal to change the tax structure in a way
which will ensure that all institutions have an equal incentive to make
housing mortgage loans.

The Administration most strongly supports the Financial Institutions
Act, as Secretary Simon has twice testified, most recently on May 13, and,
indeed the philosophy which lies behind those proposals is the foundation
for my comments on the proposed amendments to the Bank Holding Company
Act.

For this reason, | would like to discuss first some of the present
inadequacies of our financial markets and institutions which, in large

part, make the proposed Citicorp offering of concern to this Committee.



Next, | plan to review the Financial Institutions Act and why we feel its
prompt enactment is of great importance and will eliminate any adverse
market impact which events like the Citicorp offering may have.

Our financial institutions are today operating under a system that
in many respects is outdated and obsolete. Events in the last decade,
indeed, have revealed significant defects in our financial markets and
in our financial institutions.

These are such events as the credit crunch of 1966, the monetary
and gold crises of 1968, the severe credit squeeze of 1969-70, the interest
rate crunch of 1973, and ilie present stringent credit conditions of 1974.

The record shows clearly that our system does not adjust well to
short-term changes in our economic and financial situation. In fact, our
financial system has responded badly to changes in monetary policy and
the level of interest rates, and this has been to the detriment both of
savers and borrowers.

We have had an overabundance of money flowing into institutions at
times, followed by a total cessation of deposits and even large withdrawals
at other times.

The inability of our financial system tio respond creatively to changes
in monetary conditions has in large part been caused by the rigidities we
have built into our banking laws over the past six decades. And, so, it
is of urgent importance that we create new laws which will allow our
financial institutions to change with changing times and to provide the
services that are needed, to encourage savings, and to make loans in the

most efficient, prudent, and responsive manner possible.



Only in this way will our financial Institutions be able to make a
maximum contribution to the growth and stability of our economy and,
indeed, of the world economy.

The Financial Institutions Act was carefully and painstakingly
worked out oyer almost two years of review and consultation. It is a
balanced and consistent set of reforms which need to be enacted as a
package.

| stress that final point, because a piecemeal approach would carry
great risk of creating even more imbalances in our financial system.

Enacted as a package, the Act will — | am confident — improve the
efficiency of all of our financial institutions and reduce their depen-
dence upon Government« Our markets will be simplified, and we will be
able to rely more on market determinations of the cost and availability
of credit. Our institutions, whatever the future may be, will have
greater ability to deal with rapidly changing market conditions and with
the evolution of our economy.

Let me stress that it is by relaxing and removing restrictions on
the activities of savings and banking institutions, and by eliminating
self-defeating regulatory measures — such as ceiling rates for time
deposits and maximum nominal rates on guaranteed mortgages — that we
will assure the strength and continuing viability of these institutions
and an adequate flow of savings to meet our capital needs, whether for
housing, large or small business, agriculture, consumers, or State and

local governments.
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In particular, the mortgage tax credit vili broaden the sources of
housing finance without impairing the specialized institutions which
hitherto have depended upon an unrealistic loss reserve.

As a package, the individual components of the Financial Institutions
Act complement and balance each other.

Phasing out Regulation Q and other ceiling rates for time deposits
at commercial banks and thrift institutions depends on the widened asset
and liability powers, especially for thrift institution». By strengthen-
ing the asset and deposit structure of savings institutions, we can make
them more competitive for savings with commercial banks without the
need for Government intervention.

Elimination of Regulation Q ceilings will benefit small savers who
have been neglected and are penalized by the deposit ceiling rates set by
the regulatory agencies.

It is easy to forget, Mr. Chairman and Members of the Committee,
that savings accounts of less than $1,000 are more than half the total
number of time and savings deposits in commercial banks. It is more than
simply unfortunate that it is argued that the continued solvency of our
thrift institutions can be achieved only by penalizing those who have so
little or are so lacking in financial sophistication that they cannot seek
out higher yielding investments to reward their savings.

It is also clear, Mr. Chairman, that the proposed amendments to the
Bank Holding Company Act which will be reviewed today would do the same —

penalize those with the least in savings and sophistication.



In summary, with broader asset and liability powers, thrift
institutions will be better able to compete for savings. Thus restraints
on the efficient allocation of credit, such as the unfair and discrimina-
tory ceilings on rates paid on savings, can be eliminated.

Mr. Chairman and Members of the Committee, unless we act positively
on fundamental reforms, our institutions will continue to be dependent
on Federal intervention under the slightest stringency.

Unfortunately, it will take time, even under the best of circumstances,
for the reforms | have described to be effective, so there is need to
consider what present actions should be taken in accordance with the
principles set forth by the President on May 10, when he announced a
$10.3 billion plan to alleviate conditions in the housing industry.

As the President said, "The main thrust of the economic policies of
this Administration is the fight against inflation, but in carrying it
forward, we are also seeking to minimize problems on other fronts."”

Inflation has gone on for so long and become so intense that it has
done damage to every sector of our society. It has hurt everyone —
corporations, financial institutions, local governments and most of all
ordinary citizens.

Inflation has not only created great economic and financial costs,
but it diminishes the strength of our social and political Institutions.

The President is exactly right, therefore, when he points out that
"....the most important steps which we can take to assure a healthy housing
industry and more possibilities for home ownership are those which tend to

lower the rate of Inflation and raise real income."



We can, of course, count the one-time events that have significantly
exacerbated inflation, both here in the United States and worldwide, but
when we have done that, we are still faced with the prospect that prices
will be rising at a rate of 7-1/2% per year. And the reason is that we,
as a Government and as a people, have increased Government spending faster
than we have been willing to pay for those expenditures through taxes.

We have, as a Nation, permitted, encouraged, and even forced the
demand for goods and services to outrun our ability to produce.

We have failed to recognize that when we decide to give more to some,
we are at the same time deciding to take those resources from others,
explicitly through increased taxes or reduced expenditures elsewhere, or
through inflation, which proves to be the worst tax of all.

Since the Government is partly responsible for some of the events
which have resulted in the present great difficulties for the thrift
institutions and the housing industry, the Government clearly has an
obligation to do what is needed to assure the continued solvency of the
thrift institutions and to maintain a level of housing activity which is
consistent with our anti-inflation policies.

It seems to us that these obligations are best met by positive
steps — including, for example, enactment of the measures included in
the President's special housing message ten months ago — not by adding
additional restrictions to those which already bear too heavily on our
financial institutions.

Surely if the proposed $850 million Citicorp issue and the $200

million Chase Manhattan Corp. issue are viewed by the thrift institutions



as a threat, they are, at the same time, potentially beneficial if they
bring added strength to the issuing financial institutions.

Many financial institutions today have significantly more short-term
liabilities than they had even a year ago. At the same time, with the
expansion in their total assets and liabilities which has taken place in
the same period, their capitalization ratios have measurably declined.
Thus, it is important for these institutions to have the ability, without
undue regulatory restraint, to extend the maturity of their liabilities.

Clearly there are many considerations which should be balanced;
some may be viewed as favorable and some unfavorable», depending upon your
perspective. Legislation, such as these proposed amendments to the Bank
Holding Company Act, can have tremendous implications for financial
institutions. | am not at all sure that it is possible to understand all
of the ramifications without a great deal more study and consideration
than has been possible in the last few days either for us or for the
Committee.

But, in any event, we believe this hasty proposal is the wrong
approach and the Administration is strongly opposed to its enactment.

Let me also add that, beyond increasing the burdens of regulation,
no matter how well the Federal Reserve might administer the amendments,
the amendments are fundamentally antagonistic to savers and to saving at
a time when we should especially be encouraging more savings, just at a
time when we are beginning to appreciate the tremendous investment needs

of expanded capacity, energy and pollution control.
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Moreover, the proposed amendments would be grossly unfair in
discriminating against bank holding companies as against other corpora-
tions which are competitive in many similar lines of activity. And
discrimination apart, the Treasury is prepared to oppose even the first
step toward capital controls which would thrust the Government into the
heart of the private decision-making process.

I can reiterate, however, that the Administration will take such
steps as may be necessary to maintain the solvency of the thrift industry.
In this connection, 1 would point out to the Committee that we
strongly support Section 13 of H.R. 11221, "The Depositary Institutions

Amendments of 1974," which would temporarily increase the Treasury’s
authority to lend to the Federal Home Loan Banks by an additional $3
billion.

We consider this provision of considerable importance, since $3
billion of Treasury’'s present $4 billion lending authority has already
been committed under the President’s program of assistance to housing.

The Treasury’s lending authority to the Federal Home Loan Bank System
has been an assurance to the financial markets that the System would be
able always to make timely payment of principal and interest on its
obligations. This has helped to assure the ability of the System to go
to the market to borrow at competitive rates.

Restoration of the uncommitted Treasury lending authority would con-
tinue this assurance to the market and provide a further margin which, in
the event of short-term necessity, could be used to make additional Treasury

loans to the Home Loan Bank System.



-1

s>

We hope, therefore, that the House will prevail in the conference.

We also believe that it may now be timely to give some considera-
tion to changes in the Regulation Q ceilings which would permit banks
and thrift institutions to offer deposit terms which would be more
competitive with market instruments, including variable rate instruments
of the type proposed by Citicorp and Chase Manhattan Corp.

The banks and thrift institutions would have one valuable advantage
in this competition; that is, deposit insurance, which makes their
deposits Government guaranteed.

I am sure that the supervisory agencies ought to be able to work out
such a competitive-type instrument within the framework of present law
and with due regard to the interests of the institutions.

Mr. Chairman and members of the Committee; This has been a longer
and perhaps more philosophical and less specific statement than you might
have preferred. But |I believe it is of first importance that we have a
clear concept of the type of financial structure we are striving for in
the future, so that we can assure ourselves that actions taken to deal
with immediate problems will be consistent with our long-term objectives.

The Citicorp floating interest rate issue poses many economic and
financial questions, and it may have been untimely. Nevertheless, we
believe that any adverse consequences for the thrift institutions can be
offset by measures which do not compromise our thrust toward freer financial
markets.

We should not act in haste in a manner which could prove undtfly restric-

tive in the future.
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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
of 26-week Treasury bills, both series to be issued on July 18, 1974,
were opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 13-week bills 26-week bills
COMPETITIVE BIDS: maturing October 17, 1974 maturing January 16, 1975
Equivalent Equivalent
Price Annual. Rate Price Annual Rate
High 98.083 7.584% 96.078 a/ 7.758%
Low 08.042 7.746% 95*982 " 7.948%
Average 98.053 7.702% 1/ 96.018 7.876% 1/

a/ Excepting 1 tender of $70,000

Tenders at the low price for the 13-week bills were allotted 65%.
Tenders at the low price for the 26-week bills were allotted 33%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted Applied For Accepted

Boston $ 69,800,000 $ 58,485,000 $ 39,560,000 $ 19,560,000
New York 3,246,700,000 1,988,535,000 2,481,020,000 1,376,620,000
Philadelphia 37.490.000 37.145.000 22.815.000 22.815.000
Cleveland 80.585.000 77.755.000 56.025.000 56.025.000
Richmond 99.940.000 61.965.000 51.750.000 43.950.000
Atlanta 62.365.000 37.970.000 42.895.000 42.895.000
Chicago 207.285.000 108.955.000 219.470.000 103,950,000
St. Louis 55.465.000 33.465.000 49.670.000 43.670.000
Minneapolis 23.775.000 21.775.000 17.940.000 17.930.000
Kansas City 57.055.000 45.745.000 49*770,000 49.770.000
Dallas 36.625.000 19.585.000 35.830.000 25.805.000
San Francisco 228.920.000 109.105.000 200.130.000 97.130.000

TOTALS $4,206,005,000 $2,600,485,000 b/$3,266,875,000 $1,900,120,000 ¢/

H Includes $469,780,000 noncompetitive tenders accepted at average price.
Includes $413,850,000 noncompetitive tenders accepted at average price.
1/ These rates are on a bank discount basis. The equivalent coupon issue
yields are 7.96% for the 13—week bills, and 832% for the 26-week bills
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FR IMMEDIATE RELEASE July 16, 1974
TREASURY’S WEEKLY BILL OFFERING

The Treasury Department, by this public notice, invites tenders for two
iseries of Treasury bills to the aggregate amount of $4,500,000,000, or thereabouts,
o be issued July 25, 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 April 25, 1974, and to mature
October 24, 1974 (CUSIP No. 912793 UV6), originally issued in the amount of
$1,801,490,000 (an additional $100,065,000 was issued on June 5, 1974), the
jadditional and original bills to be freely interchangeable.

182-day bills for $1,900,000,000, or thereabouts, to be dated July 25, 1974,
ad to mature January 23, 1975 (CUSIP No. 912793 VS2).

The bills will be issued for cash and in exchange for Treasury bills maturing
July 25, 1974, outstanding in the amount of $4,298,755,000 of which Government
accounts and Federal Reserve Banks, for themselves and as agents of foreign and
international monetary authorities, presently hold $2,558,910,000. 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
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
[(naturity 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 22, 1974.

Tenders Will not be received at the Treasury Department, Washington. Each tender
linust be for a minimum of $10,000. Tenders over $10,000 must be In multiples of

1$5,000. In the case of competitive tenders the price offered must be expressed on
the basis Oof 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
|°n application therefor.

Banking institutions and dealers who make primary markets in Government

securities, a d report_daily to the, Federal Reserve Bank of New York their positions
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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 ad
trust companies and from responsible and recognized dealers in investment securities.!
Tenders from others must be accompanied by payment of 2 percent of the face amount
of Treasury bills applied for, unless the tenders are accompanied by an express
guaranty of payment by an incorporated bank or trust company.

Immediately after the closing hour, tenders will be opened at the Federal
Reserve Banks and Branches, following which public announcement will be made by
the Treasury Department of the amount and price range of accepted bids. Only those
submitting competitive tenders will be advised of the acceptance or rejection
thereof. The Secretary of the Treasury expressly reserves the right to accept
or reject any or all tenders, in whole or in part, and his action in any such respect
shall be final. Subject to these reservations, noncompetitive tenders for each
issue for $200,000 or less without stated price from any one bidder will be accepted
in full at the average price (in three decimals) of accepted competitive bids for
the respective issues. Settlement for accepted tenders in accordance with the
bids must be made or completed at the Federal Reserve Bank on July 25, 1974,
in cash or other immediately available funds or in a like face amount of Treasury
bills maturing July 25, 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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DepertentoftheTREASLRY |

ASHINGTON, D.C. 20220 TELEPHONE W04-204»

FOR IMMEDIATE RELEASE July 18, 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

July 30, 1974, and to mature July 29, 1975 (CUSIP No. 912793 WR3).
The bills will be issued for cash and in exchange for Treasury bills
maturing July 30, 1974, outstanding in the amount of $1,804,445,000, of

which Government accounts and Federal Reserve Banks, for themselves and as
agents of foreign and international monetary authorities, presently hold
$750,620,000. 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,
and in book-entry form to designated bidders, 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,
July 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 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 $200,000 or less without stated price from any one bidder will be accepted
in full at the average price (in three decimals) of accepted competitive bids.
Settlement for accepted tenders in accordance with the bids must be made or
completed at the Federal Reserve Bank on July 30, 1974, in cash or other
immediately available funds or in a like face amount of Treasury bills maturing
July 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.
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Attached for your reference is some
m aterial on Secretary of the Treasury
William E. Simon*s visit to Cairo,
Egypt July 12-16 1974.

Page
1. The Secretary*s Arrival Statement. 1
2. A Press Conference Summary following 3
Mr. Simon*s visit with President
Sadat at Mamoura July 15.
3. A summary of Secretary Simon*s 5

press conference with Prime Minister
Hegazi July 16, just prior to
the Secretary*s departure for Israel.
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July 13, 1974

TEXT OF SECRETARY OF TREASURY
WILLIAM SIMON*®S
CAIRO ARRIVAL STATEMENT

"My wife and 1 are delighted to be here in Egypt. This
IS the Tirst opportunity that we have had to visit this country
of such historic significance. As you know, this visit is a
result of the joint statement of President Sadat and President
Nixon on the President®s recent visit to this country.

The purpose of my visit is to commence discussions on
the restructuring and strengthening of the financial system in

this country.

I have brought a great number of experts with me to speak
on subjects and areas that we think are going to be of iInterest
to the Egyptian officials. We look forward to meeting these
officials and all of us having very forthcoming discussions over

the next few days.

But as important as the experts that we have brought with
us, we came to listen and to learn and to ask questions, and to
have a good deal of what we call give-and-take; so we have a
better understanding of each other"s problems in all of these
areas.

I am looking forward to very constructive conversations
with President Sadat, Deputy Prime Minister Hegazi and Minister
Abdel-Fattah and many other people while 1 am here.

And finally 1 take great pride in being able to participate
in a continuing relationship and the evolution of the long
friendship and understanding between our two countries. And 1
think that our Presidents have done such a great deal iIn streng-
thening and giving interest to this friendship and understanding,
to bring peace to this entire area and prosperity to its people.
My participation in this brings me a great deal of happiness and
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satisfaction. | look forward to visiting with all of you over
the next few days.

. Mr. Secretary, there seems to be some question about how
much of the oil problem you will be discussing during your trip.

Al There 1is always speculation. The subject of energy, and
that of course was one of the roles that 1 played in my govern-
ment responsibilities back in the United States. The subject of
energy is always a topic wherever you go in this world; both

supplies and prices. 1 assume it comes up jJust very naturally.
Q- What about the petro dollars issue?
A. Well, that i1s also another subject, because the world seems

to be suffering from some financial instability at this point;
and 1 think we should discuss i1t iIn a very forthcoming way."
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FOLLOWING ARE REMARKS FROM
PRESS BRIEFING AT MAMOURA
JULY 15, 1974 BY
PRESIDENT SADAT AND PRIME MINISTER HEGAZI

QUESTION: Sir, did you discuss in any specific terms with
Mr. Simon his objective to encourage the creation
of a climate here conductive to foreign investment?

SADAT : Sure, he discussed it all with Vice Premier Hegazi
and their colleagues. |1 gave Secretary Simon the
whole political aspect here in the area; and this
is my job. This is my work. But regarding the
economic aid subsidy or any other details, 1 leave
It to Secretary Simon and Dr. Hegazi. But we have
discussed the general line and we have agreed 100
percent.

QUESTION: Could you state the (Unclear).. Is it consistent?
Is 1t private investment? Is i1t liberalization?

SADAT : I should like you to ask this question of Dr. Hegazi.
He i1s the expert and he will be much more efficient
than me.

HEGAZI : I think we have discussed a number of problems

concerning the course of iInitiation and activation of
the guarantee of i1nvestment as a first step and we

are just about to sign tomorrow that agreement so this
iIs one part of developing the climate that we expect
in the future. The idea of assistance and recon-
struction program and the sharing iIn other fields

also has been discussed. We are looking forward to
good results in the near future. And there are other
items on the agenda, 1 think, so far as taxation
exemption and the implementation of the Investment

law and we have also discussed prospects of cooperation
in a good number of fields of i1nvestment such as joint
ventures or some technical assistance iIn various
branches. I think we will have a meeting tomorrow
with the press to explain some of the framework.

QUESTION: Mr. President do you see the trip by the Secretary
as part of the peace making process? Does this con-
tribute to the peace making process?

SADAT? That®"s right. |1 must ask you to convey to the American
people my deepest gratitude to President Nixon and to
Secretary Simon for this trip because it is a real
contribution to peace.



QUESTION:

SADAT:
QUESTION:
SADAT:

QUESTION:

SADAT :

QUESTION:

SADAT:
QUESTION:

SADAT:

QUESTION:

SADAT:

SADAT :

Sir, could we ask several questions about the general
diplomatic situation in terms of peace right now?

I believe that King Hussein will be coming to visit
you this week.

Tomorrow.
Can you tell us what you expect from this meeting?

and after we

Why not wait until he comes (Laughter
Maybe

meet 1 can tell you, i1If you are staying here.
he will be on the trip with Secretary Simon.

111 be traveling on, Sir. 1 raised the question
because you had previously proposed a four-party meeting.

We shall be discussing this. It 1is,
the main 1tem on our agenda for the
Geneva Conference. The relations between Jordan and
the Palestinians. So this will be the main item of
discussion between me and King Hussein.

That®"s right.
as you know,

Are you hopeful that the four power, Tfour-sided,
meeting will take place before the Paris Summit?
Sure, 1 hope so.

Could you tell us your evaluation of the American-
Soviet Summit in relation to the Middle East and 1iIn
relation to the Palestinian question?

Very agreeable. Very agreeable.

Sir, Mr. Ebid said in Israel the other day that
Secretary Kissinger and President Nixon had agreed

that further arrangement between Israel and Egypt

would be the next step iIn Geneva. Is this understanding
as well?

my Foreign Minister will be visiting
will be visiting the states early in
1tem.

well you see,
Dr. Kissinger,
August. 1 think they will be discussing this

Thank you very much Sir.

Thank you.
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PRESS CONFERENCE BY
U.S. SECRETARY OF THE TREASURY WILLIAM E. SIMON
AND EGYPTIAN PRIME MINISTER HEGAZI
IN PRIME MINISTER HEGAZI11S OFFICE
CAIRO, EGYPT, JULY 16, 1974

HEGAZI: Well, it gives me great pleasure to have this
opportunity, Ffirst to thank Secretary Simon and his colleagues
in the delegation for the most constructive work we have
already done through these few days, and the few hours we
have passed -together. The di.scussions were very sincere —
to foster the relations and consolidate efforts between the
two countries on the way of progress and peace. 1 think it
would be quite opportune to hear Secretary Simonfs summing
up of the results we have already achieved as a first step
on the way to the Joint Committee meeting which is going to
be held iIn Washington in August.

SIMON: Thank you, Mr. Prime Minister.; clhe. Prime Minister
and 1 have just exchanged documents which activate the i1nvest-
ment guarantee agreement in order that the U.S. Overseas
Private Investment Corporation, known as OPIC, may ensure new
U.S. private investments in this country. This step was made
possible by the decision that was announced earlier this week
to establish a Joint Commission to seek settlement of U.S.
private claims against the government, which we have discussed
before.

Now, pursuant to the principles agreed to by President
Nixon and President Sadat of our countries, 1In preparation
for the meeting next month of the Joint Commission iIn
Washington, between the United States and Egypt, we have
agreed to the structure of a continuing mechanism for all of
the areas of cooperation to facilitate growing cooperation
between our two countries. We have agreed to form senior
working groups of economic development and investment and
this is 1In addition to the already formed groups on scien-
tific and technological cooperation, on medical cooperation, and
on cultural exchange. This senior working group on economic
cooperation and investment includes five major areas of in-
vestment , domestic development and industrialization, foreign
trade, agriculture and Suez Canal reconstruction and development.

Now, there were many definitives discussed on ways the
United States and Egypt can work together in many broad areas,
how the United States can assist Egypt iIn her industrializa-
tion and In her desire to strengthen the fibers of the economy
and financial system, which, of course, wesrirthe purpose of
this preliminary visit. As 1 told you at the outset, we came



over to make”some definitive suggestions, but most importantly
we came to listen and to learn and to ask many questions about
many of the facts and figures that we require before we can
gﬁt gn with the detailed work that must be done iIn the months
ahead.

In the area of assistance, as you know, there are basi-
cally Jar—W"ays™hat a country can assist another country.
One 1s in the hard dollar area, if you will. In that area
we discussed the appropriation that we sent to Congress for
$250 million in FY 1975. We discussed an expanded PL-480
program for the basic commodity needs, and this is in addition
to the $250 million appropriation. We discussed, 1 might
add, the more diverse”™(garbled) second the $250 million,
$170 million of this is to be used for the Suez reconstruc-
tion and “development.” The other will be the (garbled)
commodities including internationally freighted raw materials
but not the commodities that are included in the PL-480 agree-
ment-.— -This is hot to be confused. We talked of ways that we
can work with the Export-Import Bank encouraging the loans
and credits to this country. Also, our contributions to the
énﬁ?rnational financial institutions, the IMF and the World

ank.

Now, the other side of assistance is of a technical nature.
The expertise, financial and economic, that the United States
can offer through tax administration, through debt management,
debt structuring and many other forms through our Department
of Commerce, State and many technical agencies.

wWith~that, 1°ve sort of given you a broad brush of the
conversations that were held while we were here, and, Mr.
Prime Minister, 1 would like to turn It back to you.

HEGAZI. We have discussed a very large scope of subjects,
starting from the promotion of private investment, joint
ventures -- we have already a number of applications for banks
to work, @n the free zones, and in hard currency as well as
in the local market. ;On the private investment side, we
already have had quite a number of discussions concerning
projects, on the top of the list is petrochemicals and agro-
industrial projects, side by side with maritime transport
activities. Also there are discussions concerning investment
in tourism. We have a good number of applications for that
and we are trying”to do our best on both sides to bring about
a climate of confidence and cooperation so as to find out
what are”the projects in Egypt which could be put under
observation and for American investors to take part in.
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Today 1 am glad to say that we have already accepted to
give permits to four major U.S. banks: the Chase Manhattan,
the First National City Bank of New York, the American Ex-
press, and the Bank of America. We gave this decision today
because we find It so important for financial circles in the
United States and Egypt to find ways and means to implement
the feasibility study of the projects in hand and future
projects.

Also, |1 think Secretary Simon also suggested, and we have
agreed, to find ways and means for a sort of technical coopera-
tion on feasibilities studies of projects. And that"s why
there was a suggestion to establish a project development

institute. I think this iIs also one of the important results
of this meeting. After the discussions which took place this
morning with the press, | think the meetings with the respon-

sible ministers have shown our friends here at the table that
we are here to implement the words which are included word

by word and in the new era which we are looking after at the
moment by the policy of liberalization and the opening up of
the Egyptian economy. We are keen to facilitate all pro-
cedures and we will take measures for all actions necessary
to cut bureaucracy and give more freedom and flexibility,

not only to the private sector but also to the public sector,
to act directly with some of the business circles whether
inside the country or with international organs.

That is why 1 think we will be ready to answer and give
any details, i1f you think you still, after the few hours you
have spent with our ministers, have questions. | am quite
sure this framework, after the organism which we have agreed
to establish today, and with the working groups, working
subcommittees, more or less which will take place as soon
as possible. On our side iIn Egypt, we will appoint one of
our higher officials to head the committee of this senior
working group. We understood that Mr. Parsky is being
aPPointed on the American side and that will give us a chance
for people to have enough time, ample time, with our people
here in Egypt and with the technicians, the experts, on the
other side. I think this committee will definitely add much
to the success of the objectives already outlined by our two
Presidents.

i think we are ready to explain or at least interpret
or add anything which you think feasible.

QUESTION: Mr. Hegazi, could you tell us what kind of
applications for U.S. banks you approved, whether it is
(garbled) merchant banks (garbled)?



HEGAZI: The Chase Manhattan is asking for a branch and
a joint venture j with the National Bank of Egypt. The First
City National Bank of New York is a branch so far. American
Express is also a branch. Bank of America is a joint venture
with Bank Misr. What we have accepted today is just to give
them the final permits for the branches. For the two banks
which are getting into joint ventures, 1 think a study has
to be completed by our banks. You know we have to apply the
capital and this is going to be implemented as | said iIn the
free zone or In hard currency. Because the second step,
which is i1n the local market, 1 think we have to set a policy
for that. We will start first with the foreign activities
and secondly will get into the joint ventures for the local
market. I think 1 gave you this yesterday.

QUESTION: Will there be branches only in the free zone?
HEGAZI: Not necessarily.

QUESTION: But the joint ventures are likely to be in
the free zone?

HEGAZ1: Joint ventures for hard currency, no, because
the investment law has given us the chance now to accept any
foreign activity iIn any part of the country. But we have,
of course, to decide where: 1n Cairo, in Alexandria, Iin
Suez, Ismalia or Port Said. We have to fix the region or
the field of activity, you know.

SIMON:  In addition, if you’ll excuse me, Mr. Prime
Minister, 1 think It is important to emphasize the importance
of this new investment law and its impact on attracting iIn-
vestment to this country. Now, 1 know that this wasJexplained
to all of you this morning, and 1 hope iIn great detail; 1 am
sure you asked a great deal of questions. Also, what’s Im-
portant, which 1 neglected to mention, is the commencement”
of work on a tax treaty that will obviate double taxation 1in
our country, certainly the removal of an impediment on
investment.

QUESTION: Mr. Prime Minister, under the agreements you
have signed, are there guarantees against expropriation of
U.S. iInvestments in the future?

HEGAZI: Yes.

QUESTION: Are you saying, -sir, that Egypt will not
nationalize American firms in the future?
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HEGAZI: Well, 1 think according to the investment law
which has been issued, this is mentioned iIn broader terms
that no sequestration -- of course, | mean any country has,

according to its sovereignty, that power, but according to
the investment law this has been clearly stated.

SIMON: That®"s the important point, It"s in the new
investment law — the specifics on nationalization. The
investment agreement just clears the way, as | explained
yesterday; legally, specifically it does not deal with ex-
propriation.

HEGAZ1: 1 should like to add one thing probably not
mentioned In our meeting, because this is rather a bilateral
discussion, but we have also an agreement in the Arab League
that any Arab country that calls for any sort of activity,
whether i1ndustrial or agricultural, banking or whatever it
iIs for foreign capital, once the country is asking for that
investment, well, this iInvestment iIs not subjected to any
acts of nationalization or sequestration or otherwise.

QUESTION: Gentlemen, you mentioned the project develop-
ment institute, where will this be established and who will
be staffing 1t?

HEGAZI: 1 think 1t will be In Cairo — the details of
which will be discussed between both of us. It may be a
separate center or it.may be one center in one of the main
institutes we have here.

SIMON: One of the mechanisms in attracting investment
to a country is to have a body that i1s responsible for the
planning and feasibility studies and making known the specifics
of the requirements in the country and the desire on the part
of the country to attract investment; now, this is an area
in which a project development institute would be extremely
helpful, most particularly iIn the area of feasibility. Be-
cause Industries worldwide want to know many economic answers
before they are going to invest their money in a foreign
country...the consumer, the potential profit, can a product
be sold, exported, all the marketing and industrial and
ability to manufacture questions that go along with any
size of iInvestment.

QUESTION: Will there be any restrictions on repatriation
of profits?

HEGAZI: 1 think this has been explained. Also, this 1is
very clear iIn the investment law and the regulations already



10

put into effect by the Authority for Foreign Investment. And
that really depends on a number of factors iIn which we take

care into making the feasibility studies on the acceptance

of foreign capital in this country. Once the foreign com-
ponent has been achieved by the investor, there is no restriction
whatsoever .

Number two, any additions by the foreign inyestors to
the local requirements for that which is being financed also
this could be allowed, there are no restrictions.

QUESTION: Mr. Prime Minister, as you know the Nixon
Administration asked for $250 million in economic aid for
Egypt over the next fiscal year. Have you suggested to
Secretary Simon that the amount might be higher?

HEGAZI: Well, 1 have always been saying, and I think
this i1s a good opportunity, | would say iIf the American
Congress gives $2.2 billion to Israel for armaments, 1 think
$2.2 is the minimum for "progress and peace,” using the words
of President Nixon. We are calling for $2.2 billion as a
minimum. I am sorry for that (to Secretary Simon). (Laughter)

SIMON: Please (to newsmen) would you do me jJust one
favor and don"t tear up everything else you have written
down because | know now what your headlines will be. (Laughter)

QUESTION: Mr. Prime Minister, did you specifically
suggest that figure to Secretary Simon?

HEGAZI : I have no suggestions, because 1 don"t,think
I am In a position to ask for figures. The U.S. and the
Congress and Mr. Simon and everybody know that the Suez Canal
Zone 1s an important area and a strategic area and the con-
struction taking place in that area needs a lot of money
which is in billions not in millions. Suez Canal by itself,
the reopening and the widening of the Canal, i1s for the sake
of peace and progress of the whole world, either by aid or
by soft loan. I think the world should share iIn that.

QUESTION: Mr. Secretary, do you have any response to
that?

SIMON: Well, we believe that these preliminary talks
are extremely important, extremely useful in understanding
the problems. But more importantly to learn the magnitude
of the problems i1n this country. We will go back with greater
knowledge and a greater desire to get into the definities and
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specifics 1In the working groups to set about the restructuring
and assisting iIn strengthening the economy of Egypt every way
that we can.

As far as the specifics and dollar amounts — which gets
to your question, 1 presume, as you know, from America, the
legislation and appropriation process. We have asked Congress
for the $250 million and the additional PL-480. We are going
to assure Egypt that the highest priority in this program as
well as 1n the other international finance iInstitutions and
that 1s what we are prepared to extend at this time.

QUESTION: Mr. Prime Minister, in discussing liberaliza-
tion in the Egyptian economy, did you discuss at all the
ending of subsidies on consumer goods? And if so, did you
make any commitments?

HEGAZI: 1 think this is internal policy, excuse me if
I say that. This is policy which has been implemented so
long and I think this is a general subject which we have to
look into in the future. But as a socialist measure, we’re
not ready to check that at this moment. This is an Important
part of our mechanism, which I think kept inflation down and
helped this country through all its difficulties during the
last six or seven years.

But one point iIs important. That is the wheat and the
requirements of PL-480. You remember the situation in T66.
So we are looking forward to PL-480 as one of the important
parts of our future discussions and | am sure this will be
taken iInto consideration.

QUESTION: Mr. Prime Minister, on the subject of wheat,
did you suggest to Secretary Simon how much wheat Egypt might
have next year? And what was his response? Was it satis-
factory to you? Will you get as much wheat as you want?

HEGAZI: Well, 1 am quite satisfied with the discussions
in various fTields, whether i1t is with PL-480 or in other
Tields. We have discussed details about commodities, about
investments and everything. 1It"s being done in black and
white In a very frank discussion because | think 1t is so
important for us to think of the difficulties we have and
then 1t is for the American side to decide.

QUESTION: Were there any commitments made to each other?

HEGAZI: The first priority for Egypt would be in taking
a decision so far as PL-480 is concerned*
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SIMON: My point on PL-480, of course, iIs that we are
setting our priorities right now back in the U.S. Most
importantly, we have to know what our harvest will be. We"ve
had forecasts all year. You know how precarious forecasts
can be, because the weather is iInvolved and you know how
little control we have over that, like so many”~other things.
The original forecast appears to be a little bit higher than
the recent forecast because of some poor weather.

QUESTION: Mr. Prime Minister, has there been what you
might call "marking of time™ pending progress in the Geneva
peace negotiations?

HEGAZI: 1 don’t think much cooperation is tied to Geneva,
because this is | think instead the prospect of building up
cooperation between Egypt and the U.S. as a policy.

QUESTION: Do you foresee any possible developments in
the Middle East which would negate the progress you have
made this week?

HEGAZI: \Well,, that depends on the steps to be taken
in Geneva.

QUESTION: It does not depend on any actions by Israel?
I am thinking of possible events which might occur in the
future which in themselves might negate the obvious progress
you have made this week.

HEGAZI: 1 hope not.

QUESTION: Mr. Prime Minister, there seems to be some
confusion as to whether you®ve asked for any rescheduling of
the Egyptian debt to the United States during your talks
here in the last few days. Can you tell us whether you, have
or have not?

HEGAZI: | don"t think the debt for the U.S. 1is worrying
Egypt as such; so we have discussed all details concerning
figures on all accounts between Egypt and the U.S. A study
IS going to be done concerning the settlement of the arrears
and the future prospects.

QUESTION: Have you worked out any timetable for the
Joint Committee?

HEGAZI: 1 think the Joint Committee will meet Tfirst
in August. It may have the opportunity to visit the United
States by the end of September. The IMF meeting probably
will have something in detail by this time.



SIMON: But in the interim the senior working groups

are going to be working on the specifics of all the broad
areas.

QUESTIONz,. Will the study of arrears be confined to the
United States or will 1t be a study of Egypt’s foreign debts
in general?

HEGAZI: We are talking now about the United States and

Egypt only. 1 think we have an idea about how to handle it
in the future*

QUESTION: Is there any possibility of rescheduling the
debt?

HEGAZI:* That depends on the time when we could bring
this*, into .discussion. | think you will be hearing very”soon
about the credit-worthiness of Egypt from some international
bodies and allow me to say something because all the ques-
tions are just going around iIn a vicious circle. 1 would
like to clarify some of the points.

After the Sixth of October War, we feel very confident
about the economic position of Egypt, partially because ve.
have passed through six-and-a-half or seven years of hard-
ship with very little aid comparatively with what is being
spent on armaments and defense. You all know that Arab aid
to Egypt was 100 million pounds per annum and we have spent
over 5,000 million pounds on defense. By all”™measurements
I think for what you are asking that the foreign debt is
nothing compared with what was spent on armaments and defense.

For your knowledge, 1 will just add a few more state-
ments that during the period of six-and-a-half or seven years
investments were not pouring iInto consumable goods by any
means. We have been constructing heavy iIndustries and re-
claiming land; so these were two big burdens on Egypt during
the seven years. Allocation for armaments and defense and
heavy i1nvestment in long-term projects means the people of
Egypt have been sacrificing quite a lot In consumer goods
and services. That’s why 1t iIs opportune at the moment to
think of the future possibilities for development in Egypt.
That’s why we are now devising the whole plan for the future
giving priorities, fields of activity that will add to the
production of commodities required for the masses.

Second, which is very important, also, is the problem
of finances. It is not what is worrying Egypt as such, but
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it I1s a priorityproject for the future for the potentialities
of Egypt. Probably my colleagues in the Cabinet have ex-
plained to you the potentialities in tourism, in oil
explorations, in mining, iIn agro-industrial development for
export purposes (as well as for local consumption), for the
utilization of the i1deal capacities of our iIndustrial and
other fields of activities. This will add straight to the
revenues of this country.

All this has proved that we, 1 think, will stand on
solid ground. Side by side with this, you know that we are
embarking on a joint effort with the Arab countries for the
use of surpluses for investments and fortunately for recon-
struction. We have already had many applications. |I°1l just
quote one example: i1n the tourist field we have applications
for hotels and other things amounting to 90 million tons.

We have a number of applications from a number of industrial
circles and other investors, both private individuals and
otherwise iIn a number of branches.

That 1s why 1°m not worrying about this problem of re-
scheduling of the debt service, the way you may have in mind.
I’m not at the moment ready to give figures, but that is my
belief. This country has lived seven years and got through.
That 1s why 1 say that the future iIs bright. <Side by side
with the recent ﬁrice and its effect on the local economic posi-
tion. That is why we managed to keep our inflation at a
lower level. At least that’s how the economic reporters
from outside circles, foreign circles, say.

QUESTION: You know the Secretary is about to depart”™for
Israel. Can you give him any suggestions as to what he might
discuss with them?

HEGAZI: Well, 1 think Israel’s problems are her own
problems. We always say we are looking for peace, that’s all.

000
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FOR IMMEDIATE RELEASE July 19, 1974

JAY N. WOODWORTH RESIGNS AS DEPUTY TO THE
ASSISTANT SECRETARY FOR ECONOMIC POLICY

The Treasury Department today announced the resigha-
tion of Jay N. Woodworth as Deputy to the Assistant
Secretary for Economic Policy effective July 19/ 1974.

Mr. Woodworth will rejoin the Chemical Bank in New York
Citv as Vice President and Chief of International Planning.
He had served as Assistant Vice President and Chief
Domestic Economist of the Chemical Bank prior to his
appointment to the position with the Department of the
Treasury in April, 1972.

In his position with the Treasury, Mr. Woodworth
has been engaged iIn a variety of Treasury activities,
including particularly analysis of current economic and
financial developments and the Economic Stabilization
Program.

In accepting his resignation with "regret', Treasury
Secretary William E. Simon expressed '‘gratitude™ for
Mr. Woodworth®s "significant contributions to the formula-
tion of our economic policy. You have earned my own high
respect, that of the former Secretaries for whom you have

worked, and the respect of your colleagues as well.

WS—65
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FOR IMMEDIATE RELEASE July 18, 1974

SALE OF $1.5 BILLION SEPTEMBER TAX ANTICIPATION BILLS

The Treasury Department is selling $1.5 billion of 44-day Treasury
tax anticipation bills which will mature in September 1974.

The bills will be auctioned on Thursday, August 1, for payment on
Wednesday, August 7. Commercial banks may make payment for their own and
their customers' accepted tenders by crediting Treasury tax and loan
accounts.

The bills will mature on September 20, 1974, but may be used at face
value in payment of Federal income taxes due September 15, 1974,



FOR IMMEDIATE RELEASE July 18, 1974
TREASURY OFFERS $1.5 BILLION OF SEPTEMBER TAX ANTICIPATION BILLS

The Treasury Department, by this public notice, invites tenders for
$1,500,000,000, or thereabouts, of 44-day Treasury bills, to be issued
on a discount basis under competitive and noncompetitive bidding as
hereinafter provided. The bills of this series will be dated August 7, 1974,
and will mature September 20, 1974 (CUSIP No. 912793 WX0)e They will be
accepted at face value in payment of income taxes due on September 15, 1974,
and to the extent they are not presented for this purpose the face amount of
these bills will be payable without interest at maturity. Taxpayers desiring
to apply these bills in payment of September 15, 1974, income taxes may
submit the bills to a Federal Reserve Bank or Branch or to the Bureau of the
Public Debt, Washington, D. C. 20226, not more than fifteen days before that
date. In the case of bills submitted in payment of income taxes of a
corporation they shall be accompanied by a duly completed Form 503 and the
office receiving these items will effect the deposit on September 15, 1974.
In the case of bills submitted in payment of income taxes of all other
taxpayers, the office receiving the bills will issue receipts therefor, the
original of which the taxpayer shall submit on or before September 15, 1974,
to the Internal Revenue Service Center Director for the District in which
such taxes are payable. The bills will be issued in bearer form, and in
book-entry form to designated bidders, 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,
August 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
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 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.

(OVER)
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All bidders are required to agree not to purchase or to sell, or to
make any agreements with respect to the purchase or sale or other disposition
of any bills of this issue at a specific rate or price, until after one-thirty
p.m., Eastern Daylight Saving time, Thursday, August 1, 1974.

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 $300,000 or less without stated price from any one bidder will be
accepted in full at the average price (in three decimals) of accepted competitive)
bids. Settlement for accepted tenders in accordance with the bids must be nack
or completed at the Federal Reserve Bank in cash or other immediately available
funds on August 7, 1974. Any qualified depositary will be permitted to make
settlement by credit in its Treasury tax and loan account for Treasury bills
allotted to it for itself and its customers.

Under Sections 454(b) and 1221(5) of the Internal Revenue Code of 1954
the amount of discount at which bills issued hereunder are sold is considered
to accrue when the bills are sold, redeemed or otherwise disposed of, and the
bills are excluded from consideration as capital assets. Accordingly, the
owner of Treasury bills (other than life insurance companies) issued hereunder
must include in his income tax return, as ordinary gain or loss, the difference
between 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 July 18, 1974

JOINT STATEMENT ON THE OCCASION
OF SECRETARY SIMON®"S VISIT
TO ISRAEL JULY 16-18, 1974

During the visit of United States Secretary of
the Treasury William Simon to Israel July 16-18 he
met with Prime Minister Rabin, Deputy Prime Minister
and Foreign Minister Allon, Finance Minister Rabinowitz,
Minister of Commerce and Industry Bariev, Defense
Minister Peres and Governor of the Bank of Israel
Zanbar, and other senior members of the Israeli
Government.

It was agreed that the talks, held In an at-
mosphere of cordiality and understanding, marked a
fruitful and constructive first step toward imple-
menting the joint statement of President Nixon and
Prime Minister Rabin of June 17. Secretary Simon
was Tully briefed on the Israeli economic situation
today and the forecast for the future. The briefing
covered the subjects of long-range economic needs,
the encouragement of American private investment in
Israel, means to strengthen U.S.-Israel bilateral
economic relations and other goals to be achieved
within the principles embodied in the joint statement.
The Prime Minister and his colleagues described the
heavy defense burden that Israel continues to bear
as 1t endeavors with i1ts neighbors to achieve a just
and durable peace in the middle East,and the impact
of this burden on Israel®"s economy and its government-®s
efforts to build a better life for its citizens. They
requested that the funding required for long-range
defense procurement agreements be provided as soon
as possible. The need for rapid economic develop-
ment of Israel was also discussed.

Secretary Simon noted the excellent impression
he had gained in this, his first visit to Israel, of
the prevalent dynamism and spirit of self-help evident
in Israeli economy. He assured the Prime Minister
of the United States™ continuing strong support for
Israel™s security and economic development.

WS-66



It was agreed that the United States and Israel
would establish a Joint Committee for Investment and
Trade to be chaired jointly by Secretary Simon and
Minister Rabinowitz. Participating in the work of
the Committee would be other officers of cabinet level
from both countries. Four sub-committees would operate
under the Joint Committee covering encouragement of
capital investment, trade, raw materials, and research
and development activities. The desirability of a
U.S.-Israel Trade and Investment Council was discussed,
to be composed of participants from the private
sectors of both countries. Both governments agreed
to explore, as soon as possible, ways iIn which such
a council could be established, and the means to
draw to the attention of the business community in
the U.S. that investment in Israel is in the common
interest of the U.S. and Israel.

It was further agreed that the work of organizing
the sub-committees would begin immediately in prepara-
tion for an early meeting of the Joint Committee not
later than November. Secretary Simon has invited
Minister of Finance Rabinowitz to Washington for
this meeting and to discuss other matters of common
interest, and Minister Rabinowitz has accepted.

At the conclusion of Secretary Simon"s visit
the Prime Minister and the Secretary expressed their
satisfaction that already, one month after President
Nixon"s visit to Israel, the firmer and more clearly
defined structure of consultation and cooperation
envisaged by the joint statement of June 17 was taking
an effective form.

0o0



UNITED STATES SAVINGS BONDS ISSUED AND REDEEMED THROUGH june 30, 1974
(Dollar amounts in millions —rounded and will not necessarily add to totals)

DESCRIPTION AMOUNT 1SSUED— REDEEMLD—/~  OUTSTANDING—:  OF AMOUNT ISSUED
MATURED
| pepps A-1035 thru D-1941 5,003 4,999 4 .08
Series F and G-1941 thru 1952 (9,521 29,502 19 .06
Series J and K-1952 thru 1957 3,754 3.748 6 16
AMATURED
1Series E - :
1941 1,935 1,754 181 9.35
1942 57538 v 7.726 812 9.51
1943 13,728 12,444 1,285 9.36
1044 16,031 14,451 1,580 9.86
1945 12,629 11,246 1,383 10.95
1946 5766 4988 778 13.49
1947 5503 4634 869 15.79"
1948 5,710 4733 976 17.09
1949 5671 4625 1,047 18.46
1950 4981 4.010 971 19.49
1951 4,309 3.469 840 19.49
1952 4,517 3,614 903 19.99
1953 5,184 4,068 1,115 21.51
1954 5296 4,097 1,199 22,66
1955 5,815 47231 11284 23.28
1956 5,332 4 ,06C 1,271 23.84
1957 5,031 3.788 1,244 24.73
1958 4.929 3,620 1,309 26.56
1959 4627 3,365 1,262 27.27
1960 4,661 3,300 1,360 29.18
1961 4,760 3,257 1,503 31.58
1962 4,639 31096 Il 543 33.26
1963 5227 3.308 1,919 36.71
1964 5.094 3,229 1,865 36.63
1965 4988 3.139 1,849 37.07
1966 5,403 3,265 2,139 39.59
1967 5328 3,176 2,152 40-39
1968 5,033 2,973 2,060 60—93
1969 4, 1LL 2,698 2,046 43.13
1970 4,980 2'574 2,406 48.31
1971 5,743 2,567 3176 55.30
1972 6,346 2,410 3,936 62.02
1973 6,317 1,904 4,413 69.86
1974 1,776 2251551 87.33
478 471 1 1-46
Total Series E 200,751 146,517 54,234 27.02
1 Series H iiosa thm mqv iqrgn M 5,485 4,091 1,393 25.40
H i.minP 1QSQ thru 1Q7A) 9,716 3,423 6,293 64.77
15,201 7,515 7,686 50.56
Total Series H
Total Series E and H 215,952 154,032 61,920 28.67
38.278 38,250 27 .07
215,952 154,032 61,920 :8.67
Grand Total 254.230 192.282 61,947 24.37

j Include accrued discount.
3J Guratredemption value.

L} option of owner bonds may be held and wilt earn interest for additional periods alter original maturity dates.

Fom PO 3812 (Rev. Mar. 1974) - Dept, of the Treasury - Bureau of the Public Debt



FOR IMMEDIATE RELEASE July 22, 1974

AMENDMENT OF ANTIDUMPING DETERMINATION OF
SALES AT LESS THAN FAIR VALUE IN NON-POWERED
HAND TOOLS FROM JAPAN

Assistant Secretary of the Treasury David R. Macdonald
announced today the i1ssuance of an amendment to the sales
at less than fair value determination in the antidumping
investigation of non-powered hand tools from Japan. The
determination is amended to restrict its scope solely to
wrenches, pliers, screwdrivers, and metal-cutting snips
and shears.

The determination, published iIn the Federal Register
of June 21, 1974, and the withholding of appraisement,
published on March 25, 1974, are revoked insofar as they
include merchandise other than that described in the four
categories.

Notice of this action will be published in the
Federal Register of July 23, 1974.

H # # # #
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FOR IMMEDIATE RELEASE 1974

SIMON TO MEET WITH
ITALIAN OFFICIALS

Secretary of the Treasury William E. Simon will visit
Rome on Tuesday, July 23, as part of continuing cabinet-
level consultations between the United States and the nations
of western Europe. Mr. Simon, whose arrival iIn Rome follows
a series of meetings with government leaders in Egypt,
Israel, Saudi Arabia, Kuwait and West Germany, Is expected
to confer with Italian Minister of the Treasury Emilio
Colombo and perhaps other Italian authorities.

The Treasury Secretary will depart Rome the same day
in order to meet with financial officials of France and
Great Britain. He will return to the United States on
July 27.



PRESS CONFERENCE BY
TREASURY SECRETARY WILLIAM E. SIMON
AT BEN GURION AIRPORT, TEL AVIV, ISRAEL
JULY 18, 194

QUESTION : Could you possibly give us more facts and
figures to cover this communique in detail? My second
question: what"s the range in years of the agreement?

SIMON: The "agreement™ we are looking to sign has no
definitive termination point. This is a long-term arrange-
ment and, as such, there i1s no two-year, fTive-year (period)
economic assistance, whether it be in the hard sense of the
word or the technical assistance sense, and all of the ex-
pertise that we can provide iIn the areas of economic finance
and tax, etc., necessarily take a long time. So | don"t
really think we have to have a timeframe on this agreement.
This will be an ongoing, working, cooperative relationship,
formalized in this area specifically to deal with the areas
as mentioned iIn our communique. The agreement won"t be
signed until November of this year. The working groups go
to work in the areas of energy, raw materials, trade, en-
couraging iInvestment, etc., now working toward the acceptance
of the definitives of the agreement which will be signed in
November .

This requires a great deal of work, and one day and a
half of discussions cannot reach all of the definitive de-
cisions and get to all the facts and figures we have received.
One of the functions we have here was to come and to listen,
to learn, and to get the views of the leaders on all the
subjects we intend to cover. We now have to get to work
and solve some of the problems and identify the areas spe-
cifically that we are going to focus on.

QUESTION: For those of us who are not experts in
economics, would you give us an i1dea of what specifically
we are talking about? |Is it simply American aid?

SIMON: No. Basically, the strengthening of the struc-
ture of the Israeli economy can be done in two ways. It
can be done simplistically with our dollar appropriations
from our Congress iIn the United States which, as you well
know, have been substantial in the past. As President
Nixon assured, we will continue with the authorizations
from Congress to provide the assistance for this country
in the future. It can be done through PL-4-80, through our-
selves working with the Export-Import Bank on financing
credits for industries, with the World Bank, with all of
the international and other bilateral, as well, iInstitutions.
Then, one might say that"s the hard side.



On what might be called the soft side we could talk
about the technical assistance, the expertise that we can
provide, the definitives of tax treaties, how to encourage
American investment, trade councils to be set up, joint
industry trade councils with very visible United States
cooperation and assistance encouraging our industries to
come and invest in lIsrael, explaining the profitability,
education in our country through our Department of Commerce.
Our Commerce Department in the United States helps in many
specific ways.

So these are the two types of aid. Working groups, of
course, will function primarily on the second side as the
hard loan side has already been discussed and will continue
to be discussed.

QUESTION: Israel has reportedly asked for long-term
military aid, large-scale military aid and also for economic
assistance. How do you rate the prospects of these requests
to receive Congressional approval?

SIMON: 1 never attempt to prejudge the Congress when
you talk about long-term assistance. Their long-term
assistance that they asked for iIn Washington a short time
ago was, | believe, a billion and a half dollars a year for
a five-year period. This is being studied by our Defense
Department in Washington right at the present while 1 am
away, and that will be first determined In the Administration
as to the feasibility of the request, as to the economic
feasibility, and then we will go up with what our suggestions
are and what our recommendations are to the Congress and
expect to be able to get the monies appropriated. Our
Congress has been generous, very generous, to this country
in the past. But | wouldn®t attempt to speculate on what
number they might authorize nor iIndeed what number that we
would recommend vis-a-vis the initial request.

QUESTION: One of the major wire services carried a
story reporting that the publication known as the American
Banker quotes you as saying that you are bypassing lran on
the trip because, and | quote, the Shah i1s a nut, unquote.
Did you say that and i1s that the reason you"re not visiting
Iran?

SIMON:  No, 1t is not. I will give you the background
on this trip. About six weeks ago Prince Fahd from Saudi
Arabia brought a delegation to Washington to commence long-
term discussions on economic development, industrialization,



diversification, science and technology, etc. — same
economic-type mission. We agreed at that time to set up
the working groups and to commence working the middle of
July i1n Jidda, and it was envisioned or perhaps imagined at
that time that 1 would potentially go over to open up the
working groups with my Assistant Secretary, Gerry Parsky,
who will chair.

Then, subsequent to the President and Secretary
Kissinger’s visit to the Mid East, they decided — the
President decided — that 1 would be visiting Egypt and
Israel.

I then said that as long as | was doing this tour of
the Middle East, that | had looked for an opportunity to
visit my counterparts, my associates, in lItaly, France,
Germany and finance minister associates in the U.K. I was
unable to meet with .(inaudible) iIn Paris because he was just
two days on the job when our ministerial meeting was held
in Washington earlier this month.

So there was absolutely nothing to do with should we
add another country. | am going to enough countries, and I
will be away long enough, and 1 don’t have a sufficient
period of time to reallystop in everywhere that 1 would
like to. That will have to be held for a second trip.

QUESTION: So the quote attributed to you, Mr. Secretary,
is not correct?

SIMON: The quote relative to I am not going to lIran
because the Shah or whatever was quoted is not a correct
statement. That is correct.

QUESTION: In your day and a half of talks, what is
your view of Israel’s economic shape? What shape is the
country in?

SIMON: I think that this iIs consistent with my entire
visit and what my reason is for coming even though there
have been lots of people who have suggested that my reason
for visiting the Mid East has had something to do with oil prices
and lots of other exotic things that are so disturbing to
the world economies today.

Basically, as | said In my opening statement when 1
arrived here, Israel is the prodigy of post World War Il



economic development. This is a fundamentally very sound,
strong economy. Whille they do, iIndeed, as the rest of the
countries in the world, have today is a terrible

problem with the inflation, their growth rate is working

on. As you well know, the measures that have been announced
by the Finance Minister and by this government to deal with
the problem of inflation, utilizing the demand for strength,
as we .are also doing in the United States — but their
economic growth #s assured and i1tls sound.

But it must continue to be assured through continued
guaranteed growth in the future, and this iIs what we’re here
to work on. Obviously there’s a problem as far as peace Iis
concerned — lasting peace. Because without a lasting peace,
one cannot have economic growth. The issues of war, peace
and economic growth are interrelated. And that i1s really
the purpose of my visit -- to begin to promote .this sound®
economic growth iIn this entire Mid Eastern sector which will
guarantee a lasting peace.

QUESTION: Is the U.S. planning a similar agreement
with Syria?

SIMON: That, to the best of my knowledge, has not
been discussed.

QUESTION: With inflation playing both a political”™and
economic role In the American scene and with the admission
of the federal government that it may take some years before
inflation is properly controlled, do you believe that Congress
will implement some of the plans and arrangements that you
seek in order to help many of these nations by virtue of our
dollar aid?

SIMON: We have before Congress now the appropriations
that we have requested for the various countries. We’re
putting together our PL-M-80 requirements at the present as
far as the agricultural area is concerned. Inflation is
the number one problem In the world today, and everyone
worldwide is working terribly hard to cure\it. There have
been very stringent demand restraints -- fiscal programs -—
within almost every major country of the world and several
of the less major. I frankly am optimistic that these are
going to work. You know, there iIs no iInstant cure,”™no quick
fix, 1f you will, for the inflation problem. What it re-
quires is getting back to the fundamentals, getting back to
what we call that old-time religion and dealing with the
root causes of inflation and stop attacking the results of
inflation, and that finally is what we’re getting through.
Good politics and good economics are now the same.
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QUESTION: Would i1t be fair to say, nonetheless, that
the recent world oil prices have indeed been a catalyst to
increased inflation? And what do you think we should do
about 1t?

SIMON: We’ve had two major factors: one, the iIncrease
in food prices; and two, the increase in oil prices. This
contributed approximately 60 percent to the American infla-
tion problem last year. Now these two obviously are phasing
out.

We’re about to harvest a record harvest in the U.S. -
a little bit below our original forecast, but nonetheless
it will be a record. So, we’ve already seen pressure put
on the wholesale prices of our agricultural commodities in
our country.

No one expects the price of oil, certainly, to escalate
from these levels-. Indeed, the response has been to these
prices that it has created a surplus in this world. So I
think that there’s probably going to be in the months ahead
some pressure on the prices. One might look for some easing
ahead.

So I think those two factors, while they were a major
contribution to inflation worldwide, that the third factor
being the simultaneous boom in all the industrialized nations
of the world was creating such extraordinary demands and
obviously, consequently, the iIndustrially traded raw materials
had a dramatic increase in price. Well, with the demand
restraint programs in place, that’s going to slow down the
demand and finally bring some equilibrium to supply and™de-
mand and allow us to build a base to increase productivity
and capacity In every country in the world which iIs going to
be the only ultimate answer. We have to stop as governments
of the world, and 1 mean of the world, encouraging consump-
tion and penalizing savings and investment. And this will
bring the prosperity that we all desire for all of our peoples.

QUESTION: Mr. Secretary, there was an article-in the
newspaper this morning quoting President Sadat as saying
that he would like compensation from the U.S_~for the oil
that Israel has taken out of the Abu Rodeis oilfields since
the Six Day War. Is it likely iIn your opinion that the U.S.
would be willing to give such compensation?



SIMON: When I met with President Sadat for over an
hour the other day, he did not bring it up; so | have no
knowledge of that statement whatsoever. As far as the nego-
tiations are concerned and the withdrawal in a very sensitive

area, | leave that to President Nixon and Secretary Kissinger
very wisely.

000



FOR RELEASE 6:30 P.M July 22, 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 July 25, 1974,
were opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing October 24, 1974 : maturing January 23, 1975
Equivalent : Equivalent
Price Annual Rate : Price Annual Rate
High 98.085 7.576% : 96.117 7.681%
Low 98.071 7.631% 96.084 7.746%
Average 98.078 7.604% 1/ : 96.107 7.700% 1/

Tenders at the low price for the 13-week bills were allotted 48%.
Tenders at the low price for the 26-week bills were allotted 89%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: )
District Applied For Accepted Applied For Accepted
Boston $ 64,015,000 $ 32,080,000 $ 22,080,000 ¢ 12,080,000
New York 3,676,245,000 2,292,595,000 2,994,620,000 i, 657,190,000
Philadelphia 30,710,000 28,765,000 15,130,000 13,520,000
Cleveland 75,775,000 35,745,000 49,040,000 26,990,000
Richmond 78,810,000 28,070,000 76,000,000 21,590,000
Atlanta 45,180,000 27,285,000 26,850,000 23,500,000
Chicago 198,765,000 33,905,000 193,020,000 35,990,000
St. Louis 45,515,000 24,415,000 43,030,000 17,980,000
Minneapolis 16,840,000 4,840,000 17,990,000 5,610,000
Kansas City 37,735,000 29,960,000 29,615,000 25,700,000
Dallas 37,780,000 16,780,000 37,260,000 16,335,000
San Franr-fsr*n 156,300,000 45,615,000 213,035,000 43,565,000

ToTALS $4.463,670,000 $2,600,055,000 iif$3,717,670,000 $1,900,050,000"

a/Includes $408,310,000 noncompetitive tenders accepted at average price,

b/Includes $275,150,000 noncompetitive tenders accepted at average price.

£' These rates are on a bank discount basis. The equivalent coupon issue
yields are 7.86 % for the 13-week bills, and 812% for the 26-veek bills»
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RELEASE AM THURSDAY, JULY 25/ 1974

GEORGIA PICKED FOR DIRECT DEPOSIT OF SOCIAL SECURITY CHECKS
IN FIRST PHASE OF NATIONWIDE VOLUNTARY PROGRAM

Georgia®s 700,000 social security and supplemental security income
beneficiaries will be given the opportunity to participate in a pilot
project for direct deposit of their monthly checks to banks or thrift
institutions, in the first phase of a nationwide program to convert such
Government payments to an electronic funds transfer system.

The new program was announced jointly today by the Treasury, the
Social Security Administration and the Federal Reserve System. Public
Law 92-366, authorized the new program; Treasury issued regulations in
the October 4, 1973 Federal Register to implement that Law (31 CFR Part
209 at 38 F.R. 27521).

Treasury prepares and mails 27 million social security checks and
3.5 million supplemental security income checks for delivery by the U.S.
Postal Service during the first few days of each month.

Under the program, to be initiated in Georgia this November,
beneficiaries have the option of having their monthly checks sent directly
to their bank or thrift institution for credit to their accounts, or
continuing to receive checks at their residences. The program is com-
pletely voluntary.

Advantages to the beneficiary of the '"Direct Deposit" arrangement,
according to a Treasury-Social Security report, include (@) reduced
possibility of loss, destruction, theft or forgery of the check; @
elimination of the inconvenience and problems of getting the Federal
check cashed; and (3 assurance of uninterrupted deposits during periods
of relocation or temporary absence from their place of residence.

The report also indicated that four out of five social security
beneficiaries already have checking or savings accounts.

The Direct Deposit arrangement will be implemented in several
stages, with complete conversion by the end of 1976 to the nationwide
electronic funds transfer system planned by Treasury and the Federal
Reserve System.

Representatives of the national trade associations for the commer-
cial banks, the savings and loan associations, the mutual savings banks
and the credit unions, together with representatives from the concerned
Federal regulatory agencies, have been meeting monthly with officials of
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Treasury, Social Security Administration and the Federal Reserve in a
cooperative effort to evolve an effective Direct Deposit System.

For the 700,000 beneficiaries in Georgia, Treasury will enclose
information with the checks to be delivered the firgt few days of November.
The pilot operation in Georgia will be evaluated for several months
before Stage 11 is started.

Stage Il will involve extending the pilot operation to the State of
Florida. AIl 1.4 million social security and supplemental security
income beneficiaries in Florida will have the opportunity of opting in
April 1975 to have their payments sent to financial organizations.
Treasury will enclose explanatory information with the checks to be
delivered during the first few days of April.

Stage 111 will begin in July 1975 when the new Direct Deposit
System goes nationwide. All social security and supplemental security
income beneficiaries throughout the country will be informed of their
option to have their payments sent directly to financial organizations.
Stage 111 will span the months of July, August and September 1975.

In Stages I, Il and 111, the new procedure will involve the use of
an especially designed direct deposit authorization form, Standard Form
1199, which will replace the current Standard Form 233 special power of
attorney. This new form will be made available, on a geographical
basis, 1in advance of the start of each new stage. The forms yrill be
distributed to financial organizations and to field offices of the
Social Security Administration. In addition, consideration is being
given to enclosing the direct deposit authorization form with the informa-
tional data sent with the checks to the beneficiaries.

Treasury officials have stressed to representatives of the national
trade associations the importance of a smooth transition to the Direct
Deposit System and have emphasized that individual financial organizations
should not "jump the gun'. Promotion of this program outside of the
pilot area of Georgia will result in significant problems for the
Government and confusion for the beneficiaries. IT any powers of attorney
are prematurely granted to the financial organizations by the beneficiaries,
the new direct deposit authorization form, Standard Form 1199, will have
to be reexecuted at the time the program is extended to other areas of
the country. Promotion of the pilot program in Georgia must coincide
with the distribution of the supply of new authorization forms to financial
organizations and Social Security field offices. This will occur in
late September 1974.

The new direct deposit authorization form is designed with simplicity
in mind. A beneficiary who wishes to participate will complete the top
half¥ of the form and then take it or mail it to the financial organization
of his choice. The financial organization will complete the bottom half
of the form and send it to the local Social Security field office.
Instructions for completing the form are printed on its reverse side.



Stage 1V will be a pilot electronic funds transfer system. It will
be conducted in the States of Georgia and Florida, commencing during the
latter half of 1975 or early in 1976. Treasury will provide payment
information in the form of magnetic tape to the Federal Reserve System.

The Federal Reserve will relay the information through their
existing communications network and distribution system to the Federal
Reserve office nearest to the beneficiary”s designated financial organiza-
tion. From this point the payment information will be distributed by
electronic or paper media through the local Federal Reserve office’s
established distribution system to the financial organization. The
pilot system will be operated for several months before extending it to
other areas of the country.

Stage V will be the initial conversion of social security payments,
for those beneficiaries participating in the Direct Deposit System, to a
nationwide electronic funds transfer system. Treasury and Federal
Reserve plan to complete this conversion by the end of 1976.

Treasury will soon commence planning with the Veterans Administration,
Railroad Retirement Board, and the Civil Service Commission to lay the
groundwork for extending the Direct Deposit System to their recurring
monthly payments.

o0o



pepertmentOF* TREASURY

ASHINGTON, O.C. 20220 TELEPHONE WO04-2041

FOR INDIATE RELEASE July 23, 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 August 1, 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 May 2, 1974, and to mature
October 31, 1974 (CUSIP No. 912793 UW4,), originally issued in the amount of
$1,802,275,000 (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 August 1, 1974,
and to mature January 30, 1975 (CUSIP No. 912793 VTO) .

The bills will be issued for cash and in exchange for Treasury bills maturing
August 1, 1974, outstanding in the amount of $4,306,835,000, of which Government
accounts and Federal Reserve Banks, for themselves and as agents of foreign and
international monetary authorities, presently hold $2,532,880,000. 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, and in
book-entry form to designated bidders, 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 Brancnes up to the closing
hour, one-thirty p.m., Eastern Daylight Saving time, Monday, July 29, 1974.

Tenders will not be received at the Treasury Department, Washington. Each tender
rost 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
°n application therefor.

Banking Institutions and dealers who make primary markets iIn 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 ad
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 August 1, 1974,
in cash or other immediately available funds or in a like face amount of Treasury
bills maturing August 1, 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.



Departrmntd:theTREASURY

fcHINGTON. D.C. 20220 TELEPHONE WO04-2041

FOR IMMEDIATE RELEASE July 23, 1974

CONDITIONAL DETERMINATION OF NO BOUNTY OR GRANT
ON COLOMBIAN CUT FLOWERS

Assistant Secretary of the Treasury David R.
Macdonald announced today a Conditional Negative Counter-
vailing Duty Determination in the investigation by the
Customs Service and Treasury Department into imports of
cut flowers from Colombia. The determination will become
final 30 days after publication in the Federal Register 1in
the absence of published notice to the contrary.

A notice of formal investigation was published
March 8, 1974. During the course of the iInvestigation it
was ascertained that payments were being made by the
Colombian Government "which would have constituted a
bounty or grant of 10.2 percent of the dutiable value of
the flowers.”™ However, after discussions between the United
States and Colombian governments, during which U.S. Treasury
representatives presented detailed explanations of the
countervailing duty law and its application to this set of
circumstances, the Colombian Government determined to elimi-
nate the countervailable payments by retaining them within
the control of an agency of the Colombian government.
Accordingly, on July 17, 1974, the President of Colombia
signed the decree necessary to accomplish this objective.

Because the Colombian Government very recently made this
determination, an opportunity for interested persons to com-
ment on it will be afforded before the Treasury determination
becomes final.

In making the announcement, Assistant Secretary Macdonald
noted: '"We appreciate the cooperative attitude of the

(OVER)



Colombian Government in this matter. We believe that the
action to eliminate the subsidy is the best possible
solution to the cut flower problem and sets an example

for resolving foreign bounty/countervailing duty issues
generally. Hopefully, over the long term, the general
question of subsidies will be resolved by multilateral
trade negotiations. In the short term, however, the law
must be administered with as much dispatch as is possible,
given the need to ascertain the exact nature of the foreign

programs involved, and to communicate our conclusions to foreigi
governments."

Notice of the determination will be published iIn the
July 24 Federal Register. During calendar year 1973 the
approximate amount of imports of cut flowers from Colombia
was $8 million.
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MEMORANDUM FOR THE PRESS July 22, 1974

Attached for your reference is some
material on Secretary of the Treasury
William E. Simonfs visit to Kuwait,
July 21-22, 1974.

Page
1. The Secretary’s Arrival
Statement 1
2. A Joint Press Conference with
Secretary Simon and Kuwaiti
Minister Atiqi 4
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ARRIVAL STATMENT BY ] :

TREASURY SECRETARY WILLIAM E. SIMON
AT KUWAIT AIRPORT, KUWAIT
JULY 21, 1974

I am honored to have this opportunity to visit the
state of Kuwait for the first time and also to be the Tfirst
American Secretary of the Treasury to do so. In planning
my trip to the Middle East, | wanted very much to include
Kuwait in my itinerary, given the important role Kuwait
plays i1n international monetary and energy matters.

I am looking forward to what 1 am sure will be friendly
and useful discussions with his highness, Shaikh Jabir,
Foreign Minister Shaikh Sabah, my distinguished counterpart
Abdul Rahman Atiqi, and with other Kuwaiti officials. | am
well aware of Kuwaitfs economic and social progress, Iits
advanced financial iInstitutions, and i1ts responsible fiscal

policies. 1 am also aware of Kuwait"s potential as am™
important industrial center and recognize its cooperation
in support of international development assistance — par-

ticularly through the Kuwait Fund.

In view of the close and growing relations between our
two countries, | believe that i1t is iIn our mutual iInterest
to exchange views with our Kuwaiti friends as often as pos-
sible and on as high a level as possible. But in addition
to official consultation, the purpose of my visit iIs to
convey to the people of Kuwait the continuing friendship,
interest and good will of the people of the United States.

I an here to become acquainted and to listen and to learn.
I view this visit as an opportunity to expand my association
with and knowledge of the Arab world.

Highlights of brief question and answer session with press:

QUESTION: I have some questions representing my col-
leagues, the pressmen in Kuwait. First question, we have
heard a lot about the high prices of oil iIn the States and
in Europe, but we didn"t see anything about the relation-
ship of the high price of oil to the high price of manu-
factured goods. Can you tell us iIf there iIs an intention
to make equations between the price of oil and the prices
of 1ndustrial goods?

SIMON: It Is important to understand one thing: that
I did not make this trip to the Mid East to negotiate or to



talk solely about high oil prices.

I think the world is

generally displeased, to put it mildly, with high prices and

the inflation problem over all.

tion,

wide, and this makes

Oil has made its contribu-

there i1s no doubt, to the inflationary problem world-

it quite evident that what we must do,
as a world and each country in particular,

is to get about

the problem of attacking the causes of inflation instead”™of

the results,
order to achieve that result.
look forward to a slowing,
price fire which has affected

QUESTION:

again 1f Israel

there

and putting our monetary and fiscal houses

doesn"t withdraw from™Arab territories,
iIs something related to the business of oil.

in
It is only then that we can
and hopefully ceasing, of this

so many countries of the world.

A statement made today by Minister Yamani
of Saudi Arabia says that an oil embargo may be

imposed once
and
Can we

have an i1dea of your excellency about this subject since you

have come from Saudi Arabia?

SIMON:
never brought up -
embargo.
exact words

In my discussions with Minister Yamani,

it was

the subject of the reimposition of the
Now during the press conference yesterday —
I have not read yet -

the
so | would urge you to

get from my press secretary the exact verbiage of what the
requirements were and If in the future the Mid East settle-
ment and the specifics that you mentioned were not met,”

then
on that.

this would be considered.

I don"t have the specifics

But the point of the matter is that my visit is

consistent with the diplomatic efforts on the part of

President Nixon and Secretary
and lasting and durable peace
can be no peace, there can be
progress in this area without
strive for.

QUESTION:  Shaikh Yamani
that the United States is not
Ipaji to get lower oil prices.
What would be your reaction?

SIMON:
and when we see,
in all goods

tion,

as you
prices

Kissinger to insure a just
in the Mid East; and there
no economic development and
peace, and that is what we

has suggested in one quote
putting enough pressure on
Do you believe in that?

I prefer to always allow a marketplace to func-

mentioned before, the higher

in the world due to that terrible tax

of inflation which acts so regressively on the poor in par-

ticular --

price of food exploded due to

say were out of anyone®s control,

let"s just take the issue of food, which is one
of the major problems or has been a major problem.

The™ k
circumstances which one might
and that was due to the



horrible winter during 1972 and the consequent extraordinary
demand that was brought about by a simultaneous boom going
on in all the industrialized countries of the world. Well,
the prices obviously shot up. We increased our production.
We removed what we call a 7set aside,” which is the acreage
the government held in reserve, and we released that, and
now we"re going to have a record harvest. In anticipation

of this record harvest, we have seen wholesale prices 1iIn

our commodity area decline substantially iIn recent months.
This 1s the way a market functions.

I would like to see lower oil prices because | think
they are unmanageable as far as the lesser developed coun-
tries of the world are concerned. And i1t"s wreaking havoc
with some of these economies where these nations cannot
afford 1t. And we"re working through the International
Monetary Fund in ways that can assist these countries.

QUESTION: Mr. Secretary, could you say how far en-
gulfed you were 1iIn discussions iIn Saudi Arabia with the
principal that Saudi Arabia might take up a special 1issue
of United States Treasury securities? A figure has been
mentioned of about ten million dollars.

SIMON: Any figures that are ever mentioned or were
mentioned by us were just for illustrative purposes. The
idea of special Treasury securities iIs not a new idea. We
have over twenty-six billion iIn special issue Treasury
securities outstanding at the present, twenty billion of
this with Germany. And we presented a comprehensive pro-
posal that i1llustrated the various special issues that they
could take advantage of if this is the way they wished to
invest their funds. They have the advantages of not™appear-
ing in the marketplace and thereby depressing the price
when they go to sell, and conversely, raising the price
when they wish to buy, and the additional advantage of
having to place the securities with us on two-days®™ notice
in the short area, and on sixty-days®™ notice in "the longer
maturity area, which gives them really instant liquidity
for large amounts of iInvestment, which many times the
marketplace cannot provide.

QUESTION: Are you likely to make similar proposals here?
SIMON: We have, as 1 say, these”special”™issues which
have been iIn existence for a long period of time, and we

would be delighted to discuss special issues. We have them
outstanding with many countries.
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JOINT PRESS CONFERENCE BY
TREASURY SECRETARY WILLIAM E. SIMON
AND
KUWAIT?S MINISTER OF FINANCE AND PETROLEUM
ABDUL RAHMAN ATIQI
AT KUWAIT AIRPORT, KUWAIT
JULY 22, 1974

SIMON: 1t seems ITve just arrived in this country
five minutes ago, and we must now depart, sadly, because
we’ve had very frank and wide-ranging discussions on a
broad menu of issues. In these frank discussions iIt’s iIm-
portant to understand, because sometimes it iIs misinterpreted:
Jjust because we do, In certain areas, have a disagreement or a
difference of opinion on substance, that doesn’t mean that
this disagreement in a particular area is done with any
acrimony whatsoever. It"s done in an attempt to have™ a use-
ful dialogue on our opinions and on our very strong iInterests
in the areas that affect every country in the world. And
more importantly, 1 think It’s important to emphasize the
many areas where we do have complete agreement and where
there are many areas where we can work together which were
also discussed.

Obviously, in the very brief period of time that I
have been here, it is impossible to enter into the sub-
stantive dialogue that we will in the future. | have
extended on behalf of the President an invitation to His
Highness to visit our country iIn the near future, and I
will certainly hope that at that time, or before i1f | return
to the Mid East, that we can continue with these discussions.
Mr. Minister.

ATIQI: Definitely we here iIn Kuwait are very happy to
receive Secretary Simon iIn Kuwait, and we are very glad for
this occasion. Secretary Simon is the first Secretary of
Finance to visit Kuwait during the life of relations between
Kuwait and the United States.

To have good relations with a country does not mean
that there i1s no area iIn which we disagree. There are areas
in which we do fully agree and there are some areas iIn which
we disagree. This is a healthy situation. By exchanging
points of view, we cancel a lot of problems, which leads to
a better understanding between our two nations and which
might also lead to a better understanding for us and for
others.

We do appreciate the role that the United States 1is
playing for the peace in the world, especially at the time
of President Nixon. We welcome this visit, as | say, to



exchange points of view on various aspects, and 1 hope that
these points which we have discussed will lead to fruitful
benefits in the future for our two countries and for the
rest of the world.

QUESTION: Mr. Simon, have you suggested to Kuwailt to
buy American bonds with a view to invest surplus oil revenues?

SIMON: One of the subjects that we discussed yesterday
was the potential i1nvestment and the opportunities that
existed i1In the purchase of U.S. government securities, and
we discussed this at some length. We did not make a defini-
tive proposal, but rather explained the various types of
securities that could be purchased which present great ad-
vantages on a direct basis with the United States government
versus going iInto the marketplace to purchase these securities.

QUESTION: Mr. Secretary, there was an illustrative
figure on those same discussions with Saudi Arabia. Do you
also have an illustrative figure on these discussions?

SIMON:  The i1llustrative dollar numbers that are used
are purely illustrative, and actually we make no recommenda-
tions as to amounts. The amounts are determined by the
investor always because he knows what his priorities are
and when he indeed will need the monies and then, of course,
maturities can be set to meet these priorities. So this
was just explained iIn some detail because i1t is a complex
issue. The varieties of advantages in the special issue of
Treasury securities that are not extant in the marketplace
in particular offer a protection to a government that does
not exist in the other area.

QUESTION: Can 1 ask Minister Atiqi whether he expressed
to you any iInterest In iInvestment in United States equities
in particular companies. 1 am speaking of substantial
equity holding and whether he raised the problems that this
might entail.

ATIQI: We didn’t raise points in detail the way you
are asking. Kuwait has already had its trustees to invest
in the United States, not that i1t is not new. Since the
days we got money more than 15 years ago, we haye had”™our
trustees in the United States to invest for us iIn various
aspects: 1n bonds, iIn equities, iIn real estate. We have
started very small and we are growing up gradually. Well,
when the time comes that we have a real substantial amount
in the United States, then we might go deeper into discus-
sions about this. Now we are just discussing broad lines.



SIMON: And let .me add something to that, that it is
not proper for the Secretary of the Treasury, or indeed any
government official to offer specific equity securities In
our marketplace. Where the subject of securities comes up,
the Kuwaitis are well aware of the opportunities iIn the
American capital and equity markets. We will respond to
specific questions about the technicalities of the market-
place and what exists, but as far as the Secretary of the
Treasury or any officials offering equity securities, that
would be highly improper.

ATIQI: Especially In a free market like United States.

QUESTION: Mr. Minister, did you find at all persuasive
the point I’m sure the Secretary made to you, because he’s
made it elsewhere, that it is In the interests of the oil-
producing countries as well as the oil-consuming countries
that the prices of oil be made lower than they are now?

ATIQI: Well, this is one of the areas which neither
His Excellency, the Minister, can persuade me or 1 can
persuade him. We exchanged points of view on impact of
oil prices on the world, but neither was he able to persuade
me nor I to convince him of my own feelings. For this 1is
an international problem, not only one country has to solve
It or to carry the burden of solving 1t. Inflation and™what
comes out of inflation is an international problem and it
iIs not for one country to solve it. |1 can’t expect that,
but we have exchanged points of view.

SIMON: And that is the important thing to”understand,
that as a colleague, a fellow finance minister iIn this great
union of finance ministers, there are many areas where we
can have differences of opinion. It’s done™in a friendly,
frank, forthright fashion, and we will continue these
dialogues. This 1is just the first discussion of many in
the future.

QUESTION: Mr. Secretary, we were told last night that
Kuwait is anticipating investing In research in nuclear
energy in partnership with developed countries shortly.

Was this discussed In any way during your stay here?

SIMON:  The Minister and I did not discuss anything
specifically in that area.

QUESTION: Do you think your visit to the Middle East
countries was a success?



SIMON: Yes, indeed, 1 consider it a success. | think
the most iImportant thing between peoples iIn this world must
be communication -- frank, open discussion of all the issues
in this world that has shrunk to such a degree that we all
recognize the importance and the interdependence of countries
upon each other. And the constant communication and dialogue
of all the problems that affect each one of us must continually
be discussed In a very open fashion. So, In this regard,
this my first visit to the Middle East, we have accomplished
this to my total satisfaction and 1 look forward to return-
ing In the very near future to have further discussions and
be able to stay for a longer period of time.

000
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WARREN BRECHT: 1 am delighted to join this group
of Customs Headquarters managers and supervisors again this
morning to talk about equal employment opportunity, what we’re
doing iIn the Department and what you’re doing 1n Customs.

When Dave Sawyer got the Invitation for one of us
to speak to this group on two different sessions, ohs a couple
months ago, Dave asked me whether he wanted whether |1 wanted
him to take it or whether |1 wanted to do 1t myself» and | Indicated
to him that if my schedule permitted» X would very much like
to address this audience myself.

As soma of gou may know# the equal employment opportunity
program9 the responsibilities of that program were transferred

to me less than a year ago. They used to be under the general
counsel. And 1lve taken these responsibil.lties seriously»

and so therefore [brief interruption in recording]...service.

Back in February -of this year» | had the opportunity
to speak at the Customs Region Two seminar for managers and
supervisors in New fork City# and at that time I was impressed
that management# both 1in that region and also the. management e
here 1n the headquarters» was most eager to make sure that
all of the officials within the Department and within the Bureau
were aware of their official and personal responsibilities
to make sure® that the Customs equal employment program was
really moving ahead toward the goal of real equality of opportunity
in every phase of your operations.

Before getting into the specifics of Customs* EEQ
program however# | thought you might be Interested in knowing
what we ore doing in the Treasury Department as a whole. How
while we can never be fully satisfied with, .progress in this
afsa> | am Impressed with Treasury’s progress over the past
five %ears* and we*re talkln% a period from November 1968 to
November 1973# which 1s the latest date for which we have staffs



Looking first at blacks, we have experienced an Increase
from 11,800 to 1698Qo09 which Is an overall rise of 5,000 black
employees in the Department, and this represents an Increase
of 42%.

The Improvement in Spanish-surnamed hires has been
even more impressive» an overall Increase of approximately
23600 employees» jumping from only about 1»000 in 1968 to about
3,000 by the end of 1973» or an Increase of about 200%.

Here 1important» there has been progress 1in the upper
grade levels over the past two years. So» for example, the
employment of blacks in the S$~9~to~12 group has risen from
1150 tO0 1780 over the past two years» and for Spanish-surnamed
we have achieved an Increase from 330 to over 700. And similarly»
in the GS-13-to-18 grade range, blacks increased from 150 to
350» or more than double» over the past two years; and SEanish—
surnamed moving into the highest grouping jumped from only
35 to 120.

Turnin% for a moment to women» .women comprise about
44% of those employed -In the General Schedule positions in

Treasury. There have been sli%ht percentage gains in the employment
of women in the GS-9-through-'2 group» and there are 62 more

women 1n the GS-13-to-15 range than there were the previous

year. Hebve not dons so well 1in the sypergrade area for women,

15m sorry to say, and so the women’s program 1is one area that

| am not satisfied with at this point. And one of my goals,

and 1 hope one of yours, will be to make ever effort in fiscal-

1975 and beyond to increase the percentage and number of women

In top jobs 1in the Treasury Department.

He still have much more to achieve» as | am continually
reminded by Senator Hontoya and Con%ressman Roybal at our annual
appropriation hearings. Yet | am pleased» as they are. to
see the positive accomplishments to date and the meaningful
and higher goals being set for the future. 1 will comment
on this further later on in my talk.

I should also take note of the commitment of top
management in the Treasury to the EEO program, starting with
Secretary Simon himself. The Secretary 1is committed to equal
opportunity. He recognizes that we have made some real strides
H. this area» but he stresses his personal interest and concern
for as uring that everyone gets a fair shake in their employment
status with Treasury. =

And» of course, former Secretary George Schultz had
a commitment that was of a long-standing basis. He promulgated
the concept of affirmative action while lie was the Secretary
of Labor, and while the Director of the Office of Hanagement



and Budgets he promoted the ldea of good staffing of equal

employment programs and he supported and promoted the Ildea

that government agencies should get the necessary budgetary
resources to do a meaningful job.

The 1975 Affirmative Action Plan for the Department
was recently forwarded to the Civil Service Commission, and
1 know that you will be developing your Bureau®"s plan sometime
this month. Me have just received the Commission®s approval,
July 1, of the departmental plan. In approvin% our plan, the
Commission offered the opinion that they thought the plan was
much batter developed than it was the previous year,

1"d like to particularly emphasize one aspect of
the Affirmative Action Plan» and that is the plan that we’ll
he developing during this year for upward mobility for minorities
and women. Now this 1is not a new concept in the Treasury or
certainly not a new one in Customs. But I think what 1s new
1s that we are developing a systematic Defartment—wide approach*,
putting more muscle behind 11, and hopefully 1incorporating
opportunitles for many more of our people in the lower grades,
and providin% counseling skills, basic training, tuition refunds
and -- to college [unintelligible] -- to many of our employees;

) Mall» so much for the departmental overview. 1°d
like to_turn now tO the EEG progress» plans and accomplishments
and activities 1in the Customs Service.

As | look at the latest statistics for minorities
employed in Customs» again | am Impressed. From 1972 to 1973,
Customs had an overall decrease of 500 people in their employment
and yet, despite the overall decrease» minority employment
ains were achieved. For example» blacks rose ®Tom 1250 In
972 t© 1290 In 1973. Spanish rose from 650 @i 860. Orientals
rose from 140 In 1972 to 260 in *73. American Indian employment
stayed about the same at a fairly low level. | am pleased
to note that since the last statistics were prepared at tiie
end of 1973» Customs has stepped out and hired some Pap*m
Indi is along the Mexican borei®»  serve as CFG

As 1 commented earlier about the upper mobillty for
the Department» a-review of progress from s72 to so shows
some nice gains within the Customs*Service. So09 for exampieb
while there were ? fewer blacks in the G$~5~io~8 group from
*72 to *73» there was am ixcrease af 48 iIn the 9 *to-19 range,

a slight increase in the upper categories

Spanish employment, which 1 indicated took a big
Ag9 again, the biggest single jump was in the 65-9-to0-12
nge where there was a net increase of 121.



As | see it* all _this 1is a positive trend* and m
sure that future tallies will show even higher gains.

I*d like to talk a little bit about this conference
and what this 1is all about, looking ahead* It seems to me
that the idea of an EEO Conference for managers and supervisors
is commendable. This Is your chance to assess how your EEO
program can become even more effective* and also it gives you
the opportunity to discuss how to develop better techniques
and equipment, training, md management of your personnel*

As managers and supervisisrs, you are the key link
as to whether Customs* Af*"innative Action Plan is a. mere paper
plan or whether it really achieves its goals*

I*ve had a chance to review with Dave Sawyer the
Customs* Affirmative Action Plan that was put togetnher for
this past year and some of the plans of your Regions. Overall
you are to be commended. Hr. Sawyer agrees with me that some
of the plans that you have developed to date have been amon
our more comprehensive plans received in the Department. These
plans can serve as models for other Regions and other Bureaus.

For example, many career ladders are clearly defined.
Time is provided for the subject of equal opportunity Irs orienting
new employees and also In providng courses for supervisory
and personnel management training* A sincere effort 1is being
made to insure that recruitment activities reach and attract
job candidates from all sources. The summer-aide » stay»ln-
school, and work«study programs are impressive iIn a number
of cases. And, very Important, the plans call for regular
assessments and reviews to determine whether Customs* objectives,
are being realized.

) flon these are just a few of the examples of wha
vie mean by some meat on these plans

Isve also,received good reports from Dave Sawyer
about the kinds of. relationships many in Customs have established
with various educational Institutions and organizations dealing
with minority groups, groups such as the Urban League* the
NAACP-, the League of United Lettn-AraeHcan Councils, and various
women®s Interest groups. And, as j*ve already indicated, I'm
particularly interested In what you."re doing 1in the upward-
mobility program.

1"d like to talk a little bit more about upward mobility
Jt this point. | don"t know exactly what the statistics are
vn terms of your overall employment in Customs, but 1 suspect
that they"re not that different than the Department figures.
¢n the Treasury Department, over BQw of our people are in the
bS~l«through“7 grades, which is the target area for the upward«*



mobilitﬁ program, at least Initially. And therefore, It seems
to me that the ypward-snobility program has got to be of real
interest to a great many of our employees, and 1 think we will
find many Interested qualifiable and trainable minorities and
women on our staff ~~ on your staff to move into areas of trainl®
for more responsible and better paying jobs.

All right, so much for .the employees.

And | think the upw&rd-mobll ity pro%ram 1s equall
important to management, both to Customs and Treasury and the
government at large. Any of you who have been involved in

the budgetary process, either up at the H11ll or just in terms

of putting together your own budget, and finding that Invariably
you don"t get ail that you asked for and all that you probably
could legitimately use, productively use, if given the full
resources - this is a fact of life, if you take a look at

the Treasury Department as a whole* about 83% of our total

costs $§ the total budgetary costs, are people costs, and | suspect
the same rati© is probably pretty close to that in Customs.

So It seems to me that i1f given the fact that you
can*t get all the people and all the resources you *d rea Ig
like to do your job in an optimum way, then i1t becomes doubly
important that we take the resources that we have and make
sure that we are developing these people and providing thenm
challenging careers, and at the same time, enabling us to carry
out the mission of the agency more efficient *& efficiently
and effectively.

Turning to women®s programs, | am aware of your ongoing
activities to assure that women are treated fairly on the ladder
of equal opportunity and that they"re given a fair shake at
job bidding, training, selection, and promotional opportunities.
| was impressed, for example, with® the program that your flaw
York Region put on. It"s one of the first in government to
conduct a women®"s d%g which provided counseling and interviewing
for many who attended.

As | mentioned to the group on Monday, we hope to

put on our first departmental women®s day hopefully soma time
later this fall. We're just in the very early talking stages

this, point, so 1'ns almost reluctant to bring it up. But
* f*tel compelled to at least to this group that this 1is very
Auch on our mind, and we are 3oing to do it and hopefully we're
going to do i1t this fall. And X would hope, as has been the
case In other departments, that whatever we do as a department
overview, that i1t can be a coordinated effort and that each
of our bureaus can tie into it and also carry on whatever suits
cheir particular needs at the same time.



And so09 as managers and supervi sors» we» you and
18 are the keys to effective equal employment opportunity.
As managers and supervisors* we have Important personnel management
responsibilities* and this Includes working with our employees
to prepare realistic training and deveiopmentai plans for them.

In closing» I would like to leave you with several
facts.

First* EEO sometimes 1is thought of as a can of worms.
We hear a lot about grievances» lack of progress and so on.
I think 1t4s Important that we think positively and we focus
on the good things we®re trying to do and on the successes
that we have achieved to date. We must recognize that we can’t
turn things around overnight» but those of us in management
must make clear our.serious-Intent. wme need to talk 1f up.

Second9 EEO and various other special-emphasis programs
should be viewed as parts of a comprehensive personnel program.
Otherwise» we can’t see the forest for the trees* And that’s
why i1t Is so Important that the EEO compliance people and the
personnel people work hand-in-hand at the departmental level
and on down to the bureaus and into the field organizations.
Incidentally» this was one of the major reasons why the departmental
equal employment compliance program was transferred under my
responsibilitY. Since | already had the Office of Personnel»
it was natural that these two had to work very closely together,
and by putting the two offices under my responsibllity8 | think
that in fact, over the past 6-to-9 months» we have established
a closer working relationship than had been the case prior
to that.

The third point Isd like to leave with you in closing,
I*d like to talk a little bit about Commissioner Acrees aid
I understand Commissloner Acres, John Hurley and others are
off doin% battle at the Hill this morning, testifying on the
Mexican border activities before one of the Government Operations
Committees, something that’s of great Interest to, |"™n sure,
all of you, and. i1t certainly 1is of Interest to me.

But getting back to Commissioner Acres, | know that
he believes very strongly in the-equal employment program,
and he expects a cooinstintent from each of you in implementing
the equal opportunity program in Customs.

As just one example of the Commissioner’s efforts,
shortly after he became Commissioner two years ago, he had
to deal successfully and very promptly with a very difficult
morale problem along the Hexlcan border, particularly in the
San Isidro area. | think if each of us can measure up to his
high standards, we’ll be well along in what we’re trying to
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Hy final comment* 1 earlier commented on reminders
from Senator Montoya and Congressman Roybal and the proddings
m ?et from them during our annual appropriation hearings.

Hall this year, Senator Montoya publicly commended Secretary
Simon for the Department"$ achievements in the area.of Spanish-
speaking employment* And those of you 1n Customs certainly
helped to get us this pat on the back.

~ And then | later learned that just before our House
appropriation hearings * Congressman Roybal complimented Customs
and the Department for our equal employment efforts.

These Kkinds of eompliments don"t come easily In_ this
area* A few lines from Congressman*s Roybal makes a fitting
closing statements and | quote:

“May | point out that this is the one agency of government
that has made the most progress In the last three or four years
in hiring of Spanish-speaking personnel« You have made a tremendous
amount o Erogress and you are doing an excellent job. I would
like to take this opportunity to eomplimerit you and® the Customs
Sﬁrvice for the most excellent job that you have done up to
this time*

“When 1 first came to this, committee, | was quite
critical of the fact that not enough progress was being made.
I thought it would take more than three years for me to compliment
%ou on this progress. You are the one department that comes
efore this committee that 1 can truly say has put a great
deal of effort "into an affirmative action program and has definitely
succeeded.B End of quotation.

_ Wall, vie can *t _rest on our laurels* We"ve got to
keep moving ahead. But it"s still good to hear such words
of praise once in a while. So let"s continue the good work»
and good luck to you and good luck to this conference.

Thank you*
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BEFORE THE
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Mr. Chairman and Members of the Committee:

| am pleased to testify before you this morning. | under-
stand that we are to discuss the current disintermediation
situation and attempt to place into some overall perspective
the recent issue of variable interest rate notes by Citicorp.

As you know, the Administration has opposed legislation
intended to prohibit issuance of variable interest rate notes.
Among our reasons for doing so is our belief that such a
prohibition would simply extend the inequitable principle that
smaller savers must bear the costs both of subsidizing borrowers
and protecting financial institutions from the defects in our
financial system. We feel that the responsibility for national
priorities, such as aiding the housing industry, should be
born by the nation as a whole and not by a single group -- our

savers. We also believe there are other ways to assure the

continued solvency of the thrift institutions than taking a
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backward step toward greater regulation of private financial
decisions.

The Citicorp note offering is the latest manifestation of
the problems created for our financial institutions by inflation
on the one hand and by rigid rules regarding the asset and
liability structure of these institutions on the other. We
are again in the middle of a familiar situation which exists
each time the monetary authorities are called upon to use
tight money to fight inflation. First, market interest rates
rise above those permitted under Regulation Q ceilings, and
depositors withdraw funds from traditional iIntermediaries
banks and thrift institutions. Federal agencies are then called
upon to iIncrease their loans, for example, to thrift institutions.
These agencies then must borrow the funds iIn the capital markets
thereby adding to upward interest rate pressures which cause
further disintermediation and so forth. This is the now familiar
dog chasing his tail syndrome to which Secretary Simon has often
referred.

What Citicorp apparently set out to do was to attract
the pool of savings of older, modestly affluent savers who
have managed to acquire some reasonable amount of financial
assets and who actively seek the best return available

consistent with the liquidity and soundness of the investment.



Table 1, attached, illustrates this point by presenting the
income and age distribution of holders of savings accounts,
by size of account, for 1971. Table 2 documents the increasing
willingness of households to shift from time deposits to
alternative, higher yielding assets. Table 3, covering the
period January 1973 through March 1974 illustrates the increasing
attraction of liquid, high yielding assets such as Government
securities.

Thrift institutions and commercial banks have greatly
aided the increasing sophistication of savers by focusing on
interest return principally through the promotion of certificates
of deposit. Insignificant only ten years ago, these account now
for more than half of time and savings deposits at all savings
and loan associations and commercial banks, and over 25 percent
of those at all mutual savings banks. Although certificates
were initially advantageous to these institutions, allowing
them to segment their markets and increase their return, they
encouraged the growth of a class of savers relatively more
aware of financial market developments and more willing to
respond to them. The very success of the instrument defeated
its purpose as a means of assuring deposit stability, since
there are always sufficient certificates maturing at critical
periods to impose some stress on the system.

In short, the savings market is now more competitive

than ever and likely to become more so. Opposition to variable



interest rate notes will not change this fact or abate the
inequity which encouraged the Citicorp note offering in the
first place. As long as the market pressures exist, new
attempts to tap the artificially cheap source of funds will
be made.

A second basis for our opposition was that the proposed
legislation discriminated against bank holding companies without
addressing the basic problem of potential non-bank competition
for savings deposits. High interest rates on new corporate
issues, especially regulated utilities, will make an appraoch
to smaller savers attractive to a wider and wider range of
businesses -- with or without a variable rate feature.

A third objection is that legislation prohibiting such
issues would lead, sooner or later, into direct involve-
ment in the private decision making process at the corporate
level by the Government, and the setting up of a bureaucracy
engaged in capital control. We expect that this would work
at least as badly in capital markets as price controls have
worked in the industrial and farm product markets.

In sum, we oppose interference in the market because
it is discriminatory and counterproductive. Inflation is the
cause of the high interest rates which lead to disintermediation
and distress in our financial system. By attempting to contain onl
the symptoms, we might cause great damage to our financial system

and to the normal modes of financing.
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We need instead a restructuring of the system, so
that it will efficiently respond to external forces without
disruption and without the need for frequent support by the
Government.

We believe, therefore, that S. 2591, the Financial
Institutions Act, is the right approach for the long run and that
temporary measures to deal with the exigencies of the present
situation should be consistent with the philosophy of that Act.

It is by relaxing and removing restrictions on the
activities of savings and banking institutions, and by
eliminating self-defeating regulatory measures -- such as
ceiling rates for time deposits and maximum nominal rates
on guaranteed mortgages -- that we will assure the strength and
continuing viability of these institutions and an adequate flow
of savings to meet our capital needs, whether for housing, large
or small business, agriculture, consumers, or state and local
governments. It is this type of approach -- one that will reduce
the ultimate need for Government supervision and control -- that
I wish to commend to this Committee.

There is no question about the fact that the Financial
Institutions Act is the long-term solution to the problem.

However, in the short-run, disintermediation is a problem.
We have concluded that legal prohibitions are not the answer but

that Federal loan assistance through the Federal Home Loan Banks
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selectively to institutions facing serious problems of
disintermediation, should be the principal line of response
to current problems. We would also like to consider with you
whether it may not be desirable to support some lending through
the Home Loan Banks for a temporary period at rates below
current market rates to insure that some thrift institutions
which may be in particularly unfavorable positions may make
use of such assistance. Finally, to limit the danger of further
disintermediation from the thrift institutions, in view of the
higher interest rates generally prevailing in the market, we
are inclined to believe that a change in Q-type regulations
should be considered which might allow thrift institutions and
banks to compete more effectively with the type of securities
proposed by Citicorp.

The banks and thrift institutions would have one valuable
advantage in this competition, that is deposit insurance which
makes these investments Government guaranteed.

The most basic consideration which has entered into
our conclusion that Federal assistance rather than restric-
tive legislation should be the governmental response to
the current difficulties of some thrift institutions is that
we do not believe that in these difficult, inflationary times
thé saver should be forced to bear the burden created by
the unwise restrictions which, the Government has kept riveted
on financial institutions.

Thank you, | will be happy to respond to your questions

and comments.



TABLE 1
SAVINGS ACCOUNTS3 BY INCOME AND AGE - EARLY 1971
(Percentage distribution of families)
Savings Accounts
None & oo ?5?899 ?421,’888 §§?388e * Total
All families 33 15 18 11 18 100

Total family income

Less than $3,000 68 5 9 12 6 100
$3,000-4,999 54 11 14 4 17 100
$5,000-7,499 46 15 14 9 16 100
$7,500-9,999 43 17 18 9 13 100
$10,000-14,999 26 21 27 12 14 100
$15,000-19,999 13 19 29 15 24 100
$20,000-24,999 15 14 17 18 36 100
$25,000 or more 10 2 6 23 59 100

[Ae of family head

Under age 25 44 30 29 5 1 100
25-34 44 19 20 11 6 100
35-44 33 19 26 10 7 100
45-54 35 16 14 12 23 100
55-64 34 7 14 14 31 100
65-74 35 2 14 15 34 100
75 or older 36 * 12 10 42 100

a Including certificates of deposit.

FF Less than 0.5 percent.

Source: 1971-72 Surveys of Consumers. Ann Arbor: Survey Research
Center, University of Michigan, 1973.



TABLE 2

SELECTED HOUSEHOLD FINANCIAL ASSETS 1965-19741

Demand deposits

Time deposits at commercial banks

Deposits at thrift institutions
U.S. Government securities
State and local bonds

Corp. and foreign bonds

Corp. equities

Total financial assets

Source: Federal Reserve Flow of Funds Accounts.

- Dec.31,1965

94.2
115.9
171.6

81.8

36.4

13.4
636.7

1,463.6

: Mar.31,1974

162.6
299 .4
358.7
114.2
48.0
56.9
954.5

2,560.2

- Change
68.4
183.9
187.1
32.4
11.6
43.5
317.8

1,096.6

%

Sour



TABLE 3
SELECTED HOUSEHOLD FINANCIAL ASSETS 1972-19741

: Dec.31,1972 ; Mar.31,1974 : Change
: (Billions of dollars)

demand deposits 156.5 162.6 5.1
tire deposits at commercial banks 248.6 299.4 50.8
deposits at thrift institutions 319.9 358.7 38.8
.S. Government securities 92.2 114.2 22.0
tate and local bonds 46.0 48.0 2.0
Corporate and foreign bonds 54.8 56.9 2.1
"Corporate equities 967.3 954 .5 -12.8
Life insurance and pension

reserves 452 .9 490.9 38.0
“otal financial assets 2,413.1 2,560.2 147.1

Source: Federal Reserve Flow of Funds Accounts

20
12
24
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FEDERAL FINANCING BANK, WASHINGTON, D. C

FOR RELEASE 6:30 P.M. July 23, 1974
RESULTS OF FEDERAL FINANCING BANK BILL AUCTION

Tenders for $1.5 billion of 244-day Federal Financing Bank bills
to be dated July 30, 1974, and to mature March 31, 1975»were opened
at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS: (Excepting 1 tender of $10,000)

High - 94.676 Equivalent annual rate 7.855%
Low - 94.480 Equivalent annual rate 8.144%
Average - 94.545 Equivalent annual rate 8.048% 1/

Tenders at the low price were allotted 39%.

TOTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:

District Applied For Accepted

Boston $ 113,375,000 $ 52,975,000
New York 2,739,020,000 1,165,720,000
Philadelphia 87,690,000 48,990,000
Cleveland 114,885,000 8,475,000
Richmond 76,210,000 8,200,000
Atlanta 19,430,000 3,680,000
Chicago 660,600,000 62,340,000
St. Louis 21,605,000 5,405,000
Minneapolis 74,905,000 29,705,000
Kansas City 59,990,000 24,870,000
Dallas 32,045,000 12,045,000
San Francisco 320,305,000 77,605,000

TOTALS $4,320,060,000 $1,500,010,000 2/

1/ This is on a bank-discount basis. The equivalent coupon-issue yield
is 8.54%.

2/ Includes $137,200,000 noncompetitive tenders accepted at the average
price.
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SECRETARY SIMON*S REMARKS TO
OPEN JOINT U. S. - SAUDI ARABIAN
WORKING GROUP ON INDUSTRIALIZATION
July 19, 1974

"Gentlemen, it iIs my great pleasure to represent the
United States at the opening of this initial meeting of
the Working Groups of the Joint U. S. - Saudi Arabian
Commission on Economic Cooperation. 1 can assure you that
President Nixon is personally interested iIn our success.

I spoke with him at length before 1 left the United States
about Saudi Arabia and the iImportance of the work we are
beginning today. The work of these groups is so iImportant
to me that 1 wanted to be here personally to open them,
and 1 have asked my Assistant Secretary Gerald Parsky to
personally oversee these efforts. We are confident that
these sessions will lead directly to a successful meeting
of the Joint Commission here later this year, which 1 am
looking forward to attending.

As you know, the concept and formation of this Joint
Commission is the direct result of his Royal Highness Prince
Fahd®s successful visit to the United States early last month.
Since that time American members and 1 know our Saudi counter-
parts of the working groups have been preparing diligently
for their participation.

This preparatory work has been motivated by a deep
sense of how iImportant our cooperative efforts are, not
only for Saudi Arabia and the United States, but for other
nations as well. We seek to strengthen the already firm
bonds of friendship which unite our two countries. We look
forward to a stable and prosperous Middle East in which all
nations and peoples will be able to pursue their legitimate
interests in peace.

I know that you share our purpose. Our common goal is
that of assisting the Kingdom of Saudi Arabia to achieve its
objectives in economic development, and particularly in
industrialization. To this end the United States Government
IS prepared to employ the variety of resources at its dis-
posal and to call upon the reservoir of technical experts,
business as well as management skills, entrepreneurship, and
capital resources which reside In the U. S. private sector.

In our short stay, we have already learned a great deal about
your objectives. We know that you need statistical information,
that you are interested iIn flared gas utilized in fertilizer

and petrochemical projects, that you seek agricultural develop-
ment and that you would like to explore so called "down-stream"
projects iIn the energy area. We want to explore these and many
other areas and then work with you immediately to achieve
positive results.



We, in the United States Government, consider this
a unique opportunity, one which we approach with full
appreciation for its importance and potential.

For many of us, being In your country is a new and
rewarding experience, both personally and professionally.
For others, 1t represents the pleasure of returning to
a country where warm associations were formed and success-
ful programs were initiated.

The degree of openness and thoroughness of these
exploratory discussions will have direct bearing on the
success of the Commission. I know the Saudi Arabian
Government wants firm, tangible, successful projects, not
more studies. You want action, not words. We, too, share
this desire.

Our success will be reflected in the degree with which
we are able to strengthen the economic relationships, rapport,
mutual confidence, and understanding between our countries.
Toward these goals our groups will work with yours in a
single staff supporting the Joint Commission.

I have full confidence in the results of your work.
I ook forward with pleasure to returning for the joint
formal sessions iIn October, when we will review the recom-
mendations and plans you will have prepared. Thank you."



CONTACT: Charles Arnold - 964-2041
Joe Lai tin - 395-3524 or 395-4854

FOR IMMEDIATE RELEASE July 24, 1974

JOINT STATEMENT OF WILLIAM E. SIMON, SECRETARY OF THE TREASURY
AND
ROY L. ASH, DIRECTOR OF THE OFFICE OF MANAGEMENT AND BUDGET
ON BUDGET RESULTS FOR FISCAL YEAR 1974

SUMMARY

The June Monthly Statement of Receipts and Outlays of the United
States Government is being released today. It shows the following
preliminary budget totals for fiscal year 1974, which ended on June 30:

Receipts of $264.8 billion.—Receipts were $1.2 billion below the
May 30 Mid-Session Review, and $5.2 billion below the February 1974
budget estimate.

Outlays of $268.3 billion.—Outlays were $1.2 billion below the
Mid-Session estimate, and $6.3 billion below the budget estimate.

A budget deficit of $3.5 billion.—This is the same as the Mid-
Session Review estimate and $1.2 billion smaller than the February 1974
budget estimate.

On a full-employment basis, defined as an economy with a 4% unemploy-
ment rate, the 1974 budget showed a surplus of almost $10 billion,
compared to the budget estimate of $4 billion. The decline in 1974
outlays is largely responsible for the increase in the full-employment
surplus. On a full-employment basis, receipts and outlays are now

estimated to be $277 billion and $267 billion, respectively.
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Budget receiptS...
.............. 246.5

Budget outlays......u..
Deficit (=) s
Full-employment receipt
Full-employment outlays

Full-employment surplus
deficit (-)...,

BUDGET TOTALS, FISCAL YEARS 1973 AND 1974
(in billions of dollars)

1973
Actual

.............. 232.2

........... -14.3

S 243.0
.............. 245.0

or
-2.0

1974

February 1974 Mid-Session Review
budget estimate estimate Actual
270.0 266.0 264.8
274.7 269.5 268.3
-4.7 -3.5 -3.5
278.0 276.0 277.0
274.0 268.0 267.3
4.0 8.0 9.7

July 1974
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RECEIPTS

Budget receipts in fiscal year 1974 increased $32.6 billion from
1973 and were $5.2 billion below the February budget estimate. Corporation
income tax receipts, which were $4.3 billion beloy the budget estimate,
accounted for most of the decrease. Congressional failure to enact the
Administration’s proposed windfall profits tax accounts for $1 billion
of the drop in corporation income tax receipts.

Employment taxes were $1.8 billion below the budget estimate.
Estate and gift taxes, and excise taxes were also lower. Individual
income taxes, unemployment taxes, and miscellaneous receipts were higher

than estimated in the budget.

OUTLAYS

Total outlays in fiscal year 1974 were $21.8 billion over the prior
year, but $6.3 billion short of the February budget estimates. The
change in the total was accounted for by several large decreases which
were partially offset by a few increases. The principal decreases below

the February budget were:

o

Outlays by the Department of Health, Education, and Welfare
were $3,048 million less than the- estimate in the February
budget. Most of this shortfall occurred in the areas of
health and education. Outlays for Medicare were $858 million

below the budget estimate, largely because the number of
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beneficiaries under the recently established program for
the disabled was less than anticipated. Outlays for other
health programs were $836 million below the budget estimate
and outlays for education were down by $800 million. These
shortfalls are due to slower than anticipated grant awards
caused in part by late enactment of appropriations. Public
assistance outlays for social services and social security
retirement and disability benefits were also lower than
estimated.

Outlays by the Department of the Interior were $1,098 below
the February estimate. Receipts from offshore oil leasing,
which are an offset to outlays, were $748 million higher
than estimated in February because of higher bid prices.

In addition, States were slow in using grants from the

Land and Water Conservation Fund and payments in other areas
lagged behind expectations.

Department of Defense military functions and military
assistance outlays were $1,035 million below the budget
estimate. The reduction was concentrated in operations

and is primarily due to later than anticipated availability
of 1974 supplemental appropriations.

Outlays by the Environmental Protection Agency were $528
million below the February estimate. Outlays for sewage con-

struction grants were lower than estimated because of slowdowns



construction due to equipment and material shortages and
delays in moving projects from planning to construction
phases.

Department of Transportation outlays were $330 million below
the budget estimate. Spending by the Federal Highway Admin-
istration was down because billings from the States were
lower than anticipated. Outlays for several other programs
were also down slightly.

QOutlays by the United States Postal Service were $301 million
below the budget estimate due to congressional delay in
enacting proposed legislation concerning Postal Service pay-

ments to the Civil Service Retirement and Disability Fund.

The major increases above the budget estimates were:

o

Department of Agriculture outlays were $511 million above

the budget estimate largely because of a delay in the sale

of financial assets of the Farmers Home Administration.
(Receipts from asset sales are offset against outlays.) This
increase was partially offset by an underrun in outlays for food
assistance programs, which resulted from fewer eligible
participants entering the program than anticipated, and by
other general shortfalls.

Outlays by the Department of Labor were $380 million above

the budget estimate. Benefit payments for unemployment

insurance were $487 million higher than estimated in February.



This increase was partially offset by slightly lower than
estimated outlays for manpower and other programs and an
accelerated reimbursement from the Postal Service for its
share of Federal workers compensation payments.

Net outlays by the Federal Deposit Insurance Corporation
were $335 million above the budget estimate largely because
expenses incurred in protecting depositors in federally-

insured banks were higher than anticipated.
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BUDGET RECEIPTS AND OUTLAYS
(fiscal years; in millions of dollars)

1973
Description Actual
Receipts by source
Individual income taXesS.....iiiien .. 103,246
Corporation income taXes. ... oo 36,153
Social insurance taxes and contributions:
Employment taxes and contributions.... 54,876
Unemployment iNnSUrance......eeennnn. * 6,051
Contributions for other insurance
and retirement. ... 3,614
EXCISE TAXES . v s e 16,260
Estate and gift taXxes. ... cevvivieinniennn, 4917
CUSTOMS oot T ittt e et et 3,188
MiscellaneousS. ... e e 3,921
Total receiptS ., 232,225
Outlays by major agency
Legislative Branch and the Judiciary..... 724
Executive Office of the President........ 49
Funds Appropriated to the President
Disaster relief. e, 358
International security assistance:
Military assistance programs......... 531
Economic supporting assistance
O] oY o T =10 4 1T 645
Indochina post war reconstruction
ASSISTANCE it e v ---
Multilateral assistance.....n. 510
Bilateral assiStancCe..... 517
Office of Economic Opportunity.......... 801
O TN e 371
Agriculture:
Commodity Credit Corporation,
foreign assistance and special
EXPOrt ProgramsS. ... 4,383
OtN BT o 5,645

February 1974
budget
estimate

118,000
43,000

67,664
6,198

4,046
17,144
5,400
3,500
5,049

270,000

871
112

450
1,100
117
493
669
891

611
272

1,844
7,467

1974

Actual

118,750
38,664

65,894
6,907

4,049
16,885
5,009
3,334
5,355

264,847

830
71

250
820
380
249
609
790

681
232

1,819
8,003

Change from
February
estimate

+750
-4,336

-1,770
+709

+3
-259
-391
-166
+306

-5,153

-41
-42

-200
-280
+263
-244

-60
-101

+70
-41°

+536



1973
Description Actual
Outlays by major agency (continued)
Commerce. - - .- oo i e e e e 1,368
Defense:
Military. . ... . ... 73,297
Caval. L. 1,703
Health, Education, and Welfare....... 82,040
Housing and Urban Development. ... .. ... 3,592
Interior. . .. ... .- -2,253
Justice. . .. i 1,531
Labor. ... ..o 8,639
State. . ... e aaaaaan 501
Transportation. . ... ... ... oo aaann - 8,183
Treasury :
Interest on the public debt..._.... 24,167
General Revenue Sharing. .. ......... 6,636
Other. ... e e e e a 156
Atomic Energy Conmission. ... ......... 2,393
Environmental Protection Agency.-...... 1,114
General Services Administration....... 463
National Aeronautics and Space
Administration. .. .. ... ... .. ....... 3,311
Veterans Administration. . ... ... ...... 11,968
Civil Service Comission. . . ..o en-. 4,601
Federal Deposit Insurance Corporation.... -538
United States Postal Service.......... 1,567
Raillroad Retirement Board. . ... ....... 2,439
Small Business Administration......... 1,317
Other iIndependent agencies. ... ........ 2,064
Allowance for contingencies. .. ........ -
Undistributed intragovermmental
transactions :
Federal employer contributions to
retirement funds. . ............... -2,927
Interest credited to certain
Govermment accounts. .. ... ........ -5,436
Total outlays. . .. ... ... ... 246,526
Budget surplus (*) or
deficit (-)- - ... -14,301

February 1974
budget
estimate

1,519
78,400
1,621
96,768
4,983
-3,774
1,938
8,590
8,444

29,100
6,147

2,328
2,559

3,177
13,241
5,946

1,999
2,683

2,524

-3,943
-6,420
274,660

-4,660

1974

Actual

1,457
77,646

93,720
4,739
-4,872
1,797
8,971

8,114

29,319
6,106
574
2,307
2,030
-264

3,228
13,340
.5,693
1,698
2,668

42
2,344

-3,319
-6,620
268,343

-3,495

NOTE: Detail will not necessarily add to totals because of rounding

Change fram
February
estinate

-141
+380

-10
-330

+219
41
-28
-21
-528
+42

+51
-253
+335
-301
-15

-179
-300

+224
-200

-6,317

+1,164



PreliminarylStatement of
Receipts and Outlays of the United States Government

for period from July 1,1973 through June 30,1974
TABLE I-TOTALS OF BUDGET RESULTS AND FINANCING (IN MILLIONS)

Budget Receipts and Outlays Means of Financing
By Reduction
Fiscal Year Budget BoroYi o Cash other I.?Ia-Otalt
Receipts  Outlys  SUPIS @ BOrToming  and vonetary other. ¢ Pudge
rom Assets ng
Def|C|t O] Public Increase ©
Actal 1974 (vehve months).......... 64,847 268,343 -$3,4% $3,017 2,83 -$2,406 $3,49%5
Comparative data:
Actual 1973 I year) .......... 232,225 246,526 -14,301 19,275 -846 -4,128 14,301
Estimated 19742°_ .. ... ....... 266,000 269,546 -3,546 2,386 3,000 -1,840 3,546
Estimated 19752 ......... . 294,000 305,445 -11,445 14,500 -3,066 11,445
TABLE II~-SUMMATfcY OF BUDGET RECEIPTS AND OUTLAYS (In thousands)
Actual Budget
Classification This Fiscal

Estimates
Year to Date Full Fiscal Year2

RECEIPTS
Irdividlel income taxes. - - . oo oii e i e $118,750,071 $118,000,000
jonincome taxes. . ... ........... 38,664,197 39,700,000
Sooial insurance taxes and contributions:
Employment taxes and contributions. . . ... ... 65,893,961 66,415,000
Unemployment insurance. ... .............. 6,906,711 6,911,000
Contributions for other insurance and re 4,048,681 4,046,000
EXCISB tAXES . .oveoon oo - 16,885,403 17,250,000
Estate and gifttaxes. . ... ... ... ... 5,009,320 5,100,000
---------------------------------- 3,334,127 3,400,000
Miscellaneous. - . ..o ..ol 5,3%,013 5,178,000
Total... 264,847,484 266,000,000
OUTLAYS
legislative Branch. . . ... ... ... L.. 625,026 661,854
Thedudiciary .. ...................... oo . 205,19 208,549
Bxecutive Office of the President. . . . ... .. .. ... 70,563 92.183
Funds Appropriated to the President: ’
Intermational security assistance. . ... ... ... ..... 1,200,220 1,217,000
Intermatioal development assistance. ... . ... . ... .. 1,398,361 1,559,544
Other . . . e e 1,411,679 1,796,637
Agriculture Department. . ... ... ... _..... ... , 9,822,781 9,805,000
Commerce Department. . . .. ... ... ... .. .. ...---. 1,456,718 1,449,570
Defense Department - M L 77,645,656 77,400,000
Defense Department -Civial._....". ... . .. ....... 1,682,067 1,711,297
Heallth, Education, and Welfare Department .......... 93,720,108 93,769,000
Housiing and Urban Development Department. .. ... . 4,733,701 4,860,000
Interior Department .. . ... .o i -4,872,175 -4,782,000
JdsticeDepartment. . . ol i 1,797,228 1,825,000
Labor Department. - . ..o oo a e 8,970,912 8,890,445
StateDepartment. . . ... L. iiiiaaaaaan 732,346 T3A,79
Transportation Department ............... . 8,114,169 8,150,000
Treasury Dej
Interest on the p.bl icdebt. ... ... ... .. 29,318,933 29,350,000
General Revenue Sharing. - -« - cccoe ccoeoaan -u. . 6,105,922 6,147,170
Other. - . e eeiaaaann F1] 573,929 634,000
Atornlc Energk/ CoOmMMESSHON. & oo i e ieae e 2,307,212 2,288,000
Environmental Protection Agency - <« o o v o e ceaaon. 2,080,322 2,359,000
General Services Administration. . . . ... .. ........ 204,272 -199,000
National Aeronautics and Space Administration.... ... .. 3,228,140 3,177,300
Veterc{\s Adnlnlstratlon ................... . Ealo%ﬁl gg&%’
Allonances, undlstrlbuted .......................
Undistributed intragovermmental transactions:
Federal employer contributions to retirement funds - -3,318,754 -3,%43,044
Interest on certain Government accounts .. . - . .- .. .. -6,619,644 -6,419,517
Total......... 268,342,952 269,545,924
Surplus () or deficit O, -3,49%5,468 3,545,924

See footnotes on page 3.
Source:  Bureau of Government Financial Operations, Department of the Treasury



Classification of
Receipts

Individual income taxes:
Withheld
Presidential Election Campaign Fund.
Other. .. ..

Total- Individual income taxes
Corporation income taxes.........

Social insurance taxes and contributions:
Employment taxes and contributi
Federal old-age and survivors ins. trust fud:
Federal Insurance Contributions Act taxes. .
Self—Emponment Contributions Act taxes. ..
Depositsby States. . ... ... . ... ...

Total- FOASI trust fud

Federal dissbility insurance trust fud:
Federal Insurance Contributions Act taxes.
Self—Emponment Contributions Act taxes. .

Deposits by States
Total- FDI trust fund

Federal hospital insurance trust fud:
Federal Insurance Contributions Act taxes....,
Self-Employment Contributions Act taxes. - - .
Receipts from railroad retirement account. ...,
Deposits by States

Premiums collected for uninsured individuals.,

Total- FHI trust fund

Railroad retirement accounts:
Railroad Retirement Tax Act taxes.

Total- Employment taxes and contributions.

Unemployment insurance:
Unemp oyment trust fud:
State taxes ited inTreasury.. .. .. .
Federal Unemployment Tax Act taxes.
Railroad Unemployment Ins. Act contributions

Total- Unemployment trust fund.

Contributions for other insurance and retirement:
Federal supplementary medical ins. trust fud:
Premiums deducted from benefit dpayments. .-
Premiums collected for the age .........
Premiums ited by Sta
Premiums collected for ﬁ"e dlsabled .......

Total- FSMI trust fund

Federal employees retirement contributions:
Civil service retirement and disability fund. ..
g%eign service retirement and disability fund

L=

contributions... . .. ...... ...
See footnotes on page 3.

TABLE III--BUDGET RECEIPTS AND OUTLAYS (In thousands)

This Month
Gross Refunds Net
Receipts (Deduct) Receipts
110,403,989
3,772
3 4,083,581
14,491,342 62,306  $14,029,036
9,313,478 236,428 9,077,051
3,449,925 3,449,925
3 227,083 227,083
1 -306,828 -306,828
3,370,180 3,370,180
454,681 454,681
3 34,130 34,130
121,779 121,779
610,590 610,590
697,869 697,869
319,460 19,460
190,611 190,611
5 192 192
908,132 908,132
148,560 148,560
5,037,462 5,037,462
61,967 61,967
10,695 3,059 7,636
18,604 18,604
91,266 3,059 88,207
132,063 132,063
riisss » 11788
143,850 143,850
180,962 180,962
855 855
128 128
181,946 181,946

Current Fiscal Year toDate

Gross
Receipts

$111,857,340
26,891
30,818,622

142,702,852
41,788,719

40,835,583
2,345,208
4,988,926

48,169,717
5,259,583

305,414
632,646
6,197,642
9,090,690
357,588
96,163
1,099,424
4,281

10,648,146

1,413,996
66,429,501

5,254,990
1,559,561
118,362

6,932,914

1,577,741
125,448
1,703,189

2,289,522
9,552
790

2,299,864

Refunds
(Deduct)

$3,952,782
3,124,523

392,557

392,557

50,217

50,217

92,432

92,432

334
535,540

26,202

26,202

Net
Receipts

$118,750,071
38,664,197

40,443,026
2,345,208
4,988,926

47,777,160
5,209,366

305,414
632,646
6,147,425
8,998,258
357,588
96,163
1,099,424
4,281

10,555,714

1,413,662

65,893,961

5,254,990
1,533,359
118,362

6,906,711

1,577,741
7 *125%448

1,703,189

2,289,522
9,652
790

2,299,864

Var " TI—BUDg EATAECeilpTAAN~A~AUTLAYS—Continued (In thousands)

Gross

Receipts

®8,092,726
2,427
27,016,853

125,112,006
39,045,309

35,039,643
1,905,829
4,130,891

41,076,363
4,628,666

252,481
550,447
5,431,595
6,659,885
212,347

61,222
724,930

7,658,385

1,189,637
55,355,980

4,634,192
1,315,997
120,065

6,070,254

1,192,934
84,323
149,350

1,426,607

2,135,019
9,003
2,385

2,146,407

Refunds
(Deduct)

1,866,485
2,892,779

373,186

373,186

50,626

50,626

55,044

55,044

704
479,560

18,772

18,772

10

Comparable Period Prior Fiscal Year

Net

Receipts

$103,245,521
36,152,530

34,666,457
1,905,829
4,130,891

40,703,177
4,578,040

252,481
550,447
5,380,969
6,604,841
212,347

61,222
724,930

7,603,341

1,188,934
54,876,420

4,634,192
1,297,226
120,065

6,051,483

1,192,934
84,323
149,350

1,426,607

2,135,019
9,003
2,385

2,146,407



TABLE III—NBUDGET RECEIPTS AND OUTLAYS—Continued (In thousands)

Net
Receipts

$41,033

3,614,046
64,541,949

9,836,249
738,
5,665,454
16,259,861
4,917,069
3,187,980
3,495,069
425

3,920,561
232,225,472

This Month Current Fiscal Year to Date Comparable Period Prior Fiscal Year
CldsSifiwalioii of
RE CEIPTS--Continued Gross Refunds Net Gross Refunds Net Gross Refunds
Receipts (Deduct) Receipts Receipts Receipts Receipts (Deduct)
Sociial insurance taxes and contributions— Continued
Contributions for other insurance and retirement—
er retirement contributions:
Civil service retirement and disability fund._..... $3,572 $3,572 $45,628 $45,628 $41,033
Total- Contributions for other insurance and
retirement. « - - v o oo e e e e 329,368 329,368 4,048,681 4,048,681 3,614,046
Total- Social insurance taxes and contributions. 5,458,095 $3,059 5,455,036 77,411,096 $661,742 76,849,34 65,040,280 $498,331
B e T ova0US EXCISE TES v e oo oo 018,421 10,307 008,114 0,065,672 140,688 9,784,984 9,994,571 158,322
Airport and airway trustfund .. .. ... .. i. e ... 74,570 1s) 74,495 842,273 2,163 840,110 759,790 1,632
Highway trustfund. . . . .. oo oo e i ie i e emee s 495,700 14,000 481,700 6,383,707 123,39 6,260,309 5,817,956 152,502
Total— EXCISE TaXesS.. - - o o oo i e ae e e 1,488,691 24,3382 1,464,309 17,151,652 266,250 16,885,403 16,572,318 312,457
349,24 5,025 344,229 5,075,353 66,033 5,009,320 4,975,862 58,793
CUSTOMS OQUEEES . - -« o e e e e e e eeee e e 310,589 9,565 301,024 3,444,059 109,932 3,334,127 3,307,821 119,841
Miscel laneous receipts:
i i 468,472 468,472 4,845,423 4,845,423 3,495,060
R o of eamings by Federal Reserve Banks... .- 3997 3 : 500,968 m 500,500 425,997 506
Total— Miscellaneous receipts. ... ............. 508,469 -3 508,472 5,355,291 278 5,355,013 3,921,066 506
Total— Budget receipts.. . . ... ..o ...... 31,914,918 740,760 31,174,158 292,929,023 28,081,540 264,847,484 257,974,663 25,749,191
FOOTNOTES

Note:

1This statement is preliminary and is based on reports from disbursing,
collecting and administrative agencies of the Government. Final reports of

Government disbursing, collecting and administrative agencies, including
certain overseas transactions, will be incorporated in the final statement
for fiscal year 1974 to be published at a later date. It was not possible to

include these transactions in the preliminary statement because of timing.

2Based on revised estimates of the 1974 Budget released June 12, 1974
before the Senate Finance Committee on the public debt limit.

3In accordance with the provisions of the Social Security Act, as amended
"Individual income taxes withheld" have been increased and "Federal In-
surance Contributions Act taxes" have been -decreased in the amount of
$538,525,132 to correct estimates for quarter ended September 30, 1973
and prior. "Individual income taxes other" have been decreased and "Self
Employment Contributions Act Taxes" have been increased in the amount of
$69,673,000 to correct estimates for the calendar year 1972 and prior.

Ancludes $312,390,534.40 distribution to Federal Disability and Hospital
Insurance Trust Funds.

~NEffective July 1, 1973, collections are now being made pursuant to Public
Law 92-603, Section 202, Title II.

6Pursuant to Public Law 93-32 dated May 11, 1973, most outlays of the
Rural Electrification Administration including the Rural Telephone Bank were
classified outside the unified budget totals. Transactions are included in
budget outlays through the close of business May 11, 1973. For transactions
after May 11, 1973, classified outside the unified budget totals see Table IV,
Schedule A. Administrative expenses financed by general fund appropriations
will continue to be reflected in budget totals.

Throughout this statement, details may not add to totals because of rounding.

7Includes adjustment to amount previously reported.
8Pursuant to Treasury Department Order No.229-1,as of March 17, 1974,
all remaining current activity for the Office ofthe Treasurer was transferred
to Bureau of Government Financial Operations.
9In accordance with the Postal Reorganization Act dated August 12, 1970,
starting with 1974 operations, the Postal Service will be excluded from the
U.S. budget. For transactions after July 1, 1973, classified outside the unified
budget totals, see Table IV, Schedule A. Payments to the postal service fund
financed by general fund appropriations will continue to be reflected in budget
totals.
10Includes opening balance adjustment of $323,373,828.26 to convertinterest
receivable of certain government accounts on public debt issues from a cash
to an accrual basis in order to be consistent with accrual reporting of public
debt interest payable.
11Transactions cover the period July 1, 1973, through June 21, 1974 and
are partially estimated.
12Includes the following
authorized by Section
Public Law 93-110.
Gold held by the U.S. Treasury ..
Gol